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(The meeting opened at 9.05)

PANEL 1: Madeira

1-003-0000

The Chair. – A warm welcome to you all! We have 17 European languages available today.
Not that many colleagues are here this morning because it’s Schuman-Day today, and we only
have a limited meeting schedule. A warm welcome to all of you in this round room. Everyone
can see everyone else, which is very helpful. Some colleagues are already here, and the
Committee bureau in particular is relatively well represented with three vice-chairs, and the
parliamentary groups are now slowly arriving as well.

Welcome to today’s meeting featuring numerous experts that has been split into two panels.
The first panel is on Madeira, the second on Gibraltar and the Channel Islands. The subject for
today is cooperation with European jurisdictions in tax matters. We have handed out the
documents as always. Some answers to our written questions came in very late – those from
Madeira came in this morning. We haven’t been able to read them yet. That is why it is
important that we also hear from the State Secretary, or rather the Regional Secretary for
Finance today, Mr Rui Gonçalves, on the specific issues of Madeira as a part of Portugal.

During the second panel, we will have numerous experts, three of whom will speak: James
Tipping, Finance Director of Gibraltar, Richard Walker, Director of Financial Crime Policy
of Guernsey, and Colin Powell, Adviser on International Affairs to the Chief Minister,
Government of Jersey. A warm welcome to you all, including those accompanying colleagues
that we will be welcoming later.

As always, our meeting is available online, and the speakers are being broadcast. We actually
also wanted to invite regions outside Europe here today. That was not possible, however, owing
to scheduling problems and a few declined invitations.

We are all the more pleased to be able to start our first panel today with Madeira. The first vice-
chair, Ana Gomes, stressed the importance of learning about Madeira as well. Allow me to give
a warm welcome to our colleagues from Portugal, all of whom are here today. Welcome!

To begin with, I’d like to give Regional Secretary, Rui Gonçalves, the floor. We have agreed
that you would have seven minutes for your opening- statement, though we don’t have a clock
here, so it will be difficult to check. We will then have only a four-minute Q&A session, rather
than the usual five-minute session, so that we can also fit the second panel in by noon.

1-004-0000

Rui Gonçalves, Regional Secretary for Finance, Madeira. – Mr Chair, a very good day to
everyone. I am from the Autonomous Region of Madeira – an outermost region with 265 000
inhabitants which has structural constraints and is an insular region whose main source of
development is tourism.
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As an outermost region, Madeira enjoys special treatment established and protected under
Article 349 of the Treaty on the Functioning of the European Union. As a result of Article 174
of the Treaty on the Functioning of the European Union and the following articles, particularly
Article 349, Madeira’s status as an outermost region enables it to take special tax measures so
that its economy can diversify, thus resolving its structural development problems. It is thanks
to that tax regime that Madeira has the International Business Centre of Madeira to support the
island’s development. However, some European tax harmonisation rules apply in Madeira,
unlike in other countries, including the VAT regime and the Interest and Royalties Directive,
for example.

The International Business Centre of Madeira emerged as an instrument to support the island’s
development, and specifically to counteract the structural problems that the Autonomous
Region of Madeira has. The system was first approved by the EU 30 years ago, in 1987. We
are currently in the fourth regime, which has also been enshrined in domestic law on tax
benefits; in national legislation adopted by the Portuguese Assembly of the Republic. It is,
therefore, not the Autonomous Region of Madeira’s responsibility to define the tax law that
applies there.

The main sectors affected by these activities are international services, the industrial free zone
and the shipping register. One very important fact is that Madeira has not given any tax benefits
to businesses in the financial sector or to insurers since 2011. The regime was in place until the
year 2000 for new businesses, and all benefits were ended in 2011. The Autonomous Region
of Madeira, therefore, does not currently have any associated financial services. That is why it
has gone from having 6 000 business in the year 2000 to having around 1 500 now – a lot of
businesses left Madeira in 2011, including a large number of banks. They went to other regions,
some of them in Europe, including Austria, Luxembourg or even Holland. The banks also
transferred their money to other places such as Macau, Hong Kong, and even Luxembourg or
Miami. As a result, there was a mass movement of businesses from the Autonomous Region of
Madeira to those hubs in 2011, no doubt because of the tax benefits for businesses in the
financial sector. Supervision in the Madeira Free Zone is an important factor. It has been
supervised since the end of the 1990s, either under the scope of the OECD, the EU Code of
Conduct, or the DG COMP state aid regime. All those supervisors concluded that the regime
was not detrimental. It was never categorised as a tax haven or uncooperative jurisdiction. It is
a completely transparent scheme that conforms with EU rules and international information-
exchange standards.

Businesses in the Madeira Free Zone are subject to the same rules as other Portuguese
businesses, but with one significant difference: typically, those business are supervised much
more closely than other businesses that are outside the Madeira Free Zone. Madeira does not
have any regional powers to supervise those businesses; that is done by national institutions.
Madeira has always cooperated with national and international institutions to share and provide
information that is requested, precisely so that there is no suspicion over the activity of the
International Business Centre of Madeira.

We do not make ruling agreements. It is explicitly forbidden in national legislation and there is
effectively no such situation that can be accommodated or created, in practice, by the
Autonomous Region of Madeira.

Another important point is that Portugal has been adopting that legislation in the Assembly of
the Republic specifically to combat terrorism and money laundering. There are several
examples of this. Law 25/2008, which adapts Commission Directive 2005/60 and was later
complemented by Bank of Portugal Notice 5/2013, which regulates all business activities with
regard to terrorism and money laundering. As we have already said, it also applies to businesses
in the Madeira Free Zone.
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The Assembly of the Republic recently adopted a number of laws, including Law 15/2017,
which outlaws the issuing of transferable securities to the holder, and Law 16/2017, which
extends the banks’ obligation to register their shareholders to include the identity of beneficial
owners of the companies that profit from their capital. Another law requires annual publication
of the value and destination of transfers and funds sent to countries, territories and regions that
have a privileged tax regime. All that legislation is designed to take very significant steps
towards identifying the end recipients of money that is moved around, but also towards finding
out who owns businesses in the Madeira Free Zone. In fact, many specific cases are mentioned
and they do reflect the reality of the situation. It is only possible to know about them because
Madeira is completely transparent and makes it obligatory for that information to be shared. If,
today, we are aware of and talk about many specific cases, it is because those cases are made
known in official reports – in official documents – and it is possible for anyone to find out who
those businesses are and who is associated with them.

To conclude, that is also in our interest. It is of the utmost interest to Madeira to be aware of
that information and for there to be complete transparency in the process so that there can be
no suspicion over how the International Business Centre of Madeira operates. These days, there
are even some cases of businesses that go to Madeira precisely because, as a recipient of state
aid, it is more closely monitored by the Commission. That makes those businesses more willing
to be in the Madeira Free Zone, precisely because its regime is fully committed to transparency
and smooth procedures with regard to the activity of businesses that operate there.

As I said, the Autonomous Region of Madeira, has always cooperated, and will continue to
cooperate, in providing all information needed to remove any suspicion, and to enable any non-
compliant situation in any region to be detected and quickly identified, so that the due
consequences of that information can be applied.

Portugal’s Public Ministry, criminal police – along with its customs and national tax authorities
– have special units dedicated to those businesses and to identifying the movement of capital.
Whenever we are asked for information, we provide that information. We cooperate and
continue to cooperate so that we can maintain a low-tax regime, which is essential for Madeira’s
development, but it must be a regime that is not under any suspicion and has no links to illicit
practices.

1-005-0000

The Chair. – Thank you very much, Minister! You have outlined what has been changed since
2012, and you have told us that you have adopted the latest EU legislation in co-operation with
Portugal. On 21/22 June, we will be on a fact-finding visit in Lisbon where we will also speak
to the Portuguese authorities, including the financial supervision authorities. Thank you very
much once again for your written answers, even if we have not yet been able to look at them.

We normally start off with our two co--rapporteurs, Jeppe Kofod and Petr Ježek. Jeppe is beside
you. We have agreed four minutes for both question and answer.

1-006-0000

Jeppe Kofod (S&D). – Thank you very much for appearing before our committee. I will be
very brief.

First of all, you mentioned the new legislation from 2011-2012 and all of the companies that
left Madeira. Can you elaborate a little on which European jurisdictions they went to? You
mentioned Luxembourg, but are there others? What number of companies left for other
European jurisdictions? Also, maybe, what was the reason for that, in your assessment? You
can also provide us with that answer in a written form afterwards. That would be interesting.
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My question is the following: the whole idea of the Free Zone of Madeira, which was organised
back in the 1980s, was to ensure that there was local employment of the population in Madeira.
You alluded to this but, in the investigation published this year by several European media, they
concluded that directors in companies registered in Madeira are directors for tens, even
hundreds, of companies. For example, one single man has been appointed as director for 300
companies over the last ten years.

Regarding these kinds of things, can you explain to me what is the reason behind that? I
understand your transparent environment and I understand your laws and so on, but what is the
reason why one single person can be registered as a director of 300 companies? You say that it
is not speculation and is not, for example, to avoid taxes or to set up structures that could help
evade taxes from other countries.

1-007-0000

Rui Gonçalves, Regional Secretary for Finance, Madeira. – Mr Chair and honourable
Members, honourable Member, tax benefits for businesses under the first regime, when job
creation was not a requirement for tax benefits, came to an end in 2011.

Since then, that regime has not been in force and those that we have in place now have already
obliged businesses to pay corporate income tax at a rate of 3% and to meet job creation quotas.
Many businesses left Madeira as a result of the requirement to create jobs. We went from having
6 000 businesses in the year 2000 to having around 1 500 businesses more recently. The drop
stems from the change of regime and the higher job-creation requirement.

As I said, those businesses left Madeira for other jurisdictions in Europe, particularly
Luxembourg, Holland and Austria. When it comes to banks, transfers were made to other hubs
such as Hong Kong and even Miami or Luxembourg. Furthermore, there was an episode here
in Madeira in January 2012 in which the Ambassador of Luxembourg went to Madeira to obtain
a list of businesses in the region, precisely to then try and get those businesses to move to
Luxembourg. Clearly, when businesses leave Madeira it does not mean that they leave Europe.
It means that European businesses leave Madeira – an outermost region – for a country that is
much more developed than the Autonomous Region of Madeira.

The matter that I raised, and that was reported by the media, of one person being in more than
one business, was fundamentally to do with all of that scrutiny, which was applied to a regime
in which we had 6 000 businesses, when job creation was not necessary nor mandatory to get
tax benefits. I am not sure whether as many businesses were run by one person as was implied.
I presume not. The situation today is completely different and the Portuguese Labour Code
applies in the Autonomous Region of Madeira. The code allows someone to work part-time in
any given business, but the issue of one person heading up hundreds of businesses does not
happen today. That was a situation associated with the first regime which, as I said, ended in
2011.

1-008-0000

The Chair. – Thank you very much, Minister. In the Mossack Fonseca case, one person
oversaw a thousand companies. We want to put an end to all these incidences and, above all,
achieve transparency.

1-009-0000

Petr Ježek (ALDE). – Minister, on job creation I understand that the data reported to the
European Commission are garnered through questionnaires by companies, and I wonder
whether there is any system at all of verification by the local authorities of whether these figures
are correct or not.

The other question is related to what Jeppe Kofod already asked and it relates to the
implementation of the Fourth Anti-Money Laundering Directive and beneficial ownership.
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There is currently discussion about the possibility, in such cases where the beneficial ownership
owner cannot be identified, that the director can be put in his place? You have said that it is no
longer the case in Madeira that there is quite a high number of such directors, but can you
describe what precisely is the situation and how the implementation of the Fourth Anti-Money
Laundering Directive works in this respect?

1-010-0000

Rui Gonçalves, Regional Secretary for Finance, Madeira. – Mr Chair and honourable
Members, with regard to creating employment, a lot of models are ‘decorative’ models that
need to be approved or completed by businesses. These are technical matters but, for example,
the models are approved nationally – model 10, model 30, the monthly income statement or
model 22 statement and Simplified Business Information (IES). They are then analysed by the
competent institutions, which then process that information and apply the relevant
consequences. Those models are standardised in national legislation and are applied here to
generate and monitor job creation.

With regard to the question of shareholders and business owners, as I said, legislation has
recently been passed. This is because, in fact, there is increasing concern to find out who
businesses’ shareholders are and who benefits from all of the transfers. The Assembly of the
Republic is in the process of passing a legislative proposal which, once made national law, will
support and enable more assertive supervision and the identification of the recipients of those
transfers. We are talking about a central register of beneficial owners, and legislation that will
give the Institute of Registry and Notary Services the powers to identify the owners and final
beneficiaries of all transfers made.

As I said, once again, it is national legislation that is also applied to businesses in the Madeira
Free Zone (as it should be) and will provide us with a stronger instrument for identifying the
origins of capital circulating in Portugal and, of course, in the Autonomous Region of Madeira.

1-011-0000

Nuno Melo (PPE). – Mr Chair, I would like to thank Regional Secretary Rui Gonçalves for
starting, and I would like to ask him the following: Let’s see. We have two approaches to this
issue. One approach is by the Socialist Party and Ms Ana Gomes, who essentially paints the
International Business Centre of Madeira as a black cloak for money laundering that is used by
unknown Chinese individuals and even football players. Then, there are those, in the European
People’s Party and certainly in the Christian Democratic Socialists, who, like us, believe that
comparing the International Business Centre of Madeira with Panama is simply absurd.

The International Business Centre of Madeira is not an offshore centre. It is a low-tax zone
justified by its very specific status as an outermost region. It is impossible for the majority of
European representatives here, unless they have already been to Madeira, to have a sense of
how isolated it is. It is, in fact, a doubly outermost region because of its distance and insularity.

The International Business Centre of Madeira represents nearly 20% of Madeira’s tax revenue.
That is not a small amount for such a deprived region. It is a real factor in securing investment
and employment. A very relevant example was given: Portugal, including Madeira, is currently
the country with the third largest international shipping register and it owes that, largely, to
Europe. It is not on any blacklists and there are several equivalent countries in the EU.

