
Guide to 
mutual fund 
investing
Start with the basics



Pursue your 
financial goals
Why do you invest? For a rainy day? A secure retirement? Funding a college 

tuition? Having a specific goal in mind will help you make investment decisions 

that can help you meet your goal, like the type of mutual fund to choose. While 

their features and individual objectives have evolved over time, the most funda-

mental advantages of mutual funds have remained unchanged since they became 

available―professional investment management and diversification.
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This guide is designed to help you:

■ Discover the benefits of mutual funds 

■ Understand the various types and classes 

of mutual funds

■ Decide which types of mutual funds 
and share classes may align with your 
financial goals

Investing made simple

Mutual funds help to make investing approachable, affordable, and easy for all 

levels of investors by providing access to many types of securities. This is a 

valuable benefit for most investors, because most individuals do not have the 

time or resources to research and purchase the broad mix of individual securities 

found in a mutual fund. 

The wide availability of different types 

of mutual funds allows you to build a 

diversified portfolio that can help you 

reach your financial goals at a lower 

cost than doing it on your own.

You don’t need to be an investment 

advisor or stockbroker to buy mutual 

funds, especially if your investment 

needs are simple. An investor who 

lacks the resources to manage their 

own investments can let a professional 

handle all the securities and analysis.

A mutual fund is a professionally managed 

investment vehicle that pools money from many 

investors to invest in securities such as stocks, bonds, 

money market instruments, and similar assets.
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■   Professional money management.

Experienced investment managers 

monitor the financial markets and the 

economy, and research companies 

or organizations offering stocks or 

bonds―referred to as securities―

for purchase. The manager makes all 

investment decisions on behalf of all 

investors such as whether to buy, sell, 

or hold a particular security.  

■   Increased diversification. A mutual 

fund’s assets are typically invested in 

a wide variety of stocks, bonds, and 

other securities that align with the 

investment objective of a particular 

mutual fund. Investing in a mutual 

fund can generally offer individual 

investors a greater variety across 

asset classes than they would be 

able to achieve on their own. 

■   Shared investment fees. Running 

a mutual fund involves costs. All 

investors in the fund indirectly share 

the expense of running the fund. 

Your share of this cost is typically 

based on the value of your mutual 

fund account. 

■   Ease of purchase. In many cases, a

mutual fund account can be opened for

$1,000 and subsequent investments 

can be made for as little as $50. Once 

you open an account, the mutual fund’s 

distributor takes care of record keeping 

and tax reporting. 

■   Access to your money. Mutual funds 

are generally very liquid investments. 

Liquidity refers to the ability to readily 

access your money. On any given 

business day you can typically redeem 

fund shares to receive the proceeds. 

Mutual funds provide 
many benefits
Since their introduction, mutual funds have become widely available and a 

popular investment vehicle to help investors reach their financial goals.  Mutual 

funds provide many advantages, such as: 
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Getting started
An investment strategy is a roadmap for how you plan to achieve your personal 

financial goals. Clearly defining your goals will help you decide on the best path 

to take to help make them a reality. The focus of the mutual fund you ultimately 

choose to invest in should complement your own investment objectives. The 

following steps can help you clarify your strategy:

1. Establish your investment goals.

Defining what is important to you 

helps lead to purposeful investing. 

Your financial goals may include 

saving for a house, a comfortable 

retirement, or funding a college 

education. As you reach some of 

your financial goals, or as you 

experience life events, new goals 

will replace old ones. 

2. Determine your time horizon. 

In general, the longer the timeframe 

for reaching your financial goal, the

more likely that overall positive 

investments results may be realized. 

It is important to focus on your 

long-term goals and not become 

distracted by short-term volatility. 

The chart below illustrates the 

best and the worst year returns 

over 20 years.

3. Assess your tolerance for risk.

An important part of investing is 

to determine the amount of risk you 

are comfortable with. Generally, the 

more time you have to meet your 

financial goals, the more risk you 

can tolerate. A longer time-horizon 

gives you the flexibility to invest in 

more aggressive types of investments.   

