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∗∗∗∗EEE Vs EET – The Savings woes 

 
- By CA Aseem Bhargava & CA Pankaj Goel 

 
 

The Kelkar committee recommendations on Direct taxation suggested the 
migration from EEE (Exempt- Exempt- Exempt) regime to EET (Exempt- 
Exempt- Taxed) regime where tax is levied at the withdrawal stage though 
not at the time of contribution or accumulation. It was felt that shift from the 
existing EEE to EET method is likely to impose transitional administrative 
problems. An experts committee was, therefore, set up by the government to 
devise a roadmap for moving towards EET which is still under way. 
 
The present article tries to analyse whether the steps proposed for movement 
towards EET for a homogenous treatment of financial savings instruments 
with regard to taxation would in turn add to the woes of the investors or 
provide them relief. 

 
 
INTRODUCTION 
 
Savings represent forgone consumption deferred for a future date. They are a personal 
sacrifice and deliberate postponement of immediate gratification. The saver then makes 
his savings available for financing capital investment leading to productivity boost and 
better standards of living. Being the lifeblood of a market economy, savings can provide 
an impetus to true economic growth. 
 
With Household savings constituting about 22%1 of the Gross Domestic Capital 
Formation (GDCF), their importance cannot be undermined. 

 
 
BACKGROUND 
 
In the Finance Act, 2005, our Honorable Finance Minister Sh. P.Chidambaram scrapped 
the old Section 88, which allowed a rebate in tax, as also Section 80L providing limited 
relief in notified interests and introduced a deduction from the Gross Total Income (GTI) 
of the assessee u/s 80C. An investment upto Rs 1 Lac irrespective of the income slab of 
an assessee would, therefore, be eligible for deduction to the individuals and HUF from 
the Gross Total Income. Thus, total tax benefit u/s 80C increased by Rs 10000 to Rs 
15000 in comparison to what was under erstwhile Section 88. Moreover, the benefit of 
Section 80C is available even to individuals whose earnings are over Rs 5 Lacs p.a. 
 
 
1 Quick Estimates, Economic Survey 2005-06.  

 
∗ Both the authors are member of Institute 
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  Source: Central Statistical Organisation  
POPULAR SCHEMES AT A GLANCE 
 
Some of the popular savings instruments available under section 80C are as follows: 
 

1) Life Insurance Premium; 
2) Subscription to any Pension Fund 2 formulated in accordance with the scheme 

formulated by the government; 
3) Contribution to Employees Provident Fund and Public Provident Fund (PPF) 3; 
4) Contribution to savings certificates notified by the government (NSC VIII); 
5) Subscription to any units of any Mutual Fund formulated in accordance with the 

scheme notified by the government (ELSS); 
6) Fixed Deposits in Scheduled Banks for a term not less than 5 years 4; 
7) Tuition fees for children (upto 2) for education at recognised Universities & 

Institutions; 
8) Repayment of principal amount of loan for Residential House Property. 

 
 

WHAT ARE EEE AND EET? 
 
EEE (Exempt- Exempt- Exempt) is a regime where savings are fully tax-exempt at all 
stages may it be Contribution, accumulation or maturity. It is under this regime that 
most of our savings instruments presently are. 
 
EET (Exempt- Exempt- Taxed) refers to a regime where the savings are exempt at the 
time of contribution or accumulation but are taxed at the time of maturity or withdrawal. 
 
Under the chairmanship of Dr.R.Kannan of SBI Life Insurance a committee was 
constituted by the Government of India involving other experts like a Chartered 
Accountant, Merchant Banker, Investment Advisor and a representative from CBDT, to 
devise a roadmap to move towards EET system. The committee was expected to submit 
its report by 30th October 2005 but has been given a time extension during which views 
shall also be taken from general public so that  steps are taken considering the interests 
of lower, middle and upper echelons of the society. 
 
 

WHETHER EET IS A NEW CONCEPT? 
 
With so much hue and cry about EET, another question that arises is whether it is a new 
concept in India? The answer is no. In its limited form, EET is being followed in India 
even at present. The National Savings Scheme (NSS) introduced earlier and recently 
introduced annuity plans of Insurance companies (u/s 80CCC) for example Jeewan 
Suraksha of LIC, are already following EET method. 
 
2 Limit of Rs 10,000/- u/s 80CCC removed by Finance Act, 2006, subject to the overall ceiling of Rs 1 Lacs 

u/s 80C. 
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3 Maximum ceiling for PPF deposit is Rs 70,000/- p.a. out of Rs 1 Lacs u/s 80C 

4 Introduced By Finance Act, 2006. 

 
 
 
Majority of the small savings scheme in India are currently under the category of EEE 
system such as in case of Provident Fund, PPF, Superannuation Fund, etc. 
 