I thought it was tragic, for example, that the engineer José Sócrates did not start the National
Business Centre of Madeira renegotiation afresh. To finish, Mr Chair, I would like to know
whether the Portuguese Socialists’ approach to the International Business Centre of Madeira,
which I consider to be unjust, is detrimental to the impact and securing of investment for the
region and whether it is bringing the national centre unfair and misleading publicity?
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1-012-0000

The Chair. – Thank you. The question lasted two minutes. The answer can be just as short.
Minister, you have more or less covered the issues that you were asked about.

1-013-0000

Rui Gonçalves, Regional Secretary for Finance, Madeira. – Mr Chair and Mr Melo, the
response is a short one. Of course the completely unfounded negative publicity that the
Autonomous Region of Madeira is receiving is detrimental to the region.

As I said, a large percentage of our tax revenue – more than 20% – comes from those businesses.
However, the more complicated issue for Madeira is that we can see that the businesses which
leave Madeira are going to other regions of Europe that are much more developed than the
Autonomous Region of Madeira. The constant attempt to associate Madeira with illicit
practices, which is completely irrational and unfounded, is detrimental to Madeira (an
outermost region with one of the highest rates of unemployment in Europe) and benefits other,
more developed regions of Europe. No one knows what happens in those countries because,
even when something emerges, its is hushed up after a while and we do not know what
happened and simply keep talking about the Autonomous Region of Madeira.

In conclusion, I often think that Madeira is used – as a small outermost region that has no voice
in Europe – to hush up very serious situations that might be happening in other regions,
including in Europe. This causes a lot of problems for a region such as the Autonomous Region
of Madeira that is so in need of a fresh boost to its development.

1-014-0000

The Chair. – Thank you very much, Minister. To make amends, the best footballer in the world
is from Madeira: Ronaldo. That is a small trade-off in public perception, after all.

1-015-0000

Ana Gomes (S&D). – Welcome, Mr Regional Secretary, Rui Gonçalves. In March 2017, after
the Pestana Group’s 30-year concession in the Madeira Free Zone, the Regional Government
of Madeira opted for direct adjustment in renewing the Pestana concession. That was negotiated
directly with the group and barely increased the percentage of control by the Regional
Government, which is still a minority percentage. It was not opened up to an international public
competition as recommended by the Court of Auditors and as ruled by the Commission, which
imposes competition rules that conflict with this guaranteed right of preference to a private
group. What justification is there for that?

With regard to the recent scandal in Portugal over the non-publication of statistics on capital
transfers from Portugal to tax havens between 2011 and 2014, a law – an order by a secretary
of state in 2010 – was passed, in accordance with the Third Anti-Money Laundering Directive,
requiring that information to be published. The Madeira Free Zone responded to that order,
went to court and lost the case at the Central Administrative Court. However, the free zone
maintained that publishing those statistics on the Madeira Free Zone was harmful to the
promotion of the area as concerned employment, promoting enterprise, etc.

Do you still think that transparency is harmful to the Madeira Free Zone?

1-016-0000

Rui Gonçalves, Regional Secretary for Finance, Madeira. – Mr Chair, honourable Members,
Ms Gomes, with regard to the issue of the concession agreement, we complied with legislation,
and the contract even went to the Court of Auditors and was returned last week. It was looked
at specifically and there is therefore no question over the legality of the process.

As regards substance, we owned 37% of the concessionary company’s direct revenues.
Previously, 73% was privately held but the region reversed that and, today, it owns 63% and
37% is privately held. We believe that we have behaved lawfully and that revenue distribution
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has also been handled lawfully. The distribution of its revenue is currently in line with what we
consider to be suitable, as the public stake in the company is larger than the private stake.

But I would also like to say that the Autonomous Region of Madeira has no complex of any
kind. This is a private institution in which the region has a stake, operating in the Madeira Free
Zone under a concessionary agreement that includes obligations for the concessionary
company, which are monitored by the grantor. It works very well and, as long as legislation is
adhered to, there is no reason not to continue with this partnership.

With regard to capital transfers, we currently have – and have always had – every interest in all
transfers being public. Information sharing is the responsibility of the Government of the
Republic rather than the regional government. We want and aim for all those transfers to be
public.

With regard to what happened in 2011 (according to what I was told, as I was not part of the
government at that time), that involved additional information which emerged about the
Autonomous Region of Madeira which, at the time, did not have any legal basis. So, the
question did not concern not providing information; rather, it was about providing more
information than was expected at the time. Obviously, with a regulatory framework in place
and being adhered to, it is actually good for Madeira that all information should be shared, not
only so that it can be scrutinised by those who are watching Madeira, but also to remove any
suspicion that we are not transparent, do not share information and do not wish to do so. It is
true that the Regional Government of Madeira is on the front line when it comes to sharing that
information. Every year since 2011, the tax authorities have shared the list of companies in the
Autonomous Region of Madeira and the tax benefits for each of those, including their name,
tax reference and tax benefits received. That information appears publicly on the National Tax
Authority’s website and can be accessed freely. That information has been shared every year.

The issue of transfers to other offshore centres and hubs is a national competence and the
Secretary of State alone should be asked why that information was shared or not shared. The
Autonomous Region of Madeira is grateful that all that information is shared so that there can
be no suspicions over activity in the region.

1-017-0000

The Chair. – Thank you. Two things: Firstly, the State Secretary from Lisbon is on our
invitation and discussion list. Secondly, if there are still gaps as far as publication is concerned,
I would be grateful if you would let us ask you more questions.

1-018-0000

Pirkko Ruohonen-Lerner (ECR). – Mr Chair, thank you for the interesting views that have
been presented here today. One thing that separates the majority of European states from tax
havens or developing countries is that company accounts are available either for free or for a
small fee on the internet. However, according to the 2015 Financial Secrecy Index by the Tax
Justice Network, no public accounts are made available for inspection in Madeira.

How can you allow this kind of action at a time when we are more aware than ever of the
injurious effects that secrecy laws have? Do you have any plans to increase transparency in that
field? Furthermore, how is the legislative reform concerning Madeira’s free zone and finance
sector decided on? Who do you listen to in these types of processes, and who will participate in
preparing the legislation? Will preparatory studies be ordered from outside parties, and if so,
will tax consultancy firms, for example, participate in them?

1-019-0000

Rui Gonçalves, Regional Secretary for Finance, Madeira. – Mr Chair, Ms Gomes, the
legislation that applies in Portugal applies to all businesses and includes responsibilities and
more stringent demands for businesses in the Madeira Free Zone. That is a fact, and it is
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important to emphasise that Madeira is not a tax haven. It is a low-tax region rather than a tax
haven. It is not an offshore centre, it is a region that has transparency requirements which, as I
said, have been monitored, by either the OECD, the EU or the national bodies that collect all
the information and oblige all institutions that operate in the free zone (whether they are
businesses, lawyers, accountancy firms or otherwise) to provide information in accordance with
the rules incorporated into law. This means that there is no lack of transparency. Businesses’
accounts are public, there is a public commercial register, and their accounts are published and
accessible. As I said, this is so transparent that certain business have been discussed, along with
certain names that are associated and have businesses in the Autonomous Region of Madeira.
If there was no transparency, and if that information were not shared, it would not have been
possible to know who owned those businesses in the Autonomous Region of Madeira.

As I said, it is national legislation and is monitored by national bodies. The Autonomous Region
of Madeira does not have, nor does it wish to have, any role in influencing that information and
analysis. It has cooperated with national authorities – the Tax Authority, Banco de Portugal and
Public Ministry – specifically to provide all the information needed for a completely transparent
regime in Madeira that complies with OECD and EU rules.

1-020-0000

Louis Michel (ALDE). – I would like to tell you that I do not want to get involved in the
internal Portuguese debate. I have no preconceptions on the matter and I merely want to form
an opinion.

My opinion up to now, having listened to you, is that the real question is whether the criteria
for a free zone have been met, and I have some serious doubts about that. I did not say you were
a tax haven; I think that you are a ‘small’ tax haven with a certain degree of modesty, but, in
view of the answers that I have heard, you are still a tax haven to my mind. I keep an open mind
and I do not want to cause offence. I do not want to blame the Portuguese authorities.

I think, Mr Chair, that we should call on the representatives of the Commission to answer this
very simple question: why, under the specific conditions of the island, has Madeira’s free zone
status been extended until 2027? I do not feel, on the basis of my knowledge of the case at any
rate, that the decision was justified.

My question is, of course, addressed to the Portuguese authorities, but I am not accusing them
of anything. They are working with the rules and laws at their disposal. I am firmly convinced
that attempts at greater transparency, etc., have been made, but the real crux of the matter is
why the Commission extended Maderia’s free zone status to 2027, because I do not recall there
having been a very detailed discussion on the issue.

1-021-0000

Rui Gonçalves, Regional Secretary for Finance, Madeira. – Mr Chair, how is it possible that
the Commission has extended the Madeira Free Zone regime to 2027? It is simple: they fulfilled
Article 349 of the Treaty on the Functioning of the European Union, which establishes a special
status for outermost regions. That is the case for Madeira, which is a small region in the middle
of the ocean that has no natural resources and is highly dependent on tourism. Two thirds of
our territory is uninhabited and we have no natural resources. That is why we have the Madeira
Free Zone to support our region’s development. That is why the EU approved the fourth regime,
because it was aware of and read Article 349 of the Treaty on the Functioning of the European
Union.

1-022-0000

The Chair. – Thank you very much. We as a Parliament have always been concerned about
the most peripheral areas. However, the question regarding on which basis this came about is,
of course, justified.
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1-023-0000

Fabio De Masi (GUE/NGL). – Mr Chair! You have told us, State Secretary, that, first of all,
Madeira is not a tax haven, secondly, there are no illegal goings-on there, thirdly, the European
Commission is supposed to have approved its status, and fourthly, there are other tax havens in
Europe. I’d like to disagree with you on two points: Firstly, you are a tax haven. There are
illegal goings-on there too, as we know from the Football Leaks. It is, however, true that the
Commission has allowed your tax haven status, and that there are other tax havens in the EU.

I’d like to quote Ms Vestager’s spokesman, Ricardo Cardoso, who said: ‘The free trade zone is
a job-engine for the Madeira region. The Commission currently has no indications that the
scheme is not complying with the [block exemption] regulation that it is meant to comply with.’
According to research carried out by the broadcaster Bayerischer Rundfunk, but perhaps they
are just spreading fake news, 1 868 companies provided 2 721 jobs in 2014. Then, in relation
to data from 2014, Bayerischer Rundfunk wrote: ‘... some directors are registered for dozens or
even hundreds of companies.’ The Madeira tax authority has confirmed the following: if a
person works for several companies, that person is counted in job statistics multiple times. You
have claimed here today that cases of that kind are no longer happening. That is why I would
like to know whether or not you have told us the truth; for that is what you are being asked to
do in this Committee.

Secondly, I’d like to ask you what you actually intend to do after 2027 when the whole thing
comes to an end. You still have ten years to go, after all. What is your strategy exactly?

And thirdly, have you ever considered that as a result of the proportion of the financial sector
in Madeira, your GDP is statistically rising and that, in some circumstances, you will lose your
entitlement to structural assistance? So how does what you are currently doing benefit the vast
majority of people in Madeira?

1-024-0000

Rui Gonçalves, Regional Secretary for Finance, Madeira. – Mr Chair, Mr De Masi, I must say
that Madeira is a haven, but we are not a tax haven. With regard to employment, the question
that I raised, as I said initially, is to do with the first regime, when we had 6 000 businesses.
Today, we have about 1 500. The issue in the Autonomous Region of Madeira today is
completely different, as we are now in the fourth regime.

As I said, the negotiations with DG COMP, which have often been very difficult, have enabled
the region to evolve and accommodate all the Commission’s concerns. We also try to be
sensitive to matters of this kind, which are very important to us, including money laundering
and terrorist financing. However, we do not want Madeira to be associated with any of that and
it is therefore of the utmost interest to us to apply the Commission’s directives against
laundering and terrorist financing in Portugal, and to negotiate with the Commission. We
understand and accommodate those concerns and measures that are needed to eradicate
situations in which Madeira could be used illicitly by economic actors.

Today, the Autonomous Region of Madeira has a GDP – a per capita GDP – lower than the
national average, and a GDP per capita that is lower than 75% of the European average. That
is why the International Business Centre of Madeira is very important to us. I should also say
that the GDP data were reviewed on the basis of the 2010 revision, which put our GDP at an
even lower rate.

1-025-0000

The Chair. – Minister, if I’ve understood correctly, you have not answered the question on job
market statistics, specifically the relationship between registered jobs and companies, or
multiple registrations. If you are currently unable to do so, we will submit the question to you
in writing.
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1-026-0000

Heidi Hautala (Verts/ALE). – Minister, I am sure that your island is a paradise and I still need
to visit your island and contribute to sustainable tourism, but my question is: would you support
an impact assessment of the special measures which have enabled the creation of this free zone?
Would you be in favour of having a real impact assessment which shows what the impact of
these free-zone measures has actually been on the local economy and creation of jobs.

In 2014 my Group supported the package on outermost regions, including reduced rates of
excise duty in the autonomous region of Madeira on locally produced and consumed rum and
liqueurs, but we have also been demanding an impact assessment of this kind to make sure that
it really helps economic development locally. In this context, I would like to ask if there have
ever been any tax audits to verify that, in fact, business activities carried out on Madeira are
contributing to the creation of jobs because we know, from many countries, that companies can
exploit special measures of this type and maybe not put those jobs in place.

My last question concerns transparency. I get the impression that Madeira is already suffering
political damage for being perceived as a tax haven. Would you, in that respect, be in favour of
contributing fully to eradication of tax havens all over the European Union and full transparency
being put in place for all tax havens, so that there is a level playing field?

1-027-0000

Rui Gonçalves, Regional Secretary for Finance, Madeira. – Mr Chair, we are in favour of an
assessment of the Madeira Free Zone, partly because it has been in place since 2011. Madeira
has a state aid regime and is therefore constantly monitored, and we provide every bit of
information. We have provided all information and will continue to do so in order to assess the
International Business Centre of Madeira, as has been the case since 2011.