1. Source: Morningstar for the period from 1/1/79-12/31/13. Stocks represented by the Standard & Poor’s 500® Index, which is an unmanaged index considered to be 
representative of the U.S. stock market in general. An investment cannot be made directly into an index. Prices of common stocks will fluctuate and may involve loss of principal 
when redeemed. This chart is an illustration of the stock market, in general, comparing best and worst year periods. It is for illustrative purposes and not representative of any 
investment or portfolio. The chart is based on a reinvestment of income and compounded annual return and assumes no transaction costs or taxes.
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        Past performance is no guarantee of future results.

A Longer Time Horizon Can Lessen the Impact of Volatility1
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Selecting a mutual fund
There are many different types of 

mutual funds, each with its own financial 

objective. Some invest exclusively in 

a particular industry, some focus on 

generating income, and some target 

growth opportunities. The mutual fund 

you ultimately select should closely 

match your own financial goals, time 

horizon, and risk level. Consult your 

financial professional for guidance 

when choosing a fund. 

There Are Diff erent Types of Mutual Funds

q Higher Risk/Higher    
     Potential for Return 

This Type of
Fund…

This Type of
Fund Seeks to…

This Type of
Fund Invests in…

This Type of Fund May
Appeal to Investors…

International 
and Global 
Stock Fund

Invests in companies 
located inside 
or outside the 
investor’s country 
of residence. 

Provide capital 
appreciation.

Companies 
outside the U.S.  
(international) or 
inside and outside 
the U.S. (global).

Willing to bear a higher degree 
of risk and seeking to include 
the global investment universe.

Aggressive 
Growth Fund

Attempts to 
achieve the 
highest capital 
gains. 

Provide capital  
appreciation.

Smaller, less-
established 
companies 
that offer the 
potential to deliver 
superior growth.

With a long-term time horizon 
of 10 years or longer and who 
are willing to accept a high 
risk-return trade-off.

Growth Stock 
Fund

Has little or no 
dividend payouts.

Provide capital 
appreciation.

Stocks that may 
grow substantially 
in the near future.

Seeking to capitalize on bullish 
momentum across most of the 
stocks in the fund’s portfolio. 

Value Stock Fund

Primarily holds 
stocks deemed to 
be undervalued in 
price and likely to 
pay dividends.

Provide total 
return (the actual 
rate of return 
over a given
period) and 
income.

Stocks selling 
below the value 
of the underlying 
company’s 
assets value.

Seeking dividend payments as 
a source of income. Retired 
individuals are the most 
common investors for the 
income feature.

Growth & 
Income Fund

Has a dual 
strategy of capital 
appreciation 
(growth) and 
current income.

Generate income 
through dividends 
or interest
payments.

Stocks and bonds. With a long-term investment 
outlook and a moderate 
tolerance for risk, seeking 
capital growth and a modest 
amount of income.

Balanced Fund

Generally combines 
a stock, bond and 
money market 
component in a 
single portfolio.

Provide a mix of 
income and an 
increase in capital 
appreciation.

Stocks and bonds. Seeking a mixture of stability, 
income, and modest capital 
appreciation.

High-Yield 
Bond Fund

Has a lower 
credit rating 
than investment-
grade bonds.

Pay a higher yield 
than investment- 
grade bonds.

Speculative 
corporate bonds 
that are below 
investment-grade.

With a higher tolerance for risk 
seeking higher yield.

Investment-Grade 
Bond Fund

Has a relatively low 
risk of default.

Satisfy long-
or short-
term income 
requirements.

High-quality 
investment-grade 
government and 
corporate bonds.

With a long-term investment 
outlook seeking current income 
and who have a willingness to 
accept fluctuations in value due 
to changes in interest rates, 
credit ratings, and the economy.

Money Market 
Fund

Invests in short-
term debt securities.

Earn interest 
while maintaining 
a net asset value 
(NAV) of $1 
per share.

U.S. Treasurys, 
CDs, and 
commercial
paper.

