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3.1. INTRODUCTION: 

Fiscal Incentive is a well-used mechanism of fiscal policy to restrain the 

tax payers to drum up nest egg by reducing their liability in respect of payment of 

tax. Sarkar (2004) defines that fiscal incentive is most commonly used fiscal 

instrument to reduce the tax burden of different segment of assesses and to 

encourage various activities which boost up the economic development as well as 

social upliftment. According to Bracewell-Milnes and Huiskamp (1977) 

incentives can be defined as a measure of new investment decision that has been 

going on to augment the potential "net-of-tax returns" in comparison to its outlay 

at the moment of intriguing such decision. Surrey (1973) has defined fiscal 

incentives as the expenditure that stimulates economic activities to pump up 

monetary benefits. Sharma ( 1996) has explained fiscal incentives as the tax 

measures that are made-up to perk up the economic growth and thereby generate 

additional revenues for the Government exchequer. According to Bird & Richard 

(1970) fiscal incentives are fiscal measures that tune the pace of the economic 

activities of the existing Government. A tax incentive is an aspect of the tax code 

designed to incentivize, or encourage:. a particular economic activity 

[en.wikipedia.org/wiki/Tax_incentive]. So. fiscal incentives can be defined as tax 

preferences which reduce the tax load of an assessee and generate tax savings by 

trimming down the effective tax liability and thereby generate some tax savings 

which in turn stimulate investments and fulfill the growing needs of different 

economic and social policy of the Government. 



3.2. OBJECTIVE OF FISCAL INCENTIVES: 

Different types of tax incentives are offered in a huge numbers through out 

the world keeping concern with the economic canvas of a country for mobilizing 

savings to boost up the tempo of the economic growth. The worldwide record of 

various tax incentive schemes entail that fiscal incentive was first introduced in 

U.K. in 1945, in Philippines inl946, in Puerto Rico in 194 7, in India in 1948, in 

USA in 1954, in Malaysia inl968. Now all through the globe several countries 

have opted for various incentive schemes. 

Countries which have very little natural resources offer permanent tax 

Those countries are popularly known as "Tax Havens". These 

I. countries having no tax at all v1z. The Bahamas, Bermuda, Cayman 

Islands. 

countries having very low tax rates viz. The British Virgin Islands and 

Gibraltar. 

3. countries exempting tax on locally generated mcome from foreign 

resource viz. Hong Kong, Liberia, Panama. 

Apart from those tax havens various countries around the globe offer 

various tax incentives, exemptions, deductions, though a huge inequality is there 

in the tax system of different countries all over the world. 

The rationale of a fiscal incentive is to generate definite worthwhile and 

encouraging activities by way of improving net profitability, raising the total 

return on the investment and reducing the capital risks involved there. Such 

incentives on the one hand stimulate investment and on the other hand deal with 



the growing needs of different economic and social policy.. According to the 

Income Tax Act 1961, the purpose of fiscal incentives is to support the tax payers 

to reinstate his assets or to inflate his dealings in line with the Government's 

desire as well as to dole out superfluous ideas for betterment of the society as a 

whole. But from the point of view of a company the primary function of fiscal 

incentives is to promote the stirring, smart, gratifying and worthwhile activities to 

boost up its investments by curbing capital risks [Lall, 1983]. 

The vital intent of the legislation to promote tax incentives is to generate 

fund cropping up out of tax exemptions and incentives to speed up the tempo of 

economic and industrial growth. As an outcome to this appraisal, an enormous 

flow tax revenue into the Government exchequer is significantly aside 

every year. It can be stated that the introduction of various tax incentives restrain 

central exchequer so far as the tax revenue collection is concerned which in 

turn adversely affects the funds available for the Government expenditure. But the 

business sector becomes enriched with the savings and surplus funds created 

through different incentive schemes can be grown up and flourished. Ifthere is no 

such incentive schemes Government can pull more revenues, exploit it and cheer 

the overall development of the economy. By providing various tax incentive 

schemes the Government has shifted some of its power and responsibility to 

business sector for the development of the economy. So the economic justification 

of introducing various tax incentives and their significance is very much looked

for. 

However what cannot be denied is that tax reliefs created by fiscal 

incentives shrink the tax base of companies by allowing some expenditure as a 
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deduction either by exempting some part of corporate profits from tax base or 

levying a preferential tax rate. The fiscal incentive thus reduces the effective tax 

liability and thereby generates some tax savings to companies. Such tax savings 

represent the utmost revenue loss that would be sustained by the national 

exchequer in short run. But tax savings generated through fiscal incentives boost 

up economic activities, encourage further expansion planning, induce investments 

for the development of industrial sector, promote social welfare planning and 

flourish the economy as a whole and doing so, in long run, additional tax revenues 

generated due to inflated economic activities surpass the prior revenue loss 

suffered by the Government in connection with the tax savings created by 

different corporate assesses. Fiscal incentives are treated as corrective rnechanism 

to stabilize demand, production and profits of different industries. Such incentives 

can also promote scientific research, sports, cultural and social welfare of any 

organization. 

Since independence, the Indian Tax Laws has shown its intention to impart 

substantial tax exemptions, deductions, reliefs, rebates and tax holidays to both 

corporate and non-corporate business sectors to encourage economic growth as 

well as industrial growth by way of mobilizing savings and investments and as 

welJ as by pushing up such investments to a number of hard- core areas like 

setting up of new industrial areas, expansion and modernization of the existing 

units, encouraging scientific research and development, promotion of exports , 

development of backward areas, removal of regional disparities, development of 

knowledge based industries etc. Reducing tax rates, providing concessions and 

exemptions Indian Tax Laws has brought r~volutionary changes in the tax system 
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to boost up industrial growth. In the light of that concept the objectives of tax 

incentives are specified below: 

1. Turn out savings. 

2. Encourage investment m diverse industrial activities to foster socio

economic growth. 

3. Cheer tax payers to kowtow to the tax laws and tax planning as they can 

trim down their tax burden taking the facility of different tax incentives. 

4. Create a center of attention for domestic and foreign investors to boost up 

the economy. 

5. Fabricate modernize techniques and line of actions for the business 

activities and further expansion to meet up the various requisites of the 

global standards. 

6. Curb regional disparities and backwardness. 

Prop up the advancement and improvement in technical know-how and 

scientific research in priority sector. 

8. Encourage various social welfare activities. 

TYPES OF FISCAL INCENTIVES FOR CORPORATE SECTOR IN 

INDIA: 

Various fiscal incentives has been introduced from time to time and then 

restructured, rescheduled and reformed. Sarkar (2004) pointed out that "Initial 

Depreciation" is the first fiscal incentive introduced in India through Income Tax 

Act 1922. With the passage of time fiscal incentives are modified, rescheduled 

and restructured from time to time during different five-year plans in India after 



independence keeping in mind various recommendations and reports of different 

committees and commissions viz. Taxation Enquiry Commission, Kaldor'sreport, 

Bhootlingam Committee, Wanchoo Committee, Chelliah Committee, Kelkar 

Committee to maintain proper pace and tuning of the thrust area of economic 

planning of the Government. Various tax incentives either investment linked or 

expenditure linked or income linked have been introduced from time to time to 

trim down the effective tax liability and to induce tax savings by way of lowering 

the effective tax rates. 

In India corporate tax incentives mainly are of three types, viz. deductions 

and exemptions from gross total income, rebates & reliefs and tax holidays. 

4D Deductions and Allowances: There are some expenditures or allowances 

that are fully or partly deducted directly at the time of calculating taxable 

income. These expenditure linked tax incentives are popularly called 

deductions or allowances. Tax laws of different countries through out the 

globe specify diverse deductions which are treated as allowable and non

allowable under those specific laws. These deductions and allowances are 

directly deducted at the time when an assessee calculates the total tax 

liability. 

• Exemptions: There are some exemptions that are fully or partly deducted 

or exempted from the gross total income at the time of calculating taxable 

income. These investment linked tax incentives are popularly called 

exemptions. Tax laws of different countries through out the globe specify 

diverse exemptions which are treated as allowable and non-allowable 

under those specific laws. These exemptions are deducted from the total 



tax liability i.e. the tax payer has to compute the total tax liability firstly 

and then he has to calculate the total amount of exemptions and afterwards 

he can calculate the total taxable income by subtracting exemptions from 

the total tax liability. 

• Rebates and Reliefs: Tax rebates and reliefs are legal provisions that 

allow tax payers to reduce their tax burden. After calculating taxable 

income, these rebates and reliefs are deducted from income subject to tax. 

These rebates and reliefs are also known as tax credit. Tax laws of 

different countries allow different types of tax rebates and reliefs. 

• Tax Holidays: A tax holiday is a temporary reduction or elimination in 

taxes that the Government offers as an incentive to generate business or 

otherwise and achieve some form of economic stimulus. Developing 

countries often use the tax holiday concept as a development tool. They 

may implement a general tax holiday on all corporate taxes to attract 

foreign investment, or implement a tax holiday on selected industries to 

boost growth in those industries. A tax holiday is a temporary reduction or 

elimination of a tax. Governments usually create tax holidays as incentives 

business investment [en. vv:ikipedia.org/wiki/Tax _holiday]. Used with 

the hope of increasing the gross domestic product (GDP) in developing 

countries, tax holidays are a way through which the Government can 

attract foreign investors. Tax holidays are often put for particular industry 

to promote its growth. 



Fiscal Incentives in India whether deductions, allowances, exemptions, 

rebates and reliefs or tax holidays can broadly be classified according to the 

nature and the location of the business. These classifications are as follows: 

• Fiscal Incentives depending on location of business: Depending on the 

location of the business a company can afford various incentives. 

Sometimes these incentives for industrial undertakings in backward areas, 

sometimes for industrial undertakings in export oriented units, sometimes 

industrial undertakings in Special Economic Zones (SEZs) etc. 

Generally in India locational incentives are allowed under section 80-IA 

for industrial undertakings engaged infrastructural development, under 

section 80-IAB tor industrial undertakings engaged the development of 

SEZ, under section lOAA for units in Special Economic Zones, under 

section 80-IB ±or industrial undertakings for development of infrastructure, 

under section 80-IC for industrial undertakings in certain special category 

states, under section 80-ID for hotels and convention centre NCR and 

under section 80-IE in respect of certain undertakings in North Eastern 

states. 

• Fiscal Incentives depending on nature of business: Corporate houses 

can get benefit for the fiscal incentives for doing some special types of 

business. The nature of the business facilitates some companies to grab the 

incentives under the Income tax act 1 961. Companies can have the 

benefits of such incentives for exporting of artistic hand made wooden 

articles under section 1 OBA, for tea, coffee or rubber development under 

section 33AB, For doing business for prospecting for mineral oil under 



section 42 and 44BB, for telecommunication serv1ces under section 

35ABB, for business of civil construction under section 44AD, for the 

business of plying, hiring or leasing goods and carriages under section 

44AE, for doing retail business under section 44AF etc. 

