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. the profits that are attributable ... to the permanent establishment ... are the profits it might be
expected to make, in particular in its dealings with other parts of the enterprise, if it were a separate
and independent enterprise engaged in the same or similar activities under the same or similar
conditions, taking into account the functions performed, assets used and risks assumed by the

enterprise through the permanent establishment and through the other parts of the enterprise.”
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OECD (2010), OECD Transfer Pricing Guidelines for Multinational Enterprises and Tax Administrations 2010, OECD 1
Publishing, Paris, https://doi.org/10.1787/tpg-2010-en.
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“Application of the arm’s length principle is generally based on a comparison of the conditions
in a controlled transaction with the conditions in transactions between independent enterprises.
In order for such comparisons to be useful, the economically relevant characteristics of the

situations being compared must be sufficiently comparable. To be comparable means that none

of the differences (if any) between the situations being compared could materially affect the
condition being examined in the methodology (e.g. price or margin), or that reasonably accurate
adjustments can be made to eliminate the effect of any such differences. In determining the
degree of comparability, including what adjustments are necessary to establish it, an

understanding of how independent enterprises evaluate potential transactions is required...”
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“As noted above, in making these comparisons, material differences between the compared
transactions or enterprises should be taken into account. In order to establish the degree of actual
comparability and then to make appropriate adjustments to establish arm’s length conditions (or
range thereof), it is necessary to compare attributes of the transactions or enterprises that would
affect conditions in arm’s length transactions. Attributes or “comparability factors” that may be
important when determining comparability include the characteristics of the property or services
transferred, the functions performed by the parties (taking in to account asets used and risks
assumed), the contractual terms, the economic circumstances of the parties, and the business

strategies pursued by the parties.”
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automatically assume that associated enterprises have sought to manipulate their profits.
There may be a genuine difficulty in accurately determining a market price in the absence

o -

~>v 455> of market forces or when adopting a particular commercial “strategy...
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“A. 4.3-3 Information undisclosed to taxpayers

336 Tax administrators may have information available to them from examinations of
other taxpayers or from other sources of information that may not be disclosed to the

taxpayer- However, it would be unfair to apply a transfer pricing method on the basis of

such data unless the tax administration was able, within the limits of its domestic

confidentiality requirements, to disclose such data to the taxpayer so that there would be an

adequate opportunity for the taxpayer to defend its own position and to safeguard effective

judicial control by the courts.”
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“B.1.6.32. Caution should be exercised in permitting the use of secret comparables in
the transfer pricing audit unless the tax authorities are able to (within limits of

confidentiality) disclose the data to the taxpayer so as to assist the taxpayer to defend

itself against an adjustment. Taxpayers may otherwise contend that the use of such

secret information is against the basic principles of equity, as they are required to
benchmark controlled transactions with comparables not available to them—without

the opportunity to question comparability or argue that adjustments are needed.-”
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“The process followed to identify potential comparables is one of the most critical

aspects of the comparability analysis and it should be transparent, systematic and

verifiable- In particular, the choice of selection criteria has a significant influence on
the outcome of the analysis and should reflect the most meaningful economic

characteristics of the transactions compared. ...

. . . .. . . 21
United Nations Practical Manual on Transfer Pricing for Developing Countries (2017)
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It is very important that the taxpayer or tax administration using the” »37%7%;

“additive” and/or “deductive” approaches justifies and documents the criteria used to

include or exclude particular third party data from the pool of potential comparables,

in order to ensure a reasonable degree of objectivity and transparency in the process-

In particular, the process should be reproducible by the taxpayer and by the tax

administration that wishes to assess it- It is also very important that third party data
be refined using qualitative criteria- It would be improper to use financial information
relating to the transactions of a large sample of companies that have been selected

