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Most ef the bonds come from stro-ng companies, but the fact that the interest will be taxed is a major dampener
, '.~. r..;'" ,:'''.:, '.,i

BUNDWITH THEBES1!INFRASTRUCTUREbonds are the talk orthe offerings before the end of the financial year.
, town. Most taxpayers are happy that, they . I ' • • .'

have one more avenue to save taxes from I Waiting For More:Bowever, according to. ex-
l!his year. Till last year,\they could invest only pens; investors-seem to be waiting for more is-
~ I lakh and save tax of no, 900 if they were ill sues before the financial year-end. "With bond

" We highest tax bracket under Section 80C of the 'issues of SBI and mega Ii'O of Coal India, in-
. Income Tax Act. However, from this year, in- vestors were short of cash and a lot of them de-
vestors can invest an additional Rs 20,000 ill in- dded to invest in the latter half of the financial
frastructure bonds urtder Section 80C<;:F. . year," says Anup Bhaiya, MD; Money Honey TH EN' ,
In effect, people in the highest tax bracket Pinandal Services, ,a Mumbai-based financial , ,
(30.9%) can now save an additional ~6;180, pr?ducts distributor. The interest offered by' , +-' .,---- __ -+
from this year.· , these bonds could be another reason for the low j

I , "From 2010- H, the finance minister has cre-' participation. J'be Il?FC and L&T Infra issues of - ~,:
.ated a win-win situation both for infrastructure fered 75-8.0%, varying marginally on account i
financiers as well as investors", says Ani! ofbuyback and listing options.
Chopra, Group CEO, Baja] Capital. "Investors ' "The interest rates offered by these bonds are
earrinvest all additional t20;000 in infrastruc- linked to the 1O-year government of India
ture bonds under Section 80C;CP, While infra- bond, and cannot exceed that," says Vishal
structure finance companies can raise funds for Dhawan, a Mumbai-based certified financial
fiveyears and 10 years through this process, planner Currently, the to-year government
which ean be used to fund long-term infrastruc-' bonds is dose to 8% and the interest rate offered

, ture projects aeross various sectors." 'by L&T Infra i~sue, currently open, is between
, I / 7.5% and 7.75%, depending on the options

~ewind Mode: Infrastructure bonds are riot youchoose. " , . , • You could invest up to
~ 'new-to Indian investors. These bonds existed till Dhawan adds that there are only two factors . I ' (

,2005, when Section 88 of the Income TaX!Act, to consider in these bonds - the credit rating I' ~30,OOO and
1961 was in force. "Infrastructure bonds were and the interest rate. "We do not expect interest get tax benefits
offered QYfinancial institutions such as ICICI rates to move up significantly from here and, I
andIDBI, and had a lock-in period of three hence,areaclvisinginvestorstoinvestrightIlow "
years," says Chopra. Investors could invest n\ and not wait for other issuers or till the year- ,
lakh under Section 88 in those days, but it was end," says Ani! Chopra, Group CEO,Bajaj Cap- 0

1

',
structured differently. You could invest no,ooo ital. He also addsthat there is no guarantee if the
in infrastructure bonds and ~70,000 in other same issuers will tap the market again or not.
tax-saving instruments like equity-liIlked sav- . , "
ing schemes (ELSS), Public Provident Fund Bonding Time: Applying for these infrastruc-
'd(P~F.)andbNatifi~nalAlsaving.sClertifica:~~"(NhSdCth:)to turde bonds iulSvdehryledathsy.~ one needs iSha PAN

ai
I

aim tax ene t. tematrvery.youaiso a "e car .Youcou 0 emvestmentmp ysic • PAN t d t
option to invest the entire n lakh in infrastruc- certificates t06, in case you do not have a demat T no man a ory
ture bonds. However, Section 88 was dope account. "In case you do have a demataccount,
away in the budget for' 2005-06 and Section it makes sense to 110ld these bonds in the demat
80C was introduced. form, as it eliminates the risk oflosing paper or
Under the new section, aninvestor could mispladng it," says Anup Bhaiya. "Coupon

claim deduction up to n lakh by investing in rates of 8% are not thai attractive to merit in-
any of the instruments. However, somehow in- vesting a higher amount. though there is a rem-
Ir. structurc bonds dtd not figure in the list. Re- vestment risk at the end of five years," adds

, j ", "

Infrastructufe bonds are back in the tax-saving league after five years.
Here's a bird's eye view on what you can expect from them: I,
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· .
town, M<iSI I xpay 'rs ar happy that they
have one more avenue to save taxes from Waiting For More: However, according to-ex-

this year. TIl1last year, they could invest only perts, investors seem tobe waiting for more is-
~ l lakh and save tax of no, 900 if they were in ,sues before the financial year-end. "With bond
the highesttaxbracket under Section 80C of the issues of SBI and mega IPO of Coal India, in-
Income Tax Act. However,' from this year, in - vestors were short of cash and a lot of-them de-
vestors can invest an additionalRs 20,000 in in- dded to invest in the latter half of the financial
frastructure bonds under Section 80CCE . year," says Anup Bhaiya, MD; Money Honey
In effect, people in the highest taxbracket Financial Services, a Mumbai-based financial
(30.9%)can IJ,OWsave an additional r6,180, .products distributor, The interest offered by
from this year. ' , 'these bonds could be another reason for the low

