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IN THE CHAIR: PETR JEZEK
Chair of the Special Committee on Financial Crimes,
Tax Evasion and Tax Avoidance

(The meeting opened at 15.08)

Panel I: Risks in the area of money laundering linked to the practice of golden
visas

1-004-0000

Chair. — Good afternoon, colleagues, guests, audience. Welcome to the meeting of the TAX3
Committee. I would like to start today’s hearing with the following. Tomorrow will be one year
since Daphne Caruana Galizia, a brave Maltese journalist, was murdered. Members of the
previous PANA Committee had the opportunity to meet her personally, and I would like to hold
a minute’s silence in tribute to her and all investigative journalists who were killed, most
recently, Viktoria Marinova, in Bulgaria.

(The House rose and observed a minute’s silence)

Today’s meeting will consist of a hearing on ‘Golden Visas and Other National Schemes
providing Tax Privileges’. We would like to learn more about the risks of money laundering,
tax evasion and tax avoidance, which is related to these programmes. We will then speak about
free economic zones, particularly those functioning as permanent storage for high value goods
generally known as freeports.

The hearing will be structured in two panels. The first panel will deal with ‘golden visas’, the
second on ‘Freeports and Special Economic Zones’.

For the first panel on Golden Visas, we have invited representatives from the OECD and the
NGO Global Witness. We have with us Commission representatives from DG JUST who will
be able to answer possible questions directed to them.

We had also invited the director of the Portuguese Immigration and Borders Service (SEF),
who is in charge at administrative level of the Portuguese golden visa scheme. Unfortunately,
he declined our invitation so we will not have the possibility to hear the view of the Portuguese
Government, which could possibly justify the scheme or answer questions from Members.

All Members have received the written answers collected from some of our panellists to the
questionnaires sent to them ahead of this meeting. These answers, as always, will also be
available on our committee’s website after the meeting.

Let us now start the first panel: Risks in the area of money laundering linked to the practice of
Golden Visas. Let me introduce our speakers of the first panel: Mr Philip Kerfs, who is the head
of the International Co-operation Unit of the OECD. Welcome. And Ms Rachel Owens, Head
of the EU Advocacy for Global Witness. Welcome.

I would like also to welcome Ms Despina Vassiliadou, Deputy Head of Financial Crime Unit,
from DG JUSTICE. Welcome. And Ms Monika Mosshammer, Deputy Head of Unit
Citizenship rights and Free Movement, also from DG JUSTICE. Welcome.

You know that the OECD has carried out a consultation on ‘Preventing the abuse of residence
by investment schemes to circumvent the Common Reporting Standards’. We would like also
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to hear from Mr Kerfs about the findings of this consultation, even if at this stage they are
probably only provisional, and (also) about possible recommendations.

When it comes to Global Witness, it has very recently produced a study on risks attached to
golden visa programmes and we will obviously be interested to hear about the study.

The working method as usual will be the following. Each speaker will have a maximum of
10 minutes for introductory remarks and presentations, and then we open the discussion with
Members.

I would now like to ask Mr Philip Kerfs for his speech of up to 10 minutes.

1-005-0000

Philip Kerfs, Head of International Cooperation Unit, Centre for Tax Policy and
Administration, OECD. — Thank you very much, Chair and thank you for inviting the OECD
to give you a presentation of the work that we are doing in this area.

Residence-by-investment schemes and citizenship-by-investment schemes are not work that we
are doing as part of a holistic project at the OECD. We actually came across these schemes in
a rather accidental manner as part of the work that we have been doing over the past few years
in the area of the automatic exchange of financial account information. As most of you may
know, the OECD adopted, further to a Group of 20 (G20) mandate in 2014, the Standard for
Automatic Exchange of Financial Account Information. Further to that Standard, countries are
collecting information from financial institutions about their non-resident account holders and
they share that with the country of residence of these account holders.

