INVESTMENT
Introduction: People choose to spend their money in many ways. The bulk of most people's income goes for day-to-day living expenses: food, shelter, and clothing. But even if you live a no-frills lifestyle, it is important to make some investments for the future. A relatively small sum set aside each year can make an important contribution to your long-term financial security. 

Investing often involves deferring or giving up current consumption. This is done to increase wealth and build future purchasing power. For example, to buy 100 shares of a stock, a vacation might be postponed. If the investment is successful, however, the profits from it could fund future vacations or a year of a child's college education. Specific investment decisions should be based on a consideration of risk versus reward. Some investments are riskier than others, and investors' tolerance for risk varies. In general, greater risk to the investor should be offset by probability or potential for a greater reward or a greater return on investment. The return is simply the profit earned on the investment, including capital gains and any interest or dividend payments. This publication is a guide to investing, with an emphasis on understanding stocks, bonds, and mutual funds. A qualified investment professional can help you establish a portfolio tailored to your situation, but the more knowledgeable you are about investing, the more likely you are to be successful at it. 

GETTING STARTED 
Developing Your Investment Plan: Money should be set aside for certain things before it is spent on security investments. For example, adequate life, disability, and medical insurance should be purchased. Home ownership should also be a priority in many cases, particularly since interest payments on a home mortgage loan are often an important tax deduction. You should also maintain some cash reserves for emergencies. 

After these requirements have been met, you can begin to develop your investment plan. Think carefully about the kinds of assets that are appropriate to your objectives and risk tolerance. In addition, you need to consider your time horizon: When will you need or want to spend your money? Identify your objectives; preservation of principal, current income, or long-term capital gains may be among them. Then assess your ability to bear risk by making a careful assessment of your personal financial position, taking into account age, family responsibilities, income level, cash flow, and tax considerations. Even your temperament has a bearing on your risk tolerance. If you are a worrier, confine your commitments to relatively safe securities. Peace of mind means a great deal. 

Asset Allocations for Different Stages of Life: Some generalizations can be made about what kind of financial assets are appropriate for people at different stages of their lives. Usually, young adults with a lengthy time horizon and a growing income potential should be willing and able to assume more risk than older people who are nearing or are in retirement. Even for people in their 70s and 80s, however, a small commitment to aggressive investments, such as stocks, may make sense. People are living longer, and the prospect of above-average returns may be too important to forgo completely. 

For many young adults a major financial goal is the purchase of a home. The need to accumulate enough capital to make a down payment temporarily shortens the time horizon for this group of investors. Such investors may want to emphasize conservative shorter-term fixed-income securities instead of ones that aim for long-term capital gains. Also, they may need to abandon temporarily the goal of maximizing their after-tax return on investment. For them, placing large sums in tax-deferred retirement accounts with penalties for early withdrawal may be impractical. 

Once the house has been purchased, however, an appropriate portfolio for young to middle-aged investors might be weighted heavily toward growth-oriented stocks or mutual funds, as well as conservative blue-chip stocks, with the long-term goal of capital gains. Such an asset allocation could help to build wealth for other big-ticket items, such as vacations, children's college educations, and the even longer-term prospect of retirement. 

People in the peak earning years of 35 to 60 are likely to have more capital available for investment. With income relatively high, it is advisable to place a growing emphasis on deferring taxes or sheltering at least a portion of the earnings. 
Most investors should move gradually toward more cash and more conservative kinds of intermediate- and short-term bonds as they get closer to retirement. In their later years, people often become less risk tolerant. Income levels often decline following retirement, and the investor has less time to recover principal if an investment does not work out as expected. If you depend on income from investments for a large part of your living expenses, your main objective should be assured income and the relative safety of principal. The securities best suited for this purpose are Indian government issues and high-grade corporate bonds. The fixed nature of the income received from such investments, however, limits the amount of protection they provide against inflation. To achieve some protection of purchasing power, it is advisable to make a relatively small, but not insignificant, allotment to common stocks. Selections should be confined to high-quality issues, preferably with attractive dividend yields. 

	STOCKS 

	Characteristics: Stockholders have an ownership interest in a business.  Today, many millions of people in the India own stock in publicly traded companies or in equity mutual funds that invest in stocks. 

