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Plan it rig

Don't forget to in the

" rush for saving income tax
By Sharmista Chaudhury
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TAX PLANNING

voidingtaxisnotagood
thing to do, but saving
itsureis. Undersection
80C of the Income Tax
Act, you can save up to
31 lakh on your taxes
through investments. However, in
the rush to save this amount, the
investment part of the tax plan often
takes a back seat. Tejas Pahlajani, 26,
for instance, has two life insurance
covers—he spends 50,000 a year on
each. While the interest accrued on

one of these policies is 7 per cent, the
other one can be bought back at mar-
ket value after 10 years.

Tejas is not a seasoned investor,
and these policies were bought on
advice of a broker during his last-
minute tax planning effort. “All my
investments happen in a rushed
manner. I usually make them to save
on taxes and I end up making a big
payment at the end of the year. T do
not even read the policy document
as such,” he said. The one growth-
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oriented move that he had made was
to put 230,000 in an Equity-Linked
Savings Scheme (ELSS). The money
he invested a year ago has given him
an 18 per cent return.

Tejas is quite happy with the
investments he has made, as they
suited his risk appetite and ensured
tax benefits. However, with a little
more research he could have made
a lot more money along with saving

on taxes.

There are many like Tejas who
put in a lot of money without taking
into consideration the returns they
are getting. The thing is, tax plan-
ning need not just be about putting
money away arbitrarily in the most
tax saving avenue. The first rule of
tax planning is to have a financial
plan. It is not ‘How do I save on it?’
but ‘How do I make this work in my
favour?’

An important thing while mak-
ing any investment is ensuring that
you have all the necessary informa-
tion—right from the rate of return
and lock-in period to how easily the
amount can be withdrawn. Reading
the fine print is always important.

When it comes to tax-saving
investment, it is good to prioritise.
“A Public Provident Fund [PPF] is a
must,” said Sumeet Vaid of Freedom
Financial Planners. “Then a life
insurance term plan, a housing loan,
an ELSS and lastly infrastructure
bonds. That is how we approach tax
planning.”

PPFisagood placetostart. A tradi-
tional mode of investment, it prom-
ises an 8.5 per cent return which
is tax free. Your investment stays
locked in for 15 years. The downside
is that the maximum amount you

Tejas Pahlajani's
two insurance
policies were bought
on advice of a
broker during his
last-minute tax
planning effort.




can invest in PPF is ¥70,000.

Then comes insurance, one of the
most popular instruments to save
tax. The insurance premiums you
pay for yourself, your spouse and
vour children are all tax deductible.
Butmakinginvestmentsininsurance
schemes solely for tax planning is
not wise. Said Mahavir Chopra, head
of personal lines and e-business,
Medimanage.com, “[Insurance]
should not primarily be looked at as
tax-saving tool, though, if you havea
good adviser, he can help you maxi-
mise your goals while achieving tax
benefits as a byproduct.”

You can claim up to 15,000 under
health insurance under section 80D.
But while choosing a product you
can also loek beyond the ordinary.
For instance, said Mahavir, out-
patient department (OPLD) health
insurance products maximise tax
savings. “The premiums for such
products are as per the maximum
tax breaks currently available. The
product provides a sum insured
which covers inpatient expenses
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Neha Israni, 25,
invested 330,000

in two equity-linked
saving schemes
three years ago.
When the market
crashed owing to

the financial
slowdown, so did her
investments.

and another sum insured which cov-
ers outpatient expenses,” he said. A
73 lakh hospitalisation (inpatient)
cover for a family of four will cost
around 25,000, in the case of a stan-
dard mediclaim product. Such an
OPD health insurance product will
charge 215,000 and provide an inpa-
tient cover of 3 lakh and an out-
patient (general medical bills and
other similar expenditure) cover of
29,000 to 10,000.

But there is a downside. The
product is efficient only if the opti-
mum sum insured is ¥3 lakh. For
most families (of four people) living
in metros, the sum insured should
be at least 5 lakh. “So just for a tax
break, you may get a short-term tax
benefit but would end up buying a
less than sufficient long-term health
cover,” said Mahavir.

Rut health insurance has a more
important role to play as an indis-
pensable component of financial
planning. “One should choose a
health insurance cover not with the
sole intention of saving tax, but to
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hedge the financial risk rising out
of the spiralling medical costs,” said
Antony Jacob, chief executive officer,
Apollo Munich Health Insurance.

For those who do not mind tak-
ing a little risk ELSS offers excel-
lent opportunities. The reason for
its popularity is simple. “Tt is the
only tax-saving avenue which is
also a growth avenue,” said Suresh
Sadagopan of Ladder 7 Financial
Advisories. What works in favour
of ELSS is its three-yvear lock-in
period. It keeps you invested for a
long period, absorbs the volatility
of the market and guarantees good
returns.

If you want an investment which
beats inflation,” ELSS and tax-sav-
ing mutual funds work out pretty
well. “ELSS is the best way to go. It
can prove to be better than PPF in
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terms of returns depending on the
client's prn[’ilc and risk appetite,”
said Abhinav Anigirish of Abchlor
Investments. While investing in
equity helps it beat inflation, it is
subject to market movements. Being

market sav vy hbipré here. Take the

Sneha Menon, 26,
has taken an
educational loan and
pays an interest of
10.5 per cent on it. “I
am paying off more
as interest than the
amount of tax
liability 1 have. So
that is one place
where I save,” she
said.
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case of Neha Israni, 25, who invested
230,000 in two equity-linked saving
schemes three years ago. When the
market crashed owing to the finan-

cial slowdown so did her invest-
ments. “I would not say I have lost
complete faith in ELSS but I would
rather invest in stocks directly now,
after doing my research,” she said.
Another downside is the fact that
ELSS will not be tax deductible
under the impending Direct Tax
Code.

Looking beyond section 80C for
tax deductions could be quite gain-
ful. “Make sure you check with your
investment adviser for all available
options apart from the popular ones
like 80C. You should look at 80D
[mediclaim], 80DD [medical treat-
ment of dependant], 80CCF [infra-
structure bonds] and 80E [interest
on education loan| among others,”
said Rajnish Kumar, executive vice-
president, Fullerton Securities and
Wealth Advisors.

Sneha Menon, 26, has taken an
educational loan and pays an inter-
estof10.5 per centonit. “Iam paying