~455> solely because they are classified in a database under a “given industry code-
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“When adopting the additive approach special care should be taken in order

to provide a reliable comparable; it is not sufficient that a third party company

be well-known in the relevant industrial sector- Also, one needs to avoid

potential third party companies who themselves have transfer pricing issues-”
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e The contractual terms of the transaction-

e The functions performed by each of the parties to the transaction, taking
into account assets used and risks assumed, including how those functions
relate to the wider generation of value by the MNE group to which the
parties belong, the circumstances surrounding the transaction, and industry
practices-

o The characteristics of property transferred or services provided-

e The economic circumstances of the parties and of the market in which the
parties operate-

o The business strategies pursued by the parties-
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“If the relevant condition of the controlled transaction (e-g- price or margin) is within

the arm’s length range, no adjustment should be made.”

o¢crr O0Orr 0% ¢COC 0¢ 0¢ O0-% 2 »- - O z ~ 0% ©0 ¢ o - Pror 2 o~ 0X0%- O P
-, @ S FAV S SN S0N A SRS PAFASS SARKD CALPAAN D SV CAFROVIANFIVIND® A 2
z P g P z P g Pl Pl P g
o3 ¢ 20,30 oce > 20 ¢ 20 oCcr 2 o oo o =z ce > ¢ - - 0c¢
S @ KOSV EPEX N K NS @I A VVOPPEX AAPR PAFASIY JANKD JVOIPR A SIS
g Pd g - z Pd Pd P Pl z z
o ¢ - 2202, o0 2 25, -0, 03,5 o0 <2 > cerr 0cr20
—yp regs 9 <vne zv.n.x.?) BAS SN SORY SARD S AD SISOV AVPPEX comparable
z P e z s z PEd g
o z srro0cCr >z 2 -0 - o - L z o > > or -
HARK D SArDVADY  F IS SASLAS AN SA KA A (./‘v“v roV AA comparable
- z - - - - ¢ 2z 2 i
0 s 23 [3 or 07 o P o> o~ 0 ¢ s 07 O
%25 a5es 5 jar> wrapsi ea sy /“-4 Average markup calculation .P-A}/-V’—M./
rd rd
2, -0 ¢ s 7 o0c¢c oc¢ ¢ or 072 ( oc¢cr 2 e s 7 o z 7~ 0 ©O -
‘A/;V/V_fn.f/“ EHXPAN S FfAv> J.Ag’g,/ (A.A}./“‘) 9 HIANFASIY SAx S ./1./1 ./n—'/vn '—4;’—'/«}
- z Al g z
22¢ 722 ¢, 7 oc¢c o 7 O »~ 0 O07Zo0 o ¢ 0 2, 22 o oc¢ C,IO/A o o 2 o ¢ ¢ o ¢
LR ANSOSANEIY AAEANKRF KFrTIRP 9 SVEXIA P SYEII VRS oA oo
” rd rd rd rd
[ P 3 28 2, - 02 or- ¢ o0c 2o, 00 o - cee P s P Orrrd2rr, ¢ oc¢c oce
S ve@— s> AFSVIN FVBAIA  CAFIVIA SN SA IR D F® SYVOSSA SASIK
z z - e s 2z z
o c - o 23 ¢cocz S, r0- 222002 0,000 o0c¢c oc¢ © 2, r [3 . e ¢ 7 2 O0ce
(.A/w) 8 SRS SAII—O CASrOV,OO@AS SRR S KA SRR S Outhers SO AS SIS
rd e rd e rd

> 35238 232 60% 5 % 6% 5% A% 3% 2% A% xZ 433F 525 5885552
pd g z -

2>z

Fatalal ;Vj/";;"a—'ﬂ Ja‘;; 4'5% 255 Z55 IIA) Sl ASA
rd '

7 0 7 [3 ”
varaso s—por  Sarov SISV EAIA  SVRS5A
4 e i 4

- 7 OX O 2¢ Or 2¢Cr

2352 “Transactional Net Margin Method” A Rl Il 35 543585 > v)

