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“Wealthwise” is a monthly publication
brought to you by Wiseinvest Advisors,
which is a quality investment advisory firm
that specializes in mutual funds. Our CEO,
Hemant Rustagi, is a well known personal
finance expert. He brings with him an
experience of more than 25 years in this
field. He regularly writes articles for major
national dailies and business magazines as
well as appears as a personal finance expert
on many investments related TV shows.
Besides, our team of advisors has
professionals who have spent years in the
mutual fund industry. In the last ten years,
thousands of our clients have benefitted from
our quality advice and have made mutual
funds as the mainstay of their portfolio. You
can benefit too from our expertise for your
existing as well as new investments. All you
need to do is to just call up any of the
branches or email your requirements at
information@wiseinvestadvisors.com
and our professional advisors will do the rest.

The Reserve Bank of India surprised markets with a 25
basis point reduction in interest rates on January 15, 2015
and signaled it could cut further, amid signs of cooling
inflation. While the early move was unexpected,
aggressive reductions in rates have been seen as likely
over the course of the coming year to help India's
economy out of a rut, with growth rates struggling to
recover from their weakest levels since the 1980s. Acting
ahead of a scheduled RBI policy meeting on Febuary 3
and the government's annual budget statement in late February, the RBI cut the
repo rate - its key lending rate - to 7.75 percent from 8.0 percent, where it had
been for the past year. While some of the banks have announced 25 basis cut in
their base rate, many others are likely to announce the rate cut soon. As a result,
your loans like home and auto loans will get cheaper.

Address to be affixed here

India's stock market was up around 30 percent in 2014, making it amongst the
best performing markets in the world. However, despite such strong
performance, Indian equities are trading closer to its long-term average
multiples at around 17x. Considering the moderation in interest rate and
expected pick-up in growth, the valuations are likely to get re-rated. The IMF
forecast that India will grow faster than China reinforces this optimism.
FIIs continued their optimism on Indian market by being net buyers to the tune
of $16 billion in 2014. Mutual funds too turned net buyers to the tune of around
$4 billion after being net sellers for the last few years. With the expectation of
Indian economy growing faster in the coming years and major policy decisions
on the anvil, FIIs inflows in 2015 are expected to be strong. Moreover, Indian
economy will also benefit from fall in crude prices as well as from the recent
quantitative easing in Europe.
Unfortunately, only a small section of Indian investors has been able to benefit
from the surge in the stock market that began last year in anticipation of a Modiled government coming to power at the centre. A current market like situation
can make investors regret at having missed out on a great opportunity to earn
handsome returns. The right way to tackle a situation like this is not to allow
anxiety to cloud your investment decisions. Therefore, if you are one of those
investors who are facing the dilemma whether to invest now or not, the key
decision that you need to make is about your asset allocation. Remember, the
right way to do so is to invest in an asset class like equity only when you are
investing for achieving your long-term objectives like children's education,
their marriage and your retirement planning.
Warm regards,

Hemant Rustagi
Editor

The Stock Market
Performance
During January 2015.
Indices

1st
January
2015

30th
Change
January in (%)
2015

Sensex

27,507.54 29,182.95

6.09

MIDCAP 10,440.17 10,738.59

2.86

SMLCAP 11,225.22 11,329.26

0.93

BSE-100 8,378.82

8,903.10

6.26

BSE-200 3,433.21

3,641.16

6.06

BSE-500 10,744.62 11,346.24

5.60
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Multi-Asset Class Funds: Should You Invest In Them?
One of the key factors that decide how much risk you are likely to take on your

These multi-asset class funds follow different investment patterns. For

investments and what to expect in terms of returns depends on your asset

example, while Axis Triple Advantage fund invests equity and debt

allocation. Asset allocation is a form of diversification that reduces your

component in stocks and debt instruments respectively, its allocation to gold

portfolio risk more than it compromises returns. When you invest in two

is through its own gold ETF. On the other hand, there is Franklin India Multi

different asset classes that tend to go in opposite directions in different market

Asset Solution fund, which is a fund of fund. Simply put, this fund invests in a

conditions, the combination is likely to have a stabilizing effect on your

combination of other funds of Franklin Templeton mutual fund as well as

portfolio. For example, the stock market does well during an economic boom,

another mutual fund. For example, equity portion is invested in Franklin India

and loses ground during recessionary times. Bond market, however, goes in

Bluechip fund, debt component is invested in Franklin India Short Term Plan

the opposite direction.

and allocation to gold is through Goldman Sachs Exchange Traded Fund.