• Fiscal Incentives depending on both location and nature of business: 

Depending on both the location and the nature of the business a company 

can atiord various incentives. Generally in India incentives depending on 

both location and nature of business are allowed under section 1 OA 

newly established undertakings in free trade zones, under section 1 OB for 

newly established 100% export oriented undertakings, under section 80-IA 

for industrial undertakings engaged infrastructural development, under 

section 80-IAB for industrial undertakings engaged in the development 

SEZ, under section 80-IB for industrial undertakings for development of 

infrastructure, under section 80-IC for industrial undertakings certain 

special category of states, under section 80-ID for hotels and convention 

centre in NCR, under section 801E for certain unde1iakings in North 

Eastern states etc. 

3.4. TAX PLANNING PROCEDURES USING FISCAL INCENTIVES IN 

CORPORATE SECTOR IN INDIA: 

The Income Tax provisions in India consist of a plethora of sections which 

deal with various deductions, allowances, rebates, reliefs and tax holidays. The 

discussions that follow deal with certain important incentives to analyse how they 

are used by tax planners in the corporate sector to reduce tax burdens. The 



analysis will be made through numerical examples supplemented by case 

discussions. Due to constraints of time and space, the discussion will be restricted 

to selected sections only and exhaustiveness will have to be traded off for detailed 

analysis. For the purpose of the study, the following incentives are analyzed in 

details. 

a) Depreciation Allowance 

b) Scientific and Research Expenditure 

c) Tea/ Coffee/ Rubber Development Allowance 

d) Deduction in respect of profits and gains from industrial 

undertakings engaged in infrastructure development 

of profits and gains of industrial undertakings 

engaged in development 

f) Deduction in respect of profits and gains from certain industrial 

undertakings other than infiastructure development undertakings 

g) Deduction in the case of hotels and convention centre in NCR 

h) Deduction in respect of certain undertakings in North Eastern 

States 

3.4.1. Depreciation Allowance as a Fiscal Incentive: 

The admissibility of depreciation allowance IS broadly accepted by 

almost all the countries around the globe. An asset will be completely exhausted 

on account of use after a certain period i.e. after its accounting life. A new asset 

must then be purchased requiring a large sum of money. If the whole amount of 

profit is vv·ithdrawn from business each year without considering the loss on 
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account of depreciation, necessary sum may not be available for buying the new 

asset. In such a case the required money is to be collected by introducing fresh 

capital or by obtaining loan or by selling some other assets If there is no 

provisiOn for depreciation, capital invested in buying an asset gradually 

diminishes on account of wear and tear of that asset. If loss on account of 

depreciation is not considered in determining profit or loss at the end of the 

year, profit will be inflated and if the excess profit is withdrawn, the working 

capital will gradually be reduced. As an impact the business will become weak 

and its profit earmng capacity will also fall 

[http://www .accountingformanagement.com]. Depreciation can either be 

regarded as an instrument of financing the replacement of assets or as a cost of 

capital [http://www.regulationbodyofknowledge.org]. To encourage a business 

house to generate fund for replacing an asset after exhausting its accounting life 

and not to fade out its capital, Income Tax Laws throughout the globe provide 

provision for getting tax benefits in form of depreciation allowance. This 

depreciation allowance makes it possible for a business house to keep its capital 

intact and restrain from not to fade out Depreciation is allowable as a deduction 

according to the principles Accountancy to the Income-

Tax Act [CIT v. Alps Theatre [1967] 65 ITR 377 (SC)] [see details in Annexure-

3]. 

Section 32 of the Income-Tax Act of India, 1961 entitles a taxpayer to 

claim depreciation at prescribed rates for assets owned and used by the taxpayer 

for purpose of his business or profession. At present in India different blocks of 

assets are depreciated at different rates. For example, buildings acquired on or 



after 01-09-2002 for installing machinery and plant forming part of water supply 

project or water treatment system and which is put to use for the purpose of 

business of providing infrastructure facilities under clause (i) of subsection ( 4) of 

section 80-IA has been depreciated @100%, temporary structures or wooden 

structures have been depreciated @ 1 00% whereas buildings used for business 

purpose has been depreciated @ 10%. The rate of depreciation for air pollution 

control equipment is 100%, water pollution control equipment is 100%, energy 

savings devices is 80%, computers including software is 60% [ for rates in details 

see Annexure-1]. So far as Direct Taxes Code Bill (2009) is concerned 100% 

depreciation will be allowable for only temporary structure [not for buildings 

on or after 0 1 installing machinery and plant forming part of 

water supply project or water treatment system and which is put to usc 

purpose of business of providing infrastructure facilities under clause (i) of 

subsection (4) of section 80-IA], air pollution control equipment, water pollution 

control equipment, solid waste control equipment, assets used for scientific 

research [other than land] etc. [see details regarding the rates of depreciation 

under Direct Taxes Code Bill (2009) in Annexure-2] . 

3.4.1.1. The Rationale: 

The rationale behind such differential rates of depreciation is to ensure 

social impulsion of a business house and to become a part of clean and green 

world by way of controlling pollution, encouraging energy savings, promoting 

scientific research, sports, cultural and social welfare of any organization. To 

acquire a clean and fair social impetus a corporate house can invest a bulk amount 

in air pollution control equipments and can cater 100% incentives in form of 



depreciation allowance. A company can get 100% depreciation allowance and can 

also acquire social goodwill by investing m water pollution control equipments, 

solid waste control and recycling equipments. To encourage savings in energy, 

investment in energy savings devices can cater 80% tax benefits in form of 

depreciation allowance. To energise a business house in supporting employee 

development work, investment in books and journals for employees' knowledge 

development can provide 100% tax savings in form of depreciation allowance. To 

encourage scientific research activities of a corporate house, Direct Tax code will 

provide 100% tax benefits in form of depreciation allowance to companies for 

investing in all assets except land used for scientific research. 

3.4.1.2. A Comparative Study of Depreciation rates in India and Abroad: 

The rates of depreciation vary country to country and asset to asset. Not 

only the rates of depreciation but also the process for calculating the allowance 

and its basis of charge show a discrepancy across the globe. So far as the 

chargeability is concerned, we will observe a huge difference among various 

countries. The lists of countries are inclusive but not exhaustive. In USA 

depreciation allowance is admissible on the basis of both reducing balance method 

and straight line method depending upon cost classes. to 

the Tax Laws of USA provisions for depreciation are considered as the modified 

accelerated recovery system of exhaustion or wear or tear costs of an asset. 

Depending upon their amortization period or cost recovery periods assets are 

classified and also their depreciation rates are fixed up. Assets having recovery 

periods 3, 5, 7 or 10 years are depreciated @200% under reducing balance method 

half yearly. Again assets having recovery life 15 and 20 years are depreciated 
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@150%under reducing balance method half-yearly. In UK depreciation 

allowances are treated as capital allowances. Assets on which capital expenditures 

incurred on after 261
h November, 1996 excepting ocean going ships and railway 

assets, having a working life 25years or more are eligible for depreciation. But 

company expending below 100000 starlings per year are not eligible for claiming 

the same. A company can structure the pool with those assets whose working life 

is more than 4 years and opt to exclude assets having life less than that In Japan a 

company can claim depreciation allowances computed either on the basis of 

straight line method or on reducing balance method according to their own choice. 

Sometimes they can compute depreciation by using both straight line method and 

reducing method at the same time for different asset. But the admissibility of the 

depreciation allowance depends upon the life period of that particular asset as per 

the guidance of the Ministry of Finance. Generally, it has been directed that the 

life period of building is considered as 50years, electrical machineries as 11 years, 

oil refineries as 8years, office equipment as 5 years etc. In Bangladesh 

depreciation allowance is admissible on Buildings, Machinery, Plant (including 

ships), Furniture & Fittings and Mines but Patent and Goodwill is not eligible for 

claiming depreciation. Without profit no depreciation can be claimed for a 

particular assessment year and carry forward and setting-off of depreciation 

should be allowed for the subsequent year for an infinite period of times. The 

above examples relating to rates of depreciation prevailed in different countries 

are only illustrative in nature and not exhaustive. 
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3.4.1.3. Tax Planning Technique using Depreciation Allowance: 

A corporate house can use depreciation allowance as a prime tool to plan 

its tax matter. For tax planning depreciation allowance can be used in various 

manners. 

a) Tax planning through asset management: Tax planners can advise a 

company to claim more depreciation allowances and to save the tax burden 

through proper asset management. To cater more incentives the company can opt 

for the assets, rates of depreciation on which are high. Suppose, if a company likes 

to erect the buildings for its own then the company can go for the wooden 

structure instead of a concrete one to acquire 100% depreciation allowance against 

1 0%. Again the company can invest more in computers to improve its digital 

facilities and can obtain 60 % depreciation on those. To acquire a clean and fair 

social impetus the company can invest a bulk amount in air pollution control 

equipments and can cater 100% incentives in form of depreciation allowance. 

Again the company can invest in water pollution control equipments, solid waste 

control and recycling equipments to get 100% depreciation allowance and can 

also acquire social goodwilL A company can also invest in energy saving devices 

(rate of depreciation 80%), books and journals for employees' knowledge 

development (rate of depreciation 1 00%) etc. and can save tax burden. 

b) Tax planning through keeping an asset readv [or use: For claiming 

depreciation allowance in India the asset must be used for the business or 

profession actively or passively. If an asset is kept ready for use from which 

taxable profits are earned are also entitled for claiming depreciation though the 

asset is not used for the business [as per cases like CIT V Ashima Syntax 
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Ltd.(2001) 251 ITR 133 (Gujrat), CIT V Union Carbide (I) Ltd (2002) 124 

Taxman 859 (Calcutta), Auroflood Ltd. V CIT (2005) 4 SOT 346 (Chennai)(see 

details in Annexure-3)]. So to cater higher depreciation a company can purchase a 

motor vehicle in an Assessment Year for the purpose of business, register it and 

keep ready for use and start its using in the next year. Again the company can 

claim more depreciation by purchasing a new plant in a year and keep it ready for 

use tor the next year. The cases like CIT V Geo Tech Construction Corporation 

2000 -TMI - 15117 - (KERALA High Court), CIT V Elecon Engineering Co. Ltd 

2008 -TMI - 9231 - GUJARA T High Court CIT Refrigeration & Allied 

Industries - 1 High Whittle Anderson 

V CIT 2008 -TMI - 7958 - BOMBAY High Court), v. Southern 

Petrochemical Industries Corpn. Ltd. 2008 301 ITR 255 (Mad.), CIT v. Premier 

Industries (India) Ltd. [2008] 170 Taxman 407 (MP) [for details see Annexure-

3] provide bases for such claims. 

c) Tax {!,Lanning based on the timing of l!,Urchase and use of asset: In India a 

corporate house can claim depreciation if the asset is used for the relevant 

previous year for at least 180 days. If the asset is used less than 180 days the 

company can claim 50% deductions. So, to grab full tax benefit the company 

should use any asset for at least 180 days in the year in which it is acquired. This 

tax planning procedures can be supported by the case Siv Industries Ltd. v. Dy. 

