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Abstract:

Mutual Fund is a topic which is of huge interest only to researchers all over the world, but atsavestors.
Unit Trust of India as India’s first mutual fund svaet up as an effective vehicle for channelizirggessively
larger share of household savings to productivestments in the corporate sector. In 1964, UnisfTofi India
(UTI) came up with the first mutual fund Unit Schend964, popularly known as US 64 which was thet fir
open ended balanced fund. But, during late ninetids faces severe challenges with its unit schetd& 64.
At present, mutual funds have emerged as an imposiegment of financial market of India, especiat/a
result of the initiatives taken by the Governmehinalia for resolving problems relating to UTI's &, This
paper tries to analyze the crisis faced by Unitstaf India, specially its largest savings mobiiil@ga scheme-
US64 and evaluate overall performance of UTI imte of savings mobilization ,profitability, dividén
distribution, income and expenditure pattern, ititddes funds, redemption and net inflow of funds. |Ast, the
paper recommends some measures in overcoming dlleraiies faced by UTI.
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Introduction:

Mutual Fund is a topic which is of huge interest anly to researchers all over the world, but atsmvestors.
Mutual funds as a medium-to-long term investmentioopare preferred as a suitable investment optign
investors. The Mutual fund industry in India hapeared as a leading financial intermediary indndiapital
market. As of April 2006, the industry comprisin§ 38 Asset Management Companies managed financial
assets of over Rs.2000 billions (equivalent of 4S Billions) contributed by an estimated 20 milliowestors
spread all over the country. Majority of the furfdpproximately) 96% of the funds are open-ended gd the
remaining 4% of the funds are close-ended type. ddsets have grown at a compounded annualized fgrowt
rate of 48 per cent over a period of four decatie6s — 2005, which is an evidence of the growinguparity

of mutual funds in the country (as per the figuresde available by Association of Mutual Funds idid). The
impressive growth can be attributed to the entrgavhmercial banks and the private players in theueddund
industry coupled with the rapid growth of the Indieapital markets during the last couple of ye@te main
objective of investing in a mutual fund schemeoislitversify risk. Though the mutual funds investiuersified
portfolio, the fund managers take different lewaflsisk in order to achieve the scheme’s objectives

In India, mutual fund concept began in 60s fanere active mobilization of household savings tovjge
investible fund to industry. The idea of first maktdund in India was born out of the far sightedion of Sri
T.Krishnamachari, the then finance minister. He terrtm the then prime minister, Pandit Nehru outlinthe
need for an institution which would serve as thadot for these resources to the Indian capitalketarin
July1964, the concept of mutual fund took root mdid when Unit Trust of India was set up with thént
objectives of mobilizing household savings and #tiveg the funds in the capital market for industgeowth.
Household sector accounted for about 80 percenatidbn’s savings and only about one-third of suahirgys
was available to the corporate sector. The objectias that UTI could be used as an effective vehiot
channelizing progressively larger share of houskkalkings to productive investments in the corgosatctor.
In 1964, UTI came up with the first mutual fund UScheme, 1964, popularly known @d$ 64which was the
first open ended balanced fund. The UTI is a pusdictor enterprise which was created in 1964 utigeunit
trust of India Act, 1963 passed by the Parliamehtder the provision of the Act, UTI acted as a fiicial
intermediary for the purpose of mobilizing savirigeough the sale of units of the UTI and for inuegtthose
funds primarily in blue chip corporate securiti€sTl was the only organization which has diversifigden
ended and close ended scheme under its managdmardry other public investment companies in India.

The impressive growth of mutual funds in Ind&slattracted the awareness of Indian researchersiduals
and institutional investors during past ten ye@siumber of studies have been conducted to exarhiee
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growth, competition, performance and regulationmuftual funds in India. The Indian mutual fund inblygs
currently in the phase of consolidation and grostiige of the product life cycle. The Indian mutfiaid
industry is no exception and the competition woturdtensify in the coming years as it happened ireoth
industries.

In view of the above discussion, the presentepdpes to analyse the problem faced by Unit Troist
India(UTI),the first and oldest mutual fund in ladispecially its largest unit scheme-US 64 duriggent time
and evaluate the overall current performance irmgserof fund mobilization, profitability, dividend
distribution,investible funds, redemption and inébw of funds .

2.Evolution of mutual funds in India:

The mutual fund industry in India started in 1968hwthe formation of Unit Trust of India, at theitiative of
the Government of India and Reserve Bank and mdaits monopoly and supremacy till banking sectatual
fund came into operation in 1987. The history otualifunds in India can be broadly divided into falistinct
phases. The first three phases can be viewed as pFisis period.

First Phase —1964-87: Unit Trust of India (UTI) was establishmd 1963 by an Act of Parliament. It was set up
by the Reserve Bank of India and functioned untlerRegulatory and administrative control of the dRes
Bank of India. In 1978 UTI was de-linked from th8IRand the Industrial Development Bank of India B
took over the regulatory and administrative coniingblace of RBI. The first scheme launched by Wk Unit
Scheme 1964. At the end of 1988 UTI had Rs.6,700esrof assets under management. Therefore, Phase |
commenced with the establishment of UTI in 1964 dralaunch of Unit Scheme 1964 (US-64). During thi
phase, UTI was the only institution offering mutfiahd products and it experienced a consistent groTI’s
investible funds, at market value (and including Hook value of fixed assets) progressively gremnfiRs.49
crores in 1965 to Rs.219 crores in 1970-71, to R&Xrores in 1980-81 and further to Rs.5,068 srbseJune
1987. By that date, its investor base had also grtavabout 2 million investors. During this phakks-64
became increasingly popular as an alternative i loieposits. Master share, the equity growth funohéhed

in 1986 was the first product in India to provideledicated vehicle for the entry of small investot® the
equity market. It proved to be a grand marketingceas. 1986 also saw the launch of India Fundfitse
Indian off-shore fund for overseas investors whias listed on the London Stock Exchange.

