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Banking on
Mutual Funds

Indian investors have always believed in bank deposits.
Now mutual fund houses are trying to woo them through
customised schemes. BY DIPAK MONDAL
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Liguid Funds vs

Savings Accounts

The primary sbjectve of having.a
qivinps accoenl with 5 bank &
ensuire that your surplus cash re-
mating safe and completely lquil
Alang with this. you alse earn &
yenrly intezest of 3,5 pereenl, Liguid
schiemes of fumds coene very chose to
sl SO0,

Such sehemes are often nsed by
ligh net warth ndividuals, or 12
a5 savifes acesonis. Maney in a lig-
wid fuimd e be redermed witlin 2
v of submizssion of a whhdrwal
application. These lumds invest in
mehey marken instriomesmnls — o7
tilicites of deposit, commercial pa-
pk easary hills governmenl we-
ritles and ather d=ha papers with
mabwrities of wpto %1 doys,

Puessides being liquid in nalur,

of household savings in
india go into bank fixed
deposits, bonds and
savings accounts

3.8%

of the country's total
household savings 1s
invested in different
mutual funds schemes

these funds ofter lsigher and muore
teelicient resumms thaan Jukr 5av-
ings accounts. Wiile you earn an
annual imesest of 1.5 per cent In
sipviglEs. BaCConimi oy Imveeting n ligy
v fuunels yom make 5.5 per conl o
um iwerage. You can bmvest for g5
shurt o peried as oo ey, Mo exit Toad
ts charged Tor wilkudrsal.

Ahhingy Anginsh, founder and
managing director, Abchler
[nvestment Adviaors, saps: “Une can
frvest in liguid funds tor very short
periud — o day o & lornlght, 3a
Fraimkes v bed anllony soa bo apesty i s
s acvount for such sl period.
The interest rate is ako higher thin
that pffered by & suvings avoount.”
How liguid funds beat savings
accoumnis: The nel ssaet valae, o
s, of Hguid funds are declared
even on Spierdays nnd Sundays.
Besldis, the iovestment |5 done o
the previous day's s Theae two
featires stiract o larpe number of

trnvendldies 1o spch lomels

Cinskler & siuation where yon
b received o Jarpe s ona Friday
Lar b pssed Tor o corlain purpase an
Monidan S, insiead of keeping the
msaney [ voor bk, son can ovest
i b i g and @t Thiarsday’s AV
and earna decent reiwm.

Aricdlier stritegy nual by s
s ter benefil Eroam T s s L
fmvest o certaln smeant in o lguid
Fiandl inind Epsiermaticadly warsher it o
i equity o, This strategy belps
v i froim the liquid and as well
a S the eguity fund,

A similar approach ks used by
Bharti axa ligaklity scheme 10 won
ivestars. The daily pains froms Bhiri
ava Ligoid Fund and Tressars
Advantage Fund are trinsferred 1o
BRart axa Eguity Fund or Bharil
AXA Focvisel Infrasireciure Fund,

Frateek Apmnwal, biead, ety o
Biharti sxa Investment Maager.
sayvs “The pverngs aneial peturm
piven by liquid funds s betwveen 5
and 3.5 per cont. [T vona tramsler anly
the dathy gains irom liguld fumsds o
cipaity s, [ will mat enly glve
capital peatectin benefits ban alo
ligh equiey returns,”

[ual s fior, these fuansds wre oesthy
s Iy imstiviions and e for park-
img rher short-erm sirplus moeg
Hinveser, finaneial pliness say retall
wpemtors shonld also look ot these
forrsds bry rmadie seart pains.

Tax implications and expenses
Thigre 14 o getting Ay [Fom o
dinvidemd muorme which is 25 per cem
fiorr liguied fundds and 12.5 per cent for
athet debt funds, Also, capital pains
i b= aprplicabde on leeid furnls, & It
i= far all debs funds, T g oypcad debt
fund. the kangeterm capital goons Lax
withot melesation i L0 per cent,
while i1 {8 200 per cemd with Indexa-
than, Shori-berm capliol pilns fx is

wﬁlemﬂmannualhterestnflﬁpermntnnmrdepmﬂs
insauinqsmnt.ywmahﬂtn?permntinliquidhmds.
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Top 10 MIPs in terms of 5-year returns  Top 10 FMPs in terms of 3-year returns
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dedurted besed on your meome Ex
slaby Indexation here means adjust-
i yusar e labilsties to indlation. The
fe churged by Bouid lunds & asneally
kowrer — il panges from 1 per cend 1o
1.5 per cenl of the corpos mvested.