"From 20 10-11, the finance minister has cre-' participation. J'be IDFC and L&TInfra issues of-
ated a win-win situation both for infrastructure fered 7.5'-8.0%, varying marginally OI'laccount
financiers as well as, investors", says Anil of buyback and)isting options. " '
Chopra, Group CEO, Bajaj Capital. "Investors ' "The interest rates offered by these bonds are
can invest an additional t20,00P in infrastruc- linked to the 10-year government, of India
ture bonds under Section 80CGF, While infra- bond, and cannot .exceed that," says Vishal
structure finance companies can raise funds for Dhawan, a Mumbai-based certified financial
five years and 10 years through this process, planner.' Currently, the lO-year government
whichcan be used to fund long-term infrastruc- bonds is close to 8% and the interest rate offered
ture projects across various sectors." . by L&T Infra issue, currently open, is between

, / 7:5% and 7,75%, depending on the options
Rewind Mode: Infrastructure bonds are not you choose. '
new-to Indian investors. These bonds existed till Dhawanadds that there are only two factors
,20Q5, whensectien 88 of the Income Tax Act, to consider in these bonds - the credit rating
i961 was in force. "Infrastrucnire bonds were and the interest rate. "We do not expect interest
offered by financial Iastitutions sueh as ICICI rates to move up significantly from here and,
and IDBI, and had a lock-in period of three hence, ate advising investors to invest rightnow
years," says.Chopra, Investors could invest rr and not wait for other issuers or till the year-
lakh under Section 88 in those days, butit was end," says Anil Chopra, Group CEO, Bajaj Cap-

o structured differently. You couldinvestr30,000, ital, He also addsthat there is no guarantee if the
in infrastructure bonds and r70,000 in other .same issuers vvilltap the market again or not.
tax-saving instruments like equity-linked sav- '.,
ing schemes (ELSS), 'PUblic Provident Pund Bonding Time: Applying for these'infrastruc-
(PPF) and National Savings Certificates (NSC) to ture bonds is very easy, All one needs 'is a PAN
claim tax benefit. Alternatively, you also had the card. You could.hold the investment in physical
option to investthe entire nlakh in infrastruc- certificates too.In case you do not have a demat
ture bonds. However, Section 88 was done account. "In case you do.have a demataccount,
away in the budget for 2005-06 and Section .itmakes sense to hold these bonds in the demat
80C was introduced. form, as it eliminates the risk of losing paper or
Under the new section, an investor could misplacing it," says Anup Bhaiya, "Coupon

claim, deduction up to n lakh by ulvestingin rates of 8% are :t}otthai attractiveto merit in-
any of the instruments. However, somehow in - ,v~ting a higher c:mount, though there is a rein-
frastructure bonds did not figure in the list. Re- vestment risk-at the end of five years," adds
alising the increasing focus on infrastructure, Dhawan. Also, ,since the bonds ha\>e a five-year
the finance minister introduced infrastructure lock -in period, they offer no liquidity, However,
under Section 80CCF in his last budget. ~ese bonds score on pedigree, as they come

from strong companies like IDFC and L&TInfra.
The major dampener on these-bonds is the fact
that the interest earned on them will be taxable.
, Finally, experts want that investors should

first take care of their investments under Sec-
tion 80C before chasing infrastructure bonds,
"You should think of investing in infrastructure
bonds only after exhausting 'lour limits under
Seroon..80.c.£01l.the1inanpalye:<\, '"says_Bhaiya,
Also, it doesn1 make much sense to invest in
multiple-bond issues to diversify your holdings.
"Most ofihese companies enjoy strong credit
rating. Irivesting a small amount in two compa-
nies makes it a hassle to trar]; the-two of them
.later, " adds Chopra.

, ~RfdH,\NT MAHESH,
prashant.mahesQ@timesgroup.com

Offers, Galore: '!FCl, IDFC and L&T .Infra
have.been some' of the first to offer the new
breed of bonds. Power Pinance Corporation
(PFC) and Life Insurance Corporation (LIC)
are expected to join the list soon, IFCI was a
private placement issue and mopped up r50
crore, according to distributors. IDFC Infra-
structure Bopds was the fu;st public offe 'I'lg.".
that closed on .October 22. Larsen & Toubro
infra issue is·open to subscription till Novem-
,ber 2. Essentially, non-banking finance com-
.panies. classified as infrastructure finance ,
companies by the Reserve Bank of India
(RB~), can issue these bonds. Though IDIJ<;'s
first issue has closed for subscription, the in~i-
tution has indicated that it mar raise asmuc~

_as nAOO crore through the issue of boqrls
during this financial year. It is likely that IDP<:;
could come up with at least a couple of more
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Infrastructure bonds are back in the tax-saving league after five years.
Here's a bird's eye view on what you can expect from therru I .
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TAKE YOUR ,PICK
Tax-Saving Instruments:A Comparison

Naliqnal Savings 6 years llakh '8OJo .Taxable
Certificate ( NSC) .

Public Provident FU/ld (PPF) 15 years Up to 70, 000

Equity,- inked Sal(ings. 3,Years
Schemes (ELSS)

'. '

Tax Saving Bank Fixed Depos'it 5 years Taxable

Infrastrudure B~nds 5 years 20,000 7.5-8% TaxC!ble -
Employee Provident Fund NA 1 lakh 9,5%* TC'!x"free

#11declared, *As per interest declared Ion FYIQ-il
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