This programme is very advanced. One hundred and two jurisdictions have committed to the
Automatic Exchange Standard. In September 2017, the first half of the jurisdictions, including
the EU Member States, started the first exchanges under that standard, and the remaining ones,
who committed for first exchanges in 2018, started exchanging last month. As a whole, | think
this is a very successful programme, but, at the same time, as part of the ‘after-sales service’ at
the OECD, we are also looking at areas where the standard is at risk. As part of that, we have a
loophole strategy where we systematically collect information about ways in which the
Common Reporting Standard (CRS) could be circumvented. As part of that loophole strategy,
we have a disclosure facility where people can, on an anonymous basis, disclose ways in which
and schemes through which the CRS is being circumvented. It was as part of that work that we
came across the residence-by-investment schemes. That triggered us to organise a consultation
at the beginning of this year about this phenomenon and we have been working with
jurisdictions to establish to what extent these schemes can be used, or misused, to circumvent
the automatic exchange of information.

At a technical level, we have agreed a number of criteria on the basis of which
residence-by-investment schemes can be considered to present a high risk for circumventing
the Common Reporting Standard. There are two key criteria that we apply. One of the features
is that the scheme should only stipulate minimal physical presence requirements to obtain
residency rights or citizenship rights. The other gateway criterion is that for the relevant person
who applies for residence or citizenship, it should lead to low or no taxation on his foreign
passive investments. That low or no taxation can be the result of the fact that the jurisdiction in
question has no taxation, or it could be because the jurisdiction, even though it has a standard
taxation regime, also has a territorial tax system so that foreign source income received by
resident individuals is only taxed if it is remitted to the jurisdiction, or it can be low tax or no
tax because there is a specific tax regime organised for the benefit of successful applicants under
these residence-by-investment schemes.
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These are the two key criteria that we have adhered to. We have also investigated whether there
could be mitigating measures and we have identified two of those. One would be where the
country in question organises a spontaneous exchange of information with the original country
of residence of the applicant. Another risk-mitigating factor we have identified is where the
documentation that can be obtained by the person who obtains the residence permit is such that
it can be identified from the documentation that the person has obtained residence through an
investment programme.

It is against those criteria that in the Secretariat we did an analysis of approximately 100
schemes. That does not yet cover the entire world. We started our work with the 102
jurisdictions that are committed to the Automatic Exchange Standard and, from those 102
jurisdictions, we identified approximately 100 schemes. It looks as though approximately 20 of
them will be identified as posing a high risk of misuse for the purposes of the Common
Reporting Standard. The intention of the work going forward is that we will make these
high-risk schemes public, not in a manner to stigmatise the countries organising the schemes,
but rather as a tool for the financial institutions that need to apply the Common Reporting
Standard so that it raises awareness for them when an account holder may present a high risk.
We will also produce guidance for the financial institutions regarding additional due diligence
or questions that they may ask if they are confronted with an account holder where, given the
new information that we have about his residence-by-investment schemes, they have reason to
know that there is a risk that the person in question is not resident for tax purposes in the country
or not resident for tax purposes only in that country because, under the Standard, the intention
is that all tax residence jurisdictions are communicated and reported to the financial institution
so that the information can be exchanged with all the countries of residence of a taxpayer.

In the course of that work, we have also established that a number of jurisdictions are committed
to starting a spontaneous exchange of information with the country of residence of the
applicants, which is a good development because we think that will reduce the risk from the
perspective of misuse of the schemes for CRS purposes.

That is, in a nutshell, where we are now. We intend to bring this work out quite soon and we
will also continue the work to start analysing those countries outside the 102 that we have
already looked into. That’s, in a nutshell, the work we have done so far.

1-006-0000

Rachel Owens, Head of EU Advocacy, Global Witness. — Thank you, Chair, and thank you
very much to the TAX3 Committee for inviting me to talk today, in particular about the
corruption risks associated with golden visa schemes. I won’t present on the link with tax
evasion as this is not our area of expertise.

| head up the EU office of Global Witness, an international NGO, which has spent over 25 years
exposing and campaigning on corruption. At the beginning, we exposed how the profits from
natural resources in countries like Cambodia and Angola were being diverted into private
pockets, but as time went on, we became aware of a distinctive, systemic pattern of corrupt
behaviour. We call this the ‘corruption lifecycle’ and we break it down into three parts: steal,
stash, and spend.

