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more 1fnr .. .,tnt"" to to ":Pt'V1t"" sector 

is now relcoJ~lSed. as one 

was renla1t1lJJlg a memo,er 

sec:llon, A more UOI;UlUJlOl;U (1J1lculsston eClononnc sectors is nT,nVlnlf"n 

I Bowman. 1991 

is to un.aeltsta 

Mlil.Wlll1.1S was esllmatc:d at ............... ' ........ as at 

sUICcc~sslve waves 

.............. ~ ........... ~ are 
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IttClw1:h was not co:ntt'ollea. DnDgllllg 
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According to a srudy, the ogc di.rtibutiml of Ihe population IS as follows: 26% of the 

population i, belo,,! 14 y~",!s of age, 68% betv.'~~n 15 ~nd 64, and only 6'/. i, ~bov~ 65 )'~ars 

of age. Lif~ ~~p~ct~ncy of ""omen is 74.04 .nd 66.98 for mcn' 

Haur-itiJJ:o: 2000 
MI'l.f fEllAtE 

I'opul.tl"" <in tl'oJ<M>CIS) 
So ...... , U.S. ct<>M aur .. u, Intornatlonal Dot< eo.., . 

Figute U (Source: Ccntr.l BUlC'U, Intem.uon.l Data Basc) 

1.2.2 Education 

The educ.uon sptcm play. an irnporro.nt role in the SLlCceM of tbe Off,borc Ccnte! of Ihe 

country. As a matter of fact, compa!cd to it. m~hbounng countne", M.untius ru.s many 

","·.ntages in terms ofl;t~tacy rate\. 'l'b~ l~"d of ~duc~tion;8 a major facto! in the growth of 

an economy. An educated workfo!cc can be more productive 

Th~ island ha. ~n .verage ra[~ of li[eracy of matt Ihan 90%" Educ~tion is officially 

compul~or)' for s~ven years between Ihe ages of f,,·~ and 12. Prim~r} ~ducation begins ~t five 

yCa!' ~nd bst. for six y~ars. S~C<lndar} ~dlK1Hion, kginning at th~ ag<' of 11, ia"" for up [0 

Sev~n y~ars. PrImary and s~condary education is avai1abl~ fr~~ of charge_ An educational plan 

hfts b~n put 111 plac~ for a bener ~duc~tion 'ystem. Tho"" "tl1d~m" who are w~.k 

ac.dmucally, haye the chance to do something Ihat is rewarci.l1lg that tb~y can rum to 

industrial formation_ TI,C island'. m.in .sse[ " the number of young, dynalnic, educated, 

Ye!.atiI<', bilingual and ready to learn people. This helps 111 forming p"0pl~ for tbe .ervic~ 
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sector. M,orc~mrer. are are 

cm1notles is llUJLUelnce:Q loc:atl0J1. resources, 

aQCl1tlc~n to memb,ers.h1p 

acts as an liU ...... U.lUJlJ.li.l ~u:'cuJ~w 

sector. is 

are a U ........ LlLllO; ... 

authOltltlc~s are 

halrD()ur is 

aUI[fl{)nll.eS want to a l..oltnltneraal .l,..IO;)C.A.UUli.l center 

J.lU.IO;.Il'LAli ..... UJLUU. ...... 'UUJ •• at 

is u ........... y 



Univ
ers

ity
 of

  C
ap

e T
ow

n

5 

more cOlmt:letc~nt 

terms 111Itra:sttuc1tw:e to attract more ' ..... :r ... 'h'r ..... ,t-

ovc~rc()mlllg acute ISolJatllOn to 

MllutltitlS as an 

.................. ,...., was 

pr1ectl:.>mi111lmt sow:ce 

a mClno1crClp 

J.U\.4L1U1J.. resoutce to it 

success. 

4 Mauritius Continues On Road To IT 

s mM Chooses Mauritius For 

go'iTen:unlent was 

'''' ,'","'1" costs were a 

concem was to nrlDV1lde 

RolbimlOn. J."",-"<:w~."" .. ",,.London 12 March 2001 

Tax-news.com. London 31 2001 
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to 

a 

~u.rolJea,n t()UllStS. Hln~ITP'iTpr it was 

delpelld(~c:e on 

measu.res to ...... p ... ,u .... tmuu,m; 

a new alt1POJrt ...... p, ...... " .. 

new 

a most 1tt1,Do.rtant sou.rce 

to attract more In17eStnllen.ts 

,!;;A,l,!;;LJLUCU to a non 

7 Dabee, 1998 
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were ..... v .• u." ............ 

to rep1attllate pralnts 

enlC14::nt telc~COIm.rnWl11C:iltl()n .... , ................ '" to 



Univ
ers

ity
 of

  C
ap

e T
ow

n

8 

was 

is no on 

are 
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........ nuj·h rates 

is on on a constant 
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AU' .. u;,'............. sector. sector is one a conSlLae:raIO!e amount 

an iIUlJUW:U u.wUJ.VU at to 

a 18 to it is not 

is a 18 

18 sector to 

18 a 

on 

mean 

to a 

to 

nature revenues 

to 

OOCI1S;10Jlat occurrence is an 

.. ~ ......... ~............. pfc)dllCt:S. it is not enOU2.tl to ensure Maun11lus Decomlcs a 

ecclnomv on asa 

trulLIkc~t J;::I;;U';;;J.lIlI,LI;;;:lI attnOi\U!n as a s12nato!y 
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Foretgn Et.mings from Sug .... E>;ports 

~<o ~'b if? -!} ~ ~ if' <i' * Ii' ,io ,,'lo 
~ ~ ~ ~ ~ ~ ~ ~ ~ ~ $ ~ 

Figure 1.2 (Sourc~ ,Centml Statistical office) 

10 

, 

The foreign ~a1"Il1ngs is ill nominal term, and the continuous mcrease in foreign reven"" h~" 

en.~bled the i,land [0 "njo)' a b"lI<:t stanw.rd of living and "ncotlr~g~d th~ amount of 

imports, 

1.3.2 Industrial Scrtor 

The main ~)ng-term solution to th~ unemployment ptobkm wa, '~~!l to be the 

eSbblishm. nt of labour inlensive ;lldlJstrie, geared to the export markeL It is mlhis context 

th,,! government, with the cullaoo,.,,,ion of the private sector, FLIt [nrw:lrJ a str~teg)' for the 

establi,hment uf :In EPZ, 'lhe aU[hori~s put in place the Export Processing Zone. 

l),,'c!opment l'1UthOrity (EPZDA) and the )Vl:!uril;l1S Export lkvclupm"nt InJu,rry 

Authority (ME1)L\) which had th~ mk uf p1U!tXlt1llg [he FPZ and locally ptoJl.lC~U guod:;. 

Th~ FPZ ha, acc~« [() EUIOp"an nl.~rk.t, vIa th~ Lum~ Conv~ntion. n,e Jatt.", has main 

obi~ctiv~ to attract lnv",IO" fmrn Ftanc~, Germany, Hong Kong and Si.ngapor~. 

M.rI<et diff~rMC1fttlon in the EPZ Industry 

Other. 

Germany 

"' 

Figure 1.3 (Sourc", r' Trade polic)" review of Mauri,;n") 
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With the c<tabli.hrn~fl[ of the \1;'orld Trade Org<lnisation (\1:'1'0), many "ep' are bring tak~." 

to increase compctitivcne ... Beller technique. are being sought for the de\idnptncnt of new 

products alOflg wid, mot" aggrc"h,... marketing strategies , 

~huritim i, trying to promote ~lter quality and product differenri<ltion a, opposed to better 

puce, . \Vith the emergcnu of countries like inJia, Pakio<an and China, where labOUI is 

cheaper, )"lauritiu. ha, no other choice but to devdop n..w products with grea<er value 

ad.kd, and cllilng.. it, strategy to produce go""i. of better quality_ In the near furure, the 

growth in the EPZ sector seems to be pmitive, with the new Attica Bill, which offen access 

of Afr,can products to the Uruted State •. 

W'orkl globali, ation can be at the <arne lime a threat and an ()pportunity. On the one hand, Il 

is considered~" a threat a' it need. lxtter technology, more resource , and invesnnent On 

the oI'h~r hand, it is :lfl opportunity as it IS a motivating factor for many economie, . It 

challenge' th~ ~conotni., to ~ strong<'r, c()mpetent and competiti\i~. 

'In. growth ute of th e E PZ ,ector has increa, ed dra' tically .ince the last 17 years. In 1983, 

its contribution to GNP wa~ 6.5%' and in 200(j, it, contribution had increa,ed to 25%. EPZ 

~xporL< for th e year 2000 were di.rected mosdy towards 3 major destination" namely Cnited 

Stat~', France and l.;nited Kingdom, which r~presented 24.9%, 24.3% and 21.4%. 

respectiyely, of total ~~p()rt' in 2()()(). ,\> compared in 1984, where export,; of the EPZ were 

only 30%, ill 2000 EPZ export' wCl"e around 74%. (llO"! 21J0O). 

" 30 

" 20 
15 

" 5 
o 

Foreign earnings from EPZ sector 

Figure 1,4 (Source, 2"" Tr-.. dc poliLI' re,~ew of "Iauritiu,) 
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1.3.3 Tourism 

From d,e early yeats of independence, ",'h~[\ wutism development v.'a. fiut encouraged, 

through the 1980's, when both lh. promi,e and difficulties a, w Clated with lOunsm were 

more clearly''''''', th",e ha, ""en a sustained effo%[ co promote the "electiv~ gro,vth oC this 

mdustry .• 1.8 with the EPZ, a cmci~1 impetus fur promoting tourism waS job cr"ation, n,e 
t<mt1S[ mdu<uy employs around 75000 peopl. directl~.' and perhaps 3 times that mllll~r 

ind..Irectly. I'allowing 'ngat and th e EPZ, lOutism ;, the wuntry'. third majur foreJg1l 

exch~nge carner. Thus, lOuru;ffi makes" "'gnifiC'[\1 impact on the econonuc lif~ of the 

country. 