When buying stock, an investor is typically hoping that the perceived value of the company will rise, producing a capital gain when the shares are sold later to someone else at a higher price. Capital gains are one of two components that typically constitute the total return from stock investments. Another way in which stock ownership pays a return is through dividends, the portion of a corporation's earnings that is paid to stockholders. To compute a stock's dividend yield, divide the amount of the annual dividend by the current price per share. For example, if a stock is priced at Rs.10 a share and the annual dividend is Rs.0.50 a share, the dividend yield is Rs.0.50/Rs.10.00, or 5%. 

There is wide variation in the performance of common stocks, both for the general market and for individual issues. However, as we have already explained, if you can ride out the interim ups and downs (the price volatility), the long-term value of stock market investments tends to grow with the economy. Also, holders of common stock received dividends, which averaged more than 14% annually of their investments' market value. 

	

	Fundamental vs. Technical Analysis: One widely used approach to stock market investing is to focus on fundamentals. Fundamentals include factors such as the earnings, cash flow, and balance sheet statistics of a given company, plus general economic conditions and the industry in which the company operates. Such an analysis looks at whether the current valuation of a company, as seen in its stock price, adequately reflects the level of business success perceived for it in the future. 

A second approach to investing emphasizes technical factors related to trading activity. A technical analyst, or chartist, attempts to forecast the direction of stock prices by examining their trends. For example, if a stock price breaks above a prior resistance level, it may be headed up further. 

Obviously, there is a relationship between the fundamental and the technical factors. If a stock price has what appears to be upward momentum, this probably reflects favorable fundamental factors, such as a good earnings report from the company or the announcement of a new product. Although an awareness of trading patterns can be helpful in timing investments, technical analysis can be quite specialized, and we suggest that most investors emphasize a fundamental approach to investing. 

	

	Assessing a Stock: When looking at a potential stock investment, you might consider several questions: What is the primary business of the company? What is the company's competitive position relative to others in the same industry? Does it have clear advantages or disadvantages? What level of market share does it have? How much does its overall business depend on a single customer or on general economic conditions? What are the prospects for growth? 

Although the past is not necessarily indicative of future results, it is advisable to examine a company's historical performance. Look at 10-year trends in the company's income statement data, as published. Have revenues and profits been generally growing? If not, why? Also, has revenue growth primarily been coming from higher volume, new products, acquisitions, or increased prices? What has the trend in profitability been? Have earnings as a percentage of revenues been on the rise? 

	

	Some Key Ratios: Certain ratios can be useful tools in analyzing and comparing companies. Financial ratios provide ways to quantify a company's operating success and financial well-being. Valuation ratios gauge how fairly a stock is priced. The ratios for a given company don't mean much by themselves, but they are very revealing when compared with the company's historical ratios and with the ratios of comparable companies in the same industry. Although the list is far from comprehensive, a look at the following key ratios will help you evaluate a potential investment: 

	

	Return on Assets (ROA) and Return on Equity (ROE): Net income (minus preferred stock dividends) divided by average total assets (ROA); and net income divided by average total common equity (ROE). These financial ratios indicate how profitably a company is investing funds from stock offerings, borrowings, and retained earnings. When debt leverage is used effectively (that is, generating a profitable return from borrowed funds), a company's ROE should be higher than its ROA. 

	

	Long-Term Debt to Total Capital: Obtained from the balance sheet, this ratio is used to gauge a company's financial strength. (Total capital equals shareholders' equity plus long-term debt; often this analysis is done as a debt to equity ratio.) A "clean" balance sheet has little or no debt. Companies capitalized with 50% debt (a debt to equity ratio of 1:1) or more might be overleveraged; heavy interest payments could limit growth of future earnings and restrict available financing for maintenance or expansion. For firms such as utility companies, however, a large proportion of debt, or financial leverage, is typically less of a concern than for other types of companies because utility companies have a relatively predictable and adequate stream of income and cash flow to cover interest expense. 

	

	Current Ratio The relationship between current assets (those that are relatively liquid and/or are likely to be turned into cash within the next year) and current liabilities (payments due within one year). This ratio is especially critical for companies having financial difficulties. For many industrial companies, a ratio in which current assets are at least 1.5 times current liabilities suggests the ability to meet near-term obligations. A ratio of significantly less than that amount could signal a coming cash crunch. However, advisable benchmarks may differ significantly among various industries. 

	

	Price/Earnings (P/E) Multiple Price per share divided by earnings per share. This is probably the most widely used valuation ratio. It compares a company's stock price to a recent or future level of earnings per share. When looking at a stock's P/E multiple, investors should compare it with the range of P/Es that same stock has been valued at in the past and with P/Es of other stocks of similar companies. P/E should be evaluated in light of various factors, including the rate of changes in expected future earnings. 

