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More than just a pretty place: Mauritius still preferred by
fund managers

By Mchael Denenga & Nicole Paige 17 Apr 2019

Not just the ultimate holiday stop, Mauritius is also a preferred jurisdiction for fund managers looking to establish African-
focused funds. The island's main competitive advantage is its proximity to the jurisdictions that African-focused funds invest
in, but it is also business oriented and regulation friendly, with enviable tax efficiencies. It is known for the high quality of its
administrative and professional service providers and is generally less expensive than competing fund administration hubs
in Europe and the Channel Islands.
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Mauritius’s sunny appeal has recently come under attack for its low-tax regime and its challenge will be to avoid
international censure whilst still remaining competitive.However, it remains a credible regime with a lot to offer those looking
for a platform from which to invest into Africa.

Some of the most pointed criticism of Mauritius has come from the United Nations and International Monetary Fund (IMF).
According to the United Nations, the low tax regime and wide-ranging tax treaty network of Mauritius is responsible for a
$100bn loss in revenue for developing countries. An IMF paper published in 2018 found that African countries are likely to
suffer a reduction in tax revenue when they sign tax treaties with headquarter regimes such as Mauritius. The IMF paper
has, however, been critiqued for failing to assess the benefits of such tax treaties to African economies, particularly
Mauritius' contribution to foreign direct investment in sub-Saharan Africa. The paper's findings were further criticised for
relying upon outdated information and statistics and ignoring efforts by Mauritius to enhance its legal and regulatory
frameworks for exchange of information and transparency in terms of international norms and standards, which it achieved

through the incorporation of a common reporting standard (CRS) platform focusing on automatic exchange of information
by the Mauritius Revenue Authority in July 2018.

On the positive side, the following findings by international organisations have reinforced that Mauritius continues to be a
credible jurisdiction:

e on 21 August 2017, the Global Forum on Transparency and Exchange of Information for Tax Purposes published the
outcomes of a new and enhanced peer review process assessing the compliance with international standards for the
exchange of information on request between tax authorities and rated Mauritius as overall compliant;
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e on 16 October 2018, the OECD removed Mauritius from the list of countries that offer residence and citizenship
through investment schemes that could potentially be detrimental to the integrity of the CRS;

¢ on November 2018, the OECD's Inclusive Framework on BEPS approved updates to the results of reviews of
preferential tax regimes conducted in connection with BEPS Action 5. All Mauritius regimes previously determined to
be harmful were cleared; and

¢ in December 2018, the Dutch authorities published an updated list of low-tax jurisdictions flagged by the Dutch as
being harmful in addition to the jurisdictions already blacklisted by the European Union. Mauritius did not appear on
the list.

These positive shifts in recognition can be attributed to various initiatives that Mauritius has implemented over the last few
years in order to address its perceived harmful tax practices. The following changes to Mauritius' domestic laws are
noteworthy:

e From 1 January 2019, there shall be no Global Business Licence 1 or Global Business Licence 2 licenses issued by
the Financial Services Commission (FSC) - instead there will be a single licensing regime applies, known as the
Global Business Licence (GBL). There is a grandfathering provision that allows previously licensed GBL1 and GBL2
entities incorporated on or before 16 October 2017 to operate under the previous licensing regime and to retain their
tax status and benefits until 30 June 2021. This change is aimed at removing certain exceptions that were previously
specific to GBL1 and GBL2 companies. Any person who is not a citizen of Mauritius may no longer do business
outside of Mauritius through a Mauritian domestic resident corporation — it will be obliged instead to have a GBL.

e The FSC has introduced enhanced substance requirements for the GBL with effect from 1 January 2019, pursuant to
which a GBL holder (a GBC) must at all times carry out its core income generating activities in, or from, Mauritius by
employing a reasonable number of suitably qualified persons to carry out the core activities; and have a minimum
level of expenditure, which is proportionate to its level of activities. When determining compliance with these
requirements, the FSC will make each assessment on a case-by-case basis looking at the specific circumstances of
the GBC. From the indicative guidelines, however, it can be assumed that a fund manager with $500m under
management must employ a minimum of three suitably qualified people in its Mauritian office and have a minimum
expenditure of $30,000 per annum. With respect to licensees that are part of a group, the FSC will assess the new
enhanced substance requirements at group level.

¢ The deemed foreign tax credit mechanism has been discontinued. Unless specifically exempt or eligible for Partial
Exemption, the foreign source income of each GBC (i.e. income not derived from Mauritius) will be taxable at the
standard corporate tax rate of 15%. The Partial Exemption applies to specified financial services and, subject to
compliance with the substance requirements above, operates to exempt 80% of foreign income derived by a collective
investment scheme (CIS), closed-end fund, CIS Manager, CIS administrator, investment manager or asset manager
licensed or approved by the FSC.

The legislative safeguards which have been introduced into Mauritian law have certainly gone a long way in addressing
Mauritius’ detractors. The challenge for Mauritius, however, will be to ensure that such legislative changes do not erode its
competitiveness.



Fund managers establishing their funds in Mauritius will need to bear in mind that any GBC must be centrally managed and
controlled from Mauritius, with a minimum expenditure proportionate to its level of core generating activities and the
minimum number of staff required to properly conduct such activities. The Mauritian central management and control test is
not aligned with the internationally understood test and fund managers will need to ensure that all indicative factors are

taken into account.
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