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CHArTER I 

INtRODUCTION 
~---------- · --~~---------

Self financing was the only method of financing 

con.SUDption aod investment .~JIPenditures in a rudimentary 

stage of an economy. In developing economies the 
~ 

~ortance of and euphasis on. self financing gradually 

declines and external financing becomes relatively more 

~ortant. External financing involves two methods -

direct financing and indirect financing. In direct 

financing, finance is obtained by the deficit units 

directly fro}ll the ultiiDate surplus units. Indirect 

financing on the other hand J.Dplies that the deficit unit~;~ 

obtain finance from financial intermediaries. That is, the 

u1 timate borrowers get funds from u1 tiiDate lenders through 

the intermediation of financial intermediaries, which act 

as a link between ultimate borrowers and ultimate lenders 

i.e. deficit and surplus units. Financial intermediaries 

mobllise funds from surplus units. Due to various limita

tions of direct financing, indirect financing in becollling 

more and more ~ortant and as a result the financial 

intermediaries are req..tired to play an increasingly 

iq>ortant role in .financing the e:xpenditure of deficit 

units. 

The term financial intermediaries is used for those 

institutions 'Which collect savings from others, iasuing in 
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return claims against themselves and use the tunds thus 

acquired to purchase debt claims. To bring about an 

allround development of the economy in full fledged manner, 

it requires, among other things, immense financial 

resources. Economic growth is primarily a real phenomenon 

and is naturally dependent on real factors. Though finance 

is by no means a substitute for real resources, it has a 

crucial role in economic development. One of the primary 

tasks in the process of development is to mobilise the 

financial resources of the coJIIDI.Ulity and to channel them 

into productive investment. Further, a free flow of 

finance among all the branclles of ~conomic activity is 

absolutely necessary to ensure growth of the economy to 

its full potential. Financial activity is very i.llportant 

in the whole process of capital :tor~~&.tion because on one 

side, the act of investment is confined to a class of 

economic units, say inQ.ustrial units, who have necessary 

technical and market information while on the other hand, 

the activity of savings is largely diffused among 

innumerable individuals who lack skill, capacity and 

personal characteristics of active investment. Hence the 

transfer process is crucial and facilitates economic growth. 

Financial intermediaries perform the crucial function of 

mobilising savings and making them available for the 

production of real capital equipment and investing in 

them. 
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A satisfactory classification of financia:.. inter

mediaries, of course, will vary from country to country 

and from time to time. We can, in general alas~ 

financial intermediaries as banks and non-banks. However, 

it should be remembered that the distinction between banks 

and non-banks is gradually eroding. Non bank financial 

intermediaries are further classified into five different 

categories. The following chart gives an idea about this 

classification. 

Financial Intermediaries 
I 
I 

c--------------------------L~---------------~--r-
1 I 
I I 
I t 

Banks Non-Banks 
I 
I 
I 

-r------------~-------------r----------r-----~----r--• . . . . . . . . . . . 
Deposit 

Type 

. 
Contractual 
Saving 
Institutions 

. 
Investment 
Type 

. 
Finance 
Coupanies 

. 
Misce
llaneous 

1. Deposit! Type 1 These intermediaries have liabilities 

quite similar to the deposits held by commercial banks. e. g. 

mutual savings banks, savings and loan association and 

credit unions in the u.s.A. 
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2. Contractual Saving Institutions s These include 

inte1·aediaries whose liabilities are defined by contracts 

!or future payments under specified conditions e.g. LIC, 

PF etc. 

3. Investment Type : These are the intermediaries whose 

liabilities are shares or trust agreements evidencing 

oll!lership or benefecial interest in long run securities e.g. 

municipal bond t\mds, mutual funds, investment companies. 

4. Finance C~9>anies : These are the intermediaries whose 

liabilities include commercial paper, bank borrowings and 

debentures. They have substantial equity capital. 

5. Miscellaneous : This category includes government and 

quasi-government lending agencies whose liabilities are 

termed as agency securities. These include investment and 

brokerage houses that facilitate financial investment. 

Ai'ter outlining, in brief, tbe various non-bank 

financial intermediaries we shall now turn to examiDe the 

features of an investment coupany in some detail. 
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1. Definition a 

An investment company is a joint stock coapany formed 

for the collective investment of 110ney subscribed in the 

form of snare capital by its members. ( 1 ) 

The term investment coupany is used to designate a 

variety of financial institutions through. which the 

accuDillated funds of a large number of savers and investors 

are pooled together under centralised management to be 

invested in securities for tbe benefit of all participants. 

2. Origin : 

The investment coupany idea has its origin in Be1gium. 

The "Societe General de Belegiue", established in 1822, is 

considered the first investment coapany and aubseqJently 

similar investment organisations were formed in Switzerland 

and France. The Foreign and Colonial Government Trust of 

London formed in 1868 is the real pioneer in the field of 

modern day concept of investment coapa.ny. 

3. Ob;)ecti ve a 

The aim of an investment coupa.ny is to provide, 

particularly to small investors, the same opportunity to 

spread risk through diversification, which is available to 
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large individual and institutional investors. In addition, 

its a1lll is to give the investors, the benefits of trained, 

ellporienced and specialised 1181lagement o~ finances. 

4. Services provided 'by an illvestullt COJII)&DY ' 

AD investment coupany provides the following ~ortant 

services to investors 1 

1) Reduction of riSk tbroualaiversification, 

11) Expert management, 

iii) Bo~heration-tree investment, 

iv) Selection and timing of investment. 

{i) Reduction of risk through diversification 1-

Before discussing reduction of risk let us examine 

the types of risks involved with an investment. 

Investment risk relates to the uncertainty about the 

size of future returns on the principal amount of money 

invested. Rate of return is the relationship between total 

amount realised and the principal amount originally invested. 

It is expressed as an annual percea.taae rate. 

It is found that generally there is a positive 

relationship between the amount of risk assumed and the 

amount of expected return. That is, the greater the risk 
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taken, the larger the return expected and larger the likeli

hood of substantial loss in case of an unfavourable outcome. 

All investment decisions revolve round the trade-off between 

risk and return. The risk in holding securities is that the 

actual or realized returns might be less than the expected 

returns. There is no security that is totally riskless 

because one or 110re types of risk is always present, with 

the potential of affecting a security price or income 

performance. We aay consider the following types of risk. 

(a) Purchasing Power risk 

(b) MSrket risk 

(c) Interest rate risk 

(d) Business risk. 

(a) Purchasing Power risk 1 Whether an individual buys 

securities or holds surplus funds in bank or in cash form, 

he or she suffers from purchasing power risk, which is the 

erosion in the value of principal because of decreasing 

purchasing power of money. This is the consequence of an 

increase in general price level. M1y security and its 

coupon rate designated in monetary terms suffers erosion of 

value because of :fall in purchasing power of money. 

(b) Market risk 1 Market risk is the loss of capital 

resulting from changes in prices of an equity share or a 
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debenture. Variability ill return on equity shares caused by 

basic changes ill investor eJCpectationa is also referred to 

as market risk. All investors who put their money in 

ordinary snares are eJCposed to market risk regardless of 

the financial position of' the particular firm, or earning 

growth rates. 

{c) Interest rate risk 1 Interest rate risk is the risk of 

loss of' capital on existing securities brought about by 

changes in interest rate paid on new securities issued at 

any point of ~ime. Fixed income securities are subject to 

interest rate risk and the loss can be severe over a long 

period of' time. 

{d) Business risk : The inability of a co~any to maintain 

its co~etitive position and lack of stability in its 

earnings is called business risk. Business risk can be 

d1 vided into two couponents: external and internal. External 

business risk is the result of operating conditions· iDposed 

upon the firm by economic circumstances. Internal business 

risk is largely associated with the efficiency of operations 

of the firm. 

After outlining the various types of risk associated 

with an investment, now we shall consider how these risks 

can be reduced through diversification. Diversification is 
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crucial ill minimising undue risk. But many investors do not 

have sufficient funds to invest in a widely diversUied 

portfolio. An investment coupany is able to diversity its 

illvestmant as it can invest ill a portfolio of securities 

which reduces risk at a given level of return i.e. 

diversification ill right direction. Besides an investment 

coapany gets the benefits of economies of scale ill operation 

as a result of which '!COsts of operation are reduced. 

Because of bulk purchase of securities they can get 

securities at prices lower than those charged to individual 

investors. '!'hey can gather and analyse information at low 

cost per unit by ~reading the total cost over a large 

volume of assets. Further, they can achieve lower 

transactions costs in buying and selling of securities. 

Ally investor, at any eJCPected return, will prefer a 

portfolio that has the least risk, and at any given risk 

level, will prefer the portfolio that has the highest 

eJCPected return. It is the objective of every investor to 

optimise the return for each level of risk. Appropriate 

diversification becomes very iDportant in achieving this 

ol:ijective. All individual investor cannot, normally attain 

such a degree of diversification due to individual investment 

constraints a1ch as financial, psychological and managerial.. 

The services provided by a.-. investment company help an 

individual investor to d1 ver sity Ilia ill vestment portfolio 
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and achieve the above mentioned objectives. When an investor 

purchases a share of an investment company he gets a 

proportionate share in the securities' portfolio owned by 

the investment coJII)any. Thus, an individual investor with 

even limited resources can get benefits of a diversified 

investment portfolio if he invests through an investment 

coapany. 

(ii) EJCpert Marlage118Dt I 

We have seen tnat diversification can be helptul. in 

achieving the- basic objective of an investor of optillising 

the return for a givenp.evel of risk. Construction of a 

diversJ.fied portfolio, however, requires eJCpert management. 

This is available to the investor as investment co~~panies 

generally employ eJCpert managers to manage their portfolios. 

A proper selection and supervision of securities re~ires 

specialised knoWledge, training, ability and aptitude on the 

part of the investor. If the investor does not have these 

CJ.~alities as well as time then his faulty decisions may 

resul. t in a loss to him or he may get a return lower than 

'What he could have otherwise achieved at a gi ve~level of 

risk, or he may have to take higher risk for a given level 

of return. The risks in respect of return are minillisad 

when an investor invests through an investment COJII>any which 

has expert management and has a diversified portfolio. 
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(iii) Botlleration-tree investment a 

Investors get freedom trom mental stress resulting 

from uncertainties associated with buying and selling of 

securities. An investment co~~pany relieves tllem from such 

a stress, as it is managed by professional experts who 

act scientifically in buying and selling of securities, 

for tbeir clients and hence gives 811 assurance to the 

investors. 

(iv) Selection and tim.ii.-e; of investment ' 

EJcpertise in stock selection and tiJiing of selection 

is made available to the investors by an investment COIIIpBDY. 

For a profitable investment, proper time of sale and 

purchase of securities iG very crucial. At an individual 

level it is very difficult to select proper tille as an 

individual investor lacks necessary training ,and knowledge. 

Investment co~~panies are basically classified as 

open-end and closed-end co~~panies. Open end co~panies 

are further classified as fixed and .flexible cODpanies. 
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Investment Companies 
• . 

r-----------------------------~------. . . 
Close"c:l-end 

1. Closed-end Coapany 1 

Open~end 
• • . 

~----------------~ . . . . 
• • 

fixed flexible 

A closed-end coq»any, like any other joint stock 

coapany, has a fixed amoWlt of authorised capital and a 

stated amoWlt . of isEUed capital. The capital may consist 

of ordinary or preference shares. Besides, the companies 

raa:1 also raise loan capital. Their shares are traded on 

stock exchanges and the citq»8llies themselves are not 

recpired to repurchase them. The day to day market prices 

of shares of these compao.ies are deterlllined by the fQrces of 

demand and supply like any other security traded on the 

market. These companies are primarUy concerned with 

investment of funds in securities of other co~panies. The 

management has wide discretion in the conduct of the affairs 

of the coop ally. Income earned is pooled and distributed to 

the shareholders after meeting prior charges owing to loan 

capital, expenses, and remuneration for management. 
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2. Open-end CoDJ>any 1 

Open-end companies do not have fixed capital. They 

continuously offer their shares for sale to existing or 

new investors. They are always ready to repurchase their 

own shares. Generally the price at which a unit is offered 

for sale represents the underlying value of their own assets. 

The c~ital structure of these co~J~>anies is si~J~>le. There 

is ollly one type of c~ital i.e. the amount raised by 

selling of shares. There is no borrowed capital. The 

entire income of these CODJ>anies, after meeting management 

remuneration and trustee fee, is distributed to share

holders. 

a. Fixed Unit Trusts a The management of fixed trust 

does not have discretion in regard to selection of the 

coq,any' s investment portfolio. Investment is confined to 

a fixed list of securities on the premise that a permanent 

investment in certain shares will prove remunerative in the 

long run, irrespective of changes in economic, financial 

and other factors in the country. The function of management 

is confined to collection and distribution of income. The 

management prescribes the securities which are to be 

purchased and in what proportions. The securities once 

selected should be retained till the termination of the 



s 14 ' 

trust. This type of trust lacks flexibility and dynamism 

••I• tuture better investment opportunity, if any, cannot 

be utili sed. 

b. Flexible Trusts : To overcome the inability of fixed 

trusts to meet changing conditions, flexibility is 

introduced in the operations of a flexible trust by 

pro vi ding an alternative panel of securities in addition to 

the original block. The management has power to reconsti

tute the portfolio. 

IN VESTMENT COlo~> ANIES IN INDIA 1 
-----------------------------

After outlining the features of investment coupanies 

in general, we shall now turn to investment coq>anies in 

India. Investment companies were developed much later in 

India coq,ared to either the U.K. or the u.s.A.. Though the 

Association of India and China claimed to be the first 

investment trust in I,ndia was reported to have been formed 
. ' 

in 1869, effective development of investment trust movement 

commenced from 1930s. The reasons for 1 ate development 

basically lie in low volume of savings available for 

investment, as also partly because of absence of adecpate 

investment outlets, conducive to the development of 

investment coq>anies. The setting up of the Industrial 
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Investment Trust Ltd. by a prominent firm of stock brokers 

in Bombay (Messrs Premchand Raychand and Sons) marked the 

beginning of growth of investment tTusts in India. There are 

currently tw types of investment companies in India, viz. 

Private investment companies and mutual funds. Section 372 

of the Indian Conpanies Act defines an investment conpany 

as a company whose principal business is acquisition of 

shares, stocks, debentures or other securities. The Reserve 

Bank of India for the purpose of directions to non-bank 

financial intermediaries, has defined an investment company 

as any conpany, not being a banking conpany, carrying on 

as its principal business accpisition of securities but 

does not include any coupany which is an industrial 

concern. The functions and working of the Unit Trust of 

India are analysed and evaluated in this study. 

ORT ECTI VE OF 'mE Sl'UDY' : 
---~--------------~--

The pre sent study aims at analysing the :f'un.ctioning 

of the Unit Trust of India (hereafter referred to as UTI) 

with a view to find out how far the objectives with which 

the UTI was established have been achieved. 

The study is essentially based on secondary data. 
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The annual reports of the UTI, the Reserve Bank of India's 

reports on Currency and Finance constitute the two iaportant 

sources of data and information. Apart from these, the 

author visited the head of the UTI at Bombay and had the 

benefit of discussions with few officials on some of the 

aspects studied here. The officials, are of course, not 

responsible for the analysis made and conclusions dral!ll 

here. 

The reference period of study is 1964-65 to 1986-87. 

However, an effort has been made to provide recent data 

wherever possible. 

Contents of the aubseq..1ent chapters outlined briefly__, 

are as under. 

The Second Chapter outlines the genesis and describes 

the Salient features of the UTI. 

An atten:pt is made in the Third Chapter to analyse 

the role of the UTI as mobiliser of savings in the country. 
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A brief description of various schemes introduced by the 

Trust for mobilisation of savings is also included. 

The Fourth Chapter is exclusively devoted to an 

ex.amillation of the investment policy of the UTI. It 

discusses how the funds of the Trust are invested 1Ji 

different assets and examines its impact on the profitabllity 

of the UTI. 

The penultimate chapter considers pricing policy of 

the UTI. 

The iDportant findings and conclusions emerging from 

the present study are given in the last chapter. 