First, the corrupt people need to find out what they want to steal: a pristine rainforest,
community-owned land, oil, gold ... or they just go straight for cash. Then they need to stash
that cash, for example, by laundering it through major banks and holding it in offshore
jurisdictions, and then they need to spend it. In most cases, election buying and patronage are
must-haves to maintain power. After that, they can turn their attention to luxury goods and
property, and particularly a plan B for if things go sour. This is where so-called ‘golden visas’
become very attractive for the corrupt and criminal.
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Buying citizenship and residency in another country via golden visa schemes is expensive, but
it is an investment because it gives the corrupt and their families permanent security. In
addition, their new passport can help them go under the radar and avoid having red flags against
their name and nationality when crossing borders, opening bank accounts or setting up new
business structures. Unfortunately, we weren’t surprised when last year, The Guardian
newspaper, together with a consortium of journalists, exposed how golden visa schemes across
Europe are at risk of abuse. Their investigation showed how business executives implicated in
the controversial Brazilian ‘Operation Car Wash’ scandal, relatives of an Angolan politician
accused of bribery, and billionaire Russian oligarchs and Ukrainian elites accused of corruption
have acquired EU citizenship through Portugal and Cyprus.

Last week, Transparency International and Global Witness launched a report which outlines
our concerns that golden visas sold in the EU risk becoming a fixture in this spend part of the
corruption lifecycle, potentially enabling the corrupt to continue their criminal activities by
giving them a safe haven in the EU.

Our research shows that lax, opaque and mismanaged schemes have exposed the EU to a myriad
of corruption risks. Insufficient due diligence, wide discretionary powers and conflicts of
interest can conspire to open Europe’s doors to the corrupt. For example, we found that in all
appearances, Cyprus and Portugal do not seem to assess an applicant’s source of funds or wealth
when analysing applications, and although there is a four-tier due diligence process in place in
Malta, government officials enjoy wide discretion when deciding on an applicant’s eligibility
for the programme. Applicants who have criminal records or are subject to criminal
investigation may still be considered due to special circumstances. Beyond these external risks
of the corrupt and criminal making their way into Europe, our analysis reveals that poor
accountability and limited transparency can give rise to corruption within EU Member States
themselves, and that is because there are high levels of discretion and low levels of scrutiny.

Our recommendations to tackle these risks are twofold. Firstly, we believe that these schemes
need to be tightened up. All applicants must be subject to the sharpest of due diligence checks,
and we must ensure that there is no conflict of interest. The legitimacy of an applicant’s
investment must be verified and his or her background must be thoroughly checked. Secondly,
European citizens need to be confident that schemes themselves operate to the highest levels of
integrity, and governments must be scrutinised to ensure that their risk appetite is acceptable to
citizens. Here, transparency and accountability are key. It is also critical that governments
which choose to sell residency and citizenship programmes initiate open dialogue with the
European public and their citizens about what kind of risk appetite we as a Union and individual
Member States have, and what we find acceptable. Member States should put their rationale for
these schemes out in the open and have a clear public debate around the so-called benefits of
these schemes.

We believe it is critical for the safety of every Member State and the integrity of the EU that
countries offering golden visa schemes are not so dazzled by the potential for profit that they
neglect to subject applicants to thorough due diligence, or having conducted that due diligence,
disregard the risk altogether.

These risks are particularly concerning in the EU after all, because we have freedom of
movement rules, which mean that decisions taken in one Member State not only impact the
lives of the people within that country, but also have vast consequences for the rest of the Union.
After all, the EU is a major selling point for these schemes despite them being set up at a
Member State level. Why get one passport when you can get 27 passports? This effectively
means that Member States offering these schemes are free-riding on an asset that the rest of the
Union is paying for and Member States who don’t have these schemes are paying a price for
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the actions of those who do have them whilst reaping none of the so-called rewards. Beyond
freedom of movement, the lack of harmonisation of standards and practices at EU level add yet
another layer of risk by encouraging Member States to enter into a race to the bottom,
weakening their due diligence and integrity requirements to make their programmes more
attractive and competitive to the wealthy elite.