CIT (2009) 187 Taxman 442 (Madras)[see Annexure-3 for details]. Again to get 

extra benefit the company can purchase an asset during a financial year and put it 

to use at the end of that financial year and can claim deduction for depreciation 

@50% ofthe normal instead of purchasing it in the beginning of the next financial 
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year, In such a situation 50% deductions for depreciation at the prescribed rate on 

such asset can be allowed in the first year and the full deduction for depreciation 

at the prescribed rate on the same can be allowed. This can be explained with the 

following example. In this example we have to find which one is the best 

alternative as the tax saving tool. 

I 
1 • The rate of depreciation on the plant is 15%. 

I 
• Option-]: X Ltd. Co. purchased a plant on 4th April, 2009 for Rs 1000000 

and put it to use on l5t11May, 2009. 

is purchased on April 2008 and put to use in 

March 2009. 

If X Ltd. Co. purchased a plant on 4 thApril, 2009 for Rs 1000000 and put it 

to use on 15thMay, 2009, then for the year of2009-10 total allowable depreciation 

allowance has been calculated on that plant 1 5% as the plant is used 2009 

more than 180 days. But it purchased plant on 41h April 2008 and put it to 

use in 15th March 2009 and for that span of time same asset was kept ready for 

use, then depreciation could be calculated @50% of the prescribed rate i.e. @ 

7.5%. So, for 2008-09 the depreciation on that plant was calculated @7.5% and 

for 2009-10 depreciation was calculated @ 15%. So purchase in advance and used 

at later days can bring extra incentives for the company. Under such a situation a 

company can invest the fund in advance in purchasing an asset rather purchasing 
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it afterwards. Again for that plant the assessee can claim an additional 

depreciation, as the additional depreciation can be allowed on plant and 

machinery installed and acquired after March 31, 2005 except certain cases and 

the rate of that additional depreciation is 20% for the year in which the asset is 

used at least for 180 days and if the asset is used less than 180 days 10 % 

additional depreciation can be afford of. For the first instance the additional 

depreciation in 2009-10 was 20% and for the second instance the rate of 

additional depreciation in 2008-09 was 10% and for 2009-10 it was 10%. 

But no company can claim depreciation in the following cases: 

.) l If written down value the block of asset is reduced to zero, 

though block is not empty no depreciation can be calculated on 

such assets. 

ii) If the block of asset is empty or ceases to exist on the last day of 

previous year though the written down value is not zero no 

depreciation can be calculated on the said block of assets. 

iii) In case of imported cars no depreciation can be If the 

said car is used for the business of hiring it for tourists or for the 

purpose of business outside depreciation can be calculated as 

usuaL 

d) Tax consequences in case o(purchasing an asset either through owned fund 

or through borrowed fund: In India a corporate house can claim depreciation on 

any asset, no matter whether it is purchased by its own funds or by the borrowed 

fund. So, for claiming higher depreciation the tax planner has to find out which 

financial alternative is the best. Depending on the tax implications for both the 
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cases a corporate house opts for the funding decision. Beside tax implications cash 

outflows have certain bearings on such decisions. But tax implications are 

concerned portion for our study. 

The following example will explain the tax consequences and the funding 

decision. 

• X Ltd. Co. purchased a plant on 1.1.2012 for Rs. 200000. 

• The rate of depreciation is 15%. 

• Corporate tax rate is 32.445%. 

• The weighted average cost of capital is l 0%. 

• The life of the plant is 10years. 

• A loan of Rs. 150000 can be obtained from the market at the rate of 

interest l 0%. 

• The term repayment of loan is l Oyears. 

If the corporate house carry on those business with or 

the owned fund what will be the consequences that can be understood with the 

following example. Therefore, tax implications for asset purchased with both the 

owned fund and borrowed fund are as follows: 
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STEP -1 STEP -2 

Tax Savings via depreciation(rate of depreciation IS%] 
Tax Rate=32.445% 

Present value of differential outflows in case of purchase with 
borrowed capital 

Total Investment through Own Capital = Rs. 200000 

Year Amount 
of 

depreciation 
(Rs.) 

Tax savings 
on 
depreciation 

(Rs.) 

Present 1 Year 

worth of I 
tax savings 
(rate of 
discount 
=10%) 

[total investment= Rs.200000, 
loan amount=Rs.175000] 

1 Interest 
@10% 

(Rs.) 

Own 
lnvestme 
nt and 
repayme 
nt of 
loan 

Present 
value of total 
outflow on 
principal 
and interest 
(rate of 
discount 
10%) 

Present 
value 
total 

5521@ 

5013@ 

I 50!97# 

I 
2ooon I l4327o 
-----~--

*Present worth of Rs. 17500 + Present worth of Rs. I 75000 = Rs. 6756+ Rs. 67550 =Rs. 74306 
(a) 67.555% ofpresenl value of total outflow on principal and interest 

67.555% ofRs. 74306 

STEP- 3: Percentage[%] of investment financed by tax savings when own funds are 

invested: 

Present worth of tax savings as a% of total investment through own capital 

37875/200000*100 

18.94% 
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STEP- 4: Percentage [%] of investment financed by tax savings when borrowed funds 

are invested: 

• Present worth of total outflow on principal and interest net 

of tax 

• Present worth of tax savings on account of deduction 

under section 32 

• Present worth of tax savings as a% of present worth of 

Rs. 143270 

Rs. 37875 

26.436% 

total outflow on principal and interest net of tax 1 

'---------------------'--__j 

As a consequence it can be inferred that 18.94% of investment in Plant 

can be financed by tax savings when own funds are invested in Plant and 26.436% 

of investment in Plant can be financed by tax savings when borrowed funds are 

invested in plant and henceforth, purchase of plant out ofborrowed capital will be 

better option for the company. 

The admissibility of depreciation and tax planning on that not only fetch 

high amount of tax incentives and thereby create a lot of savings but also act as a 

pivot for investment decision making procedure; provided depreciation must be 

calculated in Indian currency [as per case CESC Ltd v. CIT [1998] 233 ITR 50 

(SC)] (see details in Annexure-3). 

3.4.2. Scientific and Research Expenditure as a Fiscal Incentive: 

Section 35 of the Income-Tax Act of India, 1961 entitles a taxpayer to 

claim deduction for expenditure borne by him to carry on any activities for the 

extension of knowledge in the fields of natural and applied sciences either by in-
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house research or by making contribution to approved scientific research 

association or any approved national laboratory or any approved educational 

institution etc. 

3.4.2.1. The Rationale: 

The rationale behind this deduction is to encourage a corporate house in 

carrying out research work in different lines and to encourage new innovation. 

Such an encouragement will fetch goodwill and social impetus for a corporate 

house and also make it possible for a corporate house to achieve new technical 

know-how which ultimately helps India to reach ultimate technological and 

knowledge development. 

3.4.2.2. Tax Planning Technique using Scientific Research Expenditure: 

Tax planners can advise a company to claim more allowances for scientific 

and research expenditure and to save the tax burden through 

research in the proper way. For that purpose the company to 

revenue expenditure tor in-house research or by making payment to outsiders 

under section 3 5( 1) or incur capital expenditure under section 3 5(2). If inadequacy 

of profits or the absence of profits become the constraint to claim deduction 

expenditure on scientific and research. a company can forward the 

deficiency so arising for unlimited years and set off in any subsequent assessment 

years. But no deduction can be allowed partly or fully if inadequacy of profits or 

absence of profits in the business arise so far. 

The following diagram indicates the ways through which a corporate 

assessee caters the tax benefit under section 35 and the amount of deduction. 
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There are generally two routes through which a company can carry out 

expenditure for scientific research. 

They are- (i) in-house research and 

(ii) ~ontribution to outsiders 

Regarding tax planning technique it can be said that a company can claim 

only 100% tax deduction when it carries out research work by itself but the 

company can cater up to 200% tax benefit through making contribution for 

carrying out research work to appropriate institution. According to proposed "The 

Direct Taxes Code" (2010), a company can be allowed equal to 200% of the 

expenditure incurred on creating and maintaining an in-house facility for carrying 

out research development out scientific research and 

development in the in-house facility. But the application of "The Direct Taxes 

Code" is still pending. 

The nature of tax consequences regarding allowance for scientific and 

research work is portrayed in the following figure. 

so 



I\. 

Figure 3.1 

Tax Planning Technique using Scientific Research Expenditure 

Tax Planning 
Technique 

I 
Carrying out 

in-house 

Revenue 
/ 

Capital 
expenditure I expenditure 
for carrying ~ for in-house 
out in-house research u/s 

research 35(2) 
u/s 35(1)(i) 1--

Deduction 
Amount certified 
by the prescribed 

authority 

I 
I 

[
Payment madej 

to outsiders 

I 

Contribution'\ 
to an 

approved 
research 

association 
under section 
35(1 )(ii)/(iii) 

j Deduction 

l
l75%~/s 
35(1 )(ii) 

--

Contribution 
to an Indian 

scientific 
research 

company u/s -35(1)(iia) 

Deduction 
125% uls 

\.._ 
35(1 )(iia) 

/ 

C 'b . '\ ontn ution 
to an 

approved 
national 

laboratory 
under section 

35(2AA) 

Deduction 
200% u/s 
35(2AA) 

Source: budget documents of dif.ferent years 

Therefore, A company can claim deduction for scientific research 

expenditure under section 35 either by carrying out in-house research work or by 

making contribution to outsiders. 
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For claiming deduction under section 35(2) taxpayers may incur 

expenditure to purchase plants and equipments for laboratory or to construct a 

building for carrying research work, to purchase cars and buses for transporting 

employees engaged in scientific research, to purchase air conditioners for 

laboratory, to construct approach road to its research and development 

laboratories. It is necessary for a company to get more tax benefits in the year of 

commencement and so for claiming more and more deduction in the year of 

commencement under section 35(2) taxpayers can incur more capital expenditure 

under above stated head in three preceding years, no matter whether the asset is 

to use or not. For claiming deduction in respect of capital expenditure on 

scientific fP":,~~..;n the assessee must incur capital expenditure but the existence of 

asset is not necessary and for the purpose of research work the company may 

transfer the existing business asset to the research side and get tax benefits on the 

same asset without purchasing a new one. To opt for an alternative the assessee 

has to consider the fact that no tax incentive can be granted for the depreciation 

purpose under section 32 on any asset used for the purpose of scientific research. 

So as a tax payer a corporate assessee has to carry out a proper tradeoff between 

capital expenditures for the acquisition of assets used for the purpose of scientific 

research or for the purpose of business to get the extreme tax benefits under 

section 32 and section 35. 

