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Abstract
Saving for your child's education can cause a great deal of pressure however with legitimate
arranging and proper planning it doesn't need to be a matter of any mental tension.
Regardless of whether your child needs to go to medical school or arts school, Mutual Funds
are your financial related pressure busters. An incredible spot to begin is with a Systematic
Investment Plan (SIP) that enables you to spare a specific measure of money all the time. With
SIP you can put a fixed sum in shared assets, on frequencies like week after week, month to
month or quarterly in this manner empowering ordinary funds and furthermore thus
encouraging regular savings and earn the benefits of power of compounding. It is best to stay
invested for a longer period to create wealth. It is ideal to remain contributed for a more

drawn out timeframe to make riches.
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INTRODUCTION
“Saving money is wise, but investing is more
profitable.”
—Warren Buffet

A Mutual Fund is an expertly overseen
speculation support that pools money from
numerous financial specialists to buy
securities. These speculators might be retail or
institutional in nature. Mutual funds are the
starting point for many individual investors
because they offer a balanced portfolio in a
single investment.

Mutual Funds have points of interest with
direct putting resources into individual
securities. The essential points of interest of
shared assets are that they give economies of
scale, a more elevated amount of broadening,
they give liquidity, and they are overseen by
expert financial specialists. Primary structures
of mutual funds include open-end funds, unit
investment trusts, and closed-end funds.
Exchange-traded funds (ETFs) are open-end
funds or unit investment trusts that trade on an
exchange.

INVESTING FOR CHILD’S
EDUCATION

Guardians dependably seek to give the best to
their kids and leave no stones unturned for

verifying a kid's future. From the time of their
introduction to the world until the youngsters
have grown up, the prerequisites change as
indicated by the diverse life stages. Parents try
to save to the best of their ability to fulfill their
requirements. Be that as it may, with the
increasing typical cost for basic items and
higher inflation, conventional money related
items, such as savings bank accounts and fixed
deposits may not suffice to generate resources
required to meet the goals.

For instance, a professional postgraduate
degree costs around Rs.10 lakh now, and this
could increase to around Rs.40-42 lakh in 15
years (assuming 10% inflation). Hence,
besides investing in traditional options, parents
look at other investment avenues that will
deliver inflation-adjusted returns.

There's no doubt that a child's training and
education is a basic money related objective
that is basis to guaranteeing great personal
satisfaction for a kid.

One perspective in which the child's training
objective varies from all others is that the date
by which a need to accomplish this objective is
completely fixed. If the investment plans
towards owning a home or vehicle are wrecked
for a few years, there's no need to panic because
one can simply shift a goalpost on when they
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want to acquire a home or car. Be that as it
may, there should be set up with a sufficient
corpus to support the youngster's higher
education when they turn 18.

Mutual funds are an ideal option as these
funds invest across the spectrum and provide a
wide range of benefits such as liquidity,
professional management, tax benefit and
diversification. Investors can choose mutual
fund categories that suit their respective risk
profiles, return expectations and investment
horizon [1].

Financial firms are well aware of the
emotional value of child's education goal and
hard-sell a bunch of products designed to meet
this goal.

Child ULIPs from insurance agencies are a no-
no on three counts. They redirect some portion
of the venture towards a term spread which
can be purchased at much lower costs
independently. They convey least five-year
lock-in periods that keeps financial specialist
from changing to a superior option if the
arrangement conveys poor execution. Opaque
labeling and costs likewise make it hard for
speculator to contrast execution crosswise over
various ULIPs with picking the best
arrangement. So, speculation organizations
don't suggest unique child schemes from
mutual funds either as restricting yourself to
such special products can entail high exit loads
and mediocre returns.

Investors can use the systematic feature of
mutual funds to achieve their goals [2]:
SIP—Systematic investment plans (SIPs)
offered by mutual funds help to stay invested
over the long term; you not only gain from the
high return potential of equity markets but also
ward off risks associated with the asset class.
You invest a fixed sum of money at regular
intervals. Although the investment goes
through multiple market cycles, SIPs help you
to reap the benefits through 'Rupee Cost
Averaging', i.e., buying more mutual fund
units when the net asset value (NAV) is low
and buying fewer units when the NAV is high.
Also, in most cases, you can fix the SIP
amount according to your pocket. This feature
is ideal for investors who are planning in the

long term for their child and thus can derive
the best benefit from equities.

STP—Investors can systematically transfer a
fixed amount from one scheme to another at
regular intervals through the systematic
transfer plan (STP). For example, you can
transfer a pre-defined amount on a specified
date from a debt investment into an equity
scheme; this will not only generate returns on
the debt investment but also negate the risk of
one-time investment in equity. On the other
hand, investors can lock gains from equity
funds by transferring the same to short-term
debt funds where the returns are less volatile.
This is typically done when goal amount is
achieved before time or when the goal is near -
it reduces the effect of any short-term
volatility in the equity market on the investor’s
portfolio.

