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Tax-saving funds

They may be on death row but still make for a lucrative bet. Renu Yadav tells you
why and which funds to opt for

he clock is ticking. Not only is the calendar
year fast coming to an end, the end of the

financial year is round the corner too. That

means if you have been dithering on your tax plan-
ning, you really do not have much time left. But sur-
prisingly, the choices this time are quite beckoning.
And, if the Direct Tax Code (DTC) gets cleared in the
winter session of parliament, then most of these
options will no longer be available.

Those interested in fixed return products, would be |
quite happy this year. The government has linked the Public Provident Fund (PPF)

ic Provident Fund (PPF) rate to the market. The
of return has been enhanced from 8 per cent to

per cent. But this will not be the case every year

eafter. This rate is no longer fixed for the entire

1 'Of the ins?rument. The 8.6 per r:ent ratle is on National Savings Certificate (NSC)
r just for this year. Next year, it will be different

will depend upon the then existing interest rate

ironment. And so on for the future.

o every year in April, the rates will be reset

rding to what the market yield for government ‘
t is.

"his shift to market-linked returns coincides with

ernment bond vields hitting three-year high levels. Sr¥ear Shcod Bapaetia i
If the government bond yields continue to remain at |
the current high levels till the cut-off date in April
2012, investors in long-term options, such as the PPE
can expect a return of more than 9 per cent in the next
financial year. But it is a double-edged sword. If inter- |
est rates were to drop in the coming year to less than .
8 per cent, then PPF could well yield much lower. So .

investors who are thrilled with the current rate and Equity Linked Savings Schemes (ELSS)
want to cast their lot with this instrument would be

Emerging Bluechip

Category 2006 2007 2008 2009 2010
Equlty: Large Cap 40.45 5054  -50.66  73.27 17.84
ge & Mid Cay 36.47 5565  -52.47 80.24 16.99 Pension Funds

Equity: Multi Cag 34.93 61.56 -54.79 83.07 18.75
| & Small Caf 28.34 60.77 -60.09 98.14 20.30
30.18 59.25 -55.56 81.79 18.78 |

J
Annual Returns (%) i

4670 4715  -5245  81.03 17.43 i
BSE M 3113 68.63 -66.95 107.66 16.15 |
BSE Small Cap 1597 9367  -72.41 12692  15.71
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We will continuously keep you abreast of latest development and happenings at Taurus Mutual Fund through this mail service “TAURUS Talk”.

You may visit the following links and make use of the available information for your business

Visit the exclusive Distributor Centre at www.taurusmutualfund.com/Distributor_Centre/distributor_centre.html
Get business insight at www.ceoinsight.in
For any query you can write to us at distributorcare@taurusmutualfund.com

We value our relationship and appreciate your business & support.

www.taurusmutualfund.com

Mutual fund investments are subject to market risks. Past performance may or may not sustain in future.
Please read the scheme information document and statement of additional information carefully before
investing.
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happy to know that the limit is no longer ¥70,000 but

enhanced to 1 lakh,

In the case of National Savings Certificate (NSC),
the rate is also hiked from 8 per cent to 8.4 per cent.
The government has gone one step ahead and intro-
duced a 10-vear duration for NSC. The interest rale on
g 10-year NSC will be 50 bps more than the bench-
mark and fetch 8.7 per cent.

Under the DTC, equity mutual funds will not qual-
ify for deduction under Section 80C. So what will
happen to your existing investment? It is not going to
fly away. In fact, you should make hay while the sun
shines. As long as the tax benefit is available, use it.
This is the only tax-saving instrument that is equity
oriented and has the least number of years as the lock-
in period. To add to it, it is probably the best time to
enter such funds.

Equities are getting as bad a press as there possibly
can be. It's now been more than three years since the
stock markets have given any meaningful and sus-
lained gains. What's more, with the shadow of slow-
ing economic growth, declining corporate profits and
the threat of economic doom emanating from Europe,
it's hard to consider ELSS mutual funds as a serious
alternative. But it is time to actually act contrary to
instincts.

You will be investing with a three-year lock-in, so
your time horizon is not a few months down the road.
Investing in equity always makes sense when vou do
not need the money for a few years and when the mar-
kets are as beaten down and pessimistic as they are
now. Sure, they could still decline sharply over the
next few months, and most probably will, but the
solution to that is cost-averaging.

Here's the best recipe for this year's tax-saving
investments. Whatever amount yvou have left over
after deductions so far, divided it by four. lnvest each
part in a good ELSS at a one-month gap over the next
four months. This will give you a good average entry

How ELSS funds have delivered over the past 3 years
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The abve graph sheres the dally average three-yaar ennuslised retum defivered by
i planning funds guer the pest three yaars.

