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SARBAJEET K SEN

Diversifiedequityportfolios
tendto reward investors in the
long term. Indianmutual fund
investorsappear tohave
embraced thisapproach.
According to the latestdata
fromtheAssociationofMutual
Funds in India (Amfi),multi-
cap funds receivednet inflows
of ~4,708crore inJune2024, the
highestamongdiversified
equity schemes.Meanwhile,
FranklinTempletonAsset
ManagementCompany (AMC)
has launchedthenewfund
offer (NFO)ofFranklin India
MulticapFund.

“Multicap funds are a good
choice for investors since they
provide a fair distribution of
exposure to large,mid, and
small companies. Value and
growth arewell-balanced in
multi-cap fundportfolios,” says
Manish Lodha, equity fund
manager,MahindraManulife
Mutual Fund.

Adiversifiedoffering
Multicapfundsinvest25per
centoftheirportfolioeachin

large,mid,andsmallcapstocks.
Theremainderisinvestedatthe
fundmanager’sdiscretion.
“Multicapfundsofferdedicated
exposure,andhence
participation,toallmarketcap
segments.Diversification
acrossmarketcapsegments
mitigatesmarketcap-specific
riskduringperiodsofvolatility,”
saysAjayKhandelwal,fund
manager,MotilalOswalAMC.

Growthwithstability
The largecap stocks in their
portfolios provide stability

while themid- and small-cap
stocks provide growth.

“Decent exposure to large
caps provides overall portfolio
stabilitywhilemidcap and
smallcap allocationprovides
adequate earnings delta to the
portfolio.Hence, it is a good
category over themedium term
froma risk-adjusted returns
standpoint,” saysAnkit Jain,
senior fundmanager,Mirae
Asset InvestmentManagers
(India).

Volatilityexists
Substantial exposure tomid-
and smallcap stocks brings
inherent volatility. “The level of
risk goes up in amulticap fund
if the smallcap exposure is rel-
atively high. In the past, there
have been several instances of
small caps underperforming
the broadermarket,” says
Lodha.He adds that the capac-
ity to invest nearly 50per cent
of these funds’ corpus in large
companies can, however, serve
as amitigating factor.

Distinctfromflexicap
In flexicap schemes, the fund
manager has the discretion to
allocate asmuchof his fund’s

corpus as she likes to stocks of
differentmarket caps.

Despite this flexibility,many
flexicap schemes invest heavily
in large-cap stocks.As of June
30, 2024, flexicap schemeshad
invested 70per cent of their
funds in large-cap stocks. In a
broad-based rally,which lifts
mid- and smallcap stocksmore
than largecap stocks,multicap
schemesperformbetter. “By
investing indifferentmarket
caps,multi-cap funds can cap-
ture growthopportunities
across various sectors andmar-
ket segments, including emerg-
ing companieswithhigh
growthpotential,” says
Khandelwal.

However, in a narrowmar-
ket led by a few largecap
stocks, flexi-cap schemes with
high large-cap allocationsmay
be a better alternative. “The
disadvantage ofmulti-cap is
the relatively lower flexibility
tomove across differentmar-
ket cap segments depending
on relative valuation,” says
Jain.

Whoshouldinvest
Investors keen onmid and
smallcap stocks butwary of
volatility should considermul-
ticap equity schemes over
standalonemidcap or smallcap
schemes. “Amulticap fund
should be a core productwhich
provides an opportunity for
optimal participation at all
times,” says Jain.

Invest in these schemes
using systematic investment
plans (SIP) and systematic
transfer plans (STP). “As equity
is a growth asset class, amini-
mumof five years is optimal, as
it provides ample time for
small andmidcap stocks to
grow,” says Lodha.

YOUR
MONEY

Tempervolatility in
midandsmallcaps
withmulticapfunds

Asthelastdatetofileincome-taxreturns
(ITR)approaches,acommonquestionis
whetherarecipientofdividendsfrom
theirinvestmentinsharesormutual
fundshastopaytaxonthem.

ITRfiling: Is
dividendfrom
sharesandMFtaxed?

Read full reporthere: mybs.in/2dWhPfd COMPILED BY AYUSH MISHRA

DMart gains on Q1 showing,
hopes of rise in demand
RAMPRASADSAHU
Mumbai, 17 July

Shares of Avenue Supermarts
(DMart) have gained about 5
percentover thepastweekon

better than expected June quarter
(Q1FY25) performance, hopes of a
recovery in discretionary demand,
andmargin gains going ahead.

The key takeaway from the
resultswas the robust grossmargin
performance. Riding on improving
mix, DMart posted a 34 basis point
year-on-year (Y-o-Y) improvement
in gross margins to 14.9 per cent.
Thecompanyindicatedthathigher
contributions from the more prof-
itable general merchandise and
apparel category led to the gross
margin expansion.

