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By Team ET Wealth

fter weeks of consultation

compared to the previous year.
Atthesametime, thefinancial services

industry, investorsand taxpayersare

seeking more tax deductions and lower

Hiking 80C limit will allow higher tax savings

Current limit of 1.5 lakh has been stagnant for last nine years.

with industry bodies and fi- taxrates. “Health insurance is not just Tax savings for different limits ()
nancial experts, the Finance arisk mitigation tool butalso helps in
Ministry has started work on overall economic development by spread- TAXSLAB 1,50,000 2,00,000 2,50,000

3udget 2023-24. The Budget

ingprotection acrossalarger population.

isexpected togiveabig push to capital The deduction under Section 80D should 5% 7,800 10,400 13,000
expenditure, but Finance Minister beraised from the current ¥25,000t0 21
Nirmala Sitharaman is confident that lakh,” says Tapan Singhel, Managing 20% 31,200 41,600 52,000
the buoyancy in tax collections in 2022-23 Director & CEO, Bajaj Allianz General
can fund the additional spending. Gross Insurance. “Pension and annuity income 30% 46,800 52.400 78,000

taxrevenue collections in the first halfof
the year (April-September) were up 18%

should be made tax-free in the hands of
policyholders, or adeduction for the prin-

2SS ON income tax,




cipal component should beallowed,” says
Satishwar B, Managing Director & CEO,
Aegon Life Insurance.

Though it will be difficult for the gov-
ernment togive out somany taxsops, ET
Wealth believes there are some areas that
need fixing. For instance, the21.5lakh
deduction limit under Section 80C waslast
revised more than eight years agoin 2014.
Since then, the cost inflation index has
risen by over50%, pushingup the sumre-
quired for future goals. For many Indians,
taxsaving isakey driver of investments.
But the stagnant Section 80C deduction
limit means they have not seen any reason
tosavemore.

Experts feel there isa compelling
caseto hike the80C limit. Thoughanew
deduction for NPS contributions under
Section80(CCD1b)and a 250,000 standard
deduction wereadded inrecent years,
thededuction limit needstoberaised to
atleast 22.51akh to provide somereliefto
taxpayers. A deduction of #2.51akh will
result in higher tax savings of up to 278,000
ayear, compared to 246,800 now. “The
incentive for savings has togoup. Besides,
therearemore instruments in the 80C
basket today than there werea decade or
soago,” says Vidya Bala, Head - Research,
Primeinvestor.in.

Parity in capital gains tax
Theprevailing tax regime for different as-
sets isacomplex web, with multiple rates
anddifferent rules for various asset classes.
Forinstance, long term capital gains from
listed stocksand equity funds are taxed at
10% without indexation after one year. But
unlisted stocks and foreign equities are
taxed differently—shares held for more
than 24 monthsare considered long-term
andtaxed at 20% without indexation.
Meanwhile, gains from international equity
fundsqualify aslong termonly after three
yearsandaretaxedat20% after indexa-
tion—the sameas non-equity funds. But
listed bonds areagain treated differently
from bond funds. Capital gains from listed
bondsareregardedaslong termifheld for
overone yearand taxed at 20% without in-
dexation. Ingold, gold ETFs and gold funds
are taxed differently than sovereign gold
bonds. Inreal estatealso, REITs are taxed
differently from physical property.
Expertssay the budget should bring
parity intaxrules. At the very basic
level, tax rates and holding period criteria
within each asset class should be uni-
form. Taxation of high-value Ulips with
annual premium of more than ¥2.5lakh
(completely tax-free earlier) only partially
brought them at par with listed stocks and
equity funds last year. But Ulips still enjoy
preferential treatment. Juzer Gabajiwala,
CEO, Ventura Securities, questions,
“Why should aswitch transactionina
mutual fund incur tax liability even as
similarswitch in Ulips is tax free?” More
anomalies persist. Amol Joshi, Founder,
PlanRupee Investment Services, argues,
“Withinasset classes, wherever one prod-
uct isgiven preferential tax treatment over
another, it may not be in investor’s interest.
Oneshould not have todeal with three dif-
ferent set of tax rules for the same vehicle.”
However, some say the disparity in tax
rulesisneeded. “Even within asset classes,

Gold ETFs/ gold

funds/physicalgold | Slabrate

Tenure of plan

Annual premium (2)

Separate
deduction for
plans with
200X cover

AGE OF BUYER

Annual premium for life

cover of 1 crore

Premiums for Max Life Online Term Plan.

there isa variation inrisk profile depend-
ingon the instrument. Maintaining that
distinction with differentiated tax rules is
apt,” says Bala.