Fizxed Maturity Plans vs
Fixed DEWE“S
Al:\'.'urﬂi:ng ta the nwm, aroond
148 lakh crore is invested i bank
freed depasdts. or fos, (o L countey,
Al the typical o mvestor is hard 10
pleass — he is conservative and B
not cathe koking, far capital protec-
thain bt ibso guaranteed relurns,
Bat, the mature of thic s beast 5
such Lhat i coannot completely gisir-
amier returns However, some Lnds
have come ot with schemes that
has very low-risk portfolics and ol
ten gemnerade hetler peturis than s
even thenagh they do not guamanies
capital approeckatin,

Flved maturiy plans. or i, e
closed-ended debt funds which bald
deht paper with mabsrity pericds

TIE BUSINESS TOIY Apeir 3 2007

lonwer fhain or equal tootheir ovn
Thia. almig with clised-coded na-
ture. minimises the Interest rte risk.
How FMPs seove over Flks: The
closed-ended mature of an e en-
supes thiat the fund halds the debt
papers Hll maturicy aral hence the
renerms dre admost guaranteed. The
fverage unnual return frpn iy
aer the post theee years. hinvver,
has ot been toa high, ranging fom
b5 66 7 pir cent, bot more than hall
ol the availalde pais, with maturity
perinds of more than three years,
keive delivered over 7 per cent re-
mirns

There 1w ki b chonse from with
Eur meturity perbods canging lram
three manths (o e wars

Tax-elficiency & another prsine
Feature, Fund houses often launch
EstPs which have maturities of jus
et i yenr — 170 or 390Hdags, exies
with =mich matrtty periods help in-
vetore butiellt foom digble ncesn-
tlom | 5ee Benpfit o, Dunfile Trackoadnin).
where capitul gnins are adjusted (e

*“You can invest in liguid funds even for 3
day or two. You can't open a savings
bank account for such a short period.”

ABHINAY ANGIRISH,
Faunder and MI, Abchlor Investment Advisars

mdletion wice, aoce in the ywear of
imvestment and then ot the Eme of
L L
The disadvaniage: The closed-
ended matore of s can prove 1) he
a spailer for imesions, as they canss
redeem thelr Investiments prema-
turely, The coly wary (0 gef sutof an
e 5 b sedl the units an-a siock ex-
chiznge. Hoveever, transaction vl
uiikes for PPy ane abysmally low
meking the funds virtoalby llgusd,
[ cose of Fis — barring the ones
Lo for b savings under Section B0
— investors can make Prematune

*whthilads by sacrificieg 4 hitaf in

tepest e, which & juse 1 percent
le=ss in catse of premutare wiihdrsals
Alik Sgh, Bisaid, ond income, B
Parihas Myl Pund, sys =is wine
tloser 1o s in Lheir ormer avatar
when early extis were alloaved, Witk
the ban oo witldnneal before matu-
rity. s cortadinly are bes nrractive.”

Capital Protection Funds
vs Bank FDs

Chpital Prodection Funds are ¢loseé-
el s hernes with temones remeging
firom gae (o flve years, These funds
irreest a larpe partion (wp m 90k per
ceng) of theedr pretiofia ln good qualing
deba paper with matarites sanlar to
Lemaures al L schiemes, amel the et
in equity instruments. While the
mrmey friested fn debt instnuments
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tries o recower the principal amemme,
the return lboom e poction b equity
ailids 10 M. giving capital progection
] o] retuarms

However, Investiment n rhese
funds cannot be redeemed preni-
turely and hence figuidity s o
CONCEr,

Kulpen Parckh. depury Chiel
Execurive (Mllcer, e Mot Fund,
s “Capital progectbon linds heve
recently been offered ancd imestars
wre keen an theim. purs Bave been
more popalar 25 they invess anly in
debl instruments and ofler similar
risk and refurn prodile ke soen-
tcmal debd instrurme s In the last dx
months, pairs have added around
T30 crore of assets hetwven ne-
rail urnd porparate bvestors.”