PriOt to the adjustment years, !OI.msm was identified as a potentially lucrative industry, In the 

early 1980's, there w~, ~ "igniflC~nt Call in [Omist arrivals and with thi, ""tback a careful 

recommendation, "'ere undertaken, The lOurist illfmstrucmre wa. modernised to attract 

more lOuri,t, to the i,land. Judging [rom the figure; for 2001 recently ,ele~ sed by the 

Central Statistical Office (eSO), tourism per[ottnCd quite wdl in 2001 (bpi", th e poot 

glob,] economic chmate and the uveroll weak-rung ill demand fur travel after September 

11", A major ",r~ngth of loutlsm ill Mauritius i, its orientation toward, the upp"" end of the 

matket, which heip' it to with,l;lnd adverse e"tern~l tttnd, in the indu,try. Touri,m IOd.)' 

already nl.~ke, a SIgnificant contribution to foreign exchange earnings, but there i. also scope 

fur further ~"P~nston if th e ,"",'ICe, sector based on regwnal muke", 

Tourist Arrival & Earnings 

1983 1985 1987 1969 1991 1992 1993 1995 1997 2000 

_Tourist Aniwls __ Tourist Eamings: 

Figure 1.5 (Source: Central Statistical uffice) 

'" " 12£ -'"-• , i 
;;; 

• o 
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Dn:anc::tal ..:u~:t"'l"n not 

to ttansf:onn L"L"'~"""'''''''' 

to setVe 

re,,"o:nal nnanc::tal center 

sector be<;Otl!lW:1Z 

It is enc:ou:ragiLng 

Ma.u:n1I:1us are 

at 1'oJ",,,,,"'!"n 

rose rw:tn€~r 

lIlsur~Lnce. etc. 

DaJll10ng ":"1m"1.~ .. ..: reJl:tstered a O1"r, ... "t'h rate 

was 

IO!10'l:VllJllZ a 

9 Bank of Mauritius, t 999 

on our .. " ............. 

outset to 

Ot:!:sh~)re en1tltl€~s on 

sector as an 

to 

as 

a ...V,L ......... U' .. UV .... to 

"Pt"tT1,r-.. ..: sector 

as cOltnpared to 

asset 
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secure 
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term. suran<:e c()mparues are geller.allY IILt'It>l.""" 

a as as 

as measures 
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over counter are to 

tax 

as 

sectors a rate 

turnover to 

act. 

a 

to 

10 Bundoo, 1999 
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J. .... "', ........ , ....... '" is a su(:ce:sshll rC::21olnal busme:ss 

an u"""",n,1'I" nlatJk:et 

tax 
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t\.cc:ordlrJllZ to 

are 
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pe:ccenOlf,!e on 

,",UULI,U. v to ......... ' ......... n 

tax on 

t're:eplort zone 

a 

DIU;.t1ea as a cu:stolm:;-tlree zone 

SOC:1el:leS are p1a11llJlD.g to 

eastern 
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vu" ... , ........... tIn:a.n(:.ta! center 

tncot):)otatl()ns were tac:1I1tate:C1 

Ide:ntl.t1e~d, as a 

Qe'vel,opllDems on 

move I.U,"' ... J, .... ~ re'tlolnal ... n,"~JL"'''''VU 
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center 
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tnt:etlla1101W scene. 
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as aut:holl:1tlc~s are cornmltte:d to 

so as to more to 
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current structure an 
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more 

new era a 
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to mean "oluts:ide 

more wanted to. 
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UIIsrlOI~is~vl"M'Ug.~uto 

COitlSlldel:ed an uu" .. ,.-...... Iut:LSQ1CtllOn 

o[l:sn~:Jrc COlnplUlY is essienlt1allv 

an can out 

own 

.... n',. .. '''.... means uu'u.u,UIo! more 

•• , ... J"" ..... "'J.u~ to assets 

as 

an 

can 

term "oi:tsbiorc::" 

center is a 1 ............. ~IJ'vu 

to 

conlpW1Y is tax rate aOl)lted 

.... ilUl.,.nu se1'111I~es to 

qUICSlJiOn is 

an 

an otl:shc)re cmnJ)lUlY is is or zero. 

M()reovl~r some uu" .. , ......... COJm):lanle5 are to more co:ntlClelllt1lU 

Ui:lslloI:e centers mc:m.a",es 

is no 

centers 

OIISmJre centers is Or()Vlm~ to at 

as ettectlve as antHnclnc:v UIWlIOennl2 measures in 

some success in orc~c:ntllnQ: liILUIJ.!lC!I. 

nU"h/,\"" centers. 

launac~nnlg ....... .., ...... " a pr()l>l'eDl 

western 

some 
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ott'shlDre centers are most in reJ,aoon to a nalrtt(:uIliiJ" 

Man 

""",~"'U"""" sectors. 

centers. 

lnc:on:le taxes. 

taxes at 

tax 

2 Bellows, 1999 

l SIlSS & a1,IMF 

most 

as 

is ott:shCDre to 

tax on malW:llg 

reasons 

tax reJ:!:tmles 

no tax or 1ll1D1t1oa.i 

assets 

are so au:rac:uve. 

some cases it is as 

even 

are COflCe1me.:1. blecause nOlll-rC~SlClenll:S are 

taxesa~l~u,_u~toreS10ents 

Due to ........ " .. ,,, ..... centers LC~;Wilu;uK thcemiSellves, 

are is 

sut)miltted to a .. "'.,.U.i .... clollc~ctlon 

accounts must 

1988 
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are secure 

is mitlim.um 

)l;UV""'C1UJI1~ •. n ••• t .......... t.n ....... ' ........ )1; to .."... • ..."h· .. c1ontldenll:ia1ity, 

H ... 'V"' ...... tea.tw:e is ......... 1\.LiU. staiJili1tv lC:aOllIl,K to 01"~'" h"1' S«:cUJl:1tv 

................ gy to occur as curre:nCles 

tin~LnClal eJi:perts to reSllde11CV 

are 

centers, are a 

structures are 

structures acc:urnulatc:s Ulx-:rre'c. If'~a.Vllno- more to 

accrue at a SlRruJ:lcantJly 

taxes. 

rate 

on:sO(u'e centers. 

to 

"'a.I~tnN to 

OIl:sn4Jre centers Conaltlclns to ..., ... JYJ ....... 

so 

u ...... u • .I ... ~ ............. center. is not a detiniti'\re 

it cover most imlPOJttaJlt 

UU ..... .I.... rmanc:1aJ. centers 

an 

recent Pt()cc:dures to erunaJlce UW~"A'"''':> 

• IMF - Assessment of the Offshore rlnaOcial Sector, 2001 
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W[ICD]Cr or not to use 

or 

it more 

access 

sanle 

sanle zone as 

c) Human Inrt'astJ:ucture 

trust 

center can a 

or 

u .. u ..... u if 

de~:::lSl.on on 

exlpe!letlCcd recent 

in 

to 

newer centers 

center 

cOlnn4rJetlCe can 

onsh()re centers. 

or ,-,YUU.1j sanle zone as 

larlgl.~:e is one 

is 

common to 

cOlnplany statute 
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to to vi-', ....... ,.,.; JJlac~pc:~nClenuv 

no 

Ui-',U";',U to 

u ..... u,~o;;u alO1lltn:st a to 

can 

are mana~~a 

use 

estate 

most t<l'[r ....... ", hil ... 

, .... , ... ".fl-<, ... t or pfled()muulnt ...... inl,.'If'!:: uu:oUl2n 

can nr41W1lde "' ... f'V1'· ... '" is no means meant to 

§ ICSA -Introduction to the offshore business environment, 2002 
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.v .... .Al':. .. exc:haltlge oplera1llolls or tln:lOcmg 

an v •• " •.• "' .. .. ....... "' ... '" no ..... ,1-' ....... COJt'P()rate. 

no <OA ......... I'; ....... ''-'U .......... , 

or 

are exetrlPt taxes. 

an msunmc:e C()mIPlUIIV 

an or onshc)re ................... '" clorrlpamc~s 

"'l)Li:l.U .... U an ott:shc:>re cOlm):,aOtV to .......... ,"'-'" 

are 

reserve re(~uirerneJtlts 

to 

assets thJ~OlJl2h vu ...... J .... ;;; trusts to 

route tranSllCtlOrls tlltO'U2:h to m.l:ItlUIllZe 

u"ru.l. .. u.u:: tax rei~les 

are 

prloclessed UllU"'Io:." ott'shl)re centers to ... v ...... "'; ... true source 
I) 

• SoW'Ce: Report of the Working Group on Offshore Centers," financial Slability Forum, April 5, 2000, 
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or zero taxatic:m; m()Qc~ral[e 

in 

a 

investors. 

ex1tenlai assets out 

ni'lnU1Ir1 .. some or 

a recent nnan(::tal 

£llJ,lC,ULYI.. oUlsno:re e!itatl.uslun4:nts were 

to doltne:stic ..... , ..... ,.....,.. 1l1~'ULl..lU'~U::i to 

tax as 

non-

to dOlmestic 

in peI:m1t1ting 

most 

rq;!:uJaLtOJ:Y aJtDUtraj;te ortelrea in some 

to 

to in 

in 

ortelreQ in some 

to mcrea!;mg ex)JioStIl:eS 

on 

7 ICSA - Introduction to the offshore business environment textbook, 2002 
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cases 
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some 

It 

In 

in 

more rec:entlv. JL;A ...... ' ......... , 

oUI,non:: C:I,UU'USI:UIliCU[ desllgnC:d to 

centers, some are 

in ottl.holre 

are tnulsac:ted tI1rlouj1~h Ol[ISnun: bnance 
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VAl.""''''''''' trusts OtloVllde enonnous tax 

asset orlotc::ctl.on in a manner if can 

LUL ..... " .. '" be1!1e!lClJiIl owner or prC)m.oll~r a amount 

SOURCE 

Investor 

OFFSHORE 
CENTER 

~ 

TARGET 

Market 

2.1 (OflfshOlte tr.ans31ct10n) 

tetn!1S, a an 

center as a tax rate or 

ana tax 

is as 

center. In out 

is is 

VAl." .. '''' ..... centers 

are 2 catl~20.l1es otishc)re centers: 

UJ<iU~,,.;u on 1-' .. ,,, ...... "'. lrlCOme 

centers are co:rru::no:ruv .......... "".. as 

a 
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centers. LU .............. I,J'uu ... '" use lnS1LW1.1rlCe pUlrpoises or 

cOlmtllanleS use j.n:, .. "ji1'n.~nt to 
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UI:ISIIOl:e centers ",,,,,nh,,"". regiOnal ec:ol'llon:ues in a nwn~er 

an ott:shc:>te center OtC:>motf!S ttLte.ll:tat1on 

sa'V'llUrs on a reSitlOltlal 

on:snc:>te center in 

a 

centers on en:loi()V[nellt in areas as 

air trar.ISpc,rtal10n 

sectors. I-l'n~.til''' .. "' ..... , .. u ...... '" to ...... 'nl"',,"",ont OIIsn()te center 

aClc:UUon:aJ. tax revenues to 

tax on on 

cranSI[er taxes on "' ... ' ............. 0'" 

reasons use ou:snc::>re ... V, ..... , ... , ..... '" are as 'V'""V''''''''. 

tax 

Protect assets 

..... ", ... ", .. '" costs 

9 RoWJSakis, 2000 
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'-" •. A" ............ investment are to are dltterellt 

tax can. sequences. 

are liUIJICI;;l to more 

not 

Intiomnatlon to Ultimate owners 

tax 

most 

For eJamllle, ........ ,,, .......... 