Seeking the most conservative 
type of mutual fund or a safe 
place to invest cash assets.

p  Lower Risk/Lower
     Potential for Return 

Fixed Income Funds Equity FundsBlended Funds International Funds
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Investment Portfolio
Best 

1-Year 
Return

Worst 
1-Year 
Return

Best 
5-Year 
Return

Worst
5-Year 
Return

Best 
10-Year 
Return

Worst
10-Year 
Return

Compound 
Annual 
Return

100% Stocks  37.58% -37.00% 28.56% -2.30% 19.21% -1.38% 11.96%

70% Stocks / 30% Bonds  31.61 -26.03 22.19 0.01 16.84 0.95 11.05

50% Stocks / 50% Bonds 27.74  -17.94 19.37 1.40 16.19 2.40 10.31

30% Stocks / 70% Bonds 29.49 -9.19 19.05 2.74 15.43 3.76 9.47

100% Bonds 32.62 -2.92 18.42 4.42 14.09 4.55 8.04

There is a reason they say, 
“Don’t put all your eggs in one basket.”
Due to different factors, like market 

fluctuation, economic growth, 

and projected corporate earnings, 

certain asset classes will over- or 

under-perform. By spreading your 

investments across a variety of asset 

classes, over-performance in some 

classes may help to balance under-

performance in others. The chart below 

shows returns for the best and 

worst years of different portfolios. 

While an all stock portfolio may 

produce the best returns, it also 

entails the most risk. By varying 

your investments, you may be able 

to achieve solid results over time 

with less risk.

Past performance is no guarantee of future results. There can be no guarantee that diversification will result in market gains or prevent against a loss in a down market. Stock returns 
based on the Standard & Poor’s 500 Index® and bond returns based on the Barclays Capital (formerly Lehman Brothers) U.S. Aggregate Bond Index, an unmanaged market value-
weighted performance benchmark for investment-grade or better fixed-rate debt issues, including government, corporate, asset-backed, and mortgage-backed securities with maturities 
of at least one year. Results assume reinvestment of all distributions, and are not indicative of future returns of any actual investment. It is not possible to make investments directly 
into an index. Source: Morningstar, 12/31/13. These allocations are for illustrative purposes only and not intended as investment advice. There is no guarantee that any investment 
objective will be met.

About risk
All mutual funds are subject to market risk, including possible loss of principal. Foreign securities may be subject to greater risks than U.S. investments, including currency fluctuations, 
less liquid trading markets, greater price volatility, political and economic instability, less publicly available information, and changes in tax or currency laws, or monetary policy. These 
risks are likely to be greater for emerging markets than for developing markets. Stocks represent ownership shares in a company and may provide the potential for growth over time. 
Due to market fluctuation, investing in stocks involves higher risks than bonds or cash investments. Growth stocks may be more volatile than other stocks because they are generally 
more sensitive to investor perceptions and market moves. During periods of growth stock underperformance, investment performance may suffer. The principal risk of investing in value 
stocks is that the price of the security may not approach its anticipated value or may decline in value. Bonds are IOUs issued by governments, government agencies, or companies. 
Bonds are subject to credit risk and interest rate risk and can lose principal value when interest rates rise. High yield securities (junk bonds) have speculative characteristics and present 
a greater risk of loss than higher quality debt securities. These securities can also be subject to greater price volatility. Cash investments include commercial paper, bank obligations and 
some debt instruments of the Federal government. Their stability and short-term nature make them “liquid” or able to be quickly and easily turned into cash. Money Market Funds are 
not insured or guaranteed by the Federal Deposit Insurance Corporation (FDIC) or an other government agency.  Although the fund seeks to preserve the value of your investment 
at $1.00 per share, you can lose money.

The Benefits of Diversification (For period ending 12/31/13)
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Build a portfolio that aligns 
with your financial goals
No two investors are alike. A portfolio 

appropriate for one investor might 

contain a level of risk that could cause 

another investor sleepless nights. The 

charts below show the construction of 

a number of hypothetical portfolios, 

each with different risk levels. Work 

with your financial professional to help 

create a customized portfolio that is 

best suited to your goals and individual 

tolerance for risk.

Conservative

   Growth

   International

   Growth and 
                 Income

    

   Income

   Tax-Free Income

   Money Market

Moderate

   Growth

   International

   Growth and 
                 Income

    

   Income

   Tax-Free Income

   Money Market

Growth

   Growth

   International

   Growth and 
                 Income

    

   Income

   Tax-Free Income

   Money Market

25%

10%

15%

40% 10%

5%5%

20% 60%

10%

15%

15%

20%

20%

10%

20%

These allocations are for illustrative purposes only and are not intended as investment advice.
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Which share class is right for you?
When investing in a mutual fund, 

you will have the option to choose 

among several share classes. The 

most common are Class A, Class B, 

Class C, and  Class I (Investors Shares). 

