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Abstract: Mutual funds have gained popularity among individual and institutional investors as a preferred investment option due to
their diversified portfolio structure, professional management, and ease of access. Nevertheless, investing in mutual funds entails
numerous direct and indirect expenses that can substantially affect the final returns. This study is to assess the financial implications of
investing in mutual funds, specifically examining how expenses like management fees, entry/exit loads, and expense ratios impact investor
returns over an extended period. The mutual fund industry is subject to various regulatory factors and recent developments, including fee
standardization and improved disclosure norms, which aim to safeguard investors and promote transparency. The study concludes with
important findings that indicate while mutual funds provide numerous advantages, the overall gains are greatly impacted by the cost
structures and investment strategies employed. This study provides a comprehensive framework that enables investors to make well-
informed choices, select funds effectively, and achieve higher returns while minimizing unnecessary expenses.
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1. Introduction

Mutual funds are a well-liked investing choice because they
give people a simple way to diversify their holdings without
requiring a lot of money or specialized knowledge. When you
invest in a mutual fund, your money is combined with the
money of other investors and overseen by qualified fund
managers who decide whether to invest in stocks, bonds, or
other assets. Mutual funds provide several advantages, such
as professional management, where professionals oversee the
portfolio, liquidity, which makes it simple for investors to buy
or sell their shares, and diversity, which lowers risk by
distributing investments among several securities. For those
who wish to take advantage of professional management and
a variety of assets without having to handle everything on
their own, mutual funds are a compelling option.

1.1 Mutual Funds

A common way for people to invest is through mutual funds,
which enable them to combine their money into a
professionally managed portfolio of securities, including
stocks, bonds, or a mix of the two. They are especially
alluring to investors who might not have the knowledge, time
or means to construct and oversee a diverse portfolio
independently. Investors want to maximize their returns, but
in our fast-paced world, it can be challenging for one person
to keep a close eye on their investments.

1.2 Cost and Benefit Analysis

A cost-benefit analysis (CBA) compares the expected costs
and advantages of a choice in order to assess its viability. By
adding up the possible benefits of a course of action and
deducting the costs, businesses can assess if a move is
worthwhile. Investors can make better decisions that fit their
risk tolerance and financial objectives by analyzing the
benefits and financial commitments.

2. Review of Literature

1) HENRI SERVAES, KARI SIGURDSSON B (2022):
The researcher examined the performance, risk, and expenses
of equity mutual funds with performance fees (PF) compared
to those without (non-PF) in the European Union, Norway,
and Switzerland from 2001-2011. The study highlights the
need for investors to scrutinize PF contracts, particularly
benchmark criteria and fee structures, as PF mechanisms
alone do not guarantee better performance or superior
managerial talent. While some funds adjust contract terms
after poor performance to make earning fees easier, gross
returns analysis shows that underperformance declines when
expenses are added back.

2) DR BHADRAPPA HARALAYYA (2022) analyzed the
mutual funds to reveal that Kotak Mahindra Mutual Fund had
a return of -24 with a risk level of 4.89, HDFC Mutual Fund
showed a return of -0.03 with a risk level of 0.17, and SBI
Mutual Fund recorded a return of -0.20 with a risk level of
0.44. To minimize risks, investors should acquire proper
knowledge, conduct industry and company analyses, and
review financial statements before investing.

3) DR. RASHMI B MEHTA (2019) concluded that Mutual
fund investment is one of the easiest ways to increase your
wealth. A mutual fund is such an option of investment
through which an individual can build up a diversified
portfolio by simply selecting two or three options available
from various categories that a mutual fund offers. Mutual
funds are framed under the guidance and regulation of SEBI
so it’s one of the safest investment options.

4) DEVI KABIRDOSS (2018) found in the study that
Mutual funds (MF) are highly liquid, with low charges
regulated by SEBI and no agent commissions, while ULIPs
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have higher charges, limited IRDA regulation, and significant
agent commissions, often leading to mis-selling. Mutual
funds are also more favourable for investors across short,
medium, and long-term horizons, while ULIPs require longer
commitments to break even due to high initial costs. Overall,
mutual funds offer better returns, greater transparency, and a
reliable track record, making them a superior investment
choice compared to ULIPs

3. Objective

« To understand the mutual funds for different investors

« To analyse the impact of cost on investment return

o To study the impact of cost on the long-term performance
of mutual funds

Need for the Study

« It's crucial to determine whether the returns on investment
in mutual funds outweigh the costs, given the abundance
of options accessible in the market.

o Investors can better understand where their money is
going and whether the expenses are worth the benefits,
such as diversification and returns, by conducting a cost-
benefit analysis.

o Aot of investors don't know of hidden expenses that can
affect total returns, like management fees and expense
ratios. Such components will be emphasized in this study.

Scope of the Study

e The study provides a comprehensive overview of the
mutual fund business by encompassing index funds, debt
funds, equity funds, and hybrid products.

« Understanding local plans, laws, and market conditions is
restricted to Indian retail investors.

o The study assesses several fees that impact an investor's
net return, such as fund management fees, entry/exit loads,
and continuing expenditures.

