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R
ecently, while review-
ing a woman client’s 
portfolio, a financial 

planner found a child insur-
ance plan. These plans are typi-
cally used by parents to secure 
funds at milestones related to 
their child’s education and 
marriage. When asked why a 
single woman like her had pur-
chased the plan, she said the 
institution that had sold it to 
her had said it would help her 
save tax. 

During the prime tax-saving 
season from January to March, 
financial intermediaries push 
their products aggressively. In 
their rush to complete their tax-
saving investments and pro-
vide investment proof to 
employers, many investors in 
the old tax regime purchase 
products that don’t align with 
their needs. 

Key considerations 
When buying a tax-saving 
instrument, one should not lose 
sight of a few critical considera-
tions. The first is financial goals. 
“The instruments you invest  
in must align with your finan-
cial goals,” says Vishal Dhawan, 
chief financial planner, Plan 
Ahead Wealth Advisors. 

Asset allocation is another 
critical aspect. “If your asset 
allocation requires that you 
invest in equities, go for an 
equity-linked savings scheme 
(ELSS),” says Renu Maheshwari, 
Sebi-registered investment 
advisor, co-founder and princi-
pal advisor, Finscholarz Wealth 
Managers. Similarly, investors 
whose portfolios are already 
skewed towards equities should 
choose fixed-income options.   

“Investing excessively in 
equity can be risky in an emer-
gency. You could incur a loss  
if you are forced to liquidate 
during a market downturn. 
Conversely, overreliance on 
fixed-income products is inad-
visable as equity is needed to 
beat inflation,” says Dhawan. 

Investors should consider a 
product’s tenure and lock-in 
period to ensure it aligns with 
their cash flow requirements. 
Says Arvind Rao, founder, 
Arvind Rao and Associates: 
“Many tax-saving products 
have a lock-in and may require 

you to stay invested from three 
years to over a decade.” 

Product expenses, according 
to Dhawan, should be another 
key criterion in selection. 

Fulfil insurance needs first 
Tax planning should ideally 
begin by safeguarding against 
key risks through the purchase 
of life and health insurance 
(premiums are eligible for 
Section 80C and Section 80D 
deduction respectively). 

Term insurance is a cost-
effective option for safeguard-
ing against the risk of the 

breadwinner passing away 
early. “Buy term insurance 
equal to at least 10 times annual 
income,” says Kapil Mehta, co-
founder, SecureNow. 

The policy’s tenure is 
important. “An individual aged 
35 who aims to retire at 65 
should ensure financial secu-
rity for dependants with a pol-
icy term of 30 years or more,” 
says Indraneel Chatterjee, co-
founder, RenewBuy.  

Make sure that you have 
adequate health insurance for 
your family’s needs. “The cov-
erage should be sufficient to 
fully cover major medical 
procedures, like a bypass sur-
gery or cancer treatment, at a 
hospital near your home,” says 
Mehta. According to him, a 
family living in a metro must 
have a sum insured of at least 
~10 to 15 lakh or equivalent to 
one year’s annual income. 
Chatterjee emphasises that the 
sum insured must factor in the 
town one lives in (buy more if 
you live in a metro) and family 
size. The plan you buy should 
have the minimal exclusion for 
pre-existing conditions and the 
room you are eligible for should 
meet your lifestyle expecta-
tions. Also, check the insurer’s 
claims payment track record. 

Meet investment needs next 
ELSS: This is an equity pro-
duct. “It has the potential to 
offer high returns and also 
comes with the shortest lock-
in of three years among all tax-
saving investments,” says Rao. 

Being equity-based, these 
funds can, however, be volatile. 

Maheshwari suggests inves-
tors examine their portfolios 
and see whether they need a 
large-cap, flexi-cap, or mid- and 
small-cap oriented fund and 

choose an ELSS accordingly. 
Dhawan suggests investing 

through the systematic invest-
ment plan route and having a 
horizon of at least seven years 
(though the lock-in is only for 
three years).   
Public Provident Fund (PPF): 
PPF, a government-backed pro-
duct, offers an attractive tax-free 
return of 7.1 per cent. Investors 
also get a tax deduction of up to 
~1.5 lakh at entry. They should, 
however, be comfortable with 
the 15-year lock-in (limited 
liquidity is available after five 
years). The amount that can be 
invested in a financial year is 
capped at ~1.5 lakh. 

Invest in PPF if your finan-
cial goals allow you to lock in 
money for a long period and 
investing in it aligns with your 
asset allocation. 
National Pension System 
(NPS): Investors can choose 
their allocation to equities and 
debt and select their fund man-
ager. It is also cost-efficient.  The 
exposure to equities can trans-
late into higher returns over the 
long term. Investors also get  
a tax deduction of ~50,000 
under Section 80CCD(1B) over 
and above the Section 80C 
deduction. Upon retirement,  
60 per cent withdrawn as a 
lump sum is tax-free. 