Second Phase 4987-1993 (Entry of Public Sector Funds): The sgmdar performance of UTI —specially the
first and largest open ended scheme —US 64- sisdeception in 1964 and specially during 80s apth 11997
had given the investing public a rich experienc¢hefoperation of the mutual fund. Although the wpuly of
UTI came to an end on 1987 when Govt. of India lmeading Banking Regulation Act and Insurance Act
permitted commercial banks and LIC & GIC to setnmptual fund, the supremacy of different schemesoif
regarding aggregate investment, earning capaaityd fmobilization, dividend payment, equity investie
capital appreciation was much more than any othguah funds like banking sector MFs and insurarexmcs
MF up to 1997 due to efficient asset managemergréfare,1987 marked the entry of non- UTI, pubécter
mutual funds set up by public sector banks and llnéeirance Corporation of India (LIC) and Generalurance
Corporation of India (GIC). SBI Mutual Fund was tfiest non- UTI Mutual Fund established in June 198
followed by Canbank Mutual Fund (Dec 87), Punjaltiddeal Bank Mutual Fund (Aug 89), Indian Bank Mutua
Fund (Nov 89), Bank of India (Jun 90), Bank of B#adMutual Fund (Oct 92). LIC established its muftiuzid
in June 1989 while GIC had set up its mutual fundn iDecember 1990.
At the end of 1993, the mutual fund industry hasisets under management of Rs.47,004 crores.
Therefore, Phase Il witnessed the advent of cotpetin the mutual fund industry with the launchrofitual
funds by subsidiaries of the nationalized banks ehdhe two insurance corporations viz. Life Inswra
Corporation of India and the General Insurance @a@on of India. In 1988, UTI also floated anotludf-
shore fund viz. The India Growth Fund which waselison the New York Stock Exchange. During thisggha
there was a dramatic growth in the size of the wlufund industry with investible funds, at marketlue,
increasing to Rs.53,462 crores and the numbervefsior accounts increasing to over 23 million. Baeyant
equity markets in 1991-92 and tax benefits undaritigdinked Savings Schemes enhanced the attrawsgse of
equity funds.

Third Phase— 1993-2003 (Entry of Private Sector Funds): Wi entry of private sector funds in 1993,a new
era started in the Indian mutual fund industryjrgivthe Indian investors a wider choice of fund iféas. Also,
1993 was the year in which the first Mutual Fundy®Rations came into being, under which all mutwadds,
except UTI were to be registered and governed. ariséwhile Kothari Pioneer (now merged with Franklin
Templeton) was the first private  sector mutual fundegistered in  July 1993.
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The 1993 SEBI (Mutual Fund) Regulations were stigstil by a more comprehensive and revised Mutuadl Fu
Regulations in 1996. The industry now functionsemthe SEBI (Mutual Fund) Regulations1996.The numbe
of mutual fund houses went on increasing, with miangign mutual funds setting up funds in India at&b the
industry has witnessed several mergers and adquisitAs at the end of January 2003, there werenGial
funds with total assets of Rs. 1,21,805 crores. Wh# Trust of India with Rs.44,541 crores of assehder
management was way ahead of other mutual fundsePihiamarked the entry of private sector mutuaids
including foreign sponsors as also the prescripiiod993 by the Securities and Exchange Board dialof
mutual fund regulations. UTI's Mastergain, launcliredlay 1992, was a phenomenal success with syftseri
of Rs.4,700 crores from 63 lakhs applicants. Thestible funds, at market value, of the industryréased to
Rs.78,655 crores and the number of investor aceanateased to 50 million.

Fourth Phase: 2003 and onward: This periahw in the initial year’s significant growth in timeutual fund
industry aided by a more positive sentiment indhpital market, significant tax benefits and impment in

the quality of investor service. Investible funds, market value, of the industry rose by June 2@00ver
Rs.110,000 crores with UTI having 68% of the matere. During 1999-2000, sales mobilisation redche
record level of Rs.73,000 crores as against R2B1¢fores in the preceeding year. This trend haseher
sharply reversed in 2000-2001 and investible fuatismarket value have declined and there have been
significant declines in the NAVs of funds.

3. Structure of Unit Trust of India (UTI) :

UTI is a statutory corporation established under Wnit Trust of India, Act 1963 with a view to eucaging
saving and investment and participation in the imepprofits and gains accruing to the Corporatiomfthe
acquisition, holding, management and disposal afisiges. The Act came into force on 1st Febru@g4l

The initial capital of UTI was Rs.5 crores whicksH#een contributed as under:

(@) Reserve Bank of India (RBI) Rs.2.50 crores
(b) Life Insurance Corporation of India (LIC) Rs.0.75 crores
(c) State Bank of India (SBI) and its subsidibanks Rs.0.75 crores

Scheduled banks (other than SBI and its subsidiamyks) an Rs.1.00 crore
notified financial institutions

(d)

Rs.5.00 crores

The initial capital forms part of US-64 and théscribers hold units in that Scheme. In 1975, thé Att was
amended and by virtue of the amendment, the InduSievelopment Bank of India (IDBI) took over thights
and responsibilities of RBI under the Act and thars of the initial capital held by RBI was tramséel to and
vested in IDBI.

The general superintendence, direction and neamagt of the affairs and business of UTI rests Board of
Trustees which exercises all powers and does tlaw things which may be exercised or done by. Uhé
composition of the Board of Trustees is as under :

€)) The Chairman to be appointed by the @é@overnment in consultation with IDBI.
(b) One trustee to be nominated by RBI.

(c) Four trustees to be nominated by IDBiwdfom not less than three shall be persons hayegial
knowledge of, or experience in commerce, indus@apking, finance or investment.

(d) One trustee to be nominated by LIC.
(e) One trustee to be nominée&BI.

® Two trustees to be elected by other gbating institutions viz scheduled banks (otherttBI and its
subsidiary banks) and notified financial instituiso

(9) An executive trustee to be appointedI| provided that such an appointment may notdeessary if
the Chairman is whole-time.

The Board meets not less than six times a yeaasalgdst once in two months.

The Act provides that where the whole of the ihitiapital has been refunded to the contributoritimsons,
the Central Government may, after consultation WdBI, by order, provide for reconstitution of thigoard.
The Act also provides that regulations made byBbard have to be with the prior approval of IDBheTAct
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provides that 90% of the net income of the Schenf@&o dividend, whichever is lower has to be distréd to
the unit holders under the scheme.

