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Facts 

P Ltd and its subsidiaries are engaged in the operation and management of hotels. Both P Ltd and its 

Mauritian subsidiaries require cash for their current operating activities. P Ltd is not in a position to 

raise any external debt as a result of the collaterals already provided to third party banks and its existing 

financial obligations. 

It is proposed that the existing shareholders of P Ltd will provide the appropriate level of funding 

through convertible bonds (CB), which will be listed on the Stock Exchange of Mauritius and 

convertible after three years. Any CB that has not been converted will be redeemed by P Ltd after 

seven years. The income from the CB, referred to as the "CB interest" will be computed as to the 

aggregate of the Prime Lending Rate and 1.5%. 

The funds raised from the CB will be applied towards the trading operations of P Ltd and its operating 

subsidiaries. For administrative convenience, P Ltd will issue the CB and then apply same in 

accordance with the requirements of its operating subsidiaries. The operating subsidiaries will be 

funded in one of the following ways: 

 Interest bearing loans 

 Convertible Bonds 

 Redeemable Preference Shares 

 Equity; or 

 Zero Coupon Bonds 

Interest Bearing loans 

P Ltd is not a financing company and as such the income from the loans to the subsidiaries would be 

the same as the CB interest that P Ltd would incur. However, to ensure that P Ltd is remunerated for 

the services it provides for arranging the whole financing structure, the interest income on the loans 

would be computed as to the aggregate of the Prime Lending Rate and 1.5015%. 

Convertible Bonds 

P Ltd is not a financing company and as such the income from the secondary CB would be the same as 

the CB interest that P Ltd would incur. However, to ensure that P Ltd is remunerated for the services it 

provides for arranging the whole financing structure, the income from the secondary CB will be 

computed as to the aggregate of the Prime Lending Rate and 1.5015%. 

Point of Issue 

Whether the tax treatment applicable to each of the proposed funding methods of the funds raised by P 

Ltd from the CB can be confirmed.  

 



Ruling 

1. Interest bearing loans 

On the basis of facts given and on the understanding that the interest rate is at arm's length, it is 

confirmed that where P Ltd  funds the Mauritian subsidiaries through the 'interest bearing loans', 

the interest income will be fully taxable in accordance with the provisions of Section 10  (1) (d) of 

the Income Tax Act 1995. It is also confirmed that the CB interest will be fully deductible, subject 

to the provisions of Section 19 of the Act. 

 

2. Convertible Bonds 

It is confirmed that in the event P Ltd itself funds the Mauritian subsidiaries through CB ( "the 

secondary CB"), on the understanding that the interest rate is at arm's length, the income derived by 

P Ltd would be fully taxable and the interest incurred fully deductible as ruled above. In the event 

the secondary CB is converted into equity shares, however, the CB interest would be disallowed. 

 

3. Redeemable Preference Shares 

It is confirmed that, subject to the conditions of the issue of the Redeemable Preference Shares 

(RPS), the distribution on the RPS will be considered, in accordance with the Statement of Practice 

( SP 6/10)issued by MRA, as dividend or interest. 

 

4. Equity 

It is confirmed that in case of the funding through equity investments, P Ltd will derive dividend 

income from subsidiaries which will be exempt from corporate tax, subject to the distribution 

satisfying the definition of "dividends" under Section 2 of Part 1 of the Act. In such case the CB 

interest would not be deductible, and any expenditure incurred in the production of exempt 

dividends would be disallowed in accordance with the provisions of Section 26 of the Act.  

 

5. Zero Coupon Bonds 

It is confirmed that interest receivable by P Ltd on the zero Coupon Bonds will be subject to tax on 

accrual basis in accordance with Section 5 of the Act. 