What can the EU do? As | said, one of the most attractive things about a golden visa is the fact
that it offers unfettered access to the EU, and this cross-border effect of naturalisation and
citizenship means that it is brought within the scope of EU law and therefore justifies, in our
opinion, action at an EU level. We very much welcome the leadership of European
Commissioner for Justice, Véra Jourova, who in August argued that the EU must not become a
safe haven for criminals, corruption and dirty money, and that Member States must do more to
ensure that citizenship is not awarded to criminals. What we now need is concrete action at an
EU level.

Today, | would urge the EU to do a number of things. Firstly, through the upcoming European
Commission guidance, it should set EU-wide standards on enhanced due diligence, operational
integrity and transparency to prevent the abuse of these schemes by the corrupt and the criminal
and to ensure that all EU citizens are aware of the risks and so-called benefits posed by these
schemes. It should establish a mechanism that regularly assesses these risks and puts in place
mitigation measures. For example, this could be part of the supranational risk assessment that
the Commission produces every two years. Thirdly, it should broaden EU anti-money
laundering requirements to ensure that all those involved in the golden visa industry, including,
for example, approved agents, have to abide by the same rules as financial institutions. Fourthly,
it should set up mechanisms for Member States to share information on rejected applicants and
thus prevent jurisdiction hopping. Finally, it should consider bringing infringement procedures
against Member States offering golden visa schemes if they are deemed to undermine the
principle of sincere cooperation and jeopardise EU values and objectives. | am very happy to
answer any questions.

1-007-0000

Chair. — We shall now open up the discussion with Members. Again, questions will be asked
in slots of five minutes: one minute for the question and four minutes for the answer. As | said,
it is possible to ask or direct questions towards the European Commission. We have four
speakers here, but | would ask Members to limit the number of questions and possibly also
those who will respond, because four minutes is a limited period of time. We shall start with
our co-rapporteurs. First, EPP co-rapporteur, Ludék Niedermayer.

1-008-0000

Ludék Niedermayer (PPE). — | would like to thank the guest speakers for coming here today.
Frankly, I will probably fail to address the question specifically, but still I hope that someone
will answer. We have learned that more than half of the Member States are providing schemes
like that. We have also learned from Transparency International that some of them don’t care
very much about the money-laundering components of the money that is coming in, but to my
mind there are two pressing issues.

One is a little bit abstract — it has something to do with values. This is the question: what can
money buy? | thought that Europe was based on some values, and values are not normally for
sale, so | wonder if money should make a difference. Maybe there is someone who is less rich
and wants to come to Europe to set up a business here who, in the end, will generate tremendous
added value, while someone who came and paid the price will actually just create costs for the
economy. | am quite puzzled here.

Perhaps my more specific question is: to what extent are people looking at the economic side
of that? So let’s put more on that side. I guess in the 21st century we are living in an economy
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where there is no scarcity of money. We have over-liquidity in the system, money everywhere.
Nor are we missing investments in general terms. What we are missing are investments with
high added value. Investments that are generating growth, that are generating jobs, that are
generating prosperity for society, and | guess these components are completely missing in those
schemes. The fact is that someone could be buying very expensive luxury property, which may
create a little bit of added value for a developer, who could be a foreign entity and moving their
profit elsewhere, but otherwise it just creates costs for the economy. There is no added value,
there is just the rise in prices for the housing market, and | wonder what the positive implications
are for the economy. | wonder whether the logic of someone who is coming here with money
and saying ‘give me residency and I will invest here’ is enough, whether it is the logic of the
middle of the 20th century and is no longer valid in the 21st century.

1-009-0000

Rachel Owens, Head of EU Advocacy, Global Witness. — Thank you very much for your
questions, and | think you make two excellent points. From our perspective, there are many
different Members of this Parliament, for example, who would argue that these schemes should
not even exist. From our perspective, we are most interested in the corruption risk. We see this
as a huge issue for the EU and a huge issue for those Member States in question which are
allowing these individuals into their country.