For your asset allocation strategy to be successful, it must be flexible enough

Of course, there are certain drawbacks of investing in multi -asset class funds.

to accommodate the changes in your financial circumstances as well as the

While someone looking to invest in these asset classes separately has the

changes in the economic cycle. It is important because economic environment

option of choosing from a number of quality funds for each of the asset class,

has a direct impact on the behavior of the financial markets.

for an investor in a multi-asset class fund, the choice gets limited. A fund
house managing a multi asset class fund may not have the same level of

Considering that there are three major asset classes i.e. equity, debt and gold
that most Indian investors invest in, deciding the right proportion for each one
of them in the portfolio can be quite a daunting task for many of them. Even
more challenging can be a situation wherein one is required to rebalance the
asset allocation to bring it closer to its original level. One of the reasons why
investors suffer is because they move out of an asset class completely when
they are faced with adverse market conditions. It is quite common to see them
selling their equity investments during stock market downturns and moving
out of debt during the periods when the stock market does well. Many
investors who invested in gold a few years ago are facing the dilemma of
whether to stay invested or move the money into equity funds.

expertise for different asset classes. Moreover, an investor loses the flexibility
to change the asset allocation when his personal circumstances may require
him to do so. That's why, one must have a close look at the proposed asset
allocation in a multi-asset class fund before investing in it.
Another major drawback of multi asset class funds is tax implications of
investing in them. Since as per the present tax rules, only those funds that
invest 65 percent or more in domestic equities are treated as equity funds,
these multi-asset class funds are considered as debt funds. Besides, fund of
funds, irrespective of their asset allocation, are treated as debt funds.
Therefore, one has to remain invested for three years to claim long-term
capital gains benefits. Any gains on units redeemed before three years is
treated as short term capital gains and is taxed at one's nominal tax rate. For

For all those investors who can't decide on their asset allocation as well as
when and how to rebalance it, multi-asset class funds can be the solution. As

example, an investor in 30 percent tax bracket is required to pay short term
capital gains at 30 percent if he redeems his investments before three years in

the name suggests, these funds invest in different asset classes such as equity,

a multi-asset class fund. Of course, this drawback can be tackled to a large

debt and gold. These funds usually cap the maximum and minimum exposure

extent by investing for the longer duration and sticking to it despite ups and

to each of these asset classes. Since the fund managers are required to

downs in the performance of individual asset classes that are a part of it.

maintain these limits, they keep rebalancing the holdings through strategic
and tactical asset allocation from time to time. It makes rebalancing a

As is evident, there are pros and cons of investing in multi-asset class funds.

disciplined as well as a tax efficient exercise. Besides, since the money

The key, therefore, is to asses one's ability to decide asset allocation and

remains invested in different asset classes, investors do not miss out on

rebalance it. If there are doubts, one would be better off opting for multi-asset

sudden gains in an asset class. Of course, one misses out when a particular

class funds rather than facing anxieties every now and then about moving in

asset class does well for prolonged periods but then the key to investment

and moving out of different asset classes. Moreover, these funds can be

success in the long run is to maintain the right balance between risk and

considered for a particular goal that may require allocation to more than one

reward.

asset classes rather than for the entire portfolio.
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What Should You Do Now?
In a surprise move on January 15, 2015, the RBI cut repo rate i.e. the rate at

Secondly, the decision whether to invest in equities or not should not depend

which it lends to commercial bank by 25 basis points to 7.75, with immediate

upon the current mood of the market. The key deciding factors should be an

effect. As this was the first repo rate cut since May 2009, it brought cheers to

investor's risk profile, time horizon and investment objectives. It is a proven

the stock market. No wonder, the benchmark indices marked their biggest

fact that equities have the potential to deliver much better returns than other

daily gains since May 9, 2014. Since then the Sensex has risen by 26.91

asset classes provided one is willing to invest for the long term and follow a

percent and the Nifty too gained around 28.43 percent. Considering that the

disciplined investment approach. The same principle applies in the current

rate cut is likely to strengthen the positive momentum in the economy and

market situation too. Therefore, if you are one of those investors who are

kick start the investment cycle, the stock market can be expected to do well

facing the dilemma whether to invest now or not, the key decision that you

over the next few years.

