Govt may tap MFs for divestment
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The proposals in the Union
Budget hint that the govern-
ment will use the mutual fund
(MF) route more aggressively
to meet this year’s ¥-trillion-
plus disinvestment target.

It has proposed tax exerip-

| tions to exchange traded funds

' sector enterprises (CPSES) as
| the underlying. These ETFs. .

(ETFs) that have central public

will get the status of equity-
linked savingsschemes (ELSS).

| Additionally, the Budget has
| proposed extending the con-
| cessional tax rate of short-term

capital gainsto equity-oriented
fund of funds (FoF) that are set
up for disinvestments in state-
owned companies or CPSEs,
"Equity-oriented FoF attract

- short-term capital gains tax of

30 per cent. The Budget has
proposed reducing it to 15 per

. cent for FoF used for disinvest-
- ment," sald Bhavin Shah, part-

ner and leader (financial ser-
vice tax), PwC India.

. FoF are subject to higher

short-term capital gains tax,
given these are not treated as
equity-oriented schemes for
taxation purpose. As a result,
the 30 per cent tax rate appli-
cable for debt funds s leyied
on thesa too. The proposal aims
to incentivise even those
investars who wish to place
short-term bets. Experts say
this will make participation in
new and follow-on fund offer-
ings attractive to traders scout-
ing for arbitrage gains.

. “The FoF structure could
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give the government an on-tap
option. This will help the gov-
ernment react dynamically to
market sentiment, and help
increase retail participation in
capital markets via
CPSE ETFs,” said
Sundeep - Sikka,
CEO of Reliance
Nippon Life AMC.

An FoF struc-
ture will also allow
investors without
demat accounts o
participate in CESE
ETFs, said a senlor executive of
ancther fund housa, The cur-
rent framework requires an
individual or entity to have a
demat account to participate
in an ETF. However, it is not
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required in the case of FoF,

According  to  industry
sources, the government has
been looking at other MF orod-
ucts; following the success of
ETFs in its disin-
vestiment drive.

Experts: ‘say
ELSS can bring in
long-term retail
money info such
ETFs, as it comes
with a three- yedl
IGCR -in me.d_ The
ELSS incentive will
give retail investorsareasonto
consider CPSE. ETFs," said
Radhika Gupta, CEO of
Edelwelss MF.

In FY19, the government
mopped up ¥45,079 crore —

(PSEETH's new
tranche likely -
nextweek

The Centre may launch another -
tranche of the CPSEETF next
week to raise a minimum of
8,000 crore, said peoplein
the know. The follow-on fund
offer (FFO) could open for
subscriptiononluly18.The |
peoplesaid the FROwill have a
green-shoe option, which
allows the Centre toretain
averstibscription. The previous
tranche, in March 2019, was
oversubscribed over three .
times, helpingthe Centre raise

{10,000 crore. Sofar, the

Centire has mobillsed $38,500
crore by launching five
tranches of the (PSEETF.
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above half the total money it
raised — by selling stakes in
CPSEs through ETFs,

For FY20, the government
has pegged its disinvestment
target at .03 trillion —28 per-
cent higher than last year.

The government has so far
used two ETFs — CPSE ETF
and Bharat 22 ETF — to divest
its stakes. In the last fiscal, two
separate tranches of the Bharat
22 ETF and one tranche of the
CPSEETF werelaunched. .

All three follow-on offerings
were oversubscribed. However,
CPSEETFstend toattract insti-
tutional investorsand high net-
worth investors, who typically
come in to take advantage of
the discounts offered.



