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Taxpayer has deducted loan interest for loans obtained from shareholders (COMO
Holdings Limited and HPL Overseas Properties Pvt Ltd). However, the transaction
was not on arm's length terms since transaction does not represent the general norms
that are usually considered in a loan transaction, in case where transaction takes

place between two unrelated parties.
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I.  There is no fixed maturity date for the loans.

1. Purpose of the loans cannot be determined from the loan agreement.

. As per the agreement of WA loan and COMO loan clause for 'Loan interest’,
interest rate payable for the loans shall be mutually agreed by the Parties. If
transactions were between two unrelated parties, the lender decides the interest
rate instead of a mutual agreement.

IV.  The loans are unsecured. Furthermore, this is required by clause 1(a)(iv) of the
'Deed of subordination' dated 02 August 2011.

V. There is no fixed repayment schedule agreed between parties. As per the loan
agreements 'Repayment’ clause; any repayments shall be agreed by the parties
provided that any repayment of one loan shall only be made if corresponding
repayment of other loan is made simultaneously and also repayment made

proportionate to their shareholdings.
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The agreements provided (made between HPLRM & HPLWA and HPLRM &
COMO) does not specify the purpose of the transaction. Taxpayer has a loan

agreement with OCBC bank, which clearly specifies the purpose of the loan.

Neither agreement specifies that funds is used to give loans to related parties. Even
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though a repayment clause and interest rate/basis are specified in the agreements,

the terms set out in these clauses are not within arm's length terms
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Taxpayer shall use either of the following methods in computing the taxable
profit from rental income received:
- 20% of actual rent received in that tax year; or

- Deductions allowed under Section 59 of BPT Regulation.
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With regard to the comment made, MIRA requested to provide the expense
adjustment figure required in the BPT return with details. The document provided
lists out the expenses, as per taxpayer, which were incurred to generate rental
income. Details such as but not limited to; basis used and assumptions made (if
any) in determining these figures were not stated.

Further, MIRA was unable to identify lease rent expenses attributable to the

rented buildings from the document provided. Given that the rented buildings

are located in a resort, a portion of the lease rent would be attributable to the
buildings as well.
In addition to the above, it is evident the taxpayer claimed capital allowance for the

entire building cost reported in the financial statement. However, MIRA was

unable to identify the adjustment required to capital allowance claimed from

the document provided.
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