-o-
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CHAPTER II 

GmESIS AND FEA'l'URES OF mB UTI 
----------------~------------------~--

A unit trust is a device by which a large number of 

people can pool their savings and have them invested in 

various types of securities on stock exchanges, the purpose 

being to earn a safe and satisfactory return on such 

investments. A unit trust is thus a financial intermediary 

which serves two basic purposes& (i) It mobilises the 

savings of the· conuwnity in order to channelise thelll into 

productive corporate investments; and (ii) it provides a 

facility to persons of even modest means indirectly to own 

equity shares and fixed income securities of coapanies. 

The special advantages of professional management, 

diversification and ready liquidity are the three charac

teristics of a unit trust. The concept of unit trust as a 

financial intermediary has gained wide acceptance and 

popularity in industrially developed countries. In India 

Unit Trust of India was established in 1964 as a public 

sector financiaL institution. 

~l-Q!§~~!§1-Ea!_!E2~~-~~!~!E!!~!a~_2£_Yg!~-!~~! 
in India a -------
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The following paragraphs outline the situation which 

led to the establishment of the UTI. 

Recommendation of the Central Banking Enquiry CoDllllittee : 

The ilportance of Unit Trusts in mobilisation of 

savings, especially from small investors, was recognised 

as early as 1931, when the Central Banking Enquiry' Committee 

subllitted its report. In the Minority report of the 

committee, Manu &1bhedar had urged the need for setting up 

of investment trusts to fill the gap in institutional 

structure concerned w1 th. financing industrial and other 

borrowers. The Minority report said, "An immeasurable 

benefit is bound to grow from establishment and proper 

working of Unit Trusts and the assistance which. they give 

to the investor in creation of intermediate securities, 

which do not exist now, in providing a channel for 

investment in industrial and other fields where the primary 

investor would be too scared or too ignorant.n (1) 

Shroff Committee 1 

The desirability of setting up of such an 

institution was restated by Sbroff Committee 1n 1954. The 

Committee on Finances for Private Sector (popularly known 

as Sbroff Committee), appointed by the Reserve Bank of 
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India, to a1ggest ways and means for the provision of 

finance for private sector, was of the view that "Unit 

Trusts are suitable in India, where small savings h.ave 

to be dra'Wil into investment market in order to increase 

cspitsl available for industries. The Collllllittee, therefore, 

recommended, 'steps should be taken both by the public and 

private sectors to encourage the formation of such 

institutions•.<2 ) 

An Article on Investaent Trusts published in 

Reserve Bank of India Bulletin, October I 1960 I 

RBI Bulletin, October 1960, published an article on 

investment trusts prepared by one of the officers in the 

Economics Department of the Bank. (3) The article 

atteDpted to indicate the poa81bUi ties of promoting 

growth of investment trusts, particularly Unit Trusts, in 

the light of the experience of similar institutions 

operating in the U.K. and the u.s.A. 

The article observed: 1 there is su:tficieat scope 

:tor making a beginning w1 th the establishment of small 

unit trusts by well-known industrial houses, broker firms, 

insurance coq>anies in India, with active encouragement 

from Government. Apart from mobilisation of savings of 
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small investors, the success of unit trusts would also 

contribute to the democratisation of industrial share 

ownership and thus to the .fUrtherance of the objectives 

of the Directive Principles of State Policy•. ( 3 ) 

Despite the above mentioned recommendations, Unit 

trusts did not make their appearance on the Indian financial 

scene till 1964. It was only in 1964 that the Unit Trust 

of India was established 'by the Government of India in the 

public sector as an open-end investment company. 

The genesis of the UTI is traceable to the 

circumstances prevailing in the industrial securities 

markot during 1960. "Following the Chinese aggression 

towards the end of 1962, the stock market slipped into 

a state of depression which continued for quite some 

time. Entrepreneurs were hesitant to enter capital 

market as new issues were devoid of investor SUpport and 

companies found it difficult to raise .fresh capital. 

Efforts were, therefore, made to mobilise savings and 

channelise them into procilctive investment for speeding 

up the process of industrial growth. As a part of these 

efforts an integrated approach was evolved in respect of 

the role of various financial intermediaries and the need 

for establishing the UTI stemmed from this approach. •<4 ) 
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Features of the UTI 1 
----~-------------

1) Oglectives of th.e UTI --

The basic idea behind the establishment of the UTI, 

as stated in 1963 by the theO,inance Minister, T. T. 

Krislln8JIIIR8.chari, was "to afford the common man a means 

to acq.aire a share in the widening prosperity based on 

steady industrial growth of the country which combines the 

advantages of minimum risk and reasonable return." In 

pursuance of this objective, the UTI bill was passed by 

the Parliament ·in December, 1963. The bill received 

President• s assent on December 30, 1963 and the UTI was 

established on 1st February, 1964. Thus, the establishment 

of the UTI provided an opportunity to investors to invest 

through it in industrial share owners.ipwith the risk 

of such investment reduced through professional management 

and diversification. The twin object! ves of the UTI are 

as g1 ven below 1-

(1) mobilising the savings of the coiDIIIWlity in 

order to channel them into product! ve corporate in vestment; 

and 

(ii) providing facility to persons of even modest 

means to indirectly own e~ity shares and fixed income 

securities. 
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2) Functions --

The Trust carries out the following functions : 

1) Selling and purchasing of units, 

ii) Investing in, and accp1r1ng, holding or disposing 

of securities and enforcing all powers and rights 

incidental to such investment, 

iii) Granting loans and advances against a security or 

immovable property, 

iv) Keeping money on deposits with companies or other 

corporate bodies, scheduled banks or such other 

institutions as may be prescribed, 

v) Investing in any paper or security floated by the 

Union GOvernment or Reserve Bank of India, 

vi) Providing leasing and hire purchase finance to 

persons, 

vii) Providing merchant banking and in vestment advisory 

services, 

viii ) Ext en ding investment or portfolio management 

services to persons residing outside India, 

ix) Buying or selling of foreign exchange as may be 

necessary for the discharge of its functions, and 
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x) Doing any other kin -' of business connected with 

mob.llisation of savings or investments ~ich the 

Union Government may authorise. 

3) Sources of Funds --

(a) Capital structure 

The Trust has two types of capital viz., initial 

capital of lls. 5 crores which is fixed, and unit capital 

which goes on changing according to the net sales of units. 

i) Initial Capital s It is contributed by different 

institutions in the following manner 

i. Reserve Bank of India 

ii. Life Insurance 
Corporation of India 

iii. State Bank of India 
and its subsidiaries 

iv. Scheduled Banks and 
other specified 
financial institutions 

lls. 2.50 crores 

Rs. 0.75 crores 

lls. o. 75 crores 

Rs. 1.00 crores 

With the delinking on the Industrial Development Bank 

of India from Reserve Bank of India on February 16, 1976, 

under the Public Financial Institutions Laws (Amendment) 

Act, 1975, the initial capital of the UTI held by the RBI 
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and also the various powers exercised by the RBI under 

the UTI Act, 1963 stood transferred to the IDBI, making 

the UTI an associate institution of the IDBI. 

ii) Unit Capital 1 This is distinct from the initial 

capital and is obtained from sale of units to the public. 

There are various schemes .ntroduced by the UTI for 

raising the unit capital. The salient features of the 

schemes are discussed in the next chapter. 

{b) Reserves and Reserve FUnd 

A part of profit earned is diverted towards reserves 

and reserve .fund. 

4) Management --

The general supervision, direction and management of 

affairs and business of the Trust is undertaken by a Board 

of Trustees. 

(a) Constitution of the Board of Trustees 

The Board of Trustees consists of 11 members. 

i) The Chairman, to be appointed by Government of 

India in consultation with the IDBI. 
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11) The Executive Trustee appointed by the IDBI. 

iii) Four trustees nominated by the IDBI. 

iv) One trustee eachJDOminated by the LIC and SBI. 

v) One trustee nominated by the RBI. 

vi) Two trustees elected byScheduled Banks and other 

financial institutions which have contributed the initial 

c~ital. 

(b) Terms of Office of Trustees 

(i) The nominated trustees hold office during 

the pleawre of the nominating author! ty. 

(11) The elected trustees hold office for a 

period of .tour years. 

(iii) Trustees are eligible for renomination and 

re-election. 

(1 v) The Chairman and Executive Trustee hold 

office for a term of five years. They are eligible for 

re-~ppointment. 

(c) Meetings of Board 

The Board should mo..: et at least six times in a year 

and once in two months. .All the cpestions which come up 
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before the Board are decided by a majority of votes of 

trustees present and voting. In the event of ecpality of 

votes, the chairman has a casting vote. 

(d) Executive Committee 

The Board is assisted by an Executive Committee 

consisting of four members i.e. chairman, executive 

trustee and two trustees nominated by the IDBI. 

(e) Representation of unitholders 

A look at the constitution of Board of Trustees 

indicates that all the trustees represent the initial 

capital contributors. The unitholders do not have any 

representation in the management. 

5) Investment Policy --

The investment policy of the Trust takes into 

account the security of capital as well as a reasonable 

return on its investment. The Trust aims at building up 

a balanced portfolio consisting of fixed income-earning 

securities an~ variable income-yielding securities. 

There are broad guidelines regarding investment, the 

details of which are discussed in the next chapter. 
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6) Offices --

The head office of the UTI is located at Bombay. 

As on 3oth June, 1987, it had Regional Offices at Bombay, 

Calcutta, Madras and New Delb.i, branch offices at 

Ahmedabad, Bangalore, Bhubaneshwar, Gauhati, Hyderabad, 

J aipur, Kanpur, Ludhiana, Patna, Trichur and Vij ayawada. 

Its principal bankers are the state Bank of India, the 

Dena Bank, the Bank of Barocla, the United Commercial Bank, 

the Canara Bank and the Punjab National Bank. The Trust 

has 32,622 agents and 216 chief representatives 1n the 

agency force £or sale and publicity or units as on 3oth 

June, 1968. 

7) Distribution of Inoome --

Net less than 90 percent o! the gross income after 

deducting eJCpenses is to be distributed to the unit

holders. 

8) Pricing Policy --

The sale and repurchase prices o! units are fixed 

and cpoted by the UTI and are calculated on the basis of 

formula price. A detailed analysis o! the features and 

limitations of the pricing formula is presented in the 

fourth chapter. 
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9) Taxation --

The trust enjoys various tax benefits such as the 

following. 

1) The trust is exeupted from payment of income

tax, super-tax and other taxes on its income. 

ii) It is entitled to rec·eive its dividend and 

interest income without tax deduction at source. 

Initial . contributors of capital are not required 

to pay surtax under Coupanies &artax Act, 1964, on the 

income received by them from the UTI in respect of their 

initial contribution of c~ital. 

10) :pecial Features --

1) Management and trusteeship are not differentiated : 

The functions of management and trustees are 

combined in the Board of Trustees of the UTI. It is not 

wise to combine these two d1 stinct functions. The 

function of management is to undertake the day to day 

decisions for management of the Trust, while Trustees are 

eJq>ected to evaluate the decisions of management. It is 

not appropriate for a single authority to take the 

decisions and to evaluate them. 
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11) Capital structure a 

Unlike other un1 t trusts the world over, the UTI 

did not draw its initial capital from unit-holders, l:ut 

from banks and specialised agencies. 

iii ) Owner snip : 

Unlike other unit trusts in the world, the UTI is 

owned by the Union Government; it is, thus a public 

sector institution. 

After outlining the genesis and features of the 

UTI, we &ball turn, in the next chapter to an examination 

of the efforts made by the Trust in mobilising savings of 

the public. 

-o-
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CHArTER III 

Mobilising savings of the COIIUIIlD.ity in order to 

channel them into productive corporate in vestment is an 

i~~portant objective of the UTI. In this chapter an 

atte~~pt is made to analyse how tar the UTI has been 

successful in achieVing this objective. In this analysis 

the main points of focus are 1 

I: Tax benefits enjoyed by the unitholders. 

II& Description of schemes introduced by the Trust 

for mobilisation of savings. 

III: UTI's marketing mechanism. 

IV& Volume of savings mobilised by the Trust. 

This analysis is attempted under two heads -

(a) aggregative; and 

(b) scheme-wise analy s1 s. 

VI Category-wise classification of unitholders. 

VI: Relative position of the UTI in financial assets 

held by household sector. 
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II TAX ~EFITS ENJOYED BY' THE UNITHOLDliRS : 
------~--------------------------------

i) There is an exclusive exeuption in income-tax on 

dividend received on units upto lb. 3,000 per year. 

ii) The limit for 100 percent exemption from income 

tax on contribution to Unit Linked Insurance Plan (ULIP) 

is lB. 6,000; 50 percent on next Bs. 6,000; and .4Q% on 

the balance, subject to a maxilllllD of lB. 40,000. 

iii) Investment in units cpalifies for exemption from 

wealth tax w1 thin the overall limit of Rs. 5 lacs. 

iv) Investment under Capital Gains Scheme cpalifies 

for exeuption of tax on capital gains. 

v) There is no deduction of income tax at source 

wh.Ue d1 stri buting d1 vi dend on the units. 

IIa SCHEMES FOR II>BILISATIOO OF SAVINGS : 
--~-----------------------------------

Basically there are two types .of schemes, viz. 

open-ended and closed-ended. Units under open-ended 

schemes are continuously offered for sale, while units · 

under closed-ended schemes are offered for sale, during 
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specific periods fixed by the UTI. As on June 30, 1987, 

there were five open-ended schemes in operation and the 

Trust has introduced till 1987 twelve close-end schemes. 

In addition, two growth funds were also introduced during 

1966. A brief description of each of these schemes is 

presented below. 

A) Open-ended Unit Schemes : 

1) Unit Scheme, 1964 

This was the first scheme to be introduced by the 

Trust. Each unit under this scheme has a face value of 

Rs. 10. Units are offered for sale w1 th a minimum of 10 

units, in multiples of 10, at ruling sale price determined 

by the Trust. The price varies during the year, the lowest 

being in July every year. The primary objective of this 

scheme is to offer to unitholders a regular and growing 

income as well as safety and security of capital. The 

rate of d1 vidend under this scheme has . gradually 

increased-from 6.1 percent for 1964-65 to 18 percent for 

the year 1988-89. 

The Reinvestment Plan 1966 under this scheme helps 

the unitholder to build up units :from the dividend earned. 

The annual dividend earned is automatically reinvested 



: 36 : 

1n .further units. The UTI does the investment at July 

price, which is the lowest. 

2) Unit Scheme, 1971 

It is an Unit-Linked Insurance Plan (ULIP ). It was 

introduced in October, 1971, in association with the LIC. 

It is a contractual plan which the residents of India 

can join. · There are t..o plans under this scheme. 

(a) Plan for a term of 10 years. 

(b) Plan for a term of 15 years. 

(a) Plan for a period of 10 11ears --

A pers.ons in - age group 18 to 45i years can join 

the plan for an amount ranging between lb. 3, 000 and 

IE. 40,000. 

A small amount from the unit holder's contribution 

is paid to the LIC for providing life insurance cover. 

The rest is invested in units. There is no medical 

examination of the investor joining the plan; declaration 

regarding soundness of heal.th by the applicant is 

sufficient. 
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In addition to the life insurance cover for the 

contracted amount, additional cover against accid~~t is 

provided under arrangements with the General Insu-at.1ce 

Corporation of India. This accident cover is for 

as. 15,000, irrespective of the contracted amount. 

A member can withdraw from the plan by giving one 

month's notice. The risk cover starts only after coupletion 

of one year i.e. from the 2nd year onwards. 

The dividend under this scheme has gradually 

increased, from 7. 0 percent for 1971-72 to 13.75 percent 

for the year 1988-89. 

3) Unit Scheme for Charitable and Religious 

Trust and Registered Societies, 1981 

This scheme was introduced in October, 1981 9 It is 

a sc-.heme meant for Chari table Trusts, Religious Trusts aDd 

Societies registered under Societies Registration Act, 1960. 

Each. Unit under this plan has a face value of Rs. 100. 

Units are sold in multiples of 10, with a miniDI.un of 100 

units. Although the face value is Rs. 100, units are sold 

at a price fixed by the Trust. Tb.e unit holders can 

receive the dividend every year or they can reinvest the 
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dividend in units. This scheme differs from the earlier 

two schemes 1n one very iDportant respect; it guarantees 

a miniJII.un dividend of 12 percent per annum. The dividend 

under tbis scheme has been progressively increased fro~ 

12.5 percent for 1981-82 to 15.0 percent for the year 

1988-89. 

