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Foreword
U

nder Indian tax laws, savers have a complete range of tax-saving instruments available to them. And yet, individuals often take sub-optimal
investment decisions with their tax-saving investments. Deposits with
long lock-ins that hardly pay anything more than inflation, insurance schemes
that eat away a lot of the gains in agent commissions, equity-linked savings
schemes (ELSS) chosen with scant regard to performance track records – all
these (and more) are often seen when it comes to tax-saving investments.
Why does this happen? One common reason is that there is a confusion of
goals between saving tax and making investments. The typical investor makes
this decision either in late March under the duress of having the deadline slip
by, or under intense pressure from a salesman who drives home the fact that
time is running out. At the end of the day, we make suboptimal investment
decisions and when we ever realise it, we console ourselves by saying that at
least we got tax benefits for the investments.
This duality of concern – tax as well as investments – prevents clear-headed
thinking about just exactly what one is getting out of an investment and
whether the quantum of any disadvantages is actually worth the quantum of
tax benefits that are being obtained. Investors should work on eliminating both
these sources of poor decision-making – time pressure as well as not thinking
about tax-saving investments as investments.
Eliminating time pressure is simple. Just plan your tax-saving investments as
early in the year as possible. And once you start in time, there’s no need to stop
for the next year. Since the best way to invest regularly in a fund is through an
SIP, you should just start an SIP in a carefully chosen ELSS fund and let it run
for a long duration. Given the importance of SIPs, we have also included ample
information about SIPs in this booklet.
Tax-saving investments are investments and should not be made if you
would not make them otherwise. For example, if you otherwise do not need to
make a fixed deposit but would rather invest in equity, then do so for your taxsaving investments as well. Any investment has to first make sense as an
investment and only incidentally be a tax-saver.
Within this framework, ELSS funds are an advantageous way to use the `1.5
lakh limit that is there for tax-saving investments under Section 80C. For many
people, a good part of it gets consumed by statutory deductions. Unfortunately,
all the statutory deductions are invested in fixed-income instruments. Within
this limit, ELSS is the better way to get the advantages of equity investing. Read
on to understand why this is the case and how you can go about deriving these
advantages.
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All you need to know
about tax planning
M
any individuals deal with the unpleasant issue of income tax only in the first
three months of the New Year. Then
they fall prey to salesmen who try to sell them
insurance products for their attractive commissions. One should invest towards saving tax
through the year and not at the end of it.
A little bit of homework can save a lot of
trouble. Let us first start with altering the
notion of tax saving. Saving tax should not be
the sole objective of tax planning. Tax saving is
more about maximising wealth by the optimum
use of tax-saving avenues than simply putting
money in some tax-saving product. In fact, it
should be in sync with your other long- and
short-term goals.
There are a number of factors that decide
whether you have to file your income-tax
return; every person who has earned an income
in 2016–17 is not liable to pay income tax. The
factors that determine whether you need to pay
income tax include how much you have
earned, the source of income as well as your
age. For example, if you are earning less than
`2.5 lakh a year, you don’t have to pay any
income tax.

Know your tax bracket

For most of us, identifying our tax bracket is
pretty straightforward. Using the table on tax
slabs and rates, choose your filing status and
your gross income. Then, check in which tax
slab you fall to know your tax liability. There
is, however, another criterion that decides your
income tax: your residential status in India. It
could be resident Indian, non-resident Indian
(NRI) or not ordinarily resident (NOR). The
applicable income tax varies for each of these
categories. Also, tax rates are different for
senior and very-senior citizens and those under
60 years of age.

The next step is to arrive at your gross
‘taxable’ income. This is easy as long as you
have a single source of income. However, some
individuals will have multiple sources of
income. For instance, a salaried person may
have income from investments that pay out
dividends or a property that is let out on rent.
Such additional sources are treated as income
sources. To calculate tax, income can fall under
five heads: income from salary, income from
house property, income from profits and gains
of business or profession, income from capital
gains, and income from other sources which
are outside the other four sources. Income from
other sources includes interest income from
bank deposits or income from lottery.
Now come tax-saving investments or
expenses. There are several options available in
the form of savings, investments and even
expenses against which you can claim tax
deductions and reduce your income-tax
liability. With a little bit of homework, an
individual can use one or more of these options
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5

to reduce his tax liability and create wealth in
the process.
Tax planning and Section 80C are
inseparable for most tax payers. This is because
most people begin with the investments
mentioned in this section to save tax. Section
80C allows tax deduction on certain
investments up to `1.5 lakh. However, the
trouble with it is it is rather overcrowded. For
example, the section covers the National

Tax slabs for resident Indians
All resident		
Indians 		
under
Senior
60 years
citizens