SOOlClllte. or Opc~tl0n 

structure re<llwrement:s. j!';lovc:rrumc:e D:fOV1S1c,ns. restrictions on 

a "'Ul""~~UI~l"'~, Ul''''''~~ 

more U'"''''U''''H~)' 

OIISn()re centers. 

For ... "' ...... ,~, 

nwrket is boc,mJJlj!'; ...... "'i.1M . .., to 

nwrket is de(:11I:llltlg) are to 

\0 Helm, 1997 
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to 

at as 

is a concern 

exalcertmte a 

in a to an extent not 

desJtgnc~d to 

tax 

estates 

centers were eODnlDttnc; to create 

plclneers were 

meets 

Low or no tax 

were 

o;;;>...Y'llUlUU'; U1lc:erta1n!lles in 

to 

Gu.ern.sey near coast 

kA.·._." is a )urisdictilon 

is SUI)Starlt1al dotneslllc ec:onomy) 

Ottsbore Ilnlmc:e can 

to nOll-rC~Sldlenl:.s. ott:Shc)te llnanc::1al centers seems to 

malt1agement, u.", .................. trust 

bU~illlC~SS, asset prc)tec:nOltl, Q)rp,otate p.lanrun,g in 

in 
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ge<>gnlphlCa.l10CanC)n is an ltllJ)ort:ant Oec::101:S on w&J, ........ , ...... 

is a sWltaOJte OI:I:sn~Dre sector. 

into account 

COlnOllOOln to ); .... ""' ...... 1 

attract 

qJmc:nts to account are 

as it is 

to 

to stem 

it was 

to turn near term. 

an is not too 

one a 

centers is 

meet at same 

II 

a 

to 

it strclngc~. 

a .... "'U .. ~I ... UUU teans 

rates 

a 

an attc~)t 

to 

OCC:asJlon were 

aPI)rOlIlCh to 
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are to Dalan(:e 

not as suc:ce:SSlrul. 

a in 

H'·"'· ... "'a acts as an <lIrI,rlIl1n'r1<l11 illC:et1l0V'e 

cOIt:pC)talt1011S to route a 

a bw,eallcr:iltlc 

sector. In gerlmll. u"'''··''tn· .... 

WIIUll.;J.l:U selMIt':es are ettlClc:nt. is U,;;' ..... W'I; a bUfea,uctattc 

an ...... ""'",.,,,... on lmrestol:S: as 

to 

in 

success economic 

attract more 

it more .................... to 

new 

account: 

sector in 
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y, 

'0" '" .\l"'.H L1,T"X' "'" 
Table 2.1 (Source: MOBAA Rep<,rt 1991) 

It ,hoold b. n(l",d that the wfferent off,hore centers could be u<e<l for wfferent 

f>illP<.''''', dep"nding on the intention of the Illvestor, If the latter w.nt •• n inve,lment 

in India, he would not use the off,h<.>re fociiitie, "f tk Bnti,h T,le, ju,t becau~ d,e 

btter h~, ~ gL>U<.l. rcput.lion "tlJ i, "'Lec,,,;'!"!. Itl otl"" WOt<.!:;, d,C cho;cc u( ~ jur;,;wcLiun 

depend, on the type o( 1nvC';\tncnt in a specific country. Another invest"r may ch"u,~ a 

differrot iunsruction os th~ advantages off~red wit Ius ""eds hetter, 

2.6 Disadvantages of OFCs 

Hc""ever, OFC. could bring "",me w,"oontal'l"" ,uch as making ,mall "P"n economies 

,nd their domestic fin.no.l systems, in p.rticulor, vulneroble tu .h.rp d'angc"S m globil 

financial fk,W' through the lranstni<&ion of fmancial .nJ banking cli,e" The <.>p<:ration, 

of or-<:, h.ve recently cOllle under increooed ,cruLiny by intern.Lional policy regulat"'s, 

e.peciall,. .(ter the ttcent wave uf financial eli"" in glob.l market, ancl ,ub,egucnt 

deb.te on financial restrucmrillg. ""gulat",!' reform and ulStimtional capacity building, 

The role "f OF,-, in money laundering has al,o cunlribuleJ to the heightened .crutiny 

TI" fac, tha, tran,action. through OFCs h"v~ incre",ed ,ignificmdl' over the last 

Jc<:,oc h.; m~de their imp.ct nun-In"i.!. 
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ntlenla'1l0In~u concerns .... u' ............. 

In c:rurnulCC::U concerns tax evaLSlo,n 

regulat:ors on 

DOCOlne even more ltlt:ensll:Jled as 

to 'n ........ '''' two pmlClp,le tCltunlS 

laundl:m:t.g are 

sector to an 

too 

.... ~' ......... v .. y agc~Cles. In 

In COlltaln111lg a set 

to account 

rec:or.!Ur.len.da1tlOltlS. see" l"lllallC1:a.1 

on 

counter measures 

II 

in 
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In on state 

on VaJ101.:1S ottsltloJ~e un ... , ....... ' ....... ~u ... ;;;J.;). to 

In 

were dec::lal~ed to 

In ~<; •• "''''.u., 

some new entt:ants to 

one to attract 

12 

\..lllaJ!a were more 

up4C1at4es as 

nOlmnemDer ... u .... uc,u;;;:, or tet11to:nes 

1 

01:l:sn4)re sectors on 

resources 

countries lili ....... Y 

not exc:lucle to imprc)ve measures to 

measures to ad(irelss 

to 

mtc~rrult10InaJ COCIPC!:at1C>n in mvestllgatmg 

resu!u:d in 

barl1W.1lg sc:crec:v as 
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barl.k.U:lg lllr:t1 ... rtt1I~S can !usnnea, to an to pt()tel::t D1JSlr.leSS 

secrets pnlonl~ over 

ottl,bo,re trust 

main prCIDlcms 

In a trust can serve as an tax structure to a 

to ids non-tax trust 

structures -

most trust 

trustees 

trusts 

ate to a trust trustee 

as 

A umu'"'f'!;II;.IU,"'UL cornp:ilny can owner 

can trustee to vote 

trust can 1"\t',I'\'II'1I" .. an OVIer51211Lt structure 

DU:,lIlC:SS, to a 

A trust draltted to: 

13 This is based on the article 'Offshore trusIlI and offshore : Ii consumer's - Profi:ssor 
Peter Deacons Graham Offshore Investment edition mars 1996 
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1. 

2. 

3. 

4. 

5. 

6. 

to 

so it can react to un1eJq:leC1ted events. 

trulLnaigernetlt CIDmlll1ttee structure • 

...... "",.....,1 ... a me:ch:m1iSm to ..... ~''''''''.''' o'wners.ntp mtc~ests clonlllstlent 

cnlool.ea 

......... v •• '" a trust mSltanc:e a tOULnClat1()n a SUll[llOJle 

a 

v"'-"-u .... 'v a stron;glv 

.. nl""",~""'" one. It aelPetlClS 

trusts 

trust as a a COlnttllR 

main reasons trusts are .... vl" ....... "" UU"'LAV''''; ""'Ul'''''''' are: 

1. 

2. a 

3, Protect 

4. 

5. Protect 

6. 
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VU,,,UI,,,,,,;; trusts we to is a net 

dtv'ersitied nature. 

assets are UV,LU ....... y over more one ... v ...... "LY in secUl11tles or 

a trust 

1. environment: as Great 

not 

trusts. 

2. utmost It a to 

trusts. a is 

3. are 

to to trustees. 

is a must to out 

4. 

5. most a 

etc ... ). recent is 

attract at 

it is to a to on 

on a an 

In it is to 

8 

1. 

etc. 
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BVI is most lJu,e> .... ,..... ItltlsidlctlOlrl. 

at a rate, 

2. are tax:-eJl,enlPt IUIl,SOJ'cncm 

are 

3. 

not .......... ,.,,,, .. 

4. 

as 

otl:Shc)re sector. A 

as 

...,"'.'lO.Uj, ... to UCIl1C1U 

more emplulSls is 

vallal)le tax rates. 

are 

...... ' ....... ,uJ. UI:tstlO%:e centers 

5. are some , ....... " ......... u'u,,'" 

or 

it a same 

ina 

at same 

in opeaLb!ll(! in a 

is in 

,1."""111 .... ". etc. 

6. .... .. , .. ui,rti ... ,Q> a 

7, 

8. 

guaLratlltee - A I..:ruaratltee Cotnp~lnv is a COtnplmy ........ , ...... 

O'1"'r.lI'nTf'·" ~nU10tlt a neclessary rrlomnCanO[lS. as if 
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cotnPlUlY were a cOlrnt::lany U1U.,L ...... 

ret:erc~c:es to ... ~ .... ,""' ... ". 

amount. 

A co[np~my is a 

to trusts. ex~lffil)le. it is J)OIISlDle 

sn~u:e11l010elrll own 

a IILUJL"""" .... UUU Oe]petlOS on 

as 

mtras:tnllCtltte or a 

are 2 

reterencces to srulteltloJ.deJrlI were 

a 

mC~Delrs is 

establisb a 

Otl:ShCJte 1W.>.iOY ....... ~ ....... " can 

reason 

ott:shc)re trust " .... ~.uv'U 

account. 

not taxes on Ol'\'lOletl(lS 

is more attractlvle. L;ounbles 

taxes on mC:OlIles. 



Univ
ers

ity
 of

  C
ap

e T
ow

n

to to CmlmlUDlcate on 
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ecclllomv in ~'Il\I'1tzlerJ~LOd is mo,CIel:2teJlv access to tax-

as tOtl:tgtlers if 

m ' .. JJ." .... ,U' trl.en:lber, ~'W1tzer1an.d 

,..,...," .... ""' •• ., is a 

tax 

to ....... v .......... " .......... " is COlnSl,de.t:ed to 

one more attrac:t1v'e 

most 1mIPOltta1'lt 

reason lOc:oDles are not 

are no taxes on revenues, lOCOlIles. 

never tax 

came .... " ...... , ..... y 

is on 

--.r -_._- ... " ........ "" is 

more 

trust sector 

ex4:.1la1l12:e is now 

IS Offilhore Trust Yearbook, 2001 

a 

tax not is 

meet 
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In stnltegic locatl()n in sea at 

.... ~, ... u .• "' .... as 

an imlPOlttallt ltlteJma,tlonal Dus:mess center. It is a de1nOc.t:llltlc ret"llubl1c. 

