Tax Planning Provisions in Respect of Infrastructure
Facility

Tax planning refers to the systematic arrangement of financial affairs in such a manner that
tax liability is minimized within the framework of the law. To promote economic growth and
private sector participation, the Government of India provides several tax incentives for
infrastructure development under the Income Tax Act, 1961. These provisions encourage
investment in sectors such as roads, power, ports, railways, water supply, and telecom.

The most important tax planning provision in respect of infrastructure facilities is Section 80-
IA of the Income Tax Act.

1. Meaning of Infrastructure Facility

As per the Income Tax Act, infrastructure facility includes:

Roads, highways, bridges, rail systems

Ports, airports, inland waterways

Water supply projects, irrigation projects

Sewerage systems and solid waste management
Power generation, transmission, and distribution
Telecommunication services

Industrial parks and special economic infrastructure

2. Section 80-IA — Deduction for Infrastructure
Development

(a) Objective of Section 80-IA
The main objective of Section 80-IA is to:
o Encourage private investment

o Accelerate infrastructure development
e Reduce financial burden on infrastructure enterprises

(b) Eligible Assessees
Deduction under Section 80-IA is available to:

o Companies
e Firms



o Any other assessee carrying on eligible infrastructure business

(¢) Eligible Business Activities
The deduction is available to undertakings engaged in:
1. Developing infrastructure facilities

2. Operating and maintaining infrastructure facilities
3. Developing, operating, and maintaining infrastructure facilities

(d) Conditions for Claiming Deduction
To avail deduction under Section 80-1A, the following conditions must be satisfied:
1. The enterprise must be owned by an Indian company or consortium.

It should have entered into an agreement with the Central Government, State
Government, or a statutory authority.

3. The infrastructure facility must start operations within the prescribed time limits.
4. Separate books of accounts must be maintained for the eligible business.
5. The enterprise should not be formed by splitting up or reconstruction of an existing

business.

3. Amount and Period of Deduction

(a) Quantum of Deduction

o 100% of profits and gains derived from the eligible infrastructure business.

(b) Period of Deduction
e Deduction is allowed for any 10 consecutive assessment years
e Out of a maximum period of 15 to 20 years (depending on the nature of infrastructure
facility)
e The assessee can choose the initial assessment year for claiming deduction.

This flexibility is a major tax planning advantage.

4. Tax Planning Aspects of Section 80-1A



(a) Choice of Initial Assessment Year

Assessees can plan their tax liability by choosing the year in which profits are highest as the
initial year for deduction.

(b) Separate Accounting

Maintaining separate books ensures correct computation of eligible profits and avoids
disputes with tax authorities.

(¢) Transfer Pricing Provisions

If goods or services are transferred between eligible and non-eligible businesses, they must be
recorded at market value to prevent profit manipulation.

(d) Restriction on Multiple Deductions

No other deduction under Chapter VI-A can be claimed on the same profits, ensuring
transparency in tax planning.

5. Other Related Infrastructure Tax Incentives

(a) Section 80-IB

Provides deductions for certain infrastructure-related undertakings like housing projects and
industrial undertakings.

(b) Section 35AD

Allows 100% deduction of capital expenditure (excluding land) for specified infrastructure
businesses such as:

e Cold chain facilities
o Warehousing for agricultural produce

(c) Accelerated Depreciation



Infrastructure companies can benefit from higher depreciation rates, reducing taxable income
in initial years.

6. Importance of Infrastructure Tax Incentives

Encourages long-term capital investment
Reduces project cost through tax savings
Promotes public-private partnership (PPP)
Supports national economic development
Improves employment and regional growth

Tax planning provisions relating to infrastructure facilities play a crucial role in promoting
economic development in India. Section 80-IA provides significant tax relief by allowing a
100% deduction of profits for a specified period. By carefully planning the timing of
deductions, maintaining proper accounts, and complying with legal requirements,
infrastructure enterprises can substantially reduce their tax burden while contributing to
national growth.