Total income (`)

Very
senior
citizens

Up to 2.5 lakh

Nil

Nil

Nil

2.5 (3*)–5 lakh

5%

5%

Nil

5–10 lakh

20%

20%

20%

Above 10 lakh

30%

30%

30%

Very senior citizen: 80 years and above. Senior citizen: 60–79 years.
Additional educational cess of 3% on tax and surcharge payable. Tax credit
of up to `2,500 to anyone under 60 earning `5 lakh. Tax payers with income
more than `1 cr are liable to pay an additional 15 per cent surcharge. For
those earning between `50 lakh to `1 crore, the surcharge is 10%.
*`3 lakh for senior citizens only.
Source: Value Research

Pension System (NPS), Employees’ Provident
Fund (EPF), Public Provident Fund (PPF),
equity-linked savings scheme (ELSS), National
Saving Certificates (NSC), life insurance, and so
on. The problem of plenty poses huge
confusion for tax payers who are not very
financially savvy.
Here is the remedy to the confusion. Find
out what contributions or expenses of yours
qualify for tax deductions under Section 80C.
For example, most salaried employees have
monthly contributions to the EPF or the NPS.
These should be deducted from `1.5 lakh to
find out how much they can invest more to
save taxes. The EPF is a mandatory retirement
savings instrument for salaried individuals. The
EPF contribution is such that you contribute 12
per cent of basic and dearness allowance (DA)
every month, with the employer making a
matching contribution. For central-government
employees, investing in the NPS is mandatory.
If you have life-insurance plans, you can also
deduct the premium paid. Now, if you know
how much you actually need to invest, you can
turn your attention to the investment options.

Tax-saving options
PPF

NSC

Five-year bank
fixed deposit

EPF

NPS*

Returns (%)

8–9

7–9

7–8

8–9

Market-linked 8–9

Min investment/year (`)

500

100

100

Up to 12% of basic salary 1,000
by employee and employer

Max investment/year (`)

1.5 lakh

No limit

1.5 lakh

One-time
investment

No

Yes

Yes

Compounding

Yearly

Yearly

Lock-in (years)

15

Extension
after lock-in
Guaranteed
returns
Tax on maturity

In blocks
of 5 years
Rates set
every qtr
Tax-free

Sukanya Samriddhi

1,000

No limit

1.5 lakh

No

No

No

Quarterly

Yearly

NA

Yearly

5

5

Employment-inked

Until 60 years
of age**

See Note 1 in footnote

No

In blocks of 5
years
Rates set
every qtr
Interest is taxed

Employment-linked

Until 70 years
of age
No

Account will keep earning interest if not closed
Rates set every qtr

Rates set
every qtr
Taxable

Rates set
annually
Tax-free

Withdrawal/
Tax-free
annuity taxed**

*Over and above the exemption of `1.5 lakh allowed under Section 80C, one can avail exemption of an additional `50,000 under Section 80CCD(1B). **If withdrawn before 60 years of age,
80% of the amount must be used to buy an annuity. After 60 years of age, 40% of the amount must be used to buy an annuity. After 60 years, 40% of withdrawal is tax-free. Note 1: The
account matures after 21 years. If the girl is married before that, the operation of the account is not permitted.
Source: Value Research
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ELSS for saving tax
C
ompared to other allowable investments,
ELSS funds are uniquely advantageous.
There are two reasons for this. One is that
ELSS funds are unique in being the only viable
tax-saving investment within the `1.5 lakh limit
that brings the benefits of equity returns. Sure,
there are two other options that give equity-linked returns – ULIPs and the National
Pension System (NPS). However, ULIPs have a
long lock-in – at least five years – coupled with
high costs and poor transparency. The NPS is a
retirement solution rather than a savings one.
For one, it has only partial exposure to equity,
and secondly, it has a very long lock-in period
that effectively extends till retirement age.
There’s no way a three year lock-in product like
the ELSS can be compared to the NPS. The
withdrawals from the NPS are partially taxable.
ELSS funds actually have the best
combination of much lower cost than ULIPs, at
least 80 per cent equity as well as a reasonable
lock-in period of just three years. For many
beginner investors, they make an excellent
gateway product in which they get the first taste
of equity investing and mutual funds.
For the best way to choose ELSS funds, one
should plan ahead and not wake up to taxsaving investments late in the year. For a
variety of reasons, savers tend to make hasty
and poor decisions while choosing their taxsaving investments. This proves expensive in
the long run. A good tax-saving investment
must be an investment first and a tax-saver
later. For most people, the investment that
should make most sense is in an ELSS fund.
This is because salary-earners generally have
some of the permitted amount going into fixed
income through PF deductions and to balance
that, equity is advisable.
There’s a widespread misconception that
equity is too risky for older investors or for
retirees and therefore they should not use ELSS.
Nothing could be further from the truth.
Everyone who has taxable income should invest
in ELSS to save taxes.
Even for people who have a reasonable size of