4) Capital Ga.in.s Unit SCheme, 1983 

This scheme was launched 1n December, 1983. Under 

this scheme, units of face value as. 10 each are sold 1n 

multiples of 1-0, at a sale price determined by the Trust. 

The miniDI.uD number of units to be purchased is 500; there 

is no upper limit. Repurchases start only after a period 

of 3 years from the date of purchase. The investment under 

this scheme qualifies for exemption under Section 54(E) of 

Income Tax Act, 1961. If the capital gains are invested 

under this scheme, the investor gets an ex.euption from 

tax on capital gains. The rate of dividend under this 

scheme has been gradually increased from 8 percent from 

1983-84 to 9. 7 percent for the year 1988-89. 

The other financial assets which qualify for exeuption 

from C14!ital. gains are 3-year Rural Development Bonds which 

carry 7i percent rate of interest, notified bonds issued by 

the IDBI lllhich carry 9 percent rate of interest. 
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5) Children's Gift Growth Fund Unit Scheme, 1986 

This is a scheme introduced by the Trust in 1986 

exclusively for the benefit of children. Under this scheme 

any adult can give a gift to a child below the age of 15 

years and invest it in units. The Trust has been very 

pro~~pt in introducing tb.is scb.eme. The gitt tax exerrption 

limit was raised !rom Ill. 5,000 to lb. 20,000 during 1986, 

and the Trust immediately introduced this scheme, to take 

advantage of the favourable situation. This scheme 

guarantees a dividend of ~2. 5 percent per annum. The 

yearly d1 vidend is rein vested at July special offer price. 

The fund provides for declaration of bonus dividend every 

five years. The amount thus invested is available to the 

donee child after the attainment of 21 years of age. 

6) Parents' Gift and Growth Fund Unit Scheme, 1987 

This scheme was launched on December 15, 1987. The 

scheme is primarily aimed at providing an opportunity for 

younger generation to create a fund for the benefit of 

their parents and elders. Moreover this scheme is also 

open to co~~panies, bodies corporate and eligible trusts 

who can invest for the bene!! t of their employees. The 

scheme operates in two stages. Under the first stage, 

the amount invested in units grows at a coq>ound rate by 
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reinvestment of dividend on half yearly basis at 12.5 

percent per annUDl and cWilllated for a period of 4 or 5 

years as opted by an applicant. Under stage two, the 

amount thus accUDLllated will be reinvested together with 

any appreciation for a period of 5 years in the nearest 

Monthly Income Unit Scheme which offers an income 

distribution at 12 perceAt per annum by post-dated 

dividend warrants encasbable on JDOnthly basis. This 

scheme is likely to be ex· :nded to non-resident Indians 

in the near future. 

B) Closed-ended Schemes s 

The Trust has introduced sever81 closed-end scnemes 

in recent years to suit investors' preferences. Units 

under these schemes are offered for sale during specific 

periods fixed by the Trust. The various closed-end schemes 

and their features are given below. 

1) Income Unit Scheme, 1982 

This scheme introduced on Ma;y 1, 1982 was on tap 

during May~une, 1982. The face value of each unit was 

Rs. 100. Units were sold in Dlll. tiples of 10, sUbject to a 

miniuum of 20 units. With a view to ensure wide dispers81 

of holdings, the Trust placed an investment ceiling of 
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as. 10,000 per person. !l.ll.tiple applications were not 

permitted. This scheme differs from the earlier schemes 

ill the following respects. 

i) The Scheme is for a fixed period of 5 year;s. 

ii) Dividend for all the five years is determined in 

advance - 12 percent for the first year, 12.5 percent 

for next t'WO years and 13 percent for last two years. 

iii) Dividend is paid on half-yearly basis. 

2) Monthly Income Unit Scheme (MIS), 1983 

This scheme introduced on March. 1, 1983 was on tap 

for 2 months. Persons above the age of 55 years were 

eligible to invest in this scheme. 

Widows, physically and mentally handicapped persons 

and certain institutions were also eligible to invest under 

this scheme. The face value of each unit was Rs. 100. The 

minillum and maximum limits for investment under this scheme 

were 50 and 1, 000 units respectively. For in sti tut ional 

investors, the maximum limit was 5,000 units. This scheme 

guarantees a dividend of 12 percent per annum. 
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3) Growth and Income Unit Scheme, 1983 

This scheme, introduced on April 15, 1983, was on 

tap for 2 months. The face value of each unit was ~e. 100. 

Th,e mini.Dum and maxinum limits of investment were IG.3,000 

and Je. 15,000 respect.Vel.y. The scheme promised a dividend 

o:! 10 percent per annum and a reasonable capital appreciation 

1n about 5 years. Repurchase facility at par is provided 

every year between October and April. 

4) Monthly Income Unit Scheme(2~, 1983 

The 2nd series of Monthly Income Unit Scheme was 

introduced in November, 1963 and was on tap for 2 months. 

This scheme was a1m1lar to the earlier Monthly Income Unit 

Scheme. 

5) Monthly Income Unit Scheme (MIS)(3), 1984 

A.s a result o! keen interest sbo'Wil by investors in 

the earlier two series o! this scheme, the Trust launched 

the third scheme on Sept ember 1, 1984. The scheme was on 

tap for 2 months. The a '>;e limit o! the investors was 

reduced to 50 years 1n this scheme from 55 years and 

multiple applications were also entertained. Other 

features regarding dividend, max1Dilm and minimum limits 

or~ · investment remained unchanged. 
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6) Monthly Income Unit Scheme(4), 1985 

The fourth scheme was introduced in March, 1985. The 

sales were open for a period of 2 months. This scheme was 

simil.ar to the Monthly Income Scheme(3). 

7) Monthly Income Unit Scheme(5), 1985 

The fifth scheme was on tap during September and 

October, 1985. This scheme was similar to Monthly Income 

Scbeme(4). 

8) Income Unit Scheme, 1985 

This scheme was launched in 1985. This five year 

closed-ended scheme provided for a growing rate of dividend 

- 12 percent for the first year, 12.5 percent for each of 

the next two years and 13 percent for each year of the 

remaining period. The scheme offered two options - an 

investor could opt either for half-yearly dividend payment 

(non-cUIIlll.ative) or for automatic reinvestment of dividend 

(cwaulative) thus enabling the investor under cumulative 

plan to get R-1. 185 at the end of fifth year for every 

as. 100 invested. Repurchases were allowed from January 1, 

1988. The scheme was kept open to resident adult indivi

duals, mentally and physically handicapped persons, widows, 
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charitable and religious trusts and registered societies 

engaged in the welfare of old people. 

9) Monthly Income Unit Scheme with Gro~, 1986(6) 

The Trust introduced the sixth scheme, Monthly Income 

Unit Scheme, with certain modifications in earlier schemes. 

In addition to a guaranteed dividend of 12 percent per 

annum, this series (unlike in the ease of previous series) 

guaranteed a minimum capital appreciation at 2 percent at 

the end of fifth year. The age 11m1 t for general category 

was reduced to 45 years and for defence personnel to 35 

years. The minimum investment a.mOunt was reduced to 

is. 1,000 from as. 5,000. The sale of units under this 

scheme was open during AprU and May, 1986. 

10) Monthly Income Unit Scheme with Extra Growth(7) 1986 

This scheme was introduced in October, 1986. The 

sale of units were open for 2s months. This scheme was 

different from MISG(6), 1986, in only one respect in that 

it provided for bonus dividend at the end of fourth year. 

11) Monthly Income Unit Scheme w1 th 

Extra Bonus and Growth 1987 (MISCG(8) ), 1987 

This scheme was introduced in AprU, 1987 and was on 

tap during AprU and May, 1987. This scheme was similar 
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to the previous Monthly Income Unit Schemes in all respects 

but for the withdrawl of age restrictions. It was open 

for all investors irresptctive of age limits. The unit 

holders of earlier Monthly Income Unit SChemes were given 

the option to convert their unit holdings into (MISG(8), 

1987. 

12) Growing Income Unit Scheme, 1987 

This scheme was on tap for a period of two months 

from January 1, 1987. This scheme guarantees a gradually 

increasing rate of dividend from 12.5 percent to 14 percent 

per annum and, in addition, a miDiDI.lm 2 percent growth in 

capital on maturity. The dividend is payable half-yearly 

or can be CWILll.ated on half-yearly basis as per the 

option of investors. 

13) Growing Income Unit Scheme(II), 1987 

It was a conversion scheme for unith.olders under 

Income Unit Scheme 1982 to convert their holdings into 

Growing Income Unit Scheme (II), 1987. The unitholders 

opting for this scheme were paid a capital appreciation of 

about 4 percent in addition to dividend ranging between 

12.5 percent and 14 percent per annum, either payable on 

half-yearly basis or reinvested at half-yearly intervals, 
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thus offering an opportunity to the unithol.ders to doubl.e 

their holding in the period of five and hal.f years. 

14) Growing Income Unit Scheme(III), 1987 

This scheme was on tap during September and October, 

1987. The scheme asa1res doubling of investment in 5 year:"s 

and 9 months, wader cumul.ative scheme with the rate of 

dividend p8Jabl.e under this scheme ranging between 12 

percent and 13.5 percent. 

14) The Monthly Income Unit SCheme with 

Extra Bonus Plus Growth(9 h. 1987 

The scheme was launched on November 1, 1987 and was 

on tap for t...o months. A dividend of 12 percent per annum 

payable on monthl.y basis and 2 percent minimwl growth on 

maturity was offered under the scheme. Al.so issue of 

bonus dividend in the fourth year was en visaged. 

16) The Monthl.y Income Unit Scheme with 

Extra Bonus Plus ·arowth( 10) 1988 (MISG( 10) 1988) 

The scheme was law .. .;hed on April 1, 1988 and was on 

tap till May 31, 1988. The rate of dividend offered Wa§ 

12 percent per annum with a bonus dividend in the 4th year:" 



1 47 a 

A mini.DIWI capital appreciation of 2 percent at the end of 

5th year was also offered to the investors. With a view to 

enabling the investors to get a bank loan, the facility 

of noting a lien was extended under this scheme. 

C) Growth Funds 1 

1 ) India Fund I --

Although UTI has been selling units to non-resident 

Indians since ~966, the volume of sales has been substan

tially low; e. g. sales to non-residents amounted to ii.9.07 

crores during 1985-86 and to lls. 14.70 crores during 1986-87. 

The factor responsible for low response is that units 

cannot be openly advertised and sold in overseas markets 

because of certain restrictions illposed by foreign stock 

exchange authorities. As a result, most of the investments 

arise out of enquiries generated by individual agents of 

the UTI who assist non-resident Indians in investing their 

funds in our country. India :fund seeks to overcome this 

handicap. 

With a view to provide an opportunity to non

resident Indians and persons of Indian origin residing 

abroad and indi vidual.s and institutions resident outside 
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India to .uivest in the securities market of India, the Trust 

launched India Fund Unit ~~neme in 1986 in association with 

the Nerm Lynch C~ ital Markets, a renowned international 

financial services institution. The India Fund was launched 

in July, 1986 and received an overwhelming response. As 

against the original issue of I. 60 million, the total 

subscriptions amounted to I. 128 million. Retaining 25 

percent extra subscription, allotments were made for I. 75 

million. The shares of India Fund are listed and q.1oted on 

the London Stock Exchange. 

The Fund is managed by the UTI with an Advisory Board 

consisting of the Chairman of the Trust as its ChairiD8ll and 

representatives nominated by the UTI and Merill Lynch. 

The Fund decl. ared a maiden token dividend of 2. 50 

percent for the first year of operation i.e. 198&-87. The 

investment value has recorded an ~preciation of a little 

over 25 percent during this period. The NAV of the Fund 

had gone up by 184 percent to 284 crores as on June, 29, 

1989, which compared fawurably with the relative growth 

of 68 percent in Economic Times Index. 

The Fund represents an innovative way of raising 

long-term foreign resources. The most iq>ortant feature 

of this Fund is that the money brought in is virtually 



I 49 I 

permaneat, unlike borrowings which are to be repaid. Given 

the difficult foreign exchange position of the country, a 

larger inflow of such resources mq prove useful. 

2) India Fund II --

The Trust launched India Fund II unit scheme in 

1988 in association with Merill Lynch Capital Markets. 

The Fund is listed on the New York stock Exchange and is 

a coq,any in perpetuity in keeping with regulations of 

the US Securiti.es Exchange Commission. The size of P\md 

was$ 60 million and it is invested in growth-oriented 

eQ.~ities. The NAV of the Indian investments of lb. 66 crores 

was as. 99 crores as on June 29, 1989, showing a growth of 

50 percent in less than one year. The NAV of the Fund 

was $ 14.05 per share on the same dq whU.e the Fund was 

quoted at $ 11.75. 

The UTI is contemplating launching of a Japan Fund 

to tap the Japanese capital market, the richest capital 

market in the world to help In~ co~anies tide over the 

long-term reqJirements of Yen. It is reported that the 

UTI officials have already visited Japan and had 

discussions with the officials of some of the leading 

me~chant banks and brokerage houses there to assess the 

climate for launching of the Fund. 
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3) UTI !t.ltual. Fund - Master shares --

Mr. V.P. Singh, the then Finance Minister, had said 

in his budget f~>eech 1986, "The UTI should :Q.oat a mtual 

fund scheme 'Which will provide a channel for small investors 

to participate in the growth of capital market." In 

accordance w1 th this announcement, the Mutual Fund Scheme 

was launched on September 19, 1986. The objective was to 

provide m opportunity for long term capital appreciation 

to small investors. Under this scheme, 5 crore master 

shares of Rs. 10 each at par were offered for sale to the 

public. Repurchases by the Trust start only after a period 

of 7 years. However, individual investors enjoy liquidity 

because the mastershares are listed on all stock Exchanges 

in IDdia and hence a secondary market for the shares is 

available. 

The Mutual Fund is managed by an Advisory Board 

consisting of members with rich eJ!Perience in the field of 

banking, finance, and industry. The Chairman of the UTI is 

the Chairman of this Advisory Board. The funds mobilised 

through this scheme were invested 1n a wide range of 

eq..1ities. 

The Master shares received encouraging response from 

the public; as against the original issue of Rs. 50 crores, 
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the subscriptions received amounted to Rs. 158 crores. The 

Trust, with the approval of CoDptroller of Capital Issues, 

Ministry of Finance, Government of India, retained 18.150.43 

crores. 

The average net asset value of Mastershares is 

published every week. While the first Net Asset Value as 

on February 5, 1987, worked out to Rs. 10.41 crores, the 

Net Asset Value as on June 29, 1987 was 16. 11.05, and on 

October 29, 1989 was Rs. 23.10. 

The llltual Fund is an iDportent departure from the 

existing schemes of the Trust 'Which has been playing safe 

by investing largely in more secured forma of investment 

like debentures. Mutual Funds have been highly successful 

in the u.s.A., &.&rope and some East Asian countries. It 

is eJCPected that they will be successful in India too. 

III 1 UTI 1 S MARKETING MEQUNISM 1 
---------------------------
An investor can purchase units of the Trust in one or 

more of the following ways: 

i) directly from the UTI offices; 

ii) through agents appointed by the Trust; 
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iii) from commercial bank offices nominated by the 

Trust; and 

iv) from designated post offices. 

IVa VOLUME OF SAVINGS M>Bn.ISED f!i 'l'HE TRUS'l' : 
---~----------------------------------

We may now atteupt an analysis of volume of savings 

mobilised from the public by the Trust, through the various 

schemes outlined above. The volume of absolute savings 

mobilised each year depends on the amount of net sales of 

units in that year. The amount of net sales are obtained 

by deducting the amount of repurchases from the amount of 

sales. The analysis is done at tw levels - aggregative 

and scheme-wise. 

a) .Aggregative .Analysis 

Here we shall consider aggregate gross and net 

sales. The annual gross sales over 23 years of operation 

raoged between a low of Rs. 2.2 orores in 1965-66 .and a 

high of Rs. 2, 015 crores in 1987-88, marked by considerable 

fluctuations from year to year (see table 3.1 ). The 

aggregate gross sales have reached Rs. 3,790 crores by 

June end 1989. 
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To decipher a trend, as there are year-to-year 

variation in net sales, we may analyse the annual data by 

five-year periods. The average annual gross sales were 

IS. 13 crores for th.e first five-year period, IS. 22 crores 

for the next five-year period, IS. 50 crores for the 

subsecpent five years period of 1975 to 1979 and IS. 153 

crores for the period o! 1980 to 1984. The average annual 

gross sales for the last five-year period were a record 

as. 1, 771 crores. A look at the data indicates that the 

rate o! growth. of sales was moderate during the first 

fifteen years years of operations, i.e. upto 1979. There

after,there was a substantial rise during the next five 

years i.e. from IS. 50 crores to IS. 153 crores. The last 

five years of the reference period showed a tremendous 

rise in average annual gross sales to lb. 1,771 crores. 