There is an Executive Committee which, subjectuch general or special directions as the Board fmamy
time to time, give, has the power to deal with amtter within the competence of UTI. The Trustusharized
to establish one or more reserve funds by transfeguch sums as it may deem fit, out of the amatirihe
income of the Trust not distributed to the conttibg institutions or unit holders. Where a resefued is
created specially for the purposes of any unit sghé has to be applied or utilised only for thedii of the
unit holders under that unit scheme and for suecpgmes and in such manner as the Board may detrmin

4. Analysis of performance of Unit Trust of India:

One of the way of measuring performance of a mutwad is by way of looking into the amount of incem
generated .Mutual fund generates income throughfdtiowing sources: dividend, interest, profit sale or
redemption of assets, profit on inter-scheme tensther income.

[Insert Table-1 here]

Mutual funds use their income for various purposesto meet expenses relating to fund managentent,
distribute dividend to investors, to allocate tgsawe account and to meet other requirements imgjugkior
adjustment in accounts. If we compare the incontkexxpenditure profile of UTI with that of the indog two
major factors of UTI's success can be distinguisht@dstly, UTI retains the status of the most cefective
fund manager spending only 11% of its earning tetno@erall expenses of management of funds durgg@-1
93 which is against the industry’s average of ned®%% during the same period. During the period of
comparison, UTI's expense ratio is found to be miesksor than that of the industry average. Segpbdll is
the very liberal distributors of income and an isteg friendly mutual fund. With no exception, in tde three
years of analysis, the distribution policy of USIfound to be better than that of competitorshinyear 1992-
93, UTI distributed nearly 63% of its earning t® itnit holders, when the industry average is o8B6whereas
other public sector mutual funds distributed ory#of their earnings.

Another area of concern is growing shares of exgeng an increasing spending tendency of UTI whikds
from 4% to 11% within three years. Over a periodhoge years from 1990-91 to 1992-93, it has ggnahout

3 times and eaten away about 12% of income gemeratas ever increasing trend of expenses should be
looked into by the regulatory organizations andttey mutual funds themselves in order to minimizestefl
expenses and improve the efficiency of fund managem

Another disturbing factor is that only a smallerrton of income generated is being transferred eaegal
reserve. It was 11.62% in 1990-91 and it came dmv92% in 1992-93.

[Insert Table-2 &r

US64, the biggest mutual fund scheme in India, ésenthan four decades old and its corpus sindedtption
has increased manyfolds which upto the end of 1¥®& Rs13058 crore as compared to mere Rs 18078 icr
1964. He growth of the investible funds has bedstantial as is clear from table:2.The percentdd¢S064 in
total investible funds to UTI is, of course deciergswhich is very obvious from the fact that moradanore
investors’ friendly schemes have been introduce@déent past but still it is the biggest funds nggathby UTI.

[Insert Table-3 here]

On dividend front, the pace has been again very. gkdthough for every first year, dividend was deeld but
it was only 6% and it touched double figure onlylBi79-80 when dividend rate was 10%.As is evidemhfthe
table-3, subsequently, the increase in dividend been comparatively better and it reached 6% 8219
93.Similar, yield on July price has been constaimtyeasing till 1991-92, but suddenly a downwaethd set in
as it decreases from 17.86 in 1991-92 to Rs. 1in.4992-93 and further to Rs. 15.75 in 1994-9%al$ given
an alarming signal to investors specially individaiad small investors about the return on US 4stment.

[Insert Table-4 here]

Investment pattern among the mutual fund is the ikéyrmation to understand the investment behawior
each fund manager.UTI's exposure to equity is ¢esspared to that of public sectors and privateosectutual
funds. While UTI invests nearly 53% of its aggregaivestments in equity shares , the corresponitig for
public sector and private sector mutual funds &% &n 92% respectively. In case of UTI, there hasnba
drastic increase of investment held in equity filem3811.6 crore in 1990-91 to nearly Rs 28,000ecim1994-
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95 and as a percentage of total investment, itgoag up from 28% to 52%at the end of 1994-95.Onthef
significant trends in UTI's investment is that thleares of debentures and bonds has come downicagiy

over the last five years (as depicted in the t&hieom 32% in in 1990-91 to 22%in 1994-95.With thanching

of more close ended growth funds, specially af@30t91, the pattern of investment has been shiftadards
equity related instruments. It is evident from &bl that till 1990-91, more than 70% of investmleas been
held in fixed income securities and at the end3¥4195, their shares slipped to nearly 47%.

UTI's exposure to government securities market Witnessed a significant decline from more thé% 2f its
total investments in 1990-91 to nearly 18% in 19%4-Nevertheless, UTI remains to be the leader gmon
mutual funds with more than 98% shares of the twidilistry exposure in government securities. Moegov
although UTI’s investment in equity rises from 28%4990-91 to 52% in 1994-95 and UTI holds the dwant
position (more than 70%) in equity investment tpablic and private sector mutual funds, there tebteen a
gradual decrease in percentage of total equitysimvent of UTI in the industry because of the ewtirynore
public sector and private sector mutual funds.

At present, in the yardstick of performancesofme schemes of UTI mutual fund, UTI is tryingbisst to
regain lost soil by removing all defames.NAV hasr@gased much in some popular schemes like mastar pl
master growth, master share, grand master, maater g

As regard fund mobilization, UTI shows steady upivérend in mobilizing fund since 2002-03. In 2002-0
UTI mobilized 2.25% of total mobilization of the mmal fund industry which increases to 7.80% in 2008
09.But due to crisis faced by UTI during 2002-08gé redemption including repurchase is graduakynta
place which reduces the net inflow of fund in "extor. As a result, in some of the years after220%)
redemption being higher than gross mobilizationfuofd, net inflow of funds becomes negative whichais
danger signal to the sector.

[Insert Table-5 here]
5. Challenges faced by UTI:
Crisis started:

The dividend payment in US 64 scheme rose from5P4.th 1984-85 to 26% in 1992-93 and also reduced to
20% in 1996-97. The equity investment of UTI rosenf 28.24% in 1990-91 to 52.11% in 194-95 and ia7t9
98, equity investment had risen to 63%. During ®04dlish stock market enabled UTI to earn huge amaod
profit by investing its fund in equity market whid¢h highly volatile rather than investing in bondnket. In
1994-95, share market reached a peak phase dftbatindition and after that “Bull run” continued #couple

of years. So, during that phase UTI gained mucimbgsting nearly 63% of its investible fund in egushares.
But, it is well known that share market moves omgkoria”. In the mean time, Harshad Metha’s shaess
took place which had shaken the confidence of ilovesand share market was in troubled water.

