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Background: 

 

 In exercise of the powers conferred by item (h) of sub-clause (iv) of clause (15) of Section 10 of the Income Tax Act, 1961 (43 of 1961), the Central 

Government authorizes specified public sector entities to come up with tax-free bonds every year 

 

  

 In order to boost the infrastructure development in railways, ports, housing and highways development, the Union Budget 2011 allows the 

public sector infrastructure companies to issue tax free bonds up to Rs 30,000 crore during 2011-12 

 

 

 Of the proposed Rs 30,000 crore, Indian Railway Finance Corporation would issue bonds worth Rs 10,000 crore, National Highway Authority of 

India Rs 10,000 crore, HUDCO Rs 5,000 crore and PFC Rs 5,000 crore. 

 

 

Salient Features of these Bonds: 

 

 There will be no deduction of tax at source from the interest, which accrues to the bondholders in these bonds irrespective of the amount of the 

interest or the status of the investors 

 

 Wealth Tax is not levied on investment in Bond under section 2(ea) of the Wealth-tax Act, 1957 

 

 Tax free bonds are issued by Government Owned Undertakings and carry high credit rating  

 

 Bonds to be allotted on first-cum-first serve basis up to the issue size of relevant tranches 

 

 Bonds are likely to be issued either in Demat form or physical form at the option of bondholders. 

 

 Bonds are listed on the WDN segment of the BSE and the NSE 
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FAQs on Tax Free Bonds: 

1. What is the Tax Treatment of interest on these Bonds? Are these Bonds Tax Free? 

Yes, the interests on these bonds are tax free. 

2. Who can apply in to these kinds of bonds? 

Category Of Investors 

Category I Category II Category III 

  (Above Rs. 5 Lakh) (Below & including Rs. 5 Lakh) 

Public Financial Institutions, Statutory Corporations, 
Commercial Banks, 

Resident Indian individuals; Resident Indian individuals; 

Co-operative Banks and Regional Rural Banks, which are 
authorised to     

invest in the Bonds;     
Provident Funds, Pension Funds, Superannuation Funds and 
Gratuity 

Hindu Undivided Families through the Karta Hindu Undivided Families through the Karta 

Fund, which are authorised to invest in the Bonds;     

Foreign Institutional Investors (including sub-accounts) 
Non Resident Indians on repatriation as well 
as non-repatriation basis 

Non Resident Indians on repatriation as well 
as non-repatriation basis 

Insurance Companies registered with the IRDA;     

National Investment Fund; and     

Mutual Funds     

Companies; bodies corporate and societies registered under 
the applicable laws in India and authorised to invest in the 
Bonds 

    

Public/private charitable/religious trusts which are authorised 
to invest in the Bonds; 

    

      

Scientific and/or industrial research organizations, which are 
authorised to invest in the Bonds 

    

Partnership firms in the name of the partners     

Limited liability partnerships formed and registered under the 
provisions of the Limited Liability Partnership Act, 2008 (No. 6 
of 2009) 
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3. Can a minor apply to these bonds? 

Yes, a minor can apply for these bonds, but only through a guardian. 

 

4. What is the face value of each bond? 

Rs. 1,000/- per Bond 

 

5. Can one apply in joint names? 

Yes, In case of Application Form being submitted in joint names, the applicants should ensure that the de-mat account is also held in the same 
joint names, and the names are in the same sequence in which they appear in the Application Form. 

 

6. Who will get the interest in case of joint application? 
 
In case of joint application, interest will be accounted to the first holder only. 

 

7. My Demat account is in joint name, but I want to apply in a single name? 
 
In case of a single application, Demat account of the same single applicant would be necessary. Joint Demat account would not do. 
 

8. If I’m an NRI can I invest in these bonds? 
 
Yes.  NRI’s can invest in bonds through Repatriable as well as Non-Repatriable basis. 
 

1. In case of NRIs applying under repatriation basis: If it is received either by inward remittance of freely convertible foreign exchange through 
normal banking channels i.e. through rupee denominated demand drafts/cheque drawn on a bank in India or by transfer of funds held in the 
investor’s rupee denominated accounts i.e. Non-resident Ordinary (NRO) account maintained with an RBI authorised dealer or a RBI authorised 
bank in India. 
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2. In case of NRIs applying under non-repatriation basis- If it is received either by inward remittance of freely convertible foreign exchange 
through normal banking channels i.e. through rupee denominated demand drafts/cheque drawn on a bank in India or by transfer of funds held 
in the investor’s rupee denominated accounts i.e.. Non-resident Ordinary (NRO) account and Non Resident External (NRE) maintained with an 
RBI authorised dealer or a RBI authorised bank in India.  

 

9. Is there TDS on the interest? 

There will be no deduction of tax at source from the interest, which accrues to the bondholders in these bonds irrespective of the amount of the 
interest or the status of the investors. 

 

10.  I don't have a PAN card. Can I still apply for subscription? 

        PAN card is mandatory for subscribing to these bonds.  

 

11. Are these bonds listed any where? 
 

Yes, these bonds are ideally listed on the Capital Market Segment of the National Stock Exchange of India Ltd. (NSE) and the Bombay Stock 
Exchange (BSE). 

 

12. What is the interest on application money on such bonds prior to the date of allotment? 
 

The interest on application money is the respective coupon rate (subject to deduction of tax at source, as applicable) will be paid to the eligible 
investors from the date of realization of subscription money up to one date prior to the Deemed Date of Allotment. 
 