The actual amount of savings mobilised by the Trust 

is also influenced by volume of resale of units by unit

holders. The excess of the amount of gross sales over 

the amount of repurchases, as we said above, indicates 

the actual. savings mobilised by the UTI. 

Net Sales 

The net sales show large variations betwee.n&s. 1.0 

crore in 1965-66 and Rs. 1, ·140 crores in 1986-87 (see 
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table 3.1 ). We may analyse the average annual net sales 

for five years periods. While calculating the average 

annual net sales, the year 1974-75 is excluded as it was 

an exceptional year, in the sense that the annual net 

sales were negative, i.e. the amount of repurchases 

exceeded the amount of sales. The factors enumerated 

below we;re responsible for this. 

(i) There was a fall in absolute savings of household 

sector in financial assets from ~G. 3, 632 crores of 1973-74 

to~. 3,402 crores in 1974-75, i.e. 7.4 percent to 5.3 

percent of Net· National Product. 

(ii) Units as media of investment became less attractive 

due to an increase in the rate of interest on bank deposits, 

post office savings accounts and National Savings 

Certificates during April and July 1974. 

(iii) It was expected then, tllat the income and dividend 

distribution by the UTI might be reduced due to Dividend 

Restrictions Ordinance which stipulated a ceiling oa 

distribution of dividend by coq,anies to 12 percent o! 

face value of their equity or 1/3 of their profits 

whichever is lower. 
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Now let us turn to the analysis of average annual 

net sales. The average annual net sales were as. 11 crores 

for the first five years and 111. 21 crores for the next five 

years, as. 47 crores for the period 1976 - 60 and Rs. Z75 

crores during tne period 1961 to 1965. The average annual. 

net sales during the period 1986 - 1989 were as. 1, 245 

crores. 

These data indicate that the average annual net sales 

have increased slowly during the first 15 years of operations 

i.e. upto 1980; thereafter, there has been a significantly 

high growth in average annual sales. The factors that 

might have contributed to this significant rise may be 

reported here. The factors are presented under two heads -

{i) measures taken by the Trust; and (ii) the fiscal 

policy of the Government. 

{i) Measures taken by the Trust : 

1) Innovative Schemes --

The UTI has introduced various innovative schemes 

since 1980, such as, Unit Scheme :tor Charitable and 

Religious Trusts and Registered Societies, 1961, Income 

Unit Scheme 1962, Capital Gains Unit Scheme 1963, Monthly 

Income Unit Scheme 1983, and its various series, Growth 
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and Income Unit Scheme 1983, Income Unit Scheme 1985, 

Growing Income Unit Scheme 1986, and Children' a Gift Growth 

Fuild ·UAJ.t Scheme 1986. During the year 1986-87 the Trust 

introduced two growth funds viz. !t.\tual Fund and India 

Fund, and three other schemes, viz. Growing Income Unit 

Scheme 1987, Monthly Income Scheme w1 th Growth (MISG 7 & e) 

Contrary to this, there were only two schemes viz. Unit 

Scheme 1964 and Unit-Linked Ins.1rance Plan 1971 upto 1980. 

Introduction of new schemes designed to Slit investors' 

preferences has helped the Trust to increase its sales 

substantially. A look at the proportion of new schemes 

in total sales indicates that the contribution of new 

schemes continuously rose during the period 1983-84 to 

1966-87; the proportions of new schemes in total annual 

sales were 43 percent, 45 percent, 59 percent and 83 

percent respectively during the period. The substantial 

rise during 1986-87 is mainly attributable to the launching 

of It.ltual. Fund Scheme and India Fund Scheme. These two 

schemes together contributed 23 percent of total sales 

during the year. 

2) Marketing strategy --

The Trust introduced various measures for sales 

promotion and publicity during recent years. Mention may 

be made of the following points a 



a) A§ency Force&-

The Trust appointed from the very beginning agents 

for selling units. In addition to the agents, the Trust 

introduced a scheme of chief representatives in 1976-77. 

Under this scheme the Trust appoints chief representatives 

at district places, to act as development and liaison 

officers of the Trust and to supervise and coordinate the 

aqtivities of agents in their jurisdiction and guide 

investors about investment in units. As on June 30, 1988, 

there were 32,622 agents < 1d 216 chief representatives. 

b) Project for Promotion of Units in Rural Areas (PURAh-

The Trust introduced in 1984-85 a special project 

for promotion of units in rural areas. To make rapid 

progress in mobilising rural savings, this project was 

extended to different states through fertiliser coq>anies. 

As a result, a large number of people in rural areas were 

made aware of units as a medium of sound investment. 

c) Differential Rates of Commissions-

The Trust introduced a scheme of differential rates 

of commission in 1985. Under this scheme the business from 

rural and semi-urban areas is given commission at a rate 

higher than that for business from urban areas. A total of 
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221 cities in the country were categorized as urban and 

metropolitan areas. Tlle rest of tlle places wet-e 

categorized as rural and semi-urban. 

d) Sales Force o! Established Coapaniess-

The Trust has been utilising, since 1986, the sales 

force of various established fertilizer coapanies such as 

Guj arat State Fertilizer Coup any, National Fertilizers 

Limited, Zuari Agro and Southern Petroch.emicals Industries 

Corporation for sales promotion. Under a special arrange

ment, three des)artment stores of Akbarally' s at Bombay 

and ~encer' s at Madras opened special counters for th.e 

distribution o! application forms !or tlle · purcllase o! 

units and !or acceptance uf fully filled 1n application 

forms with cllecpes and dr~s. Tlle Peerless General 

Finance Coapany has been ~pointed as an agent of the 

UTI since 1989. 

e) .Appointment o! some Hindu stan Petroleum Dealers 

As A&ents:-

With the objective of providing more outlets to tlle 

investing public, the Trust appointed during 1985-86 

these dealers as agents of the Trust. The agent petrol 

P~ act as display centres of the Trust, trom where people 
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• pick up application forms and relevant information 

material. 

!) Publicity&-

The Trust has been using various publicity media 

such as television, radio, newspapers, hoardings, glowsigns, 

cinema slides, etc. :tor popularising units. Press 

advertisements are released in all languages covering the 

length. and breadth of the country. Publicity literature 

is printed in majority of regional languages besides 

English. 

(ii) Fiscal Policy : 

The fiscal policy of the Government al oo influences 

the sales of units to some extent. Special tax concessions 

to the investment in units encourage sales while withdrawal 

of special tax benefits discourage sale of units, e.g. 

the investment in units under Unit Scheme 1964 qualified 

!or exeq,tion from Capital Gain Tax during 1f!177 to 1f!179 

taking the sales under the scheme from Rs. 33 crores of 

1977 to as. 96 crores by 1979. When this tax concession 

was discontinued the next year sales declined to !G. 48 

crores. We have already considered the various tax 

benefits enjoyed by the unitliolders. Here a reference ma;y 

be made to the following points. 
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1) Exclusive Tax Benefits 

The Finance Act 1981, raised the limit for exclusive 

tax benefits !or income earned from units to IG. 3,000 per 

annum. 

2) Capital Gains Scheme 

The Trust introduced this scheme in 1983. Investment 

under this scheme qualities for exeuption from capital 

gains. Since its introduction, this scheme is contributing 

a substantial part of total sales, e.g. in the first year 

of its operation, tbe ·ache• contributed 30 percent of 
-{ 

total sales, while its contribution was 25 percent ot ;otal 

sales during 1986-87. 

b) Scheme-wise Analysis 

Now we shall turn to the scheme-wise analysis of 

volume of savings mobilised by the Trust. For this purpose 

the period of study can be divided into two parts i.e. 

1964-65 to 1980-81 and 1981-82 to 1986-87. The Trust had 

only open-ended schemes upto 1982. A beginning was made 

in introduction of closed-ended schemes during 1982 with 

the introduction of Income Unit Scheme, 1982. 
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During this period, the Trust bad only two schemes 

viz. Unit Scheme 1964 and Unit Linked Insurance Plan (ULlP) 

1971. Upto 1971 there was only one scheme i.e. Unit 

Scheme 1964; therefore, the volume of savings mobilised 

by the trust fluctuated with the fluctuations 1ri sales 

under this scheme. As indicated earlier this was also the 

period during which aggregate sales increased Slowly. 

Though ·there were two schemes, the Unit SCheme 1964 was 

the major contributor; its share was around 90 percent. 

The ULIP Scheme has been less popular since its introduction 

Some of the factors responsible for low response to this 

scheme may be -- (i) the coupetition :from pure life 

insurance policies, (ii) low maximum limit, the maximum 

risk cover provided under this scheme is Rs. 51,000, (iii) 

the risk cover starts from thesecond year of joining the 

plan, and (iv) from agents' point of view the rates of 

commission are lower COJIIlared to t.t~t.rates offered by the 

Life Insurance Corporation of India. · 

The scheme-wise analysis for this period can be 

atteq1ted in two Wfr!S- (i) the relative position of 

open-ended and close-ended schemes in total ~ -a&leJ, arid 
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(ii) the relative position of various schemes within the 

open-ended schemes. 

PROPORTIONS OF OPEN AND CLOSED-mDED 

SCHEMES IN TOTAL SALES (Percentages) 

------~----------------------~---------------------~---Year ended Open-end Closed-end 
June 30. 

1982 58 42 

1983 63 37 

1984 90 10 

1985 83 17 

1986 74 26 

1987 45 55 

1988 62 38 

••a•••--••••••••••••••••••--••aa••••••••••--•--•••••••=•--

It is seen !rom the above table that the proportion 

of close-end schemes has changed from year to year depending 

on the popularity o! sch.emes introduced during that year. 

The proportion o! close-er~d schemes increased gradually 

during 1983-84 to 1985-86. During 1986-87, however, the 

proportion has increased substantially, primarily due to 

the introduction o! Jl.ttual Fund Scheme and India Fund 

scheme. These two schemes together have contributed 25 

percent of total sales in the year 1986-87. The rising 
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proportion of close-end schemes indicate its increasing 

popularity. Therefore, it may be suggested that the Trust 

should introduce more and more close-ended schemes. 

A comparison of popularity of different open-ended 

schemes shows that the Unit Scheme 1964 has been the most 

popular scheme upto 1985-86 contributing around 50 percent 

of total sales under this category; however, during 

1986-87 the Capital Gains Scheme has occupied the top 

place, contributing ~. 318 crores i.e. 61 percent of totaL 

sales in that year under open-end category. The most 

popular schemes under this category are the Unit Scheme 

1964 and Capital Gains Scheme 1983 - their combined share 

during 1986-87 was 81 percent in total sales. The remaining 

three schemes, viz. Unit Linked Insurance Plan 1971, the 

scheme for Charitable and Religious Trusts and Registered 

SOcieties 1981, and the Children's Gift Growth Fund, 

1986, have together contributed only 19 percent of total 

sales. The Trust should examine the reasons for poor 

response to these three schemes and ..te efforts to 

popularise these schemes. 

For the sake of convenience, the activities the 

Trust conducts are divided into four regions viz. Western 
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region couprising of Goa, Gujarat, Madhya Pradesh and 

Maharashtra; Eastern region consisting of Assam, Bihar, 

Manipur, Meghalaya, Orissa, Tripura, West Bengal and 

Andaman and Nicobar; Southern region coUJ>rising Andhra 

Pradesh, Karnataka, Kerala, Tamilnadu ard Pondicherry; 

Northern region COUJ>rising Chandigarh, Haryana, Himachal 

Pradesh, J 8JIIlll.l and Kashmir, Punjab, Rajasthan and Uttar 

Pradesh. The analysis about the relative shares of 

different regions in the country in aggregate sales of 

units under all schemes indicates that the Western region 

has been the major contributor throughout, contributing on 

an average more than 50 percent of total sales. The 

relative position of different regions during 1986-87 was s 

Western region 40 percent, Northern region 25 

percent, Southern region 19 percent and Eastern region 

16 percent. 

Reasons !or such an uneven distribution should be 

investigated and appropriate action should be taken to 

popularise units in the Eastern, Northern and Southern. 

regions. 

In the evaluation of achievement of the objectives 

by the Trust, it is important to know the category-wise 
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c.lassi.:Cication of unit holders. The proportion of 

individuals and institutions in total unit-holders is 

iaportant to know whether the UTI has been successful. 

in mobilising the savings (J! middle and lower income 

group individuals. The important constraint in under

taking such an analysis is that the annual reports o.:C 

the Trust aince 1976-77 have not been publiah111g the 

category-wise classification o.:C unitholdera. The data 

available upto 1976 reveal that the proportion o.:C 

individuals in total vol'L....ae of savings mobilised was 

satis.:Cactory (See Table ,.2). Though no precise data 

on the profile of unitholders is available since 1977, 

it is believed that a significant proportion of sales 

under Unit Scheme 1964 has come !rom corporate sector in 

laat .tour or five years. This belief is strengthened by 

a news item in Economic Times which states that the Trust 

has made a record sale of ~. 2,200 crores during the 

special o.:C.:Cer period of July, 1968. On a rough 

reckoning, nearly one-third o.:C fresh subscriptions is 

reported to be accounted for by corporate bodies and 

another one-third by banks. The balance of one-third, 

around IS. 700 crores, is subscribed by individual 

investors. 
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VI 1 RELATIVE POSITION OF THE UTI IN 
-----------------------~------
FINANCIAL ASSETS HELD Br THE HOUSEHOLD SECTOR : 
-------------------------------~--------~---

The foregoing analysis eJCPlains the role of the 

UTI in IIIObilisation o! savings in absolute terms. Now 

we shall turn to the relative position of units in 

financial assets held bf the household sector and 

secular change in it. A look at the relative position 

of different financial assets in the portfolio of 

household sector indicates that the share of the UTI 

is very small, though registered a satisfactory rise 

over time. (Refer to Table 3.3). Its share was less 

than 1 percent -upto 1984-85. It has increased to 4. 7 

percent 1n 1987-88. The shares o! other financial 

assets during 1987-88 were: Bank Deposit 36.1 percent, 

Life Insurance Fund 7. 6 percent, Pension and Provident 

Funds 18.5 percent, Claims on Government 10.2 percent. 

For increasing its share in the household portfolio of 

financial assets, the un should try to popularise units 

in different parts of country and take particular steps 

to make them popular in regions other than Western. 

The iuportant conclusion at which we arrive from 

the analysis is that the share of the UTI 1n the 

financial assets held by the household sector is quite 
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low. Therefore efforts are necessary to improve the share 

and for this units should be made more attractive. The 

attractiveness of the units depends on the yield on units 

which 1n turn depends on the rate of d1 vidend and capital 

appreciation. The rate of d1 vidend depends on the 

investment policy of the Trust, while capital appreciation 

is the reaU.t of pricing policy besides the investment 

policy. Both these policies viz~ investment and pricing, 

are analysed in the next chapter. 
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TABLE ~ 1 3 

GROSS SALES AND IUPURCHASES OF UNITS 
-------------------------------------------

UNDER VARIOUS SCHEMES OF THE UTI 
-~~------------------~--------------

(.AIIounts in crores of rupees) 

------------------------------------------------------~-~------Year Sales Repur- Repur- Annual Cuwla- Repur-
ended chases chases net tive chases 
3oth as sales Net as 
June percent Sales percent 

of units as on of units 
sold 3oth out stan-

June ding 

1965 19.1 0.4 2.1 18.7 18.7 2.1 
1966 2.2 1.1 50.7 1.1 19.8 5.6 
1967 9.2 2.0 21.5 7.3 2:1.0 6.9 
1968 15.3 1.2 8.0 14.1 41.2 2.9 
1969 17.2 1.2 9.8 15.5 56.7 2.9 
1970 22.8 2.0 9.0 20.8 77.4 2.6 
1971 18.0 3.2 17.8 14.8 92.3 3.5 
1972 15.1 2.6 17.2 12.5 104.8 2.5 
1973 23.0 3.0 13.0 20.0 124.8 2.4 
1974 30.6 3.7 12.1 26.3 151.1 2.4 
1975 17.2 20.3 118.6 - 3.1 148.2 13.6 
1976 21.5 11.0 38.0 10.5 158.7 6.9 
1977 34.5 7.8 23.1 26.7 185.4 4.2 
1978 73.2 11.0 15.3 62.2 247.6 4.4 
1979 101.5 9.2 9.5 92.3 339.9 2.7 
1980 57.8 14.0 24.9 43.8 383.7 3.6 
1981 52.1 15.7 33.8 36.4 420.1 3.7 
1982 157.3 22.9 17.3 134.4 554.5 4.1 
1983 166.9 15.5 10.1 151.4 705.9 2.2 
1984 330.1 15.7 4.8 314.4 1020.3 1.5 
1985 756.1 20.1 2.7 736.0 1756.3 1.1 
1986 891.8 62..7 7.0 829.1 2586.4 2.4 
1987 1261.1 121.3 9.6 1139.8 3726.1 3.3 
1988 2015.0 334.7 16.6 2280.3 5406.4 6.1 

---------------~------------------------------------------------Sources Annual Reports of the UTI. 
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TABLE 3,2 

CATEGORY-WISE CLASSIFICATIW OF UNITHOLDmS 
---------~------~--~-----------------------

(Amount ill Crores of rupees) 
----------~~~----------------~------------~---------Year eoded 

June 30. 