	Price-to-Book Value Price per share divided by assets per share. This valuation ratio reveals the value set by the stock market on a company's assets. As with other ratios, the price-to-book ratio can be misleading without further information. For example, if a company's assets are carried on its books at far below their actual current value while another company's assets are overstated, a comparison of the two companies' price-to-book ratios will be distorted. 

	

	Ways to Group Stocks One way that stocks can be grouped is according to trading characteristics. For example, some stocks are perceived as takeover candidates. In general, during speculative periods, these shares are likely to be priced high in relation to earnings. If a takeover does not materialize, however, such stocks are vulnerable to steep declines. 

Another kind of stock grouping is blue chips. These stocks represent ownership in high-quality, premier companies, often the leaders in their industries. Such companies have long-established records of earnings and dividend payments and tend to be solid long-term investments. 

Stocks can also be categorized by industry. Industries themselves can be grouped by various characteristics that influence stock performance. Although there are exceptions to these stereotypes within any industry, below are some of the major categories often cited by investors: 

Cyclical Industries whose sales and profits are highly sensitive to economic activity are dubbed cyclicals. Many cyclical industries manufacture relatively mature, commodity-like products, such as steel or chemicals. Purchases of cyclical consumer products, which tend to be durable, are often postponed if times are tough. For example, the earnings of automobile manufacturers move sharply during different stages of the economic cycle. Another industry that is especially cyclical is homebuilding and related areas. Some industries are more sensitive to economic cycles than others. For example, property/casualty insurers tend, over time, to have sizable swings in profitability that are linked to industry pricing. When policy prices to consumers are on the rise, insurers are spurred to write more policies and generate new business. Eventually a wave of price-cutting follows, and earnings suffer. The airline industry has similar boom-and-bust cycles. Another example includes the area of electronics, where frequent introductions of new-generation chips have caused big swings in profitability and highly cyclical stock prices. Investors willing to buy early, when the outlook is still bleak, can enjoy a nice ride up on a cyclical stock. 

Defensive The opposite of cyclicals are defensive industries, those whose products and services are staples of everyday consumer life. People will buy them even in the middle of an economic recession. The earnings of these industries tend to be smoother and more predictable than those of the cyclicals. As a result, these stocks are often seen as a safe haven in a weak economic environment. Defensive industries include food production, tobacco, pharmaceuticals, and soft drinks. 

High-Growth Some industries grow at a significantly faster pace than the Country’s economy. Examples from the past decade include medical equipment and computers. Such areas tend to have rapid growth but also rapid change; new technological developments can lead to overnight success or overnight product obsolescence. High-growth stocks command relatively high P/Es; they may also be volatile. Companies on the cutting edge often see soaring stock prices, but those left behind may see their stock prices quickly fizzle. 

Interest-Sensitive These are industries whose operating results and/or investment appeal are likely to be significantly affected by changes in interest rates. This includes some of the cyclical industries, such as automobile manufacturing and homebuilding, whose sales of big-ticket items are reliant on consumer financing. The operating results of banks are also sensitive to changes in interest rates. If rates go down, banks' cost of funds will likely decline, boosting earnings. In addition, stocks with relatively high dividend yields, the prime example being utilities, tend to benefit when rates decline. As the stock price rises, the dividend yield to a new buyer declines, keeping the yield in line with that available on fixed-income securities. 

If a stock portfolio is sufficiently diversified across various industries with different characteristics, the volatility of specific stocks will have a surprisingly small influence on how well the entire portfolio does. Its performance will primarily reflect how strong the overall stock market is and the weightings in industry groups. Some industries have had relatively strong stock performance over lengthy periods, while others have passed in and out of favor. 

Individual Stock Selection Approaches to individual stock selection vary. Some investors prefer to emphasize growth stocks, shares of companies whose earnings are expected to rise significantly faster than the general economy. Because such companies are prized by investors, their shares often carry premium valuations. 

In addition to above-average earnings growth, characteristics of growth-stock companies often include involvement in new product or service areas; a sizable amount of research and development spending; and a large reinvestment of earnings into the growth of the business, rather than payment of dividends to shareholders. 

