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ter has become a NRI (non-
resident Indian) by now. 
Your understanding is cor-
rect that making a gift to your 
daughter in her US bank 
account would be subject to 
LRS limit of $250,000 per 
financial year and would 
attract TCS.

However, even making a 
gift of a rupee to her NRO 
account is treated as a trans-

action made under LRS and is 
subject to the annual LRS cap 
of $250,000 per financial 
year. 

Therefore, you won’t be 
able to transfer ₹15 crore to 
her NRO account outright 
and it will be subject to the 
same LRS limit of $ 250,000 
per financial year.

Secondly, the Finance Act 
2023 made an amendment 
whereby now gifts made to 
NRO accounts are also subject 
to TCS with effect from 1 July 
2023. 

Neil Borate

neil.b@livemint.com

T
he new year has seen the 
launch of several new fund 
offers  catering to the grow-
ing interest of mutual fund 
investors. Parag Parikh 

Mutual Fund is launching a new ‘debt’ 
fund on 20 February: And its novelty: 
The fund will use a tax-efficient struc-
ture such that long term capital gains in 
it will be taxed at 20% with indexation. 

The fund’s new structure is aligned 
with an announcement in the 2023 
Union budget. Finance minister Nir-
mala Sitharaman had then made debt 
mutual funds taxable at slab rate, 
regardless of the holding period. That 
was a shocker for India’s mutual fund 
industry. Historically, debt mutual 
funds had enjoyed a lower rate of long 
term capital gains (LTCG) tax—20% 
with indexation if held for three years 
or more. However, Sitharaman defined 
debt mutual funds as those with equity 
less than 35% of assets. 

According to the new tax rules, 
hybrid funds with equity between 35% 
and 65% of assets will continue to enjoy 
the old favourable tax rates for debt 
funds. They also allowed asset manage-
ment companies (AMCs) like PPFAS to 
contemplate a new design—debt funds 
with 35% equity but using derivatives 
to bring it down further and make it 
truly debt-like.

Within the universe of hybrid funds, 
there already exist some categories that 
have fairly low equity exposure. First, 
let’s take dynamic asset allocation or 
balanced advantage funds (BAFs) in 
general. These funds generally keep 
65% gross exposure in equity, allowing 
them the benefit of equity taxation 
(10% LTCG after one year). Their net 
equity exposure (after hedging) can 
vary enormously from fund to fund. In 
the current environment, most large 
BAFs have brought it to the 30-50% 
range. However, the massive use of 
arbitrage in these funds creates a drag 
on this part of the fund’s returns. Arbi-
trage returns mirror those of liquid 
funds and they tend to be lower than 
long- term debt. 

In bullish markets, the arbitrage 
drag is relatively modest but, in bearish 
markets, arbitrage can underperform 
greatly compared to medium- to long-
term debt. Despite having Dynamic 
Asset Allocation in its name, PPFAS 
DAAF will be different. Generally, 
Dynamic Asset Allocation Funds or 
BAFs have a lot of room to shift 
between equity and debt depending on 
the fund manager’s market outlook. 
PPFAS DAAF will be constrained, 
keeping its effective equity exposure in 
a narrow 10-15% range.

Second, we can look at equity sav-
ings funds. Equity savings funds have a 
roughly one-third allocation to equity, 
debt and arbitrage.. An equity savings 
fund generally has 65% gross equity but 
uses derivatives to bring down the 
effective equity exposure to 30-35%. 
This category suffers from the same 
issue as BAFs—the drag imposed by 
arbitrage. Parag Parikh Mutual Fund’s  
DAAF will be more conservative than a 
typical equity savings fund. Starting off 
with a 35% gross exposure, the scheme 

Is PPFAS MF’s tax efficient 
‘debt’ fund worth a look?

The fund will use a tax-efficient structure that will see LTCG taxed at 20% with indexation

Check how your NPS 
investments are faring

here are very few retirement products that help you accumulate a retirement 
nest egg and one such product is the National Pension System (NPS). It is a 

market-linked, defined-contribution product that needs you to invest regularly 
in the funds of your choice. The returns are based on the performance of the 
fund that you choose. There are eight pension fund managers to choose from 
and one of the ways to do that is by tracking the returns. Here is a breakdown 
of the performance of different funds—equity fund, government bond fund and 
corporate bond fund—of the private sector NPS.