1965 
·a 

1966 
a 

1967 
a 

1968 
a 

1969 
a 

1970 
a 

1971 
& 

1972 
• 

1973 
a 

1974 
a 

1975 
a 

1976 
a 

Contribution 
from 

illd.i vidual s. 

17.33 
92 

2,13 
99 

8.95 
99 

15.06 
99 

16.80 
99 

22,18 
99 

16.93 
96 

14.56 
99 

21.80 
96 

26,85 
89 

15.68 
91 

95.59 
96 

Contribution Total Sales 
· from of Units. 

Institutions. 

1.40 18.73 
8 

0,02 2,15 
1 

0,08 9.03 
1 

0.11 15.17 
1 

0.12 16.92 
1 

0.17 22.35 
1 

0.64 17.57 
4 

0.12 14.58 
1 

0.73 22.53 
4 

3.00 29.85 
11 

1.55 17.23 
9 

3.37 98.96 
4 

----------------------------------------------~------------Sources The Annual Reports of the UTI. 
a • Percentage in total sale of units. 
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~..!P!Q.~_2E..'Pl!J!Qfl~M-~'lm-P!_'mli_~-Q.U:P!~~U~-!~~ 
( At ,urrent prices) 

( Rs. Crores ) 

--------------------------------------------------------------------------1975-76 1960-e1 1982-e~ 1983-el+ 1984-e5 1970-71 1985-e6 1986-e! 1987...ae ---------------------------------------- ----------------------------------
(i) Currency 355 342 

lW-4) 
2026 m~, 2938 2220 m~1, 4888 

( 16 .8) (6.7) ( 12.6) (12.4) (8.9) ( 15.1) 

(11) Bank Depoai ta 754 2120 5550 6661 7'R8 9883 10518 13211 11710 

(35.7) (41.8) (45.8) (41.4) (42.5) . (41.6) (41.7) (43.5) (36.1) 

(iii) NoD-llaJting 67 130 YTB 870 1019 990 1248 1575 1691 
Depoaita (3.2) (2.6) (3.1) (5.4) (, .. , <•.2) (5.0) (5.2) (5.2) 

(iv) u~e Insurance 2Cfl 423 915 1235 1376 1556 1813 2116 2466 
Fund (9.8) (8.3) (7.6) (7.7) (7.3) (6.5) (7.2) (7.0) (7.6) 

(v) Provident and 490 1221+ 2122 2865 3052 3760 4215 5173 5985 
Pension Fund (23.2) (21+.2) ( 17 .5) (17.8) ( 16.2) ( 15.11) (16.7) (17.0) (18.5) 

(vi) Claias on 105 899 711 12'+3 1'R6 3107 3150 3208 3325 
Govel"DDIII!Ilt (5.0) ( 17 .a) (5.9) (7 .7) ( 10.5) (13.1) ( 13.9) (10.5) (10.2) 

(vii) Shares and 68 41 413 646 555 763 1189 1176 725 
Debentures. (3.2) (0.8) (3.4) (4.0) (3.0) (3.2) (4.7) (3.9) (2.2) 

(viii) Unit Tnlst o~ 14 16 31 122 222 567 586 943 1535 
IDdia (0.7) (0.3) (0.2) (0..7) (t.e) (2.4) (2.3) (3.1) (4.7) 

(ix) Trade Ddbt. 50 -128 373 429 -164 196 -e2 -132 118 
(Ret) (2.4) (-2.5) (3.1) (2.7) (-o.g) (o.a) ( -o.3) (-o.4) (0.4) 

TOTAL 2110 5067 12118 16097 187~ 23760 25217 30335 32443 
(100) (100) (100) ( 100) (100) ( 100) ( 100) ( 100) ( 100) 

-- - - - - - - - - - - - - - - - - - - - - - -- - - - - - - - - - - - - - - - - - - ---- - - - - - - - - - - - - - -- - - - - - - - - - - - - - -
NO're Figures in brackets are percentages to Financial Assets. 

SOURCE Report on currency and finance, 19B7...ae, VolUH II. 

Q\ 
\D 

~ 
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CHAPTER IV 

INVESTMENT POLICY 
---------------------------------------

OF THE UTI 
----------------

The investment policy of the UTI is in conformity 

with the objectives of a flexible unit trust which allow a 

considerable managerial discretion to alter the 

composition of the portfolio. The UTI is declared a 

balanced fund, investing in both ecpity and fixed income 

securities. The management of the UTI endeavours to 

strike a proper balance between the two principles of 

security of principal and return on capital. The 

investment policy of the Trust has an important bearing 

on income earning capacity of the Trust and its dividend 

distribution to unitholders. The main points of focus in 

this chapter are : 

I. Legal restrictions on investment of funds, 

II. Pattern of investment and changes in it, over 

the years in different securities, 

III. Methods of investment of the Trust, viz. direct 

subscriptions, underwriting, private placement 

and market purchases; .a 
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IV. Implications of investment policy on the UTI's 

dividend rate. 

LEGAL RESTRICTIONS : 
-~-----------------

There are broad regulations governing the Trust's 

investment from the point of view of diversification so as 

to spread the risk inherent in investment in industrial 

securities. The regulations are given below : 

(i) The Trust's investment in any one company is 

restricted to 5 percent of the funds of the scheme or 15 

percent of outstanding securities Of that COIIp&ny, 

(ii) The Trust's investment in capital initially 

issued by companies should not, in the aggregate, exceed 

5 percent of total investible funds of the scheme. 

It is not possible to find out whether the 

investment of the UTI is within these restrictions or not, 

because the annual reports do not publish the company-wise 

investment of the Trust. Data regarding UTI's investment 

in issues of new companies and issues of existing 

companies is also not presented separately by the annual 

reports. 
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II& PATTERN OF INVEsrMENT a 
-----------------------

Before analysing the pattern of investment we 

shall consider total investible funds of the Trust. The 

other points of focus ares (a) Distribution of funds over 

various assets, (b) Investment in quoted and unquoted 

securities, (c) Industry-wise investment. 

Total Investible Funds : 

There has been a substantial increase in total 

investible funds of the UTI during the last 24 years of 

its operations. The amount of investible funds which was 

only as. 25 crores at the end of June, 1965, reached a 

level of lb. 6, 680 crores by the end of June, 1988. There 

has been a continuous rise in total investible funds 

throughout the period, except in the year 1974-75 when 

there was a fall to the tune of as. 2 crores. 

(See Table 4.1) 

(A) Distribution of funds over various assets 

The Trust invests in various assets such as 

industrial securities, money at call and short notice, 

unsecured short-term deposits, advance deposits against 

investment commitments etc. As regards security-wise 
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investment, the twenty-:t'i ve year period :t'alls quite 

distinctly into three pha . ~ s 1 

(i) 1964-65 to 1969-70; 

(iii) 1~6-77 to 1986-87. 

(ii) 197Q-71 to 1~6-77; & 

(i) First Phase 1964-65 to 1969-70 1 

During the :t'irst phase until 1970, a larger and 

increasing proportion of the investible .funds o:t' the UTI 

was invested in securities yielding fixed return, i.e. 

pre:t'erence shares and debentures. speci:t'ically, the 

combined proportion o:t' pre:t'erence shares and debentures 

increased !rom 45.5 percent at the end o:t' June, 1965 to 

55.7 percent at the end of June, 1970, while that of 

ordinary shares declined from 38.7 percent to 35.8 

percent during the same period (Refer to Table 4.1). The 

pattern o:t' investment during this phase refiects the overall 

objectives of Unit Scheme 1964. It may be recalled that 

the UTI was conceived as a balanced flexible unit trust 

with the basic objective of providing safety of capital 

and coat.tnuousl.y growing income to uni tholder s. The 

investment policy was oriented towards building and 

maintaining a balanced portfolio comprising both variable 

dividend and fixed interest securities. The guidelines 

framed under the Unit Scheme 1964 and Unit Scheme 1971, 
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accordillgl.y, laid euphasis on securities of well 

established and sound coupanies providing safety of 

capital coupled with good yield. 

(ii) Second Phase 197o-71 to 1976-77 : 

During the second phase beginning with 1970, there 

was a shift of euphasis in favour of equities with a view 

to building up an equity-oriented portfolio with the 

objective of earning a better return and capital appre

ciation, without disturbing the balanced nature of the 

:fUnd. These developments led to significant changes in 

the pattern of the UTI's investment. The Capital Unit 

Scheme, 1976, with eq,has.:.s on investment in growth 

stocks, marked the beginning of still greater eq>hasi s on 

equity investment. As a result, the relative proportion 

of equities in total fund had consistently iaproved, 

accompanied by a corre~onding decline 1n senior 

securities taken together. Thus, the ratio of equities 

to the total investments which was 35.8 percent at the 

end of June 1970 increased to 46. 6 percent at the end of 

1976-77. During 1975-76 1 t was even higher and reached 

a peak of 49.6 percent. The combined proportion of 

preference shares and debentures which was nearly 56 

percent at the end of June 1970 declined to 36 percent at 

the end of June 1977. Another notable development relating 
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to the utilisation of UTI 1 s :funds, particularly since 

1~3-74, was the atteupt to seek profitable outlets for 

investment such as bridge finance, fixed deposits, 

subscription to privately placed debentures. The 

underlying consideration was lack of good securities in 

the urked. 

The rise in proportion of equities was in 

accordance with the statement of the then Chairman, 

J.S. Raj, made duringJuly, 1972 that the UTI proposed 

to increase its investment in equities with a view to 

iuproving the portfolio yield. The maximum proportion of 

equities in the history of the UTI was reached by the end 

of June 1976 which was 49.6 percent (See Table 4.1 ). 

Even this cannot compare favourably with investment in 

equities by similar institutions in the U.K. and the 

U.S.A. During 1976-77 mutual. funds in the U.S.A. had 

invested 77 percent and Unit Trusts in U.K. 95 percent 

in equities. The change in investment policy of the UTI 

during this phase in favour of equities was a change in 

the right direction, but it turned out to be short-lived, 

the UTI falling back to its policy of undue preference to 

fixed interest securities. The annual reports of the Trust 

or statements made by the Trust do not indicate any reasons 

for giving up the equity-oriented investment portfolio. 
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(iii) Third Phase 1W7-78 to 1986-87 : 

During the third"hase beginning w1 th 1977 upto June 

end 1986, there was a continuous fall in proportion of 

equities in the UTI's aggregate investment. The proportion 

of equities declined from 46.6 percent at the end of June 

1977 to 11.5 percent by June end 1986. In the next year, 

i.e. by end June 1987, tb.e proportion of equities improved 

marginally to 13.6 percent, but it was essentially because 

of the introduction of two growth funds, viz. the 1-btual 

Fund and the India Fund. If we exclude these two funds, 

it is seen that. the proportion of equities had in fact 

declined from 11. 5 percent at the end of June 1986 to 11 

percent by end of June 1987. The combined proportion of 

debentures and preference shares increased from 36 percent 

to 42 percent during the same period. A. look at the 

relative proportion of eq.1i ties on one hand and debentures 

and preference shares taken together on the other indicate 

that the Trust deviated to a great extent from its 

objective of building up a balanced investment portfolio. 

The policy of continuously reducing the in vestment in 

equities definitely needs a serious reconsideration. 

Other notable developments during the third phase 

are summarised below 
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(a) Fall in proportion of preference shares : 

This phase experienced a, continuous decrease in the 

proportion of preference shares in total investments. The 

share of this asset in the total declined from 7.4 percent 

by end of June 1977 to 0.2 percent by June end 1987. In 

absolute terms also the amount of funds invested under 

this category registered a continuous fall since 1979, 

from as. 16.7 crores in 1979 to 16. 9. 2 crores by 1987. The 

fall may be attributed to the declining market popularity 

of preference shares due to non availability of secondary 

market and low yield. Similarly, if we consider the data 

on capital raised by non-government public l~mited 

companies, it is seen that the proportion of preference 

shares in the total has been negligible. For example, 

while an amount of as. 2.8 crores was raised through 

preference shares during 1982-83, the amount was even 

lower at Rs.0.8 crores during 1986-87, whicn correspond 

to 0.7 percent and 0.4 percent respectively. 

(b) Fall in proportion of investment in Corporate Sector : 

There was a noticeable fall in the proportion of 

investment in corporate sector. The share of corporate 

sector in the UTI's total investment which was 82.6 

percent by the end of June 1977 declined to 67.2 percent 

by the end of June 1987. 
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(c) Rising PrOportion o! investment in money at ca11 

with Banks and unsecured short term deposits 1 

The proportion of investment in assets under this 

category in aLl other assets was only 17 percent at the end 

of June 1g"l7 • since then it has continuously increased to 

reach 48 percent bythe end of June, 1987. 

(d) Investment in Government Securities 1 

The proportion of investment in government 

securities in totaL investments during 1986-87 was 10 

percent. Although the Trust was investing in government 

securities since inception the proportion has actually 

increased since 1980 reaching 10 percent by 1986-87. 

Earlier it was around 1 p 2rcent. 

We may conclude that the present policy o! the 

Trust is such that the proportion o! fixed income assets 

in the investment portfolio had shown a continuous rise. 

In this context we may quote the statement of S.D. Deshmukh 

the executive trustee in 1973, while commenting on the 

predominance of fixed income yielding securities. He had 

said; "The Trust is a young institution; it is customary 

for unit trusts to place greater e~hasis on fj.xed 

interest bearing securities in initial yearsn.(1) The 



I 79 I 

proportion of ecpities in the investment portfolio during 

1972-73 was 42.8 percent. In the context of the present 

proportion of 11 percent we have to say that the Trust 

has become younger than what it was during 1972-73 ! 

In regard to the ri si.ng propo:stion of fixed income 

assets in the UTI's portfolio, the authorities of the 

Trust state that it is du n to lack of good equities in 

the market, and most schemes introduced by the Trust 

guarantee a minimum MM4 return to the unitholders. As 

soon as funds are received at Head Office in Bombay, these 

are immediately· deplwed in the inter-bank call money 

market or bill market. Later, the money is invested in 

profitable securities such as equities, debentures or 

short term inter-corporate deposits. This indicates that 

the investment in these assets is a stop gap arrangement 

but it is seen that the proportion of these assets has 

been very high. During 1986-87, 25 percent of the funds 

were invested in money at call with banks. It is stated 

that it is necessary to in vest in these assets, as there 

is large inflow of funds dally ..,_ich cannot be invested 

immediately in profitable assets. If we consider the 

total sales of lb. 1,261 crores during 1986-87, on an 

average around 3i crores rupees were received every day 

by the Trust which must be invested immediately. In this 
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regard K N Atmaramani, General Manager (Finance and 

Investment) has stated "we cannot afford to keep the money 

idl.e even for a day. We have to pay our ~itholdei s 

dividend on the money they deposit with us from day one. 

It is like sitting in a taxi, the fare meter is always 

on". ( 2 ) In this respect it may be suggested that the 

Trust can minimise the investment in these stop gap 

investments by planning its investments before hand based 

on projected inflow of funds. I! this is clone, it may 

become possible that Trust always has some plans for 

profitable investments which can be carried out as and 

wen the funds · come in. This can help to increase 

income also. 