A second approach to stock selection is called value investing, which involves looking for stocks of companies whose assets seem undervalued. For example, the cost of replacing or duplicating a company's assets (assuming that someone would want to) may be far more than the value that is suggested by its stock price. In buying such shares, an investor is hoping that other people will come to the same conclusion and that demand for the stock will cause its price to move higher. This could, for example, come in the form of a takeover bid from another firm. Stocks that fit a strategy of value investing frequently belong to companies that operate in relatively mature industries and possess attractive assets such as major brand-name products, real estate, and a strong balance sheet. 

Investors should generally have a mix of growth and value stocks. Over the long term, however, the two categories tend to move in and out of favor. As a result, investors have opportunities for sizable gains if they can correctly anticipate and participate in a changing market psychology that causes a greater emphasis to be placed on either growth or value. 

Other approaches to stock selection, which may involve an emphasis on growth or value, include choosing stocks with relatively low P/Es or with high dividend yields. 

Many successful investors have made much of their fortunes by being contrarians: Contrarians go against the thinking of the crowd. For example, when everyone sells cyclical stocks and the prices are driven down, contrarians buy them. Or, when a blue-chip stock is temporarily out of favor, perhaps the price has dropped because earnings for the quarter were below  forecasts, value-oriented contrarians will step in and buy. Likewise, if a stock has a sharp run-up because of heavy buying, the contrarian will lighten his or her position. Just as following the pack has its risks, so does contrarian investing. There can be good reasons for certain stocks to drop sharply in price without much likelihood that they will rise again anytime soon. 

Small and Midsized Companies: Small and midsized companies can provide fine opportunities for investors. Often such firms are growing faster than their larger counterparts but are not yet big enough to attract widespread investor attention. Enormous profits have been made by investors who bought some of today's industry giants when they were in their formative stages. 

Particularly with stocks of small companies, however, price volatility, or risk, can be much greater than is typical for shares of large corporations. Also, even if an investor uncovers an attractive small-cap stock, there could be a sizable wait before a significant number of other people also become enthusiastic. Institutions such as pension funds tend to be heavily weighted toward the larger companies, and their charters may preclude them from investing in firms whose stock is valued below a certain amount. 

Market Indexes: One way to monitor whether stocks are in or out of favor is to compare their stock performance with those of various market indexes.The MidCap  Index provides a view of investors' sentiment toward midsized corporate. Over long periods of time, small-cap stocks have outperformed those of their larger counterparts. However, investor sentiment tends to move in cycles, which can last for a number of years.
The Appeal of Index Funds: Investors who do not want to select individual stocks can invest in mutual funds that are designed to replicate the performance of the broad market indexes. These are called index funds. 

Many pension funds invest a portion of their assets in index funds. One advantage is that transaction costs tend to be low because the stocks that make up an index do not change often, and investments that replicate a broad-based index offer extensive diversity. Also, over the long term, due in part to lower costs, broad-based index funds have provided better returns to investors than most categories of mutual funds. 

At the most passive level, an investor can simply own shares of an index fund for a lengthy period of time, seeking to participate in a continuation of the above-average returns that stocks have historically provided. 

At a more aggressive level, an investor can try to time the market, to increase the level of stock holdings when the general tide is expected to rise and to sell stocks when a falling market tide seems likely. Successful anticipation of the market's direction benefits owners of index funds, just as it does investors who are choosing stocks on an individual basis. Most stocks are significantly influenced by the direction of the overall market. 

Most people, however, have neither the inclination nor the ability to correctly anticipate, on a sustained basis, the many short-term changes in the direction of the market. A middle-level approach involves seeking to identify long-term trends and, perhaps, extreme levels of sentiment, which signal a changing of the tide. For example, extreme pessimism, reflected in such factors as historically low stock prices relative to corporate earnings and dividends, can indicate that a market upturn is ahead. Similarly, relatively high levels of optimism can set the stage for a fall. Investment decisions based on such factors can be implemented through purchases or sales of index funds, other types of mutual funds, or individual stocks. 

For most individuals, this emphasis on long-term trends is best. In a general sense, it involves seeking to benefit from secular and cyclical changes in the economy and the stock market. In a specific sense, it involves selecting an attractive mutual fund and/or a group of individual stocks with favorable characteristics. This long-term approach still requires monitoring choices and judging whether the conditions that made an investment attractive initially continue to exist. If factors change enough, selling the investment may be advisable. With this approach, however, the investor is less concerned with the day-to-day or even month-to-month fluctuations of stock prices. Some stocks may be owned for years at a time, possibly even through some cyclical downturns if appreciation is expected in the future. Underlying factors to consider when deciding whether to retain an investment in the midst of falling stock prices include your level of confidence in the company's management, its financial strength, and its product brands or technology. 