One can make many arguments on all sides of the issue. This is a global industry, it is a multi-
billion dollar industry and it is bringing money into Member States, but the key point is that we
don’t know how much money is being brought in. There is a complete lack of transparency
around these schemes and around when the money actually comes into Member States, where
it goes, and what it is being used for. So there is also a distortion effect that is happening —
you’ve got very small Member States who after the financial crisis were looking for revenue
streams. What we are worried about is what | talked about earlier, this race to the bottom — that
being dazzled by profit means that you’re actually closing your eyes to what these individuals
are bringing in terms of their risks to the EU. On the economics, | think this is something that
this committee is actually looking into: what are the so-called socio-economic benefits of these
schemes and are there any? At the moment, there is such a lack of transparency. We spent four
months writing this report and there was a complete lack of information in the public domain,
so it is actually very difficult to make an assessment about whether these schemes are good for
the EU or for the Member States in question. That is my answer.

1-010-0000

Philip Kerfs, Head of International Cooperation Unit, Centre for Tax Policy and
Administration, OECD. — | could just add, very concretely, that at OECD level, we have not
looked into these aspects of these schemes and, as far as | know, we have not looked into the
AML (anti-money-laundering) risks. We are not looking into the moral part of this
phenomenon, and also, as far as | know, we have not looked into the exact rationale for countries
to do this and whether these programmes achieve in the long term what they are intended to
achieve. This is not work that has been going on. | would not exclude that this may happen at
some point in time, but it is not within my remit to do so.

1-011-0000
Chair. — The OECD clearly has experience of how countries do many irrational things.

1-012-0000

Jeppe Kofod (S&D). — | would like to thank our panel for appearing before us today. Allow
me to repeat some stunning figures from Transparency International and Global Witness. Over
the past 10 years, as | understand, 100 000 residence permits and 6 000 passports have been
issued under the golden visa schemes in Europe, thereby giving those who are wealthy enough
full access — something which you also alluded to, Ms Owens — not only to one EU country,
but to the whole EU. I also saw the figure racing around of EUR 25 billion in foreign direct
investment, and only two Member States published records of new citizens and residents. The
rest we don’t know about, we don’t know who they are, the information is not public.
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With this in mind, | have some very simple questions for the panel, especially with your
knowledge of these golden visa schemes. First of all, are you convinced that these programmes
are in fact based on real investment and contribution to the economy in the hosting Member
State? That is the first question. To the OECD: did you look into this, or do you have any
examples where applicants have relocated resources into the two jurisdictions? What kind of
personal or economic reasons do they have for choosing this golden visa?

Secondly, can you name even a single one of these schemes which you, in your professional
capacity, feel is entirely safe and certain that it has not been abused for money laundering or by
other criminal agents? Can you mention one of these schemes? That would be interesting.

Thirdly and finally, are you aware of any examples where an applicant is protected under one
or perhaps more of these golden visa schemes and is subsequently being approved in another
country? Do you have examples of that?

1-013-0000

Philip Kerfs, Head of International Cooperation Unit, Centre for Tax Policy and
Administration, OECD. — We have looked into this only from quite a narrow angle. Through
that work, we have learned that there is an enormous variety in the features of these schemes,
going from, at one extreme of the spectrum, schemes that only really require payment of a fee,
where there is not an element of real investment in the country, to schemes which are more
about attracting entrepreneurial activities in the country. There is a lot between these two
extremes. The ones that we have particularly looked at are the ones on the side of the very
passive investments, but again that is only because we have been looking at it only from the
perspective of misuse by circumventing the CRS. If you were only to look at that criterion —
and | admit that there are other considerations that need to be taken into account — | believe
there are a number of these schemes that are not at all at risk. If you want to use a
residence-by-investment scheme to pretend to be a resident of Belgium — Belgium is a high tax
country in a way and there is no special tax treatment for foreign source passive income — and
if you therefore want to pass yourself off as a resident of a country that has an ordinary taxation
system, you will not be able to circumvent the CRS because you will get into trouble with the
tax administration of that country, which will be receiving information about you as a resident
for tax purposes in the country. However, the circumvention of CRS is only one aspect of this.

1-014-0000

Rachel Owens, Head of EU Advocacy, Global Witness. — I will answer your second question
first. Certainly, my organisation would not stand by any of the schemes simply because that is
not my job. My job is to campaign for the corruption issue to be addressed and I don’t think I
am the right person to ask about that. What | would ask is — and | think you make an excellent
point — is this real investment? | am sure Ms Gomes will talk about the situation in Portugal,
where we have huge amounts of money flowing into real estate and distorting the local property
market, which then has a knock-on effect for those citizens within that particular capital,
whether it is Limassol or Lisbon, and no real knock-on benefit that they can see. As there is a
lack of transparency about the money coming in and how that money is being spent by
governments, it is very difficult to get a picture about whether this is beneficial to those Member
States in question, not to mention the rest of the EU. | would just make that point.