>~ Pl - o-o ¢z - > o >3

sapsiis ARz /75) Return on Total Cost .ﬂ;n}n_,s/ AR .f.f:;./vy 2 S 2

XX - ¢ ¢z - s 0x0 2~ A >z, c o - Zcoc ¢ c 0 o ¢ s 0 ¢>2r0r 0% 2 o~ 0X0 ¢ © z 28
25 GFERS SAZ P 2 AFIVSNS ASSR 2 SR SSALS AGKSA S 25% =5 varHss 5LefALS Sasiv e axs
z z 7z > z P 2z -z > P
cecr > s 0 o - © 2
B2 B AVA, P atdialad
74
Zzor
36 5 86 Zi~
- [ 3 cc cooo 202 coz ¢ ¢z c 2,225 oz z P
www-tat-gov-mv :ga—<s info@tat-gov-mv 22 <5 Sa5a 3005571 225 3015555 (A5 SAE 5 5 20152 35852255 s SssRE Spie
b 277 P 22 z


mailto:info@tat.gov.mv

SAEoss 35 SrAearpg Sih Zle TAT-CA-B/2019/023 222 2555

(23 o ¢ ¢rro0c oo o or 07 s e 2, - » 03¢ o >>20c¢ o x o
@ 202 2 ‘ArOVIVSAI® rA (,g/lt/; fr®@a) SsA o0 MO SAS BFFE
P g g z g

14
e — e
z

134

‘n;.;;}/n,;;f.;;; .;A/;,; ;/";“/‘-"3 ~5 2.98 f-ﬂ 2.86 ¢2.83 .s/“n/:n.; &
g Pg - P g z

“2.83 As a matter of principle, only those items that (a) directly or indirectly

relate to the controlled transaction at hand and (b) are of an operating

nature should be taken into account in the determination of the net

profit indicator for the application of the transactional net margin

method.”

“2.86 Non-operating items such as interest income and expenses and income
taxes should be excluded from the determination of the net profit
indicator. Exceptional and extraordinary items of a non-recurring

nature should generally also be excluded. ...”

“2.98 ... Moreover, in most cases only those costs which are of an operating

nature should be included in the denominator. ...”
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“2.50 In addition, when applying the cost plus method one should pay attention

2

to apply a comparable mark up to a comparable cost basis- ...

“2-81 Another important aspect of comparability is measurement consistency-

The net profit indicators must be measured consistently between the

2

associated enterprise and the independent enterprise- ...
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incumbit probation qui decit, non qui negat, Actori incibit
probation...The platintiff is bound in the first instance, to
show a prima facie case, and if he leaves it imperfect, the court
will not assist him. Hence the maxim Potior est condition
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“Caution should be exercised in permitting the use of /l;;;j ~5 B-1.6:32
secret comparables in the transfer pricing audit unless the tax authorities

are able to (within limits of confidentiality) disclose the data to the taxpayer

~455> 50 as to assist the taxpayer to defend itself against an adjustment.”
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“Similarly, when analyzing the transactions between the independent

enterprises to the extent they are needed, profits attributable to transactions
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that are not similar to the controlled transactions under examination should

be excluded from the comparison-”
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“To quote the historical and oft-quoted Rowlatt J in Cape
Brandy Syndicate v Inland Revenue Commissioner (12 TC

358)

There is no room for any intendment, there is no
equity about a tax; there is no presumption as to

a tax; you read nothing in; you imply nothing;

but you look fairly at what is said and what is

said clearly is that is the tax.”
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“Application of the arm’s length principle is generally based on a comparison of the conditions in a
controlled transaction with the conditions in transactions between independent enterprises. In order
for such comparisons to be useful, the economically relevant characteristics of the situations being
compared must be sufficiently comparable. To be comparable means that none of the differences (if
any) between the situations being compared could materially affect the condition being examined in
the methodology (e.g. price or margin), or that reasonably accurate adjustments can be made to