Aditya Birla Sun Life Pension

HDFC Pension Fund

ICICI Prudential Pension Fund

Kotak Pension Fund

LIC Pension Fund

SBI Pension Fund

UTI Retirement Solutions

Returns as on 9 Februay 2024; 
1-year returns are absolute returns

Source: Npstrust.org

Nifty 50 Total Return CCIL All Sovereign Bond-TRI CCIL Bond Broad-TRI

Equity fund Government bond fund 

Benchmark index

Tier-1 account
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Harshal Bhuta

I am a businessman and 
run a clothing company in 
India. My daughter has 
gone to the US for her 
undergraduate studies. I 
want to gift her a sum of 
approximately ₹15 crore 
for her future security. I 
am aware that if I transfer 
money to her foreign bank 
account, I would be able to 
transfer only $250,000 in 
a financial year as per LRS 
(Liberalised Remittance 
Scheme) limits and it will 
be subject to TCS (tax col-
lected at source). I have 
been advised that I can 
instead gift her this entire 
sum in her NRO (non-resi-
dent ordinary) account in 
India at one go and then 
she will be able to remit $1 
million per financial year 
outside India. Is this cor-
rect? Would this route 
attract TCS too?

—Name withheld on request

I assume that your daugh-

Barring the initial thresh-
old limit of ₹7 lakh, TCS at 
20% (plus applicable sur-
charge and cess) would be lev-
ied on the rupee gifts made to 
the NRO account. 

It may also be noted that 
though TCS was introduced 
on rupee gifts made to NRO 
accounts with effect from 1 
July 2023, the initial thresh-
old of ₹7 lakh is applicable for 
the entire financial year 
2023-24. 

Further, the CBDT (Central 
Board of Direct Taxes) has 
clarified that the exemption 
threshold of ₹7 lakh is a com-
bined threshold across all cat-
egories of LRS except for 
overseas tour and pro-
grammes.

Harshal Bhuta is partner at 
P.R. Bhuta & Co. Chartered 
Accountants.

Does LRS limit apply to NRO account?
ISTOCKPHOTO

We welcome your views and comments at
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DIGITIZATION OF 

SECURITIES AND 

TRANSPARENCY

T
he inclination of the ministry of corporate affairs (MCA) to 
make corporate governance practices in India more robust 
witnessed a new milestone with an October 2023 notifica-

tion making dematerialization of securities mandatory for private 
companies. Dematerialisation is a multi-purpose strategy, which, 
in the sweep of enhanced transparency, helps regulators keep a 
watch on benami share transactions, conduit or shell companies, 
back dated allotment of securities, appropriate payment of stamp 
duty on share issuance or transfers, clear title to securities in 
pledges, etc. For investors, this alteration strengthens credibility 
of securities when offered as collaterals, helps achieve consolida-
tion of holdings in a demat account, minimizes risks associated 
with physical share certificates such as loss, theft, mutilation, etc., 
and facilitates swift investment exits. Investee companies may 
also eventually lure perks of seamless transaction handling. 

A private company which is not a “small company” as on last 
day of financial year (FY) ending on or after 31 March 2023 as per 
audited financials (qualifying companies) is required to demate-
rialise its securities within 18 months from end of such FY 
(referred to as compliance date). Therefore, for qualifying com-
panies existing as on 31 March 2023, the compliance due date is 
30 September 2024. The notification inter alia casts obligation 
on qualifying company to ensure that entire holding of securities 
of its promoters, directors, KMPs is dematerialised where any 
corporate action (ie offer for issue of securities or buyback of 
securities, bonus issue or right issue) is proposed with respect to 
its securities after the compliance date. Alongside, once compli-
ance date is lapsed, security holders should ensure dematerial-
ised holding before effecting transfers or fresh subscriptions. 

For investors, this move means mandatory opening and main-
tenance of demat accounts with depos-
itory participants (DP). Resident inves-
tors may be less effected by the devel-
opment as they are reasonably 
equipped with India KYC norms for 
opening demat accounts. However, 
foreign investors could have some res-
ervations, as opening demat accounts 
would require them to obtain Perma-
nent Account Number (PAN) from 

income tax authorities. This, coupled with elaborate KYC formal-
ities including KYC of foreign directors (in corporate sharehold-
ings), would eventually increase lead time for investments. 

Companies may come to grips with the change and undertake 
initial transitionary compliances which include appointing a 
Registrar and Transfer Agent (RTA), paying admission fee and 
security deposit to RTA and DP, obtaining International Security 
Identification Number (ISIN) for each type of security and the 
like, in the run up to implementing this mandate. However, there 
would be recurring costs such as annual fee to RTA/ DP, compli-
ance cost for observing provisions of Depositories Act, 1966, fil-
ing bi-annual PAS-6 form certified by a CS or CA in practice, 
which could mean alterations or re-allocation of budgets. 