COfltrll)Utc::d to 

as a nnan(:1al center. 

to "d!;llhli~h a la,'otabl:e at 

same nlamtaJrIJlng a dOlnel.tlc ..... \., ...... ' ... )' tax DoIUClC~S 

was a are 

"'V""I-'''''''''''' in '"'1" ....... ,1.£ ..... in 

COliltltnes, most 

ltltematlOrllai tax platl1l1r.lg. 

is 

"'1-'"" .. ,,-,,,, .. ,,. In contrast to tax 

is a tax ltlCentlve CO'Iln!trv_ at attl:ac;t1V'e U/ ..... ~. 

is an cngnso-spaLKllllg depc:ndent 

Kltl2dlDm, 10C~lted in 

Its eCC:>OC)mIV is oelpelloc:nt on L .... L1U~.ll .. 

cw:re!lcyis 

160f&hore Trust Yearbook, 1999 
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in are now more 

to 

are cornpleteJly e:1tet1!lPt 

lnc:Otrle tax at 

Forum on u ... uu.~w. tax I-'J.~''''U''-'''' I-'J.\J ... , .... " ... a 

as tax 

a teS1<ient 

was one 

lurJlSdlcUC)ns Oet:aJ.lc::<1 in 

to 

to 

one 

Bahamas 

was 

17 Harland, 1998 

are it is a rel!LSOnaltlly 

its 

services. 

is 

iov'ernment is 

an 

a legJISla11lve tf'gllnP.lillOI"k 

main 

a OOI)tWltio'n 

a trust 

de'lrele,pitlg a Uml.tlClaI center. ecolnOU!lY is 
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delDelldc:nt on LU'C&JUli> ... \ ..... ,u.w,.U .. vi~:jtn~ a 

1mIPO!:tariLCe. Per is rea,so!:tab,le 

tn~ere:[Olre is one 

sectors 

centelrS. 

tlaJl1arnas is one ten iatc:mationlal blitnkitl,R: 

baJ:lkirl,R: sector. are OVeIr 

attlt'acltea some .,. .. ,,..,tlO'1,n., 

are 1nC:Ot1r>Olratc~ trust ~l11rl"~ It is estiima.ted 

vaHllIcnaS, """"'Ull':, it 

one 

lJI" ..... u ... " new exC:hallQe wer:t 2 brolltelrS success 

is no incon:le 

acts as an 1n(:et1ltlv'e IJd.lII3.U.IlI1lli an 

J:lialllaCItlaS was laenntlea 

!aunderiJtl2. Hovrevelr 

HaJl'larnas was ae-nSt4~ nrClV1«if'cI an aulthentic:ati,0l1l 

to 

rates 
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no ..... ' ......... "'" resources 

create an 

....... ~... C1W7;enc':Y comes 

accounts 

tax rates 

area in hlJltO·De. 

it is 

in 

a 

is COltlS1it1et'eQ as one 

are 

lml)orts most 

to 

an 

are DrlDVl.ue,o to attract In'liresltm4~nt in 

sector 

payments. It was 

were 

is to 

most attll'acllVe bnan4::1a1 centers 

is is acc:es:S1biLe to 

was Qe]PetlQC~nt on 

autllorJues mrulagC~d to enc:OW:aRe an()thc~r sector -

nnan4:w. sector. TOUttS1ll is lmt)ortant. In EUirope, ..... '....,." ...... IJIU ....... j( 

most 

.ncn ",n-v is 

18 Offshore Trust Yearbook, 1999 
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i\ccolml~ to 

rnl"""N-u in terms 

COlrlSlOeJreo as a 

more recent 

as 
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What follows i~ an example to explain the mechanism of a treaty? 

If there i, no treaty be,ween CO<.Ln!ry X and Y, ~n orLoo<<: company incorporated in 

juri,dictinn X, re,ident of Y, ,,';11 !,t, " .. xed In X. If the co<]nt')' export, some product, 10 

Y, no prublem, will ,ri,e 0,' II" eompany doe. no{ have a S!~blc <:",bli,mmet in Y and 

,herefure ",jll not he ",-,<od in rountry Y. However, if the company wo"t. to h~vt it; uvel! 

market in Y, that ;,' ,,,,lling it> p<oduct, ;n Y, the comp~n)' will be con,id.red a; heing 

ttSidenl in y, ,\, Ole enu of the fi"~,,ciall'''r, the eomp~ny will ha,'c to p~)' ;t> t,xe" 

heco.use or in e,f:\bli,h",~nl in X on the "'COl"" and profits e.",ed in y, If th"e;; nO 

double t'x~tion tt<'"-ty bel,,;een the 2 countrit •. th<: comp,ny ,,';11 for ;n,,(ance he taxod at 

the rate of 30"/. on gross profit, But how=r, if a treaty i, in pbce. the \1,< regnn., i, 

diff"enl. TIle ,~x i; 30% of the gro;s profil ~fter ;.ub",cting ~ll payments df<'Cted in 

country Y 

3A.2 Advantage. of double taxation treane. 

'I'he advantaR~_' offered bJ' the tre~'y can he Illustrated ",,;nl'\ the followinl'\ example: 

A non-resident of lndi~n origin (NRl) owns:m offshore entily in Mauritius. Under .h<: 

old ttgune, ~n offshore company CO<.Lld chcose 1t; 'ox rale (lxotw<:en 0"/ .. 30"/. ), and 

a .. uminp; it has decickd to pal' , rale of 20"/" "Ibe 1-:RT wnduct, busill~" '~a ~ stable 
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pu)lZt,ess cannot 

COlpOJrate R01~er:natlce structure spect1les 

on COlpOJrate 

cornp~Uly objectIvle5 are set 

it 

means 

fralne1NoJ:k in Maunlt1us nee,Oed to 

on .. ~,; ....... 

structure tJu:ou:e;h 

more 

mrurket :SV:SI,CIIl. It is cotlslClerlE~d is a means aC[uevm2 a SUSWllaDJLe 

n1"n.Y!lIh- Otil:aDJlZatlot:ls. In 

lnltlabveS to lmlDO!ie 

committee on in ' ... "..,' ...... 1 ....... 

terms 

cooilprurUes in 

(~ 

committee are to 

awareness on 

tOI'J!;il1IR consensus on COllcepts 

dlrc::ctlE:d at 

a 



Univ
ers

ity
 of

  C
ap

e T
ow

n

action in 

to to 

away it to 

Utts!l,ore com):)anleS in .I. ..... n.l..l..l.u •• '" are is 

not eXI~fJNSIttI6. 

1 

2. 

3. 

to 

to 

a SCC;;uIUV "'J'i. ...... ,. 

no taxes on succession or on 

cornp~UlV to 

COlrlttl:>l in 

term 

~lW:Lt1an cc)mlpatJlV can act as a tirumcing 

Wllmcmg conlpalily is tax ................ , ..... .1.'''. ttlen:tol:e dlecre:asttl.g 

taxation in Ma.ur11Ilus red\lCeS or eJ.1n:umltes 

4. 

most common scenario is 

can 

COlnplmv can in tl1m 

are mterested .LV1Y""""" are 

in are " ... ;I .... ~L to a tax at rate 

S FttIlInciai Services Promotion Mauritius 
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countries or on 

5. 

6. 

7. 

8. 

A can 

own a an 

succession taxes. 

can 

on Maut11lan on~>no:re C()mlpanlY are tax·-exC~tlt. 

9. Investment 

sector 

as a 

l .... ,U .. ' ... UllJi: .. uu.;" .......... center in 

zone advatlta~: busmess can 

A 

aut:holt1nc~s are prclm()tI!ll2 ttn:an(::la! "".-.N,."" sector as 

A a Ullll.ll!'iWU !.>UIIJWaU'l..Il1. totlt1!;m 

was in 
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in 

are OPI~t1n2 

A IUtll,d1C1t100 is set to 1mplemc::nt 

to .... Vl ... .IiU 

No C:.lU~U~1l1~:C: ......... u,.&.v. rc::,~waw[)n; 

are 

move to!:etJ!:tl C1J.Ule!lC:Y 

out 

Maun1t1us is 

a 

000-

VAl,""......... cotnp:iUl1les to 
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Tahle 3.2: (Man 'lU .s 'fax T,c ~'" Ne(" ".1;)' 

Col ,__ 4 .... -, ... , ..... _ .. __ ~_........ _ .... .... 

~ ......... ,... .,. ........ , . ..,.-. .. ~- ... ... ...... 
~l ,_ _ _, " _ ~ • ~... ,"", ~ _ 

(oIj ,_" ... ...... .. _ """'" • Ir.. :It' ~ ....... 
~) ......... _~ .. __ .J ....... L~ ... 
(I) .....-_ ........ _ , ~_~ -....,.'-> .. ~w. '"' .r ..... t,.., .... ...,... .. . _ , .. ...... __ ,,_..., 
~.,. ~ ~ ...... _ ~, ~ ...... _ .~ ,_~, ,.u '" .. ""'""'" _ 
(01 ,._ ~ . _. •• ~...,....., ~..... • ... V. d ,.,.... 

~ l~" __ .. po.' " .- " ..., ."", ,_,'"" ~ • ...~ "" .,...... .."""'" 
'il ,-"<,, .."..,.... ". ''''-_' ~"""",.,,.~ " " "'",.... 

,_~ - ..-.- .................. <-r", , ........ ,_ -""" ... ~. '_r __ ,._~_.(,.._ 
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LonnprulYX 

structure as ifa is 

or a 

to 

a 

tum to Xata 

is 

X 

in tax is not 

account 

7 FlIWlcial Services Promotion 2000 
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X to .............. U\J, .. 

.Lu .. , .............. toG.B in 

, ______ at rate 

oHsll~l)re structure 

Owner 

in 

France ~ 

... E. _:~:. 

Offshore 
C 

& J 

r.nnnttyX 

structure owner 

or revenue can 

create an Mauritius. 

owner to to at a at 

a rate 

X is one 

revenue is tax is if it 
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were in dlr,ectLv to owner France. are obltattleCI 

in 

France to MaUriitlUS 

But in ~v ...... u.nn.'" at a rate 1.5% 

11"11","''''''''1111111'11' .......... ' .............. structure mc)QC~1 

us 
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An American company involved in int<ctnalional [(""d. can use (he Mauritian off,hor~ 

c"r"Ol: a; a plOlform for the dlStribution of it, good. or " ,[vice., "" a. to """eft, from 

!he 'trnnsfer pncing' mechani,m. TIler..-o<., lhe revenue;, wlUch would nomull), "'" 

taxable in the L:nited Sfat"' of Atn<rica, are taxablo in ;'I,Lturitim, wh"'" ,h~ "" rnte i. 

I"""", 

'll1~ nff<h()!"~ mmp""y coull . b o obtain a l'rL'''pOl~ licon,e to operat" in the EPZ 111 

;'I,fauri!ius, where acth~tie' ,uch "' "",embling, '(ockoge, mmor proceSSIng or .­

commorce can take place. Such • ~r"ice pmve; to "'" ""'neueial bdot<c being ,..,_ 

expurled Comp.ni •• Ih", have . Freeport license have the following in""ntives: 

1\0 corpurate tax is payable 

Di,,~JenJ. oro non =,,1* 
Cornp!"," exemption from payment of cmtotru dut;, and ;.1.. tax on machinory, 

""Illipment 0% any mate",l, Il11ported into a Freeport zone. 

