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SANDEEP SINGH

T
HIS year, there is
something to cheer
about if your net tax-

able income is in excess of
R 10 lakh as you will have an
additional savings of around
R 2,000 every month as a re-
sult of the increase in ex-
emption limit and change in
the 20 per cent tax slab but
when it comes to investment
in tax saving instruments
there is hardly anything to
rejoice as the government
slashed the EPFO interest
rate by 1.25 percentage
point to 8.25 per cent and
clarity is still awaited on the
Rajiv Gandhi Equity Savings
Scheme. There is another
dampener. All those who
were investing into the infra-
structure bonds to claim ad-
ditional tax benefit on
R 20,000 under Section
80CCF will not be able to do
so in FY2012—13 as the
Budget did not mention it.

But if you plan your in-
vestments properly you may
save some extra money for
yourself in taxes.

INVESTMENT STRATEGY

While investors do their tax

planning towards the end of
the financial year, experts say
that they should always begin
it towards the beginning of
the year as it provides them
double benefit— less burden
towards the end of the year
along with some investment
gains.

“For those who invest in
fixed income instruments like
PPF, should put in the entire
amount in April itself as do-
ing so provides you the inter-
est benefit of the same for the
entire year. Those looking for
equity instruments should do
it through 9-12 month SIP be-
ginning April,” said Vishal
Dhawan, a Mumbai based fi-
nancial planner.

For example, if you plan
to invest R 60,000 into
ELSS towards the end
of the year, then
you may do so by
SIP mode and
invest R 5,000
over the next
12 months. If the
ELSS generates
12 per cent return
then your investmen-
tamount would be worth
R 63,412 by the end of
the year.

Similarly if you invest

R 60,000 in PPF in April
itself then in one years
time the investment would
have grown toR 65,160 at 8.6
per cent.

WHERE SHOULD YOU

INVEST?

Even as the equity markets
remained volatile over the
last three years, tax savings
through equity mutual funds
seem most attractive as the
average return generated by
ELSS over the last three
years stood at a compounded
annual growth
rate of 23 per
cent which is
signifi-

cantly higher than 8.6 per
cent p.a offered by PPF.
While the direct tax code
does not include ELSS as one
of the schemes that can qual-
ify for tax benefits under sec-
tion 80C, 2012-13 may be the
last year when you can claim
the benefit of this scheme and
look for high returns over a
long period.

In the last three year pe-
riod ICICI Prudential Tax
Plan generated 33 per cent
annualised return while Ca-
nara Robeco Equity
Taxsaver and HDFC
Taxsaver generated 32 and
31 per cent respectively in
the same period. Even the
worst performing Escorts
Tax Plan has grown by 12.6

per cent per annum
in the same pe-

riod.
So, if

you had in-
vested
R 50,000
in April
2009 for
your tax

saving in
an average

performing
fund, your in-

vestment would

be worth R 93,000.

OTHER INVESTMENTS

If your taxable income is less
than R 10 lakh, you can look
at Rajiv Gandhi Equity
Scheme. While the details of
the scheme are yet to be an-
nounced, the scheme offers
an additional deduction of
R 25,000 on investment of
R 50,000 in a year in direct eq-
uity. Experts however caution
to take exposure into direct
equity for tax benefit which
has a 3 year lock-in.

Another instrument that
investors may look at is the
tax free bonds of infrastruc-
ture companies through
which the government plans
to raise up to R 60,000 crore
in a year. The instrument
allows retail investors to in-
vest uptoR 5 lakh and may of-
fer tax free retunrs of around
8 per cent tax free return
(depending on the yield at the
time of launch). This how-
ever does not qualifty for tax
deduction.

So, with the beginning of
the new financial year, get on
with your tax planning for the
year rather than waiting for
the March 2013 to come. �
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Tax planning at the beginning of the year
§ SMART TIP

§ RETIREMENT PLANNING

NAME: RAVI VERMA, 38
RESIDES IN: MORADABAD,UP

PROFESSION: BUSINESSMAN

N E T A N N U A L I N C O M E

(R8.4LAKH)
STATUS & GOALS

RAVI VERMA IS WELL SETTLED IN THE BUSINESS OF TRADING OF BRASS
ITEMS, WHICH HE INHERITED FROM HIS FATHER. HIS EXPENSES ARE IN

MANAGEABLE LIMITS. ALTHOUGH, HE CONSIDERS HIS BUSINESS TO BE THE
BIGGEST WEALTH CREATOR, HE WANTS TO ENSURE THAT HIS SAVINGS ARE