(B) InveStment in quoted and unquoted securities 

Another aspect of the pattern of in vestments of the 

UTI is distribution of investments in cpoted and unquoted 

securities. There was predominance of quoted securities 

till 1972-73; the share of unquoted securities was only 

around one percent of total investments. Since 1973-74, 

however, the share of unquoted securities has recorded a 

sharp rise, reaching 78 percent in 1987. The predominance 

of unquoted securities in the investment portfolio has 

advantages like fixed income and lesser capital risk if' 
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the unquoted securities consist of redeemable debentures. 

However, the chances of capital appreciation and the 

possibilities of higher income are lost. 

The distribution of investment in qpoted and 

uncpoted securities has an iuportant bearing on net assets 

value and thereby on the prices of units. While calculating 

the net assets value, the unquoted in vestment is considered 

at cost while in respect of quoted, market value is consi-, 

dered. Through proper selection of quoted securities it 

is possible to increase the net asset value per unit. 

But when a larger part of investment is in unquoted 

securities chances of appreciation in net asset value are 

reduced. 

(C) Industry-wise Investment 

The annual reports of the UTI publish information 

on industry-wise investment of the Trust. A look at this 

information for the last 23 years reveals that throughout 

the period the textile industry has claimed a lion• s share, 

though its individual share has varied between 14 percent 

and 25 percent. The industries whose proportion in 

investments has incrt:ased during ~e last 23 years include 

Chemical and Pharmaceuticals from 3% to 1994, Engineering 
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from 14% to 20}&, Transport Equipment s from 4% to 5%. The 

industries whose proportions declined are Cement from 14% 

to 4~, Iron and Steel from 8~ to 4%, Banks and Investment 

Coupanies from 6% to 0.8%. The industries whose proportions 

remained more or less stationary are Paper and Paper 

Products, Aluminium, Electric! ty Generation and Supply. 

(refer to Table 4.2). 

A look at the relative position of different 

industries indicate concentration of 1n vestment in a few 

industries. During 1986-87, 60J' of the funds were invested 

in only three industries, viz. Chemicals & Pharmaceuticals, 

Engineering and Textiles. In this context it may be 

suggested that the Trust should avoid concentration of 

investment in a few industries, which makes the return on 

investments of the trust unduly dependent on the performance 

of those industries wherein the investment is concentrated. 

A setback in the performance of these industries is bound 

to have an immediate and certain iq>act on the operating 

result of the Trust. It had actually happened with the 

Trust in 1968 when owing to a recession 1n the Engineering 

industry, the Trust had to be content w1 th lower rate of 

return from its investments, mainly equities, in this 

industry. This fact has been admitted by the Chairman of 

the Trust in his annual statement for the year ended 

June 30, 1968. 
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The management of the Trust should therefore arre'ist 

and reverse the tendency of concentration of investment in 

a few industries and d1 versify into a variety of industries 

and make it broad-based. The d1 versification will help to 

disperse risk which is tht rationale for small investors 

in investing in the Trust shares. 

The Trust was conceived as a business proposition 

and, therefore, its viability and future may be ensured 

only by managing it in a business-like way. The challenge 

to the Trust is formidable but not forbidding. 

UTI' s investors are in dark about the companies 

included in the investment portfolio of the Trust. 

Coapany-wise data about the securities held by the Trust 

are not published. Only the number G~ coupanies in the 

investment portfolio is published, but not category-wise, 

which is more relevant. 

III 1 METHODS OF IN VEsrMENT : 
---------------------

The Trust ac~ires securities through direct 

subscriptions, underwriting, private placement and through 

purchase in the secondary market. 
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(i) Underwriting a 

Tne UTI being an investment company, underwriting 

is a method of acquiring securities for its pDrt!olio 

ratner than an arrangement to guarantee success o! issues. 

Tbe UTI participates in new issues market through its 

activity of underwriting. Underwriting enables the UTI to 

acquire sound securities in large blocks at reasonable 

prices for its continv,ousl.y increasing investment 

resol.n'"ce s. 

(ii) Direct Subscription : 

Under this method, securities are acquired by 

directly subscribing to the public issues of coup.anies. 

This has been the most popular method of acquiring 

securities since 1983-84. Tne proportions of securities 

acquired through this method during 1985-86 and 1986-87 

were 79 percent and 55 percent respectively. 

(iii) Private placement of debentures : 

Through this method it becomes possible for the 

Trust to acq.tire debentures of a particular company 1n 

desired cpantity. Due to underdeveloped secondary market 

it becomes rather impossible to purchase debentures of a 

desired company in bulk. UTI can overcome this problem 
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through private placement. However, at the same time 

chances of acquiring debentures at a price lower than the 

face value are lost. 

(iv) Purchases in the Secondary Market : 

The Trust purchases securities from the stock 

market. As a public sector institution, it is e:xpected 

that the activities of the Trust in the market should help 

establish stability in the capital market. However, in 

this respect one may sa:y that the investors of the UTI 

are in dark about this respoaaibility of the Trust. 

Therefore, it may be suggested that tbe buying and selling 

of securities in the stock market for price stability 

should be minimal and occasional. In recent years it is 

seen that the participation of the Trust for this purpose 

has increased to a great extent. Either this should be 

changed or a provision may be made in the objectives of 

Trust for undertaking this responsibility. The UTI being 

a large institutional investor in the capital market, its 

sale and purchase activities have repercussions on prices 

of securities of different coq,anies. However, the annual 

reports do not give any information about the activities 

of the Trust in the secondary market. 
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IVa IWLICATIONS OF mVEsr.MENT POLICY 
-----~-------~-----------------
ON THE UTI 1 s DIVID~D RATE I 

--------------------------
The important sources of income for the UTI are 

dividend from equities, interest on debentures and other 

assets and capital gains from sale and purchase of 

securities. The annual reports of the Trust do not provide 

relevant information about the income earned from dividend 

and interest separately. However, data regarding profit 

on sale and redeq:,tion of investments is provided. In 

respect of income earned bythe Trust, we must remember 

that the Trust is not req.1ired to pay any income-tax on 

income earned by it. In addition, post offices am banks, 

also do not charge any commission for providing their 

services to UTI. 

While considering the income-earning capacity of · 

the investment portfolio, we shall classify the investments 

of the Trust into t-wo categories, viz. variable dividend 

earning securities and fixed income earning assets. In 

analysis of the distribution of investible funds over 

these two categories indicates that the proportion of 

variable dividend earning assets, as remarked earlier, had 

continuously declined since 1976-77, to reach 11 percent 

by end June 1987. The proportion of variable income 

earning and fixed income earning assets in the total 
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investment influences, in its turn, income earning ability 

of the Trust, and its dividend pa,y out. Income from fixed 

income earning assets largely depends on interest ceilings 

imposed by the Government. In case of variable dividend 

earning assets, however, there are chances of rising 

dividend and capital appreciation. However, there is also 

risk of capital loss and lower than expected dividend. 

But the UTI with its expertise in management and availability 

of large funds can reduce this risk by portfolio di versi

fication. When more and more funds are invested in fixed 

income assets, the capacity of the Trust to earn income 

becomes crucially dependent upon the prevailing interest 

rate ceilings. The policy of investing larger and larger 

funds in fixed income assets may i~ose serious constraints 

on income-earning capacity and thereby on the ability to 

declare dividend. 

In respect of rate of dividend to unit-holders, 

it is expected that the income which an investor can get 

from investment in units must be fa1rly higher than what 

he can get if he manages his own portfolio. In this 

context we can coapare the rate of d1 vidend declared by 

the UTI with average rate of dividend paid by companies 

included in the RBI study on finances of large public 

limited companies. This study reveals that the average 

rate of dividend was 12.7 percent during 1983-84, 14 
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percent in 1984-85 and 15.7 pe~cent in 1985-86. The RBI 

study, includes some loss making units as well. The rates 

of dividend on unit scheme 1964 for the same period were 

14 percent, 14.25 percent and 15.25 percent. This 

coaparison indicates that the performance of the UTI was 

not impressive. However, in case of investment in units, 

the unitholders, along with dividend income, get capital 

appreciation and in addition also enjoy tax benefits. 

The risk in investment in units is less and the investment 

has licpidity as the Trust is always ready to ruy back 

its units. 

At the time of launching of the Trust in 1961 , the 

then Finance Minister T. T. Krishnamachari had stated that 

investors could expect a higher rate of return on the 

ccpital invested in units of the UTI than other government 

sponsored savings schemes. The yield record of the unit 

scheme 1964 indicates that this eJq>ectation of the Finance 

Minister has not been realised. Upto 1985-86, the yield 

on this scheme was around 11 percent, while National 

Savings Certificates and Public Provident Fund earned 

12 percent interest. 

We may now summarise the important conclusions 

shown up by this chapter --
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(i) The pattern of distribution of investible funds 

in variable d1 vidend earning and fixed income 

earning assets should be changed in favour of 

equities. 

(11) Proper diversification of investment is necessary. 

(iii) The Trust should have an act! ve portfolio 

management to improve the yield. 