The offshore company can . lso in'·oice the comp''')' whe" t" ore i, a pure".", of 

prop<rt,. in one country and ;.le in .nuther. 

;\, an exatnple, the Maunlian offshu<e financial center has rttendy bttnllied by a group 

of mrnpanie. for expo"", whore ",rvices such as =go and !tamport f.cihtie. ,re 

av.il.ble in the region oflndi. and Afric. 
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3.9.4 Inve.lmcnt and Holding Company offshore model structure 

Europe.n T'.urop'"'' 
Compon)' A Company A 

1n,-... " Dwid.nd 

10"" 1mco , 
")"hurition 
O/T,hort" 
Compony 

Jd."d T,,-~ bl< at 15'/ InY", =m 
P;vidt~d t .. "bk at 5% 

Company 111 A,i, Company in A,ja 

'e< FlgUU 3.7 (lm ,nnmt.nd Hold," II comp''')") 

A, illuwll.d in f'ig1In 3.7, a European l1lvc.,trnrnt comp.ny, whkh inve't' .broaJ, ~.n 

inc,"."" it, profit> b)' b"ling through • .:....[.~uriti.~n o[[sho," cn'"pan)". Companies b.""d 

act"" EuWf><', the Stote, 0< A",(rali. frequenrly u>e the Mauritla" juri,wenon fur 

invc,!menr, in ,hare, 0< sp.cific proj.ClS ~1 Asi., for iost.no~ in lndi., China lndoo~,i. 

or in the African cnnun~nt 

, 
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Numerical example "f" h"lding company u.ing a d<lUbk taxation treaty 

Pro& bokx, In 

T .. @l<J'!. 

l~vxIond 7m 

O"'<k_&.@1 S'1. ,."''-__ _ 

Ro<ci-ocd ~ ohc Ew"l""" Corn!=l ;<)5 

E""'I""" C~"I .,,,,,u.og b, A .. "" "" offiho<, ~;" M.un"", 
(100';;';' 

Profit bol= "" 

l •• @3O'1o 

l~,"",,"" 

o,_r.;,@w. 

Ro<civ .. l ", M,uriow 

1';.",[ "" .. ,9(1% of 150 

"I 1.0"", or """I """"'" 
~ "" po)~bIo 
R,,'~,,-", 

T""., M"""", 

Dividend 

rk_", 
!)j,1dcnd "''''''." ~ tIoc 
~~ 

~ -e_ 
](m 

_:lCo 

"Xl 

700 

" ", 

"' .'1\ 

,~ 

,,, 
_I.ll 

" ", 
l,i 

(,0<' , 
E""1""" ,\8 

• ... ['roof • -.,-
,~ 

,~ 

"Xl 

7(:<' 

_JS 

(,(" 

(,,;,i 

m 
1(Xl) 

,,, 
-1,0 

",,[ 
"'-, 
"' ", 
" 
"' 
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3.10 Description of target and ongm of investment In 

Mauritius 

It i, interosting co note (he trend in glob~l hu",ne" entine, ,ince it, fi", few days of 

. "j,h: nce until l(><.l~y, n", [,,,n<! ,hows the cklemlJn.tion of the M.uriLian autho<iLie, to 

moke the financial .ector the 4~ pillar of th e economy_ TI-.. toul numher of entities 

regi".red at Uecemher 2001 """ 18,769 •• opposed to 14 in December 1992. 

Evolmion of gklhal 11m;". "" entirie< in Mauritiuo (199~ __ 2(01) 

Evolution of Global Business Entities 

~ """'" , 
"000 " " "'000 " " "000 • "000 , ,-• 

" "000 ., 
000l , 

• '000 .. '000 0 • 0 
0 N 0 " " ~ 

, ro m 0 

~ i i ~ ~ i ~ 'I 8 8 • • 0 0 0 0 0 0 

Year 

Figure 3.8 (Source; l'inanci.J ServIce, C"rnmi,';un 20(2) 

It ca" he seen cha, the numher of [ru'" and gk>hal hu,;" . " enriri . , both gloh.l husiness 

category I and 2 have heen on the ri "" , I" 1992, there we re no glohal hus;n • ., cotegory 2 

.ntitic. and only 4 =S[S, In Vecembe', the fIgures were 11,730 and 670 "osp"cti"dy. 

Th ••• figuto,. to a proof to illu>tnLe the ,,'ro""m in tho ftnanciol ,eeto' oH.buririu, . 

I"di. remalll.them ..... rmrke cofillve.co<" mwg ch. "'[.urician off.hoc. juri.diction. 

Ho",-ever, i, i, interesting to nole mal Inilia, which waS the ",,,in and greates, Urget 
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marhr In the fir" ,(age. of we ofishort development, has only 54"/. of incorpornted 

c'Otn)Xlllies as oppo,ed to 67% 111 1997. 

The c"miution of the origin of mveslmtnl mille.te; " change in the ["nOOK)' in the 

indu,try. In ehe tin' ycars of {he offoho,c ,ccto, ofloc i,land, mm! of the in,-cwnent in 

Tnilia originated irom ,\mericall, British and Arub investor;, Such invesIDltnl are on a 

decline .long the year" and mc»' of the inv",t:tncnt lloW'.oday> COme, from Somh Africa, 

Indi. and T nUo""';",, and _,uch inve,trnenl;, On the rise a, "'aI, he ,hown grAphically, 

, 
1.75 

o 

Evolution of Origin of Investors 
Share by Major Marlrets 

Y~.r 

r'::""'-Ind,a 
I __ USA 

~~ 

~South AAi<~ 

Figure 3.9 (Source: MORAA annual report 1999) 
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Figure 3.10 (Soo.Jrce: :\[OBAA ,nnual "port 1 <)9<)) 

A. illustrated from Pi!,t"" 3.10. the illver:llflc.tio:l of inve.tment towotth South Africa, 

Chill •• nd otoo Afric.n C[)unll1cs is mammj",d. :\[auritbn Offillore c(>mp"lle, arc 

I:><oCUmlng vet)" pupul .. among the other ish"d, 1n the Indian Ocean, 'p"cifically 

Madag.,c,r:mu Reuniol1 Islal1d. In tho case of ,ho origin of invostmont, the beneficial 

oWl1ers come from India, the Sllle;, Gre.t BritUn, Afric., South Afric •• Hong KOl1g. 

Indone,ia ard Sinppc>te. 
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An inttl"ting fe".\nue of the Maurici.n off,hore center" its ,tructure for .Ilmve 'tment 

to.nd from Indi •. Th, ,hm.·, lhc ,pttial '!apport' lh~llhe 2 coontne< have. 

,\nOlher inlpOitant f""lurc to note is the rdocuion of ofkhot<: comp~nles from other 

off,hot<: juri,dicliotl<. In 1999, me re-location of oft<hore ope ... "cio:lS !owa!J, l>buriti"", 

frem EUropeal1 =d the C.~rihlx.n juri,dic""'" ,mounted to 5.4'/ • • nd 1.80/ • 

.tespeclivdy lh terms of incotporn!ed componi",. 

Oifshore fund, h,ve grmvn ,t, 'bhle p.ce, with 164 fund, incotpm,ted till November 

1999. 127 oco,'c fun'" hod, net .. ,," h",,,, excceding $5.1 tnilh!d "'["'t of the 

lhcorpor",ed funds h.ve bttl1 Slruemred in • w.y to be able to il1ve" in Indian 

co:np.llles. 

,., 
'"' 
'" '" 
'"0 
"0 
"0 
'0 
'0 
o 

De~.94 Dec.95 Dec.96 Dec.97 Dec.98 Sept.99 

Gmph 3.1 (Source, MOBAA Annu.l Report 1'l99) 

=No. of off.hor. fonds 
regiotered 

=No of octwe fund . 

----,-Net .... ! b ••• (USS billion) , ---
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3.11 Position of Mauritius In relation to the DEeD report 

on fiscal practicesS 

In 1998, the Organizotion fot Economic Co-operation ""d DL'"clopmcnt OEm 

published a rq>O" entitled "Ha"'!(H/ T!IX C.,,/fItfilio", An ''''''lin!, Globallm,,', with tho 

.im of countortng "harmful lu practicd·. Initi~lly, lI'e OEeD idcnnfiod 47 

jurisdictions a, having "tax hovo"," fcaturo,. Tho'o lu",diction. woro to submit 

1nformation on their fiscal regime,. ",Iud, we" osSOCJatecl with "t~x haven,", Accotding 

to the International fhc.l .-\,sociation, " to~ hovcn i. on}' country. which by feature< in 

Us lOx law atttoct. thc attontion of tax planncrs. Tho}' "'0 tho"" count"c,. which l""l' 

n-ty low t~xeS ~t all. at leaS[ on certam categories of income and prout,. There are 

,ever.J rcquirollwnto of a t.~ hav",,' 

1. PoIitic.1 stobil;,,. 

2. G(x><l communication 

-'. No exchange control romiction. on foroign por.on . 

4, Good comtncrcial and C<J<porate law • 

. ~, GO(><l profe"ional services 

Ii, Conudcntiah,,. of ttan,aclion> 

In June 2((10, thc OEm puhl;,hed " rL'f)ort Ofl "P'W''' in ld.niifP'Hl, HamlJiil -[ax 
Pm,lia}'. Thi. report include. a list of po<entiall,. honnfi!l preferential tax regimes in 

m('mGcr countrie" the hannful f"rures of which ~re to be elimin~ted by April 2003, 

TIle finalli,t cont.utl. of 3.~ juri,iliction>, sa luri,iliction, including: Mauritiu, ha\'t ,,,,,de 
commitmenl. to eliminato hann!'11 tax procticos b}' thc cnd of 2((15 .nd os a rcsult hovo 

bocn rcmo,-ed fHHn lhe inilial h,c. 

The OEeD ho. boen pmmoting a gklhal LLx l"'rmonizati(x, initiative in an atl<:rnpt to 

create a lOX cartel of high tox "ation. , which aro for thc moot port Europoo" "".cd. ll,eir 

offort,; have ocen lOrgeted at low tax and no tax financial cente", which have Leen 

'1'"",,""" " Iob,.l ,],,,, C'H'I"-'<>tt.U , R<p<>rt to the 200) ",...,...tu ,,,",,.-jl ""-~"'''' .. oJ """"""",,,,,",,,,. b,.- th, 
"'rn"""'~ "" """'" .(f~", .. I~" rlc<";f);,,,,; ""j "'''",",ri,,!! II"mfuI T", p"",,,,, 
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I.h"al.onoo with ""octi(m, if (hey do not comply with cetuin condjci(m", set out by the 

OECD. 