Redeem

`
savings, the main problem in retirement
planning in India is to compensate for inflation.
The reality is that our savings are eaten away at
a ferocious rate by the declining purchasing
power of the rupee. Over the average 25-year
period during which a retiree needs income, one
can expect prices to rise by about eight times.
Moreover, some of the goods and services that
could form an outsize part of a retiree’s expenses
– healthcare, for example – have seen even
higher rates of inflation.
Equity investment has a higher risk over the
short term. However, for investment periods of
three to five years or longer, the risk on equity
investments is considerably lower. In fact, when
you take inflation into account, it is bank FDs
and similar deposits that are suboptimal for the
retiree because of inflation.
Of course, like all equity investments, the
best way of investing in ELSS funds is through
monthly SIPs throughout the year. That’s also
the way to avoid any last minute rush. At the
beginning of the year, calculate your statutory
deductions for tax under Section 80C and
arrive at the amount of tax payable. Divide the
investment required to be made to save this
tax into 12 equated portions and start an SIP
in ELSS.
Wealth Creation with ELSS
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Understanding SIPs
T

units because 10,000/20 = 500. However, in a
month when the NAV is `16, you will get
allotted 625 units, as 10,000/16 = 625.
Thus, you have automatically bought more
units when markets are lower. When the time
comes to redeem your investments, all the units
are worth the same. However, your
profit margin is higher for units that
were bought at a lower price.
Effectively, you have paid a lower
average price, which translates to
higher returns. One of the basic
principles of investing is ‘buy low,
sell high’. SIPs automatically enforce
this. To get the best out of your SIP,
you need to keep it simple with an
investment frequency that you can
easily maintain and manage
depending on your income.

he best feature of mutual-fund investing –
the one that makes it easy and straightforward to earn great returns – has nothing
do with actual funds themselves. Instead, it’s
about the pattern or the schedule in which you
invest. In other words, SIP. SIP means systematic
investment plan. Actually, in practice, it means simple investment
process. However, in the effect that
it has on an investor’s savings, it
should be called spectacular investment payoffs!
SIPs are a straightforward idea.
You invest a fixed sum regularly in
an equity fund, regardless of market
conditions. Over the long term, you
end up buying more units when
markets are down and fewer when
markets are up. Your average price
of acquisition is inevitably lower than what it
would have been had you tried to time the
market by trying to predict and anticipate its
movements. Instead of trying to time one’s
investments, one should regularly invest a
constant amount.
Since SIPs mean investing with a fixed sum
regularly regardless of the NAV or the market
level, investors automatically buy more units
when markets are low. The arithmetic is simple.
Suppose you are investing `10,000. In a month
when the NAV is `20, you will get allocated 500

SIPs are nothing
more than a
psychological
trick to make you
invest when the
market is low
without having to
guess what it will
do next

Not a start-stop option

For what is supposed to be a simple (and
simplifying) idea, there are way too many
misconceptions about the SIP way of investing.
At Value Research, we get a steady stream of
investor emails asking questions that show that
for some, SIPs remain misunderstood and
misused. Here’s a typical one, ‘The markets are
said to be in an overbought zone if Nifty
valuation rises above 22. Is it wise to continue
with SIPs in such period?’. This is just one such

ELSS: SIP vs Lump sum
`1.2 cr

ELSS lump sum

ELSS SIP

Invested amount

90 lakh

60 lakh

30 lakh

0
2002

2003

2004

2005

2006

2007

2008

2009

2010

2011

2012

Lump-sum investments have been made at the start of the financial year for 15 years. Monthly SIP amount is `12,500 .
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2013

2014

2015

2016

2017

Source: Value Research

example. In general, those who have a punter’s
approach to investing carry over that approach
to SIPs, trying to stop and start SIPs by timing
the market.
In 2010, there were many investors claiming
that SIPs were no good and that they had barely
broken over the preceding years. Generally,
these were the people who had stopped their
SIPs after the great crash of 2008 and then
restarted them after the recovery in 2009.
The basic idea behind SIPs is that while the
general direction of an equity investment is
upwards, it is not possible to reliably predict the
actual fluctuations that it may undergo as part
of its general trend. Instead of trying to time
one’s investments, one should regularly invest a
constant amount. That’s the way it should work.
However, you have to allow it to work by going
on investing when the market is low and not
trying to time it. At one level, SIPs are nothing
more than a psychological trick to make you
invest when the market is low without having
to guess what it will do next.
It should be obvious that SIPs do not