need to make is about your asset allocation. Remember, the right way to do so
is to invest in an asset class like equity only when you are investing for

This rate cut also augurs well for the debt market and for investors in gilt and

achieving your long-term objectives like children's education, their marriage

income funds that follow duration strategy. Since there is an inverse

and your retirement planning. Since these are goals that require you to

relationship between interest rates and bond prices, declining interest rates

generate a large corpus, a combination of an asset class like equity and a

boost the NAVs of these funds thus providing attractive returns to investors.

disciplined approach of investing thru SIP in options like diversified equity
mutual funds can do the job for you. Remember, investing a fixed amount at a

Unfortunately, only a small section of Indian investors has been able to

fixed interval will take emotions out of your investment process and you will

benefit from the surge in the stock market that began last year in anticipation

be able to tackle the market fluctuations in a much better way by averaging

of a Modi-led government coming to power at the centre. In fact, many

your investments over time.

investors who invested around the peak market levels in 2007 and 2008 have
been selling their equity holdings at every rise in the market considering it to

If you not comfortable with investing a very high proportion of your long-

be an opportunity either to book some nominal profit or recover their losses.

term investment in equity funds alone, there is an option of investing in hybrid

In other words, since equity is still not a widely accepted asset class among

funds. There are a variety of hybrid funds on offer from mutual funds and you

investing public, the retail participation has remained very low.

can benefit from them in more than one ways.

However, a current market like situation can make investors regret at having

For example, you can invest in equity or debt-oriented balanced funds. Then,

missed out on a great opportunity to earn handsome returns. The right way to

there are funds that invest in a mix of equities, arbitrage and debt instruments.

tackle a situation like this is not to allow anxiety to cloud your investment

As is evident, you can decide how much risk you can take to enhance your

decisions. Therefore, the question that needs to be addressed is what should

returns and then decide on an appropriate investment option.

those investors, who have stayed away from the stock market so far, do now?
Firstly, it is important to understand that Indian stock market has benefited
from a significant change in the government that is working towards bringing

A Note To Our Esteemed Readers

about structural reforms to generate a significant boost to long-term

Wealthwise is being sent to some of you on a Complimentary basis as a part

economic growth. Therefore, the momentum towards growth and reforms as

of our humble effort to ensure that more and more investors get the best from

well as improving fiscal situation on the back of declining oil prices should
continue to prop up the stock market. However, it is equally important for
investors to know that given the stock market's tendency to turn volatile every
now and then, they must be prepared to face volatility from time to time, even
when the market is on its way up. In fact, the level of success that investors can
achieve will depend on how they face these fluctuations going forward.

their investments. We sincerely hope that you would like the contents of
Wealthwise and in some way benefit from it. However, if you do not wish to
receive “Wealthwise” on a regular basis, please let us know either by
sending us a mail on information@wiseinvestadvisors.com or by calling us
on (022) 26732676 / 77. You can also write to us at our Corporate Office
address mentioned on page 6.
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Performance Of Select Funds
Data as on January 30, 2015
EQUITY FUNDS
Diversified
Fund
Axis Equity Fund
Birla Sun Life Frontline Equity Fund
Birla Sun Life Equity Fund
BNP Paribas Equity Fund
Canara Robeco Equity Diversified
Franklin India Prima Plus Fund
HDFC Equity Fund
HDFC Top 200 Fund
ICICI Prudential Dynamic Fund
ICICI Prudential Focused Bluechip
Kotak 50
Kotak Select Focus Fund
L&T Equity Fund
Reliance Top 200 Fund - Retail Plan
Religare Invesco Contra Fund
SBI Bluechip Fund
UTI Opportunities Fund

