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4.1 Interest disallowed on funds obtained from related parties (Annexure 1)

Additional comments on promissory notes transferred to NIKA Holdings Limited (NHL)

e Ashighlighted earlier, in the computation of capital gains pertaining to the disposal (of equity
shares in Grand Meridian Private Limited (GMPL)), the balances of USD 12,204,000 and
USD 800,000 pertaining to transfers and recognition of promissory notesin the earlier taxable
periods have been included in the net debt adjustment, which was subsequently set-off against
the entity value to determine the proceeds from sale of equity sharesin GMPL.

e The net debt adjustment includes accrued interest amounts of of USD 135,452 and USD
1,177,602 on promissory notes issued by shareholders and NHL respectively were also
included in the computation of the net debt adjustment.

e Itistobenoted that the disposal arose due to the investment not being viablein the Maldivian
market and as it was accruing losses over the years, and the resulting distress on the property.

e |n this manner, no payments pertaining to the principal amount(s) or respective interest was
made in the years due to there being no profits generated.

e The amounts being accrued periodically gives strong indication of the intent to make
payments once the operations of the entity were profitable.
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e Given the underlying economic conditions of the borrower, it is improbable that the
repayments could have been made even in case of athird-party borrowing and the outstanding
amount may have been settled in the same manner by way of disposal and adjustment against
any capital proceeds.
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“Finding 4.1 under the Audit Observations of the Audit Report states, “Taxpayer has
deducted interest on funds obtained from shareholder (including promissory notes). The
transaction when accurately delineated does not reflect the economically relevant
characteristics that would have been present had it been a bona fide loan entered into
persons who were not associated with each other. The terms and conditions and
subsequent conduct of the parties gives indication of the funds as an equity contribution
rather than a bona fide debt.” As a result, MIRA recharacterized the purported
shareholder funds from loan to equity and disallowed the interest expense claimed by the
taxpayer in their tax returns pursuant to Section 29 (g) and 11 (a) (5) of the Business
Profit Act (Law Number: 5/2011) (“BPT Act”).” [para. 2.1]
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“Most importantly, your Notice of Objection must state what you
are objecting to and set out the reasons for your objection in detail,
i.e. why you consider that assessment or decision ... isincorrect ...
Y ou must explain why you do not agree with the decision or why

the tax is too high. It is recommended that you also refer to the

applicable provisions of the law.”!%
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