-o-
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YEAR Eouity 
Shares 

!@~-'!Ll 

~~~!-QE-~-~~~!~~--~~~ 

- - - - - - - - - - - - - - - - - - - - - - - - - - - - - - - - - - - - - - - - - - - - - - - - - - - - - - - -
1965 9.6 (38.7) 1.9 (7.8) 9.3 (,-,.a) 3.9 (15.7) 

1956 10.7 (41.3) 2.5 (9.7) 10.9 (42.1) 1.8 (6.9) 

1967 14.0 (41.2) 4.0 (11.8) 13.9 (41.2) 1.9 (5.8) 

1968 18.7 (38.2) 7.7 (15.8) 19.9 (40.9) 2.4 (4.9) 

1969 24.0 <:~.7) 9.3 (14.3) 26.9 (41.0) 5.2 (8.0) 

1970 31.5 (35.8) 11.9 (13.5) 37.2 (42.2) 7.5 (8.5) 

1971 39.7 (,-,.7) 13.1 (12.4) 40.9 (38.9) 11.5 (11.0) 

1972 44.6 (37.4) 13.9 (11.7) 41.9 (35.1) 18.8 (5.2) 

1973 60.7 (42.8) 14.9 (10.5) 48.1 (33.9) 18.2 ( 12.8) 

1974 77.9 (45.3) 16.4 (9.5) 53.2 (30.9) 24.5 (14.3) 

1975 81.8 (48.1) 16.3 (9.6) 57.7 (31.6) 18.0 (10.7) 

1976 91.6 (49.6) 16.2 (8.8) 55.8 (30.2) 21.0 (11.4) 

1977 99.9 (46.6) 15.8 (7.4) 61.8 (28.6) ,., .4 ( 17 .4) 

1978 112.,3 (39.0) 14.4 (5.0) 66.3 (23.0) 19.3 (6.7) 57.5 (20.0) 20.3 (6.3) 

1979 120.3 (29.9) 16.7 (4.1) 82.9 (20.0) 25.2 (6.2) 142.2 (35.4) 15.2 t4.4) 

1960 126.7 (27.2) 15.9 (3.4) 112.3 (24.0) 62.2 (13.3) 108.4 (23.2) 41.5 (8.9) 

1981 129.7 (24.8) 15.7 t~.o) 138.1 (26.4) 57.7 (11.0) 110.6 (21 .2) 66·5 ( 12 .7) 4.8 (1.7) 

1982 152.3 (22.4) 13.6 (2.0) 195.3 (28.8) 54.9 (8.1) 141.9 (20.9) 89.2 ( 13.1) 31.8 (4.1) 

1983 180.8 (20.8) 12.9 (1.4) 288.8 {33.2) 91.1• ( 10 .5) 221.7 (14.8) 115.4 (13.3) 51.8 (6.0) 

1984 214 .e < 11 .o) 11.8 (0.9) 487.9 {38.7) 117.8 {9.4) ( 17 .6) 133.5 (10.6) 73.8 (5.8) 
' 

1985 279.1 {12.6) 10.3(0.5) 830.9 { 37 .6) 247.1 (11.2) 471.6 (21.3) 170.7 (7.7) 199.3 (9.1) 

1986 370.7 ( 11.5) 10.4 (0.,3) 1.314.6 (40.9) 328.1 (10.2) 632.1 ( 19.5) 257.1 (8.o) 305.0 (9.5) 

1987 620.8 ( 1.3.6) 10.2 (0.2) 1804.9 (39.6) 338.8 (7.4) 1166.4 (25.6) 236.7 (5.2) 386·1 (8.4) 

------------------------------------------------- ------ --------
N. B. Figures 1n parentheses are percentages to total· 

Source : Un1 t Tr:ust of India, Annual Reports 1964-65 to 1966-87. 

( Rs. Crores ) 
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Year Cement Chemicals & Engineering Iron & Textiles Transport Others Miscellaneous Total 

Pharmaceuticals Steel & 
Enuipemnts - - - - - - - - - - - - - - - - - - - - - - - - - - - - - - - - - - - -- - - - - - -- - - - - - - - - ~ - - - - - - - - - - - - - - - - - - - - - -

1965 13.8 2.9 14.1 7.6 21.3 4.7 21.6 14.0 100 

1966 12.5 3.0 16.0 6.5 19.7 6.4 22.8 13.1 100 

1967 10.2 3.4 16.1 6.1 20.2 5.3 26.0 12.8 100 

1968 9.1 3.1 17.7 4.5 18.5 8.) 27 ·3 11.5 100 

1969 8.2 4.7 17.1 3.7 18.2 7.0 30.3 10.8 100 

1970 8.1 6.4 14.9 4.0 14.9 7.5 33.0 11.2 100 

1971 7.5 7.0 14.3 7.3 14.6 7.0 32.2 18.1 100 

1972 7.5 7.5 14.3 7.7 14.8 7.7 30.6 9.9 100 

1973 7.0 7.9 14.4 9.1 17.9 7.0 28.1 8.6 100 

1974 6.7 9.1 14.6 9.8 17.1 7.1 27.4 8.2 100 

1975 6.5 10.7 14.6 9.6 15.7 7.1 27.8 8.0 100 

1976 5.8 1$,3 14.7 9.6 16.5 6.9 27.4 7.8 100 

1977 5.1 13.7 13.9 9.0 16.2 6.6 27.6 7.9 100 

1978 4.3 14.0 14.2 7.9 17.2 7.3 27.6 7.5 100 

1979 3.4 14.7 16.2 7.0 18.5 7.5 23.9 8.8 100 

1980 4.0 15.8 17.2 7.0 17.2 7.0 22.7 9.1 100 

1981 4.0 14.4 16.4 8.0 17.0 6.5 25.5 8.2 100 

1962 6.1 14.6 15.6 6.9 18.7 5.1 25.5 7.5 100 

1983 4.4 1,.7 15.9 8.1 21.3 5.6 22.0 9.00 100 

1984 3.4 13.5 19.2 6.9 23.6 7.3 17.7 8.3 100 

1985 4.8 15.4 17 ~1 4.8 25.3 7.8 15.7 9.1 100 

1986 4.4 19.1 20.4 3.6 22.0 5.6 15.7 9.2 100 

1987 4.7 19.2 19.2 3.6 19.3 5.0 15.5 13.5 100 

- -- - - - - - - - - - - --- - - - - - - - - - - - - - - - - - - - - - ------ - - - -- - - - - - - -- - - - - - - - - - - - - - - - - - - - -
SOtRCE r The Annual R eporta o! the Unit Trust o! India • J 
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CHAPTER V 

UTI's PRICING POLICY 
----------------------------

The relevance of pricing policy to the unit

holders is clear in that it has significant bearing on 

capital appreciation of their investment portfolio. It 

is equally inportant to UTI, as it is basic to the 

operations involving sale and repurchase. Its importance 

is recognised by the UTI 'Nhich observes: "The fixing of 

actual sale and repurchase price is a matter of iuportant 

policy because ·by adopting a particular pricing policy the 

Trust can influence, other things being equal, sales and 

repurchases in the desired directions". ( 1 ) 

The UTI determines its sale price of units and 

varies it from time to time on the basis of formula price. 

Three elements are taken into account for the purpose of 

formula price determination. These are: (i) basic price 

of units reflecting the market prices of underlying 

investments, (ii) income from such investments, and 

(iii) incidental charges. 

The basic price per unit is arrived at by d1 vi ding 

the total market value of investments by the number of 
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units that have been issued and are outstanding. Apart 

from this basic determinant of price fixation, there are 

two other elements, mentioned above, that are usually 

taken into account. One is the income accrual 1'rom 

investments which a trust receives by wsy of dividend and 

interest, and the other is incidental charges which the 

Trust incurs in connection with the purchase and sale 

of securities in the market. The rationale of includ.ing 

the income element in the price of units is that the 

dividend that is paid to a unitholder pertains to the 

whole of accounting year irrespective of when units are 

purchased by him; that is, llhether he buys them at the 

beginning of the year or at any time later. The income 

that goes on ac[u,fing to a trust from its investment is 

therefore included in the price of a unit which in effect 

means that a person who buys later must in fairness psy a 

higher price for units. Incidental charges are eJrpenses 

like brokerage, commissivn, staup duty and other management 

expenses which a trust has to incur in connection with its 

investment operations, 

Though formula price is the basis of sale price, 

the Trust is authorised to deviate from the so-called 

formula price in the interest of the unitholders. 
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This analysis is for the Unit Scheme 1964. We 

have seen that the •ale price of units is based on 

formula price and the Trust has authority to deviate from 

the formula price in actual fixation of sale price. In 

fact it has been the deliberate policy of the Trust to 

keep the sale price below the formula price. Of the 

three factors necessary for formula price, information 

about only one factor viz. basic price or Net Asset. Value 

is available. Therefore, instead of formula price, sale 

price of unit is coq>ared with the net asset value per 

unit for each year. 

The annual reports provide information about 

total asset value as on 3oth June every year and the 

number of units outstanding. Net asset value per unit is 

calculated bydi viding the total net asset value with the 

number of outstanding uni+ s . 50 lakhs units are added to 

the total number of units published in the annual report, 

because this scheme has an initial capital of lb. 5 crores, 

contributed by different financial institutions. This 

initial c~ital of Rs. 5 crores is divided into 50 lakh 

units of Rs. 10 each, as the face value of units sold 

under this scheme is Rs. 10. The net asset value per unit 



I 94 

as on 3oth June every year is compared with the July 

special offer price of that year. This couparison 

indicates that sale price of units is lower than the net 

asset value per unit during the period 1968-69 to 

1986-87, with the exception of year 1974-75 (see table 

5. 1), which was an exceptional year in all respects. 

This means that units are sold at discount during the 

July special offer price. Not only during the special 

offer price but throughout the year units are sold at a 

discount. The maximum sale price is during May every 

year. Even if we compare the sale price during May with 

the net asset value per unit it is seen that the sale 

price is lower than the net asset value. The percentage 

of discount varies from year to year and there is no 

clear pattern. As a result of this sale price policy, 

the inco.tng unitholders are benefited since they are 

able to purchase an asset of higher value at a lower 

price. 

It is seen from information furnished 1n Table 

5.1 that units were sold at a price higher than the net 

asset value per unit dur~ng the period 1966 to 1969. 

During these years the net asset value per unit was less 

than the face value of lb. 10. These were the initial 

years of the Trust and it was thought that the investors 

might lose confidence in the Trust if units were sold at 
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a price lower than the face value. The reason for selling 

units at variance with formula p~ice is found to be a 

deliberate policy decision. "As a matter of deliberate 

policy the Trust has fixed the actual sale prices of 

units well bel.ow the formula price having regard to the 

need of making units attractive among investing public."{ 2 ) 

Further, UTI states: "in actual practice, the 

Trust, as a measure of deliberate policy, has kept the 

sale price of units 111.1ch below the formula price in order 

to keep its units at attract! vely low level throughout 

the year with a view to popularising them as a good and 

sound medium of investment among the potential investors, 
income 

particularly alllong with small and mediuD!fgroups from wom 

it primarily seeks to .obili~e savings". (3) 

The policy is based on the assumption that selling 

units at a discount will attract investors. But the 

effect is likely to be opposite as, on account of keeping 

the sale price below the net asset value, the repurchase 

price has also been kept much below the net asset value. 

As a result the benefit of capital appreciation has not 

been passed on to the unitholders. Consequently a 

rational investor might think that the investment in units 

is no different from investment in national savings 

certificates, fixed depos.l.ts with banks and post offices 
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which yield regular income and do not yield any benefit 

of equity investment. For making units attractive the 

long term interests of the unitholders Should be protected. 

The present pricing policy favours the incoming unit

holders by selling the units at a discount. This benefit 

to the new uni tholder s is likely to be cancelled thereafter. 

The UTI should keep the sale and repurchase price of units 

nearer to its formula price which gives a fair 

approximation to the value of underlying securities. The 

unitholders should be aware of the fact that the price of 

units may change according to changes in the prices of 

underlying securities. In fact, it is the most important 

benefit of prices being fixed by the Trust. 

The UTI is also conscious that the pricing policy 

should be such that it can give benefits of capital 

appreciation to the unitholders. In this regard we may 

quote the following statement of S.D. Deshmukh, the 

Executive Trustee of the UTI, "The Trust has to look to 

the interest of its three types of unitholders, viz. (1) 

those who choose to remain with the Trust, (ii) those 

who want to join the Trust and (iii) those who ·want to 

leave the Trust. It is true that the sales woUld . be 

stimulated if units are offered at par. But it would not 

be proper to offer always an asset which has appreciated 



in value, at par, nor would it be possible to pass on 

any appreciation to the outgoing unitholders if sales 

invariably take place at par." (4 ) 

Actually, in practice, we find that the policy 

adopted by the UTI deprives the outgoing unitholders of 

proper capital appreciation. 

During initial yea:. s, units were sold at par 

w1 thout any service charges. In all other countries we 

find that units are sold at a price inclusive of service 

charges. In India units are sold at a uniform price 

irrespective of the size of purchases. This is contrary 

to what is seen in other countries where prices are low 

for bulk purchases. The reason for uniform price being 

charged by the UTI may be that it was established basically 

to cater to the needs of middle income group whose 

purchases are mostly in small numbers. 

A proper policy would be to make the investors 

think, not in terms of face value of Rs. 10 but in terms of 

asset value. In this context we may mention that under 

the UTI Act the Units have been given a face value of 

Rs. 10 per unit. This is an unnecessary complication. A 

unit siaply represents a participation 1n the equity of 

the Trust. Thus, if there are 1,00,000 units each unit 
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has 1,00,0ooth share in income and assets of the Trust. 

The true nature of unit investment would have been made 

clearer to the investor if they were made to think not 1n 

terms of face value but in terms of intrinsic value. (S) 

We may conclude that the pOlicy of selling units 

at a price lower than the formula price may benefit the 

incoming unitholders but it is against the outgilting unit

holders. 

Repurchase price is iq,ortant from the point of 

view of the unitholders as it determines capital apprecia

tion 'Which an investor can receive. The basis of 

determination of repurchase price like the sale price 1n 

terms of provisions of Unit Scheme 1964, is the forllllla 

price. The forDlll.a price co~rises the net asset value 

per unit, reduced by rede~tion charges to be incurred by 

the UTI in relation to the realisation of investments. 

The capital appreciation ~ich an investor can 

receive depends upon the price be has to pay for purchase 

of units and the price which he gets wen he resells the 

units to the UTI. In this context, the repurchase price 

fixed by the Trust becomes very crucial. The net asset 



value per unit from year to year represents the 

appreciation in investments of the UTI, whil.e the 

repurchase price from year to year represents the 

appreciation 'Which a unitholder can get on his 

investment. 
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Now we may atteupt an analysis of ..nat part of 

appreciation in net asset value is being passed on to 

the unitholders. For this purpose we shall compare the 

net asset value on 3oth June every year with the repurchase 

price during July in that year. e.g. the net asset value 

per unit as on 3oth June 1987 was as. 15.56 and the sale 

price during July 1987 was as. 13.00 and the repurchase 

price was as. 12.40. 

The policy regarding repurchase price is 

influenced by the policy regarding sale price. The 

repurchase price based on formul.a price will be less 

than the net asset value per unit. But as sale price is 

fixed at variance with formul.a price, the repurchase 

price has also to be at variance with the formula price. 

The repurchase price during the initial years of 1966 

to 1969 and during 1g'f4-75 has been higher than the net 

asset value per unit. Thus, during this period, the 

outgoing unitholder gained at the cost of the continuing 

unitholders. 
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A possible reason for keeping the repurchase 

price above the net asset value per unit in these years 

may be the fact that the net asset value per unit during 

these years was less than the per unit par value of Rs. 10. 

Therefore, adopting formula price WOuld have resulted in 

a cepital loss to the investors as the sale pTice during 

these years was Rs. 10 or more (refer table 5.1). 

The repurchase ,price during all these years, 

except in the years mentioned above, has been much below 

the net asset value per unit, which had ranged between 

Rs. 9. 50 to Rs. 15.50 'While the repurchase price ranged 

between Rs. 10 to Rs. 12.40. Due to this peculiar pricing 

policy, the appreciation in net asset value per unit has 

not been completely passed on to the unitholders. Thus 

it is clear the pricing policy being followed by UTI is 

unfavourable to the outgoing unitholders. 

The UTI seems to be essentially interested in 

keeping the sale and repurchase price nearer to the face 

value of Rs. 10 rather than bringing it closer to the net 

asset value or the formula price. This is evident by the 

fact that the sale price of a unit during the month of 

July varied within a range of Rs. 10 to Rs. 13 and the 

repurchase price varied w1 thin the range of Rs. 10 to 

Rs. 12.40 during the period 1964-87. The UTI may change 
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this policy and allow the prices of units to fluctuate 

according to the net asset value per unit, or may 

consider the idea of market determination of prices of 

units. 

In light of the UTI's pricing policy and its 

implications on the return to the unitholders, we may 

examine the possibility of leaving the determination of 

prices of units to market forces of demand and supply. It 

is clear from the above discussion that due to peculiar 

pricing policy of the Trust the appreciation in the net 

asset value per unit has not been passed on to the unit

holders. In initial years the policy of the Trust fixing 

prices of units was adopted to protect the investors 

!rom the vagaries of secondary market. During 1960s as 

the capital market was not much developed, this policy 

was considered beneficial to the investors. But now as 

the capital market is developed a re-examination of this 

policy is called for. The UTI may considering leaving the 

price of the units to be determined by market forces. In 

respect of Master Shares of the UTI this policy has already 

been adopted and it is seen that the Master share-holders 

are able to get a reasonable appreciation of their 

investment. For example, when issued in 1986 the price 

of Mastershare was Rs. 10; · on 2/11/1989 the price of 

Master share was !G. 16.15 i.e. the Masthershare holder has 



I 102 I 

received a 61.5 percent capital apprec~ation. In case of 

unit scheme 1964, however, the sale price of unit was 

Rs. 13 1n 1986 and on2/11/1989 the repurchase price was 

Rs. 13.65i.e. the investor has received an appreciation of 

a mere 5 percent. 

There are ofcourse, disadvantages of prices being 

fixed by market forces. Basically, there is the risk of 

capital loss but then investment in units is not a riskless 

investment but a risky investment although the risk is 

reduced or minimised through d1 versification and expert 

management. Investors should be made to understand that 

the investment ·in units is subjected to all those risks 

involved with ecpity investment though risk is reduced by 

holding a properly d1 versified portfolio. 

If it is not feasible to let the prices be 

determined by market forces, then, at least an effort 

should be made to fix the prices nearer the formula price 

. Z!ather than the face value of Rs. 10. If the prices of 

units are fixed by market, the prices of units and changes 

therein can become an indicator of the performance of the 

Trust. 

One who has invested in 1964 under Unit Scheme 

1964 will get a princely capital appreciation of as. 2. 60 
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after 24 years, if he were to sell on July 1st 1988. This 

speaks for itself regarding the service rendered by the 

UTI to common man of converting his individual savings, 

into fruitful equity investment, for wnose benefit it was 

established. 

In the light of the foregoing discussions, it is 

apparent that the entire price policy of the Trust needs 

to be reexamined and rationalised. 

g2!e!!~!29-2f-~~~9~~~~29-~9-~~~-~!!!~-Y!!~!-2f-~~ 

~!!-~~-~~!~-~~~~-~~~2~-~~!~~§ s 

After outlining the implications of pricing policy 

of the Trust on unit-holders• return, we shall atte~t 

an analysis which will, give us an idea about possible 

appreciation in investment portfolio of the Trust. The 

annual percentage appreciation in the NAV of the Trust 

is compared with the yearly appreciation in the security 

price indexes published by Financial E>epress and Economic 

