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1. Economic and financial Background

1.1 The Indian economy is in a growth path of above 9 percent annual GDP growth. The robust recovery of the last 5 years has made India one of the fastest growing economies in the world today. India is now a trillion-dollar economy. Inflation has been contained at less than 5 %. The rupee is gaining in strength, interest rates continue to remain low and the Forex Reserves have crossed US $ 206 Bn. The financial markets and institutions have in recent years undergone significant changes keeping pace with the changing needs of market participants. The entry of globally respected FIIs (like Bearstearns, Goldman Sachs, Blackstone, Macquaire, Mercer, CalPERS, UBS, AIG and Fidelity) into India and the recent entry of country focus funds like the Japanese India Funds give a lot of credence to the long-term Indian growth story. International investors have demonstrated their faith in the strong fundamentals of the economy and in the standards and integrity of the Indian Markets.  During the year under review the FIIs have invested over US $ 9 Bn. in the Indian Capital Market. The structural framework of the market with its state-of-art trading technology, electronic settlements, T+2 rolling settlements and strong regulatory framework is at par with the markets of developed countries. Trading in options and futures, which commenced in 2001, has increased substantially in terms of its volume. Continuous restructuring exercises by corporate India are in tune with standard international practices. 

1.2 The Indian mutual fund industry comprises 32 Asset Management Companies  managing assets of close to US$ 100 Bn. (Rs.4,008 Bn.) under 772 different mutual fund schemes as at the end of June 2007. At the end of July 2007, the Assets Under Management rose to US$ 120 Bn. (Rs.4,866 Bn.). There are mutual funds sponsored by public sector banks, institutions, private sector (including wholly foreign owned) and joint sector with foreign participation. The regulatory framework is very comprehensive and is second to none in terms of standards, practices and procedures.
2. Key trends in inflows and assets under management

2.1 Trends in inflows

The net inflow under different categories of funds during the year under review is indicated in the table below :

                       Net Inflows of Funds

	         Category
	         US $ (Mn.)

	Bonds  (Income)
	             53,564

	Growth (Equity)
	             16,603

	Balanced
	                  706

	Liquid / Money Market
	           475,451

	Gilt
	                  631

	Tax Savings
	                    78

	Gold ETFs
	                      1

	Other ETFs
	                  237

	TOTAL
	           547,278


Exchange rate - 1US $=40.58  INR

2.2 Assets Under Management

As at end of June 2007, the mutual fund industry managed assets of US $ 98.78 Bn. (Rs. 4,008 Bn.). The break-up of the Assets Under Management is given below:

                                                                                                            US $ Million

	Type of schemes
	Assets Under Management
	% to Total

	Income (Bond)
	         37,189
	               38

	Growth (Equity)
	         31,140
	               31

	Balanced
	           2,660
	                 3

	Liquid/Money Market
	         22,474
	               23

	Gilt
	              484
	                @

	Tax Savings
	           3,039
	                 3

	Gold ETFs
	                63
	                @

	Other ETFs
	           1,728
	                 2

	Total
	         98,778
	              100


Exchange Rate as on 30.06.2007 - 1US $=40.58 INR

3. Regulatory and self regulatory developments (including tax)

3.1  Securities and Exchange Board of India (SEBI) regularly reviews the mutual fund Regulations with a view to upgrading standards, ensuring more transparency and improving disclosure. Accordingly, SEBI has issued regulatory guidelines on a number of subjects, the more important of which are:

i. Permanent Account Number (PAN): The regulator has made it mandatory for all investors to mention their PAN allotted by the Income Tax authorities in respect of all investments in Mutual Funds.

ii. Trading in securities by employees of Mutual Fund.

iii. Minimum number of investors and maximum holding by single investors per scheme of mutual funds.

iv. Guidelines for participation by mutual funds in derivative trading.

v. Uniform cut-off timings for applicability of NAV of schemes/plan etc.

vi. Investment in ADRs / GDRs foreign securities, permitted only if the Offer Document (OD) contains such a clause or else modification of the OD to be made and communicated to all investors. Additionally, the fund houses should appoint dedicated fund managers for such investments. Due diligence by the Trustees as well as disclosure and reporting requirements are also prescribed.

vii. Guidelines on Anti Money Laundering.

viii. Regulation for introduction of Gold Exchange Traded Funds, valuation thereof, method of computation of the NAV and benchmarking of the fund.

ix. Rationalisation of Initial Issue expenses and amortisation thereof.

x. Adoption of uniform procedure for dividend declaration.

xi. Guidelines for introduction of Capital Protection Oriented schemes.

xii. Undertaking by the Trustees certifying that the scheme approved by them is a new product and not a minor modification of the existing fund.

xiii. No asset management company and no Chairman / director (including independent director), officer or employee of an asset management company shall be eligible to be appointed as a trustee of any Mutual Fund.

xiv. Guidelines on Parking of Funds in Short Term Deposits of Scheduled Commercial Banks by Mutual Funds – Pending deployment.

xv. Permanent Account Number (PAN) to be the sole identification number for all transactions in the securities market.