Be that as it may, private company demat rules and related 
practicalities may warrant cementing of some gaps. For instance, 
exemption to Wholly owned Subsidiaries (WoS) provided in 
demat rules for unlisted public companies seem to be absent for 
private company which is a WoS. Liberal provisions for public 
companies vis-à-vis private companies do not seem to synchro-
nize with the overall tone of the Companies Act. A private com-
pany deemed to be a public company by virtue of it being a sub-
sidiary of a public company may, therefore, require clarity on 
applicability of the provision. 

Role of DPs and subtle discrepancies between Companies Act 
with Depositories Act is another area of debate. For instance, 
under demat regime, DPs can give effect to transfer of securities 
based on Delivery Instruction Slip (DIS) submitted by transferor 
without seeking the investee company’s approval. This could put 
the elementary restriction on free transfer of private company’s 
shares to jeopardy. Scaling up internal checks with special 
instructions to DPs for disposal of requests for transfers would 
thus become necessary.  Undoubtedly, this move is expected to 
hit the right notes on transparency and ease of doing business. It 
would be paramount that intermediaries in demat area viz depos-
itories, DPs, RTAs also buckle up resources and infrastructure 
facilities to embrace the shift gracefully and initiate the process 
of dematerialisation much in advance. 

Sandeep Jhunjhunwala is M&A tax partner at Nangia Andersen 
LLP. Amita Jivrajani and Raju Sahu contributed to this article.

Private 
company demat 
rules may 
warrant 
cementing of 
some gaps

will generally pare it down to 10-15% of 
assets bringing it close to the structure 
of its Conservative Hybrid Fund (CHF). 
This is a more limited use of arbitrage 
in the scheme than a typical BAF or 
equity savings fund. BAFs also tend to 
have a large expense ratio, however 
according to persons with knowledge 
of the matter who declined to be 
named, the PPFAS DAAF may have a 
direct plan expense ratio of just 0.3% 
and regular plan expense ratio of 0.6%. 

A number of other fund houses also 
have products that keep gross equity 
between 35% and 65%. 
But these fund houses 
such as White Oak, DSP 
and SBI take exposure to 
multiple assets including 
gold (these are catego-
rized as multi-asset 
funds). Many of them also 
take exposure to interna-
tional equity (categorised 
as debt for tax purposes). 
Hence they are structurally different 
from the PPFAS DAAF which will be 
for all practical purposes a debt mutual 
fund. 

Debt funds are generally used by 
investors who have a low risk appetite 
or who want more or less predictable 
returns. The DAAF will have a portfolio 
similar to PPFAS CHF, largely invested 
in state government bonds (called 
SDLs) or PSU debt. The 10-15% equity 
exposure will be in mature companies 

will stable cash flows such as utilities.
How PPFAS CHF has done
Parag Parikh CHF was launched in 

May 2021 with a similar design. It 
would invest 10-15% of assets in the 
stocks of mature high dividend yield-
ing companies, another 5-10% of assets 
in REITs (Real estate investment trusts) 
and InVITs and the balance 75%-80% 
of assets in debt, mostly state govern-
ment bonds. However, it benefited 
hugely from the PSU rally in India over 
the past year that has lifted returns. 

The PSU index has doubled in the 
past year and hence 
PPFAS CHF has a 1-year 
return of 16.8% and a 
return since inception of 
10.6% (as of 14 Feb 2023).  
This may not be replicated 
going forward and this 
was not the expectation of 
investors when the fund 
was launched. However 
with an average yield of 

7.6% on its bonds, returns in the long 
term may sit in the 7-9% range depend-
ing on how interest rates move.

The PPFAS DAAF is likely to give a 
similar return to the PPFAS CHF with 
two caveats. First, it will not have any 
REITs or InVITs. In the past 1-2 years 
REITs and InVITs have been flat and 
not added greatly to PPFAS CHF’s 
return. However, this may change 
when interest rates drop. This benefit 
will not accrue to the new PPFAS 

Debt funds are 
generally used by 
investors with low 

risk appetite or 
who want more or 

less predictable 
returns

Bloomberg
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P
rivate credit funds for 
professional investors are 
facing their first set of 

stricter rules under a European 
Union (EU) proposal slated for 
approval this week, as their 
growth has fuelled questions 
about potential risks.

EU governments are set to 
sign off on a regulatory update 
for managers of alternative 
investments such as direct len-
ders. It includes caps on lever-
age—the use of borrowed 
money to juice returns—for 
private credit funds and other 
restrictions that the industry 
warns will be onerous.

The new rules are arguably 
the biggest concerted effort by 
authorities to put guardrails in 
place for an asset class that has 
grown rapidly since the finan-
cial crisis, with private credit 
increasingly replacing bank 
lending in areas such as lever-
aged buyouts. 