As regards transparency, free zones and low-tax zones, as I said, we obviously want full
transparency in order to remove all suspicion. If the day comes that those hubs are brought to
an end around the world – and I don’t just mean in Europe but around the world – then the zone
in the Autonomous Region of Madeira will also be closed. While those zones exist around the
world, Madeira, as a small, little-known, outermost region in the middle of the ocean, cannot
be made the example where that process starts. We often have the idea of ending low-tax zones,
starting somewhere, and it usually starts with the smallest, most disadvantaged, and poorest
countries and regions that have no voice in Europe. The day that all the low-tax zones end,
Madeira’s will end too. However, it cannot be, nor should it be, made an example. That is
because, as I said – going back to the example from 2012 and the context of a large number of
businesses leaving Madeira – a much richer country than Portugal and much richer region than
Madeira came to Madeira looking for lists of businesses to bring to that country.

1-028-0000

The Chair. – Thank you. The subject of free trade zones requires separate consideration, not
least because we already discussed it during the fact-finding visit to Luxembourg.

1-029-0000

David Coburn (EFDD). – The Minister said that money and companies leaving Madeira go to
Hong Kong and outside the euro area. Madeira needs the money and easy employment, and
according to the Minister it accounts for 20% of tax revenue. Ladies and gentlemen, that is
capitalism. What is wrong with that? Europe’s problem is that it is high tax and uncompetitive
in terms of tax and you simply will not listen, so no wonder money flees the euro area for Hong
Kong, and the UK – and that will increase with Brexit.

The euro area needs to be more competitive in tax policy, not various degrees of punitive
socialist taxation. The EU, and this committee in particular, seem to want to extend the EU
empire’s punitive tax policy worldwide, which is another good reason for Britain leaving the
EU. The EU’s Orwellian use of terrorism as an excuse simply does not hold water, as terrorists



12 09-05-2017

do not need money to commit the recent low-level attacks they have been conducting in Europe.
It is just an excuse to interfere and squeeze more money from the hard-pressed taxpayer to pay
for the EU’s largesse and large salaries and large retirement funds.

So let us be real about this. If we want to stop terrorism, that is not the best way of doing it. The
security services are on to that, as is the Arabic banking system, which has been operating for
centuries; if you want to transfer money around the world you can do it through that, and that
is not going to be stopped by crushing poor little countries like Madeira.

1-030-0000

The Chair. – OK, thank you very much! We have not begun Brexit-negotiations yet. We will
see if the view continuously put forward by Mr Coburn, that it is a blessing for the UK, will
prove to be right. OK, fine.

Minister, if you are able to say something about these general taxation issues: you don’t have
to answer, but you can.

1-031-0000

Markus Ferber (PPE). – Mr Chair, Minister! I have been working on the subject of Madeira
for over a year now, also in cooperation with Bayerischer Rundfunk’s research network, and I
was almost moved to tears to hear that today is all about bullying small, remote islands. Just
this morning I printed out a few pages from the internet from international tax consultancy firms
that, with the European Commission’s approval, recommend saving tax, that explain how to
get around job creation in Madeira, and that clearly state which services are provided to bypass
the system without generating unnecessary costs. Pardon me, but, that is precisely what other
law firms have done in transferring money to Panama or anywhere else. And that is why you
cannot stand here and say that you are not a tax haven.

My questions: Firstly, Is it true that a change in Madeira’s tax system did not benefit Portugal,
but instead benefited Madeira as a result of the island’s autonomous status?

And secondly, is the reason why Madeira is not interested in higher tax revenues because then
it would no longer be eligible for the European Union’s Structural Funds? So is it not rather the
case that it has been made possible – especially via the International Business Centre of
Madeira, which can point out additional tax incentives, for real estate tax and local taxes, for
example – that it has been a conscious attempt to attract money to the island that does not
contribute to increased added value and thus increased tax revenues, as it would be
disadvantageous elsewhere?

1-032-0000

Rui Gonçalves, Regional Secretary for Finance, Madeira. – Mr Chair, Mr Ferber, we
obviously want to attract more businesses to Madeira. We want to attract more economic
activity to Madeira under the fourth regime that is currently in place. The regime enables
businesses to enter until 2020 with benefits until 2017, but within the framework and regime
approved by the Commission. We are working within that framework and all the legislation
that is being adopted at EU level, which will then be adapted for Portugal through the Assembly
of the Republic.

We are working within that framework and are trying to attract as many businesses as possible
to the Autonomous Region of Madeira. That is our role. We have a regulatory framework and
are actively trying to attract businesses so that we can increase our tax revenues and the number
of jobs, while working within the national regulatory framework that applies to the Autonomous
Region of Madeira.

1-033-0000

The Chair. – Thank you. The national legal framework will be investigated in a separate fact-
finding visit. We will come back to that.
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1-034-0000

Markus Ferber (PPE). – Mr Chair! With all due respect, my questions were not answered. If
I may quote the website ‘Company Formation Madeira’, the management location is described
as either, ‘our law office in Madeira provides a local resident as director’, or, ‘the client is the
person who is running the website, and they relocate residency to Madeira’, or the client
commissions someone who is predominantly based in Madeira, or ‘the client employs a local
Madeira resident’. Sorry, but as we have established in other parts of the world, that is typical
of how companies are set up.

You are deceiving us when you say that jobs are created there. Mr De Masi has already given
us the numbers: 2 721 jobs, the majority of which are located in a single building, i.e. in this
Business Centre. You are deceiving yourself and you are deceiving us.

1-034-5000

The Chair. – We will let the facts speak for themselves, and we will look into that again.

Minister, you have the final word.

1-035-0000

Rui Gonçalves, Regional Secretary for Finance, Madeira. – There certainly are not 2 721 jobs
in the same place. I can say that with absolute certainty. I responded to what was asked: we
have a regulatory framework that we apply and that is monitored and, therefore, any situations
that do not comply with the regulatory framework are identified and the due consequences are
applied. It is as simple as that: a regulatory framework that is applied and has always been
monitored by national and EU institutions, albeit with greater emphasis since 2011, which is
when we had the job creation quotas associated with tax benefits.

1-036-0000

The Chair. – Thank you very much. Not every question has been answered. We would like to
submit them to you in writing if we may. We will also discuss this in Lisbon, that goes without
saying, with the facts we have gathered.
Thank you very much for being here today for us. Thank you very much, Minister! I am sure
that we will have ample opportunity to examine the outermost regions when we are in Madeira.

(The meeting was suspended for five minutes.)

PANEL 2: Gibraltar and Channel Islands

1-037-0000

The Chair. – Ladies and gentlemen! We are now continuing with the second panel.

We shall carry on with our debate as we move onto the second panel: Gibraltar and the Channel
Islands. We have a number of speakers and escorts.

If I may remind you all again of the speakers: James Tipping, Finance Director of Gibraltar,
Richard Walker, Director of Financial Crime Policy of Guernsey, and Colin Powell, Adviser
on International Affairs to the Chief Minister, Government of Jersey, accompanied by Frank
Carreras, the Government’s Specialist Tax and Administration Adviser for Gibraltar, our former
colleague Graham Watson, whom I am delighted to welcome – he used to be the Leader of the
Liberals in the European Parliament, and is here today as Special Adviser for Gibraltar, and Rob
Gray, Director of International Tax Policy, Guernsey.

Ladies and gentlemen! You have all seen what the normal procedure is here. I do not wish to
make another long opening speech. The same will apply here: a seven-minute introduction for
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the three speakers we have, and then five-minute-slots as per the list which we agreed on with
the parliamentary groups beforehand. I shall start with Gibraltar, and Mr James Tipping,
Finance Director of Gibraltar, has the floor.

1-038-0000

James Tipping, Finance Director of Gibraltar. – Your Excellency, Mr Chairman and
distinguished colleagues, my name is James Tipping and I am the Finance Centre Director for
the Government of Gibraltar. I am accompanied by Francis Carreras, who is the Deputy Head
of the Civil Service. We thank you for this opportunity to appear before you.

Gibraltar is a fully self-governing and fully self-financing British overseas territory to which
the Treaties establishing the European Union apply with only certain exceptions. We are within
the EU single market for the purposes of the free movement of persons, the freedom to provide
services and the free movement of capital. We are not within the common customs union and
we do not have to apply a VAT regime.

Our status applies until the United Kingdom formally exits the European Union. EU regulations
apply directly and EU directives are transposed by Gibraltar’s Parliament. This includes all
measures on financial supervision and regulation, direct taxation and anti-money laundering.
Our corporation tax rate is 10% and we have a maximum effective rate on personal tax of 25%.
Our taxation regime is subject to European Union scrutiny. Our financial services sector
consists of three main areas: insurance, banking and trust and company management, and funds.

Insurance is by far the largest contributor. Insurance companies in Gibraltar underwrite 20% of
motor vehicles in the United Kingdom and 92% of insurance business is passported into the
United Kingdom. There are approximately 55 insurance companies regulated in Gibraltar.
There are 14 banks. Most of them offer retail services and loans and mortgages to the average
customer resident in Gibraltar. Total deposits at banks stand at approximately GBP 5 200
million. 70% of these deposits come from Gibraltar clients, which include the above-mentioned
insurance companies. Approximately 10% of deposits, some GBP 500 million, come from
residents of the United Kingdom. There are around 68 authorised trust and company
management service providers. There are approximately 15 000 Gibraltar companies and that
is all companies, including those that are asset holding, trading or dormant. The current number
of 15 000 companies is down from the all-time high of 29 000 in 2005. The funds industry is
very nascent with approximately 80 funds in total. So, with the exception of motor insurance,
Gibraltar’s financial service sector is small in European terms. However, it is important to our
domestic economy, where it generates around 20% of our GDP and employs some 16% of the
workforce.

We are currently planning for a hard Brexit, but with a firm commitment from the United
Kingdom Government to maintain and broaden access to their financial markets from Gibraltar.
Thus our financial services economic model will not have to change. Indeed it brings
opportunity, as we would be the only territory in Europe with automatic access to the United
Kingdom in banking, insurance, investment services and any other similar area where
cross-border directives currently apply.

Gibraltar has, pursuant to bilateral tax information exchange agreements, the EU Directive and
the Multilateral Convention, around 151 exchange-of-information mechanisms to the OECD
standard with some 98 countries and territories around the world. Gibraltar’s OECD Phase II
report on effectiveness of exchange of information found that we were largely compliant, i.e.
the second-highest grade and the same rating as, for example, the United Kingdom, Germany
or the United States of America.
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We have been supplying comprehensive tax data under FATCA to the USA since 2015 and the
same under the United Kingdom Intergovernmental Agreement since September 2016.
Gibraltar will send all EU Member States comprehensive tax information as from September
this year under the Directive on Administrative Cooperation, as amended to include automatic
exchange. Under the Common Reporting Standard, to which we committed in 2014, we will be
sending automatic information, as from September 2017, to the first wave countries, and the
second wave countries as from 2018.

Gibraltar has draconian ‘all crimes’ anti-money laundering legislation deriving from all EU
legislation on this subject. Our legislation systems and administrative practices have been
independently tested in the past by the FATF and the IMF and we will be reviewed under the
MONEYVAL process in 2018. We have appointed a national coordinator for anti-money
laundering, we have published our national risk assessment and we are reviewing our legislation
to ensure compliance with FATF principles in parallel with the Fourth Anti-Money Laundering
Directive. The Gibraltar Financial Intelligence Unit is a member of the International Egmont
Group of Financial Intelligence Units and shares information systematically and spontaneously
with all members. Tax evasion, along with all other serious crime, is a predicate offence for
money laundering and therefore is subject to suspicious transaction reporting. Gibraltar is
creating a central register of beneficial ownership, under the terms of the Fourth Anti-Money
Laundering Directive. The Directive and the register will come into force on 26 June 2017. If a
global standard is agreed on public registers, Gibraltar will also adopt this standard. Gibraltar
has signed up to the new global standard regarding the automatic exchange of central registers
of beneficial ownership.

Post-Brexit Gibraltar will continue to apply existing commitments on exchange of information,
anti-money laundering, and financial supervision, etc. Going forward from that date, we will
then choose whether to voluntarily apply any further new EU legislation or to adopt
international standards which have the same effect. I would like to thank you for your kind
attention.

1-039-0000

The Chair. – Thank you, Mr Tipping. If that is all being done as promptly as you have stated,
including the ongoing debate about the register form – whether it’s available to the public or
just to the authorities – then we can certainly conclude that Gibraltar is one of the jurisdictions
that is making progress. Thank you very much. I will now give Richard Walker the floor, who
is speaking on behalf of Guernsey.

1-040-0000

Richard Walker, Director of Financial Crime Policy, Guernsey. – My name is Richard
Walker. I am the Director of Financial Crime Policy in the government of Guernsey. My
colleague on my left, Rob Gray, is the government’s Director of International Tax Policy. I
have been engaged in international supervisory and anti-money laundering policy in Guernsey
for almost 20 years. For all of that time, the policy of successive governments has been to meet
international standards. This is not seen as an option but a responsibility. By way of illustration,
Guernsey’s parliament voted unanimously to approve the policy on the introduction of a law
which will establish a framework for the registration of beneficial ownership information of
legal persons and also unanimously approved the law itself.

The Guernsey authorities also strongly believe in the value of engagement with the international
community, helping to set standards and participating in global efforts to monitor and enforce
standards. For example, I participate in the work of the Financial Action Task Force,
MONEYVAL and Egmont. I have also undertaken numerous evaluations of other jurisdictions’
AML/ CFT standards. My colleague Rob Gray represents Guernsey in the OECD’s Global
Forum, its peer review group and Automatic Exchange of Information Working Group, the
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BEPS inclusive framework and the country-by-country reporting group. Rob has also carried
out peer reviews of a number of jurisdictions as an assessor for the Global Forum.

Guernsey is a British crown dependency. This is different to the status of overseas territories
such as Gibraltar or the Caribbean territories. Guernsey does not form part of the UK and is not
represented in the UK parliament. The UK parliament does not legislate for Guernsey without
its consent. It is settled constitutional practice that the UK consult Guernsey before it may bind
Guernsey to obligations in international law. By agreement, Guernsey has been included in
many important international conventions to which the UK is a party, such as the extension of
the Convention on the Organisation for Economic Cooperation and Development to Guernsey
in 1990.

Guernsey’s relationship with the European Union is specified in Protocol 3 to the UK’s 1972
Treaty of Accession to the European Economic Community. Under this Protocol Guernsey is
part of the customs territory of the EU, and there is free movement of goods between Guernsey
and Member States. Guernsey is not part of the single market in financial services and is not
required to implement related directives. Similarly, Guernsey is a third country for the purposes
of EU financial crime and tax legislation. However, Guernsey voluntarily chooses to adopt such
legislation or equivalent legislation where appropriate, such as our adoption of the Savings
Directive.