 

TAXABILITY CRITERIA AND ITS IMPACTS 
 
Let us discuss the criteria for taxability of such schemes and its implications on savings 
of individuals and HUF. 
 

1) Life Insurance Premium 
 
Life Insurance contracts are long term in nature generally involving a lock-in 
clause. The policy acquires surrender value only once the specified period for 
which one has insured is complete. 
 
Present scenario  

 
Presently, the system is EEE. Thus, any contributions to Life Insurance 
Premiums, any bonus received on it from time to time and the proceeds received 
on maturity are all tax exempt. 
 
In case the annual premium exceeds 20% of the sum assured, the maturity 
proceeds shall be taxable even under the present tax regime. 
 
Proposed scenario 
 
Proposal to move towards EET shall lead to taxability of the maturity proceeds.  
 
 

2) Pension Schemes 
 

These are also in the nature of long term investments. The maximum amount of 
contribution for the savings purposes has been enhanced from Rs. 10000/- to 
maximum overall ceiling of Rs. 1 Lac by Finance Act, 2006. 
 
Present scenario  
 
The pension schemes under government of India enjoy the EEE regime. 
 
 
Proposed scenario 
 
It is proposed to move all pension schemes under EET system. 
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The Pension Fund Regulatory and Development Authority is trying hard that the 
schemes under the New Pension System (NPS) operationalised by the 
government from 1st June 2004, are not placed at a tax disadvantage under the 
EET regime. 
 
Lot is expected from Chartered Accountants in providing a supportive as well as 
developmental role in pension reforms. 
 

3) National Savings Certificates (NSC’s) 
 
National Savings Certificates offer a coupon rate of 8% p.a. with a half yearly 
compounding and a lock-in-period of 6 years.  
 
Present scenario  
 
Presently the contribution is exempt and the accrued interest is also eligible for 
rebate under section 80C within the overall ceiling of Rs. 1 lac. At maturity also 
the proceeds are tax exempt. 
 
Proposed scenario 
 
Under EET system the terminal proceeds shall be taxed at an appropriate rate. 
 

4) Provident Funds (EPF/PPF) 
 
Under EPF an employee shall contribute 12% of his emoluments or a higher 
amount. Under PPF the total contribution is limited to a maximum of Rs. 70000/- 
p.a.  
 
Present scenario  
 
Any contribution to or accumulation in or withdrawal from a Recognised, 
Statutory or Public Provident Fund is exempt from tax. 
 
Proposed scenario 
 
In case the PF or PPF goes under the EET regime, withdrawals from such 
schemes shall be taxed. 
 
A lot of reliance presently being placed on PF/PPF shall thereby undergo a 
change and a need would arise to re-ascertain the attractiveness of contributions 
to Provident Funds in the prospective scenarios. 
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5) Mutual Funds / ELSS / ULIPs 

 
Equity Linked Savings Schemes (ELSS) are diversified open ended equity 
schemes offered by Mutual Funds. With a lock-in-period of three or more years, 
the scheme can provide benefits with an upward equity market since returns 
from ELSS are linked to fortunes of stock markets. 
 
Structurally, ULIPs are like Mutual Funds. It provides insurance and higher 
returns in a booming market. Policyholders share in the fund is determined by 
the number of units held by them. 
 
 
Present scenario  
 
Presently the contributions, dividends and capital gains arising out of ELSS are 
tax exempt. Similarly all products of ULIP are tax exempt. 
 
Proposed scenario 
 
Under EET, tax on maturity proceeds in a short term will not be able to provide 
adequate returns in terms of time value of money. Thus, it would be necessary 
to remain invested for a longer duration hence making the schemes unattractive. 
 

6) Fixed Deposits 
 
As inserted by Finance Act, 2006 and w.e.f. Assessment Year 2007-08, term 
deposits of not less than 5 years with Scheduled Banks will now be eligible for 
deduction u/s 80C within the overall ceiling of Rs 1 Lac. 
 
Present scenario  
 
Though with effect from Assessment Year 2007-08, the contribution to fixed 
deposits will remain tax exempt as also will the maturity proceeds, the interest 
accumulation shall be subject to tax at an appropriate rate thereby introducing a 
new regime called ETE. 
 
Proposed scenario 
 
If EET applies prospectively then the interest will have to be exempted whereas 
whole of the maturity proceeds will be taxed. Any attempt to tax the maturity 
proceeds retrospectively will lead to a double taxation on interest. 
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7) Tuition fee and Repayment of Home Loans 

 
The above are not in the nature of savings but more of personal expenditures. 
 
These neither are subject to tax at any stage in the present scenario nor can be 
taxed under EET regime due to the fact that there is nothing called maturity 
value.  
  