Lndor th~ term, of !he report of 1998, h')' n.ctms that can ",,,iM in idcntii)1ng h.nnful 

prcfCl"ntiol [ox regnne, art as foll"",.: 

2, Lock of .ffective .xchange of infarrrultian 

3 T ""ck of tran'parency 

4, Attracnng im'e,tm.m with aut ,uOO\ano.l mooning 

The R.public of l>hmritiu, h" at .ll time, domed I.h~ fac[ that its tax practice; are not 

hamlful and that it is not, tax hav.n. Howev~r, it has docided to coop<'rote with the 

OECD. [n thi, C()tlte>:t, a. pubIJ'hed on 19 Jun. 2lXXl", "!aurinu. ha' .ct!he pace for 

the follow1ng: 

I. Elirrrinate all harmful tax practice, by the etld of2005 

2. l\r~otthe international r"'luiren"'nts of tr.tnspal"n<)' 

3. Exch.nge of infol'ITl'ltian 

4. B. competitive in a fur manne. 

Due to It, rigid ,et of tegubuon, in t";pect of combating money laundering in the 

off"'o," seCto., l\buritios has b.en praised by tho Unit.d Nation,"', 'lho Econonlic 

Crime ,nd ,lnti-Money L,undcring rcinfa.ce the e:iliting lcgi,hlion in the ptevenUan 

,nd the fighl. aeain;t money lawKkring, 

At th. July 1989 eCQnClITlic "ummit in Pari" !he group of S.ven cauntrie. ,et up !he 

Financial ,\clion Task Fore. (FAFl), who,e bri.f i.- to provent oonks and financi.l 

institutkms from laundertng cl,e pn,>cced. of crimin,! activitie, _ in particular, .ile, of 

h"", i i n"".",~,l ow' i ,I,' i hil.m,,-,,, /",I",,",u ,,,,,;'''','''''' 

"""""'" """''0',.",1_,,,,,, U'\ Pm;,e, Maooli"" lOr diligcnlregulalion uf i" OIT;borc Sc<l.ur - V-=cW !I,,=, 
B=b.g s."",-,), ,",I >I",,), I~l",~';''i<' P'C;;';'''"'' I')')" 
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28 melmber "'~JW1':'''''';;1) 

"'U' ... UL .... ""l~"'1) COlltltit'1eS to 

to 

00 

prclce<jUfles to IdenttJtv 

Launaenng Act 2000 2000. 

to 

1awldel:m~ a crumn,a1 Ilc:ttVl'1v 

was to 

to 

in 

at same 

to 

pW)J1Slled a 

000-

to co-

to 

orl~SeJlVe its 
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Mauttlt1uS is 

ent:ered into VaJ10tlS 

economic aglreemc~t:s. tnteglratlLng our ....... "' .. 'v .... y 

ne,ccs,saxy economies to attlract lU"',~:U lflve:sttlnetlt can 

most is 

~~.~ ... u •• ~isa to 

Rim .n.iSiS'Ouauuu aJre reStllI10tiV to 

]Ma,uriltius is a toumdlfUl memt)er to 

It 

can 

custom chsltRC:d on lfnl)orts 

countries meet certain 

mcml)et states ............. \,J.u~ to 

mc:mllet statest2• 

was esta:bUshed 

II 

12 Botswana, Lesotho, Mauritius, MOlwnlbiq~te, Namibia. Seyc:hel.l,es, South Afi:ica, Swaziland, 
Tanzania, 2'.ambia, and Zimbabwe. 
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is to movement 

to sectors on 

sector mc:mbelts to create a 

to create a common gt'C)WlQ 

a to prc)m()t.tng 
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.. uv"' .... as it is one 

.... £A'"An,''' as it can 

eastern ................. 'u ........ .... ....... :4, .. "'. delpetldc:nt on 

a 

IJU'lJu ....... name is not 

taxes 

an attlrac1lVe cornblnatlon 

a 

....... ~r"j' .. sector. 

centre as can 

crc:atc~d a wc,nCI-Sl:aD,aat:a M;~""W:&L'U.Ly structure to 

1mpOJrtaJlce is COJlsttuctlon 

a on bngJls:h 

I Offshore Finance 1999 
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a 

on AU~'U"'''' are sU1PP,ort:eCl a Well-(lev'et()pe:u 

sector. 

most lm'POlttatlt is ~ULUl~_'JwaS1ntr~lU(:eCl 

cannot own 

cotnp:il1l1les were createCl. 

were >Lll'I:"4L'" 

...... · ............ v •. AlIIIJI OIJ:snlore centre was 

& .... "'&&,;::.. more tt'H7P!2.tnlr'!2 .,...,,,, ..... ..-1 

was trusts 

was .......... '~L~ ... more U"'[Tp~:tn'N 

to Uf;;JL1CiAl 

more .£O,JU.,-,V,", ~\,I'.Lu",,,,,,,,,,,,,, were cr4eat:eCl generat:eu were a 

amount. 

lUllPC':SCU a new on 

were more a new was 

are now more 

sources 
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is ret.re~lenteCl a 

to a ......... , ... u;;' ... extent on statutes on mterrlatl,onal matters 

are "'''I''''''''''.Y Unp10rtallt UU';'UU.,A<U sector 

as etc are 

a 

reslpOlns:lb1Jl1ty to see to it 

POlltl,cal Oe(:1S1()nS are 

a ",H"",n,,,", nnrulClJal centre to a CIltterlent \.IU ........ 'LY 

are ret:.re~;enteCl 

is an success. 

a is 

to to a 

IS is to as is 

as a 

attract are 

to as a rate 

nnan(:ta1 sector is a reasOIlablV 1utlSOlcD,on COJnpareCl to 
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jm;retllmlent 18 res1PoI1SlV 

u;;~ .. """,u.u'U is m()stJlV "",o;;;"""UL", 

4 

"U.'~U;;,K'I.\ .. poslt:llon to !ll:P1"Ulr'''!II: to tln:an<:lal markets 

nnanc:1al centres 

sea 

one 

nrivalte sector 

to 

terms 

as C1.IIrOIPC. 

two 

adcl1t:1.on to ......... u:I;:; ...... ,~ more 

to Tn .. ")',,,.. a 

1. 

2. 

3. 

4. 

5. 

cmnp:U1s:on to 

an enonnous 

tnlilo'lllled a as to 

rate is 

is at a maiXUlnwn 

sector ae(::loc:a to COIlnI1Ue 

18 lmlPOlttallt as it 

to current status as one 

tlnanc:lal sector 

no taxes on 1I1C:OlIle 

I'n~ ... f'I" .... to maiintain 
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to 

1. 

2. 

3. 

4. 

5. 

6. 

7. 

8. 

1. 

2. 

3. 
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Figure: 4.1: NUlllOCI of incorporated lBe in e:a,h jurisdlCtion4 
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4.4.2 Diff~reDces b~tw~eD trn, 3 Offshote Financial Centers' 
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In comparison [0 t~ 2 jur;,d'ction" l\I.Ul1r,u, " kn,,,,m for in off,ho'c companic,_ 

Howc1rcT, this dues not me.ll ,h" lBe in Ole island are not .. inter .. ling: .. those of 

llVI or Seychelle,_ Pmm the table, it can be ,een thot ,her" ate nan}' ,itnilaritie,_ The 

!lUin Jifrerence lies in ,he reputation of the off,hore fin.ncial centro. 

In goner.l, tile 3 jUrJO;(j'Cllon, h",-e ,;milar law" "' they h"rc to co"",ntly modifY 

the;, 10"" tu rem.in cornp<:titive aD the IOC m.rk.,. TIle ilriti , h Virgm Isle, h.ve ~ 

certain aclYan,age o,-c, the Sc),chdh and l>lautiliu. a, it;, une uf the ulJe,t "f[,hore 

juri ,diction' and h., • very good repm.tion among tile lliVesWrg' worldwide. The 

Ropublic of ,,{aurlnm and tile Scychclb are both ycty ""C'>.' and young" juri;;dictioll 

,oo,ro in the process of growing and !ile),''''' , cuI 00 ,he '/raminJ, (1m.'. 

4.4.3 Double taxation treatiu 

TIle &itish Virgin hI., haH double [a~ation tre.tie. with Gre.{ Brit.in, J.p"" ""d 

Swirzerlalld. the adv.nl<\~e, of 'lJCh treatic, ate opp~c,ble only for companic. re,iding 

in the lIVI, which hav~ {o be comp.nies in ,he Comp""i~, Act. Since moS[ comp.nies 

In BV! ar~ lntcmatlonol B"'j['''''' Companic. or tru,,", "'0", of the inve,wt> do nut 

enjoy the bendi" of the doobk t.~.{ioo tre.tie •. 

The Seychelles has negoti.t.d A treaty wid, Soud, Africo. \\1,y South Afric.? The 

choice of South Africa, WIth its tremendo", potential development tailored off.hor~ 

inve.tment produc," i, e.peci,lly 'i~nificant in the light of the recent entry force of toc 

Double t.~a(ion agreement avoidance tre,ty "",th SeychclLes. it is the ideal platfottn 

for the bunching of (h~ ""cond ph.se of th e Scych~lle, offshor~ indus{,y, More 

rec~ntly, in Apnl 2001, Seychetle •• igneJ a treaty with 11,.il.nd, Since, {he .uthorities 

believe ,h.t ,uch treatie, a'e of great lmporu.nce for the development of the off,hore 

industry and (0 ",ake Seychelle . !nore competitive, {hey are negotiating od,er tk.ti .. 

",;th TUII1"'o, l>frturilius .nd Indi •. 

A. mentiooed in the preceding chapter, l\I,urit1tl.S h" a large double taxation treaty 

netwurk Mo,( of the inveswro use the M.uriti.n off.hore centre bec.use of th ese 

rreatie •. it i, for thi. r""wn, thot Mourilius has acquired A reputation of being • "DTA 
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Junsciictiun". In tact, the mam reason behind the ,uee • ., of th o offshoro .ector i. the 

26 (teatie, it ha' ""rl, ><, man)' c()\JrHne, (especuny the tre~t)' Wilh luella}. 

AmOllg the 3 jurISdictions, Mauritius provid .. intern.tional r"c.1 planning <l,e to the 

DTA, whrrea, th o other 2 centers ,rc m,"'!l)' mcil Ii" '1",cific Investment with the 

Intcmattoll.lllusiness Comp.nie, 
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CHAPTER 5: CONCLUSION 

Mauritius, on the eve of independence in 1968, was essentially a mono-crop economy 

based on sugar production. In the early 1970s, Mauritius set out to diversify its economy 

by encouraging the establishment of export-oriented companies within its Export 

Processing Zone (EPZ). In the early 198Os, government launched a comprehensive 

adjustment programme aimed at fostering economic development through export-led 

industrialization, agricultural diversification and expansion of the tourist industry. The 

manufacturing sector, which has spearheaded economic development since 1990. has 

now outweighed the sugar industry as the main pillar of the economy. 