Turning to AML/CFT, Guernsey has a long-standing commitment to implement the standards
of the FATF. Financial services businesses, which in Guernsey include trust and company
service providers (that is, TCSPs) have been subject to AML/CFT obligations since 2000, with
some types of business such as banks subject to guidance long before that date. Businesses have
had many years to embed compliance with the AML/CFT requirements to which they are
subject.

The strong success of Guernsey’s compliance with the FATF standards is evident from the
public reports of international and independent evaluations since 2000 and from the positive
comments made in response to bilateral exchanges of beneficial ownership information by
Guernsey with other jurisdictions. The most recent evaluation report published by
MONEYVAL in January 2016 further demonstrates the robustness of Guernsey’s framework
for AML/CFT and the implementation of that framework, including a respect of customer due
diligence and transparency of beneficial ownership where largely compliant ratings were given.

The MONEYVAL report stated that financial institutions clearly demonstrated that they are
highly knowledgeable of their AML/CFT obligations and that professional TSPs demonstrated
a high level of professionalism and good knowledge of their obligations with respect to the
identification and verification of beneficial owners.

The IMF’s report arising from its 2010 evaluation stated that sound measures are in place to
ensure that legal persons incorporated in Guernsey are transparent and that accurate, adequate
and current information concerning beneficial ownership is available to law enforcement and
other competent authorities.

Guernsey was one of the first jurisdictions in the world to require TCSPs to be subject to an
AML/CFT framework. Guernsey was also one of the first jurisdictions to establish a statutory
framework for prudential and market conduct regulation and supervision of TCSPs in 2001.
Guernsey remains one of the few jurisdictions globally to maintain comprehensive frameworks
for the prudential regulation and supervision of TCSPs, and also for AML/CFT by TCSPs. They
are subject to routine ongoing onsite and offsite supervision for all aspects of their activities.
This combination of legislation and monitoring of compliance ensures that only fit and proper
TCSPs are established and operate in Guernsey and that AML/CFT standards on customer due
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diligence and transparency of beneficial ownership are satisfied so that full and verified
information on the beneficial ownership of legal persons and legal arrangements is available.
Banks and other financial services businesses are also subject to the same AML/CFT standards.

In addition, since 2008, companies have been required to appoint a resident agent to obtain and
verify information on their beneficial owners. From the summer of this year, under the
legislation I referred to earlier, resident agents – all types of legal persons – will be required to
provide beneficial ownership information to a registrar. The registrar will maintain a central,
secure and searchable database.

Guernsey’s efforts will not stop here. Following the enhancement of the framework for legal
persons the authorities will review how best to meet the revised FATF standards for
transparency of legal arrangements.

Guernsey considers that transparency extends to the exchange of information with other
jurisdictions. As consistently indicated in international evaluation reports, Guernsey possesses
strong powers to exchange information. Guernsey has been providing foreign authorities with
information on beneficial ownership for many years and is routinely commended by other
jurisdictions for the quality and timeliness of the information it provides.

Turning to tax: tax evasion ...

(The speaker was interrupted by the Chair)

1-041-0000

The Chair. – We are now already at eight minutes. I can see – because you submitted it – that
we would need another six or seven minutes. Can we focus on the questions, Mr Walker?

1-042-0000

Richard Walker, Director of Financial Crime Policy, Guernsey. – Tax evasion has long been
analysed and subject to substantial penalties under Guernsey law. It also constitutes a predicate
offence for the purposes of Guernsey’s anti-money laundering legislation. We meet every
international standard of tax transparency and information exchange, and its politicians have
made a unanimous political decision to continue doing so.

Guernsey made a commitment to meet the OECD initiative on transparency and effective
exchange of information in 2002. It joined the multilateral Convention on Mutual
Administrative Assistance in Tax Matters with effect from June 2014. It is also part of the Early
Adopter Group of the Common Reporting Standard.

Next month Guernsey will be amongst the first signatories of the multilateral instrument for
BEPS treaty-related issues. We have also been assessed by the OECD’s Global Forum as
largely compliant with the international standards on exchange of information on request, a
rating equal to that of many EU Member States, among others.

We voluntarily adopted the EU Savings Directive, moving to full automatic exchange of
information from 2011. Guernsey was assessed as being compliant with the principles of the
code of conduct on business taxation in 2012. This assessment was endorsed by Ecofin. In
addition, we have signed 60 bilateral tax information exchange agreements and 13 bilateral
double taxation agreements, including four with EU Member States, the other Member States
indicating that they will rely on the multilateral convention for information exchange.

With regard to the so-called Panama Papers, the law firm from which the papers were sourced
has had no presence in Guernsey. Notwithstanding, Guernsey is not complacent about the
content of the papers, and established a working group under the direction of senior politicians,
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including Guernsey’s Chief Minister, to investigate whether the papers indicate any criminality
in Guernsey or use of Guernsey for criminal purposes. Guernsey law enforcement has
confirmed that there is currently no evidence that Guernsey entities have been used for criminal
purposes.

Looking to the future, we will continue to devote very significant resources to compliance with
international standards on transparency of beneficial ownership as they develop the exchange
of such information with other jurisdictions, and continue to investigate any potential
criminality in relation to the Panama Papers.

1-043-0000

The Chair. – Thank you, Mr Walker. I am afraid that was eleven minutes, and everything you
said was reasonable enough. However, so that this meeting can run smoothly, we need to stick
to timings, and this applies to both colleagues and speakers.

Without further preamble, I’d like to hand over to Mr Colin Powell, speaking on behalf of
Jersey.

1-044-0000

Colin Powell, Adviser on International Affairs to the Chief Minister, Government of Jersey. –
Chair, let me start by introducing my colleague, George Pearmain, Lead Policy Adviser on
Financial Crime in the Chief Minister’s Department. We welcome this opportunity to inform
your Committee about how Jersey has tackled – and will continue to tackle effectively – the
international requirements for tax transparency, exchange of information on tax matters, and
issues relating to anti-money laundering that in your letter of 4 April 2017, addressed to the
Chief Minister, you have identified as issues of relevance to your Committee. I am assuming
that your Committee will have before them the answers to the questions that were put to us, the
joint letter to you, Chair, from the Chief Ministers of Guernsey and Jersey, and a detailed annex
to that letter.
In your letter of 4 April, you state that the purpose of this hearing is to learn about what we
have done following the revelations in April 2016 known as the Panama Papers. However,
Jersey’s reaction cannot be appreciated without first understanding what Jersey had done prior
to that date.

Jersey has complied with the OECD standard on exchange of information on request since
2002, both bilaterally and, since 2014, multilaterally through the Multilateral Convention on
Mutual Administrative Assistance in Tax Matters. As a result, there are now 90 countries, which
include all the EU Member States, that can request information from us.

In 2014 Jersey was one of the early adopters of the Common Reporting Standard on automatic
exchange of information. The first delivery of information on financial accounts will be made
this year to 52 countries, which include all the Member States with the exclusion of Austria
with whom information will be exchanged for the first time in 2018.

This early commitment to tax transparency and information exchange is also to be found in our
early membership of the OECD Inclusive Framework on Base Erosion and Profit Shifting and
our commitment to country-by-country reporting in line with the EU Member States. This
commitment to international tax initiatives is also mirrored in a long-standing commitment to
anti-money laundering and combating the financing of terrorism.

Jersey has had a central register of beneficial ownership information since 1989. Tax evasion
was included as a predicate offence in anti-money laundering legislation enacted in 1999, and
trust and company service providers have been licensed and regulated since 2000. Independent
confirmation of Jersey’s commitment to the international standards on tax matters is to be found
in the rating of Jersey as largely compliant by the Global Forum on Transparency and Exchange
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of Information for Tax Purposes, a rating that matches that of 18 EU Member States, including
Germany and Italy. On anti-money laundering (AML) the evidence is to be found in IMF
assessments, and most recently in the assessment of MONEYVAL, which indicated that, of the
49 Financial Action Task Force recommendations covered, 48 were rated as compliant or
largely compliant.

However, notwithstanding what has been achieved and internationally recognised as such,
Jersey is not resting on its laurels. Jersey is committed to further enhancing the existing central
register of beneficial ownership information by the more regular updating by trust and company
service providers of the beneficial ownership information held on the register. In November
2016 Jersey joined with some 50 jurisdictions, including all the EU Member States, in a
commitment to a proposed new initiative on access to beneficial ownership information.

Jersey continues to play an active role in the OECD Base Erosion and Profit Shifting
Programme, although there is no evidence that Jersey has much, if any, involvement in profit
shifting. Jersey is confident that it will not appear on any EU list of non-cooperative
jurisdictions. With the support of the OECD, Jersey can satisfy the criteria on tax transparency
and base erosion and profit shifting. The criteria on fair taxation should also be met given that
Jersey’s corporate tax regime has previously been assessed as being compliant with the EU’s
code of conduct on business taxation criteria on which it is understood the fair taxation
assessment is to be based.

There are also some specific points to make relating to matters your previous hearings have
suggested should be of interest to your Committee. Whereas there may be jurisdictions where
companies can be formed without any obligation to provide details of the ultimate beneficial
ownership, if those companies, when and wherever formed, are to be administered in Jersey,
the trust and company service providers are required to know who the ultimate beneficial owner
is and, if they do not do so, they run the real risk of being fined or having their license to operate
being withdrawn.

Jersey’s zero rate of corporate tax is not designed to facilitate tax evasion or profit shifting. It
provides simplicity and certainty with tax neutrality for multi-jurisdictional investors and the
avoidance of double taxation in the absence of double taxation agreements. This has made
Jersey attractive for sovereign funds and international investment and has generated capital
flows from which many European countries have benefited in jobs and growth.

There are many non-tax reasons why Jersey companies are incorporated by non-residents.
Those engaged in legitimate investment and business activities wish to take advantage of the
island’s political stability, fiscal certainty and neutrality, professional expertise and flexibility
of company laws. Those forming Jersey companies also know that the ultimate beneficial owner
has to be identified and that Jersey is fully transparent in passing information to partner
jurisdictions.

There are many legitimate uses for which trusts are formed – pension funds and individual
wealth management – that have nothing at all to do with the management of tax liability,
whether legitimate or illegitimate. We have offered to give interested MEPs a presentation on
understanding trusts that we have given to tax officials in a number of Member States. That
offer remains on the table and I would just mention that I have been invited to make a
presentation to the German Federal Academy of Finance at the end of August.

Jersey is providing all the information being asked of it, either on request or automatically. If
there is more information required by tax and law-enforcement authorities, we would be pleased
to know of it and to know when this can be expected to be the subject of a further international
standard. Our policy is to comply with all international standards of relevance in this field.



20 09-05-2017

Of paramount importance in our view is the need for the information made available to law-
enforcement and tax authorities to be adequate, accurate and current. This is of particular
importance when providing information on the ultimate beneficial owner or controller of a legal
entity or legal arrangement. This has long been Jersey’s prime objective and our leading
position in this respect has been internationally recognised and hopefully it will also be so
recognised by your Committee.

In conclusion, we will be pleased to answer any questions arising from this statement or from
the answers we have given to the questions previously asked of us.

1-045-0000

The Chair. – Thank you, Mr Powell. We have 33 sovereign territories, or autonomous regions
in total that are connected to EU Member States either directly or indirectly. At the end, Mr
Powell, you said a zero tax rate cannot result in a region being classified as a tax haven. With a
zero tax rate, you cannot evade tax either seeing as you don’t have to pay any. This is one of
the three possible criteria, along with transparency report obligations and the minimum tax rate,
which is the subject of fierce debate in the Council and in Parliament. We really ought to discuss
whether it could be a viable alternative.

Mr Tipping, Mr Walker and Mr Powell, thank you very much for your contributions, and of
course, you can include your colleagues present to answer the questions, within our time frame.

1-046-0000

Petr Ježek (ALDE). – Thank you, gentlemen, for your presentations. It seems that everything
is more than perfect, but there are still some questions. As regards Gibraltar, it features quite
prominently in the Panama Papers, and at the same time it has been said that it has quite
draconian anti-money laundering and related legislation. But there are countries or territories
which do not have such strong legislation but are not that present in the Panama Papers. How
would you explain the draconian legislation and the huge presence in the Panama Papers of
entities related to Gibraltar?

Also on Gibraltar, with all respect to insurance, it seems that gambling is quite an important
business for Gibraltar, accounting for 25% of the economy and 40% of corporate tax revenues.
Gambling may be related to money laundering and other crimes, and I wonder whether you
have experienced some problems in this area? Do you think that the provisions on gambling in
the current legislation, or legislation which is in the pipeline, on anti-money laundering is
sufficient? On the Channel Islands, three of the biggest banks involved in the Panama Papers
are based there, so I wonder whether you have thought about enhancing your regulatory
framework, especially when it comes to intermediaries?

The last general question. When it comes to Brexit, how do you see the future cooperation of
your territories with the EU in the fight against anti-money laundering, tax avoidance and tax
evasion?

1-047-0000

James Tipping, Finance Director of Gibraltar. – Thank you very much for your series of
questions. I shall try and take them as briefly as possible so that I have time for colleagues to
answer. Taking the online gaming industry in Gibraltar, we have some 22 licensed online
gaming firms, all with physical presence in Gibraltar. These are amongst the largest and most
blue-chip companies in the whole world, many of them actually listed and recognised on stock
exchanges. The largest of them, for example, have 400 or 500 employees each in Gibraltar,
ranging from the chief executive board of directors, etc. I stress that point because I want to
make absolutely clear that these are not brass plate operations with no physical presence in
Gibraltar.
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With regard to their compliance with AML, even before the Fourth and potentially the Fifth
Anti-Money Laundering Directives have been adopted (and the deadline date for the Fourth is
26 June of this year), there already is a very important regulatory framework in place in
Gibraltar covering the online gaming industry. Very briefly in terms of their compliance, I did
mention in my address that the Government of Gibraltar has published a national risk
assessment as required under the FATF and MONEYVAL initiatives, which looks at theoretical
threats, vulnerabilities and risks, including the online gaming sector.