eliminate the effect of any such differences”.**

“As noted above, in making these comparisons, material differences between the compared
transactions or enterprises should be taken into account. In order to establish the degree of actual
comparability and then to make appropriate adjustments to establish arm’s length conditions (or
range thereof), it is necessary to compare attributes of the transactions or enterprises that would
affect conditions in arm’s length transactions. Attributes or “comparability factors” that may be
important when determining comparability include the characteristics of the property or services

transferred, the functions performed by the parties (taking in to account assets used and risks
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assumed), the contractual terms, the economic circumstances of the parties, and the business

o~

strategies pursued by the parties.”*?
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“The cost-plus method begins with the costs incurred by the supplier of property (or services)
in a controlled transaction for property transferred or services provided to an associated
purchaser. An appropriate cost-plus mark-up is then added to this cost, to make an appropriate
profit in light of the functions performed and the market conditions. What is arrived at after
adding the cost plus mark up to the above costs may be regarded as an arm'’s length price of

the original controlled transaction....”
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“The transactional net margin method examines the net profit relative to an appropriate base
(e.g. costs, sales, assets) that a taxpayer realises from a controlled transaction...... Thus, a
transactional net margin method operates in a manner similar to the cost plus and resale price
methods..... A functional analysis of the controlled and uncontrolled transactions is required
to determine whether the transactions are comparable and what adjustments may be necessary

to obtain reliable results....”

s 7 07 2, C C o~ 0c¢ < o > - -~ O 2 o s 222, ¢ or 0 o - 20 ¢ o o o > cc
AV PrIP SIS VAN 02 IV IVOAF VI AR ASPAIYS A2 XL O —2A IV IVA 23
- - z -

0 0 -~ o0 - o s 0 /o oz o
/’J’—'J"’/l/ A5 .I/"’—'ﬂ//f < el Nk
P P P Py z

cecece o0~ (e - 0%, > ©0¢ > 0> 2 > 2 .~ 0XO0Z-
fIANLE S FP POAF VIS K F AN A SRS PAF VI @
- - - -

o z Crrr 2 2 - - Or 72,0 2¢ 3, Cr 02 P o s s s Or o ¢ o c¢cc¢
AR D S AVOV 9 PAFAVA ASVLONAANLA CAVOIND® PANFASS I, S ASAII—AND 2 +—9O/ IoA 24
2z - -7 - - - -7 - s - -
2 o > Zor - 0r 2, -0 2> 20 > s 22, ¢ ¢C or o0 7 - ¢ o~ 030 3¢ s 22¢r, I 2, -
‘/’Ej/ @A POV APLSIPI—D PASDP ASOPPOSIYS ALK PAFISVIVI® NS PS5ALIY S S5A
- - - - - - -
o Z oc¢c .- ¢ G s D - ¢3¢ [3 s s Or

s 7 e >
/‘V:"/’—’}J‘ ./'-/’ /v’—'/nv/*" So-bnxs Sr3a SAF NS Wf? Srp4 s e Az

Po>» .- Cee - 03 - 2 oc¢c > o> 4 2 ecor > - 2 - 2 2 z o
PSS RIS PIANF SV IS AXITIA S L PSRV PO F ASPAY SB00 202 PAFSVIN
- - - - -

cecece O0¢C>3- Orr OC O0CX CCLC L C
PPV S KA SOV PO ALS SISV

2rr,r © ~r0 € C Or-ro0r or o0 ¢ rs22¢r -
ISP PAFI—)vS /‘.ﬂ_t‘ﬂ'—‘l"d AA=VHiS /l.f;}.ﬂt./"l’ .fﬁ (J‘)
P