The Mauritian economy pulled itself from stagnation and embarked on a path of self­

sustaining growth as from the 1970's. Since then it has steadily maintained an average 

real GDP growth rate of about 5% per annum for the past three decades. Its per capita 

GDP rose steadily. More importandy, the economy has undergone significant 

transformation from a monocrop economy to an industrializing economy with a well­

developed manufacturing sector and a fast expanding services sector which includes 

tourism, offshore banking, offshore business and a newly established Freeport. 

The success of the Mauritian economy is a result of a strong commitment to democratic 

principles coupled with political stability, good governance, clear policy orientation. 

consistency in the management of the economy and a staunch belief in free enterprise. 

Mauritius has a long-standing tradition of open dialogue between the public and private 

sectors, within a well-structured framework, through which regular meetings are held 

with the country's economic players to discuss major issues confronting the country. 

The government sees its role as a facilitator and supporter of the private sector and it 

seeks to provide an enabling environment for businesses to grow and prosper. 

There are 2 types of offshore jurisdictions, those having a double taxation treaty 

(Cyprus, Malta, Mauritius, etc), and those that do not (The Bahamas, Seychelles, Jersey. 
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etc). Those investors wanting to take advantage of the double taxation agreements, to 

lower the amount of tax paid, have to invest in such jurisdictions that have such treaties. 

This lowers the amount of taxes paid on dividends and royalties. 

Mauritius depends heavily on tourism or is moving from a predominandy agriculture 

base and is looking to other means of diversifying their economies. To this end, offshore 

financial sectors are attractive to Mauritius in this context. This sector has been viewed 

as a growing industry with the potential to provide significant growth in developing 

economies; it is being seen as being able to generate large revenues without large 

investments in physical infrastructure. Under current international standards, these views 

are no longer widely held. There are certain stigmas associated with offshore centers to 

the extent that they are perceived to be involved in money laundering or other illegal 

activities. 

The more established centers have been able to generate significant amounts of revenues 

and employment. These economies. such as BVI. the Cayman Islands. have also 

developed relatively strong and extensive legislative and regulatory frameworks to 

address these sectors. However. even in these countries additional measures have been 

required by the various international organizations looking into the problems of money 

laundering. For the new entrants to this sector. the benefits are not so clear-cut. 

Additional work should focus on refining the measurement of the benefits and costs!. 

In Mauritius, the scope of measuring the contributions, or value-added. of the OFC to 

the economy encompasses fees paid to government and registered agents, rental of 

office space, wages paid to local workers, utilities and other military services.) 

During the 1980's and early 1990's, a large part of funds transiting via the offshore 

jurisdictions were concentrated only in a few offshore (Switzerland, Cayman Islands, the 

lOne approach used in the measurement of traditional commerdal banking output that may be of interest is the value­
added approach, which explicitly uses all operating costs, such as labor and apital to model inputs (see Berger and 
Humphrey (1990). This method WAS partially applied to make a crude assessment of the contribution of the OPCs 
to the respective economies, with the value-added or income defined as: 

V. fJdtktJ::: pi fIIdJmI- inlmmlii4lt torutmtptiOll = upmzting IIIrp1m + -p~ ~OII + tltpmiaIiflll 
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British Virgin Islands, Hong Kong, etc). However, since a couple of years a couple of 

countries offer certain fiscal advantages and therefore the competition between the 

various jurisdictions has increased. The offshore centers have to offer more flexible laws 

and regulation to attract more investors. The investors are interested in the quality of the 

services provided and the level of technology in the country. 

There is no doubt that since the creation of the MOBAA (now the Fsq that the 

offshore sector has known a considerable growth. In fact, before 1992, the offshore 

companies did not have the appropriate framework to succeed, the promotion of the 

jurisdiction was done via offshore banks and in tum this led to a loss of credibility. The 

authorities also found it difficult to identify the potential target markets and the variety 

of goods and services that were available on the markets to the investors was limited 

(between 1990 and 1992 only 6 offshore companies were created). It was for this reason 

that in June 1992 the Mauritius Offshore Business Activities Authority was established 

(MOBAA). The legal framework has been reviewed and has become more flexible. 

allowing the development of new products. Since, the offshore sector of the island has 

grown dramatically. 

All the different factors elaborated in the previous chapters, particularly the strategic 

position of the island, the bilingual languages spoken and the economic development of 

the island are essential factors to the success of the offshore sector. The major problem 

faced by Mauritius is the fact that is far from the most important players in the offshore 

world. Therefore. to fill in the gap. the appropriate technology should be in place to be 

able to allow Mauritius to be closer to international markets. 

However, the legal aspects should not be ignored. In view of all the recent measures 

taken by Mauritius to abide by international standards on fiscal practices, it can be said 

that the country has more credibility. In fact, the reputation of an offshore centre is one 

of the most important features in the choice of a jurisdiction. If the island can maintain a 

good reputation and a good base of professional services in the legal and financial fields, 

there is no reason why the Republic of Mauritius would not be one of the well-known 

offshore jurisdictions in the world. 
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There has been a growth in the total offshore entities registered in Mauritius. As at 

December 2001, there were 18,769 registered entities, including 6,369 Global Business 

Category I, 11,730 Global Business Category II and 670 trusts. Comparing to the figures 

in 1996, where the total nwnber of registered offshore companies was 4500, it can be 

seen that in less than 5 years, the nwnber has increased more than 350%1 

India has always been a very popular destination by the investors who route their 

investment via Mauritius. However, there has been a slight decrease in this investment 

level, and this shows that the authorities do not want to place "all their eggs in one 

basket", that is they are willing to diversify and not be too dependant on one country 

only. In fact, if the double taxation agreement between India and Mauritius were to have 

certain changes, this could have a negative impact on the Mauritian jurisdiction. 1his is 

the main reason why Mauritius has to ratify new treaties on a constant basis, to attract 

new investors and diversify the destination of investment. 

Comparing Mauritius to the British Virgin Islands and the Seychelles, it can be said that 

the legal framework in all 3 jurisdictions is quite similar, but Mauritius is more 

specialized in offshore companies (which can benefit from the double taxation treaties). 

On the other hand, the other 2 have more International Business Companies, which are 

used for specific investment purposes. 

In comparison with the Seychelles, it can be said that the Republic of Mauritius has a 

better reputation and because of the negative consequences of the Economic 

Development Act of Seychelles, this has led to a slower economic growth in the 

offshore sector. It should be said that Mauritius has a long way ahead to achieve the 

same reputation as that of the of the British Virgin Islands, as the latter is constantly 

innovating, creating new products, new technology in order to find news ways to attract 

investment. 

Regional economic integration is part of the economic policy to achieve sustainable 

economic growth by aligning Mauritius to the increasingly competitive and integrated 

world economy. Regional cooperation is all the more important, given its geographical 



Univ
ers

ity
 of

  C
ap

e T
ow

n

122 

isolation from major markets. By integrating itself to regional blocs such as COMESA. 

SADC and lOR-ARC, necessary economies of scale to attract foreign direct investment 

can be achieved by Mauritius. 

The increased competition resulting from more entrants into this activity implies greater 

product differentiation or price reductions Qower fees or enhanced services). However. 

one of the major competitive factors (increased secrecy) is no longer a viable option. All 

in all, in light of the higher costs associated with an offshore sector and thus, the net 

gains limited, country authorities will need to evaluate carefully a decision to establish, or 

to expand any existing, offshore sector. 

In conclusion, it could be said that the offshore sector of Mauritius has a promising 

future, and this can be proven by the fact that although its small size. the country is one 

of the most important in the region. Moreover, Mauritius is the biggest investor in India 

(in 1999 investment in India via Mauritius exceeded $4.6 mi.lliards). However according 

to me, before becoming an important player in the offshore industry. Mauritius has a 

long way to go, because for instance the island does not have a large base of 

professionals to attract investors. But with the development of the economy. there are 

many more qualified people having tertiary education who can help the country attain a 

certain level. 
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GENERAL FRAMEWORK OF THE RECOMMENDATIONS 

Recommendation 1 

Each country should take immediate steps to ratify and to implement fully. the 1988 United 
Nations Convention against Illicit Traffic in Narcotic Drugs and Psychotropic Substances (the 
Vienna Convention) 

Recommendation 2 

Financial institution secrecy laws should be conceived so as not to inhibit implementation of these 
recommendations. 

Recommendation 3 

An effective money laundering enforcement program should include increased multilateral c0-
operation and mutual legal assistance in money laundering investigations and prosecutions and 
extradition in money laundering cases, where possible. 

ROLE OF NATIONAL LEGAL SYSTEMS IN COMBATING MONEY LAUNDERING 

Scope of the Criminal Offence of Money Laundering 

Recommendation 4 

Each country should take such measures as may be necessary, including legislative ones, to 
enable it to criminalise money laundering as set forth in the Vienna Convention. Each country 
should extend the offence of drug money laundering to one based on serious offences. Each 
country would determine which serious crimes would be designated as money laundering 
predicate offences. 

Recommendation 5 

As provided in the Vienna Convention, the offence of money laundering should apply at least to 
knowing money laundering activity. including the concept that knowledge may be inferred from 
objective factual circumstances. 

Recommendation 5 

Where possible, corporations themselves - not only their employees - should be subject to 
criminal liability. 

Provisional Measures and Confiscation 

Recommendation 7 

Countries should adopt measures similar to those set forth in the Vienna Convention, as may be 
necessary. including legislative ones, to enable their competent authorities to confiscate property 

I Financial Action Task Force on Money Laundering, "The forty recommendations" at www.oecd.orglfatf 
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laundered, proceeds from, instrumentalities used in or intended for use in the commission of any 
money laundering offence, or property of corresponding value, without prejudicing the rights of 
bona fide third parties. 

Such measures should include the authority to: 1) identify, trace and evaluate property which is 
subject to confiscation; 2) carry out provisional measures, such as freezing and seizing, to 
prevent any dealing, transfer or disposal of such property; and 3) take any appropriate 
investigative measures. 

In addition to confiscation and criminal sanctions, countries also should consider monetary and 
civil penalties, and/or proceedings including civil proceedings, to void contracts entered into by 
parties, where parties knew or should have known that as a result of the contract, the State would 
be prejudiced in its ability to recover financial claims, e.g. through confiscation or collection of 
fines and penalties. 

ROLE OF THE FINANCIAL SYSTEM IN COMBATING MONEY LAUNDERING 

Recommendation 8 

Recommendations 10 to 29 should apply not only to banks, but also to non-bank financial 
institutions. Even for those non-bank financial institutions which are not subject to a formal 
prudential supervisory regime in all countries, for example bureaux de change, govemments 
should ensure that these institutions are subject to the same anti-money laundering laws or 
regulations as all other financial institutions and that these laws or regulations are implemented 
effectively. 