Fund managers of UTI should have understoodhiahvesting maximum investible fund in equity metrk
UTI could not pay 26% or similar rate of dividenwadily to the investing public who wants to haegular
high rate of dividend. This is because of the fhat capital market is highly volatile and uncertaihe basic
principle to be followed by intending investorsaaifpital market is that they should enter into maitkéimes of
gradually rising state but offload holding when keris still good leaving the expectation of eagnhmore.

The mistake which UTI had committed is that tleeyld not pick up or liquidate their funds from nket in
right times. The principle of diversification of gfolio management suggests not to keep all of eggeame
busket. UTI has also committed mistake in thateesthat they had kept more than 63% of their itibksfund
in uncertain market which can never generate umifate of earnings.

The question of suspicion regarding transparesicyJTI's activities was evolved around the minds o
investors of how their funds are being managedpaatbcted as UTI since its inception in 1964 ditl disclose
the daily NAV of their popular schemes.

Evaluation of performance through examinatioriotél returns generated in the form of dividend aapital
appreciation is the general trend. But, such fofravaluation may not be depicting a correct pictérenutual
fund scheme might be providing excellent returns this performance might be solely due to bullisbck
market. So, performance of UTI should be judgedhia light of growth in NAV (Net Asset Value). UTI
computes NAV as (Unit capital +Reserve&surplus+ Mepreciation of all listed &unlisted securitied+al
interest and dividend income)-(Amortization of isKpenses+stamp fees+handling charges) / outstandit
capital.

The NAV incorporates both the realized as vesl unrealized capital appreciation. The realizepitala
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appreciation joins the income stream. As becausesalized capital appreciation is dependent upemihrket
prices in case of listed securities, the NAV coaldo up or down depending upon the market prices of
underlying securities . So, NAV would always beewant in the context of a particular date. So, N&\the
most comprehensive measure of the value of a fiaitscheme as it represents the intrinsic valubetcheme.
From the formula adopted by the UTI, it is certdivat payment of dividend implies a decline in the
NAV .Rather, it can be said that schemes haviregalar distribution of income by way of dividend wid have
lower NAV than schemes which accumulate the inc@md do not make annual payment. The longer the
scheme has run, the more time it would have toghiduack profit and built up reserves and is likilyhave
higher NAV than a recent scheme.

To conceal the operational inefficiencies in talpinarket and mismanagement of funds, UTI declaigber
rate of dividend in 1998-99 out of accumulated mesebuilt up in the past. As a result during 1999@,
reserve account showed a negative balance of af@sr8#00 crores which depleted NAV of unit schemBs
5.94 a unit.

The major reason why US-64 has not beenemddV based appears to be the fact that there is a
substantial gap between the repurchase price afrtteand its NAV. This gap increases or decredsgending
upon the market price of US-64's portfolio. Redeioms take place at prices which are not linkechi® NAV
and in periods where redemptions exceed salea@sehed in April and May 2001, net redemptionsadties
in excess of the NAV further widen the gap in respe continuing unit holders. Moreover, since USHas in
its portfolio large blocks of shares in individw@mpanies, its ability to create liquidity immedigt by selling
the shares in the market is restricted, as lartgs ssould depress market prices and further widendgap.
Finally, given the fact that the composition of fiertfolio has significantly changed with a largdrare of
equity, its ability to pay dividends is condition@h booking profits on sale of investments whichtHear
increases the gap.

There is a public perception thiate a repurchase price of US-64 is announcedyrmoda year, the
repurchase price and sale price of the unit witlgoessively increase during the year until a freale and
repurchase price is announced in the following,Juhen sales and repurchase are resumed aftendhef ¢he
period of closure of books. US-64 has been marketethat basis. Though there is no legal bar fof tdT
reduce the repurchase price even during the ydarptobably is the reason why the repurchase priere not
progressively adjusted downwards when the gap lestilge repurchase price and the NAV started widgnin
is however unfortunate that the opportunity was tagen to make the scheme NAV based when for & brie
period, within the period of three years specitigdhe Deepak Parekh Committee, the NAV is belieeelave
been in excess of the repurchase price or in JAOY 2vhen the gap between the repurchase price AkdisN
believed to have significantly narrowed.

The confidence of unit trust’s customer Hagkn shaken in 2001 from its flagship -US 64 fusd a
technology Stocks tumbled and insider trading sahralled the stock market. The decline promptei wast
to freeze redemption from the fund temporarily whic 1988 survey of households ranked as India'kebar
value of its assets forced Govt. to underwriteliabilities to bolster investors’ confidence. Th&64'S NAV
has risen to Rs 10 a unit from Rs 5.94 when therdigvas first disclosed on 3December,2001 by giving
Govt. subsidy.

Actual crisis of UTI emerged during 1999-2001:

UTI and controversies go hand in hand .Prematutemgtion of Rajlakshmi Unit Scheme(RUS) and reduncti
of yield on MIP (Monthly Income Plan) showed thender signal. Another issue i.e the problem of USHext
has snowballed has been hogging all the headlmedl idailies. The then current state of affairdJail has
claimed one victim in its chairman who has beempsoted to engage in insider trading. The real isstigat of
continued mismanagement in US 64 in spite of hatiegn chastised a year earlier and that of repetaf
glaring mistakes made with pubic money. It is tituet fund size of US 64 itself was a problem. éstructuring
was a mammoth task. What was needed was a lotmd. tBut, the key question is that why were the
recommendation of previous committees not impleett it revive US 64.

The recent crisis was not certainly unexpected lmeaf the portfolio of the scheme, while other uralifund
houses had decided to move out of tech share, bkEted late and was trapped in it.Due to its laige, UTI
could not even sell in bulk because market woulttdashed again. But, while the size has certargyoblem
with UTI , it has to do with poor fund management.

The Govt. of India has not hinted another baillouit the way it has raised the issue of protectirgitvestors’
interest by giving them Rs 10 a unit on redemptitns will not solve the problem because as soothas
scheme is flush with funds, redemption might sitard giant step and investors might not stay urtiedcand
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could lead to similar problem in future.

However, doubts arose on the intrinsic value ofdiseme(NAV) coupled with the fact that there aw fakers
for the scheme because all corporate houses hasle en&illing out of the scheme at the expenseardlls
investors by liquidating their position in the momreceding the crisis.