L - - o z s L O0XD7 - o >72 .- 2 222 > o
52 a5 costt25% 5 max> ‘/-V/“;-A,;fyw—’/ 35 a5 costtS% AeZi EZLilaesen 25
- z s 2z - - -

or >c¢c - - - L 0 2 ¢ [3 z ¢ c
P55 0 35 4% Mauritius+18% POPAKS ALK FA PR F KXY FIANPI—A 9
Pg z Pg P g

cece >>z0 or - ¢ o z o ¢ s € > Orr2 €0 ~ro0c
BAXKVAYIA FOVA IANKD S+ P9 OIS ANFI® » OV IANFIr—PANAN
b b z P 7
" o ¢ [3 o 2~ 0 €2 7 ©O 00 C2x ~ €O OC [3 Q/A (-3 coﬂ (-4 L4 o 2> ¢
Cost S F A 2014 <or~s~ ANSI—@IOV ANFr—rE 5 5 st ri— S@EFF PrA SOSA .26
e e rd e rd

2272 > 4

E/")V ./“.s"/j /V;/’.«m»—«n Polsa5 a5 ;.4;:./2 25A200e "Plus 18% methodology

74 3 86 Zi4

www-tat-gov-mv 845 info@tat-gov-mv 22525 Za5. 3005571 w225 3015555 A5 SAE s 5 Q20152 35258255 s Sssis SR
Z z z

-2


mailto:info@tat.gov.mv

SAEoss 35 SrAearpg Sih Zle TAT-CA-B/2019/023 222 2555

s Z

3 o z o ¢ ~ 03
A SVAKD 9 OIINF IV
z L 2

22, 2222 > o Crr 2> -~ o0 s ©Or-r 20 ro0c¢ -

(3 s
SPOKXF AV FIALI—A SAFDVIIAF I~ AN FV 9 —@AA 3
e 7 - rd e e

“There was no agreement between MIRA and MHVL whereby MIRA agreed a cost plus

18% as revenue of MHVL company as a whole.

Previously concluded audits of MHVL was concluded based on available information and
MIRA assessed revenue from VSPL using the methods which MIRA considered most
appropriate at the point of time. Likewise, during the current audit, MIRA used an industry

average cost plus percentage to assess revenue from VSPL40
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taxpayer to defend its own position and to safeguard effective
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“Maldivian Holiday Villages sold almost its entire bed capacity to a non-registered

related party and applied extremely low transfer price (cost plus 5%) to value related

party sales”
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“For transactions entered into with associated parties, if the terms on which the

transaction was actually made do not reflect arm’s length terms, and if the taxable

profits of the taxpayer are less than it would have been the case if the transaction has

been made on arms’ length terms, then the taxpayer is required to calculate taxable
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profits as if the transactions has been made on the arm’s length terms instead of the

actual terms.

Accordingly, MIRA made an assessment based on the available information and

taxpayer is required to pay additional tax as computed in Annexure 1.

Taxable profits for the period have been recalculated after adjusting for the under

declared sales as shown in section7”
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International Accounting standards 8 (Accounting policies, changes in Accounting Estimates and Errors)52
International Accounting Standards 8 (Accounting policies, changes in Accounting Estimates and Errors) 53
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“It was the agreement between Club Med and MIRA that the cost plus 18% methodology
shall be applied from 01 November 2014 onwards.

The computations shown in the audit report are based on the cost plus 25%, which is not

consistent with the Cost Plus 18% proposed and agreed by MIRA.

MIRA has used “industry net profit markup % of similar companies | operation as
reference point to add 25% on cost as markup. However, no information has been given
for such companies. Please note that club med has provided benchmarks reports to
MIRA during the discussions for the use of Cost plus 18%.

The total cost taken for the cost-plus computation should exclude finance costs.”
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“There was no agreement between MIRA and MHVL whereby MIRA agreed a cost plus
18% as revenue of MHVL company as a whole.

International Accounting Standards 8 (Accounting policies, changes in Accounting Estimates and Errors)54
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Previously concluded audits of MHVL was concluded based on the available
information and MIRA assessed revenue from VSPL using the methods which MIRA
considered most appropriate at the point of time. Likewise, during the current audit,

MIRA used an industry average cost-plus percentage to assess revenue from VSPL.”
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