UTILISED EFFECTIVELY TO FUND HIS CHILDREN’S EDUCATION, THEIR MARRIAGE
AND HIS RETIREMENT. SPOUSE IS A HOUSEWIFE, HAS TWO CHILDREN

SHITIJ, 4 AND ARNAV, 2

NEEDED

Along with busi-
ness income, invest
across various op-
tions to reach all
his financial goals
in the set time
frame

PLAN BY: JITENDRA PS SOLANKI,
CERTIFIED FINANCIAL PLANNER,

MEMBER OF THE FINANCIAL PLANNERS’ GUILD, INDIA(www.fpgindia.org)

For expert guidance on your financial planning email us your details at
expressmoney@expressindia.com

EXPRESS CLINIC

A portfolio of traditional insurance
policies and some debt instruments
do not yield desired growth in the
long term. Early selection of right
asset classes and an asset allocation
approach helps in aligning the right
investments for your financial goals.

GOALS
IN ORDER OF PRIORITY

SHITIJ’S HIGHER EDUCATION
(2024) (inflation considered-10%)

CURRENT
VALUE

R 10 lakh

FUTURE
VALUE

R 31.38 lakh

ARNAV’S HIGHER EDUCATION
(2026) (inflation considered-10%)

FUTURE
VALUE

R 37.97lakh

SHITIJ’S MARRIAGE
(2034) (inflation considered-7%)

CURRENT
VALUE

R 12 lakh

FUTURE
VALUE

R 53.16 lakh

RETIREMENT PLANNING
(2039) (Pre-Retirement Inflation at 7%,

Life expectancy 83 years)

FUTURE
VALUE

R 1,86,416

PRESENT RETIREMENT
MONTHLY EXPENSES

R 30,000

CORPUS
REQUIRED

R 3.45 crore

ARNAV’S MARRIAGE
(2036) (inflation considered-7%)

CURRENT
VALUE

R 12lakh

FUTURE
VALUE

R 60.87lakh

MONTHLY INCOME (Post Tax)

R70,000
TOTAL EXPENSES (PM)

R 50,000

R20,000
NET

MONTHLY
SURPLUS

CURRENT
VALUE

R 10 lakh

CURRENT INVESTMENTS
PPF : R7.45LAKH,

GOLD : R5 LAKH
FD : R 6 LAKH
CASH : R 5 LAKH
INSURANCE : R 8 LAKH

FINDINGS

EMERGENCY FUND: Ravi maintains R 5 lakh
in his savings account at all times
HEALTH INSURANCE: Covered upto R 5 lakh
through a family floater scheme
LIFE INSURANCE: Has five traditional insur-
ance policies and a term plan of R 15 lakh with
total premium of R 1.15 lakh p.a.

HEALTH INSURANCE
Employer provides health cover of R 3 lakh for
Shubha. Her mother is too covered for up to 70
per cent of actual expenses by her ex-employer.
There might be a shortfall in case of major illne-
sses. Also for her mother, she will need to bear
30 per cent of the hospitalisation expenses .

INSURANCE
Shubha has a moneyback policy of R10 lakh at
a premium of R 50,000 p.a. This is an unneces-
sary expenditure as she has no dependents.

LIABILITIES
Running a car Loan of R 3 lakh for 5 years and
paying an EMI of R 7,000 p.m

RECOMMENDATIONS

EMERGENCY FUND
Since Ravi is maintaining sufficient balance to
meet up to six months’ expenses, no increase in
emergency fund is recommended
Express Tip: The objective of creating an
Emergency Fund is to maintain the same
lifestyle for a reasonable time period in case
the income flow stops for any reason.

LIFE INSURANCE
Ravi’s insurance need is R 1.19 crore. There is a
shortfall of R 1.04 crore, which can be met
through a term plan. He is also advised to dis-
continue traditional plans.

Express Tip: A term life insurance is the
most economical way to protect a family
financially.

HEALTH INSURANCE

Ravi should enhance his health insurance to
R 10 lakh for his family. Since he travels very
frequently, he should also buy an accident
insurance of R 50 lakh which will cover the risk
of disability.

Express Tip: It’s important to assess the
risks involved in your profession and buy
the right health insurance coverage.

