TAX DEDUCTION

Tranche Il of IDFC tax-saving bonds offers 8.7%

These bonds have two
payment options:
annual and cumulative;
proposed buy-back at
the end of five years

By Lisa Patiavi BarbBoEA
ldsa e} @rllteminloom

frer collecting ¥533 crore

in their first ranche of the

ax-saving  bond  issue
open i 21 November o 16
December, IDFC Lid has now
launched a second anche of
these bonds, which opened on
L1 January and will iemain open
rill 25 February. These honds
provide o deduction of 20,000
under section 8MCF of the In-
Clmne-ay Act,

Mx-saving boncds are the fla-
vour of the season, While the ba-
sic feaures of a wx-saving bond
are similar acmoss companies,
the main differentiators are the
Coupon rate and credit rating.

[he second tranche of IDFC
bonds is offerding 8.7% per an
mumn. Adthough this is lower than
the interest on  ifs previous
tranche: It B an attractive cols
pon rate, given the expeciation
that policy rates waould move
Iower in the coming momnths.

Main features

The eurient issiie lins tvo se-
tles opn aller, boli lhave a matued-
L4y of 10 years. Series 1 comes
with an annual Interest payment,
wihile for serbes 2, the interest

payvment s cumulative and gets
paid at redemption

This tranche oo comes with a
proposed biny-back at the end of
live vears. Choosing 1o go for the
by -back will depend on, among
other things, the interest rate cy-
cle prevalent im the economy.
Buy-backs are good | mies are
rising; you can redeem rom one
bond and reinvest in anolher
giving a higher coupon rane. In a
falling rate scenario, it makes
Se e 10 remaln i.ll'l.'lﬂuli—'Ll. llllll-"-"-
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Risk
IDFC Tl e moted (BCHAD
AAA Iy Icra and FITCH AAs

(ind} by Fitch. AAA and equiva-
lent rating represents best quali-
iv and minimal credit rsk as
compared with others. The oom-
pany has an approval 1o raise up
to 45000 crore via Lax-saving
bonds in FY12, If ic is able o
raise the entre sum of 35000
crore this fiscal vear, it will com-
prise roughly 12.63% of its total
long-temm debt as on 30 Septem-
ber 2011; the overall long-tem
debt-to-equity ratio will move
higher to 369 from 3,27
2007 debl-to-equity ratio has re-
duced from 5.06, Howsver, (t re-
niains to be seen how muich the
company collects, Given that thils
tranche is apen il 25 Febmary,
it could well be the last ranche
on offer this vear. Soyvs Vikram
Limaye, sxecutive directar, IDFC
Lid, "The 15000 crore fligure 15
the maximum we can ralse, bul
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ol our targel. Last year, we
paised aboul T1,500 crore via this
instrument, We are secing new
investors, 5o are hopehil of rais
ing more than last year,” On ihe
matier of a thind tranche, he said
it will depend on collections of
this rmund and it may happen if
they see a gond response,

IDFC has o comfortble capi-
tal adequacy ratio of around 23%
and currently has a gross nod-
pedarming asset ratlo of about
020%. Al the tdme of the s
tranche, when we spoke to him

about  non-performing  assel
(NPA) pressure, Limaye said that
in the current circumstances,
same restructuring may be war
pantadd, bl he was confident
about maintiining the curment
level of NPAs,

Investment [I]!ﬂl.':l ns

[he face value of these bonds
s 5,000 and the minimum suab-
scripion B Y1000 or 1w
bonds. It has a five-year lock-in
period.

he Investor has the option of
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hilding bonds either in demate-
rialized form or in physical form,
but trading in bonds (after the
ond of the lock-in period]) can be
done only i held n dematerial-
iz form.

What do you get?

Returns are higher in the cu-
mudative oplion due o the com-
pounding magic, Choose the an-
nual Interest pavment option
only if vou are leaking for regular
income. I vou opl for a buy-back
alter five years, the elfective vield

on nvestiment would e even
ligher. In absolute terms, if you
invest 20,000 in the cumulative
r":ynum- ar mamrity you will re-
eive <46 060 and I vour chinose
no opt for i an the end of the live

yvears, vour will getl T30,360, Savs
Vieer Samclesal, a Pune-based -
nancial planner, °1 leel the en-
hamced limit on Public Provident
Fund is a better tax-saving op-
tion. However, for those who
want the added advantage and
are okay 10 have money invesied
for three (o five vears, this i ar-
tractive, but the limit of 20,000
is quute small.”

Though vou ger a tax deduc-
(RO O VO Envestiment, the in-
ferest Income is faxahle. Ao,
since these are long-term prod-
ucts, inflation will have an im-
act an redl retrms.,

There are al least five other
tax-saving bonds, some from
H‘li"-"l'.'"'ll'il:l.'l'lJ'E"-'I-'l-l'.".l- endities and
some fromm the private sector, o
choose from at present, Sayvs
hardesal, “Ar most, we can look
at the coupon rate, the company
name and see what suits the in-
vestor most, Barring thaot, there
f=n't much difference among
these bomnds,” The coupon rales
vary by 20-30 basis points and
invostors can chaose the rate
thoy prefer. While credit ratings
differ they are all lnvestment
grade bonds. The cholce is with
the fnvestor: whether o o
mize returns or play it safe witha
marginally higher credit rating
and a marginally lower interest
rale,