Turning back to the Panama Papers, the gentleman asking the question mentioned the phrase
‘huge presence in Panama Papers’, with which I have to diplomatically not necessarily agree
with, although I would be very happy to follow up in writing afterwards with regard to that. We
have had a very limited number of requests directly relating to leaks from the Panama Papers.
We have had a handful of tax information exchange agreement requests, and to my knowledge
the Financial Intelligence Unit has received one specific request for information arising directly
from that particular element. I will pass on to my colleagues.

1-048-0000

George Pearmain, Lead Policy Adviser: Financial Crime, Jersey. – Chair, honourable
Members, thank you very much for the question. We are aware, of course, that a number of
financial institutions based in Jersey featured in the top 10 list of financial institutions that
instructed Mossack Fonseca to form and administer legal entities on behalf of their clients.
However, it is important to note that there was no evidence to suggest that these instructions
were other than in connection with legitimate business, or that the institutions concerned were
not fully aware of the ultimate beneficial owner and of the nature of the business being
undertaken, as is required of them by Jersey law. There is a misconception that everything
included in the Panama Papers must have been illegal activity. That is not necessarily the truth.
These were a series of leaks from an entire law firm who acted as a formation agent for trust
and company service providers.

Jersey has an exceptional reputation globally for private wealth management, and private
wealth management inevitably involves the formation and administration of a variety of
different legal entities and legal arrangements. We therefore do not see it as surprising that a
large number of banks were instructing formation agents such as Mossack Fonseca to form
these companies. It is also important to note from a paper published in 2006 by the FATF
entitled ‘The misuse of corporate vehicles’, including trust and company service providers, that
in the prelude to that paper they state that in examining the potential misuse that corporate
vehicles may be subject to, it is important to bear in mind that of the millions of companies that
exist, the vast majority engage in legitimate business, and only a small minority are misused.
Likewise, among the trusts that are set up, the majority serve legitimate purposes and only a
small minority are misused. In Jersey with our regulatory regime we believe that we are in the
best place to prevent misuse, and therefore we do not see it as a surprise that the financial
institutions were included.

Specifically on the Brexit question from the honourable Member, I would like to pass over to
my colleague Mr Powell to answer that.

1-049-0000

Colin Powell, Adviser on International Affairs to the Chief Minister, Government of Jersey. –
Chair, honourable Member, our response to that question is that the islands have always applied
what can be described as a ‘good neighbour’ policy towards the European Union,
notwithstanding that we are outside the European Union effectively, and that is reflected for
example in the voluntary support we gave to the implementation of the Savings Directive, and
our voluntary participation with the Code Group on business taxation.
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In many of the areas of financial regulation, including anti-money laundering, we are working
to international standards, and our experience has often been that in complying with the
international standards set by the Financial Action Task Force, or by the Basel Committee on
Banking Supervision, or IOSCO on funds, or IIS on insurance, that we have implemented those
standards sometimes ahead of the EU.

But we are very conscious of the fact that the European Union is an important market for us,
we need to satisfy the European Union on the subject of equivalence, as we have done,
particularly in respect of funds, and we have had a clear picture from ESMA, which we hope
will be reflected in decisions by the Member States.

So our position is that where there are international standards, where they are reflected in the
EU, where the EU sometimes goes a little bit beyond the international standard, where we have
to have regard for equivalence, our good neighbour policy will ensure that we are in train with
what is happening in the European Union.

1-050-0000

Richard Walker, Director of Financial Crime Policy, Guernsey. – I would just like to add a
few words to the comments made by George, in that Guernsey has spent many years focusing
a great deal of attention – particularly attention by the Regulator during its on-site and off-site
supervision – to situations where third parties might be involved, in one way or the other, in a
customer relationship.

Whether or not a third party is involved in one way or another, that involvement is no substitute
for the responsibility that Guernsey financial services and businesses, and Guernsey banks and
trust and company service providers have to fully comply with the AML/CFT framework in
Guernsey. That is the framework which has been subject to those very positive international
comments which I drew your attention to earlier.

I would say, in the case of the appointment of a law firm, in cases by Guernsey institutions, that
appointment has in no way hindered, prevented or substituted the full obtaining, receipt and
understanding of customer due diligence and the purpose and intended nature of relationships
by Guernsey banks or by Guernsey trust and company service providers.

1-051-0000

The Chair. – Thank you. Of course, we know that of the 220 000 Mossack Fonseca shell
companies, most – 120 000 – were registered in the Virgin Islands, and we also found out in
the USA, in Delaware, how it is when thousands of companies are allegedly based in a single
office building. So this is a difficult matter that we have to discuss.

1-052-0000

Evelyn Regner (S&D). – I refer first of all to the representatives of the Channel Islands, above
all Guernsey. What we learned in the former TAXE Committee – so we are learning from
committee to committee – is, amongst other things, that in Guernsey there is no company
register – imagine, no company register – and you still do not have one.

You have just explained in detail the changes in legislation and pointed out that law
enforcement and other important authorities know about the beneficial owner, but this is against
a situation where you have no company register. Can you guarantee that the tax and
investigative authorities of the EU Member States will automatically be able to exchange
beneficial ownership information now and after Brexit, really doing that automatically and not
only ‘knowing’ it?

My second question concerns the intermediaries. Does it seem right to you for intermediaries
on Guernsey and Jersey to advise customers to explore the loopholes in tax regulation that
definitely exist? Finally, concerning the zero-percent corporate tax, can you explain how
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Guernsey, for example, is, as a leading jurisdiction, fighting tax evasion and, at the same time,
maintaining this zero percentage? That seems to be a contradiction in itself.

1-053-0000

Richard Walker, Director of Financial Crime Policy, Guernsey. – I shall ask my colleague,
Rob, to pick up on the tax-related elements of the question, but the first point I would like to
state is that it is absolutely incorrect and wrong to state that there is no company registry in
Guernsey. Of course there is a company registry in Guernsey. All companies and all legal
persons in Guernsey, must be registered at the registry and basic information passed to that
registry. That information is disclosed and put in the public domain. A swift search on the
registry website would easily disclose the fact that it exists, that legal persons are registered and
that there is substance to the registry.

In my own comments earlier on, I was talking about looking forward to the future and the
establishment of a register of beneficial ownership information for legal persons. That is an
entirely different system of registration to the already existing framework for the registration to
do with the incorporation and existence of companies.

You have talked about whether or not the existence of formation agents does in fact allow for
full beneficial ownership information to be disclosed. Where Guernsey institutions have
appointed formation agents in other jurisdictions, then in Guernsey there is full customer due
diligence in relation to those customer relationships. The existence of a formation agent in
another jurisdiction does not make any difference to the customer due diligence, the full
information held by Guernsey entities, and that is tested during on-site inspections by the
regulator.

It is also tested by the fact that, in response to requests for information from authorities in other
jurisdictions, we are able to provide full beneficial ownership information to those authorities
and other jurisdictions. Not only that, we are routinely complimented for the fullness of that
information, its quality and the timeliness with which we provide it. I will pass over to Rob to
talk about the tax elements.

1-054-0000

Rob Gray, Director of International Tax Policy, Guernsey. – Thank you to the honourable
Member for that question. This was indeed a theme which ran through many of the questions
that we were faced with at the TAXE II Committee last year.

Colin dealt generally with the issue of a zero rate of tax in his opening remarks. The theme of
those comments was that the zero rate of tax is not designed to attract nefarious transactions. It
is there to ensure that transactions do not receive an additional layer of tax in Guernsey because
of our inability to deal with those rates of tax through double taxation agreements, because we
have a relatively small network of such agreements.

But the key to the issue is, if persons in other jurisdictions do wish to exploit the zero rate of
tax in Guernsey for the purpose of tax avoidance and evasion – and I would not be naive enough
to suggest that that never happens – to enable the tax authorities in those jurisdictions to get
information from Guernsey, and indeed Jersey, in relation to those transactions.

The international standards for that started in the OECD through exchange of information on
request. To facilitate that, as you also heard in our opening remarks, Guernsey currently has 60
tax information exchange agreements, including with most EU Member States. We also
participated in automatic exchange of information under the Savings Directive. We have now
become participants in the Multilateral Convention on Mutual Administrative Assistance in Tax
Matters and, under the umbrella of that instrument, we will be exchanging information
automatically under the Common Reporting Standard.
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So, not only will we give assistance to other jurisdictions which require help in relation to a
specific investigation into tax evasion or avoidance, we will also be giving information about
transactions being undertaken in Guernsey, and in Jersey, to those tax authorities so they can
check their records to see whether they wish to raise inquiries.

In our view, that is the key to the issue – cooperation – which I note is actually the title of this
public hearing, ‘Cooperation in tax matters with European jurisdictions’. We fully believe that
we cooperate in accordance with all current international standards.

1-055-0000

The Chair. – Thank you. I believe you mentioned previously that you are working with 23
European countries on the information systems. Can you say which ones you are not working
with? There are four others aside from the UK, Mr Powell.

1-056-0000

Colin Powell, Adviser on International Affairs to the Chief Minister, Government of Jersey. –
I think there may be a misunderstanding about that. As we indicated in our remarks, we
cooperate with all of the EU Member States. Some have sought to have a tax information
exchange agreement with us, we have some which have preferred to have a double taxation
agreement with us, and others have relied upon the Multilateral Convention to cover exchange
of information.
All of the Member States are covered by the Common Reporting Standard obligations which
we have entered into and so we will be exchanging information automatically, including
information on beneficial ownership, with all of the EU Member States in September this year,
with the exception of Austria, which, as you know, asked for year’s delay in the introduction
of the Common Reporting Standard. So we will not be providing information to Austria until
2018, but all of the Member States are covered.

If I could just add to my colleague from Guernsey’s comments about zero tax; first of all, as I
mentioned in my introductory remarks, we are the exceptions, being the jurisdictions outside
the EU Member States which have been assessed by the Code of Conduct Group on business
taxation. Our tax structures were assessed by the Code Group and found not to be harmful. That
included our zero rate.

The zero rate is based on two principles. One is that there should be non-discrimination, which
is of course an essential element of the Code Group’s criteria, but we also approach it on the
basis of tax neutrality because we do not have double taxation agreements, other than a few, so
if we do not have zero, we have the problem of double taxation.

That is very relevant to the attraction to the islands from all over the world of legitimate funds
– sovereign funds, investment funds – from major organisations, which come into the islands.
That investment flow then goes on into the European financial markets and is of benefit for the
jobs and growth policy of the European Union.

So we believe that each jurisdiction has the right to set its own tax rates according to its own
requirements. We believe in fiscal autonomy, we feel that tax sovereignty is a key principle,
and we have noted in that respect that with zero we are not alone. As you know, there are some
Member States that have zero within their tax framework. So we believe – as I think has been
mentioned by my colleague – that, if we are going to have that position, to reinforce the
legitimacy of the work that we do there should be total commitment to transparency so that the
country from whence the investor comes is taxed accordingly and the business activity
generated by that investment in Europe is taxed in the jurisdiction where that activity takes
place.
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1-057-0000

The Chair. – That will require complete transparency, Mr Powell, for one thing. Secondly, we
may have tax rulings that allow a certain taxation, with just the domestic part, for example, as
is the case for Amazon in Luxembourg and Apple in Ireland, but none of the EU Member States
has a zero-percent tax rate for corporation tax, unless agreed as part of bilateral agreements.
The lowest tax rate is 12% and 12.5% in Estonia and Ireland.

It is not about tax sovereignty, but I do have a request for Ms Regner, who is filling in as
rapporteur. She is from Austria, and you stated that you have agreements with everyone except
Austria.

Ms Regner, you have a further question in response to the written answer.

1-058-0000

Evelyn Regner (S&D). – I insist on that, on the register question. You answered in the written
question that, on 26 April 2017, the States of Guernsey approved the beneficial ownership law
2017. So you answered directly that the register will be brought into force in the summer of
2017. I clarify that because your answer seemed to be completely different, saying that
everything was already installed. So this is really something that is ongoing, that had been
decided and that will be implemented.

1-059-0000

The Chair. – OK, is that correct? Yes, Mr Walker is nodding. Then that is indeed correct. A
short yes or no answer, please.

1-060-0000

Richard Walker, Director of Financial Crime Policy, Guernsey. – As I understand what has
been said, the Austrian delegate’s belief is that we are putting in place a law and a framework
in the summer for a beneficial ownership information register. That is correct.

1-061-0000

Gabriel Mato (PPE). – Mr Chair, I, like Gibraltar, am Spanish. It will therefore not come as a
surprise to you that my concerns are about and questions will be on that British colony. Given
that Brexit has been briefly discussed, I would simply like to add the following: ‘Brexit means
Brexit’, for both the United Kingdom and its colony – no exceptions. And I think that covers
everything.

Once Mr Tipping had finished speaking earlier, the Chair carried on from where Mr Tipping
left off and said: ‘If everything you say is applied, this would make for an ideal administration’.
And the speaker added, ‘bordering on perfection’. But to be frank, I cannot agree. I do not
believe that this would be the case, because we have seen that Gibraltar shares some features
of a tax haven: its low corporation taxes – which the Commission has said to be harmful – and
its sizeable offshore sector. I am not going to go into whether the sector is made up of 28 000
or 30 000 companies, as the OECD claims, or 15 000, as has been claimed in this meeting.

It does not matter. What does matter is that there are a number of shell companies – companies
without any active business activities – that keep a company’s financial activities hidden from
the tax authorities.

Tax rulings: the Commission opened an investigation into tax rulings, but the bureaucracy
burden is very heavy within the European Union. It is clear, however, that in Gibraltar it is not:
a tax ruling is often issued within three days. In that regard, perhaps Gibraltar is indeed
bordering on perfection and acts as an example, although I would like to raise a few matters.
Against that background:

Is Gibraltar still approving tax rulings in spite of the on-going open investigation? How is the
investigation being conducted? In the light of the open investigation, have measures been taken?
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Are measures going to be taken in order to prevent fraudsters from using Gibraltar as a way of
hiding their identities?

I would like to mention, albeit briefly, something which I think is crucial: contraband tobacco.
Statistics on tobacco are alarming. We have not talked about them here, but if 55 million
cigarette packets were imported into Gibraltar in 2015, this clearly means – and I am saying
this as a joke, but really there is nothing funny about the situation – that not only are children
there smoking, the monkeys are too. It is impossible for that amount of cigarettes to be smoked
in Gibraltar.