Times in the last week of June. A. looRat this couparison 

(see Table 5. 3) reveals that the percentage appreciation 

in NAV has been broadly in conformity with the index 

numbers of Economic Times and Financial E>epress. In the 

first decade of operations, the average appreciation in 

NAV o! the Trust was 20 percent while that of Financial 



: 104 ' 

Express and Economic Times was only 4 percent. During 2nd 

decade the appreciation in NAV of the Trust was 2:1 percent 

and that of Economic Times and Financial. Express was 17 

percent. In the last 2 years i.e. during 1985-86 to 

1986-87, the average appreciation in NAV of Trust was 5 

percent while that of Financial Express and Economic Times 

around 3 percent. 

The conclusion at which we arrive at after 

discussions is that the UTI policy of keeping the actual 

prices at variance :from the formula price needs a change 

in order to provide the benefit of a resonable capital 

appreciation to the unit-holders. 

NOTES J 

1. Unit Trust of India, Review of a Decade of 
Operations, Bombay, 1974 p,3 

2, Ibid, P. 1 

3. Raj J • s. , Unit Trust of India, Commerce 
Pa..ophlet-75, Bombay, 1974, p.2 

4. Deshmukh, S.D. ' Unit Trust of India : 
A Rejoinder regarding UTI's Pricing Policy', 

The Financial Emress, June 12, 1972. 

5. Gupta L.c. Changing structure of Industrial 
Finance in India, London 1969, p. 75. 



TABLE 5.1 ---------
Deviation of Sale Price of Units 
under Unit Scheme 1964 from N A V 

---------------~------------------
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- - - - - - - - - - -- - - - -- - - - - - - - - - - - - -
Year end Net assets Sale Price Deviation of 
June 30 value per 

unit (Rs) on 
yer unit 

Rs) July 
sale p·rice 
from NA V (Rs) 

1st July ---- - - - - - - - - - - - - - - - - - - - - - - - - -
1965 10.00 10.00 NIL 
1966 9.83 10.15 +0.32 
1967 9.74 10.00 +<>.26 
1968 9.50 10.00 +0.50 
1969 ·9•98 10.10 +<>.12 
1970 11.00 10.20 -o.8o 
1971 11.10 10.50 -0.60 
1972 10.91 10.60 -0.31 
1973 10.74 10.45 -0.29 
1974 10.88 10.45 -0.43 
1975 12.08 10.30 -1.78 
1976 9.52 10.25 +0.73 
1977 10.33 10.30 -0.03 
1978 10.86 10.70 -0.16 
1979 11.55 11.25 -0.30 
1980 12.38 11.50 -0.88 
1981 12.57 11.75 -0.82 
1982 15.00 11.50 -3.50 
1983 13.79 12.00 -1.79 
1984 14.84 12.25 -2.59 
1985 14.81 12.60 -2.21 
1986 17.99 12.75 -5.24 
1987 15.56 13.00 -2.56 

- - - - -- - - - - ~ - - - - - - - - - - - - - -- - -
Source 1 Annual Reports of the UTI. 
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------------ ------------------ -Year ended 
Juna 30 

1965 
1966 
1967 
1968 
1969 
1970 
1971 
1972 
1973 
1974 
1975 
1976 
1977 
1978 
1979 
1980 
1981 
1982 
1983 
1984 
1985 
1986 
1987 

Net Assets 
value per 
Unit (Rs) on 
1st July 

10.00 
9.83 
9.74 
9.50 
9.98 

11.00 
11.10 
10.91 
10.74 
10.88 
12.08 
9.52 

10.33 
10.86 
11.55 
12.38 
12.57 
15.00 
13.79 
14.84 
14.81 
17.99 
15.56 

Repurchase 
price in 
July (!e) 

10.00 
10.00 
10.00 
10.00 
10.05 
10.20 
10.20 
10.25 
10.25 
10.05 
10.05 
10.05 
10.45 
10.95 
10.80 
11.05 
10.90 
11.40 
11.65 
12.00 
12.15 
12.40 

- - - - - - - - - - - - - - - - - - -
Source s Apnual report of the UTI. 

Deviation o:f 
Repurchase 
Price-Net 
assets value 
per unit 

N.A. 
+0.26 
+<>.50 
+<>.50 
+<>.02 
-0.95 
-0.90 
-0.71 
-0.49 
-0.63 
-2.03 
+0.63 
-0.28 
-0.41 
-0.60 
-1.58 
-1.52 
-4.10 
-1.39 
-1.19 
-2.81 
-5.84 
-3.16 

- -- -
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A comparison of the appreciation of the 
NAV under Unit Scheme 1964 and Different 

-------------~!!~-~9~!~!--------------
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- - - - - - - - - - - - - - - - - - - - - -- - - ---UTI Year Economic Financial Reserve 
Times Express Bank of 

India 
------ ------ - - - - - - - - - - - - ------
1966 3.56 1.28 -6.99 15 

1967 -4.19 -2.57 6.85 29.55 

1968 13.28 9.62 - 4.44 50.88 

1969 24.04 25.84 13.42 42.91 

1970 -0.90 1.22 8.99 36.62 

1971 -1.53 -0.20 4.49 10.10 

1972 -3.67 -3.70 -5·00 4.64 

1973 14.83 18.60 -3.60 6.73 

1974 29.76 26.21 18.88 35.03 

1975 -32.9' -30.73 -1.83 -26.21 

1976 18.45 26.77 -13.51 14.64 

1977 9.50 9.94 6.18 13.37 

1978 11.87 10.69 3.37 20.58 

1979 20.16 18.51 21.42 20..55 

1980 -0.08 0.15 9.82 10.99 

1981 38.75 11.52 40.73 

1982 -18.75 -13.47 18.90 5.06 

1983 23.03 15.60 -7.15 28.70 

1984 -0.41 1.54 13.50 23.60 

1985 69.60 88.55 8.78 96.71 

1986 12.98 19.62 62.66 15.35 

1987 3.99 -13.96 4.06 -5.00 

- - - - - - - - - -- - - - - - - - -- - --- - -- - - -
§gurces s 

1. Annual. r!mort ~ of the UTI. 

2. RBI : R!!Eort on Currenc~ and Finance (Various issues) 

3. Financial E~ress and Economic Times (Various issues) 
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CHAPTER VI -------------

Functioning from Feb 1, 1964 the UTI, till recently 

was the only public sector investment institution in 

India \lbich was mobilising savings of the masses for 

investing in securities of reputed coupanies and distri

buting the income derived therefrom among its unit-

holders through annual dividend. Thus it gives every 

investor a chance to have a stake ( may be very limited ) in 

number of selected Indian corporate units, without worrying 

about the safety, liq..Udity and profitability of such 

complicated and Sensitive investments. 

institutions 
Public Sector financial.Lare criticised for poor 

performance and :tor falling short of what is expected from 

them. Here, however, one must remember that a private 

sector entrepreneur is responsible to himself' and his 

shareholders for his actions and hence can take calculated 

risk and get the resultant benefit. Transfer the same 

person to any public institution and he may crack down 

under the pressures of accountability for all his decisions. 

The public responsibility is stated to be a big handicap. 

The objective of a private sector investment is purely 

economic and financial, wt.J.le a public investment is bound 

by its responsibilities towards the state besides to its 

Shareholders. A public investment institution has to 
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support our country's infrastructure such as electricity, 

water supply, sewage, housing, land, development, et~.etc. 

Investment in these areas can not fetch a return equal to 

that in other areas in regard to profitability. The UTI 

being a public sector investment institutionJits performance 

is to be judged against this background. 

While considering the special features of the UTI, 

1 t is mentioned that the management and trustee ship 

functions are combined in the Board of Trustees. In this 

respect there is a need to effectively bring about a 

divorce between management and trusteeship. The conservative 

investment policy of the Trust may be due, to a great extent, 

to the combination of management and trusteeship in terms 

of the UTI Act, 1963, in Board of Trustees. This is in 
. where 

sharp contrast to the practice in other countriesLthere 

are three constituents, viz. trustees, managers and members. 

Trustees are responsible for safe investment of the funds 

while the managers are entrusted w1 th the management of 

funds. Therefore, in respect of the UTI a d1 vorce between 

management and trusteeship with well organised rights and 

duties of each may be a better arrangement. This wou1d 

introduce more dynamism and at the same time would 

provide greater internal check and safety of funds. 
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A look at the constitution of the Board of Trustees 

reveals that the unit-holders do not have any representation 

on the Board of Trustees. Therefore, it may be suggested 

that some provision may be made to provide representation 

to the unit-holders. 

Although the Trust has made all-out ef:forts ·to mop 

up savings o"L different sections of the society, it is 

not known :for aggressive salesmanship. The units are sold 

directly through the offices of the Trust, post offices, 

branches of banks, brokers of recognised stock exchanges 

and agents of the UTI. These institutions and individuals 

lack enthusiasm and have not put in intensive efforts to 

boost up sale of ·units,may be due to low rates of commission. 

Encouragement may be given by raising the rates of 

commission and/or through some other measures. 

The object! ve of the Trust i..s to • endeavour to 

mobilise increasingly a larger volume of savings of the 

community and channel these into productive investment 

thus assisting the growth and development of the economy. ( 1 ) 

UTI's role as a mobilizer of savings is to be judged by 

the amount of net sales i.e. gross sales minus repurchases. 

The analysis of net sales presented in Chapter III reveals 

that though there is a substantial rise in absolute amount 
,, 

of net sales over the years, the share of the UTI. 18. 

gross savings of the household sector held 1n the :form 
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o! !inaocial assets is very low, around 4 percent in 1967-

BB. It share was around 1.0 percent only upto 198~84. 

This only shows that it has not succeeded significantly 

1n its endeavour to mobilise savings. Its success can 

only be termed as moderate. The introduction of new schemes 

has helped the Trust to improve its proportion in the 

financial assets held by the household sector. In this 

regard it Jl18:i be mentioned that though the UTI Act, 1963, 

was amended as early as in 1966 to enable the Trust to 

launch new schemes and savings plans including a savings 

cum insurance plan, new schemes were launched much later; 

!or exaDple Unit Linked Insurance Plan launched in 1971, 

was the second scheme after the original Unit Scheme 1964. 

The third scheme viz. The Scheme !or Charitable and 

Religious Trusts and Registered Societies was introduced 

after a gap o! another 10 years, in 1981. The launching 

of new schemes to suit the investor preferences actually 

gathered momentum in 1982. This could have come earlier. 

One !actor responsible for the Limited success of 

the UTI in mobilisation of savings may be the fact that 

only a small geographical area has been brought w1 thin 

the sales network of the UTI in any significant sense. 

80 percent of the population resides in villages and 50% 

of the national income comes from agricultural sector. 
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The Trust had almost no approach to this section of the 

society. An effort has been made only recently to reach 

rural masses by utilising the marketing force of reputed 

fertllizer companies. As already brought out from the 

analysis in the Chapter III, a major contribution towards 

the net sales for almost all schemes is from western 

region and within western region the Bombay office's share 

is substantially high. It is, therefore, desirable to 

have a strong country-wide organisation for popularising 

units among masses. In co1 laboration with the branches 

of banks, the UTI's message should reach the interior of 

the country with such schemes as would suit rural folk. 

Rural people, ell)ecial.ly the farmers, can not get benefit 

Of July ll)eCial offer price because in July the)' themselves 

need funds for agricultural activities. If units are sold 

at concessional price during harvest time or immediate 

post-harvest time, it may enable rural people to invest 

in units. 

As pointed out in the chapter on investment policy, 

the inabUity of the UTI to mobUise larger savings is 

perhaps basically related to its investment and pricing 

policy. The UTI is not knoWl for its dynamic investment 

policy. Its investment policy is conservative as indicated 

by a large proportion of debentures in its investment 

portfolio. As earlier mentioned, in the year ended June 

1967, the proportion of fixed income assets in the 
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aggregate investment portfolio was around 90 percent and 

only 10 percent of the total investible .tunds were invested 

1n equities. As a reaU. t the UTI has not been able to 

offer adecpate return to their investment to its unit

holders. Al. though the Trust has gradually increased 

dividend under almost all schemes, the dividend .paid by 

the UTI does not compare favourably with the return on 

equivalent risk class investments. It is therefore nece

ssary for the Trust to pay a dividend at least equal to 

the average corporate d1 vidend. The rate of d1 vidend 

declared is on face value but the investor has to purchase 

the units at a price higher than the face value and hence 

the d1 vidend yield is always lower than the declared rate 

of dividend. For exaq>le, although the d1 vidend rate 

under Unit Scheme 1964 was kept constant at 9 percent 

during the period 1976-77 to 1978-79, the effect! ve or 

actual rates of d1 vidend during the same period were a. 7 

percent, 8.4 percent and s.o percent respectively. The 

return on investment is an important parameter in invest

ment decisions of an investor. The relatively low rate 

of dividend on units has been an obstacle in efforts 

made by the Trust to mobilise the savings on a large 

scale. 

The Unit Trust lays greater emphasis on tax 

benefits to the unit-holders which have been stepped up 

gradually and consistently. These concessions are 
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however more beneficial to rich and tax-paying in vesting 

class as revealed by the following table. 

Effect of Income Tax concessions on the rate of 
------~~g!eg-~2!-~!-Y!!--12!§ ______________ 

Income Slab (Rs.) Rate of Tax Gross 
d1 vidend (~) advantage (%) Return 

8001 - 15000 8.75 1.15 10.6 

15001 - 20000 .. 2.15 10.9 

20001 - 25000 .. 3.35 12.1 

25001 - 30000 " 4.35 13.1 

30001 - 50000 .. 6y85 15.6 

50001 - 70000 " 10.65 19.4 

70001 - 100000 " 13.45 22.2 

Over 1, 00,000 " 16.95 25.7 

Tax concessions are not certainly of much value to 

relatively small investor mainly for whom the UTI was 

(%) 

e stabli sh:ed Tax concessions are not substitutes for a 

more meaningful investment policy and by themselves cannot 

be sufficient to stimulate public response. 

The relatively low rates of dividend have been the 

result of the investment policy followed by the Trust. The 

UTI has paid little attention to equities and during recent 
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years the proportion of ecpities in total investment is 

continuouSly declining. The almost total concentration 

of the UTI · on fixed income assets is certainly not 

indicative of sound investment management. The UTI, unlike 

individual investors, has the resources and ability to 

diversity away the risk. Its emphasis should be on encou

nt~igg and reducing rather than avoiding risk. Thus 

there is an urgent need !or rethinking over the investment 

policy on the part of the UTI. 

Another aspect which influences the return to the 

investors is the pricing policy of the UTI. Eventhough 

the Trust is aw&Te of the iq,ortance of proper pricing 

policy, in practice it is adopting the one which is having 

almost an opposite effect. It keeps the sale and repurchase 

price of units deliberate1y below the formula price. 

Moreover, it does not allow the unit prices to :fluctuate . 

in accoreance w1 th :fluctuations in the market value of 

underlying securities. The tendency is to keep the pride 

nearer to the face value of IG. 10. Due to this peculiar 

pricing policy, incoming unit-holders are benefited at 

the cost of existing unit-holders. Similarly, the outgoing 

unit-holders can not get adecpate capital appreciation. 

It is seen from the chapter on pricing policy that the 

Net Asset Value of the investment under Unit Scheme 1964 

has changed in accordance with the market indexes 
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but this appreciation is not passed on to unit-holders due 

to specific pricing policy of the Trust. In this respect 

it may be suggested that there is an urgent need !or 

rationalisation o! the pricing policy. 

Till recently, the UTI had a monopoly in this field. 

The move o! the Government o! India to allow Banks and 

Life Insurance Corporation o! India to start mutual funds 

is really a welcome move since it makes this tield 

competitive and one can e~ect a better efficiency and 

higher yields !rom the UTI due to this coq,etition. 

As UTI is a public sector investment institution 

operating with public funds it may be suggested that some 

body be established !or periodical evaluation o! the 

activities o! the Trust. 

NOTE s 

1. R. s. Bhatt, UTI and Savings Mobilisation, Economic 
Times, July 20, 1967. 



BIBLIOGRAPHY --------------
BOOKS s -----
Avadhani, V.A., studies in Indian Financial System, 

J aico Publishing House, Bombay ( 1978). 

Bellemore, D.H., Investment Principles, Practices and 

Analysis, Simmons Boardman Publishing Corporation, 

New York ( 1963). 

Bhole, L.M., Financial Markets and Institutions Growth, 

structure and Innovations, Tata McGraw - Hill Publishing 

Company Ltd., New Delhi ( 1982). 

Bullock, H, The story of Investment Companies, Columbia 

University Pre~s, New York, ( 1959). 

Dagli, Vadilal, (Ed), Financial Institutions of India, 

Vora and Co. Publishers Pvt.Ltd, Bombay, ( 1975). 

Goyal, O,P,, Financial Institutionr&:> and Economic 

Growth of India, Light and Life Publishers, New Delhi, 

(1979). 

Gupta, L. C., Changing S1.~·ucture of Industrial Finance 

in India, Oxford, Claredon Press, ( 1969). 

Joshi,M,S. Financial Intermediaries in India, 

University of Bombay, Bombay (1965). 

Kucchal, s.c,, Corporation Finance - Principles · and 

Problems, Chaitnya Publishing House, (1985). 



Khan , l'l.Y., Indian Financial SystemcTheory and 

Practice, Vikas Publishing House, New Delhi, (1980). 

Shan bag, A.N., In the Wonderland of In~~stment, J aico 

Publishing House, Bombay ~ 1980). 

Shrivastava,_, R.l11., Management of Indian Financial 

Institutic:ns, Himalaya Publishing House, Bombay (1984). 

Weissman, R.L., :tnvestment Made Easy Througl:l M.ltual 

Funds and Closed-End Investment Companies, Harper and 

Brothers, Publishers, New York, ( 1962). 

REPORTS 1 

The Report of Indian Central Banking 

Encpiry Committee (1931). 

of 
The ReportLthe Committee on Finance for 

Private Sector (Shroff Committee) (1954). 

The Report OD a study of M.ltual FUnds 

prepared for Securities Exchange Commission by the 

Wharton School of Finance and Commerce, u.s. Govt. 

Printing Office, Washington, ( 1962). 

The Report of the study Group on Non 

Banking Financial Intermediaries, Banking Commission, 

Govt. of India, Bombay, ( -:'971 ). 



The report of the Committee to Review the 

functioning of Financial Institutions. Evidence on financing 

of Industry_· and Trade Volume VII, Her Majesty' s Office 

London (1976). 

IDBI 

RBI 

UTI 

ARTICLES : 

i) Annual r < orts various issues. 

ii) Reports on development banking. 

i) Reports on Currency and Finance 

various issues. 

ii) :t-bnthly bulletins various issues. 

Annual reports various issues. 

Bapat L.G., Why UTI has failed to grow, F .E. 12 June ( 1972) 

Bhagat, M., In Units we Trust, Business India, October ( 1986) 

Bhatt, R.S., UTI's Role in ·'SUstaining Capital Market, 

Suppliement to Capital 3oth December, (1971) 

Deshlwkh, S.D., The UTI's role in Providing Industrial Financial 

Supplement to Capital, January 10, ( 1973) 

<.Zandhi, J .c., Unit Trust an EvaluatioJl., Economic Times, 

(Daily) Bombay, May 30, (1969). 

Khan, M.Y., Institutional Underwriting in India~ 

Artha.vijnana, Volume 13, No.1, March, ( 1971) 



Khan M. Y., New Is sue Market and Company Finance, Economic 

and Political Week~' , Bombay, Volume !12, No. 9, 

Febru~ 26, (1977). 

Krishnamachari, T .T., Unit Trust is designated to Savings 

The Economic Times,(Daily), Bombay, July, 2, (1964). 

Merchant, K. T., The Unit Trust Mysterious Work 1ng. 

The Economic Times, (Daily), Bombay, March, 30, (1989). 

Raj, J. s., Unit Trust o£ India, Commerce Pamphlet No. 75 

( 1974). 

Unit Trust o£ India, The Unit Trust a Rejoinder, The 

Economic Times, (Daily), Bnmbay, April, 11, (1989). 