The second point is that this is a completely unregulated industry in the EU at the moment,
given that every other sector in the EU, arguably, is regulated, and this is a billion dollar
business. You yourself quoted the figures in our report.

| want to refer to another point and use a Hungarian case as an example, as this was very recently
terminated and based on real concerns about the integrity of the scheme. We had a situation in
Hungary where the state was losing out from this scheme because the interest rate that was set
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for the government bonds that these applicants had to buy in order to get a residency permit
was higher than the interest rate of average savers in Hungary. This meant that the state was
actually losing money to these schemes and so, therefore, it blows out the window the whole
argument that this is actually beneficial to Member States and brings in cash, not to mention
that there were allegations around the integrity of those schemes, as | said.

We also had a situation in Bulgaria where the Bulgarian First Investment Bank was allegedly
giving loans to visa applicants, so again, is that money being brought into the country, or just
money from the country being given to an external individual and then brought back in? As |
said, there are some real issues around the particular price at which property is set and that being
linked to visa schemes and therefore distorting the market.

1-015-0000

Ana Gomes (S&D). — When the Committee of Inquiry into money laundering, tax avoidance
and tax evasion (PANA Committee) went to my country, Portugal, we asked a lot of questions
and we found out that very little — if any — client due diligence (CDD) was carried out with
regard to golden visa applicants and even less on the provenance of the capital they were
bringing in. As it stands, in Portugal, since October 2012, more than 6 000 golden visas have
been granted and more than 11 000 people have managed to come in as reunification families,
where no CDD is even claimed to be performed. It’s interesting to see the coincidence of the
countries of the applicants. In the case of Portugal, the majority come from China despite the
fact that in China, it is forbidden to take out more than USD 50 000 a year. To buy a flat in
Portugal, you now need an investment of at least EUR 350 000. It’s also interesting to see the
coincidence with countries where there are lines of importation of organised crime into the EU,
not to mention corruption.

It is quite weird that the OECD hasn’t taken an interest in that because what is at stake is not
just the race to the bottom among Member States in a very unhealthy competition that could
probably be considered EU state aid to organised crime, actually, but also the sheer security
risks. In some countries like Malta and Cyprus, citizenship of those countries that advertise
Schengen access, as the golden visas are advertised all over, is sold. As an Interpol director
pointed out to me recently, that means that people with European citizenship should not be
extradited if they were found to be criminals.

My question is to Ms Owens. What do you think about the companies that have been getting
contracts with Member States to organise these schemes, so-called investor programme
schemes or golden visa schemes? In the case of Malta, we have seen that one particular
company, Henley & Partners, has been playing a very nasty role in all aspects. | would just
mention that since we are now commemorating the first anniversary of the assassination of
Daphne Caruana Galizia: they sued Daphne Caruana Galizia because of her exposure of them,
and all that she had said about them was true.

There are other groups. There is the Arton Group with which Mr Barroso, former President of
the Commission, had no qualms in being present to advertise the group, doing exactly the same
thing, and is now working with countries like Montenegro and others. The ‘Big Four’ are
apparently also instrumental in similar schemes. The security angle is being systematically
played down or ignored by European Union institutions, not just the Member States that were
allowed to develop these nasty schemes.

1-016-0000

Rachel Owens, Head of EU Advocacy, Global Witness. — Thank you very much for the
question. | think it comes back to my previous point: this is a highly lucrative industry that is
currently unregulated. One of our recommendations that | mentioned before is that this industry
should be covered by the EU anti-money laundering rules. These companies are often playing
a role which is basically processing and involves huge sums of cash and money coming into
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the EU, and yet they are completely unregulated, both from an anti-money laundering
perspective and in a more general sense.