Many banks and corporate houses offloaded their6dSholding in April-May 2001 triggering large scale
redemption of the unit. The heavy scale corporateemption was suspected due to insider tradinge.lishof
financial intermediaries which sold their US 64 ding includes Bank of Baroda, Bank of India andoatlof
other public sector banks. Telco, Bajaj Auto andrBay Dying are some of the corporate houses whésie h
redeemed their US 64 units. Bajaj Auto which hadertban 50 million units of US 64 has sold off atpH its
holding in 2001 and other corporates like Videoaod Indian Oil Corporation followed the same péthfact,
funds have seen total mobilization of Rs 2661 @@® against redemption of Rs 5962 crores duriaigpriod
out of which a significant Rs 4151 crores was @ueithdrawals by the corporate sectors.

As per the disclosed portfolio in April, 200the fund had 20% exposure to GOI papers. Its tuitye
holding include Reliance India Ltd, ITC, RPL andosys. The UTI MF has picked up the right stocks the
problem seems to be of the timing of investmenU@s has not offloaded its holding when market wtb s
good. Infact, the Trust had the opportunity to tstof NAV based pricing in 2000 when its market walwas
close the actual NAV. But the UTI has not prepdmedhe switch. So, it has lost the golden oppdtyun

From the above analysis, the following points eraerg

0] Till 1987, UTI was the sole offerer of the mutuahfl schemes in the market with only a few schemes.
The product life cycle of these schemes had non Iseedies properly as UTI enjoyed monopoly in therkat

till 1987. With the entry of public sector as wal private setor mutual funds with attractive sabemuring
recent times, UTI confronted competition from sevdronts. As a result, shares of UTI's investmanthe
industry is gradually decreasing as the public thedprivate sector mutual funds capture a substgmtirtion of
total resource mobilization in the industry whistcause of concern to UTI's fund managers.

(i) One point which is to mention here is the irregtyaand uncertainty in management and control of
UTI funds which had a deterrent effects in the rabfund industry, After al, mobilization of savingbe most
important factor for any mutual fund market develgmt, depends to a great extent on public confielelic
such confidence is lost, savings mobilization Wwél at jeopardy. The bad performance of Morgan 8yamhich
entered the market in January,1994 with a collaahbRs 981 crore had shaken the confidence ofiove to a
great extent. It is found from the mobilization s#vings pattern of mutual fund industry includinglUhat
although UTI had been able to garner more than @b#gtal fund mobilized by the industry, its shéuas fallen
gradually during the recent times.

(iii) The expectation of investors further hammered dowrthe poor investor services rendered by the
operators. The investors who had relied on prafessifund managers with the hope of performingdvettian
they would have done on their own had bitter exgrere. The gradual increase in the repurchase 064)S
popular open ended schemes of UTI, had provedaitledf confidence on such schemes. Therefore, iores
had lost their confidence on UTI mutual funds foany reasons including fall in NAV below face vale
many cases, lack of liquidity due to thin trading secondary market, poor investor services and pinke
promises. An internal study on UTI showed that claimp ratio(proportion of complaints to outstanding
accounts) rose from 0.11% in 1991-92 to 0.19% i83194.(Ref. Mutual Fund: Management and Working-
L.K.Bansal).

(iv) As far as profitability of the mutual fund investmeof UTI is concerned, they had presented a dismal
show, leaving the investors in a state of disibusi .During the pre-SEBI guidelines period, dividen
distribution rate of UTI was gradually decreasingedo increased spending tendency (increase inatipgr
cost, salary cost, salary cost, management feestaluwgpening up of more equipped franchise officed a
introduction of technological upgradation projetif). It increases during post SEBI guidelines pkdaly by
transferring lessor amount to general reserve.

7. Recommendations of the Deepak Parekh CommitteerfUTI’s bail- out :
1. Initial contributors to UTI should infapermanent funds of atleast Rs.500 crores.

2. The PSU portfolio should be transferegdbook value to a Special Unit Scheme (SUS 99bdo
subscribed for by GOI by the issue of dated GOusges.

3. US-64 should make a strategic sale digaificant equity holdings by negotiation to thighest bidder
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to ensure fetching the best value for the unit éold

4. (@) The investment sub-limit of Rs.10,000 fax benefit on Equity Linked Savings Schemes ghdngd
removed and benefit should be extended to US-64kisghemes investing more than 50% in equity.

(b) Income distributed by US-64 and schemessting more than 50% in equity should be exemphf
tax.

5. New schemes for investing in growth ksoim IT, Pharma and FMCG sectors should be lauhdaebe
subscribed for by banks.

6. The size of the UTI Board should be éased to 15, with additional five members beingpted by the
Board.

7.(a) Trustees should assume higher degresspbnsibility and exercise greater authority.

(b) The remuneration of Trustees should becimsed and their attendance record be publishie iAnnual
Report.

8. There should be a separate Asset Managie@ompany for US-64 with an independent Board of
Directors.

9. (a) Chinese walls should be created by apipgirseparate and independent fund managers fdr eac
scheme.

(b) Inter-scheme transfers must be basethdependent decisions and requirements of concefumedi
managers and at market determined prices.

10. () There should be an independent fund mariagllS-64 with full responsibility and accounttiyi

(b) The fund manager should be helped biyrang research team and the research capabilityldhme
strengthened.

11. (a) Investment/dis-investment decisions shbelthased on research analysts’ recommendationshdd
have the authority and responsibility of making taeommendations.

(b) The fund manager should have the findgharity and responsibility in decision making bésm his
perception of the market and research inputs.

12. The focus on small investors should bengthened and the rhythm towards corporate ink&sto
reduced.

13. (a) US-64 should be NAV driven within threee

(b) If at the end of the three year peritb@, re-purchase price and the NAV are not in lihe, Trust will be
left with no alternative but to seek GOI support®mgain the provide the difference between the HAY the
repurchase price. Only a clear commitment from@iad to stand by US-64 till it finally assumes tHearacter
of a NAV driven scheme will instill the requiredrdiadence in the US-64 investors.

14. The spread between sale and repurchasespshould be gradually increased to deter sheyrh t
investors.

15. (a) The dividend distribution policy needsfaédlow a more conservative approach to build udisiait
reserves during periods of good performances.

(b) As arule, dividends need to be curtailde:n there is inadequate income.

