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Using Mauritius

Businesses with royalty streams from multiple jurisdictions can benefit

from a structure that draws on a wide net of double taxation treaties.

Elizabeth Thomson outlines the advantages of using Mauritius as a

domicile for certain types of China investments

Introduction

Mauritius has long been recognized
as an important conduit of
investment funds into India and other
parts of South Asia. However, the
1983 double taxation treaty that is
the backbone of this special regional
relationship is just one part of a broad
range of similar treaties the
government has concluded. In fact,
Mauritius is currently a party to 31
double taxation treaties, with nine
more awaiting ratification and
another five being negotiated.

In 1994, Mauritius and China
concluded a comprehensive treaty
on the avoidance of double taxation.
As a result, China ventures owned
by Mauritius holding structures enjoy
a variety of reduced tax rates,
especially in the area of withholding
taxes on royalty payments. And since
Mauritius has similar arrangements
with such a wide variety of other
countries, it can be the ideal domicile
for complex structures that involve
royalty payments across a number
of jurisdictions.

Mauritius Companies & Tax

In the December 2005 issue we
discussed the Barbados-China double
taxation treaty, and stressed that it
could be accessed through a very
familiar international business
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company (IBC) structure. Mauritius
is a more complicated jurisdiction —
even the naming of the company
types is unique and unfamiliar — so it
is necessary to have a brief discussion
about the nature of the available
vehicles and how they relate to
international tax planning.

The Companies Act of 2001
removed any distinction between
onshore and offshore companies.
However, non-residents who set up
Mauritius companies that are not
intended to transact business inside
the country can take advantage of
special tax concessions by applying
for a Global Business License (GBL).
These licenses come in two
categories, the most straightforward
of which is the Category 2 license. A
company with this license, usually
referred to as a GBL2, is very similar
to a traditional IBC structure - it is
not subject to any tax in Mauritius,
but it also cannot access the
country’s tax treaty network.

A GBL1, on the other hand, is
eligible to take advantage of treaty
benefits, but it is subject to tax at
the same rate as that assessed against
Mauritius tax incentive companies —
15%. However, Mauritius companies
are entitled to claim a credit for tax
paid in other jurisdictions.
Depending on the nature of the

GBL1’s business, these credits could
wipe out the entire tax liability in
Mauritius; if no evidence of actual
tax paid is provided to the Mauritius
tax authorities, GBL1s are entitled
to an assumed credit equal to 80% of
their tax liability in Mauritius, so
their effective tax rate is a maximum
of 3%.

GBL1 companies have some
additional restrictions. Unlike GBL2
companies, they require two resident
directors and a resident company
secretary. Board meetings must be
held in Mauritius, and the banking
must also flow through Mauritius.
The company must submit audited
accounts each year, and must obtain
a Tax Residence Certificate and
submit a business plan in order to
be eligible for the double taxation
treaties.

The dual licensing system has a
couple of interesting features. First, a
company with a category 2 license
can at a later date apply for a category
1 license, thus switching from a GBL2
company to a GBL1 company. As a
result, if a company knows that the
nature of its operations will change,
it can nonetheless operate tax-free as
a GBL2 company until such time as
it needs to access the treaty network.
Secondly, a GBL2 company can
establish a GBL1 subsidiary in such a



Country

Barbados
Belgium
Botswana
China
Croatia
Cyprus

France

Germany

India

Indonesia (terminated)

Italy

Kuwait
Lesotho
Luxembourg
Madagascar
Malaysia
Mozambique
Namibia
Nepal

Oman
Pakistan
Rwanda
Seychelles
Singapore
South Africa
Sri Lanka
Swaziland
Sweden
Thailand
Uganda
United Kingdom

Zimbabwe

Project Duration for
Permanent
Establishment
Purposes

> 6 months
> 6 months
> 12 months
> 12 months
> 12 months
> 12 months

> 6 months

> 6 months
> 9 months
> 6 months

> 6 months

> 9 months
> 6 months
> 6 months
> 6 months
> 6 months
> 6 months
> 6 months
> 6 months
> 6 months
> 6 months
> 12 months
> 12 months
> 9 months
> 9 months
> 183 days
> 6 months
> 6 months
> 6 months
> 6 months

> 6 months

> 6 months

Source: Mauritius Income Tax Department
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Maximum Tax Rates Applicable in the Country

Dividends
5%

5% & 10%
5% €& 10%
5%
exempt
exempt
5% & 15%

5% €& 15%
5% & 15%
5% & 10%
5% €& 15%

exempt

10%

5% &t 10%
5% & 10%
5% €& 15%
8%, 109%, 15%
5% & 10%
5%, 10%, 15%
exempt

10%

exempt
exempt
exempt

5% €& 15%
10% €& 15%
7.50%

5% €& 15%
10%

10%

10% €& 15%

10% &t 20%

Interest

5%

10%

12%

10%

exempt
exempt
Same rate as under
domestic law
do

do

10%

Same rate as under
domestic law
5%

10%

exempt

10%

10%

8%

10%

10% &t 15%
exempt

10%

exempt
exempt
exempt
exempt

10%

5%

10%

10% & 15%
10%

Same rate as under
domestic law
10%

Royalties
5%
exempt
12.50%
10%
exempt
exempt
15%

15%
15%
10%
15%

10%
10%
exempt
5%
15%
5%

5%
15%
exempt
12.50%
exempt
exempt
exempt
exempt
10%
7.50%
15%
15%
10%
15%

15%
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way as to reduce overall tax liability.
This situation will be explored below
in the section on sample structures.