CHILDREN’S EDUCATION

Ravi should extend PPF, maturing in 2019, for
another five years and allocate towards Shitij’s
education needs. For achieving Arnav’s educa-
tion requirement, a monthly investment of
R 9,181 is recommended in balanced mutual
funds. Return assumed 12 per cent p.a.

ExpressTip:Ravi should extend PPF matur-
ing in 2019 for another five years and allocate
towards Shitij’s education needs. For achiev-
ing Arnav’s education requirement, a
monthly investment of R 9,181 is recom-
mended in balanced mutual funds.
Return assumed 12 per cent p.a.

CHILDREN’S MARRIAGE

SwitchR 5 lakh from FD to large cap equity
oriented MF which will meet Shitij’s marriage
goal comfortably. For Arnav’s marriage corpus, a
monthly investment ofR 4,000 is recommended
in the same mutual fund schemes.
Express Tip: Since equities help in generat-
ing inflation beating returns in the long term,
it should have maximum allocation in the
investment portfolios

RETIREMENT PLANNING

Surrender traditional insurance plans and invest
the proceeds in equity oriented MFs which will
achieve nearly 50 per cent of retirement corp-
us.For remaining amount a monthly investment of
R8,500 is recommended in large cap equity
mutual funds.
Return assumed 12 per cent p.a.
Express Tip: Starting early can do wonders
for your retirement years if the mix of asset
class is right.

CONCLUSION

Are you missing the NPS bus
The tax deduction benefit over and above R1 lakh 80C limit along with the choice to invest
in equity makes NPS an attractive option for retirement savings, says Ritu Kant Ojha

T
HE NEW Pension System
(NPS), opened for all in
May 2009, is set to get a
major fillip with Pension

Fund Regulatory and Development
Authority’s (PFRDA) group offer-
ing under the newly introduced
“NPS Corporate Sector Model” to
tap employees of all public and pri-
vate companies in India. While NPS
has failed to generate expected inter-
est till now, this may provide it a
booster. NPS faces competition
from Employees’ Provident Fund in
the organised sector but in the unor-
ganised space it has an unlimited
territory to explore.

But even as government has
made several attempts to make NPS
attractive there are some key chal-
lenges—liquidity and taxation at
withdrawal stage—that the govern-
ment will have to address to make
NPS popular among all, as is the
EPF scheme in the organised sector.

WHAT IS NEW IN NPS?
Employees of corporate entities en-
rolled by employers under the Cor-
porate Model scheme will have a
separate individual pension account.
If the employer does not make
choice of the Pension Fund Manager
(PFM) or scheme preference, each
subscriber will be able to select his/
her own. There are six fund man-
agers and four investment options
available for the investors including
equity, corporate debt, government
securities and an auto lifecycle.

But for all this to happen, compa-
nies will have to do some rethinking
on their salary structure. “Compa-
nies will have to restructure the
salaries of their employees to avail
full benefit on NPS. More than 30
companies have already registered
and we are expecting much better re-
sponse in coming months,” said Ka-
mal Chaudhary, CGM, PFRDA.

There are some who see a con-
vergence between NPS and EPFO
going forward. “Those companies
wishing to avail of NPS Corporate
scheme will have to contribute over
and above the mandatory require-
ment under the EPFO Act. In the
medium to long term, I foresee a
convergence between NPS and
EPS,” said Dhirendra Swarup,
ex-chairman of PFRDA.
NPS OFFERS ADDITIONAL TAX SOPS

There are three tax provisions under
the Income Tax Act, 1961 that you
must know to take full tax advantage
on NPS contribution.
SECTION 80 CCD(1): An employee
can claim tax deduction of up to 10
per cent of the salary contributed to-
wards NPS.
SECTION 80 CCD(2): The employee

can claim tax deduction on contribu-
tion made by the employer, not ex-
ceeding 10 per cent of salary.
SECTION 80 CCE: Employee can
claim the self contribution subject to
the Rs one lakh limit in Section 80C
but will also be able to claim deduc-
tion on employer contribution to
NPS above the one lakh limit.
LET US TAKE AN ILLUSTRATION:

« Annual Salary: R 2 lakh
« Dearness Allowance: R 1 lakh
« Allowances taxable: R 40,000
« Perquisites taxable: R 60,000
« Investment u/s 80C : R 1 lakh

The employee has contributed
R 30,000 to his NPS and the em-
ployer also makes a matching contri-
bution of R 30,000. The deduction
under section 80CCD is as under:

UNORGANISED SECTOR
While those in the organised sector
compulsorily contribute to EPF, oth-
ers who are self employed and in un-
organised sector normally do not
have such saving. One needs to un-
derstand that due to inflation what
costs R 100 today would cost R 107
next year (at 7 per cent inflation) and
when compounded over next 20 –30
years, the need to meet those ex-
penses grows exponentially. Thus
you need to have adequate savings to
meet your post retirement expenses
and NPS comes as an option for
everyone to invest for long term in a
tax-efficient manner.