Though there was an improve-
ment, the gross margins are still
lower as compared to the pre-pan-
demic levels (15.6 per cent/16.1 per
cent seen in Q1FY20) as well as
Q1FY23 (15.8per cent), indicativeof
enough headroom to expand the
share of discretionary categories,
point out analysts led by Mehul
Desai of JMFinancialResearch.

While the brokerage is positive
on the company and has a “buy”
rating, the key monitorables,
according to it, are thepaceof store
expansion and the contribution of
the discretionary category to sales.

Eventhoughgrossmarginswere
better thanStreet expectations, the
samewas not reflected at the oper-
ating level. While the operating
profit grewby 17.8 per cent over the
year-ago quarter,marginswere flat
at 8.9 per cent, weighed down by
higher costs.

Kotak Institutional Equities
Researchpointsoutthat thehigher-
than-expected gross margins were
offsetbyhigheremployeecosts (up
29per centY-o-Y), aswell as higher
otheroperatingcosts (up26percent
Y-o-Y). Both standalone and con-
solidatedresults indicatethis trend,
indicatinghigheroperatingcosts in
offlineoperations, it adds.Thebro-
kerage has marginally cut its earn-
ings per share estimates after the
resultswhileretaining its“sell”call.

“We retain a cautious stance on the
stock in view of expensive val-
uations. Higher-than-expected
revenue growth or margin expan-
sion are key risks to our call,” say
analysts led by Garima Mishra of
thebrokerage.

Prabhudas Lilladher Research
says that DMart's first quarter
results meet expectations, indicat-
ingstabilisationinoperationalmet-
rics. Sales per store grew by 4.7 per
cent Y-o-Y, while sales per square
foot increased by 4.4 per cent Y-o-
Y, despite the opening of larger
stores. The cost of retail rose mar-
ginally by 45 basis points Y-o-Y,
driven by increased operating
expensesaimedat enhancing serv-
ice and sales capabilities for future
growth.This ledtoamissof 17basis
points on the operating profitmar-
gin front compared to analyst esti-
mates. During the quarter, DMart
expanded its footprint by adding 6
new stores, each larger by 50 per

centY-o-Y and 20per cent quarter-
over-quarter (Q-o-Q). Looking
ahead to the financial year 2025,
analystsnoted, thatDMart plans to
open approximately 45 new stores,
continuing its focus on Tier-II and
Tier-III cities,potentiallyaccelerat-
ing store openings further.

Analysts also highlighted that
DMart's long-termgrowthprospects
remainstrong,withthepotential to
operate over 1,500 stores in the
duopoly market. However, they
cautioned the slower expansion
pace of DMart Ready compared to
quick commerce players, which
could pose challenges in the long
term.PrabhudasLilladherResearch
hasaprice targetof ~5,104basedon
discounted cash flow (DCF) analy-
sis. They noted that a re-rating of
thestockappearsunlikelygiventhe
current high valuations of 81 times
FY26 earnings per share.
Consequently, it has revised the
stock recommendation from“buy”
to “accumulate”.

DMart’s consolidated net profit
rose 17.5 per cent Y-o-Y to ~773.7
croreinQ1FY25,helpedbyimprove-
ment in sales from general mer-
chandise and apparel. The com-
pany had posted a net profit of
~658.7 crore in the same quarter a
year ago. The supermarket chain
operator’s revenuefromoperations
soared nearly 19 per cent Y-o-Y to
~14,069.1 crore in Q1FY25 against
~11,865.4crore inthecorresponding
quarter in the last financial year.
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IN EXPANSION MODE

Taxationanddeduction
Dividends are reported in the ITR
formunder ‘Income fromother
sources’. Taxpayers can claima
deductionof up to 20per cent of the
gross dividend income towards the
interest expense incurred to earn it.
However, expenses like
commissions cannot be
claimedasdeduction.

Howmuchtax?
If an investor in the 30per cent taxbracket earns a
dividend incomeof, say, ~15,000, they are liable topay
~4,500as tax.Additionally, aTDS (taxdeducted at
source) of 10per cent is applicable onadividend
incomeabove ~5,000 in a financial year. Thismeans
if you receive ~15,000asdividend, aTDSof ~1,000 (10
per cent of ~10,000, as the first ~5,000 is exempt) is
deducted at source.However, this TDScanbe
adjusted against the total tax liabilitywhile filing ITR.

OUTPERFORMER
Multicapsbeatflexicapsduringbroad-basedrallies
nFlexicapfunds nMulticapfunds (Returnsin%)
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