On the downside, NPS  
has a long lock-in. If one with-
draws before retirement, 80 per 
cent of the corpus must be  
annuitised. Upon retirement, 
40 per cent of the corpus must 
be  used to buy an annuity, 
whose interest payouts are 
taxed at slab rate.   

Go for NPS if you need  
to save for retirement and  
have investments in other  
products that can offer you 
adequate liquidity. 

Minakshi Choudhary had booked an apart-
ment in Raheja Revanta, Gururgram, con-
structed by Raheja Developers. The flat, 
measuring 2,168.9 square feet (sq ft), was 
priced at ~1,33,58,446, with additional service 
tax and registration charges. 

An amount of ~43,34,884 was paid on 
May 17, 2012, as an initial deposit, and an 
agreement for sale was executed. Of the total 
amount of ~1,33,58,446, a sum of ~1,16,03,737 
was paid in 16 instalments, 
with the last payment being 
made on June 26, 2016. 
However, possession was 
not handed over within 36 
months, in breach of the 
terms of the agreement. 
Choudhary filed a com-
plaint before the National 
Commission seeking a 
refund of the entire amount 
along with interest, com-
pensation, and costs. 

Raheja Developers con-
tested the complaint. It 
claimed that the project was launched after 
obtaining all the requisite permissions from 
the competent authority, including a 
licence from the Director General, Town 
and Country Planning, Haryana. It also 
argued that the agreement provided for 36 
to 48 months for possession, along with a 
further grace period of six months, which 
was subject to the provision of necessary 
infrastructure by the government. 

The agreement also provided for the con-
tingency of delay in possession, in which 
eventuality a monthly compensation of  
~7 per sq ft would be payable. This compen-
sation would not be applicable if the delay 
was due the government not providing 
infrastructure on time. 

The builder explained that the delay was 
attributable to the Dwarka Expressway 

being entangled in legal issues of land 
acquisition, due to which the government 
could not provide basic infrastructure such 
as roads, sewerage, water, and electricity. 
The builder argued that the agreement pro-
vided for delays due to reasons beyond its 
control and contended that the complaint 
should be dismissed. 

The builder also argued that the com-
plaint was time-barred. An objection was 
also raised that Choudhary had taken a loan 
from ICICI Bank to pay the instalments, so 
the bank would be a necessary party when 
a refund was being sought. 

The National Commission overruled the 
defences. It noted that since possession had 
not been offered, there was a continuing 
cause of action, and held the complaint to 
be within limitation. The clause protecting 
the builder from paying compensation was 
held to be oppressive, as the buyer had no 
option but to sign the contract, which was 
one-sided in the builder’s favour. It held such 
a clause would not be binding as it consti-

tuted an unfair trade practice.  
The National Commission 

noted that the defence about 
the alleged failure of the gov-
ernment to provide infras-
tructure was not applicable, 
as the builder had taken up 
this responsibility by charging 
a premium for amenities  
and infrastructure. The 
Commission further observed 
that if there was any problem 
with the project, it should not 
keep collecting instalments 
from the buyers. Hence, it 

concluded that the builder would be liable to 
compensate the buyer for the delay. 

Accordingly, in its order of January 1, 
2024, delivered by Subhash Chandra, the 
National Commission held that a buyer can 
neither be compelled to take possession of a 
flat in the absence of the Occupancy 
Certificate nor be kept waiting endlessly  
for a flat’s completion. It ordered Raheja 
Developers to refund the entire amount of 
~1,16,03,737 along with compensation at 9 per 
cent per annum from the date of payment of 
each instalment. A period of eight weeks was 
given for compliance. In case of default, the 
interest rate would be increased to 12 per cent 
per annum. Additionally, ~50,000 was 
awarded toward litigation charges. 

The writer is a consumer activist

CONSUMER PROTECTION 
JEHANGIR B GAI
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The National 
Commission held 
that a buyer can 
neither be 
compelled to take 
possession without 
an Occupancy 
Certificate nor kept 
waiting endlessly for 
the flat’s completion

Pros 
n Zero credit risk 
n Attractive 8.15% return 

Cons 
n The rate of return can 
change every year 
n Long lock-in is another 
issue (withdrawal is only 

allowed in special 
circumstances) 
n Return from EPF/VPF is 
taxable at slab rate once 
contribution exceeds  
~2.5 lakh per year 
n Section 80C deduction  
is available only up to  
~1.5 lakh

Bottomline 
n Invest if you have not touched the ~2.5 lakh limit, are 
underweight on fixed income, and don’t mind the lock-in 

n Beyond ~2.5 lakh, invest only if you are okay with the 
post-tax return (equity mutual funds could offer  
much higher returns over decades and have no lock-in)  

VOLUNTARY 
PROVIDENT FUND: 

WEIGH PROS  
AND CONS

Align investments with financial 
goals and asset allocation needs
Ensure they are also in sync with your investment horizon and liquidity requirements
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