 
It is, therefore, felt that these two options shall always remain the most 
attractive ones. 
 
 

 
IMPLICATIONS 
 
Having discussed the present and the proposed scenarios of some of the popular 
savings instruments in force today, we may now assess the probable implications of 
migration from EEE to EET on such schemes.  
 
Any scheme that taxes the savings shall, undoubtedly, not be welcomed. This may not 
only lead to discouragement to savings but also reduction in Gross Domestic Capital 
Formation (GDCF). 
 
Such a change shall carry a lot of procedural implications and complications with regard 
to collection and deposit of tax. This may either be through self-assessment or TDS 
route. A separate declaration may also be required while furnishing the return of 
income. The same shall then be subject to assessments, rectifications, appeals etc as 
the case may be. Further, interests and penalties as prescribed under Income Tax Act, 
1961 shall also be suitably levied in case of any delays or defaults in the tax payments. 
In short, the complications are going to rise. 
 
Senior citizens / retired employees might just escape the above implications in case their 
incomes fall under the NIL income slabs. 
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The impact of EET regime on individual tax payer can be explained by Table No:1 below 
 

 
Position before EET REGIME 
 

(Figures in Rs) 

PARTICULARS Mr. A Mr. B 

 
At the time of savings (Contribution) 
 
Gross Salary  240000 1300000 

Less Interest on Housing loan 

(Assuming House SO& Loan Taken for 

the Purchase of Property) 

15000 150000 

Add Interest on Bank Fixed Deposit 20000 40000 

GROSS TOTAL INCOME 245000 1190000 

Less Deduction Under Chapter VI* 

(i) u/s 80C 
 

100000 

 

 

100000 

 

 

TAXABLE TOTAL INCOME 145000 1090000 

Gross Tax Payable 4500 307000 

Add Surcharge10% 

(if GTI is above Rs1000000) 

---------- 30700 

Add Education Cess  @2% 90 6754 

Total Tax Payable 4590 344454 

 
• Savings are as follows: 
 

 LIC premium Rs 40000 p.a, SA Rs 12, 00,000 
 NSC Rs 20000  
 PF Rs 40000 p.a  
 
 

At the time of maturity 
 

At present on maturity, LIC amount i.e around Rs 2500000 (including Bonus), NSC 
amount around Rs 35000, and total PF money, say, Rs 2500000 is exempt and hence 
there is no burden on the tax payer and he can plan his future safely. 
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Position after EET REGIME 

 
Present position doesn’t change but at the time of maturity, tax payer will have to pay 
tax on total maturity amount i.e. on total amount of Rs 50,00,000. Considering the 
applicable tax rate of 30%, tax would be around Rs 15,00,000 which is a hefty amount 
for a taxpayer at one go. 
 
 

MERITS OF EET REGIME 
 
The probable merits being anticipated by the government while introducing EET may be 
as follows: 
 

(a) Uniformity in tax treatment of savings 
 
Under the present system some of the savings schemes eligible under section 
80C come under EEE like Pension Funds, Insurance Policies, PPF, etc where as 
some fall under EET system such as NSS and certain annuity schemes of 
Insurance companies. On the other hand fixed deposits fall under the category of 
ETE. 
 
 
With the introduction of EET regime, it is felt that all such schemes shall be 
subject to equitable tax treatment prospectively or retrospectively as is the 
government decision. 
 

(b) Simplified administrative procedures 
 
A shift from the existing EEE method to EET method is likely to impose 
transitional administrative problems. A committee of experts has, thus, been set 
up to work out a roadmap for moving towards EET. Once implemented and after 
initial hiccups, EET is expected to simplify the administrative procedures, 
specially due to uniformity in tax treatment, both for investors as well as 
government. 
 

(c) Source of revenue generation for the government 
 
It is evident that imposition of tax at maturity will surely generate substantial 
revenues for the government. The magnitude of revenue generation shall, 
however, depend upon whether the government decides to levy tax on new 
investments or even on continuing investment schemes though it is expected 
that the government may levy tax on new investments only. 
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DEMERITS OF EET REGIME  
 
The following demerits may be attributable to this system: 
 

(a) Discourages and limits savings options 
 

With the very introduction of taxation on terminal proceeds, one of the biggest 
motivations for most investors shall suffer a jolt and they might just save the 
least possible. This shall not only restrict the amount saved but also limit the 
savings options. Fall in savings having a bearing on the capital formation may, in 
turn, impact the stock markets. 
 

(b) Loss of revenue and income 
 

There shall certainly be a loss of revenue and income on both sides. 
Government may loose revenues with lesser and lesser intending to opt for such 
savings schemes. On the other hand, there shall be a loss of income in the 
hands of investors or savers as they shall be taxed at the time of maturity at an 
appropriate rate. 
 