GOLD
Fund of Funds
Launch 1-Month* 3-Month* 6-Month*
Jan-10
3.88
7.73
18.77
Aug-02
6.71
10.11
20.79
Aug-98
6.25
10.43
19.05
Sep-04
8.82
11.50
22.82
Sep-03
6.26
8.68
17.99
Sep-94
6.09
12.94
27.96
Jan-95
4.63
6.15
17.34
Sep-96
4.49
5.93
16.93
Oct-02
4.56
5.11
14.03
May-08
6.11
7.20
18.72
Dec-98
7.85
10.64
23.61
Sep-09
6.71
13.41
30.28
May-05
6.60
11.02
23.57
Aug-07
6.10
9.93
25.36
Apr-07
6.28
11.87
25.93
Feb-06
6.24
9.19
21.72
Jul-05
6.71
8.48
20.01

1-Year* 2-Year**
52.43 27.65
60.76 28.66
72.35 33.25
66.26 30.88
55.21 23.92
71.88 31.67
69.28 27.93
61.16 24.92
47.67 27.54
55.00 27.26
58.40 24.51
74.77 33.86
66.39 29.30
70.13 30.17
81.80 34.08
59.50 28.84
55.70 26.47

3-Year** 5-Year**
25.66 15.62
27.46 17.05
29.22 15.24
27.70 18.58
23.23 16.15
28.23 18.86
25.24 17.23
22.83 15.95
24.08 16.53
24.06 18.08
22.48 14.60
29.69 18.66
24.14 17.24
28.18 17.64
28.56 16.71
28.30 15.73
23.34 17.79

Sector, Specialty & Tax Saving
Canara Robeco F.O.R.C.E Fund
ICICI Prudential Infrastructure Fund
Reliance Banking Fund
Reliance Pharma Fund
Axis Long Term Equity Fund
HDFC Long Term Advantage Fund
HDFC Taxsaver Fund
IDFC Tax Advantage (ELSS) Fund
Reliance Tax Saver Fund

Sep-09
Aug-05
May-03
Jun-04
Dec-09
Jan-01
Mar-96
Dec-08
Sep-05

5.07
5.80
7.89
3.71
6.09
3.42
3.44
7.52
5.60

15.31
9.37
16.64
7.09
12.35
4.32
6.17
14.31
11.07

30.13
17.58
28.84
28.35
27.35
12.82
18.53
23.63
31.17

75.02
78.06
96.21
54.59
81.32
53.24
68.47
61.94
106.57

26.89
25.04
25.40
39.71
43.95
27.04
29.80
31.24
43.04

28.07
19.83
27.72
33.28
36.21
24.59
24.96
28.91
36.31

19.96
9.46
21.07
25.13
24.95
16.85
16.60
18.42
22.78

Jan-06
Jun-07
Aug-04
Sep-05
Mar-08
Sep-94
Mar-05
Mar-08

3.62
3.06
5.62
4.70
2.80
6.21
3.53
3.70

12.70
13.05
10.46
11.97
13.15
15.17
10.61
13.23

29.50
28.18
23.82
25.11
27.00
31.96
26.54
28.25

103.72
86.57
92.70
72.62
73.68
81.48
71.84
88.58

48.95
41.55
40.69
34.08
30.78
38.66
32.12
40.93

45.09
35.36
36.22
31.10
30.05
35.04
31.05
37.07

24.98
25.06
23.01
21.73
19.77
22.77
22.20
25.68

Midcap & Smallcap
Franklin India Smaller Companies Fund
HDFC Mid-Cap Opportunities Fund
ICICI Prudential Value Discovery Fund
IDFC Premier Equity Fund - Regular
IDFC Sterling Equity Fund - Regular
SBI Magnum Global Fund
Reliance Equity Opportunities Fund
Religare Invesco Mid N Small Cap

HYBRID
Equity, Debt Oriented & Multi Asset Class
Birla Sun Life 95 Fund
Canara Robeco Balance Fund
HDFC Balanced Fund
HDFC Prudence Fund
ICICI Prudential Balanced Fund
ICICI Prudential Balanced Advantage
Kotak Balance
Reliance Regular Savings Fund
Tata Balanced Fund - Plan A
Canara Robeco Monthly Income Plan
HDFC MF Monthly Income Plan
IDFC Monthly Income Plan
Reliance Monthly Income Plan
Axis Triple Advantage Fund
Franklin India Dynamic PE Ratio
Kotak Equity Savings Fund