Dividend Reinvestment Plans: Dividend reinvestment plans (DRPs), under which cash dividends are used to purchase additional shares of stock (typically with little or no brokerage commission charged to the individual), are one way to implement rupee cost averaging. About 500 public companies offer such plans. Companies generally do not charge shareholders a fee for joining a DRP, and some firms offer DRP participants the opportunity to reinvest the dividends at a discount from the prevailing market price (ranging from 2% to 10%). Moreover, many DRPs allow for additional cash purchases at favorable costs to the investor.. 

Preferred Stock: Preferred stock, which not all companies have, generally entitles the shareowner to receive a fixed dividend before any payment can be made to the holders of common stock. Owners of preferred stock also carry a superior claim against assets if the corporation is liquidated. Some preferred issues are convertible into common stock at fixed exchange rates. Two factors largely determine the value of a preferred stock: the price at which it is convertible into common stock and the level of its fixed dividend. Because the amount of a preferred stock's dividend typically does not change, these shares generally have many of the characteristics of fixed-income securities. Typically, there are smaller price swings with preferred stock than with common stock, so there is less risk. Common stock, however, provides a better way to maximize participation in the potential growth of a company. 

Some Do's and Dont's Although we recognize that personal circumstances vary widely, below are some general guidelines for stock investors. Much of this advice applies to other kinds of investments as well. 

Do's: 

· Know your objectives and risk tolerance, and look at whether they are compatible with one another. If they are compatible, use them in a disciplined investment approach. 

· Diversify among various classes of assets and within individual classes when choosing your investments. 

· Distinguish between a company and its stock. There are well-managed companies whose stock price already amply reflects performance and prospects. 

· Remember the importance of compounding, and the erosion of purchasing power that inflation can have on future returns. 

· Be aware of the extent that fees and taxes can affect the return from your investments. 

· Monitor and evaluate the performance of your investments. If your objectives, risk tolerance, or external conditions change significantly, reevaluate your investments. If you buy individual stocks, the establishment of price objectives (subject to change) can be useful. 

· Try to be anticipative rather than reactive in your investment decisions.

· Keep good records of your investments.

· Learn from your mistakes.

· Read and stay current with the economic environment and with other factors affecting your investments. 

· Be skeptical of rumors and fads.

Don't's:
· Don't make any investments that you do not adequately understand or that make you uncomfortable. 

· Don't expect too much too soon. Be patient. Even if you have uncovered an undervalued stock, the price is not likely to rise until more people agree with you. 

· Don't be married to a stock because you are reluctant to take losses or because you're unwilling to see that a situation has changed. You can improve the overall performance of your portfolio by accepting mistakes and redeploying the remaining funds. 

· Don't be too greedy for capital gains. Just because a stock has gone up does not mean that it will do so indefinitely. You might want to set target prices for your investments. Even if you don't sell when the targets are reached, you can reevaluate the stock's attractiveness and decide if a higher target should be set. 

· Don't overreach for income. Relatively high dividend yields or interest may indicate a considerable risk that the dividend or interest payment will be reduced or omitted in the future. 

· Don't trade in and out of individual stocks too often. Brokerage fees, taxes and other expenses can reduce or even eliminate profits. 

· Don't allow worries about short-term market fluctuations to overly erode your long-term plan and confidence. 

· Don't believe everything you hear or read. Also, get more than one opinion on potential investments. 

· Don't go to extremes in your investing. Being too conservative or too speculative can each bring disappointing results. 

FIXED-INCOME INVESTMENTS
Characteristics: A bond represents a debt, or an IOU, from the issuing entity to the bondholder. Both governments and corporations borrow crores of rupees from individual investors. The amount of the loan is known as the principal, and the compensation given to lenders for making such funds available is typically in the form of interest payments. As with stocks, there are essentially two ways to make money from bonds: (1) capital gains, which are achieved by selling a bond for more than it cost to buy, and (2) the receipt of periodic interest payments. 

Corporate bonds historically have been viewed as safer than stocks. At least in part, this is because bonds have a claim on earnings and assets that ranks ahead of all equity securities in a corporation's capital structure. A bondholder is a creditor of the issuing corporation. A shareholder, on the other hand, is a part owner and is entitled only to a proportionate share of residual assets and earnings, if any. Thus, if financial problems result in the liquidation of a company, bondholders have greater protection in getting at least some return on their investment. 