4. Research Methodology of the Study

This research approach establishes a framework for
comprehensively analyzing the financial advantages and
disadvantages of allocating funds to mutual funds.

Source of Data:

a) Primary Data: Primary data was gathered from 100
participants, consisting of retail investors, certified
financial planners, and mutual fund distributors, through
the use of structured questionnaires.

b) Secondary Data: Data from reliable sources, Sebi
guidelines, and regulatory updates. Financial documents
and yearly reports. Academic journals, financial
newspapers, and investment portals.

Sample Size:

The study included 100 participants who were actively
engaged in mutual fund investments. The sample size was
sufficient to detect meaningful patterns and draw valid
conclusions about investor behaviour and their perceptions of
mutual fund costs and benefits.

5. Data Analysis and Interpretation

Case Processing Summary

Variable Valid (N)

Valid (%)

Missing (N) | Missing (%) | Total (N) | Total (%)

104

Fund preference * investment objective

100.00% 0

0.00% 104 100.00%

Fund preference * investment objective Crosstabulation (Count)

Count Wealth Accumulation | Tax Savings | Regular Income | Retirement Planning | Total
Equity Funds 22 5 16 0 43
Debt Funds 5 12 7 1 25
Fund preference | Hybrid Funds 8 5 7 3 23
Index Funds 2 5 3 3 13
Total 37 27 33 7 104
Chi- Square Tests
Test Value | df | Asymptotic Significance (2-sided)
Pearson Chi-Square 25.684% | 9 0.002
Likelihood Ratio 26.558 | 9 0.002
Linear-by-Linear Association | 5.381 | 1 0.020
N of Valid Cases 104

a. 7 cells (43.8%) have expected counts less than 5. The minimum expected count is 0.88.

There is a significant relationship between fund preference and investment objective (p = 0.002). People’s choice of funds
depends on their specific investment goals, like wealth accumulation, tax savings, or regular income.

Descriptive Statistics

Mean | Std. Deviation | N
Cost Affect Return 2.53 1.070 104
High Cost Funds gives long term Return | 2.00 0824 104
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Correlations

Cost affect return | High cost funds gives long term return
Cost affect Pearson Correlation 1 0.121
return Sig. (2-tailed) — 0.221
N 104 104
High cost funds gives | Pearson Correlation 0.121 1
long term return Sig. (2-tailed) 0.221 —
N 104 104

Confidence Intervals

- - 5 - ——
pearson Correlation Sig (2 tailed) | 95% Confidence Intervals (2-tailed)
Lower Upper
Cost affect return- a 221
High cost funds gives long term return 25684 -073 307

a. Estimation is based on Fisher’s r-to-Z transformation

There is a weak positive correlation (r = 0.121) between cost affecting return and the belief that high-cost funds give longer-
term returns, but it is not statistically significant (p = 0.221). This means there’s no meaningful relationship between these two

variables based on the data.

Variables Entered/Removed?

Model | Variables Entered

Variables Removed

Method

1 | Review frequency®

Enter

a. Dependent Variable: preference for low cost funds
b. All requested variables entered

Model Summary

Model R R Square | Adjusted R Square | Std. Error of the Estimate
1 0.045% | 0.002 -0.008 0.946
a. Predictors: (Constant), review frequency
ANOVA?
Model Sum of Squares | df | Mean Square F Sig.
Regression 0.187 1 0.187 0.210 | 0.648°
1 Residual 91.197 102 0.894
Total 91.385 103
a. Dependent Variable: preference for low cost funds
b. Predictors: (Constant), review frequency
Coefficients?
Model Unstandardized Coefficients Standardized t Sig 99.0% Confidence Interval for B
(B) Std. Error Coefficients (Beta) ' Lower Bound | Upper Bound
1 (Constant) 2.025 0.241 — 8.393 | <.001 1.392 2.658
Review frequency -0.048 0.104 -0.045 -0.458 | 0.648 -0.322 .226

a. Dependent Variable: preference for low cost funds

The regression shows that review frequency has no significant
impact on preference for low-cost funds (p = 0.648). The
model explains only 0.2% of the variance (R? = 0.002), which
is very low. Therefore, how often someone reviews their
investments doesn’t significantly affect their preference
for low-cost funds.

6. Conclusion

This research indicates that mutual funds serve as a well-
rounded investment option, offering advantages like expert
fund management, diversification, and convenient
accessibility. Nevertheless, these advantages come with
expenses such as management fees, expense ratios, and tax
implications that can substantially impact the overall returns.
By analysing data and gathering feedback from investors, it
becomes clear that cost-effective funds, such as passively
managed or index funds, tend to deliver competitive returns

over an extended period when compared to actively managed
funds. The study's results indicate that understanding the costs
and potential returns associated with investments is crucial for
achieving favourable outcomes. Ultimately, the study
underscores the significance of selecting mutual funds that
align with one's financial objectives, risk tolerance, and
investment timeline. By thoroughly assessing the expenses
incurred and the potential returns, investors can make well-
informed choices to optimize benefits while minimizing
unnecessary expenditures.
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