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How Does a Mutual  
Fund Work? 
 
What is a Mutual Fund? 
 
A mutual fund is an investment vehicle that pools money from multiple investors to buy a diversified portfolio 
of stocks, bonds, or other securities. It is managed by professional fund managers who make investment 
decisions on behalf of the investors. 
 
 
1. Pooling of Funds: Investors contribute their money to the mutual fund, and this pooled money 

is used to purchase a mix of different assets. 
 
2. Professional Management: The fund is managed by experienced professionals who analyze the 

financial markets, economic conditions, and specific securities to make informed investment decisions. 
 

3. Types of Mutual Funds: There are various types of mutual funds, such as equity funds 
(investing in stocks), bond funds (investing in bonds), balanced funds (mix of stocks and bonds), 
money market funds (short-term debt securities), and index funds (tracking specific market 
indexes). 

 
4. Diversification: The mutual fund spreads its investments across various assets, such as 

stocks, bonds, or both. Diversification helps reduce risk since the performance of individual 
assets may vary. 

 
5. Net Asset Value: The value of each mutual fund share is represented by the Net Asset Value, which 

is calculated daily based on the fund's total assets minus liabilities. The NAV per share fluctuates with 
changes in the value of the fund's holdings. 

 
6. Prospectus: Before investing, investors receive a prospectus that contains essential information about 

the fund's objectives, strategy, risks, fees, and past performance 
 

7. Open Ended Structure: Most mutual funds have an open-ended structure, allowing investors 
to buy or sell shares at the current NAV. This ensures liquidity and flexibility for investors. 

 
8. Fees and Expenses: Mutual funds charge fees, including management fees and operating 

expenses. These costs impact the overall returns for investors. (Log onto the Start Right website or Start 
Right mobile to find the Expense Ratio’s for each of your plan’s investments). 

 
 



Dollar Cost Averaging 
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Advantages of Mutual Funds: 
 
1. Diversification: Investors gain exposure to a broad range of assets without needing to 

purchase individual securities. 

2. Professional Management: Expert fund managers make investment decisions based on 
their research and market analysis. 

3. Liquidity: Investors can buy or sell shares at any time, making mutual funds more liquid than 
some other investments. 

4. Affordability: Even with a small investment, investors can access a diversified portfolio. 

5. Regulation: Mutual funds are regulated by government authorities, providing a level of investor 
protection. 

 
 

Mutual funds are a popular investment option for individuals seeking a diversified portfolio 
managed by professionals. However, it's essential to understand your investment goals, risk 
tolerance, and the specific fund's objectives before investing. Always read the prospectus and 
consult with a financial advisor to make well-informed decisions that align with your financial 
objectives. 

 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
Disclaimer: The information provided in this handout is for educational purposes only and should not be considered as 
financial advice. Consult with a qualified financial advisor to discuss your specific situation and investment needs. 
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