Further, some feel that tax rates across
asset classes alsoneed toreflect commonly
accepted financial wisdom. For instance, it
issaid that bond investments are best held

for the short term and equities are ideal
for the long term. But the holding period
criterion for the two asset classes encour-
agesquite the opposite. Joshi feels that the
varied holding period thresholds (ranging
from1,2and 3 years) should be done away
withand acommon holding period of say,
two years, should be introduced acrossall

GUARANTEED
SAVINGSPLAN TERMPLAN

Even plans bought by older people would be eligible.

30 YEARS

Capital gains tax regime is very complex

There are different rates and threshold periods for different assets.

SKGTAX  urcoTaxnarecs  pimoproR  INDERATION
10% for gains
Eqmm,‘: 15% | inexcessofz1 |  1year No
lakh
Debtfunds Slabrate 20% 3years Yes
Real estate Slab rate 20% 2years Yes

Term plans need budget push

Traditional plans have very high premiums and offer very low cover.

11,352

Premiums for Max Life Guaranteed Savings Plan and Online Term Plan.
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asset classes.

The tax on long term capital gains from
equities introduced two years ago was long
overdue. Asis evident from the market
mood, it has not dampened the investors’
sentiment. Even so, there isaneed togive
equities the benefit of indexation on long
term capital gains. Indexation adjusts the




purchase price of the asset for the inflation
rate, reducing the taxable gains and there-
fore, theactual tax liability. The21lakh
exemption onlong term gains from equities
somewhat compensates equity investors,
but that only helps small investors. Itisa
better idea to bring in the indexation ben-
efitand remove the exemption.

Deduction for pure term plans
Life insurance isa popular tax saving in-
strument because it is sold that way by in-
surance agents. But given the large crowd
of options under Section 80C, the industry
wants a separate deduction for life insur-
ance. “Our paramount interest has always
been to insure more citizens and ensure
they have sufficient coverage. Our efforts
will beaugmented if the government in-
troduces a separate tax deduction limit
exclusively for life insurance premiums,”
says Tarun Chugh, Managing Director and
CEO, Bajaj Allianz Life.

Asmentioned earlier, for many inves-

Health insurance
costsareup...

Apr 2021

8,265

Dec 2022

712,088

Premiums for Care Health Insurance for a
30-year-old male in Delhi

..and also the
need for it

Pre-pandemic cover needed
in metro/tier 1 cities in 2019

%5-10 lakh

Post-pandemic cover needed
in metro/tier 1 cities 2022

¥15-20 lakh

Rise (%)

46.2%

tors, tax savings is the primary factor
defining investment choices. A separate
deduction will certainly push more people
tobuy insurance, but this deduction should
be only for pure protection term plans. Just
like tax benefits under Section 10(10D) are
available only if the cover is 10 times the an-
nual premium, the new deduction should
begiven only for policies where the cover is
atleast 200 times the annual premium. “A
separate section for term policies would be
helpful given the huge protection gap in the
country,” says Vighnesh Shahane, MD &
CEO, Ageas Federal Life Insurance.

Benefits for pension products
The insurance industry also wants more
tax benefits on pension products. High on
the wishlist is something that has the po-
tential toradically change the way annuity
productsare seen in India. “The pension
premium isalready paid through taxable
income, so pension should be made tax-free
inthe hands of the customer. This will

Home loan customers need relief

As property prices soar and loan amounts get bigger, deduction of 22 lakh on the interest is not enough.
Here's the math for a 250 lakh loan at 9% for a borrower in 30% tax bracket.