4.   Taxation: 

The Government has initiated positive steps for promoting investment in the capital market, including removal of tax on long-term capital gains and reduction of tax rate on short-term capital gains on shares and stocks. The growing economy and an expanding capital market provides a conducive environment for the growth of the Mutual Fund Industry. 

5.  Corporate Governance – major developments
5.1 Fund Governance Board of Trustees is the first level Regulators. Role and responsibilities of Trustees are prescribed in the Regulations. 2/3rd of Trustees and one half of the Directors of Asset Management Companies are to be independent. The Compliance Officer is called upon to report directly and independently to the Trustees.

Trustees to give bi-monthly compliance reports to SEBI. Trustees to meet once in two months.

Mutual Funds are required to update the Net Asset Value (NAV) by 9 P.M. on a daily basis on AMFI website. For Fund of Funds this time limit is extended upto the 10 A.M. of the next business day Month end Assets Under Management (AUM) are required to be uploaded on the AMFI website on the next working day. Half yearly financial results and portfolio are required to be published in the newspaper and displayed on website of mutual funds and AMFI. 

5.2 KIM (Key Information Memorandum) 

SEBI had stipulated the contents of Key Information Memorandum (KIM), which is part of the application form for investing in Mutual Fund schemes. Considering the developments in the securities market in India and abroad and also keeping in view the interest of investors the format of KIM has been standardised.
AMFI has also taken the initiative to promote Best Practices in the industry to match with the best international practices. AMFI has brought out a Code of Ethics known as AMFI Code of Ethics (ACE) covering all areas of Mutual Fund operation. This is applicable to the asset management companies. 

For the intermediaries, AMFI has brought out AMFI Guidelines and Norms for Intermediaries (AGNI) providing a set of broad guidelines to the agent distributors.

5.3 Corporate Governance

In respect of governance of companies in which mutual funds invest, a detailed corporate governance framework has been put in place by the regulator. 

6.  Product development – major changes 

The Indian Mutual Fund industry offers a variety of products including Exchange Traded Funds (ETFs). There are schemes specifically meant for children and for education purposes. There are special schemes which invest only in government securities called gilt schemes and there are schemes which provide returns on monthly basis called Monthly Income Scheme. 

There are specific sector funds viz. Auto, Pharma, Banking, Petroleum, Power, FMCG, Technology, Media and Entertainment, Infrastructure, Service Sector Funds etc. A new concept of Capital Protected schemes and Gold Exchange Traded Funds has also been introduced recently. Work is also underway to launch Real Estate funds. 

Besides the products mentioned above Mutual Funds in India provide facilities to the investors like Systematic Investment Plan (SIP) Under this plan investors are encouraged to build up their savings in Mutual Funds by investing a fixed amount on a predetermined date every month on a regular basis. Similar facilities like Systematic Withdrawal Plan (SWP), Systematic Transfer Plan (STP) and trigger facility are also provided to the investors. 

In the area of pension reforms, the government is working out the details of a pension reform process and mutual funds expect to get an opportunity to offer pension products. Currently two mutual funds have brought out special schemes relating to pension.
7. Other major issues and developments

The industry is passing through a phase of consolidation. Smaller funds have merged themselves with bigger funds. This consolidation is an ongoing process. Further, new fund houses are getting established. In the last 3 years, 6 new funds have been set up with a few more in the pipeline.

In line with the industry requirements and to match with the best of standards and practices available elsewhere in the world, the regulatory framework and guidelines are constantly updated and made sensitive to the market realities. The regulator plays a very active role in promoting and ensuring strict compliance of the regulations as well as in developing the industry on healthy lines. 

AMFI, which is the trade body, supports these developments and on its own takes several initiatives in putting in place best standards and practices. One of the major developments is the certification and registration of agent distributors who are qualified and certified to provide proper advice to the investors. An independent organization is already working to promote Certified Financial Planners (CFP). 