Ms Gomes makes an excellent point: the CEO of Henley & Partners has been called the
‘passport king’ and has certainly celebrated this role of making passports and residency rights
a luxury good in the EU. When | have spoken to friends and family about this, a lot of them are
quite appalled that we, as the EU, are selling off our passports to the highest bidder without any
proper checks. Obviously, the industry has a role to play there, and that is why we are arguing
for it to be better regulated.

There is some concern around conflict of interest, as Ms Gomes mentioned, in the Maltese case.
Henley & Partners not only solicited applicants, but they also conducted the due diligence, so
where’s the Chinese Wall? How were they able to make sure that applicants were coming in,
but also then do the checks?

The other issue is around commission for getting successful applicants. If a company is actually
getting more money the more applications it can get through the system, there is a perverse
incentive for those companies to increase the number of applicants and, arguably, close their
eyes to potential corruption and risks around the schemes. As Ms Gomes said, this is a huge
industry. If you arrive in Cyprus as | did on holiday in May this year, there is a huge stall
advertising these schemes to people arriving in the Cypriot airport, so there is a lot of evidence
and information out there about what these companies are offering. | think it is for the EU
institutions to really have a look in more detail at what those businesses and that industry is
doing, and at what kind of risks it could pose to the EU.

1-017-0000

Philip Kerfs, Head of International Cooperation Unit, Centre for Tax Policy and
Administration, OECD. — You mentioned the two big players in this sphere and there are also
a lot of smaller players. We have had some discussions with some of those and, even within
that sector, there is a kind of ‘sympathy’ for more regulation. I don’t know what the incentive
of that is, whether that is to kill competition or for good reasons, but it’s clear that working on
regulating this business has a number of benefits if you are not too concerned about legitimising
the concept of residence by investment itself. In a way that is what, in my view, you would do
by regulating the activities of these intermediaries. It would certainly lead to better and more
robust due diligence processes, which have benefits in all areas, including in the area that
concerns me in terms of taxation. A spontaneous exchange of information also needs to be
based on solid due diligence procedures so that the agency that deals with the application can
identify the real country of residence of the applicant. There are certainly benefits there.

1-018-0000

Monika Mosshammer, Deputy Head of Unit Citizenship rights and Free Movement,
Directorate-General for Justice and Consumers - European Commission. — Thank you very
much. | just wanted to give you a bit of background information on what the Commission is
also doing. At the specific call of the Parliament, we are working on a report to assess the
citizenship schemes, both for citizenship for investment as well as for residence for investment.
We always like to draw a distinction between the two. Sometimes they are all put together in
one pot as golden visas, but we will have a look at the citizenship for investment as well as for
the residence for investments. We have worked with an external contractor on analysing the
legal situation. We had also hoped to have a bit more information on their economic impact,
but it is a bit difficult to get the information. We are still working on it, so | cannot present the
final assessment to you, but can already give a caveat that this is difficult.

We are obviously also working on the report, so | cannot tell you right now about the precise
guidance that will follow up on that report, but I think the points that have been raised here —
like security checks on the applicant, possible terrorist threats, corruption, money laundering
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and tax evasion — are points of attention that have been raised. We are very happy that we have
the opportunity to be here and also to work with the OECD. We participated in the report by
Transparency International and Global Witness because all this information will feed into our
report. We intend to present the report before the end of the year.

1-019-0000

Wolf Klinz (ALDE). — Due to Brexit, there is currently a sharp increase in British citizens
seeking to become citizens of the EU27 and vice versa. People living and working in the UK
are taking up UK citizenship. Do you have any indication whether this is being used to launder
some money or transform deposits that had been hidden offshore, to neutralise them and make
them an official deposit in official banks, so to speak? That’s the first question.

The second is as follows. As long as you have an administration that honours the law and tries
to implement whatever resolutions and directives exist in the EU, we are making progress, but
there are indications that, in some jurisdictions, we have strong collusion between government
officials or administration officials and criminals. What is the situation there? Do you have any
information as to where we stand and whether we are making progress towards eliminating
those?