Feb-95
Feb-93
Sep-00
Feb-94
Nov-99
Dec-06
Nov-99
Jun-05
Oct-95
Apr-01
Dec-03
Feb-10
Dec-03
Aug-10
Oct-03
Oct-14

4.30
4.83
3.15
3.56
3.07
2.19
4.87
7.24
5.73
2.86
2.52
2.65
3.59
4.08
3.81
2.23

10.73
10.02
9.10
5.86
7.21
4.01
6.59
7.22
12.07
4.57
5.31
5.32
7.24
7.01
5.55
3.41

21.90
20.83
19.37
16.13
18.23
11.28
15.30
19.83
23.09
9.60
11.01
11.16
13.48
11.09
12.53
—

59.14
58.23
58.23
62.78
53.32
35.20
35.89
58.62
62.65
23.33
29.03
23.10
27.76
22.70
32.46
—

27.26
25.75
30.20
26.57
27.53
20.38
18.58
25.76
30.39
14.21
14.57
12.50
14.64
10.83
15.26
—

23.97
23.83
25.35
23.56
26.28
22.22
18.24
25.12
27.38
12.91
13.87
14.00
13.85
11.74
14.75
—

16.80
16.67
19.24
17.68
18.82
15.92
12.31
16.74
18.29
10.60
11.10
—
10.92
—
11.31
—

ICICI Prudential Equity Arbitrage Fund Dec-06
IDFC Arbitrage Plus Fund - Regular
Jun-08
Kotak Equity Arbitrage Fund
Sep-05

0.78
0.99
0.72

1.88
2.22
1.90

3.76
3.99
3.91

8.45
8.13
8.74

9.07
8.54
8.96

9.63
8.82
9.22

8.56
7.70
8.35

-2.04
-7.91
-3.68

1.39
-5.17
-1.43

8.54
0.99
-5.50

5.99
5.50
—

26.94
21.67
—

—
—
—

—
—
—

Arbitrage Funds

International Funds
Franklin India Feeder Franklin US Opp. Feb-12
ICICI Prudential US Bluechip Equity
Jul-12
JP Morgan Europe Dynamic Equity
Feb-14

Fund
Kotak Gold Fund
Reliance Gold Savings Fund

Launch 1-Month* 3-Month* 6-Month* 1-Year* 2-Year** 3-Year** 5-Year**
Mar-11
4.04
4.30
-0.89
-7.75 -6.38
-2.53
—
Mar-11
3.58
4.23
-1.25
-7.96 -6.18
-2.55
—

DEBT
Income, Short Term & Ultra Short Term Funds
Funds
Birla Sun Life Short Term Opp. Fund
Birla Sun Life Dynamic Bond Fund
Kotak Income Opportunities Fund
Religare Invesco Short Term Fund
Religare Invesco Bank Debt Fund
Reliance Regular Savings Fund
SBI Magnum Income Fund
L&T Income Opportunities Fund
BNP Paribas Flexi Debt Fund
BNP Paribas Money Plus Fund
L&T Ultra Short Term Fund
Kotak Floater Long Term
UTI Short Term Income Fund
Kotak Banking and PSU Debt Fund

Launch 1 Week* 1 Month* 3 Months*6 Months*
Jun-08
0.17
1.26
3.13
6.29
Sep-04
0.12
1.64
5.67
9.63
May-10 0.16
0.99
2.70
5.54
Mar-07
0.14
1.45
3.40
5.94
Dec-12
0.16
1.22
2.57
4.97
Jun-05
0.16
1.08
2.71
5.66
Nov-98
0.20
2.25
5.90
9.38
Oct-09
0.17
1.31
3.03
6.21
Sep-04
0.26
2.17
6.28
10.29
Oct-05
0.15
0.72
2.12
4.30
Mar-02
0.15
0.75
2.13
4.35
Aug-04
0.15
0.72
2.10
4.56
Jun-03
0.15
1.10
3.06
5.73
Dec-98
0.16
0.72
2.13
4.34

1 Year* 2 year** 3 Year**
12.04 10.95 11.02
15.91 11.13 10.87
11.44 9.33
9.37
10.63 8.43
8.88
9.42 7.99
—
11.55 9.63
9.58
14.41 8.43
9.78
12.25 8.93
8.86
15.41 11.02 11.10
8.63 8.49
8.67
8.92 8.75
8.83
9.48 9.19
9.30
11.49 9.81 10.09
9.29 9.53
8.88

*Absolute ** Annualised. Past performance may or may not be sustained in future.