That doesn't mean all corporate bonds are safe. The risk level of bonds in general has heightened during the past several decades, because of wide swings in the interest rates and the sizable amount of so-called junk bonds issued. Corporate junk bonds are issued with significantly above average interest rates, which are typically required to compensate investors for a greater amount of uncertainty about the issuing corporation's ability to meet its scheduled interest and principal payments. Some junk bonds have provided regular streams of interest payments and have risen in price, but there have also been some sizable defaults on junk bond obligations. Junk bonds are considered non investment grade securities, a speculative category that precludes many money managers from owning them. 

Credit Ratings: A major concern to prospective bond owners is the ability of a borrower to meet its debt obligations. Typically, the interest level of the debt has a close relationship to the borrower's perceived creditworthiness. Credit Rating Agency assigns credit ratings to corporate and municipal bonds. AAA (Triple A) is the highest rating  to a debt obligation. It indicates an extremely strong capacity to pay principal and interest. Bonds rated AA are just a notch below, then single A, then BBB, and so on. Some ratings show a + or - sign to further differentiate creditworthiness. A BBB rating means that the issuer has an adequate capacity to pay principal and interest, but less so than an issuer with an A rating under adverse economic conditions or changing circumstances. 

Bonds rated BBB- and above are referred to as investment grade, a category to which certain investors, including many pension funds, confine their bond holdings. Bonds rated BB, B, CCC, CC, and C are regarded, on balance, as predominantly speculative. A bond rating of D indicates payment default, or the filing of a bankruptcy petition. (Other firms also assign credit ratings to bonds, and their opinions and terminology may differ from agency to agency).

Some Types of Bonds Callable bonds:. Many bonds have call features, which give the issuer the right to retire the bond prior to maturity. In such cases, the issuer is enabled, during specific time periods, to call, or repurchase, a bond away from its owner at a preset price that represents a small premium. The action is entirely at the election of the issuer, with no recourse to the holder. 

Convertibles:. One way of counteracting the risk of inflation is to buy bonds or debentures that are convertible into stocks. These securities typically provide many of the safeguards inherent in nonconvertible debt securities yet permit the holder to exchange his or her bond for a specified number of common shares. The advantage of this type of bond is that if the stock price rises, the bond is likely to rise in value also. This kind of upside potential is part of convertible bonds' appeal. Because of this feature, however, a premium must be paid for such bonds: They offer a lower interest rate than regular issues of comparable quality and maturity. 

Zero-Coupon Bonds: Zero-coupon bonds pay no interest until maturity; rather, they are sold at a deep discount from face value and gradually achieve their face value over time. With a zero-coupon bond, you can lock in a relatively assured yield to maturity without having to worry about reinvesting cash interest payments at varying rates in the future. Nonetheless, although the bond owner does not actually receive the cash until the obligation matures, income tax is owed on the implicit interest that accrues each year. Thus, for individual investors, zeros are primarily suitable for IRAs, and other kinds of tax-sheltered accounts. The most popular zeros are those backed by Treasury obligations. 

MUTUAL FUNDS 

Characteristics: Investors who lack the capital, inclination, or time to establish and maintain adequately diversified stock or bond portfolios often buy shares in investment pools known as mutual funds. Potential advantages of mutual funds include professional management, relatively high liquidity, and accessibility for people with small amounts of capital. As with individual stocks and bonds, however, there can be wide differences in various funds' performances. Therefore, it is advisable to diversify investments among a few funds with varying objectives rather than buy just one .
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Open-End vs. Closed-End Funds: Mutual funds fall into two main categories. Open-end funds continuously accept new funds for investment through the sale of additional shares. Also, such funds typically redeem, or repurchase, shares for the current net asset value (NAV) of the shares. The NAV reflects the current underlying value of the securities that the fund owns divided by the number of fund shares outstanding. 

Closed-end funds, the second type of mutual fund, raise capital through the sale of a fixed number of shares. Once the initial offering has been made, investors wishing to buy or sell shares of closed-end funds typically do so on the open market, similar to the way most transactions for stocks of individual companies occur. 

Fees Another distinction among funds is that some charge a sales commission, or load, while others do not. Some funds carry an up-front sales commission, while others charge a redemption fee, or back-end load. This commission, which can cost up to 8% of the initial investment, basically compensates the broker who brings an investor into a load fund. No-load funds do not have commissions, and their shares must generally be bought directly from the fund organization. 
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