MIPs vs Bank Monthly
Income Schemes
Muotual funds have heen pitching
irurtlaly Inevese plins, or pis asa
sl regular Inceme for lovestors
agaiisl the monthly meome schemes,
ar v, of banks, ses ane debi-od-
ented bvbeid Binds with over 55 per
cenl of portlids Brasded indebt m-
airumienis wind the vest 1 egieites.
These schemes pan: pegudar divi-
demds. Bank schiemes are jos with
interes puid in mondhly instadimenis,
Nlutual Funds sops by gooffer re-
turmis which are hetter thinmn bank v
with the help of their exposurs o
equities, While nterest oo bink ms

runges [eom g Y per cene, s hove
v am dverae rebarn of between
il 7 pog cend over Uhes past live years
with the hetter perionming fands ghe-
ing betvspen 1iand L2 percent
“bipubty vxposire of s mokes
them mere aftracine m terms of re-
tirnsg than menthly schemes of
hanks, Market risk also ncreises with
the squity companent.” siavs Anll
Bazgo, Chilel Executive Officer Rights

AMIL REGD,

Flormeon, a hlangabors-based Anancial
plarming firm.

Himwveser, lrvestars maust remei-
bwer that divadend payomes i owes are
subiect o awvailabality of funds. I the
seheme b nking o loss, it |5 possthle
thit the fund howse nsay nst pay
divirderd. In 2008, mpny ves skipgped
momthiy dividend payments doe o
indverse masket comditions.

Dividends on soes are taxable ar
1. 2.% per cenl. Chne way io escape the
dligiderud deteilarion Tax i to pofoc o
groath plan and choevse i sysemai
withdmmeal option,

Uncler aysteonnte wilhdnovl,

Taxation of mutual funds & fixed deposits

COHTY TUND  GEAT FiKD § 0T GEPOETE
laxan dividand NIl 25% on Sguid funds HA
12 5%-an any afher debd funds

-term Mil 10% without mdexatian &5 per inpome

cap ital gains tax 0% with Indesation qains b sla

Short-term B3 At por inchme Eax slab A5 per intome

capital gains fay capita tax slah
T0% HA MR Applicatibe mhen et
incoime eandds TIH00

Saurtie Sk inh i

von can elther withedrae the capital
apprectated poeton of o predeter-
mined amount, Any withdrawal
within i yesr of ivestinent thowgh
rviies i 1 percend cxlt Kad,

Recurring Deposits vs
SIPs in Mutual Funds

Hiny aftem do you g Ioe goal-hased
savings such as pulting a s nskle
frr your chilldren's education or mar-

“Equity exposure of MIPs makes them
more atiractive than bank monthly
income schemes in terms of returns”

Chief Executive Officer, Rights Harizon

ringe. toe Buiving & coar or e a holiday
s’ Bambs offer recurtiing deposi
seliemes, where o smiall amoani can
b zawed wvefy nonth b creme fands
1o et fiture gnals

Interest rates n recourring
deposits are the same a: As ood the
eralurily perond] waries [Fvm ooe e
five years

B 1 3 find the inderest caes
FUO wery abtractive. wou ciln iy 01
i Ve ||‘Il."'|.'.‘i[II:'II.'I:Il|:||HI.'L or 51,
of a goid equity fund, The reourns
are generndly higher. bul they are
riskber o

“It is possible that at the time
when vou need the maoney. equiiy
markets may hive: Gllen sharply and
viir ivvestmert iy have shinunk,”
sy Dewnng Shah. an independeni
Inancial plannet.

The above mentioned schemes
nee welktheaght oul und smartly
curved to fap a Lurger chunk al
Indizn hausehold =wings, But aps-
Ivers do seot 5o them uy perlect me-
pacements for traditlona] banking
pencucts. Mogt me progducts hawe
riska invalved. which make many
risk-iyse pestors quile wery T
the sill-nascent s secior addeesses
the isswe. remuing to be ssen. #
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