SWP—To meet the need for regular child-
related expenses, such as education fees,
investors can also look at systematic
withdrawal plans (SWP) which allow
redeeming a specified sum at a pre-determined
date by providing instructions to the fund
house.

To accumulate wealth to protect youngsters'
future and furthermore secure them against
vulnerabilities, guardians ought to save
regularly and begin contributing early. It is
smarter to look beyond traditional financial
instruments - to avenues such as mutual funds
and the systematic features offered by them -
to generate the best from the underlying
investment class. In any case, note that mutual
funds are exposed to market risks and dangers
and hence investors are advised to conduct
proper due diligence as well as evaluate their
own risk appetite, returns expectation, and
investment horizon before investing.

Having said this, here's a four-step process to
planning out a child's education goal which
has been given in value research [3].

One, education costs in India inflates at far
higher rates than most other items. An
engineering degree which used to cost Rs.5-8
lakh just five-six years ago now costs upwards
of Rs.12-18 lakh in the top institutions.
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Sought-after private institutions have also
taken to building an annual-escalation clause
into their fee structures. BITS Pilani, for
instance, cautions parents about a fee hike of
up to 15 per cent a year on its engineering
courses. If you are a parent who aspires to
send your ward overseas for studies, you need
to budget not just for inflation but also for the
impact of rupee depreciation of at least 4-5 per
cent a year on your outgo. The high inflation
rate on college degrees thus makes it very
important for you to invest in high-return-
earning investments to meet this goal.

Two, given that the only asset class that can
match inflation rate of 12-15 per cent is
equities, an early start becomes imperative. It
isn't advisable to rely on a pure-equity
portfolio for any goal that is less than five
years away, because that would subject your
corpus to market risks. This implies that you
should have ideally started saving towards
your child's education by the time your child
turns eight, so that you have a comfortable 10
years' time to build your corpus.

An early start can also make a big difference
to the amount you would need to save each
month. To illustrate, assuming you have just
10 years to your child's education goal and
target a generous corpus of Rs.30 lakh towards
her degree and post-graduation at today's
prices, the same degree would cost Rs.77.8
lakh by the time your child turns 18, assuming
a 10 per cent inflation rate. That would require
a monthly SIP of Rs.33,830 in a fund earning
an annualized return of 12 per cent. Had you
started five years before, the monthly
investment needed would have been lower, at
Rs.25,085.

Three, if you can make an early start, we
recommend that you start equal SIPs in three
multi-cap funds to see you through your goal.
If you have a higher risk appetite, you can use
a combination of two multi-cap and one mid-
cap fund.

Four, if you have missed the bus on an early
start but still have five years to go, you can
still use SIPs in hybrid funds. A college

education that costs Rs.30 lakh in today's
prices will cost about Rs.48.3 lakh in five
years' time at a 10 per cent inflation rate. If
you would like to stick to safe debt
investments with an 8 per cent return, that
would mean investing Rs.65,760 a month in
debt fund SIPs. But if you choose a balanced
or conservative hybrid fund with likely returns
of 10 per cent, you can manage with lower
SIPs of Rs.62,400 per month.

Five, be sure to buy adequate term cover so
that in the event of your death, your family
would still receive a sufficient sum assured to
meet your child's college expenses. Buy a
plain vanilla term plan online.

The above calculations would also give you an
idea how large a sum you need to invest, even
to meet a moderate education goal of Rs.30
lakh. The cost of an undergraduate degree in
top overseas universities today hovers at Rs.1
crore plus. Therefore, though the thought of
sending your child to an Ivy League school for
her undergrad studies may be tempting, it
needs to be a hard-financial decision rather
than an emotional one. You must set this goal
only if your savings are large enough to fund it
without cleaning out your own emergency
savings or retirement corpus. After all, making
your child understand your financial
constraints and the value of money is as
important to financial planning, as choosing
the right schemes.

CONCLUSION

To sum up, let us list the key points to keep in

mind when planning to use mutual funds as

your child education plan:

e Start saving early to reduce the financial
burden at a later stage.

e Accumulation of a considerable corpus for
child’s education over the long term by
investing through SIPs in mutual funds.

e Plan and execute the investment strategy
based on the time you have to build the
corpus, your target corpus, your risk
appetite, and your income level.

e Ignoring of risk profile is big No.

e Pick schemes based only on long term
performance.

e Invest regularly to beat market volatility
and build an investment discipline.
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