So far as the revenue expenditure under section 35(l)(i) has been 

concerned, if the assessee himself incurs revenue expenditure for carrying in

house research during any previous year, he can avail incentive for such 

expenditure, provided the research work must be related to the business of the 
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assessee and should be limited to an amount certified by the prescribed authority 

i.e. the Director General of Income Tax in consensus with the Secretary, 

Department of Scientific and Industrial Research, Government of India. It may 

include the perquisites provided to research personnel in any previous year after 

commencement of the business But in any circumstances the amount of eligible 

deduction cannot exceed 100% of actual expenses. 

If the assessee makes contribution either to an approved research 

association, which has, as its object, undertaking of scientific research related or 

unrelated to business of the assessee or to an approved university, college or other 

institution for the use of scientific research related or unrelated to the business of 

the assessee, instead carrying in-house research, the assessee can claim 

deduction @ 17 5% of actual expenditure from the assessment year 2011-12 under 

section 35(l)(ii). Again if a corporate assessee makes contributions to university, 

college or other institution for the use of research in social sciences or statistical 

research related or unrelated to the business of the assessee, the said assessee can 

get a deduction @125% of actual expenditure. From the assessment year 2012-13 

if an assessee makes contribution to the National Laboratory or to a university or 

to Indian Institute of Technology or to a specified person as approved by the 

prescribed authority to carry out scientific research programme, the tax payer is 

eligible for weighted deduction equal to 200% under section 35(2AA). 

If any small company makes contribution to any other company to carry 

out scientific research related to its business, the payer company is eligible to 

claim a weighted deduction @125% of the original contribution made to the 

payee company under section 35(1 )(iia), provided the payee company must be 
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registered in India and scientific research and development is the main object of 

that company and approved by the Chief Commissioner of Income Tax in India. 

Therefore, from the view point of tax planning it is better for a corporate 

assessee to make contribution to outsiders as the same enables the assessee to get 

higher amount of deduction, because, the minimum deduction relating to 

contribution to outsiders for carrying out research work is 125%. For appropriate 

contribution the amount of deduction can touch a higher limit of 200% whereas in 

house research can cater a maximumlOO% benefit. So, making contribution to 

outsiders will be a better option. 

A corporate assessee being engaged m business of Bio-technology, 

manufacturing electronic equipments, computers, 

telecommunication equipments, chemicals. manufacturing or 

helicopter, aircraft, computer software or automobiles including 

equipments can claim extra tax benefit a sum equal to one one halftimes 

the expenditure incurred by deciding to go for in-house research and development 

under section 35(2AB). So, a company must opt for the proper alternatives in 

between the in-house research or payment to to out 

development programme depending upon the nature of business. The following 

example will be self explanatory for above mentioned conditions. 

X Ltd. Co. commenced production on 1.12.20 11. The company made the 

following expenditure up to 31.3.2012: 



Particulars 

• On 12.12.2011 the company pays to the Indian Agricultural 

Research Institute, New Delhi, being an approved institute 

under Section 35(l)(ii) for the purpose of carrying out 

scientific research in natural science. 

• On 24.12.2011 the company pays to the Indian Institute of 

Management, Ahmedabad, being an approved institute under 

Section 35(1 )(iii) for the purpose of carrying out statistical 

research in social science. 

• On 15. 1.2012 the company pays to an liT for carrying out 

scientific research programme. 

• On !8.1.2012 the company incurs revenue expenditure for 

carrying out research work fully approved by appropriate 

authority. 

research will be as follows: 

Particulars 

• Payment made to an approved scientific research institution for 

carrying out scientific research work in natural science is 

qualified for a weighted deduction under section 35(1 )(ii) even 

if the research work is not related to the business of the 

assessee. [100000*1.75] 

Amount (Rs.) 

100000 

100000 

100000 
I 
I 
I 

100000 

I 
.J 

Amount {Rs.) 

175000 

• Payment made to an approved institution for carrymg out I 125000 

statistical research work in social science is qualified for a 

weighted deduction under section 35(1)(iii) even if the research 

work is not related to the business of the assessee. 
[1 00000* 1.25] 

• Payment made to liT under section 35(2AA) even if the 

research work is not related to the business of the assessee. 
[1 00000*2.00] 

• Revenue expenditure for carrying out research work as 

approved by the appropriate authority under section 3 5( I)( i). 

200000 

100000 

I [ 1 ooooo* 1.001 
L__~-------'--------' 



From the above discussion it can be stated that to claim maximum 

deduction under section 35 the assessee may opt for contribution made to Indian 

Institute of Technology to carry out a scientific research programme where the tax 

payer can claim weighted deduction equal to 200% under section 35(2AA). So, 

payment to outsiders may be the better option than in-house research from the 

viewpoint of tax planning technique. 

3.4.3. Tea/Coffee/Rubber Development Allowance as a Fiscal Incentive: 

'-'"'''<.<'"''"' 33AB of the Income-Tax Act of India, 1961 entitles a taxpayer to 

deduction 

Agriculture and 

making deposit in a special account with National Bank 

nn,.,..,,~,-.1· (NABARD) in accordance with a scheme 

approved by the Tea Board or Coffee Board or Rubber Board with the previous 

with the six months from the end of the 

previous year or date of furnishing the return of income, whichever 

is earlier, to carry on the business of growing and manufacturing tea, coffee or 

rubber in India. 

3.4.3.1. The Rational: 

The rationale behind such fiscal is mainly to support and cheer 

the tea industry, rubber industry and coffee industry. Despite different problems 

attached to such industries this special fiscal incentive encourages a corporate 

house to invest in these industries. Apart from promoting such industries this 

special fiscal incentive acts as the motivator for boosting up the economic as well 

as social development in rural areas. 
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3.4.3.2. Tax Planning Technique using Tea/Coffee/Rubber Allowance: 

This special kind of fiscal incentive depends on a particular nature of 

business. The company has to fulfill certain conditions for claiming deduction 

under such provision. According to section 33AB a corporate assessee can claim 

deduction only when it makes deposit in a special account with National Bank for 

Agriculture and Rural Development (NABARD) in accordance with a scheme 

approved by the Tea Board or Coffee Board or Rubber Board with the previous 

approval of the Central Government. The time limit which a corporate assessee 

can get to make the deposit is limited to six months from the end of the previous 

or the due date of furnishing the return of income, whichever is 

earlier. 

a) l.gx Planning through making proper amount of deposit: 

For making such a deposit in accordance with the above stated clause a 

corporate assessee can deduction equal to amounts deposited in special 

account or 40% of the profits of such business computed under the head "Profits 

and Gains of Business or Profession" before making any deduction under section 

33AB and before adjusting brought forward business loss under section 72, 

whichever is less. The assessee company can claim deduction only after auditing 

of those accounts under the company laws. For claiming the deduction the 

company has to furnish the audit report along with a further report in Form No. 

3AC for this special provision. 

If a company fulfills all the terms and conditions relating to section 33AB, 

the company can enjoy the benefit relating to this very special fiscal incentive, 

subject to the upper limit of 40% of profits and gains of the business. So to cater 
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maximum tax benefit under section 33AB the amount deposited in the special 

account must be restricted up to 40% of the profits and gams. If the amount 

deposited in the special account cross the limit of 40% of the profits and gains 

from the business, company cannot enjoy any tax benefit for such extra deposit. 

So, it will be beneficial for a company to deposit to the extent of 40% of profits of 

the company into the tea/coffee/rubber development account to cater the 

maximum tax benefit under section 33AB without wasting any deposit amount. 

Following illustration will be self-explanatory for the above discussion. 

Particulars ------- Amount ___ l 
: (Rs.) 

Business profit of X Ltd., a tea growing and manufacturing~OOOOOO 
company for the assessment year 2011-12. I 

I 

• It deposits in the special account for claiming the benefit I 2500000 

under section 33AB. I 
It deposits in the special account for claiming the benefit I 3500000 

under section 33AB. 

Fiscal incentive for these two cases will be as follows: 

r-· --------------------
Particulars Tif deposited If deposited 

! amount is amount is 
I Rs.2500000 Rs.3500000 ! 

l) Amount deposited in special account 2500000 3500000 

2) 40% of business profit of the company 

i.e. 40% ofRs.8000000 3200000 3200000 

• Deduction under section 33AB 2500000 3200000 

[Amount of deduction will be lower of 

(1) and (2)] 
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Therefore it can be said that the maximum amount of tax benefit that can 

be allowed must be equal to 40% of the business profit of the company. To enjoy 

the maximum amount of tax benefit the company should deposit into the special 

account up to 40% of the business profit without wasting any extra amount as 

deposit money. 

b) Tax Planning regarding nature of business: 

According to Rule 8, when a corporate assessee is engaged in the business 

of growing and manufacturing tea in India 40% of the income in respect of this 

business is treated as business income and 60% is treated as agricultural income 

and therefore exempted from tax bracket the company is engaged selling 

green tea leaves directly, then 100% of the income ofthe company will be 

as agricultural income. Same 40%-60% rule is applicable if the company IS 

suffering from business loss. That is 40% of the loss is treated as business loss and 

60% is treated as agricultural loss. According to Rule 7 A, when a corporate 

assessee is engaged in the business of growing and manufacturing rubber in India 

35% of the income in respect of this business is treated as business income and 

65% is treated as agricultural income and therefore exempted from the tax. 

According to Rule 7B, when a corporate assessee is engaged m the 

business of growing and manufacturing coffee in India 25% of the income in 

respect of this business is treated as business income and 75% is treated as 

agricultural income and therefore exempted from the tax. If the assessee is 

engaged in selling of grown, cured, roasted and grounded cofiee without mixing 

chicory, 40% of the income is treated as business income and 60% is treated as 

agricultural income and exempted from tax. 



According to rule 7 when the income from a business is partially treated as 

agricultural income and partially business income then if the assessee utilizes the 

agricultural produce in the business, the market value of that agricultural produce 

raised by the assessee as rent-in-kind should be deducted to ascertain the business 

income. No further deduction is admissible in respect of that. 

From the above discussion it can be said that nature of the business acts as 

the pivotal for planning tax policy of a corporate assessee in case of 

manufacturing, growing and selling teal co±Iee/ rubber. 

c) Tax Planning via proper utilization of withdrawn deposit: 

When a company carries on the business of tea or coffee or rubber, it 

to remember that the amount standing to the credit of special account may be 

withdrawn only for the purpose approved in that specified scheme. 

wish to get such a benefit the amount released from such an account must be 

utilized within that previous year for the purpose of such business, otherwise the 

amount must be charged to tax under the head "Profits and gains from business". 

To get the tax benefit under this provision the company must go for the 

proper asset management. Because, if the amount withdrawn from such special 

account has been utilized to purchase any plant and machinery or for any other 

business purpose or for the office purpose or residential accommodation or guest 

house or to purchase any office appliances, to purchase plant and machinery used 

for the purpose of producing low priority items specified in the Eleventh Schedule 

of the Income Tax Act, to purchase any plant and machinery entitled to 100% 

depreciation allowance such as water pollution control equipments, solid waste 



control and recycling equipments, books and journals for employees' knowledge 

development etc. the company cannot cater any tax benefit under this provision. 