. © ¥ investments
.- under Section 80C

1) Take into account mandatory

How to plan your

paymenis

* Payment lowards the principal
amount of your home loar

= Education fees towards your
children's education

» Premium paid on all life insurahcs
palicies lowards yvourself, your
spousa and childran

* Premium pald on your Unit Linked
Insurance Plan (ULIP)

» Contribufion towards your
Employees Provident Fund (EPF)

2) From ¥1 lakh, deduct all of the above.

The balance, if any, will lell you how
much you nead o invest in Section
BOC instrumeants.

Once you max your limit of T1 kakh,
you still have an addilional window of
a lax deduction up o 120,000
spapifically In infrastructure bonds
These bonds are nol issued by the
governmeni. Spacific companies such
as |FClL Power Finance Comperation
(PFC), Infrastructure Development
Finance Company (IDFC) and L&T
Infrastructure Finance Company (LAT
Infrastructure) issue these bonds.
Currantly, they are available at 9 par
cant per annum,
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CATEGORY WATCH

Capitalisation break-up of tax plnrlilhg funds
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point no matter what happens in the equity markets
during the period.

Another point to note, do not opt for the dividend
scheme. Normally, it is what we would recommend
gince the money is locked-in, but this time we suggest
the growth options. Once the DTC comes into play,
dividend from the funds will attract a Dividend
Distribution Tax (DDT) of 5 per cent,

Should you invest in an ELSS now, you will get the
benefits under Section 80C and the lock-in will still
be three years. What will happen after DTC? You will
not gel this option again but yvour current investments
will stay and the money you make will still be tax free,

Finally, there are just lwo options thalt the fund
houses will resort lo wilh regards lo lax-saving
schemes. Either they will eventually merge these
schemes with existing equity diversified schemes. Or,
they may keep them running as regular equity diversi-
fied funds without any lock-in or lax benefit. They
would probably just change the name of the scheme to
ensure that the word "tax” no longer features in them.

So if yvou are on the look-out for a fixed return
instrument. you can consider PPF and NSC. Or mavbe
even the five-year deposits offered by banks or the
post office. For those who have maxed the limit under
Section BOC and would like lo even lap into the
20,000 additional limit, they can lock their money at
9 per cent rates, But for the best long-term returns, we
still suggest vou give tax saving funds a shot, it may
be your last chance. Once the DTC comes into play,
the only way to save tax with equily instruments
would be through the New Pension Scheme [NPS),
where the money will be locked in till retirement,
While the premium paid in Unit Linked Insurance
Plans (ULIPs) also currently qualifies for a deduction
under Section 80C, we did nol mention it earlier,
That's because we do nol consider it to be a wise
investment and advice against it. ®
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The market cap exposure of
tax-saving funds

Those familiar with our classificalion of
equity mutual funds would be aware that it is
done on the basis of market cap exposure,
Whean we coma to this category of funds,
since the classification Is done purely on the
basis of tha tax benafil, there s no “one
type” of fund here. In fact, the schames that
are classified as ELSS all have their own
varying exposure lo vanous markel cap
stocks.

What is mos! interesting is thal just two
funds fall in the ‘Equity: Large Cap’ category
and the same number in the "Equity: Mid &
Small Cap' one. iromically, if this
classification was done al the end of 2007,
when the bull market was on full throttle,
mos! would have fallan in the 'Equity: Mid &
Small Cap’ category. It s the large-cap
exposure post the 2008-crash thal has
pushed them in the ‘Equity: Large & Mid
Cap slot

The median welghied average markel
capltalisation of the lunds In this category
was: 14,800 crore In Decembar 2007 There
werg five funds in the category with an
aliocation of over 40 per penlt to small caps
in faol, i we go back further in ime 1o 2004,
some of the funds |lke ICICI Prudential Tax
Plan and Taurus Tax Shisld looked like pure
simall-cap funds with aver half the partfolio in
slich stochks.

Currently, Sahara Tax Gain is the only fund
with an allocation of close to 20 per cent 1o
small caps and has the lowssl weighted
average marke! capitalisation in the
cateqgory of close 1o 14,788, Just one fund
{Rellance Tax Saver) has an allocation of
less than 50 per cent 1o Jarge caps. The
number of slocks held by funds in this
category range from 14 [JP Mamgan India
Tax Advantaga) to B0 (DSPBR Tax Savér),




Tax-saving funds
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