Recommendation 9 

The appropriate national authorities should consider applying Recommendations 10 to 21 and 23 
to the conduct of financial activities as a commercial undertaking by businesses or profeSSions 
which are not financial institutions, where such conduct is allowed or not prohibited. Financial 
activities include, but are not limited to, those listed in the attached annex. It is left to each country 
to decide whether special situations should be defined where the application of anti-money 
laundering measures is not necessary, for example, when a financial activity is carried out on an 
occasional or limited baSis. 

Customer Identification and Record-keeping Rules 

Recommendation 10 

Financial institutions should not keep anonymous accounts or accounts in obviously fictitious 
names: they should be required (by law, by regulations, by agreements between supervisory 
authorities and financial institutions or by self-regulatory agreements among financial institutions) 
to identify, on the basis of an official or other reliable identifying document, and record the identity 
of their clients, either occasional or usual, when establishing business relations or conducting 
transactions (in particular opening of accounts or passbooks, entering into fiduciary transactions, 
renting of safe deposit boxes, performing large cash transactions). 

In order to fulfill identification requirements concerning legal entities, financial institutions should, 
when necessary, take measures: 

i. to verify the legal existence and structure of the customer by obtaining either from a 
public register or from the customer or both, proof of incorporation, including information 
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concerning the customer's name, legal form, address, directors and provisions regulating 
the power to bind the entity. 

ii. to verify that any person purporting to act on behalf of the customer is so authorised and 
identify that person. 

Recommendation 11 

Financial institutions should take reasonable measures to obtain information about the true 
identity of the persons on whose behalf an account is opened or a transaction conducted if there 
are any doubts as to whether these clients or customers are acting on their own behalf, for 
example, in the case of domiciliary companies (i.e. institutions, corporations, foundations, trusts, 
etc. that do not conduct any commercial or manufacturing business or any other form of 
commercial operation in the country where their registered office is located). 

Recommendation 12 

Financial institutions should maintain, for at least five years, all necessary records on 
transactions, both domestic or intemational, to enable them to comply swiftly with information 
requests from the competent authorities. Such records must be sufficient to permit reconstruction 
of individual transactions (including the amounts and types of currency involved if any) so as to 
provide, if necessary, evidence for prosecution of criminal behaviour. 

Financial institutions should keep records on customer identification (e.g. copies or records of 
official identification documents like passports, identity cards, driving licenses or similar 
documents), account files and business correspondence for at least five years after the account is 
closed. 

These documents should be available to domestic competent authorities in the context of relevant 
criminal prosecutions and investigations. 

Recommendation 13 

Countries should pay special attention to money laundering threats inherent in new or developing 
technologies that might favour anonymity, and take measures, if needed, to prevent their use in 
money laundering schemes. 

Increased Diligence of Financial Institutions 

Recommendation 14 

Financial institutions should pay special attention to all complex, unusual large transactions, and 
all unusual patterns of transactions, which have no apparent economic or visible lawful purpose. 
The background and purpose of such transactions should, as far as possible, be examined. the 
findings established in writing, and be available to help supervisors, auditors and law enforcement 
agencies. 

Recommendation 15 

If financial institutions suspect that funds stem from a criminal activity, they should be required to 
report promptly their suspicions to the competent authorities. 

Recommendation 16 

Financial institutions, their directors, officers and employees should be protected by legal 
provisions from criminal or civil liability for breach of any restriction on disclosure of information 
imposed by contract or by any legislative, regulatory or administrative provision, if they report 
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their suspicions in good faith to the competent authorities, even if they did not know precisely 
what the underlying criminal activity was, and regardless of whether illegal activity actually 
occurred. 

Recommendation 17 

Financial institutions, their directors, officers and employees, should not, or, where appropriate, 
should not be allowed to, warn their customers when information relating to them is being 
reported to the competent authorities. 

Recommendation 18 

Financial institutions reporting their suspicions should comply with instructions from the 
competent authorities. 

Recommendation 19 

Financial institutions should develop programs against money laundering. These programs 
should include, as a minimum : 

i. the development of internal policies, procedures and controls, including the designation 
of compliance officers at management level, and adequate screening procedures to 
ensure high standards when hiring employees; 

ii. an ongoing employee training programme; 
iii. an audit function to test the system. 

Measures to Cope with the Problem of Countries with No or Insufficient Antl-Money 
Laundering Measures 

Recommendation 20 

Financial institutions should ensure that the principles mentioned above are also applied to 
branches and majority owned subsidiaries located abroad, especially in countries which do not or 
insufficiently apply these Recommendations, to the extent that local applicable laws and 
regulations permit. When local applicable laws and regulations prohibit this implementation, 
competent authorities in the country of the mother institution should be informed by the financial 
institutions that they cannot apply these Recommendations. 

Recommendation 21 

Financial institutions should give special attention to business relations and transactions with 
persons, including companies and financial institutions, from countries which do not or 
insuffiCiently apply these Recommendations. Whenever these transactions have no apparent 
economic or visible lawful purpose, their background and purpose should, as far as possible, be 
examined, the findings established in writing, and be available to help supervisors, auditors and 
law enforcement agencies. 

Other Measures to Avoid Money Laundering 

Recommendation 22 

Countries should consider implementing feasible measures to detect or monitor the physical 
cross-border transportation of cash and bearer negotiable instruments, subject to strict 
safeguards to ensure proper use of information and without impeding in any way the freedom of 
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capital movements. 

Recommendation 23 

Countries should consider the feasibility and utility of a system where banks and other financial 
institutions and intermediaries would report all domestic and intemational currency transactions 
above a fixed amount, to a national central agency with a computerised data base, available to 
competent authorities for use in money laundering cases, subject to strict safeguards to ensure 
proper use of the information. 

Recommendation 24 

Countries should further encourage in general the development of modem and secure techniques 
of money management, including increased use of checks, payment cards, direct deposit of 
salary checks, and book entry recording of securities, as a means to encourage the replacement 
of cash transfers 

Recommendation 25 

Countries should take notice of the potential for abuse of shell corporations by money launderers 
and should consider whether additional measures are required to prevent unlawful use of such· 
entities. 

Implementation and Role of Regulatory and Other Administrative Authorities 

Recommendation 26 

The competent authorities supervising banks or other financial institutions or intermediaries, or 
other competent authorities, should ensure that the supervised institutions have adequate 
programs to guard against money laundering. These authorities should co-operate and lend 
expertise spontaneously or on request with other domestic judicial or law enforcement authorities 
in money laundering investigations and prosecutions. 

Recommendation 27 

Competent authorities should be designated to ensure an effective implementation of all these 
Recommendations, through administrative supervision and regulation, in other professions 
dealing with cash as defined by each country. 

Recommendation 28 

The competent authorities should establish guidelines which will assist financial institutions in 
detecting suspicious patterns of behaviour by their customers. It is understood that such 
guidelines must develop over time, and will never be exhaustive. It is further understood that such 
guidelines will primarily serve as an educational tool for financial institutions' personnel. 

Recommendation 29 

The competent authorities regulating or superviSing financial institutions should take the 
necessary legal or regulatory measures to guard against control or acquisition of a significant 
partiCipation in financial institutions by criminals or their confederates. 
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STRENGTHENING OF INTERNATIONAL CO"()PERATION 
Administrative Co-operation 
Exchange of genera/Information 

Recommendation 30 

National administrations should consider recording, at least in the aggregate, international flows 
of cash in whatever currency, so that estimates can be made of cash flows and reflows from 
various sources abroad, when this is combined with central bank information. Such information 
should be made available to the Intemational Monetary Fund and the Bank for International 
Settlements to facilitate international studies. 

Recommendation 31 

International competent authorities, perhaps Interpol and the World . Customs Organisation, 
should be given responsibility for gathering and disseminating information to competent 
authorities about the latest developments in money laundering and money laundering techniques. 
Central banks and bank regulators could do the same on their network. National authorities in 
various spheres. in consultation with trade associations, could then disseminate this to financial 
institutions In individual countries. 

Exchange of Information relating to suspicious transactions 

Recommendation 32 

Each country should make efforts to improve a spontaneous or "upon requesf' international 
information exchange relating to suspicious transactions, persons and corporations involved in 
those transactions between competent authorities. Strict safeguards should be established to 
ensure that this exchange of information is consistent with national and international provisions 
on privacy and data protection. 

Other Forms of Co-operatlon 

Basis and means for co-operation In confiscation, mutua/auistance and extradition 

Recommendation 33 

Countries should try to ensure, on a bilateral or multilateral basis, that different knowledge 
standards in national definitions - i.e. different standards concerning the intentional element of the 
infraction - do not affect the ability or willingness of countries to provide each other with mutual 
legal assistance. 

Recommendation 34 

International co-operation should be supported by a network of bilateral and multilateral 
agreements and arrangements based on generally shared legal concepts with the aim of 
providing practical measures to affect the widest possible range of mutual assistance. 

Recommendation 35 

Countries should be encouraged to ratify and implement relevant international conventions on 
money laundering such as the 1990 Council of Europe Convention on laundering, Search, 
Seizure and Confiscation of the Proceeds from Crime. 
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Focus of Improved mutual assistance on money laundering Issues 

Recommendation 36 

Co-operative investigations among countries' appropriate competent authorities should be 
encouraged. One valid and effective investigative technique in this respect is controlled delivery 
related to assets known or suspected to be the proceeds of crime. Countries are encouraged to 
support this technique, where possible. 

Recommendation 37 

There should be procedures for mutual assistance in criminal matters regarding the use of 
compulsory measures including the production of records by financial institutions and other 
persons, the search of persons and premises, seizure and obtaining of evidence for use in money 
laundering investigations and prosecutions and in related actions in foreign jurisdictions. 

Recommendation 38 

There should be authority to take expeditious action in response to requests by foreign countries 
to identify, freeze, seize and confiscate proceeds or other property of corresponding value to such 
proceeds. based on money laundering or the crimes underlying the laundering activity. There 
should also be arrangements for coordinating seizure and confiscation proceedings which may 
include the sharing of confiscated assets. 

Recommendation 39 

To avoid conflicts of jurisdiction, consideration should be given to devising and applying 
mechanisms for determining the best venue for prosecution of defendants in the interests of 
justice in cases that are subject to prosecution in more than one country. Similarly, there should 
be arrangements for coordinating seizure and confiscation proceedings which may include the 
sharing of confiscated assets. 

Recommendation 40 

Countries should have procedures in place to extradite, where possible, individuals charged with 
a money laundering offence or related offences. With respect to its national legal system, each 
country should recognise money laundering as an extraditable offence. Subject to their legal 
frameworks, countries may consider simplifying extradition by allowing direct transmission of 
extradition requests between appropriate ministries, extraditing persons based only on warrants 
of arrests or jUdgements, extraditing their nationals, and/or introducing a simplified extradition of 
consenting persons who waive formal extradition proceedings 
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