Only such amount can be utilized for the purpose of any machinery or 

plant or equipment which ensures its use for the purpose of growing and 

manufacturing tea or coffee or rubber, to purchase computer used for the same 

purpose. But such benefit has been withdrawn if the asset so purchased has been 

transferred to any other than that of the Central Government or State Government 

or local authority, a statutory corporation or a Government company within eight 

years from the end of the previous year in which the asset is acquired. So to get 

this particular tax benefit the company should go for the proper asset management 

and for the proper timings of selling and purchase of such asset. 

So, claiming such allowance is possible only when proper business criteria 

has been chosen. Not only that, asset management and proper timings of 

purchasing and selling of such asset is very much necessary for claiming such a 

deduction. Where any amount standing to the credit of the tax payer in the special 

account is utilized by him for the purpose of any expenditure in accordance with 

the scheme, such expenditure shall not be allowed in computing the income 

chargeable under the head "profits and Gains from Business or Profession" to 

avoid the chances of occurring double taxation. 

3.4.4. Deduction in respect of Profits and Gains from Industrial 

Undertakings Engaged in Infrastructure Development as a Fiscal Incentive: 

Deduction can be availed under section 80-IA in respect of profits and 

gains from industrial undertakings engaged in infrastructure development, if those 
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undertakings are owned by Indian companies and must be under the agreement 

with the Central Government and start their operation on or after 1st April, 1995 

and last but not the least should provide infrastructure facility. Here, industrial 

undertakings include provision for infrastructure facility, telecommunication 

services, industrial parks, power generation, transmission and distribution or 

substantial renovation and modernization of existing distribution lines, 

undertakings set up for construction of a power unit and a cross-country natural 

gas distribution network w.e. f. the Assessment Year 2008-09. After fulfilling all 

such formalities this deduction can be claimed in the return of income and return 

of income must be submitted on or before the due date of submission of return of 

mcome. 

3.4.4.1. The Rationale: 

Development process of a country mostly depends on its infrastructure 

development. The roadmap of the development process of a country walks hand 

by hand with the infrastructural development. Infrastructural development is 

possible only when communication process will become developed. Any 

infrastructural development cannot be achieved without adequate energy. To 

accelerate the pace of development it is necessary for the part of the Government 

to craft an appropriate fiscal policy. Accordingly the Government has taken some 

initiatives to generate pace in the development process. Section 80-IA is one of 

the most effective tools in form of fiscal incentive that the Government has 

provided to industrial undertakings. This fiscal incentive provides assistance to 

industrial undertakings to promote infrastructure facility, telecommunication 

services, industrial parks, power generation, and natural gas distribution network. 



Therefore, the prime rational behind section 80-IA is to provide tax holiday to 

some industrial undertakings for the earlier phase to promote infrastructure 

facility, telecommunication services, industrial parks, power generation, and 

natural gas distribution network. If those industrial undertakings can be set up 

with some tax benefit, it will be possible to boost up the tempo of infrastmctural 

development, employment opportunities, various economic activities as weil as 

the total economic development of our country. 

3.4.4.2. Tax Planning Technique using Fiscal Incentive under section 80-IA: 

Different undertakings can enjoy tax holiday under section 80-IA in 

different manner. How a company plans tax matter using benefits under section 

SOIA depends on the nature ofthe company. 

a) Tax Planning through choosing appropriate operation: 

operations such as building of roads, bridges, developing housing projects, 

industrial parks, setting up or revival of power generation plant, providing 

telecommunication services, laying cross country natural gas distribution network 

etc. can be chosen for grabbing the tax benefits under section 80-IA. How a 

corporate assessee caters benefits of fiscal incentive under section 80-IA depends 

on tbe nature of its business and the operation chosen. 

Depending on business operation a corporate house opt for the tax matters 

as explained below: 



Figure 3.2 
Industrial Undertakings Eligible for Deduction under Section 80-IA 

[ Industrial undertakings Eligible for deduction under section SO-IA J 

I 
I Provide infrastructure facility on or after 1'' I Aprill995 

Telecommunication Se1·vices 

'I l )A road includmg toll road, a bridge or a rali 
system 
2) A highway project inclusive of housing and 
other development activities being an integral part 
highway project 

providing telecommunication 
services whether basic or cellular and 

including radio paging, domestic 
satellite service, network of trunkmg, 

broad-band network and interest 
service, at any time after 31 51 

March 1995 but before 31'' March 
2005 

3) A water supply project, water treatment 
system, irrigation project, sanitation and sewerage 
system, a solid waste management system 
4) A port, airport, inland waterway or inland port 
and last but not least 

-
Deduction 

5) Navigation channel in the sea I 00% for first 5 y~;:ars 

Deduction 
l OO'Yo tor 1 0 years 

I 

f P.-omoting Industrial Park or 
Special Economic Zone 

1 )Industrial park developed, 
developed and operated or 
maintained and operated in 
accordance with the scheme framed 
and notified by the Central 
Government start its operation on or 
af\er I" April, 2006 and on or before 
31" March 201 1 under the 
"Industrial Park Scheme", 
2) SEZ developed, developed and 
operated or maintained and operated 
in accordance with the scheme 
framed and notified by the Central 
Government or after 1 ''April 1997 
and on or before 31st March 2005, 

Deduction 
I 00% tor 1 0 years 

Source: budget documents of d(fferent years 

JO%fmcc=-) 

I 

Engaged in Power 
Generation or Distribution 

Power unit owned by and 
Indian company, set up tor 
reconstruction or revival of 
power generating plant and 
formed belore 30'" 
November 2005 with major 
equity participation by 
public sector companies and 
notified by the Central 
Government before 31" 
December, 2005, provided 
the company has started to 
generate or transmit or 
distribute power before 3 1 51 

March, 201 L 

Deduction 
1 00% for I 0 years 

I 

Engaged in laying and operati~ 
cross country natural gas 

distribution network 

Business of laying and operating 
cross country natural gas 
distribution network including gas 
pipelines and storage facilities 
under the approval of Petroleum 
and Natural Gas Regulatory Board 
and notification of Central 
Government on or after l" April, 
2007. 

Deduction 
I 00% for I 0 consecutive 

assessment years out of 15 years 
beginning from the year in which it 

starts laying and operating its 
natural gas distribution network 



h) Opting appropriate initial assessment vear and tax planning: 

Tax planning of a company depends on choosing the appropriate initial 

year. Opting appropriate initial year helps a corporate assessee to cater the 

maximum tax benefits. In relation to the fiscal incentive under section SOIA initial 

year means the Assessment Year specified by the assessee at his option to be the 

initial year. But it does not fall beyond the fifteenth assessment years beginning 

with the assessment year starting from the previous year in which the enterprise 

begins operating and maintaining the infrastructure facility. The benefit of 

deduction is available only for 10 consecutive assessment years falling within a 

period beginning with the assessment year in which 

an assessee begins operating and maintaining a 

highvvay project including housing or other activities being an integral part of the 

highway project, road including toll road. a bridge, a railway system, a water 

supply system, water treatment system, irrigation project, sanitation, sewerage 

system and solid waste management system fifteenth has been replaced by 

twentieth i.e. deduction is available only for 10 consecutive assessment years 

falling within a period of twentieth assessment years beginning with the 

assessment year in which the assessee begins operating and maintaining 

infrastructure facility. But for every case tax treatment will be the same. Tax 

consequence on the basis of opting initial assessment year has been explained 

below: 

A company begins operating and maintaining infrastructure facility in 

form of building of storage in a port during the previous year 2011-12. The 
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corporate house can choose the initial year as follows and the tax consequence 

will be as follows: 

Initial assessment year as selected by the Assessment year for which 1 00% 

assessee deduction is available under section 

SOIA 

Option 1: 2012-13 2012-13 to 2021-22 [1 0 years] 

Option 2: 2013-14 2013-14 to 2022-23 [10years] 

Option 3: 2014-15 2014-15 to 2023-24 [10 years] 

Option 4: 2015-16 2015-16 to 2024-25 [ 10 years] 

Option 5: 2016-17 2016-17 to 2025-26 [10 years] 

Option 6: 2017-18 2017-18 to 2026-27 [10 years] 

Option 7: 2018-19 2018-19 to 2026-27 [9 years] 

Option 8: 2019-20 2019-20 to 2026-27 [8 years] 

Option 9: 2020-21 2020-21 to 2026-27 [7 years] 

OptionlO: 2021-22 2021-22 to 2026-27 [6 years] 

1' 2022-23 2022-23 to 2026-27 [5 years] 

Option 12: 2023-24 2023-24 to 2026-27 [4 years] 

Option 13: 2024-25 2024-25 to 2026-27 [3 years] 
I 

I Option 14: 2025-26 2025-26 to 2026-27 [2 years] 
I 

L Option 15: 2026-27 2026-27 to 2026-27 [1 years] 

Therefore, it can be said that a corporate assessee can choose any one in 

between these fifteen options to decide upon the initial assessment year. But the 

assessee can avail full benefit for 1 0 years only for first options. For options 7 

to 1 5 the assessee can not avail the 1 OO(Yo tax deduction for the full tenure i.e for 

1 0 years. So, at the time of tax planning the corporate assessee must try to avoid 

those last nine options. Henceforth, the selection of initial assessment year is very 

important from the point of view of the corporate assessee regarding tax deal. 

c) Transfer o[goods by the assessee to any other and tax planning: 

If two companies (one of them is a new undertaking) belong to same 

group and business transactions are so arranged that those transactions add up 



some extra to the profit bag of the new industrial undertaking, then it will be 

possible for the company to cater the extra tax benefit. This can be explained with 

the following example. 

A Ltd. is eligible for 100% deduction under section SOIA and B Ltd. is not 

eligible for the same. Both these companies belong to X group. If A Ltd. 

purchased goods from B Ltd. at a price lower than the market value then the 

profits of the A Ltd. has been increased. As the company is eligible for 100% 

deduction A Ltd. can enjoy more tax benefit. As a result of these transactions 

profits of B Ltd. have been cut down. As B Ltd. is taxed at regular rates, the tax 

burden of B Ltd. is also reduced as a result of decrease in profits. Therefore, the 

accumulated tax burden of these two companies is trimmed down. Henceforth, X 

group enjoy tax benefits. 

So, proper goods transaction strategy helps in tax planning. 

d) Tax Planning in case o(merger or amalgamation: 

If an Indian company is entitled for deduction under section 80-IA and 

amalgamated or demerged with other Indian company before claiming tax holiday 

for ten years, then the amalgamated company or resulting company will enjoy the 

benefit of tax holiday under section 80-IA for the unexpired period. If as a result 

of amalgamation or merger profit pool of a company is augmented then the 

amalgamated company or resulting company will enjoy more tax benefit. 

Henceforth the amalgamation or merger will be beneficial from the point of view 

of tax planning. 

Henceforth it can be said that how a company plan for grabbing more tax 

incentives under section 80-IA depends upon the nature of business, timing of 
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initiation of business, technique of amalgamation or merger, technique of 

transferring the goods to a company belonging to the same group etc. 