16. The rate of return offered to investogeds to be reviewed on a periodic basis. The wifiéded on US-
64 is excessively high as compared to other corbfmmstruments.

17. The composition of the portfolio needdbchanged to provide for more weightage to dehsistent
with the objectives of the Scheme.

18. The operations of US-64 should be brougllier SEBI purview at the earliest.

19. An independent professional firm shoosgédcommissioned for a detailed review of asset gement
processes including back office, inter scheme fearand investor servicing.

8. Reconstruction programme undertaken:

In view of the problem of UTI, the Cabinet apprdvand passed ordinance to repeal the UTI Act, 1868
amend the SEBI Act. This paves the way for recaghe UTI and overhaul of market watch dog, SEBI's
organizational structure. The decision has fatdidamplementation of UTI bail-out package.

In February 2003, following the repeal of tdait Trust of India Act 1963 UTI was bifurcated antwo
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separate entities. One is the Specified Underta&fripe Unit Trust of India with assets under masragnt of
Rs.29,835 crores as at the end of January 200&semting broadly, the assets of US 64 schemereabseturn

and certain other schemes. The Specified Undeda&fnUnit Trust of India, would be managed by Govt.
appointed administrators who would be assisted bigasn of professionals and does not come under the
purview of the Mutual Fund Regulations.

The second is the UTI Mutual Fund Ltd whichnanaged under SEBI's umbrella with 47 schemes and a
modest corpus of Rs 15000 crores which is justtiifhe size of UTI at its peak. Therefore, UTI naltfund
sponsored by four public sector entities like SBIB, BOB and LIC is now SEBI's compliant

It is registered with SEBI and functions undlee Mutual Fund Regulations. With the bifurcatioihtloe
erstwhile UTI which had in March 2000 more than®®s000 crores of assets under management and hveith t
setting up of a UTI Mutual Fund, conforming to t8&BI Mutual Fund Regulations, and with recent merge
taking place among different private sector furttie, mutual fund industry has entered its currerasphof
consolidation and growth. As at the end of Septemb@04, there were 29 funds, which manage asdets o
Rs.153108 crores under 421 schemes.

9.Issues to be considered in view of Strength &weakss:

UTI is the largest player in the mutual fund indystith total investible funds of domestic schenf@sMarket

Value) as at 30th June, 2001 of Rs.56,057 crorestitoting about 57% of the total investible furafsthe

industry. US 64 with a total unit capital as attB0tine 2001 of Rs.12,786 crores had a substahtia¢ ®f these
investible funds. It has certain unique strengibitainle amongst them being :-

€) Its large size with consequential economies of scale;

(b) Its nation-wide well entrenched disttibn network and consequently its wide reach anghciy to
mobilise large resources;

(c) Its brand image arising out of a pulperception that the safety of funds is assuredtbypseudo
Government character, which may not be entirelystified.

(d) The fact that it does not have an AMGvtiom management fees would have to be paid whiliteein
higher returns available to unit holders.

It also has certain pronounced weaknesses

€)) Being the largest player in the mutuahdfuindustry, it also has large investments in il
companies. Its ability to turnaround its portfadjoickly is therefore somewhat limited.

(b) The fact that it combines within itsetietroles of an AMC and the Trustee results in theeace of a
degree of accountability which an AMC normally owteshe Trustee and the control which the lattdomes
upon the former.

(c) There is a lack of transparency, paldidy with regard to US-64 where the sale and repase price are
not linked to the NAV and the NAV is not disclosiedthe unit holder.

(d) The fact that UTI is perceived as hawngseudo Government character is as much its wealas it is
its strength, particularly in respect of US-64. Wht enhances its ability to sell the units, sa@lgives a false
sense of comfort which may not be true or evenrdekd. Moreover, in a highly competitive marketbfici
perception of UTIl as a pseudo — Government institutay affect its ability to attract and retaire thest
professional talent or to adequately motivate it.

(i) In view of the above strength and weaknéss, seen that in the initial stages, UTI had bperforming a
hybrid role of both a financial institution and autwal fund. However, over the last few years, dkeras a
financial institution has significantly diminisheehd it has positioned itself purely as the largegtual fund in
the country. There is also a significant trend eyimgr which suggests that financial institutionslwgitadually
wither away or merge into universal banks. In #uenario, commercial banks and mutual funds wikeya as
the primary institutions for the mobilisation ofdsehold savings. This reinforces the need for dTdvolve as
a pure mutual fund. At the same time, considerdt@sto be given to the fact that UTI has promated holds
controlling interest in a number of institutionstside the pure mutual fund industry.

(ilGreater transparency increases innovation.Usd, should be transparent enough to product inriomadnd
differentiation with attractive promises by deletiess attractive schemes.

(iiBetter services which is the need of the dayl wmake the UTI mutual fund schemes more investors
friendly. Therefore, efforts should be made to tapehe marketing and distribution network by rééng more
efficient agents and by opening more fully equiptrfeanchise offices.
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(iv) The future of UTI as well as other mutual fenth a great extent depends on the response ofategu
agencies on the demand and expectations of smadtiors. It must set its house in order. Its assioci of
mutual funds of India(AMFI) will have to outgrowsglf from being a bargaining arm of the industry an
emerge into a self regularity organization(SRQJ)ilt have to turn proactive and stop waiting foetBEBI to
wield the stick.

(v)UTI's management structure is at variance witle structure prescribed for mutual funds under SEBI
regulations. These regulations provide for fourasafe entities, namely a Sponsor, an Independesstelr, an
Asset Management Company and the Fund. It is nagesisat UTI as the largest player in the Mutuahdru
industry should, as recommended by the Vaghul Cdteajilend itself to SEBI's regulatory jurisdicti@md
conform to the form of structure prescribed in SE&julations. As stated earlier, out of 73 domestitemes,
67 schemes have already been brought under SEBlatemps and apart from US-64 and SUS-99, the
remaining schemes have finally suspended salesraad¥ nearing termination. It only remains for streicture

of UTI also to be made SEBI compliant.