guarantee profits under all circumstances.
The point of SIPs is that you keep buying at
all levels regardless of what your instincts urge
you to do. Without an SIP, investors invariably
tend to do the opposite. In the face of the kind
of collapse that stock markets saw in 2008–09,
no investing strategy is immune. If you had
been doing an SIP over the 2006–08 period,
then most of that period you would have been
investing at very high levels of the market. It’s
no surprise that when the Sensex went down to
9,000 or 10,000, you were in losses.
The encouraging part is that a larger and
larger proportion of Indian savers are catching
on to the advantages of SIPs. There are now one
crore active SIPs in this country. In the coming
years, as savers will see the returns from this
kind of investing, there will be an exponential
growth in mutual fund investing as well as the
quality of the experience that investors have.
If you want your money to generate great
long-term returns without the heartburn of
stopping and starting investments at the wrong
time, then you can’t ignore SIPs.

ELSS vs other taxsaving options
E
LSS faces competition from a number of
other tax-saving options. Many investors
who haven't experienced equities tend to
be afraid of them. They find the more traditional tax-saving options more reliable. We compare
ELSS with unit-linked insurance plans (ULIPs)
and the Public Provident Fund (PPF).
.

ELSS vs ULIP

Functionally, there is nothing common between
ELSS funds and ULIPs. It’s a basic rule of
saving to not mix up insurance and
investments. ELSS and ULIPs are two different
products that serve different purposes. While a
ULIP is a mix of life insurance and investment
Wealth Creation with ELSS
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ELSS vs PPF vs Sensex
`1.25 cr

Sum invested

PPF value

ELSS value

Sensex SIP value

Sensex SIP value (Post-tax investments)

1.00 cr
75 lakh
50 lakh
25 lakh
0
2002

2003

2004

2005

2006

2007

2008

2009

2010

2011

2012

2013

2014

2015

2016

2017

For simplicity, we have assumed a yearly investment amount of `1,50,000 for the past 15 years in the PPF and its alternatives. In reality, the PPF limit was different for different years, ranging from `60,000 to `1,50,000. We have also assumed annual investment and hence annual rather than quarterly compounding for the PPF.
Source: Value Research

offered by life-insurance companies, ELSS is an
equity fund. Both are eligible tax-saving
investments but there the similarity ends.
ELSS has predictable cost. It has easily
understandable returns and is transparent about
how the fund operates and what it invests in.
Not so with ULIPs. From the premium paid, the
insurer deducts charges towards life insurance
(mortality charges), administration expenses and
fund-management fees. So only the balance
amount is invested. ULIPs have high first-year
charges towards acquisition (including agents
commissions). In order to evaluate the return
generated by a ULIP and thus compare it with
another investment, you need to
take into consideration only that
portion of the premium that is
invested in a fund. This information
is not easy to come by.
In a ULIP, the mix of investment
and insurance prevents savers from
having a clear cost-vs-benefit
understanding of either of the two
components.
Also, with a ULIP, you have to
block your money for long periods
of time. So you sacrifice on
transparency and liquidity. In theory, ULIPs have
a five-year lock-in, but since terminating the
policy early impacts the returns adversely, in
effect it is a ten- to fifteen-year commitment.
All the charges, which could be as high as 60
per cent in the first year, begin to taper from the
fourth-year onwards. So you will have to stick

on for at least 10–15 years to make sure you get
a decent overall return on the investment you
have made.
The high costs, difficulty in evaluation, lack
of transparency and low liquidity don't make a
ULIP a suitable avenue to put one's money. It is
the agents who benefit most since commissions
can go up to 25 per cent. Insurance should never
be an investment.

ELSS vs PPF vs Sensex

The Public Provident Fund (PPF) has been our
safety net for decades. It has served many of us
who aren’t privileged enough to get an inflationlinked government pension. The
PPF tax exemption became a ritual.
But what would have happened if
we’d put this money to work in
equity instead? We analysed two
competitors of the PPF over the last
15 years, equity-linked savings
schemes (ELSS) and pure index
investments. As the graph shows, an
SIP investment in the Value
Research’s ELSS category of an
identical amount as that in the PPF
would have given us much higher
returns. A `1,50,000 investment every year since
FY01 in the PPF would’ve added up to
`47,01,242, whilst an investment in the ELSS
category would’ve added up to `1,05,75,236, a
whopping `58,73,994 or 2.2 times higher! So,
while the PPF may be close to your heart, you
can’t afford to ignore ELSS.

ELSS has
predictable cost.
It has easily
understandable
returns and is
transparent about
how the fund
operates and
what it invests in.
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