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As we are approaching the final quarter of the current financial year, tax planning will be one of the most 
important priori�es for many tax payers. Sec�on 80C of Income Tax Act 1961, allows investors to claim 
deduc�ons from their taxable incomes by inves�ng in certain eligible schemes. In this blog post, we will 
discuss 5 reasons why you should invest in tax saving mutual fund schemes referred to as Equity Linked Saving 
Schemes (ELSS), and the Systema�c Investment Plan (SIPs) offered by them.

Reduce your tax obliga�ons for the current financial year: The most obvious reason for making 80C 
investments is tax savings schemes. You can claim up to Rs. 150,000/- deduc�on from your gross taxable 
income by inves�ng an equivalent amount in ELSS or other eligible 80C schemes; you can save up to Rs. 
46,800/- in taxes (for investors in the highest tax bracket) every year. SIP is a disciplined way of making tax 
saving investments throughout the year to achieve maximum tax savings.  

Create wealth over a long investment tenor: ELSS mutual funds are usually the best performing 80C 
investments in the long term. These schemes are essen�ally diversified equity mutual funds, which invest in 
equity and equity related securi�es. While ELSS investments are subject to market risks, historical data shows 
that equity is the best performing asset class in the long term. Ni�y 100, which is the index of 100 largest 
stocks by market capitaliza�on (large cap stocks), has given 12.6% annualized returns in the last 5 years, 
much higher than other asset classes like fixed income and gold (source: Advisorkhoj Research). Further ELSS 
mutual funds are managed by professional and skilled fund managers. The table below shows the interest 
paid by different 80C investment schemes and historical returns of ELSS category. 
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Maximum Liquidity: ELSS offers the maximum liquidity amongst all 80C investment op�ons. PPF has a tenor 
of 15 years with very limited liquidity in the interim. Minimum investment tenor of all non-ELSS 80C schemes 
is 5 years. ELSS mutual funds have a lock-in period of only 3 years. Your money is not locked up for long 
periods of �me in ELSS and you have the op�on of redeeming your investment par�ally or fully a�er the lock-
in period. When inves�ng in ELSS through the SIP route, investors should remember that each SIP installment 
will be locked in for 3 years and should plan accordingly.

Tax Advantage: Investment proceeds of some 80C investments like PPF are tax free, but interest paid by 
some 80C investments are taxed as per the income tax rate of the investor. Till the beginning FY 2019, ELSS 
capital gains / profits were tax free but a change in taxa�on was introduced in this year's Union Budget. 
Capital gains of up to Rs 1 Lakh in ELSS mutual funds will be tax exempt. Capital gains in excess of Rs 1 Lakh will 
be taxed at 10%. Incidence of tax in ELSS investments arises only at the �me of redemp�on and not during the 
term of the investment. Even with the introduc�on of the capital gains tax, ELSS remains one of the most tax 
efficient 80C investment op�ons.

Convenience and Flexibility: ELSS offers investors the convenience of inves�ng through SIP mode in which 
you can invest fixed amounts every month (or any other frequency) for tax savings. SIP not only helps 
investors stay disciplined, it can also help them get higher returns through Rupee Cost Averaging. ELSS SIPs 
offers a lot of flexibility. Unlike PPF or life insurance plans, there are no penal�es or policy suspensions, in the 
event of missed payments in ELSS SIPs. You can stop and restart your SIPs at any �me. However, if you miss 3 
consecu�ve SIP instalments due to insufficient funds in your bank, your SIP will be cancelled and you will have 
to make a fresh applica�on to restart your SIP. Therefore, you should ensure that there is always sufficient 
balance in your bank account on SIP dates.
 
Conclusion 
In this post, we discussed why ELSS investments through SIPs is one of the best tax saving investments. It not 
only helps you save taxes, but also creates wealth for investors with high risk appe�te. ELSS is also the most 
liquid and convenient investment op�ons under Sec�on 80C considering the SIP route. Investors should 
consult with their financial advisors if ELSS schemes are suitable for their tax saving purposes. 

Mutual Fund Investments are subject to market risk, read all scheme related documents carefully.
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