(vi) While the present structure of UTI providéor separate Asset Management Committees for 4)S-6
equity schemes and for income/debt schemes, theeeled control exercised and direction impartedthnse
Committees appears to be restricted and inadeqldte. key mandate of the Committees is to review
performance of unit schemes of UTI and provide go@:. The Committees discharge this role of indégein
review of scheme performance through the mechanfsperiodic meetings. Given the limitation of aVview
committee” format, the Committees have not foungbsgsible to resolve “embedded” problems stemmiomf
“historical” decisions. The Committees, therefocannot replace Asset Management Companies. There is
therefore need for an independent Trustee anddependent AMC, as provided under SEBI regulatigitis
wider powers of control and direction.

(vii) UTI has no identified Sponsor but tinstitutions which contributed to the initial caibf Rs.5 crores
and the additional amount of Rs.445.5 crores in918fy be considered as Sponsoring Institutions. ISEB
regulations impose certain responsibilities andgaltions on sponsors and it would be difficult isatharge
these responsibilities and obligations when theeeaalarge number of sponsors. It is therefore seary that
the Sponsor should be a separate company. It igesteg that this company can be formed with thialini
shareholders being the Sponsoring Institutions whioconvert the whole or part of their present diabs in
the initial capital of Rs.5 crores and the addiibcontribution of Rs.445.50 crores made in Jur@dliito the
capital of the Sponsoring Company. This conversiam be made at the NAV of the units when US-64 ineso
NAV based. It is desirable that no single membethefSponsoring Institutions ultimately holds mtran 25%
of the ultimate capital of the Sponsoring Compaparticularly since many of them already own or has
participation in AMCs managing other mutual funds.

(vii)UTI because of its strengths, mainly in thea of its large unit holder base and distributietwork and its
low operating costs when related to its investfoleds could command a premium over the value odistets.
Against this there has to be set-off its contindiatiilities, particularly in respect of its assdneturn schemes.

(ix) Participation by Government in the spomsgrcompany may strengthen the perception of ieapli
responsibility of the Government for the due flifient of obligations by UTI but this responsibilitgay be
open-ended and Government may not wish to acceght auresponsibility. However, non-participation by
Government in the sponsoring company may not gffitemove the perceived link between the Goverrtmen
and UTI so long as Government continues to exepmseers such as the power to appoint the Chairrhameo
Board of Trustees under the UTI Act.

(xi) Though UTI continues to be the lagplayer in the Mutual Fund industry in Indianitt longer
enjoys a virtual monopoly. It has to face incregsommpetition from the newly formed mutual funds, a
result of which, even when its investible funds evgrowing, its market share was declining. If it ha meet
this competition, it has to shed the image of alipukector organization, attract and retain thet hakent,
remunerate its staff at competitive rates and fanchs a professionally managed institution, indejeait of
Governmental influence and control.

(xi)UTI has total investible domestic funds at netrkalue as at 31st July 2001 of Rs.54,223 crofesghch
Rs.24,704 crores is represented by investmentsquities and Rs.29,519 crores by investment in other
instruments. The investments in equities includeesd large blocks of investments in individual quanies
which may not be possible or desirable to liquidateugh open market operations atleast in the teear. It is
therefore necessary to ensure that control ovesetlerge funds and particularly over the large kdaaf equity
investments in individual companies is not allowedest absolutely in any single person or group.

(xii) It is also a matter for consideration whet US-64 can survive in its present form. It iscpéved as a
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pre-dominantly savings instrument and its invegioofile is determined on that basis. However, the-p
dominance of equity in its asset portfolio, makesare akin to a growth fund. Therefore, recognitims to be
given to the fact that US-64 has infact becomeawtir fund and given the present profile of its istveent

portfolio its ability to declare dividends and giaeeturn to unit holders is severely restricted.

(xii)Quick liquidity and higher returns in futureill make its schemes more investors’ friendly. éstors’s
perception is changing fast. Their expectationsnfuch mutual fund will be increasing day by dayickh
increases operating cost. To check on operatingresgs (which is a cause of concern for UTI) wilcbecial.

(xiv) Poor use of investment alternative is onetlod reasons for not providing better dividend yiédd
investors.During the bearish trend in equity markétl's strategy should be likely to maximize dowamg
protection to the value of the investors’ wealtll @oncentrate on strengthening the brand equithie®xisting
product as also on offering units under debt oedrachemes.This aspect should be taken into coatme
during the bearish sentiments of the market.

10. Conclusion:

Investor should ignore the whole bail-out progranand look at UTI schemes purely on performancesb&si
fact, the yardstick to evaluate UTI would be thef@enance of which is now officially called UTI nual fund

Ltd which is a NAV based sector. The full effectabfange of NAV based schemes may be evident olarga
period of time. The performance of NAV based schemeuld then provide a good indicator on whethet I9T
a fund in which investors can report confidence.

There are few other threats which Indian mutuabfisicurrently facing. Mutual funds must realizattthere
are some small saving schemes like NSC and PPFhvanmi still offering high return than debt and imz
funds. Too much focus is being given to equity amy downswing in equity market would severely dent
investor’s confidence. Again, there is a lack oféstor education which results in risk-return misshafor
investors investing in mutual funds. However, ihd®@ said, in coming years, mutual fund industrgamg to
take off to newer heights. The Indian equity matkes seen unbelievable rise in the last coupleeafsy From
an index level of 5,590 as at March 31, 2004 to0D9December, 2010, the markets have moved in tap gé
breathtaking speed, tumbling records after recordbis unrelenting journey. The Reserve Bank afidnhas
relaxed norms for overseas investments therebyiogemp more investment avenues. In recent yearB] 8&s
taken several steps to consolidate the Indian Mkistry. There are some changes in guidelines ttdide
standardization of the Funds Portfolios and disgle®f the balance sheet of the fund. The presanttsre of
funds is likely to change from the three - tiemfi@vork. This is expected to streamline the opematiof the
funds and will give them more flexibility. Finallhough mutual funds are primarily composed of lkdpthere
is a slight difference between these two which reaketual funds more advantageous to the commorstonse
Diversification is the biggest advantage associatithl mutual funds.