(c) Loss of employment 
 
With a probability that lesser people would be willing to invest in savings 
schemes due to low motivation, it might be that people employed with 
organisations dealing with these savings instruments loose their job. 
 

(d) Negative impacts of increase in income 
 
Any increase in income of the assessee between the time he makes contribution 
and the maturity of the savings instrument may just push him to a higher income 
tax slab and he might have to pay tax at a higher rate. Also, with a probability of 
people opting to invest u/s 80C becoming thin, will also give a push to incomes 
to move into a higher tax slab. 

 
 

CONCLUSION 
 
The Kelkar Committee recommendations categorically provide grandfathering of present 
savings instruments and introduction of new scheme called “Individuals Savings 
Account” as a step for moving towards EET. 
 
Through the introduction of EET, the government is planning to move towards the 
international trend of taxing the maturity proceeds as is being followed in a large 
number of countries and many more are moving in this direction. But, just in case the 
vulnerabilities of the lower income groups are not properly dealt with, EET might just 
prove to be a nightmare for everyone. 
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Taxing terminal proceeds shall surely discourage the very purpose of investment in 
them. In the absence of alternative / attractive investment plans, there might be a sharp 
fall in the savings leading to a loss-loss situation for both savers and the government 
which surely is not the intention with which EET introduction is being planned. 
 
 

SUGGESTIONS 
 
Though government is yet to come out with a concrete and clear plan of action as to 
exactly how it would move towards implementing EET, here are some suggestions that 
may be taken into consideration. 
 
FROM GOVERNMENT’S PERSPECTIVE 
 

(a) TDS approach for implementing EET system 
 
While introducing the EET system, government should introduce the system of 
TDS under the savings schemes whereby the tax liability arising on maturity of 
savings instrument may be deducted at source instead of shifting the burden on 
assessees to calculate and deposit the same. This will act as a relief to assessees 
to some extent and save them from the inadvertent interests and penalties. 
 

(b) Special provisions for lower income groups 
 
People belonging to lower echelons should not be given treatment at par with 
those in middle and higher ones under EET. Thus, either they may be kept 
immune to the provisions of EET system or may be taxed at a special lower rate 
of tax in order that it is not detrimental to their interest. 
 

(c) Special rates of taxation 
 
Instead of levying a hundred percent taxability, some special slabs and rates of 
tax may be introduced as has been done in the case of FBT. The adverse impact 
of EET on savings can, thereby, be minimised to some extent. 
 

(d) Continue EEE system on old schemes 
 
Old savings schemes should not be brought under the EET regime. Only fresh 
and new investment in savings should be taxed, say, after a certain cut-off date. 
Levying tax on old schemes shall lead to a breach of trust and ruin the basic 
purpose for which the savings were made. 
 

(e) TEE system in senior citizen schemes 
 
In case of certain long term schemes such as Pension plans, TEE can be used. 
This means that the contribution shall be subject to tax in the year in which it is 
made whereas the accumulations and maturity proceeds shall be exempt from 
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tax. Thus, senior citizens or retired employees can enjoy a tax free maturity 
proceeds in the later stage of life when they are in need of money for medical 
and social security reasons. 
 

(f) Modification in tax slabs 
 
Existing tax slabs may be modified to reduce the tax effect of EET. For example, 
the slab of 10% or 20% tax may be enhanced or the highest tax rate of 30% 
may be brought down to some extent. 
 

(g) Application of judicious mix 
 
The most suitable and practicable solution seems to be the application of a 
judicious mix of both EEE and EET. This will give enough options to investors to 
devise their asset allocation plan. Such an approach shall also keep the investors 
interested in the savings instruments. This can be very helpful in the success of 
EET. 
 
Another option available is that government may divide the total investment limit 
of Rs. 1 Lac into two parts – one that can be invested in EET and the other in 
EEE. 
 

(h) Deduction for expenses 
 
A deduction for the expenses incurred at the time of withdrawal may also be 
allowed. 

 
FROM INVESTOR’S PERSPECTIVE 
 
Investors in savings instruments under the EET regime would need to be more cautious. 
They need to devise their Asset Allocation Plan in such a way that the investments in 
savings instruments yield a handsome return even after tax deductions. Market linked 
instruments can help provided the sensex sees a rising trend. A careful investment 
strategy can, therefore, reduce the tax burden to some extent. 
 
 
Migration towards EET regime, keeping the confidence of investors intact, would be a 
tedious task for the government. This step towards harmonious treatment of savings 
instruments though is a welcome measure but a judicious mix of EEE & EET may have 
to be adopted by the government so as to protect the interests of the lower and middle 
strata of the society. 
 
 
 

* * * 
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