The difference between share classes 

typically depends on how much you will 

be charged for buying the fund. This 

structure allows you to choose a share 

class that fits your individual financial 

goals, time horizon, and risk level. Your 

financial professional can help you 

determine which share class may be 

right for you. 

Share Class Sales Charge

Class A and 
Investor Shares (I)

An initial sales charge is payable when shares are purchased. 

There is no charge to redeem (or sell) shares.

Class B Shares

There is no charge to purchase shares. Shares sold within six years 

of purchase are subject to a sales charge based on a declining 

scale or Contingent Deferred Sales Charge (CDSC). Class B shares 

generally convert to Class A shares at the end of the calendar 

quarter eight years after purchase. 

Class C Shares

There is no charge to purchase shares. Shares sold within one year 

of purchase are subject to a 1% sales charge that is deducted from 

the redemption proceeds. There is no charge to redeem (or sell) 

shares that are held for more than one year.

The share class that is right for you 

depends on a number of factors, 

including how much you plan to invest, 

how long you plan to hold your shares, 

and the total expenses associated with 

each class of shares. Depending on how 

much you invest, you may qualify for a 

reduction or waiver of sales charges for 

Class A shares.

Letter of intent. Allows you to qualify 

for a “breakpoint” discount based on 

the total amount of purchases you 

agree to make in the near future.

Rights of accumulation. Allows you 

to qualify for a breakpoint based on 

the total value of previous purchases.

Sales Charge Diff ers by Share Class
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Performance is more than 
the bottom line 
There are many ways to assess a mutual fund’s performance. One approach 

is the bottom line. Did the investment go up? Did it go down? And if so, 

by how much? Another approach is look at how did the mutual fund performed 

relative to its benchmark or to its peers.

Keep an eye on the long term

When looking at fund performance, 

it is important to maintain a reaistic 

perspective. First, past performance is 

no guarantee of future results. Second, 

a fund’s track record―especially its 

short-term performance―is only 

part of the story. Looking at a fund’s 

long-term performance is generally a 

more accurate assessment of return. 

It is also important to compare  the 

amount of risk a fund has assumed to 

the returns of its benchmark index.

Total return measures a mutual 

fund’s earnings over time

For a more complete picture of 

performance, look at the fund’s total 

return. Total return is the full amount 

that an investment earns over a 

specific period of time. Total return 

takes the three ways of earning money 

into account―dividends, capital gain 

distributions, and capital appreciation. 

Total return in a stock mutual fund 

differs than that of a bond mutual 

fund. The chart below shows the 

differences between a stock’s and a 

bond’s total return.

Stock Fund Bond Fund

Total return comes from interest, capital 

gains, dividends, and distributions realized 

over a given period of time. 

The majority of total return comes from 

dividends. Some bond funds generate a 

portion of total return from appreciation. 

Total Return Differs Between Stock and Bond Funds



The facts about tax 
If the mutual fund you invest in made 

money, you’ll receive a taxable distribution. 

When you receive a distribution―even 

if you have it reinvested―the tax bill 

will become your responsibility. 

Depending on whether the gains were 

short or long term, you will be paying 

either your regular tax rate or the 

capital-gains rate. 

Each year you will receive a Form 

1099-DIV from your mutual fund 

company’s administrator, which will 

help you report taxable investment 

income on your annual tax return.  

This form is a record of all taxable 

capital gains and dividends paid in a 

given tax year, including those that 

have been reinvested.

Don’t go it alone
For many, the stakes are too high to 

develop an investment strategy on their 

own. That’s why millions of Americans 

rely on the services provided by a 

financial professional. While the use 

of a financial professional does not 

guarantee investment success, they 

have the experience and training to give 

you investment insight and guidance. 

A financial professional will work with 

you to outline appropriate investment 

options and to develop an investment 

strategy in line with your specific goals.
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Additional resources

FINRA | The Financial Industry Regulatory Authority, Inc.

FINRA is the largest independent regulator for all securities firms 
doing business in the United States. 
finra.org

Morningstar, Inc.

Morningstar is a provider of independent investment research 
to investors worldwide. 
morningstar.com
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