Dividends declared by equity and equity-oriented funds during
the month of January 2015
Scheme name
Tata Balanced Fund (MD)
Baroda Pioneer Infrastructure Fund
DSP-BR Natural Resources Fund
Kotak Equity Savings Fund (MD)
Tata Equity P/E Fund (TO-A 5%)
Tata Equity P/E Fund (TO-B 10%)
Union KBC Tax Saver Fund
DSP-BR Opportunities Fund
Franklin India Bluechip Fund
ICICI Pru Focused Bluechip Equity Fund
Reliance Vision Fund
Tata Pure Equity Fund
UTI Equity Tax Saving Fund
Axis Long Term Equity Fund
Birla Sun Life Top 100 Fund
ICICI Pru MidCap Fund
ICICI Pru Value Fund - Sr 4
IDFC Imperial Equity Fund - Plan B
IDFC Imperial Equity Fund
Reliance NRI Equity Fund
Reliance Top 200 Fund
Edelweiss Absolute Return Fund
Edelweiss ELSS Fund
L&T Prudence Fund
JM Balanced Fund
Baroda Pioneer Balance Fund
BNP Paribas Dividend Yield Fund
Can Robeco Balance Fund (QD)
DSP-BR Top 100 Equity Fund
Franklin India Tax Shield Fund
Reliance Media & Entertain Fund
Reliance Pharma Fund
SBI Magnum Midcap Fund
SBI Pharma Fund

Date
05/01/2015
09/01/2015
09/01/2015
12/01/2015
12/01/2015
12/01/2015
13/01/2015
16/01/2015
16/01/2015
16/01/2015
16/01/2015
19/01/2015
19/01/2015
22/01/2015
22/01/2015
23/01/2015
23/01/2015
23/01/2015
23/01/2015
23/01/2015
23/01/2015
27/01/2015
27/01/2015
27/01/2015
28/01/2015
30/01/2015
30/01/2015
30/01/2015
30/01/2015
30/01/2015
30/01/2015
30/01/2015
30/01/2015
30/01/2015

Dividend declared in ` Per unit
0.30
0.90
1.55
0.08
0.50
1.00
1.50
4.50
3.50
2.25
5.00
4.00
2.20
2.00
0.85
3.25
0.75
1.47
1.50
2.50
1.60
0.30
0.50
0.11
5.20
10.00
0.10
1.40
2.75
3.00
2.50
7.00
4.00
10.00

Please check whether you have received dividend for the fund/s that you may have in your portfolio
out of this list. In case, you do not maintain any portfolio statement, Wiseinvest Advisors can do that
for you free of charge. Once we have the details, we would send your updated statement every month.
You can contact our corporate office or any of the branches to avail of this free service.

Mutual funds, like securities investments, are subject to market and other risks. As with any investments in securities, the NAV of units can go up or down depending on the factors and forces affecting capital markets.
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Growth Or Dividend: Which Is A Better Option For You?
Being an efficient and tax-effective product, mutual funds have expanded the

gains, i.e. gains made on investments redeemed within 12 months, are taxed

investment universe for retail investors having different risk profiles and time

at a flat rate of 15 percent. Long-term capital gains, i.e. gains on investments

horizons.

redeemed after 12 months, are, however, not taxed.

In addition, investors are also benefiting from the flexible and simple options

While growth option can be described as an ideal choice for long-term

available to them. It is, however, imperative that proper care is taken at the

investments as it offers the benefit of compounding, in reality, many investors

time of investing.

are wary of opting for it.

