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What are the Objectives in Accounting for Income Taxes?

Tax accounting is one of the largest subsets or specializations within the field of
accounting. In terms of corporate finance, there are several objectives when it
comes to accounting for income taxes and optimizing a company’s valuation

Main Objectives - The three main objectives in accounting for income taxes are:

Optimizing After-Tax Profits - First, a company’s income tax accounting should
be in line with its operating strategy. That is, to maximize profits a company must
understand how it incurs tax liabilities and adjust its strategies accordingly.

Funding Considerations - Secondly, income tax accounting can enable a company
to maintain financial flexibility. There are different effects of funding the company’s
operations with debt and/or equity, and a company’s capital structure can influence
its tax liability. Knowing these effects will allow the company to plan accordingly and
transitively maintain their financial flexibility by keeping their options open.

Timing of Payments - Finally, accounting for tax enables the company to manage
cash flow and minimize cash taxes paid. It is beneficial to postpone payment of taxes
into the future, as opposed to paying taxes today. A company will want to take tax
deductions sooner rather than later to maximize the time value of their money.

What Should an Analyst Understand about Tax?

Tax is an complicated field to navigate and often confuses even the most skilled
financial analysts. This is keeping in mind that there are numerous tax codes and
policies in any given jurisdiction, and numerous jurisdictions with different tax
policies to worsen the effect.

A working knowledge of tax accounting, thus, becomes a great skill to have as
a financial analyst. When speaking of just the bare necessities, an analyst should at
least have a solid conceptual understanding of the following:

Ex ceptions to certain policies
An understanding of common issues that arise with taxes

An understanding of the interplay of deferred taxes, current taxes, and
effective tax rates

An understanding of the impact of taxes on cash flow

How to apply this understanding in financial modeling
Income Tax vs. Accounting Tax

Tax as recorded in a company’s financial statement rarely ever matches the taxes
filed in their tax returns. It is because each item (company financials and tax return)
has different purposes, users, and accounting treatment. The company’s financials
are intended for investors and lenders, and - as such - are made with application
and dependability in mind. In contrast, the tax return is intended for the government
or corresponding tax body and is made with the purpose of adhering to public tax
po licy.

The financial statements report a tax expense, but the true tax payable comes from
the tax return. The opposition in reporting these two items creates differences that
need to be reconciled and accounted for. These differences are either permanent
differences, which never reverse, or temporary differences, which are timing
differences that will reverse over time.

Sunil Aggarwal

Aggarwal Sunil & Associates
Chartered Accountants

# 88269 97310
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Infrastructure Investment Trust

Benjamin Franklin once said "An Investment in Knowledge pays the best interest". So today we are going to invest in our knowledge and will learn about

an unconventional investment product known as "Infrastructure Investment Trust"

An Infrastructure Investment Trust's structure is very similar to that of Mutual Fund where a fund manager is appointed who is an experienced fellow and

manages a pool of money with a specified investment strategy and asset class. People invest in InvIT's to diversify their portfolios by getting exposure to a
new asset class.

Suitability:

Suppose there is a fictitious person named Mr. X. He is a moderate risk taking investor and lives in a country where the govt. is spending

heavily in building up the infrastructure for development of the overall economy. In order to take the advantage of this growth in infra. sector he can
invest in InvIT's where he will become a shareholder of this trust ie. he will become a part owner with a limited liability (up-to the amount of investment)
of the trust and will now be entitled to earn a dividend declared by the trust every 6 months to all its shareholders from the earnings of the trust's infra.
projects in proportion of the no. of shares he owns. Also the capital appreciation from increase in share price over-time will serve as the additional reward
for shareholders.

Now let's understand the key features of "Infrastructure Investment Trust".

Key Features:

- It is a trust which raises money from individuals, companies and institutions to invest in infra. Projects.
* The money raised is used to construct highways. Dams, power and energy farms, towers etc.
* Revenue generated from these projects are distributed to shareholders as dividends.

Important Rules:

* InvIT's have to distribute 90% of its revenues as dividends. Dividends have to be declared every 6 months
» Minimum subscription amount for InvIT's as per SEBI is 1,00,000/- At least 80% of assets should be invested in revenue generating infra projects with
3 years lock-in

Pros:

» Stable source of fixed income
*Volatility is lower than stocks
* Managed by experts of the industry

Cons:

* Regulatory and compliance risks
* Long gestation periods of projects
» Huge dependence on external factors

I hope you got a basic understanding of how InvIT's work. But the decision to invest or not in InvIT's should be made only after in-depth understanding
and conviction.

Hope you enjoyed the reading.

Pawas Aggarwal
#91 87558 26311

Al
/) Migma

MRIGAASHREE CAPITAL PVT. LTD.
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