e What does 80C
provide for?

SECTION 80C OF the Income Tax Act
allowsindividuals(whether salaried
or self-employed) and Hindu
undivided families toavail tax
deductions of up to ¥1.5 lakh of
investments madebythem as part
oftheirlong-term/retirement
planning. Taking advantage of tax
benefits under Section 80Ccan
significantly reduce an individual’s
tax burden. Inorder to claim such
deduction, taxpayers must invest in
eligible investment instrumentsor
spend the specified amount on
designated expenses within the
finandal year.

Some of the main deductions
available are payment for unit-linked
insurance plan, National Savings
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so much so that itis now over 50% of the
total direct tax collection. Three key factors

Animportant factor,which is equally
significant but not part of the public

individuals if he/she foregoes tax
deductions available undertheAct.

e How toreview before investing?

BEFORE COMMITTING TO investment in
anyof the financial instruments, tax-
ability under all three stages needs tobe
evaluated: Investment of capital; yearly
income (growthoraccrued interest); and
maturityvalue.One can daimdeduction
under Section 80C only at the first stage
(investment).There may be taxability at
the othertwo stages depending onthe
instrument.While 80Citems typically
include EET instruments (investment
andaccrued interestare exempt, but
maturityvalue is taxable),incertain

instruments EEE (taxexemptioninall
three stages) and ETE (investment and
maturity value eligible forexemption,
but accrued interest taxable) is available.
Itis therefore important to evaluate
before committing to invest.Also,various
financial instruments have lock-in
periods of fiveto 15 years, curbing access
to funds and reducing liquidity.Thus,
taxpayers shoukd balancetheir portfolios
with bothliquid and long-term
investments toensure adequate liquidity
forunforeseencircumstances.

e How govtviews
tax deductions

THE GOVERNMENTHAS timeand
againstatedits intention to promote
the new tax regime among individual
taxpayers. While this policy position is
topromote caseandsimplicityin
taxing norms, it ostensibly also
discourages (read “does not explicitly
promote”) savings and long-term
investment, by not allowing deductions
underSection 80C.This isin contrast to
atypicalIndian societal system that
puts apremium on savings.

The 80Climit 0of ¥1.50 lakh per year,
which was last increased a decade ago
(in 2014), has not kept pace with
inflation. Increasing this limit could
nudge taxpayers to invest more in the
specified savings instruments,
potentially boosting overall household
savings and investment rates.
Encouraging higher investments
through an updated 80Climit aligns
with the social and economic goals of
promoting finandal securityand
robust retirement planning for
Indian households.

e Whatisthe
future of 8OC?

ASTHE SERVICE SECTOR inthe
country grew, moreand more salaried
people joined the workforce thereby
making Section 80C one of the most
ubiquitous tax provisions. The Section
also often gets credited with
formalising India’slong-term
investment habits. The government
would surelywant thistrend to
continuein the future asmostof the
Indian workforce iscurrently below the
average age of 30yearsand are taking
investment decisions based on their
retirementgoals. One of the main
casualties of the introductionof the new
taxregime is thatinvestment-linked
deduction (80C deduction) ofupto
¥1.5lakhis notavailableif one chooses
the new regime. One would hope that
the govemment introducesa new
avatar of 80C deduction to the new
taxregimeaswell.
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