If one follows certain basic principles of mutual fund investing, the chances of

This is primarily due to their not-so-happy past experiences, wherein they

success improve considerably. Besides, having the right allocation in equity

saw the NAVs touching new highs only to plummet when the stock market

and debt funds helps in achieving different investment objectives over

spiraled down.

varying time periods.
Therefore, they believe that dividend payout, i.e. an option wherein the fund
It is heartening to see a marked improvement in the quality of the decision-

declares and pays dividend as and when it has distributable booked profits, is

making process, thanks to the initiatives taken by the mutual fund industry

a better option as it allows them to take some money out.

and the emergence of a new breed of quality advisors.
The fact, however, is that for someone who invests to achieve his or her longThe number of investors participating actively in decision making has been

term investment goals, such as children's education and wedding expenses,

increasing steadily.

and their own retirement planning, the growth option remains the best bet
because the compounding effect helps in building a large corpus.

Of course, one still comes across instances where wrong choices cause
disappointments in the form of failed investment objectives.

In the long run, a combination of well-defined investment time horizon and a
disciplined approach to investing through Systematic Investment Plan (SIP)

Over the years, the principles and techniques of investing in mutual funds

not only helps in tackling volatility, but also turns it into an advantage. Of

have undergone a sea change. One of the key decisions that investors are

course, for those investors who may like to either book profits periodically or

required to make is to select the right option in a scheme.

receive some income by way of dividends, say, once in a year, or so, the
dividend payout option would do the job.

In fact, it is as important as selecting the right fund. Mutual funds usually offer
three options to investors, including growth, dividend payout and dividend

It is important to know that dividends paid by equity and equity-oriented

reinvestment.

balanced funds are tax-free.

Knowing each option and choosing the one that suits you best is important.

However, debt-oriented funds, i.e. funds that have an exposure of less than 65
percent in equities, have to pay Dividend Distribution Tax (DDT) before

First let us understand the "growth option". Here, a fund does not declare

paying out the dividend to investors. However, investors are not required to

dividend and the net asset value (NAV) is allowed to grow. However, the NAV

pay any tax on dividend received from debt funds. For individual investors,

may fluctuate depending on how the markets behave from time to time.

the DDT is 28.32 percent (inclusive of surcharge).

Tax incidence under this option depends on the period for which the money

Investors must know that for debt funds, any gain on units redeemed within

remains invested. Moreover, tax liability arises only when you decide to

three years is treated as short-term capital gains and is taxed at one's

redeem your holdings.

applicable tax rate. For example, an investor in the 30 percent tax bracket has
to pay 30 percent tax on short-term capital gains.

According to existing tax laws, for equity and equity-oriented balanced funds,
i.e. funds that investment 65 percent or more in domestic equities, short-term
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However, any gains on units redeemed after three years is treated as longterm capital gains and is taxed at 20 percent after indexation. Indexation
benefit reduces the tax liability to a large extent and, hence, investors pay
nominal tax on long-term capital gains.
Keeping these provisions in mind, investors in the tax bracket of 10 percent
and 20 percent should opt for the growth option, if they intend to invest in
debt-oriented funds for less than three years. For investments for three years
or more, the right option would be "growth".
For investors in the 30 percent tax bracket, dividend payout would be a better
option for investments made with a time horizon of less than three years,
whereas for three years and above, growth option would be ideal.
Now let's talk about the dividend reinvestment option. While the first part,
i.e. dividend payment is exactly along the lines of dividend payout, the end
result differs completely because instead of paying the dividend amount to
the investor, it is reinvested in the same fund.
While this option has the combined features of dividend as well as growth
option, it negates certain advantages.
For example, for an investor who has opted for dividend reinvestment in an
equity fund, the fund will pay the dividend at a particular market level and the
same will be reinvested in the fund at the same market level, thereby,
defeating the main purpose.
Besides, one has to keep the dividend amount invested at least for a year to
make it tax-free again. On the other hand, if one opts for the growth option,
any withdrawals after one year are exempted from capital gains tax.
Therefore, one can plan redemptions for various purposes without having to
worry about capital gains tax.
In other words, the toss-up should be between dividend and growth option.
Therefore, consider various aspects relating to tax, rebalancing and time
horizon before making a final call.
(This article written by our CEO, Hemant Rustagi, was published on
www.businesstoday.intoday.in on January 22, 2015).
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