EPF VS NPS
Both EPF and NPS are meant to
build a corpus towards retirement
but they are structured differently.
While NPS scores over EPF on some

points, there are few reasons for
EPF to cheer about.

EPF does not have equity expo-
sure but NPS has an equity option
wherein over 50 per cent of the
investment can be invested into
equities. Taking advantage of this op-
tion PFMs have generated, an
annualised return of upto 17.8 per
cent since its inception in May 2009
against 9.5 per cent interest that was
available in 2011-12 on EPF.

However, EPF enjoys “Ex-
empt—Exempt—Exempt (EEE)”
status while NPS, as of now, is under
“Exempt—Exempt—Tax (EET)”
regime. This means that at contribu-
tion and interest accumulation stage,
both the schemes are tax exempt but
at the withdrawal stage while EPF is
tax free, NPS is taxable.

EPF also scores over NPS on liq-
uidity. While EPF withdrawal is tax
free after five years and can be com-
pletely withdrawn, NPS does not of-
fer any liquidity till the age of 60.
NPS subscriber needs to compulso-

rily invest a minimum of 40 per cent
of pension wealth to purchase a life
annuity from an insurance company
and both the amount withdrawn as
well as annuity of NPS scheme is tax-
able. If you wish to opt out of NPS
before 60, you have to purchase a life
annuity for at least 80 per cent of the
corpus. According to Kuldip Kumar,
executive director at PwC, “One
needs to wait for the final Direct
Taxes Code Bill, under which, hope-
fully, withdrawal from NPS may be
exempted for everyone.”

“It is just a matter of time when
NPS will be granted the EEE
status,” said a senior finance
ministry official

INVESTING IN BOTH
Experts say that nothing stops one
from doing so. “One can invest in
both the schemes and claim tax bene-
fit on both NPS and EPF, subject to
the respective limitations,” said
Kuldip Kumar. While contribution
to EPF and/ or NPS reduces the take
home salary of a low income cate-
gory, those in middle or higher man-
agement level have a good option to
invest in NPS as employer’s contri-
bution is eligible for tax deduction
and that helps to improve their over-
all return, suggests Kumar.

Experts believe that since NPS
forces one to remain invested for a
very long term it makes sense to con-
sider it only for retirement savings.
While those in the organised sector
may look at additional savings in
NPS along with EPF, those who are
not covered by government’s EPF
scheme must definitely invest in NPS
to secure their retirement. So if you
have still not looked at it, open an ac-
count today and take a firm step to-
wards secure future. �

—ritukant.ojha@expressindia.com

HOW SECTION 80 CCD WORKS
Particular Amount

Basic salary 2,00,000

DA 1,00,000

Allowances taxable 40,000

Perquisites 60,000

Employers contri-

bution to NPS 30,000

TOTAL INCOME (A) 1,30,000

LESS: DEDUCTIONS

u/s 80CCD (1) - Employee’s
contribution (10% of
Basic salary+ DA) 30,000

u/s 80C (Total deduction
cannot exceedR one lakh) 70,000

Total deduction u/s
80C, 80CCD(1) 1,00,000

ADDITIONAL DEDUCTION

u/s 80CCD (2) — Employer’s
contribution (Restricted to
10% of Basic salary+ DA) 30,000

TOTAL DEDUCTION (B) 1,30,000

TAXABLE INCOME (C=A-B) 3,00,000

(STD TAX DEDUCTION R2,00,000 SEPARATE)

(Courtesy: BDO India)

INDUSTRY ON NPS

CII
CII is working with PFRDA on pro-
moting NPS among the industry
members. Transition to NPS could
be encouraged by allowing the
“E-E-E” taxation regime.

FICCI
NPS should not be viewed as an al-
ternative to EPF but as an additional
benefit that employers may provide
to employees.

ASSOCHAM
Most companies are adopting a
wait-and-watch attitude at pre-
sent. They will carefully watch how
the NPS is performing.

C R SASIKUMAR

Administrator
Highlight