In conclusion, it can be said with a noteopfimism that UTI mutual fund will meet the chaligs of the
future with its dedicated human resources, vastrved of funds and past track record. ‘Speed liuand
transparency’ is the edifice on which it desiresstdde ahead for the benefit of its investor bseain
competitive world, their would be little place fihrose who make a habit of losing. Competition wiive the
fund to become more transparent .Therefore, de$piteproblems, the recent changes in the mutuatidun
industry in India has really favoured its amazimgvgth and in years to come, again mutual fundsaeihtinue
to be a significant resource mobilizer in the Imdimancial market.
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Table: 1: Income &Expenditure profie of UTI (Rs crore)
Items/years 1990-91 1991-92 1992-93
Expenses 113.25(4.06%)* 415.62(9.44%)* 611.23(11.22%)*

(4.62%)*

(9.77%)*

(14.68%)**

Income distributed 2336.38(83.86%)*

(81.51%)**

2984.34(60.63%)*
(58.02%)**

3412.65(62.63%)*
(59.329%)**

General Reserve 232.82(11.62%)*

(13.10%)**

1334.16(27.11%)*
(28.92%)**

480.47(9.92%)*
(11.259%)*

Others 17.46(0.63%)

(0.93%)**

208.90(4.24%)*
(3.95%)**

945.67(17.35%)*
(14.89)*

Income generated 2785.89

4921.83

5449.16

*Figures in the parenthesis indicate the percentagtotal income of UTI.

** Figures in the parenthesis indicate the perceygdo total income of the mutual fund industry.

Source: UTI Annual Report (compiled).

Table:2: US 64 and investible fursdof UTI(Rs. In crore)

Year/Schemes Close ende®pen ended funds Total funds p#6 of US 64 in
fund UTI total funds
US 64(Rs.) Others(Rs.)
1989-90 4966.00 10354.10 2330.80 17650.90 58.7
1990-91 7257.50 11262.00 2857.00 21376.50 52.7
1991-92 16990.80 10532.00 4282.90 31805.70 33.1
1992-93 20273.10 13058.00 5645.80 38976.90 33.5

Source:UTI Annual Report, 1989-90 to 1992-93.

Table:3: Dividend and Yield patterns ofJS-64Face value Rs.10)

Year July Price Dividend (%) Yield on July(% rate)
1984-85 12.60 14.25 11.31
1985-86 12.75 15.25* 11.96
1986-87 12.85 16.00 12.45
1987-88 13.00 16.50 12.69
1988-89 13.20 18.00** 13.65
1989-90 13.40 18.00 13.43
1990-91 13.75 19.50 14.18
1991-92 14.00 25.00 17.86
1992-93 14.90 26.00 17.45

*Includes 0.50% bonus dividend.
** Includes 1% Silver Jubilee Dividend.

Source:UTI Annual Report(Several issues).
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Table:4: Investment pattern of UTMutual fund (Rs. in crore)

Year/Avenues 1990-91 1991-92 1992-93 1993-94 1994-9
Equity Shares 3811.63 8382.33 14390.16 20410.49 27890.67
** 28.24% 28.24% 47.29% 46.93% 52.11%
(86.92%) (75.67%) (77.48%) (76.10%) (74.94%)
Debenture&bonds 4371.55 6076.00 8718.05 10985.70 11847.59
32.39% 27.36% 28.65% 25.26% 22.14%
(88.34%) (71.07%) (74.74%) (76.66%) (79.52%)
Term Loans 1752.72 2664.34 3596.04 4093.03 4122.21
12.99% 12.00% 11.82% 9.41% 7.70%
(96.11%) (98.21%) (99.51%) (99.96%) (99.96%)
Govt. securities 3561.66 5083.87 3724.63 8001.55 9658.58
26. 39% 22.89% 12.24% 18.40% 18.05%
(98.44%) (99.01%) (95.30%) (98.26%) (98.65%)
Others* 0.23 0.81 1.29 0.00 0.00
0.00% 0.00% 0.00% 0.00% 0.00%
(0.11%) (0.15%) (0.11%) (0.00%) (0.00%)
Total 13497.80 22207.36 30430.17 43490.77 53519.05
(90.10%) (79.32%) (78.11%) (80.49%) (80.68%)
Industry 14981.36 27998.22 38956.79 54033.83 66337.68
Aggregate

*QOther investments include CPs and CDs and caliipaiadvance.
**|talic figures indicate the percentage to theabinvestments of UTI mutual fund.
Figures given in the parenthesis indicate the patage to the industry’s total investment in thepaxgive item.
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Table: 5: Recent trend in Resource mobilization byJTI & other mutual funds in India (Rs crore)

Year | Gross mobilization Redemption* Net Inflow
Private | Public | UTI Total Private | Public | UTI Total Private | Public | UTI | Total
sector | sector sector | sector sector | sector

93-94| 1549 9527 51000 62076 - - - - - - - -

94-95| 2084 2143 9500 13727 - - - - - - - -

95-96| 312 296 5900 6508 - - - - - - - -
96-97| 346 151 4280 4777 - - - - - - - -
97-98| 1974 332 9100 11406 - - - - - - - -
98-99| 7847 1671 13193 22710 1336 15980 23660 145335 - -949

2737

99- 43726 3817 13698| 61241 6394 4567 9150 42211 1516845 -| 4548 18970
2000

2000-| 75009 5535 12413| 92957 28559 658( 120p0 83829 98561045 | 323 | 9128
01

01-02| 147798 | 12082 4643 164523 65160 106[73 119277348 | 13050 | 1409| - 7175
7284

02-03| 284096 | 23515/ 7096 314706 134748 21954 16530051® | 12069 | 1561 - 4196
9434

03-04| 534649 | 31548 23992 590190 272026 28951 223283381 | 42545| 2597| 1667 46808

04-05| 736463 | 56589| 46656 839708 492105 59266 498837508 | 7600 -2671 - 2200
2722

05-06| 914703 | 110319 73127 1098149 728864 103940046971045370 42977 6379 3424 52779

06-07| 1599873 19634D 142280 1938493 871727  1887BA95H| 1844508 79038 7621 7326 93985

D

D

07-08| 3780753 346126 337498 4464377 1520836 335829678 431057% 133304 10677 9820 153802
08-09| 4292751 71047 423131 5426354 3647449 701@2B790| 5454650 -34018 938( -28296

3658

* Includes repurchase as well as redemption.
Note:

1. Erstwhile UTI has been divided into UTI mutuahél (registered with SEBI) and the Specified Uralgrig
of UTI (not registered with SEBI).Above data continformation only of UTI Mutual fund.

2. Data in respect of Specified Undertaking of ldf@ included upto January, 2003.
Source: Handbook of Statistics on the Indian S¢iesrMarket,2009.
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