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# FINDING RECOMENDATION LEGAL
REFERENCE
4.1 | In calculating taxable profit, taxpayer has | Deductions shall not be made in computing | BPT Act
deducted interested on loans which were any taxable profits for any tax year except | Section 10 (a)
utilized for investments in associate in respect of expenditure incurred during Tax Ruling
companies, thus claiming a deduction for | that year wholly and exclusively for the 2012/B17
expenses not incurred wholly and purpose of production of income
exclusively to generate an income which MIRA has disallowed interest on loan
is taxed proceeds utilized for Tree Top Hospital
Project as per Annexture 1-
4.2 | In calculating taxable profit, taxpayer has | Deductions shall not be made in computing | BPT Act
deducted unamortized balance of loan any taxable profits for any tax year except | Section 10 (a)
facility fees/ financial service fee relates in respect of expenditure incurred during Tax Ruling
to loan proceeds which were utilized for that year wholly and exclusively for the 2012/B17
investments in associate companies, thus purpose of production of income
claiming a deduction of expenses not MIRA has disallowed amortization of loan
incurred wholly and exclusively to facility fees related to the portion of the
generate an income which is taxed- loan utilized for Tree Top Investment, as
per Annexture 2-
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e It can be established that the loans from KASA Holdings Pvt Ltd was utilized in Tree Top
Investment Pvt Ltd for Tree Top Hospital Project-

e Even if the investment, in future results in dividend, since Tree Top Investment Pvt Ltd is a
resident company, the said dividend income will not be taxed as Tax Ruling TR-2012/B17 allows
deduction for this income in calculating taxable profit- Therefore, deduction cannot be allowed for
an expenditure that results in an income that is not taxed-

e  When expenses that do not correspond to an income that is taxed is deducted in calculating taxable
profit, expenses are disproportionately deducted in comparison to taxed income and this results in
an absurd outcome that defeats the purpose of the Business Profit Tax Law-
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e The Income taxpayer would receive from the portion of USD 12 million loans proceeds utilized for
equity investment in Tree Top Health Hospital Investment in dividend income and any dividend
income from resident companies are allowed a deduction in computing taxable income as per
TR-2012/B17 and hence, is not taxed- Therefore, the loan interest being claimed would result in an
allowable expense related to the income which is not taxed, thereby, defeating the purpose of BPT
regime-

e Any portion of the USD 12 million loans proceeds utilized for purposes related to debt issued to
Tree Top Health Hospital Investment would not be allowable as there is no interest income received
from Tree Top Investment Pvt Itd- Expenses are allowed a deduction only if the expense was
incurred wholly and exclusively to generate income- Also, no loans and/or advances to Tree Top
investment is evident from the financial statement of the taxpayer-

e Hence loan interest has been disallowed to the loan proceeds utilized for the purpose of investment

in Tree Top Health Investment, which is USD 12 million out of USD 30 million (12/30)-
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