








Investment can be defined as commit ment of funds that is expected to generate ad ditional money. So, an investment is commit ment of current fund in anticipation of 
receiving more inflow of funds in future. There are three basic features which can be identi fied as common to all types of investment. These are 
1. 

2. 

Portfolio and Diversification of Investment 

3. 

There is a commitment of present fund. 
There is an expectation of some return or benefits from such commitment in fu 
ture, and 

There is always some risk involved in re 
spect of return of additional money and 
the principal amount. 
After considering the above features, an 

investershas to deal with some questions. These 
are: How much of the total fund avalable for 
investment.?How much to be invested in long 
term assets and how much in shares and other 
securities? How mnuch to be invested in life poli 
cies, futures endoWment funds etc? 

An investor should draw a overall finan 
cial plan considering the points and features. 
once a financial plan is proposed, or investor 
would be interested in constructing and man 
aging the optimum combination of the invest 
ment alternative such a combination is to 
enhence the wealth or profit of the investor. 
The combination of investments is known as 
portfolio and the practice of including several 
investment alternatives in the portfolio is 
known as divercification which aims at reduc 
ing the risk of the investor and enhence the 
wealth. For example, an investor has 200 
shares of a company, 1000 units of a mutual 
fund, Rs.50,000/-balance of public provisional 
fund, Rs 30,000/- invested in life insurance 
policies, Rs.1,00,000/-balance of fixed deposit. 
This called the portfolio of the investor. If the 
investor want to change the above fund, say 
Rs 50,000/- of fixed deposit fund want to in 

lecting specificinvestments, investors need spe 
cific ideas about the features which the port-

folio should possess. 

Following are some of the features which 
an investor look into an investmentin portfolio 

1. 

2. 

3. 

4. 

5. 
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vest the mutual fund or shares of a 
Company.This is called I diversification. In se-

a) 

b) 

Liguidity :Here liguidity means that the 
investment is saleable or convertible into 
case without delay. 

Risk: Risk of an investment is to be 
analysed from two different angles. One 
is safety of principal and another is sta 
bility of return, means profit or interest. 

Capital or Principal Appreciation: Inves 
tors always prefer those investments 
which have more chances of apprecia 
tion. 

Tax aspects: Investments differ with re 
spect of tax treatment of initial invest 
ment, return from investment and re 
demption of proceeds. 

Diversification: Instead of investing all 
funds in one assets, the funds be invested in a 
group of assets is called diversification. It 
means'Never put all your eggs in one break 
fast.'Diversification helps in reducing the risk 
of investing. It may be attempted in two ways. 

Investment Horizon: The maturity pe 
riod of an investment makes it more at 
tractive if it coincides with the date when 
funds would be needed. 

Random Diversification: An investor 
may randomly selected the portfolio 
without analysing the risk and return of 
the commitments. 

Efficiant Diversification: An investor may 
Construct a portfolio by carefully tudy 
ing and analysing the risk and return of 
individual securities. D 