What steps has the Government of Gibraltar taken to limit the damage to the European Union’s
financial interests caused by contraband? Is it going to set an import quota that is appropriate
for the levels of consumption within the territory? Of course, I believe that the statistics I
presented earlier represent an abnormal level of consumption. Is it monitoring all of the import
transactions, and is it passing on that information to OLAF?

1-062-0000

The Chair. – Thank you. Tobacco smuggling can only be relevant in this respect if different
tax systems are at the root of it. We see this between Germany and France and between
Luxembourg in Germany for petrol. Germans living near the border get petrol in Luxembourg,
and French people living near the border all buy their cigarettes in Germany. So the question is
interesting.

1-063-0000

James Tipping, Finance Director of Gibraltar. – Thank you for that very interesting statement
on the part of the honourable Member. I do regret the tone slightly, but will hold myself back
on that particular point. I think that the points could have been made in a much more understated
and diplomatic manner given that, certainly from this end, we are technicians. But I will take
them in order, if that is all right with you.

First, Gibraltar is clearly not Spanish. It is British and has been since 1704. End of story, and
there we go. I was brought up in Gibraltar. My family has been there since 1800. As a child
growing up in Gibraltar, Gibraltar was a colony. That, unfortunately, was a very long time ago,
given that I am of a certain age. When I was five years old, Gibraltar certainly was a colony.
Anyone who makes a statement that Gibraltar is a colony today is almost delusional. I put it in
those strong terms in the same way that you have put to me your particular view.

About a year ago the United Kingdom Ambassador to Spain wrote a public letter in which he
recognised that Gibraltar is a fully self-governing and fully self-financing British overseas
territory in which the competence of the United Kingdom is restricted to foreign affairs,
defence, certain aspects of internal security and nothing else. This is not the 1960s. This is not
a situation in which the Governor of Gibraltar – whose sole function, or one very important
function, is essentially to represent the Queen as Queen of Gibraltar – from a constitutional
basis has underlying executive authority in Gibraltar.

I was letting myself get carried away there, for which I apologise. I now turn to the rest of the
statements that you have made. Brexit is Brexit. I think that in my statement I said that we were
planning on the basis of a hard Brexit. Correct. We do not expect to have anything else. In the
answers to the written questions, I mentioned – perhaps the gentleman has not had a chance to
read all of those – that we were resigned – despite the fact that Gibraltar had voted 96% to
remain within the European Union, we are now where we are, we have been dealt this set of
cards and we have to deal with it – from a Brexit point of view to the fact that it will be hard.
Why? Because we contemplate no concessions with regard to the obtaining or otherwise of a
different special status.
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Turning to the rest of the points in order, with regard to a tax haven, I have recited countlessly
the number of tax information exchange mechanisms that we have in place, etc. However, I
point to two facts so that we do not get involved in a ding dong about whether what I am saying
is correct or otherwise. We answer Spanish requests for information but, more importantly, let
us get to the nub of the issue. In September of this year we are going to transfer bulk data to all
Member States of the European Union under the terms of the Directive on Administrative
Cooperation, as amended. Therefore the Kingdom of Spain will be receiving, in September
2017, bulk data on all financial accounts held within Gibraltar.

I turn to tax rulings because I am conscious of the time. The nub of the matter with regard to
tax rulings issued in Gibraltar is that they should never have been called tax rulings in the first
place. For a tax ruling to constitute state aid, it requires that the tax ruling in itself exonerates a
company from paying tax, whereas otherwise it would have paid such tax. Gibraltar has looked
at every single one of the interpretations of the law that have been carried out – that were issued
then – and is satisfied that in none of those cases has the Income Tax Department in Gibraltar
exonerated companies from tax when they should have actually been paying tax on that. So we
are entirely confident. We continue to work with the Commission and we continue to send
information with regard to that.

To my knowledge, with regard to new interpretations of the law, I am not aware of any
significant number – if any at all, so as to answer your question – that have been issued since
then. That is understandable. It is understandable that companies would wish to await the results
of the EU Commission investigation. However, I repeat that the Government of Gibraltar is
entirely satisfied and very confident with regard to our position on that.

Finally, regarding the slightly random introduction of tobacco – which is not my particular field,
given that I am responsible for financial services rather than anything else – I fail to see the
relevance of that particular question with regard to the Panama Papers, etc. But, just touching
on it for one moment, I published – I refer to it again and I think I am going to make sure that
the Committee, all of you, receive a copy – our national risk assessment. The risk assessment
talks of an analysis of theoretical threats, vulnerabilities and risks in a money laundering and
terrorist financing context. This is as required under the Financial Action Task Force guidelines,
and the gentleman may be interested in knowing that included in this methodology and included
in these risks are a whole number of different sectors which theoretically could provide a
scenario in which there could be, for example, a money laundering event. Basically, what do
we do to avoid such risk events? Included in that, because we are entirely transparent, is the
risk of the tobacco sector somehow being used as an attractive target for money launderers,
which is not the case. The point of us being as open and transparent in this area as possible is
to make sure that it is entirely the case that these risks and threats are addressed. With regard to
volume of tobacco, etc., again we could we could sit here and argue – or discuss, I should say
– all day long, but, with regard to the following, the gentleman is aware that we have some 10
million visitors at least – I do not have the latest numbers to hand – who cross the land frontier
with Gibraltar, all of whom, if they are over a certain age, are entitled to purchase a packet of
cigarettes and cross the border with it, subject – obviously – to Spanish importation rules.
Secondly, the Governor of Gibraltar – as you are fully aware and the Chief Minister of Gibraltar
has repeated ad nauseam in the past – introduced some very severe legislation in respect of how
much tobacco can be purchased by individuals, where that tobacco can actually be carried – it
cannot be concealed upon a person – and to mitigate the theoretical risks, threats and
vulnerabilities contained in our national risk assessment.

I apologise for taking up that time. I hope I have gone some way in answering the question.
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1-064-0000

The Chair. – Thank you, Mr Tipping. As far as diplomacy goes, I’d say we are rather direct in
our way of asking questions here. In other words diplomacy does not play a pivotal role in a
committee of inquiry. Secondly, you can rest assured that we will not intervene in bilateral
relations between Gibraltar and Spain. Thirdly, I believe that the tobacco issue is a separate
issue, though one that is related to tax.

So, we have the task of not only investigating the Panama-Papers, but also investigating other
ways of committing tax avoidance, tax evasion and tax planning.

1-065-0000

Ramón Jáuregui Atondo (S&D). – Mr Chair, I would like to ask Mr Tipping the following
questions. Of course, I will not go into the political situation in Gibraltar. My questions will be
about taxation, as that is why were are here.

First, what tax benefits does Gibraltar grant to the gambling industry? Why has so much of the
gambling industry based itself there? What tax resolutions, if there are any, or what type of tax
agreements are in place? What attracts that industry to Gibraltar?

Second, please could you confirm the following statistic: Gibraltar has an approximate
population of 28 000 or 29 000 inhabitants, and if my information is correct, it has 30 000
registered companies in its territory. Is that not a bit strange, as there is no other country in the
world that has one company per inhabitant, including children?

1-066-0000

The Chair. – Delaware, 950 000 inhabitants, 1.4 million.

1-067-0000

Ramón Jáuregui Atondo (S&D). – I would like to ask Mr Tipping whether, in his opinion,
these shell companies – if we can call them that – that hold real estate and financial assets could
be used by fraudsters in other countries in order to hide their identity from the tax authorities?
Do you think that this is what is happening with the thousands of companies that have registered
in Gibraltar, which seemingly do not have any economic activity?

Third, in this extremely small territory, is it correct that the Government of Gibraltar has granted
340 tax resolutions to a number of companies, out of which the Commission is investigating
165 for possible breaches of EU state aid rules?

And my fourth and final question: What steps are you taking to prevent companies from
registering under a hidden name in order to ensure that there are no fraudsters in Gibraltar?

1-068-0000

The Chair. – Four complex questions, dear colleague. Mr Tipping, you are required again. Not
on the Gibraltar - Spain conflict this time.

1-069-0000

James Tipping, Finance Director of Gibraltar. – Thank you for the series of questions, which
I very much appreciate. I also note a slightly different tone to the questions, for which I am
grateful.

With regard to online gaming and why Gibraltar is a centre for online gaming, I would mention
the following. The first gaming company to set up in Gibraltar was in around 1998, moving
from a higher taxation regime within the United Kingdom. What happened, essentially, is that
because that gaming company had a very high profile in the United Kingdom it was followed
very quickly afterwards by two or three of the largest United Kingdom based gaming
companies. So essentially what you had forming was a critical mass of companies establishing,
and encouraging each other to set up in Gibraltar. The Gibraltar corporation tax rate is 10%. It
is not a great deal lower than, say, in the United Kingdom, which has – I forget exactly – around
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19% corporation tax, but what has been established more recently is that you have
approximately 3 500 individuals working in online gaming, specialists in that field, in a critical
mass working in Gibraltar. You cannot underestimate the importance of that.

There is a slight analogy with regard to motor insurance companies in Gibraltar. Again, motor
insurance companies did not come to Gibraltar for tax reasons but because of a combination of
factors, but once you had one, two, three or four arriving, then that combination of those
companies being in Gibraltar certainly aided the establishment and the formation of that
particular sector.

With regard to the number of companies, I am actually, by statute in Gibraltar, the Registrar of
Companies, so I am responsible in legislation for that particular function. I think I mentioned
in my intervention that the highest number of companies ever registered was 29 000 in around
2005. Today, the number of companies in Gibraltar is 15 000. We can have a separate
conversation about why we have seen that reduction in companies over that period.
With regard to whether companies can be misused by those who wish to hide their identity in
this way: well, absolutely. That is the whole point, in our particular instance, of EU-driven
legislation on anti-money laundering, financial supervision etc., which demands that trusts and
company service providers in Gibraltar, which manage something like 99% of the 15 000
companies, have to carry out full due diligence on the ultimate beneficial owner of those
companies. We are required to.

As you know, under EU law, we also have to be able to identify politically exposed persons,
for example. We cannot identify politically exposed persons unless we do a full analysis of the
ultimate beneficial ownership of companies in Gibraltar. Otherwise individuals involved in that
practice would be breaking the law. So, yes, that is the whole point of making sure that the
industry does have available and to hand that information so that, if we receive requests from
other law agencies, tax authorities, whatever it may be around the world, we are able to answer
that particular question.

With regard to the fourth question, about the 165 rulings currently being looked at by the
Commission, that is a correct statement. As I think I mentioned earlier, in response to the
Honourable Member’s question with regard to that, our firm view is that we have not issued tax
rulings which reduce the amount of taxation payable by a company or exonerate a company
from tax that they should have paid. It is merely interpretation of the law as to whether tax is
payable or not.

1-070-0000

The Chair. – Thank you, Mr Tipping. I’d like to ask the others whether they have any additional
remarks, even if the questions relate solely to Gibraltar. That is not the case.

1-071-0000

Pirkko Ruohonen-Lerner (ECR). – Mr Chair, I would like to ask about the role of large
auditing companies and other tax consultancy companies in the preparatory phases of your
countries’ legislative drafting. A year ago there was a case where large tax consultancy
companies PricewaterhouseCoopers and Ernst & Young had a significant role in drafting
legislation on limited liability partnerships in Jersey.

What kind of cooperation have you had with tax consultancy firms in recent years? Have those
companies had any role in preparing tax legislation or other legislation regarding financial
activities, and if so, what kind of role have they had?

My second question concerns the threat brought about by Brexit negotiations, which has made
clear how risky building on tax-haven economies in Jersey, Guernsey and Gibraltar has been.
Spain has threatened to raise Gibraltar’s status as a topic for negotiation during the Brexit
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negotiations, and the finance field in the Channel Islands is threatened by similar factors to
those facing London’s financial sector. Important access to the Union’s market will be
endangered.

Do you have a vision or any action plan to make your financial structures more versatile and to
reduce the role of the finance sector?

1-072-0000

George Pearmain, Lead Policy Adviser: Financial Crime, Jersey. – Thank you, Chair and
thank you to the honourable Member for the question. In relation to the role which large
accountancy companies or large firms in the island have in our legislative programme, I think
this is an important question to answer.

As an international finance centre we have a large legislative programme to form new and
innovative products that can be used for financial services around the world. In forming those
pieces of legislation we do a wide exercise of consultation with a significant number of
stakeholders in Jersey. We have an industry representative body and that industry representative
body has a technical committee which ensures that all parts of the industry are consulted.

I think it is also important to note that as well as the industry, when we are forming laws that
deal with the formation of legal entities or legal arrangements we will also consult fully with
all of our insular authorities; that will include tax authorities, financial intelligence units, our
Attorney-General’s Chambers, and our Gambling Commission and our Financial Services
Commission if there is any involvement from their areas. So the consultation is wide and
certainly does not focus upon any single firm. It is a broad level consultation, most of which is
held publicly.

1-073-0000

Rob Gray, Director of International Tax Policy, Guernsey. – The situation in Guernsey is
somewhat similar. I think it would probably be reasonable to say that until about 10 years ago
there was very little consultation in relation to tax legislation with any outside body, but that
sometimes led to the implementation of legislation which contained flaws or was difficult to
administer in practice.

So in more recent years there has been a much more collaborative relationship between the tax
authorities and the accountancy professionals, but that is not to suggest that the accountancy
professionals either draft or significantly influence the policy of legislation. They will be
consulted in relation to what I would perhaps describe more as the fine detail.

1-074-0000

James Tipping, Finance Director of Gibraltar. – Only to say that we also consult industry
generally, not specific industry practitioners, on new legislation, etc.

1-075-0000

Maite Pagazaurtundúa Ruiz (ALDE). – Mr Chair, the truth is that you all present a fantastic,
rather idyllic world. One of the major tax experts that I know said that at times it seems like we
are in the Wile E. Coyote and Road Runner cartoons.

We do not know who is helping whom. You all know that we are here because 214 000 shell
companies and hundreds of thousands of crimes were leaked. The tax expert also said that we
would never have been able to uncover these shell companies and crimes using conventional,
idyllic methods. And, although it is not as idyllic – Mr Tipping, today you play a major role –,
Mossack Fonseca’s email address in Gibraltar is in fact working: I have just sent an email to
that address and I did not receive a delivery failure message.