3.4.5. Deduction in respect of Profits and Gains of Industrial Undertakings 

Engaged in Development of SEZ as a Fiscal Incentive: 

If a company is engaged in developing Special Economic Zone (SEZ) as 

notified on or after 1st April, 2005 then the company is entitled to claim 100% 

deduction from the profits and gains under section 80-IAB provided the account 

of the tax payers are audited properly. The newly established units in SEZ is 

entitles to claim deduction @100% of profits for five consecutive years (started 

with the year in which the unit has started its production). @50% of profits 

gains for the next five years and @ 50% for further five years [provided an 

equivalent amount is debited to Profit and Loss Account in the previous year and 

credited to SEZ Re-investment Allowance Reserve Account simultaneously]. For 

that purpose, the company has to audit its accounts properly and submit the audit 

report in Form No. 56F along with the return of income. 

3.4.5.1. The Rationale: 

Development process of a country mostly depends on 

development. The path of the progress course of a country keeps its stride 

accordance with the economic development. Economic development through 

infrastructural expansion is possible only when the Government initiates some 

assistance. To speed up the tempo of development it is indispensable for the part 

of the Government to formulate a suitable fiscal policy. Accordingly the 

Government has taken some plan to energize the development process. As 
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because of that initiative SEZ grows up. Special economic Zone fetches good 

news for the Indian economy. Because, SEZ are considered as a fiscal instrument 

that boost up the foreign direct investment, infrastructural development, additional 

economic activities and new employment opportunities. If those SEZ can be set 

up with some tax benefit, it will be supportive for the company to develop the 

SEZ and to boost up the tempo of infrastructural development, various economic 

activities, employment opportunities, and the total economic development. 

3.4.5.2. Tax Planning Technique using Fiscal Incentive under section 80-IAB: 

Under section 80-lAB which is inserted from the assessment year 2006-

07, the company engaged in the development of SEZ as notified after 1st April, 

2005 under SEZ be eligible for 100% deduction of the profits so arrived 

from the business of developing SEZ. How a company plans tax matter using 

benefits under section 80-IAB depends on different factors. 

a) Tax Planning through choosing appropriate initial assessment year: 

Tax planning of a company depends on choosing the appropriate 

year. Opting appropriate initial year helps a corporate assessee to cater the 

maximum tax benefits. In relation to the fiscal incentive under section 80-IAB 

initial year means the assessment year specified by the assessee at his option to be 

the initial year. But it does not fall beyond the fifteenth assessment years 

beginning with the assessment year starting from the previous year in which 

Special Economic Zone has been notified by the Central Government. 

A Ltd. company begins to develop a SEZ as notified by the Central 

Government during the previous year 2011-12. The corporate house can choose 

the initial year as follows and the tax consequence will be as follows: 
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Initial assessment year as selected by the assessee Assessment year for which 100% deduction is l 
available under section 80-IAB 

Option 1: 2012-13 2012-13 to 2021-22 [10 years] 

Option 2: 2013-14 2013-14 to 2022-23 [10 years] 

Option 3: 2014-15 2014-15 to 2023-24 [I 0 years] 

Option 4: 2015-16 2015-16 to 2024-25 [I 0 years] 

OptionS: 2016-17 2016-17 to 2025-26 [I 0 years] 

Option6· 2017-18 2017-18 to 2026-27 [10 years] 

Option?: 2018-19 2018-19 to 2026-27 [9 years] 

Option 8: 2019-20 2019-20 to 2026-27 [8 years] 

Option 9: 2020-21 2020-21 to 2026-27 [7 years] 

OptionlO: 2021-22 2021-22 to 2026-27 [6 years] 

Option I I: 2022-23 2022-23 to 2026-27 [5 years l 
Optionl2: 2023-24 2023-24 to 2026-27 [4 years] 

Option !3: 2024-25 2024-25 to 2026-27 [3 years] 

Option 14: 2025-26 2025-26 to 2026-27 [2 years] 

Option 15: 2026-27 2026-27 to 2026-27 [1 years] 

Therefore, it can be said that a corporate assessee can choose any one in 

between these fifteen options to decide upon the initial assessment year. But the 

assessee can avail full benefit for 10 years only for first six options. For options 7 

to 15 the assessee can not avail the 100% tax deduction for the full tenure i.e for 

1 0 years. So, at the time of tax planning the corporate assessee must try to avoid 

those last nine options. Hencefmth, the selection of initial assessment year is very 

significantly from the point of view of the corporate assessee so far as the tax 

matter. 

b) Tax Planning through adjustment of brought forward loss: 

Tax deal under section 80-IAB depends merely on the computation of 

profit because the amount of deduction is 1 00% of the total profit. At the time of 

calculating profit interest on fixed deposit made out of accumulated profits and 

reserves must be included at the time of derivation of profits. Dearth of any 

opposing evidence indicates the inclusion of income, voluntarily disclosed under 
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the amnesty scheme in the process of profits derivation. Cash compensatory 

allowance and duty drawbacks received by a newly established undertaking must 

be included in the profits derivation. Installation charges, after sale service, 

service charge cannot be denied for inclusion in the derivation of profits. Income 

from sale of empty drums or containers and sale of useless materials must be 

included in the profits because there is a direct nexus between sale of those items 

and to run the business. If all those items are included in the profits then 

amount of profits are increased as well as the amount of eligible deduction. 

According to section 115JB, the developers of SEZ are not required to pay 

Minimum Alternate Tax. No Dividend Distribution Tax shall be paid by a 

developer engaged developing, operating and maintaining an SEZ, provided 

such dividend is paid out of current profit. 

Computation profits are done on the basis of assumption that the 

eligible business is the only source income of the assessee during the previous 

year relevant to the initial assessment year and any loss from the business in any 

assessment year on or after the initial assessment year must be adjusted against the 

profits of the succeeding year to derive the eligible deduction under section 80-IA. 

example will clarify nexus between the calculation of profits 

and the eligible deduction under section 80-JAB. 

A Ltd. has started to develop a SEZ vide the notification of Central 

Government dated December 15, 2006. 

Profits made by the business in different years are as follows: 
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Assessment Year Income of A ltd. (Rs. in lakh) 

2007-08 (-) 6 

2008-09 (-) 10 

2009-!0 (-) 12 

2010-l! I ( -) 5 
I 

20ll-l2 I ( -) 2 

I 2012-13 
I 

6 I 
I I 2013-14 

_l __ ~-
16 

I 2014-15 25 

I 
2015-!6 19 

2016-17 27 L 

As in the above problem up to the assessment year 2011-12 losses arise 

the business. So, it will be profitable for the corporate house to opt 201 13 as 

initial assessment year. On the basis of the above data taxable income will be 

calculated as follows: 

~Assessment 
--r-·------------··---·-·-·----------~ I Income of A Ltd 1 Adjusted b/floss Gross Total I Deduction Total I 

1 

year 

~-(:)6---+_'R' m lokh) 

Income under Taxable 

801AB Income j r 2007--fJ8 ol- -I 

I 
2008-09 (-)I 0 (-) 6 - - I 
2009-10 (-) 12 H 16 - - -
2010-1 J , (-) 5 (•) 28 •. - -

2011-12 (-) 2 (-) 33 - I - -

2012-13 6 (-)27 -* - . 

2013-14 !6 ( -) l I 5** 5 . 

2014-15 25 - 25 25 -
2015-!6 19 - 19 !9 -

i 2016-17 27 - 27 27 -

''It is derived after adjustment of losses of Rs. 27 lakhs relating to the earlier year 
* *It is derived after adjustment of losses of Rs. 11 laksh relating to the earlier year 

c) Tax Planning in case o{merger or amalgamation: 

If an Indian company is entitled for deduction under section 80-IAB and 

amalgamated or demerged with other Indian company before claiming tax holiday 

for ten years, then the amalgamated company or resulting company will enjoy the 

benefit of tax holiday under section 80-IAB for the unexpired period. If as a result 

102 



of amalgamation or merger, profit pool of a· company is increased then the 

amalgamated company or resulting company will enjoy more tax benefit. 

Henceforth the amalgamation or merger will be beneficial from the point of view 

of tax planning. 

d) Tax Planning in case o(trans(er of undertaking: 

If a taxpayer, who develops a SEZ on or after 1st April, 2005 transfers the 

operation or maintenance of that zone to another developer, then the transferee 

company can enjoy the tax holiday for 10 years. If as a result of transfer the 

pool of a company is augmented then the transferee company will enjoy more tax 

benefit. Henceforth, the transfer will be beneficial from the point of of tax 

3.4.5.3. Tax Planning Technique using Fiscal Incentive under section lOAA: 

Under section 1 OAA the newly established undertakings SEZ as 

uu•u.'·"·'u articles or things or provide services during Financial Year 2005-06 or 

afterwards can cater the benefits as stated before. How a company plans its tax 

matter using benefits under section 1 OAA depends on different factors. 

a) Creating and Utilizing Special Economic Zone Re-investment Allowance 

Reserve Account: For claiming the deduction @ 50% for last five years under 

section 1 OAA the newly established undertakings should create this special 

account and an equivalent amount to that is debited to the Profit and Loss account 

and further credited to this special account. This special account should be utilized 

for the purpose of acquiring new plant and machinery and this new plant and 

machinery should put to use within three years from the creation of this special 

account. So for claiming this portion of deduction creation and utilization of 
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Reinvestment Allowance Reserve Account within stipulated time is very much 

looked for. 

b) Tax Planning in case of demerger or amalgamation: For amalgamation or 

demerger the amalgamated or demerged company can claim deduction under 

section 1 OAA for the unexpired period. No deduction can be claimed for period 

before the demerger or amalgamation. 

3.4.6. Deduction in respect of Profits and Gains from Certain Industrial 

Undertakings Other Than Infrastructure Development Undertakings: 

If an industrial undertaking is engaged in the business of cold storage plant 

either in industrial backward states specified in Eighth Schedule or in the business 

of cold chain business for agricultural produces then the same company is entitled 

to a tax holiday under section 80-IB. Again, a company is engaged in industrial 

research in accordance with the approval of the prescribed authority then the 

company can avail a deduction under section 80-IB. Moreover, if a business house 

is engaged in the refining mineral oils and in production of natural gas the 

business house can claim a tax benefit under section 80-IB. Furthermore, if an 

undertaking is engaged in the business of processing, preservation and packaging 

of fruits, vegetables, meat and meat products, poultry or marine the undertaking 

has been entitled to a tax holiday under section 80-IB. Beside those if a corporate 

house is engaged in the business of operating and maintaining hospital in a rural 

area or in non-metro cities the corporate house can avail tax holiday under section 

80-IB. 
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3.4.6.1. The Rationale: 

Development process of a country by and large goes hand by hands with 

economic development. The development course of a country steps ahead in line 

with the economic development. Economic development through infrastructural 

development is feasible if the Government takes some initiation. To get faster 

development it is the ultimate requisite that Government must plan a proper fiscal 

policy. Development of a country always means total development, development 

of urban areas as well as rural areas, development of metro cities as well as 

backward areas. If the all round development has to achieve the Government 

should take the appropriate policy which flourish the core area development -

development of health, food, energy sector. Section 80-IB provide certain 

assistance in terms of tax holiday to corporate houses that take initiatives to 

accelerate the infrastructural development in the area of health and hygiene, food 

and energy. This section also energizes corporate houses to do some industrial 

research. 