Tax Treaties
As discussed above, Mauritius is
currently a party to 31 double
taxation treaties (see attached chart
for a summary of the preferential
withholding tax rates on various
income flows). In 2004, the
Indonesian government announced
its intention to cancel its treaty with
Mauritius over concerns about third-
country interests using Mauritius
companies to invest in Indonesian
businesses. This cancellation took
effect on January 1, 2005, despite
ongoing efforts by the Mauritius
government to find a solution.
According to the Mauritius
government, with
Bangladesh, Malawi, Nigeria, Russia,
Senegal, Tunisia, United Arab
Emirates, Vietnam and Zambia have
been concluded, and are awaiting
ratification. Further treaties with

treaties

Canada, Czech Republic, Greece,
Iran and Portugal are currently under
negotiation.

Sample Structures
Mauritius structures can be used as
straightforward trading and holding
structures for doing business in
China, but in most instances they are
not particularly cost or tax
competitive relative to other low-tax
jurisdictions such as Hong Kong.
For instance, to source goods in
China and then sell them back to
retailers in the developed world, a
business person can choose between
either a GBL1 or GBL2. With a GBL2,
there is no tax on the profits, but
many companies find it difficult to
sell to certain customers from IBC-
type companies because of their lack
of commercial reputation. With a
GBL1, the company might be able to
take advantage of certain treaty
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benefits, especially if it does not have
a permanent establishment in China.
However, at 3%, the tax rate is higher
than Hong Kong, for instance, where
there is no tax on offshore trading
profits. The added cost of having
resident directors and of other
aspects of qualifying for the category
1 license further erodes this
structure’s cost-effectiveness.

GBL1 companies can be good
solutions for individuals from high-
tax jurisdictions providing
professional services into China
without a permanent establishment.
The professional fees or technical
service fees earned by such a
Mauritius company (or individual
resident) in China are taxed only in
Through a GBL1
company, the maximum tax rate for
this business would be 3%, compared
to, for instance, 16% or 17.5% in Hong
Kong, depending on whether the
business is undertaken by an
individual or by a business,
respectively.

Mauritius.

The GBL1 company structure
becomes truly interesting, however,
when the structure involves more
complicated businesses that stretch
across multiple jurisdictions that are
all (or mostly) captured in the
Mauritius tax treaty network. For
instance, consider a company that
holds intellectual property that will
be licensed in a number of Asian
countries, including China, Thailand,
Singapore and Malaysia. The parent
establishes a GBL1 company in
Mauritius to hold the intellectual
property, and expects to receive
streams of royalties from all four
countries.

Once the company has received a
Tax Residence Certificate from the
government, it can take advantage of
terms of the double tax treaties that
offer favourable withholding tax rates
(or an exemption from withholding
tax in the case of Singapore). In

Mauritius, these income streams, less
the cost of maintaining the structure
and any other relevant operating
costs, are taxed at an effective rate of
no more than 3%.

Depending on the scope of the
business and the potential tax savings
involved, the company may consider
incorporating a GBL2 company to
hold the intellectual property, and
then license it to a GBL1 subsidiary.
The GBL1 company’s business would
then be as a sub-licensor, and its
taxable income could be defrayed
by the master license fees paid to
the GBL2 parent company. None of
the income would be taxable in the
GBL2 company’s hands, and no
withholding tax would apply to the
payment of royalties from one
Mauritius company to the other.
Thus, for the cost of the second
company (the one with the category
2 license), it may be possible to
reduce the overall tax paid in this
business almost to zero.

Conclusion

For more than 20 years, Mauritius has
focused on building a world-class
financial services sector which attracts
companies from all over the world with
its low-tax regime and its network of
double taxation avoidance agreements.
In most cases, simple structuring
solutions can be devised more cost-
effectively through Hong Kong or some
traditional offshore jurisdictions.
Mauritius companies, however, can be
very helpful in defraying tax for
individual professional service
providers doing business in China
without a permanent establishment, or
for companies with multiple royalty
streams involving several of Mauritius’s
treaty partners.

Elizabeth L Thomson
ICS Trust (Asia) Limited
eltpa@icstrust.com
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ERIHR : Mauritius Income Tax Department
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