13. Does this bond carry buyback options? 

No. Neither “Put Option” shall be available to the Bondholder(s), nor would “Call Option” be available to the Company to redeem the Bonds 
prior to maturity 
 

 

14. Who cannot apply for this issue? 

o Minors without a guardian name; 

o Foreign nationals; 

o Persons resident outside India other than NRIs ; 

o Overseas Corporate Bodies 
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15. What are the previous issuances on this tax-free segment? 

 

Issuer Option I Option II 

PFC (Private Placement) 8.09% p.a. tax free coupon 8.16% p.a. tax free coupon 

Tenure/(Buyback) 10 Yr/(N.A) 15 Yr/(N.A) 

IRFC (Private Placement) 7.55% p.a. tax free coupon 7.77% p.a. tax free coupon 

Tenure/(Buyback) 10 Yr/(N.A) 15 Yr/(N.A) 

PFC (Private Placement) 7.51% p.a. tax free coupon 7.75% p.a. tax free coupon 

Tenure/(Buyback) 10 Yr/(N.A) 15 Yr/(N.A) 
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DISCLAIMER: 

 
This document has been prepared by A. K. STOCKMART (P) LTD. This document is subject to changes without prior notice and is intended only for the person or entity to which it is 
addressed to. No portion of this document shall be reproduced, reprinted, duplicated, sold or redistributed. Also, this publication may not be distributed to the public media or quoted 
or used by the public media without the express written consent of A. K. STOCKMART (P) LTD. Kindly note this document does not constitute an offer or solicitation for the purchase 
or sale of any financial instrument or as an official confirmation of any transaction. 

Though disseminated to all the customers simultaneously, not all customers may receive this report at the same time. A. K. STOCKMART (P) LTD. will not treat recipients as 
customers by virtue of their receiving this report. 

The information contained herein is from publicly available data. Opinion expressed is our current opinion as of the date appearing on this material only. While we would endeavor to 
update the information herein on a reasonable basis, A. K. STOCKMART (P) LTD., its holdings and associated companies, their directors and employees (“A. K. STOCKMART (P) LTD. 
and affiliates”) are under no obligation to update or keep the information updated. Also, there may be regulatory, compliance, or other reasons that may prevent A. K. STOCKMART 
(P) LTD. and affiliates from doing so. We do not warrant the accuracy, adequacy or completeness of this information and materials and expressly disclaims liability for any errors or 
omissions or delays in this information and materials. 

Technical analysis is generally based on the study of trading volumes and price movements in an attempt to identify and project price trends. Technical analysis does not consider the 
fundamentals of the underlying securities discussed in this report and may offer and investment opinion that conflicts with the recommendations or opinions on underlying securities 
issued by fundamental equity research analyst of any of its associates. 

Prospective investors and others are cautioned that any forward-looking statements are not predictions and may be subject to change without notice. This document is prepared for 
assistance only and is not intended to be and must not alone be taken as the basis for investment decisions. Past performance is not necessarily indicative of future returns. The user 
assumes the entire risk of any use made of this information. Each recipient of this document should make such investigations as it deems necessary to arrive at as independent 
evaluation of and investment in the financial instruments referred to in this document (including merits and risks involved), and should consult its own advisors to determine the 
merits and risks of such investments. The investments discussed or views expressed may not be suitable for all investors. We do not undertake to advise you as to any change of our 
views. Our proprietary trading and investment businesses may make investment decisions that are inconsistent with the recommendations expressed herein. Affiliates of A. K. 
STOCKMART (P) LTD. may have issued other reports that are inconsistent with and reach different conclusions from the information presented in this report. 

This report is not directed or intended for distribution to, or use by, any person or entity who is citizen or resident of or located in any locality, state, country or other jurisdiction, 
where such distribution, publication, availability or use would be contrary to law, regulation or which would subject A. K. STOCKMART (P) LTD. and affiliates to any registration or 
licensing requirement within such jurisdiction. The financial instruments described herein may or may not be eligible for sale in all jurisdictions or to certain category of investors. 
Person in whose possession this document may come are required to inform themselves of and to observe such restriction. 

A. K. STOCKMART (P) LTD. & affiliates may have used this information set forth before publication and may have positions in, may from time to time purchase or sell or may be 
materially interested in any of the financial instruments or related securities. A. K. STOCKMART (P) LTD. & affiliates may from time to time, have long or short positions in, or buy or 
sell the securities thereof, of the company(ies) mentioned herein or be engaged in any other transaction involving such securities and earn brokerage or other compensation or act as 
a market maker in the financial instruments of the company(ies) discussed herein or act as advisor or lender/ borrower to such company(ies) or have other potential conflict of 
interest with respect to any recommendation and related information and opinions. 

A. K. STOCKMART (P) LTD. may from time to time solicit from, or perform investment banking, or other service for, any company mentioned herein. Without limiting any of the 
foregoing, in no event shall A. K. STOCKMART (P) LTD. or any of its affiliates or any third party involved in,or rated to, computing or compiling the information have any liability for 
any damages of any kind. Any comment or statements made herein are those of the analysts and do not necessarily those of A. K. STOCKMART (P) LTD. 
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Tel. No.: 91-22-67546500 / 67544744 Fax.: 91-22-67544666 

Customer Care ID.: brokinghelpdesk@akgroup.co.in 
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