3.4.6.2. Tax Planning Technique using Fiscal Incentive under section 80-IB: 

Different undertakings can enjoy tax holiday under section 80-IB in 

different manner. How a company plans its tax matter using benefits under section 

80-IB depends on the nature ofthe company. 

a)Nature of Business and Tax planning: How a corporate assessee caters the 

benefit of fiscal incentive under section 80-IB depends on the nature of its 

business and the operation chosen. Depending on the nature of business operation 

a company opts for the tax matters as explained below. 
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Figure 3.3 

Nature of Undertakings Eligible for Deduction under Section 80-IB 

f Nature of Industrial Undertaking 
l Eligible under section 80-IB 

I 

II 

Engaged in setting up of cold storage plant 

1 )cold storage plant either in industrial 
backward states or in the union territory 
specified in Eighth Schedule during I" April, 
1993 to 31" March, 2004 ( during 1" 
October,l994 to 31" March, 2012 for Jammu 
and Kashmir]. 
2) cold storage in the notitied backward 
districts during 1" October, 1994 to 31 '1 March, 
2004) 

Deduction 
@ l 00% for the first five years and @ 30% for 

the next 5 years 

I j 

!Engaged in industrial r Engaged in 
rcsea1·ch 

I) Engaged in I 
industrial research 111 

accordance with the 
approval of the 
prescribed authority in 
between 3 J ' 1 March, 
2000 to l '1 April 2007. 
2) The industrial I 
research should be the 
primary object of that 
company. 

Deduction 
@ IOO%for 10 

consecutive years 

I 

roduction of natural 
gas and refining of 

mineral oils 

I
I l )Engaged in the 

refining of mineral oils 
during 301

h September, 

1

1998 and 1 '1 April. 
2012 
2) Engaged in 
production of natural 
gas on or after I" 
April, 2009 

Deduction 
@ 1 00% for? years 

started with the 
previous year in which 

the commercial 
production has been 

started 

Engaged in the business of cold 
chain facility for agricultural 

produce 

Industrial undertaking is engaged in 
the business of setting up and 

operating cold chain facility for 
agricultural produce. 

Deduction 
@ l 00% for the first five years and @ 

3 0% for the next 5 years 

I .. 

Engaged in the l 
business of 
processing, 

preservation and 
packaging of ft·uits, . 

vegetables and other 
food items 

engaged in the 
business of processing, 

preservation and 
packaging of fruits, 

vegetables, meat and 
meat products, poultry 
or marine products on 
or after 1 ' 1 April, 2009 

I 

' 

I 
Engaged in the 

business of operating 
and maintaining 

hospitals 

l )Engaged in the 
business of operating 
and maintaining. 
hospital in a mral area 
or in non-metro cities. 
2) the hospital should 
be constructed during 
1 '1 October. 2004 and 
31 st March, 2008 in the 
rural are during the 
period 1 '1 April, 2008 
and 3 1'1 March 2013 in 
non-metro cities. 
3) hospital should 
comprise of at least I 00 
beds. 

Deduction 
@ 1 00% for Syears 

Owned and operated by the same company 
Deduction 

Owned and operated by different 
company ,... ......... @ I 00% for first 5years and 30% for next 5 years Deduction 

I 

@ 100% for first 5 years and 30% for 
next S vears 

Source: budget documents of different years 
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b) Location o(Business and Tax planning: How a corporate assessee caters the 

benefit of fiscal incentive under section 80-IB depends on the location of its 

business. Depending on location of business a corporate house opt the tax matters 

as explained below. 

An industrial undertaking is engaged in the business of cold storage plant 

must do its business either in industrial backward states or in the union territory 

specified in Eighth Schedule to cater the tax benefit under section 80-IB. For this 

purpose states which are industrially backward are Arunachal Pradesh, Assam, 

Goa, Himachal Pradesh, Jammu and Kashmir, Manipur, Meghalaya, Mizoram, 

Nagaland, Sikkim and Tripura and Union territories which are considered as 

industrially backward are Anadaman and Nicobar Islands, Dadara and Nagar 

Haveli, Daman and Diu, Lakshwadeep and Pondicherry. 

The industrial undertakings is engaged in the business setting up of cold 

storage can cater the tax benefit under section 80-IB should establish the same in 

notified backward districts. For this purpose, backward districts comprise of 53 

districts as notified by the Government under category "A" and 70 districts under 

category "B". 

A corporate house doing the business of operating and maintaining 

hospital must construct the hospital in a rural area or in non-metro cities to avail 

tax holiday under section 80-IB. 

So, enjoying the tax holiday under section 80-IB, a company has to depend 

on the location of business. 
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c)Substantial Expansion and Tax Planning: A corporate house can claim 

deduction under section 80-IB for substantial expansion if and only if the 

corporate house can increase its investment in the plant and machinery of the said 

business by at least 25% of the book value of the plant and machinery through the 

expansion programme. For this purpose the book value must be calculated before 

taking depreciation in any year. So, to claim the deduction under section 80-IB 

expansion should be in appropriate proportion. 

d) Transfer o( machinery or plant previously used and Tax Planning : A 

corporate house can claim the deduction under section 80-IB if the new business 

is formed by the transfer of previously used machinery and the value of the 

transferred plant and machinery does not exceed the 20% of the value of plant and 

machinery in that business. So to get the tax benefit the corporate 

to restrict the proportion of previously used plant and machinery up to the 20% of 

the total value of the total plant and machinery. If the proportion exceeds 20% no 

deduction can be availed under section 80-IB. 

e) Import of machinery or plant previously used in countries outside India and 

Tax Planning: A corporate house can claim the deduction under section 80-IB if 

the new business is formed by the installation of second hand plant and machinery 

imported from outside of India. But for claiming deduction in the said condition 

under section 80-IB it must be kept in mind that such machineries has not been 

priorly used in India before installation and no deduction for depreciation has 

been allowed on the same prior to the date of installation. So, to get the benefit of 

section 80-ID the business has to ensure that the second hand plant and machinery 
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used in that business may be previously used outside India but must be new for 

3.4.7. Deduction for Hotels and Convention Centre in NCR: 

If a corporate house is engaged in the business of 2 star /3 star/ 4 star hotel 

or convention centre in some specified area during the period started from 1st 

• st Apnl, 2007 to 31 July, 2010 then the corporate house can be enabled to claim 

1 00% deduction in respect of profits and gains under section 80-ID for a 

consecutive period of five years. This provision was inserted from the assessment 

year 2008-09. Here, specified area means National Capital Territory of Delhi, 

Faridabad, Gurgaon, Gautam Budh Nagar and Gaziabad. Again from the 

assessment year 2009-10 a provision was also inserted in the section 80-ID under 

which if a company is engaged in the business of 2 star/ 3 star/ 4 star hotels in 

some specified area the business house can claim a 1 00% deduction in respect of 

the profits and gains of such business. Here, the specified area means districts of 

Agra, Jalgaon, Aurangabad, Kancheepuram, Puri, Bharatpur, Chhatarpur, 

Thanjavur, Bellary, South 24 Parganas excluding areas in Kolkata and Urban 

Agglomeration, Chamoli, Raisen, Gaya, Bhopal, Panchmahal, Kamrup, Goalpara, 

Nagaon, North Goa, South Goa, Darjeeling and Nilgiri. 

3.4.7.1. The Rationale: 

As we said earlier, that the process of development of a country keeps 

proper tune with the economic development. A country steps ahead in line with 

the economic development. Economic development through infrastructural 

development is possible if the Government takes some initiation. A part of the 
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faster development depends on fund and technology requirements. So to attract 

investors and professionals proper hospitality is very much required. Similarly, in 

a tourist spot high class hospitality is required to attract tourists. Proper hospitality 

facilities can be set up easily if the Government takes some initiation to give 

advantages to corporate house and these advantages may be in terms of tax 

relaxation. So, section 80-ID provides cushion to corporate house to establish new 

hospitality facilities in specified industrial belts and in tourist spots. 

3.4.7.2. Tax Planning Technique using Fiscal Incentive under section 80ID: 

A corporate house can enjoy tax holiday under section 80-ID in different 

manner. How a company plans its tax matter using benefits under section 80-ID 

depends on the nature of the business. 

a)Nature o(Business and Tax Planning: To claim the deduction under section 

80-ID the corporate assessee has to go for appropriate business. If the assessee 

company has started a business of hotel in the National Territory of Delhi, 

Faridabad, Gurgaon, Gautam Budh Nagar and Gaziabad he must opt for the 

business of 2 star/ 3star I 4 star hotel or the convention centre to claim the benefit 

oftax holiday under section 80-ID. The business of hotel without star category or 

above the ranking of 4 star can not cater the tax benefit. For the same, "convention 

centre" means a completely centrally air-conditioned building of a minimum 

25000 square meters covered plinth area with a seating capacity of minimum 3000 

seats. The building must be comprised of 10 convention halls equipped with 

modem public address system, LCD projectors and video screening facility and 

used for the purpose of conferences and seminars. Failing to maintain the above 

mentioned facilities the business house can not avail the tax holiday. If the 
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assessee company has started a business of hotel in the districts of Agra, Jalgaon, 

Aurangabad, Kancheepuram, Puri, Bharatpur, Chhatarpur, Thanjavur, Bellary, 

South 24 Parganas excluding areas in Kolkata and Urban Agglomeration, 

Chamoli, Raisen, Gaya, Bhopal, Panchmahal, Kamrup, Goalpara, Nagaon, North 

Goa, South Goa, Darjeeling and Nilgiri the company should go for the business of 

2 star/ 3star I 4 star hotel. Again the business of hotel without star category or 

above the ranking of 4 star can not cater the tax benefit. So, to cater the benefit 

under section 80-ID the company must select the business of 2 star/ 3 star I 4 star 

hotel or convention centre in the proper places. 

b) Location o(Business and Tax Planning: To claim the deduction under section 

80-ID the corporate assessee has to go for appropriate business in proper places. 