I suppose that the physical headquarters in Neptune House, the place that houses thousands of
companies, might have closed down. The point is, if everything is so idyllic, we imagine that
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you will have meticulously combed through other companies like Mossack Fonseca, which
could be located among those 30 000 companies in Gibraltar. What is more, they have all been
known in Gibraltar the early 1980s. It is almost always the same directors and their successors.
Furthermore, we have to ensure we look at regulations protecting people who have done us the
massive favour of pointing out where people are committing tax avoidance, money laundering
and other tax and financial crimes.

I imagine that you have put comprehensive regulations in place to safeguard future
whistleblowers who might have information on illegal activity — illegal activity, of course, in
Gibraltar but also elsewhere in the world.

Moreover, it is clear that the European Commission has different findings on tax rulings to you,
Mr Tipping. The Commission has found that you are essentially working as a tax haven, and
the truth of the matter is that people systematically do not pay taxes, nor do they pay taxes on
passive income, intermediation or consulting activities, profit earned from marketing activities,
nor from supplying petroleum products, nor trusts. Finally, Sir, I would like you to answer my
questions, because I am convinced that it will be extremely interesting to listen to you, and to
the other extensive... (The Chair interrupts the speaker.)

1-076-0000

James Tipping, Finance Director of Gibraltar. – Thank you to the honourable Member for the
series of questions. As regards the first couple of questions, to be honest with you – whilst I
know you made an analogy about cartoons or whatever it was, and the point that somehow you
disbelieve the fact that what we are presenting actually is not an idyllic situation – I, and I think,
we all are presenting a factual situation of what the reality is in Gibraltar on the ground.

With regard to the point on tax rulings, it is still at an investigative stage. No decision has been
made with regard to the position by the European Commission. They are still requesting more
information and that information is being passed on. I think there is a slight misunderstanding
with regard to the information we gave in answer to the written questions. The question asked
what type of industries were these companies involved with, and the honourable Member has
mentioned a couple of those and whether they were marketing or consultancy, etc. I need to
mention the following which is very important.

The interpretation of the law has nothing to do with the sector involvement in which they are
in. If it had to do with the sector involvement it would clearly be state aid and it is not, so I
repeat once more: this is not a question of wholesale ensuring that companies in Gibraltar, or
certain types of companies in Gibraltar, do not pay tax. It is far from the reality. I think we
should wait to see what happens with regard to the investigation. We are entirely confident that
there has been no element of state aid, and we believe that will come to a successful conclusion,
so that would be my comment.

1-077-0000

Colin Powell, Adviser on International Affairs to the Chief Minister, Government of Jersey. –
Thank you for the question that has been posed. There are a couple of points I would make.
One is that when we came to look at the information which was revealed as a result of the
Panama Papers exercise, what we found was that, as far as Jersey was concerned, we were
looking at some very historic situations going back to the 1980s. We did not see anything that
was really within the kind of year range in which we have been applying very rigorous regimes
in relation to the trust and company service providers and their handling of companies in Jersey.

I think we have made the point about the regulation of trust and company service providers. It
is worth emphasising that there is a very rigorous approach; it is not just a case of oversight
regulation going in on on-site examinations.
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If a trust and company service provider is found not to have all the information about the
ultimate beneficial owner, if it is not seen to be carrying out business in a proper and reputable
way, then it runs the risk of being sanctioned and those sanctions can lead, as they have done
on a number of occasions, to that trust and company service provider having its licence removed
and the persons involved in that business being refused permission to participate in the work of
the finance industry in future.

So this is not something light, this is something heavy, and we are satisfied that by comparison
with other jurisdictions – and I think we have to draw a comparison with other jurisdictions,
including those in the Member States and worldwide – we believe that we have a very rigorous
regime. No one can say that some difficult situations escape, find their way through, but I think
we can say that our regime has been recognised by MONEYVAL very clearly, in that they said
that our register of beneficial ownership and our regulation of trusts and company service
providers put us in a leading position.

If we are in a leading position, as an international body has accepted, we would hope that would
be recognised by your Committee, Chair.

1-078-0000

Maite Pagazaurtundúa Ruiz (ALDE). – Sir, I would very quickly like to ask you how many
licences have been withdrawn and whether you could send us – because you will not know the
statistics off the top of your head – the statistics from a diachronic point of view.

1-079-0000

Colin Powell, Adviser on International Affairs to the Chief Minister, Government of Jersey. –
Yes.

1-079-5000

The Chair. – OK. Has that answered your question? ... have been withdrawn. How many, is
what she asked.

1-079-7500

How many licences?

1-079-8750

Colin Powell, Adviser on International Affairs to the Chief Minister, Government of Jersey. –
Sorry Chair, I had understood from the questioner that we would be given the opportunity of
providing this information to you subsequent to this meeting, not necessarily to provide it now.
We agreed that we would answer that and ...

(The Chair cut off the speaker)

1-080-0000

Miguel Urbán Crespo (GUE/NGL). – Mr Chair, I am not going to get into political matters
in Gibraltar. I would simply like to say that for our political party, our priority is always to
uphold the rights and protect the futures of workers in the Campo de Gibraltar.

However, that is not a matter to be discussed here. It seems that the Gibraltar authorities have
come to this meeting to extol their own virtues. The first thing we must remember is that rather
than present us with virtues and progress, what they have actually shown us is that they have
complied with the minimum international standards. Of course, in my opinion, that is nothing
to celebrate.

Everyone knows that Gibraltar is a very small territory, however, from what we can see, it is a
large fiscal hole in the heart of Europe. As we all know, in an era of liquid capitalism, all you
need to cheat the system is just one regulatory loophole.
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According to the statistics that you have provided, Gibraltar has a population of more than
30 000 inhabitants, and paradoxically, has more than 15 000 companies. Here we have
Gibraltar’s main line of business, and our fiscal hole. It appears that registering the actual
owners of the aforementioned companies is neither compulsory nor comprehensively done. I
am therefore going to ask if you are genuinely intending to meet minimum standards and stop
being a tax loop hole, or even – I personally do not like using the term ‘tax haven’, I prefer to
use ‘tax den’ – stop being a tax den.

I would like to ask the following three questions: From what percentage of ownership does an
actual beneficiary have to provide their full data in Gibraltar? Is it true that the register is
private? To what extent does that ensure acceptable transparency standards? And finally,
according to your written answer, as of 26 June you will start to apply the fourth and fifth
Directives against money laundering. We are wondering, however: how will Brexit affect this
commitment, given that there have been veiled threats to turn the British economic area into a
massive tax haven?

1-081-0000

James Tipping, Finance Director of Gibraltar. – First of all thank you for the question and I
appreciate the context in which it is being put. I think some of these have been answered before
so I will try to be very brief and to the point. Thank you for taking me at face value that we
have 15 000 companies, which I appreciate very much. I will take the questions in any order.

With regard to Brexit, in my opening statement I mentioned at the very end, and I quote again,
that ‘post-Brexit, Gibraltar will continue to apply existing commitments on exchange of
information, anti-money laundering, and financial supervision’. From that date forward we will
then choose either to voluntarily copy any new EU legislation on that subject or adopt
international standards that have the same effect, so that would be the point on that.

With regard to the central beneficial ownership register which will be introduced as from
26 June, the Fourth Money Laundering Directive talks of a threshold of 25% ownership. The
Fifth, which is not yet adopted, talks of lowering that threshold to 10% or less. We will adopt
whatever it is that the Fifth Anti-Money Laundering proposal, as it stands at the moment,
actually puts forward.

At the moment, with regard to the level of due diligence that needs to be carried out by the
private sector in Gibraltar on taking on new clients, I think I mentioned before that whilst the
requirement may be 25% in law, in practice in order to be able to identify, for example, if there
is a politically exposed person that has even 1% of the ownership of a particular structure, then
the private sector has to go down into that kind of detail.

I am afraid I have missed the second point. On the generality of the point, I apologise. I do not
want to come across as a salesman, I want to come across actually as being given the
opportunity, which I think I have, of presenting a factual position on where Gibraltar stands.

1-082-0000

The Chair. – Thank you, Mr Tipping. By the way, in politics, self-praise is the surest praise
you can get, as our colleague has said.

Thank you. I believe the fifth money laundering Directive, concerning the threshold, is still
being discussed in the trialogue. That will be decided upon shortly, so we are still discussing
the plans internally ourselves.

1-083-0000

Miguel Urbán Crespo (GUE/NGL). – On the private registry. I spoke to him about
transparency standards. Do you not think that your register being private is incompatible with
guaranteeing transparency regimes?
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1-084-0000

James Tipping, Finance Director of Gibraltar. – We currently have a Companies House
register which has existed for decades and for which I am the registrar, but the day-to-day
operation of the Companies House register is run by a private sector company. It has proven to
be much more efficient to do it that way, to have it in in the private sector. However, the
Companies House register is accessible on the internet, it is accessible by anybody, but it does
not necessarily always show ultimate beneficial ownership. Like any other Companies House
register it may show nominee shareholders, it may show corporate directors rather than
individual directors. But the creation of the central register of beneficial ownership, which will
be in place as from 26 June this year, is not run by this private company. It is going to be run
within the Finance Centre Department of the Government of Gibraltar, in other words within
my department, and that will be run exclusively by government officials, not by the private
sector.

1-085-0000

Ernest Urtasun (Verts/ALE). – I would like to thank the representatives of the three
jurisdictions. Many things have been said but there is a general point I wanted to make, which
is that you have extremely aggressive tax regimes that pose a real competitive disadvantage for
the rest of the EU. I have to tell you that, in the light of Brexit, it is very clear that in the interest
of the EU your access to the single market should not be taken for granted.

My question is very simple. In the light of the Brexit negotiations would you be ready to
significantly change and reform your aggressive tax regimes in order to secure your access to
the single market. Because otherwise – and I want to be very clear on this – many groups in this
Chamber will ask for very concrete restrictions, and even sanctions, for access to the single
market if many of the things such as (taking for instance Gibraltar) where the income obtained
outside Gibraltar does not pay taxes, continue. There is also freedom from taxes for incomes
such as from intermediary activities, consultancy fees, passive income. If all this continues, it
is absolutely in the interest of the EU not to grant free access to the single market. This will be
asked in this Chamber by several Groups and my question then is: are you ready to change
those regimes?

I also have a concrete question – and I will end here, Chair – for Gibraltar, on the category 2
status you are granting to some individuals. You currently have 320 individuals with that
category 2 status, meaning individuals with different citizenship becoming tax residents in
Gibraltar to benefit from your generous fiscal regime for rich people. You have been talking a
lot about the upcoming automatic exchange of tax information. Would you commit to
implement as of this year the exchange of tax information for non-residents? So my question is
very clear. Of these 320 individuals, will information be shared or not, or will the information
for the citizens granted category 2 status continue to be hidden?

1-086-0000

Colin Powell, Adviser on International Affairs to the Chief Minister, Government of Jersey. –
I think when we look to the future we are expecting, and I hope it is a reasonable expectation,
that the European Union will have regard for what is in its best interests, and I think that in that
respect there are two points we would make, some of which we have made in our answers to
the written questions, and also touched on in our presentations.

Our zero tax rate is there, as I have said before, to provide a platform of tax neutrality in the
absence of double taxation agreements. The result of that has been that Jersey and Guernsey
have been successful in attracting capital from all over the world, which has then, through Jersey
and Guernsey, been invested in Europe. We have had independent studies undertaken by bodies
such as Capital Economics and I think KPMG in the case of Guernsey, and studies have been
undertaken which have shown that this flow of capital into Europe is a major contributor to the
jobs and growth policy of the EU.
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We recognise that, in so far as we are engaged with Europe, as I have mentioned earlier we
need a ‘good neighbour’ policy, we need to ensure that you have all the information you require
to ensure that there is no illegal activity and that people are not engaged in tax evasion. We
have indicated, and I mentioned it in my introductory remarks, that we are totally committed to
the exchange of information in compliance with international standards. If there is more
information that is required, and that becomes an international standard, then we will be
following that policy of compliance with international standards which we have applied over
the years, both in the case of Jersey and Guernsey.

We look to the future in terms of relating to a European Union which is fair, which makes
decisions which are evidence-based, and makes decisions which relate to other jurisdictions’
compliance with international standards and the same standards that the European Union is
complying with. We feel that, if that approach is adopted, we should continue to have a good
neighbour relationship with the European Union.

1-087-0000

Richard Walker, Director of Financial Crime Policy, Guernsey. – I would just like to agree
with those comments made by my colleague from Jersey. The position of Guernsey is the same.

I would also like to highlight a couple of the comments I made in my opening preamble to this
session, in that I made it very clear that Guernsey meets every international standard of tax
transparency and information exchange. In addition to that, I also highlighted some areas of EU
standards which we have met. In particular, we have adopted the EU Savings Directive and
moved to full automatic exchange of information from 2011. In addition to that, we were also
assessed as being compliant with the principles of the Code of Conduct on business taxation in
2012. That assessment was also endorsed by ECOFIN. So we believe that is a very positive
story to tell on our commitment to ensuring good standards of tax transparency and information
exchange, and also being a good neighbour to the EU.

1-088-0000

James Tipping, Finance Director of Gibraltar. – Briefly, on Brexit and the single market, we
are working on the basis that we are not going to have access to the single market. I mentioned
hard Brexit before.

With regard to residence – we do not offer citizenship – the answer is as follows. If an individual
is tax resident in Gibraltar, as at a certain point in time, then that individual will be subject to
reporting on what the individual has in Gibraltar. In other words, if I, for example, am resident
in Gibraltar – which I am – then the reporting is to the income tax authorities in Gibraltar. If I,
however, was resident in, say, the United Kingdom, then the reporting would be to authorities
in the United Kingdom. So the straightforward answer is, yes, you are right in so much as, if
individuals are legitimately resident in Gibraltar, then they would not be reported on to another
country in which they were previously resident, unless the timing of the directive on automatic
[exchange of] information and the Common Reporting Standard caught them in that manner –
except for the United States, because we report on US persons regardless of where they are
resident.