INTEREST
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YEAR (?)

UNCLAIMED
PORTION OF
INTEREST (2)

19 years

12 years

TAX SAVINGS IF
DEDUCTION HIKED
TO5LAKH

increase the penetration of pension and
make Indiaa pensioned society, especially
since we don’t have any social security
cover,” says Shahane of Ageas Federal Life
Insurance. “Pension and annuity income
should be made tax-free in the hands of
policyholders, oradeduction for the princi-
pal component should be allowed,” concurs
Satishwar B.

But makingannuity tax free willburna
big hole in government finances. Instead,
amore feasible option would be to increase
the deduction under Section 80CCD(1b)
from 50,000 to 21 lakh. The NPS has seen
massive inflows since the new tax saving
option was introduced in 2016. According
toa Crisil study, the AUM of the scheme has
registered annual growth of 33.7% in the
past five years. Insurance companies also
want their pension plans to get the same
tax benefitsas the NPS. “There could be
aseparate bucket for pensions of 250,000-
75,000 to level the playing field with NPS,”
says Shahane.

TAPAN SINGHEL
MANAGING DIRECTOR & CEO, BAJAJ
ALLIANZ GENERAL INSURANCE

“Borrowers pay way
more thanz2 lakh
interest on home loans
inayear. The deduction
should be enhanced to 5
lakh to give some relief
to home buyers.”

VIVEK RATHI

DIRECTOR - RESEARCH,

KNIGHT FRANK INDIA

Health insurance deduction
The surge in health insurance costs and
the need for higher covers after the pan-
demicmean the current deduction limit
0f 225,000 under Section 80D is woefully
inadequate. As per a LocalCircles survey
between August 2021 and August 2022,
among 10,000 respondents, nearly 38% saw
apremiumrise of over 50% ina year, while
24% experienced a 25-50% increase. For
senior citizens, thisamount almost dou-
bledinayear.

Besides, the premium cost is higher in
metros and tier 1 cities, as is the cost of hos-
pitalization, which necessitates a higher
cover. So, whilea cover of 5-10 lakh would
have been sufficient for an individual ina
metro two yearsago, he will now need to
haveaz15-20lakh cover.

“Increasing the limit to claim tax de-
ductions under Section 80D will enhance
affordability and encourage more people
toopt for health insurance for their fam-
ilyand elderly parents,” says Krishnan
Ramachandran, MDand CEO at Niva Bupa
Health Insurance.

More sops for home buyers
Realestate isreviving, leadingtoanin-
crease in housing prices. This, along with
the possibility of an increase in interest
rates of home loans, is making it difficult
for many people to buy a house. Togivea
boost to them, especially first-time home-
buyers, the government should offer some
tax sops. One way todo this is to increase
the current tax rebate of 22 lakh on home
loan interest repayment under Section 24
toatleast¥5lakh.

“Home loans are usually large loans as
evenareasonably-priced house costs more
than 50 lakh. As almost two-third of your
loan repayment goes towards paying off
the interest in the first few yearsof the
loan, borrowers pay way more than¥2lakh
interestonloansevery year. Enhancing
the exemption toat least ¥5lakh can help to
reduce the cost of purchase for home buy-
ers,” says Vivek Rathi, Director Research,
Knight Frank India.

The Budget should also consider revis-
ing the price bandwidths for homes to qual-
ify as affordable housing. “A price band of
451lakh or below is far too low inacity like
Mumbai, where it should be increased to
2851akh or more. Inother major cities, the
qualifying price band should be increased
to260-65lakh,” says Anuj Puri, Chairman,
Anarock. He suggests that the government
canalsogivea push to affordable housing
by giving higher rebates to home loans tak-
enfor houses that cost less than 285 lakh.

“The government can makea classifica-
tion index and then assign an affordability
section, taking intoaccount the differen-
tial in the average price in urban cities
along with the cost of living there. This
will beeasy toimplementand will givea
boost to the mid-segment housing,” says
Samantak Das, Chief Economistand ED,
Researchand REIS, JLL India.