The idea is to get a handle on 
risks outside of banks before 
they precipitate a crisis, with-
out choking off a still fledgling 
market that offers alternative 
sources of funding.

Recent bouts of market tur-
moil such as the dash for cash at 
the onset of the pandemic or 
the 2021 collapse of family 
office Archegos Capital Man-
agement brought the disparate 
group of firms formerly known 
as shadow banks into greater 
focus for watchdogs. The 
Financial Stability Board, 
which brings together regula-
tors from around the world, is 
currently working on recom-
mendations for addressing lev-
erage at non-banks including 
private credit shops and hedge 
funds. 

Private credit asset manag-
ers in the US and Europe are 
already subject to certain 
requirements for conducting 
their business and reporting 
data to regulators. The EU is 
going further with standards 
for funds targeting professional 
investors. Other rules already 
apply to funds for retail inves-
tors.

Earlier this month, the Euro-
pean Parliament signed off on 
the rules which have been 
more than two years in the 
making. 

Europe to 
set first  
major rules 
for private 
credit funds

DAAF. Second, about 15% of the 
scheme will be in arbitrage (hedging 
via derivatives). Arbitrage returns tend 
to mirror the return of liquid funds and 
hence tend to be a little lower than 
long-term debt returns. This can create 
a drag on the fund compared to PPFAS 
CHF, but this will be contained to just 
15% of its assets. Even with these modi-
fications, the fund is positioned well to 
compete in the debt mutual fund space. 

What should you do?
Financial advisors have taken a posi-

tive view of the offering. “The structure 
of funds like PPFAS DAAF is better 
than funds that are structured merely 
for tax advantage such as hybrid funds 
with 65% equity and encourages you to 
think of exit after 1 year even though 
the dominant asset class in it, equity, is 
not designed for a one-year investment 
horizon. The 3- year plus time horizon 
that this type of fund will instil is 
healthier, though equity is ideally 
structured more as a seven- to 10-year 
investment horizon asset class,” said 
Vishal Dhawan, founder, Plan Ahead 
Investment Advisors. 

Note that you should be prepared to 
stay invested for more than three years 
in order to reap the tax benefits of this 
fund. Investors in the existing PPFAS 
CHF may also see their scheme being 
merged with the PPFAS DAAF—at its 
December 2023 annual unit holders’ 
meeting, PPFAS AMC did not rule out 
such a merger.

The ins and outs of PPFAS DAAF
This new offering from PPFAS AMC will embrace a tax efficient 'debt' fund structure

Gross vs net equity per fund category

Arbitrage

Over long periods debt 
returns>arbitrage returns

PSU stock rallly has 
lifted the returns of 
PPFAS CHF

PPFAS CHF returns (in %)

Launch date was 
26 May 2021

3-year rolling returns (in %)

Potential 
expense 
ratio#

Other funds with 35-65 model
Gross equity Unhedged equity

Medium to long 
term debt funds

Direct plan

1 year
Since 

inception

Regular plan

Arbitrage funds 4.93

0.3% 0.6%

6.41

SBI MF data as per Dec 2023, others as per Jan 2024 factsheet
*Analysis of ICICI, SBI, HDFC & DSP Hybrid Funds; **General range as per 
current allocations in large equity savings schemes. Can vary from scheme 
to scheme; #As per industry sources
CHF: Conservative Hybrid Fund; DAAF: Dynamic Asset Allocation Fund
Data as of 14 Feb 2023 Source: Primer Investor, MF factsheets

Equity

Debt

REITs/InVITs
NA

NA

16.8

14.8

10-15

15-20

77.3

7.9

65

10.6

BAF/DAAFs

Equity Savings Funds

PPFAS DAAF (Proposed)

65%+

65%+

35%+

30-55%

17-36%**

10-15%

Gross Unhedged*

PPFAS CHF v PPFAS DAAF
Returns (in %) PPFAS CHF PPFAS DAAF

42.15%

37.07%

42.80%

42.15%

28.25%

42.80%

 Debt funds are taxable 
at slab rate 

 Funds with equity 
35%-65% get lower 
taxation after 3 years

 Some multi asset 
funds have embraced 
this structure

 PPFAS DAAF to take 
this route

Points to note

 Tax benefit post 3 years, builds longer outlook 

 Same broad portfolio as PPFAS CHF

 Uses debt over arbitrage (less drag from arbitrage)

 Equity in mature dividend yielding stocks

Advantages of PPFAS DAAF model

SBI Multi Asset

Whiteoak Multi Asset

DSP Multi-Asset

PARAS JAIN/MINT

The proposal slated for 

approval this week. BLOOMBERG

p2
Highlight