1-089-0000

Ernest Urtasun (Verts/ALE). – That means that for nationals of EU Member States who have
transferred their wealth to Gibraltar and that right now fall into the Category 2 status, their
income and information will not be shared with the rest of the EU. Is that correct?

1-090-0000

James Tipping, Finance Director of Gibraltar. – As long as the individual has actually become
properly tax resident – and remember that we are talking about 320 – in Gibraltar.
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1-091-0000

Ernest Urtasun (Verts/ALE). – So you are granting this under Category 2 status?

1-092-0000

James Tipping, Finance Director of Gibraltar. – Yes, but lots of individuals at the moment,
because we are EU so EU, EEA and Swiss nationals can automatically come and live and take
up residence in Gibraltar without having to be given any particular status at all, because we are
part of the freedom of movement of persons.
But, in general terms, the principle that you are pointing out is that, if somebody transfers their
tax residence – truthfully – and moves from, say, for the sake of argument, the United Kingdom,
to live in Gibraltar, will they be reported on back to the United Kingdom? The answer is no,
because under the reporting systems, unless you have a citizenship form of taxation, like the
United States does – where it does not matter where you live, it is all about what your nationality
is – if you do not have the US system, then it is all about where you are truly tax resident, and
that is correct.

1-093-0000

The Chair. – So, Gibraltar, unlike Malta, Cyprus and, to a lesser extent, Austria, is not one of
the three Member States or jurisdictions that also sells passports.

1-094-0000

James Tipping, Finance Director of Gibraltar. – No, we do not offer a citizenship programme
– a passport programme – at all. There are lots of EU Member States that do, but we do not.

1-095-0000

The Chair. – Okay.

1-096-0000

David Coburn (EFDD). – Charming as always! To answer Mr Mato’s problems, there is plenty
of smuggling between Tangier and Morocco and Spain. I spent time there many years ago, and
never mind what goes on in Ceuta and Melilla, which are Spanish possessions in Morocco;
Spain bellyaches about Gibraltar’s existence but what about Ceuta and Melilla? When are you
going to hand them back to the King of Morocco, that is what I would like to know.

The UK should have settled the issue of Gibraltar before supporting Spain’s entry into the EU
in the first place. Sadly, the British Government was lax in that regard. I would also point out
that the UK does not appreciate interference in our Irish arrangements between Ulster, which
is an integral part of the United Kingdom, and the Irish Republic. We do not interfere in the
Catalan issue, and we do not interfere in the Basque issue, so I do not see why you should all
be interfering in our affairs.

It seems to me that from the answers given by the gentlemen here, the representatives of
Gibraltar, Jersey and Guernsey, that they are doing everything possible to control criminality. I
think there is little less they could do, quite frankly. Do you consider that the European Union
is using this committee to extend its excessive tax programmes and socialist command economy
throughout Europe and to eliminate any tax competition whatsoever?

My socialist colleague next to me does not like competitive tax, I presume he wants a European
socialist republic, but if Spain adopted Gibraltar’s business model, it would not have the mass
unemployment it has today where you have, I think, 25%, or 50%, of Spanish youth without
jobs, so I think Gibraltar is doing an excellent job and it should be a business model for the rest
of Europe, quite frankly. But I would ask you to answer my question, Sir: do you feel that they
are trying to squash or eliminate you?

1-097-0000

The Chair. – We are not talking about how much the tax rates are, nor are we talking about
financial and economic policy. We are talking about tax evasion, tax avoidance, shell
companies and money laundering. Those are the main issues, all aspects included, not just those
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related to the Panama-Papers. And Mr Coburn’s observation goes far beyond this. But who
would like to answer all the same?

1-098-0000

David Coburn (EFDD). – Can I say that high taxes throughout Europe is what leads to the
criminality, it is what leads to tax evasion, and if you had organised proper taxation as we do
in the United Kingdom, you would have less of that problem and your economy would be as
successful as ours in the United Kingdom and Gibraltar.

1-099-0000

The Chair. – Yes, but the UK Conservatives are not the only parliamentary group and party
who do not want taxes to be too high. That is a misapprehension. There are others groups who
also believe it is important that tax is used efficiently.

1-100-0000

David Coburn (EFDD). – I am a UKIP and a libertarian. I am not a Conservative.

1-101-0000

The Chair. – OK then. Judging by the way he’s shaking his head, it seems that Graham Watson
would have something against that. Yes, alright. We are not discussing this fundamental matter
here now.

In general, on the question of taxation levels: do you have any comments?

There are no incorrect questions, just critical responses at most. OK. Then I may hand over to
Professor Dariusz Rosati, the last person on our list.

1-102-0000

Dariusz Rosati (PPE). – Thank you to our guests for providing us with very interesting
information. I have two questions. The first one is on the reasons why foreign companies are
attracted by the specific tax characteristics of the Channel Islands and Gibraltar to set up
companies – shell companies, letterbox companies, whatever – in those jurisdictions. From
what we have heard, the jurisdictions discussed today seem to be at a very high level of
compliance with anti-money laundering legislation and tax fraud control. I do, of course,
congratulate you on that, although some of the crucial pieces of this legislation have been
introduced only recently or are in the process of being introduced.

So my question is: what specifically is so attractive in those jurisdictions that are able to attract
so many companies that the number of companies in some of these jurisdictions is higher than,
or similar to, the number of inhabitants? Is it their low or zero tax rate, or is it connected with
the late approval or delayed adoption of some of the legislation, like the beneficial ownership
legislation or automatic tax exchange, the absence of which in the past was perhaps the reason
behind many companies coming to the jurisdictions?

My second question is about transfer pricing. Would you agree with me that, if you have a zero
tax rate, then this kind of system provides an incentive for an international company to set up a
company that would again then be used as a vehicle for avoiding taxes in other countries, simply
through shifting profits from other countries where economic activity takes place to a holding
company or a shell company located in one of the three jurisdictions? Because of the very low
tax rate, the ultimate result is that taxes will be avoided in those countries where the value is
created. Would you tell me to what extent your authorities are prepared to confront this
phenomenon and to fight these kinds of practices that are obviously examples of unfair tax
practices?

1-103-0000

James Tipping, Finance Director of Gibraltar. – Thank you very much for those particular
questions. I would like to answer them very quickly. With regard to the comment on possible
late adoption, as you intimate, I just want to underscore that Gibraltar has not been late in
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adopting any of the particular EU regulations or directives and has done so on time. With regard
to, for example, the central register of beneficial ownership, this only needs to be complied with
as from the deadline date, which is 26 June this year for the Fourth Anti-Money Laundering
Directive.
With regard to transfer pricing: I come previously from a commercial background. I do not
come from a public sector background, but from an investment banking background. I have to
say that transfer pricing, in my opinion, is really a very outdated model. It is a model from the
1980s and 1990s and is very unsophisticated. Indeed most countries have introduced significant
countermeasures in order to avoid simple transfer pricing or even more complex transfer pricing
being put into effect. Lastly, there are of course the EU initiatives on the avoidance of double
non-taxation and base erosion profit shifting, which we are putting into place with regard to
relevant EU legislation.

1-104-0000

Richard Walker, Director of Financial Crime Policy, Guernsey. – I shall say a few words and
then be followed by my colleague, Rob, before Jersey speaks.

I wanted to pick up the point on beneficial ownership and to state strongly that Guernsey regards
itself as a world leader in its beneficial ownership standards. I highlighted in my introduction
the importance which we attached to introducing AML/CFT standards for trust and company
service providers in 2000. We were one of the earliest jurisdictions in the world to do that. We
were one of the first jurisdictions in the world to introduce the same kind of very strong
regulatory and supervisory framework for trust and company service providers that Mr Powell
was talking about in relation to Jersey a few minutes ago. We follow that with very strong
supervision and monitoring of standards in practice. We also introduced into company law a
set of requirements for companies to appoint resident agents to identify and verify the beneficial
ownership of companies.

These are all world-beating initiatives, but one must also always move forward as standards
and expectations develop and that is what we are doing. There are no shell companies or
letterbox companies in Guernsey. We have a registry, as I articulated earlier on, and we have a
strong registrar which monitors the register consistently and persistently. That is also linked
with the strong supervisory framework which we have. I will now pass to Rob for the tax
element.

1-105-0000

Rob Gray, Director of International Tax Policy, Guernsey. – Perhaps a little statistic before I
start, because it has been bandied around in relation to a number of other jurisdictions which
have been referred to. The population of the Bailiwick of Guernsey is 62 000 souls and we have
18 300 companies, just to put that into a little bit of context. So, if you want to use a statistic,
there is a little less than one company for three residents of the Bailiwick of Guernsey.

It is certainly easier, and arguably a lot cheaper, to establish a company in a number of other
jurisdictions than it would be in the island, so why would someone want to come to Guernsey?
Arguably, the zero percent rate of tax is attractive. Why is it attractive? As we said in our
previous submissions and in the opening statements, it means that, if you conduct a company
in Guernsey, you do not get that additional layer of tax which it may not be possible to reclaim
against a tax liability in another jurisdiction in the absence of a double taxation agreement, of
which we have very few.

Does it mean that some people will be attracted to the islands because of the zero percent and
they have in mind tax evasion or tax avoidance? Of course it does, but that then leads me on to
the following point, where it was suggested that perhaps the islands are attractive because we
have come late to the implementation of international standards. That is certainly not the case.
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Richard has explained that Guernsey and Jersey were leaders in relation to the regulation of
trust and corporate service providers. In relation to exchange of information on request, our first
tax information exchange agreement was with the United States in 2002. At that point there
were very, very few taxation exchange agreements. We now have 60 of those and Jersey also
has a considerable number.

We are also now participating – almost at the very earliest point we were able to do so – in the
Multilateral Convention which enabled us also to be part of the Early Adopter Group of the
Common Reporting Standard. We were also the first wave of signatories to the base erosion
and profit shifting Multilateral Convention in relation to company-by-company reporting.

So I think all of that history clearly demonstrates that the islands do not come late to the
implementation of international standards. It is often completely the reverse.

1-106-0000

Colin Powell, Adviser on International Affairs to the Chief Minister, Government of Jersey. –
Just to reinforce the point that has been made by my colleagues, in answer to the question as to
why would people form a company in Jersey. They have done so over many, many years
because of Jersey’s political stability. We have no political parties in our Assembly. We have
fiscal certainty. We have had a zero since before the Second World War, so for 80 years. We
have professional expertise and we have flexibility of company laws.

If it was just ‘zero’ that was attractive then there are many other jurisdictions that have zero
which do not have the same rigour in terms of company formation and not surprisingly they are
the ones which have very substantial numbers of companies of very much more than the 30 000
which Jersey has in relation to its 100 000 population.

We do not have shell companies or letterbox companies. We expect our trust and company
service providers to know all about the companies that they are administering. Most of our
companies are investment holding companies, and investment decision-making and investment
management is taking place in Jersey.

The test of our real economic activity, in other words the fact that we are not fragile in that
sense, is going to come in our exposure to the work of the Code Group this year in working
towards, as you know, the listing of non-cooperative jurisdictions at the end of this year. The
criteria that we will be considered against refers to this question of real economic activity, which
was also part of the criteria for the Code Group when we were assessed in 2011. We are
confident that we will be able to satisfy the Code Group that we have real economic activity.

On transfer pricing, just to mention that we have very little of that business that we can detect
at this time, but to the extent that there is, we are fully committed to the country-by-country
reporting. We are totally committed to the OECD model in that respect and we are providing
information which would ensure that if there is transfer pricing which is to be attacked, then it
will be identified accordingly.

1-107-0000

The Chair. – Thank you. I was wondering why nobody had mentioned the healthy maritime
climate as one of the benefits. Anyone who is familiar with the rather oppressive weather of
high-pressure regions in continental Europe will be astonished that you did not mention the
healthy climate.

OK. We have come to the end of our Q&A. We have an additional one-minute question from
Vice-Chair Ana Gomes, just one in the Catch-the-eye-process, and then we will come to a close.
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1-108-0000

Ana Gomes (S&D). – Mr Tipping, only last week a group of NGOs led by Transparency
International presented here in this Parliament a map of ill-gotten assets regarding Uzbekistan,
where telecoms from Uzbekistan were coerced into paying two companies based in Gibraltar.
Swissdorn is one of them, another one is Takilant, and the UBO is believed to be
Ms Gulnara Karimova, daughter of the late President of Uzbekistan. Will you be able to answer
questions that I will forward to you to help us clarify this process that involved over USD one
billion and money laundering through Belgium, Luxembourg and Ireland?

1-109-0000

James Tipping, Finance Director of Gibraltar. – I would mention two things with regard to
that. Yes, first of all we would be very happy for you to send any questions you have on a
specific case; I am not going to comment on a specific case but if you want to send us
information then we would be very happy to look it up.

Having said that, I would be certain that if there were such a specific case then information
would have already been requested through financial intelligence units, through the Egmont
Group I mentioned before, and that would have been passed on. Indeed, if it was evidential
evidence that was being sought then it would come under mutual legal assistance, whether the
European Union version or international.

1-110-0000

Gabriel Mato (PPE). – Mr Chair, I do not have a question, nor do I wish to start an argument.
Someone mentioned me earlier, although you, Mr Chair, did not see me when I asked to make
a comment. I am not going to start an argument about how much he knows about Spain, the
Basque Country, Catalonia, or even Ceuta and Melilla. I do not think that now is the right time,
but I am happy to enlighten my colleague about all of this. I only want to say one thing: look at
the greatness of the European Union and its institutions: even those who reject them can use
them as a form of propaganda.

1-111-0000

The Chair. – Ceuta and Melilla are different matters. Issues concerning refugees also play a
prominent role in that matter.

A big thank you to all of you, and I would like to thank the speakers first of all for being here,
secondly for their competent answers, thirdly for their optimistic outlook, fourthly for their
written answers and fifthly for their willingness to follow up with the information we have
asked for. Mr Tipping, perhaps the risk analysis, and Mr Powell, the information that you agreed
to provide.

I would now like to close with Mr Walker’s opening words. He said he is looking forward to
the future. Yet we can only shape the future by properly analysing the past and by rectifying
mistakes. That is what we have to do.

Thank you very much to everyone and to the interpreters.

Our next meeting will take place on 30 May at 15.00 with President Jean-Claude Juncker.

(The meeting closed at 12.20.)