Please send your feedback to
etwealth@timesgroup.com




5 ways to make your
personal budget work

Making a budget is easy, but adhering to it is hard. But with some
simple tweaks, you can ace all these woes with ease.

ByIra Alok Puranik

oyoufinditim-
possible tostick
tothe budget you
someticulously
chalk out? Apart
fromunexpected situations,
your budget goes awry owing
to bigger than planned outlays
onshopping, vacations, par-
ties, eating out, etc. And once
the budget goes off track, it
feelsdifficult tofinda way
back. Butafew simple tweaks
can help you stay on top of
your household budget. Here
arefive ways you can improve
your commitment to your fi-
nancial plan in the next year:

Make your budget,
our own!

The internet is full of thumb rules you
can adopt to create a budget. There

is a '50-30-20' rule, ‘save at least

33% of your income' rule, and many
more. But in the end, your budget
should reflect your unique needs

et your budget
breathe free

Do not treat your budget

as set in stone. That is a
surefire recipe to losing your
grip over it, and finally, your
patience to persist with it.
Let the budget evolve as

you go through every stage
of your life. Your income
and life goals at any given
point should guide your
savings and expenses. As
Pune-based financial planner
Sanjeev Dawar asserts, save
and spend in line with how
you visualise your long and
short-term financial aims.
As your income grows, your
lifestyle expenses are bound
to go up. Your household
expenses after having a
second child will shoot up.
You may intermittently incur
some unforeseen expenses
related to health, travel or
such. At such times, don't
stress over your stretched
budget. Adjust and adapt to
the circumstances, and plan
to rein in spends when the
situation permits.

and priorities, rather than echo some
general financial guidelines. Don't fix
arbitrary limits you cannot work with
sustainably. These can at best serve

as a starting point for you to plan Eating every day is essential to survival, but a daily take-out is not, right?
your finances. If your present income That is the difference between a need and a want. A healthy, realistic

is modest, it is likely that expenses budget identifies and accounts for both. Make separate provisions for

will take a bigger bite. While making your basic necessities and indulgences. Get a firm grip over the latter.

a conscious choice for savings, allow You don't realise it, but the little things add up to quite a hefty sum.

for some intermittent fluctuations. In The regular Zomato or Swiggy takeaways bring your favourite dishes to
the same vein, as your income grows, your doorstep, but eat away a chunk of your income. The multiple OTT
and your capacity to save rises, don't subscriptions may occasionally entertain, but cause a leak in your budget.
be married to some ‘ideal’ savings Monitor these spends like a hawk and scale back reasonably if needed,
number you picked up earlier. If your without depriving yourself. After all, it is necessary to let your hair down,
situation allows, go beyond that once in a while! As Sonesh Dedhia, a financial planner, points out, “It
number. helps to have a separate kitty for all your major wants. Plan separately

for your vacations and purchases beyond a certain limit, so that you don't
overshoot the determined amount."

Involve the famil

If your household budget is to truly work, you need to involve your loved ones in every part of the process. Bring every
member of your household along as you identify and plan for various expenses. For instance, sit together and identify the
size of the pot for family activities like weekend getaways, movies, vacations and eating out. Take the kids into confidence
and show them the trust to work within the contours of your budget. Reward them with fun activities or a top-up on their
pocket money for sticking to the planned outlay. If someone is straying far, try getting them on the same page with a light
touch. Further, it is critical that you keep your spouse in the loop regarding all your investments.

Track, track,

track

Finally, if you want your
budget to work, monitor
and track your progress
regularly. A periodic review
and reallocation of your
savings and expenses can
serve you well. This is
necessary to identify what
is working for you, and what
is not. Tracking every rupee
spend is not necessary, as
long as you have a sense

of broader outlay on
different items. You may
use spreadsheets to keep
track of certain expenses.
Nowadays, there are mobile
applications like Wallet,
Jupiter, Axios and more that
you can use to do this.




