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“What should Government be doing on tax to support investment in new 

infrastructure?” 

 

The sheer scale of investment needed in UK infrastructure is immense-at least £400bn over 

the next 8 years alone (FN1).  Most UK infrastructure is procured and financed by the private 

sector.  Therefore one of the most powerful tools which Government has to influence the 

speed, amount and cost of investment is taxation.  Government should give priority to 

understanding the influence of current tax legislation on the procurement process and the 

availability of equity and debt for new investment. In assessing the affordability of tax 

measures influencing investment in infrastructure it should take into account the additional 

tax receipts which capital investment in infrastructure will generate through future growth. 

 

 

What can be done now? 

 

Firstly, regular industry contact on tax policy should be established with HM Treasury to 

build understanding and help develop the right tax policies. Secondly, there should be a 

consultation on the impact of depreciation of economic infrastructure being taken account of 

in the calculation of taxable profits. Thirdly, there should be a consultation on whether new 

investment structures would assist in the flow of investment into new infrastructure. 

 

 

Tax Policy Contact 

 

Tax is complex and so is infrastructure procurement. Normal business tax rules apply but 

because of the variety and ongoing development of infrastructure delivery models and 

investment structures, a specialist understanding needs to be built up within HM Treasury. On 

a matter of such national importance it is worth the investment of resource to ensure that tax 

policy is consistent with our aspirations for investment in infrastructure. A forward thinking 

approach is needed because new infrastructure is planned which is not taken account of in the 

current tax system. 

 

It is also necessary to consider investor confidence in UK infrastructure as an asset class. This 

is vital for future investment.  A structural dependency on debt has been built into the tax 

profile of infrastructure investment and so investor confidence is highly sensitive to potential 

changes in tax relief for financing costs. Contact is clearly very important in this area. 

 

 

Consultation on capital investment 

 

There is a distinction to be made between the contractors and operators who sponsor and 

develop greenfield infrastructure and the long term investors seeking low risk stable returns 

from operating infrastructure.  The former are the providers of risk capital and their business 

objectives are to win building and operating contracts and in many cases to meet their 

regulatory obligations. In their absence Government generally has to step in to ensure 

infrastructure is built.  Therefore, tax policy should support these taxpayers.  

 

However in recent years the direction of UK tax policy has been to discourage capital 

investment in buildings and structures.  Under current tax law, some infrastructure investors 

will suffer effective tax rates in excess of 40% as compared to the statutory rate of 22% from 

2014.  In actual cash terms it may be several years into the life of a new infrastructure asset 

before it pays tax but estimates of future tax will be built into its whole life costing on which 
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the investment decision is based.  A higher tax rate can either mean that investors’ returns are 

lower or that ultimately the costs pass through to users. Either way it is highly likely that 

some projects may be delayed or abandoned as unaffordable as a consequence.  In the 

financial modelling for new projects, assumptions as to future tax costs are based on a prudent 

interpretation of current tax law and embedded in project costs. 

 

As part of a recent informal consultation with HM Treasury, representations from regulated 

energy and water companies, contractors and major infrastructure owners and operators have 

said that the current regime for capital expenditure distorts their investment decisions which 

are made on a post tax basis.  Extracts from these are: 

 

“through current tax policy only providing tax relief for limited capital expenditure, the UK 

Government is distorting the investment decision process by making certain infrastructure 

expenditure more expensive post tax……It may also make the regulatory environment more 

complex as regulators may need to protect consumer interests and use their powers to correct 

the distortions introduced by the tax regime” 

 

“…projects in the waste sector carry effective tax rates some 5%-10% above the UK statutory 

rate. These ….are coming under increasing scrutiny as …. looks elsewhere for more 

profitable opportunities.” 

 

“in other parts of the world we are heavily involved in construction and management of toll 

roads and bridges, some with innovative approaches to traffic management which ought to be 

attractive to UK…..The lack of tax relief for the amortisation of construction costs means 

these projects could not happen in this form in UK.” 

 

“I can specifically confirm that when….reviews projects around the European Group that are 

competing for limited capital to invest, the post tax IRR and NPV do count…” 

 

“It is indefensible in my opinion as a matter of tax policy that UK stand alone amongst the 

G20 in denying any tax relief for bona fide project capex.” 

 

“Headline tax rate reductions are very welcome but major infrastructure investments do not 

generate cash surpluses for several [years].  Therefore the tax relief available is of far greater 

importance when making investment decisions.  Government does not appear, as yet, to have 

grasped this point.” 

 

Until the abolition of industrial buildings allowances in 2008, the UK tax system did give tax 

relief for most economic infrastructure. This change predated the first National Infrastructure 

Plan in 2010. The long term implications for the economy of this tax policy change for capital 

investment have not been properly reviewed. Below is a list of some of the anticipated capital 

investment which has no tax relief.  Its amortisation will not be taken account of in 

calculating taxable profits of the operator owner. 

 
Energy Carbon capture and storage, power station buildings and structures  

Water Reservoirs 

Waste Waste processing, buildings and structures 

Roads Roads with demand risk e.g. road pricing 

Rail Stations, tunnels, all buildings and structures 

Airports Runways, all buildings and structures 

Ports and Freight All structures and building works except dredging 

 

New investment structures 
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Infrastructure investment structures were developed when long term debt finance was readily 

available at low prices.  The UK tax system broadly gives full relief for commercially 

justifiable financing costs which has benefited infrastructure investment.  There are two 

developments which mean that different structures which favour equity investment should be 

investigated.  Firstly debt is less available for new investment in infrastructure with 

construction and technology risk and secondly UK pension funds have signalled an interest in 

direct investment into infrastructure assets for reasons of transparency and RPI protection. 

The property industry worked with HM Treasury for many years to develop REITs and this 

route could well benefit investment into infrastructure. 

 

TIF Tax Group is keen to work with HM Treasury to investigate whether Infra REITs or other 

structures could assist in the flow of investment from a broader range of investors into new 

infrastructure. 
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