the assessee company has started a business of 2 star or 3 star or 4 star hotel it 

must select the places like the National Territory of Delhi, Faridabad, Gurgaon, 

Gautam Budh Nagar and Gaziabad or in the districts of Agra, Jalgaon, 

Aurangabad, Kancheepuram, Puri, Bharatpur, Chhatarpur, Thanjavur, Bellary, 

South 24 Parganas excluding areas in Kolkata and Urban Agglomeration, 

Chamoli, Raisen, Gaya, Bhopal, Panchmahal, Kamrup, Goalpara, Nagaon, North 

Goa, South Goa, Darjeeling and Nilgiri to claim the benefit of tax holiday under 

section 80-ID. If the assessee company has started a business of convention centre 

it must carry out its business in the National territory of Delhi, Faridabad, 

Gurgaon, Gautam Budh Nagar and Gaziabad. No other place of business will 

fetch the same tax holiday benefit. No other places will fetch the tax holiday 

benefit under section 80-ID. 
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c)Substantial Expansion and Tax Planning: A corporate house can claim 

deduction under section 80-ID for substantial expansion if and only if the 

corporate house can increase its investment in the plant and machinery of the said 

business by at least 25% of the book value of the plant and machinery through the 

expansion programme. For this purpose the book value must be calculated before 

taking depreciation in any year. So, to claim the deduction under section 80-ID 

expansion should be m appropriate proportion. 

d) Trans(er of machinery or plant previously used and Tax Planning: A 

corporate house can claim the deduction under section 80-ID if the new business 

is formed by the transfer of previously used machinery and the value of the 

transferred plant and machinery does not exceed the 20% of the value of plant and 

machinery used in that business. So to get the tax benefit the corporate house has 

to restrict the proportion of previously used plant and machinery up to the 20% of 

the total value of the total plant and machinery. If the proportion exceeds 20% no 

deduction can be availed under section 80-·ID. 

e) Import of machinery or plant previously used in countries outside India Tax 

Planning: A company can claim the deduction under section 80-ID if the new 

business is formed by the installation of second hand plant and machinery 

imported from outside India. But for claiming deduction in the said condition 

under section 80-ID it must be kept in mind that such machineries has not been 

priorly used in India before installation and no deduction for depreciation has 

been allowed on the same prior to the date of installation. So, to get the benefit of 

section 80-ID the business has to ensure that the second hand plant and machinery 
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used in that business may be previously used outside India but must be new for 

India. 

3.4.8. Deduction in respect of Certain Undertakings in North Eastern States: 

If a corporate house begins to manufacture or production of goods or to 

undertake substantial expansion or to provide services during 1st April, 2007 to 

31st March, 2017 in the North- Eastern states i.e. in Arunachal Pradesh, Assam, 

Manipur, MeghaJaya, Mizoram, Nagaland, Sikkim and Tripura then the assessee 

company is eligible for l 00% deduction in respect of the profits and gains from 

business under section 80-IE, provided the assessee company should not 

claim any deduction under sections lOA, IOAA, lOB, lOBA, 80C to 80U. For 

availing such deduction the eligible business are- 2-star and above hotel, 

adventure and leisure sports, nursing homes, old age homes, vocational training 

institute, Information Technology oriented centres, Bio- technology units etc. 

3.4.8.1. The Rationale: 

Development means all round development of different areas. It includes 

development of urban areas as well as areas, development of metro 

as well as backward areas. If the all round development has to achieve the 

Government should take the appropriate policy which flourish the development in 

remote areas. North Eastern states being less developed are facing lots of 

problems. In spite of being rich in natural resources industrial and economic 

development is not so much due to several reasons. Having steep and jagged 

landforms it is very hard to establish industrial undertakings. So the large business 

house is not so much interested to invest their funds for infrastructural 
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development. So, it is very necessary from the Government's corner to take 

necessary actions to encourage business house to invest in those areas. Fiscal 

incentive under section 80-IE will encourage the corporate houses to invest their 

funds in infrastructural development based on ample natural resources of these 

areas. Again due to the natural beauty those areas attract tourists from different 

parts. For that purpose providing high class hospitality is very much needed. 

Again being a remote place health and hygiene is a basic problem of these areas. 

Fiscal incentive under section 80-IE will provide tax benefit to companies 

engaged in hospitality sector and in health and hygiene. 

3.4.8.2. Tax Planning Technique using Fiscal Incentive under section 80-IE: 

Under section 80-IE which is inserted from the Assessment Year 2008-09, 

the company engaged in the manufacture or production of certain eligible goods 

or providing certain eligible services or undertaking substantial expansion during 

the period 1st April,2007 to 31st March 2017, will be eligible for 100% deduction 

of the profits so arrived from the business as mentioned. How a company plans its 

tax matter using benefits under section 80-IE depends on different factors. 

a) Nature of Business and Tax Planning : For availing the deduction under 

section 80-IE the corporate assessee has to opt for appropriate business. The 

assessee can get 100% deduction under section 80-IE if the business house opt for 

the business of 2-star or above ranked hotel, any adventure or leisure sports 

including ropeways, nursing home having 25 or more beds, old age homes, 

running vocational training institute including hotel management, catering, 

entrepreneurship development, nursing and paramedical course, civil aviation 

related training, fashion designing and industrial training, running IT related 
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training centres, IT hardware units and bio-technology related business or units. If 

the company is engaged in manufacture or production of tambacco, pan masala, 

plastic carry bags less than 20 microns or goods produced by petroleum oil and 

gas refineries, then the business house can not claim any deduction under section 

80-IE. So to claim 1 00% deduction under section 80-IE it is necessary for a 

business house to invest their funds in running appropriate business. 

b)Substantial Expansion and Tax planning: A corporate house can claim 

deduction under section 80-IE for substantial expansion if and only the 

corporate house can increase its investment in the plant and machinery of the said 

business by at least 25% of the book value ofthe plant and machinery through the 

programme. For this purpose the book value must be calculated before 

taking depreciation . So, to 80--IE 

expansion should be in appropriate proportion. 

c)Trans(er o[ machinery or plant previously used and Tax Planning: A 

corporate can the deduction under section 80-IE if the new business is 

formed by the transfer of previously used machinery and the value of the 

transferred plant and machinery does not exceed the 20% of the value of plant and 

machinery used in that business. So to get the tax benefit the corporate house has 

to restrict the proportion of previously used plant and machinery up to 20% of the 

total value of the total plant and machinery. If the proportion exceeds 20%, no 

deduction can be availed under section 80-IE. 

d)lmport o(machinery or plant previously used in countries outside India Tax 

Planning: A corporate house can claim the deduction under section 80-IE if the 

new business is formed by the installation of second hand plant and machinery 
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imported from outside of India. But for claiming deduction under section 80-IE it 

must be kept in mind that such machineries has not been priorly used in India 

before installation and no deduction for depreciation has been allowed on the 

same prior to the date of installation. So, to get the bebenefit of section 80-IE the 

business has to ensure that the second hand plant and machinery used in that 

business may be previously used outside India but must be new for India. 

3.5. SUNRISE CLAUSES VS. SUNSET CLAUSES: 

From the above discussions it can be supposed that there are two types of 

clauses regarding fiscal incentives. Some clauses are almost outdated and can be 

treated as sunset clauses whereas some clauses are upcoming or just coming 

ex1stence known as sunrise clause. The specialty of Income Tax System is the 

continuous juggling with different tax provisions. Generally a new provision or 

the sunrise clause comes into existence with the passing of the Finance Bill or 

sometimes with some corrections. A number of provisions are last for few years 

and then becomes faded out and turned to be a sunset clause. After continuation 

for some years these sunset clauses are deleted or reformed. Again some new 

clauses see the light of tax world. In this we can observe a 

of sunrise clauses and sunset clauses. This cycle give birth to certain difficulties 

regarding tax planning, computation and compliance. Various committees argue 

for a simple and equitable tax structure. According to them unnecessary fiscal 

incentives must be faded out. Recommendations of Chelliah Committee and 

Kelkar Committee argue for deletion of some fiscal incentives. According to them 

too much incentives lower down the ETRs and the positive out comings of those 
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incentives and create confusion regarding the tax system. Their recommendations 

turn out certain fiscal incentives into sunset clauses. Direct Taxes Code Bill 

(2009) has also stated that "tax incentives are inefficient, distorting, inequitous, 

impose greater compliance burden on the tax payer and on the administration, 

result in loss of revenue, create special interest groups, add to the complexity of 

the tax laws, and encourage tax avoidance and rent seeking behaviour." Though 

the implementation of Direct Taxes Code Bill (2009) is still pending but 

according to Direct Taxes Code Bill (2009) all business tax expenditures, other 

than for activities which create externalities, will be withdrawn. So, if 

implemented, as because of Direct Taxes Code Bill (2009) some fiscal incentives 

will be turned out into sunset clauses. These changes will also be continued the 

Code the applicability which is also 

still pending. 

following table lists some of sunrise and sunset clauses regarding 

fiscal incentives along with the date their rise and set. 

Table 3.1 
s unnse Cl auses vs. S t Cl unse I 'th T auses a ong WI enure 

I Sections Sunrise Clauses Sunset Causes 

r Contribution to the National Laboratory or to -a r------------ ------------
From assessment 1 

I ' university or to Indian Institute of Technology or Year 2012-13 I 

to a specified person as approved by the 
prescribed authority to carry out a scientific 
research programme u/s 35(2AA) 

Telecommunication Services under section 80IA 31st March, 1995 31st March, 2005 

Industrial Park under section 80IA 1st April, 2006 31st March, 2011 

Special Economic Zone under section 80IA I 51 April, 1997 31st March, 2005 

Power Generation and Distribution under section 30u' November, 31st March 2011 
80IA 2005 
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1 Laying and operating cross country natural gas 
distribution network u/s 80 IA 

Special Economic Zone under section 80IAB 

Cold storage plant either in industrial backward 
states or in the union territory specified in Eighth 
Schedule u/s 801B 

Cold storage plant and in the notified backward 
districts u/s 80IB 

i Industrial Research u/s 80IB 

Refining of mineral oils u/s SOIB 

I 
Production of natural gas u/s 80IB 

Processing, preservation and packaging of fruits, 

1 

vegetables and other fo~d items u/s 80IB 

I
! Operatmg and mamtammg hosp1tals m a rural 

area u/s SOIB 0 

l
roperating and maintaining hospitals in non-metro 

cities u/s 80IR 
i 

j Hotels and convention centre in NCR u/s 80ID 

Undertakings in North Eastern States u/s SOlD 

Source budget documents of different years 

I 

I 

1st April,2007 

151 April,2005 

1st April, 1993and 31st March,2004 
1st April, 1994 in and 31'1 

Jammu and March20 12 in 
Kashmir Jammu and 

Kashmir 
1st October 1994 31st March,2004 

I 
31 51 March, 2000 1st April,2007 

30u' September I 1st April,20 12 
1998 

1st April, 2009 
I 

1st April, 2009 

I 
I 

l st October,2004 31 '' March,2008 

1 '1 April, 2008 31st March, 2013 

1" Apdl,2007 I 
1st April,2007 l 31st March,20 17 I 

The above table exhibits the changes in some of different corporate fiscal 

incentives along with their tenure and the same indicates the frequently changing 

characteristics of the Indian tax System. Though the prime objective of those 

changes is to widen the tax base and thereby augmenting tax revenue, but the 

frequently changing nature of different provisions create computational and 

compliance difficulties. 

************************ 
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