The last question concerns investment in real estate. This has been touched upon already. I live
in Berlin in Germany and in that city, over the last four or five years, real estate prices have
skyrocketed and investment has come from countries where you wouldn’t believe that you
would have rich investors: Greece, Portugal, Italy, et cetera. So it’s very likely that a lot — not
necessarily 100%, but a certain percentage — of those investments were made with the objective
of laundering money. You could avoid this very simply by exchanging information between
the tax authorities in the sense that the German tax authority in Berlin collects the real estate
purchase tax, which does exist, and simply informs the tax authority of the investor, but to my
knowledge this is not being done. In other words, somebody who sends money from Athens to
Berlin to buy a luxury apartment can be sure that Athens is not being notified of his purchase.

1-020-0000
Rachel Owens, Head of EU Advocacy, Global Witness. — I’ll answer the questions that we are
equipped to answer. I’ll answer your last one on real estate first.

Global Witness, together with partners including Transparency International, has been
campaigning for a long time to have more transparency over the property sector. We’re seeing
this, for example, in the UK, where there is a commitment to bring in legislation and to open
up the kind of companies and the real owners behind property. After the EU anti-money
laundering rules came in, which was a huge step forward in terms of public registers for the real
owners of companies, we started looking at the property sector and saw that property was being
bought up by companies and we didn’t know who the real owners were. I would say that part
of the solution is more transparency around the ownership of properties and whether you wanted
to have that on a European level.

On the issue of Brexit, we haven’t done an analysis because I think it’s very dependent on what
kind of deal there is post-Brexit. What we are saying —and what many NGOs, particularly based
in the UK but also across Europe — have been saying is that the UK needs to uphold the same
regulations and laws which they currently do on EU anti-money laundering and a whole raft of
different legislation, whether it’s to do with automatic exchange of tax information or
something else. On the Fifth EU Anti-Money Laundering Directive that was passed, it’s
incredibly important that the UK Government is held to account to implement that legislation,
which requires the real owners of companies to be disclosed, but also trusts, according to
legitimate interest. What we don’t want after a Brexit deal is for those kind of regulations not
to be implemented by the UK. At the moment, we are not seeing signs of that. The UK
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Government has said that it will continue to honour these rules, but I think that’s one thing for
the EU to watch in future.

1-021-0000

Eva Joly (Verts/ALE). — | want to follow up on what Mr Niedermayer said: is citizenship a
commodity that can be sold, or is it a value which we are discussing how to regulate? Maybe
we should try only to forbid it — it should not be possible to sell citizenship. I should like to
have your opinion on that. That would be the easiest thing to do. We have a lot of information
on how this scheme has been misused, how we have laundered money and how we have
admitted criminals into Europe. Why do we accept that? We can forbid it, in my opinion.

You have information on intra-EU fraud. Do you have examples of French people, or Italian
people having bought Maltese citizenship, or Bulgarian or Romanian, or even Austrian or
Cypriot citizenship, in order to hide behind their citizenship because they do not exchange
information with other countries? The Greens released a report today on loopholes in the
exchange of information on the Directive on Administrative Cooperation 2 (DAC2) and DACS.
We think they need to be changed. Do you have examples of this? Intellectually, it looks easy
to do. You open bank accounts offshore with the fake citizenship that you have bought.

| also saw from the report here that they now have information from France. | should like to
know whether you have information on how important this business is in France, even informal
information. | was happy to hear that the Commission is working on the regulation, but maybe
we should not make a regulation, but forbid it.

1-022-0000

Philip Kerfs, Head of International Cooperation Unit, Centre for Tax Policy and
Administration, OECD. — On your second question, asking if we have examples, I don’t have
evidence, but, as | mentioned, as part of our loophole strategy, we are in contact with a number
of stakeholders, including NGOs and also people in the field, including lawyers. We have been
approached by lawyers who say that these schemes are being promoted. | have an example
where a scheme in a European jurisdiction was promoted in Mexico to Mexican citizens with
the specific purpose of circumventing the Common Reporting Standard (CRS). I don’t know
how big this is. I don’t know whether it is big in Europe. It’s very hard to come up with concrete
figures. What we have is more anecdotal evidence.

1-023-0000

Rachel Owens, Head of EU Advocacy, Global Witness. — Unfortunately, | also have the same
answer. As the Commission said, it is very difficult to get information on intra-EU flows and
that wasn’t the objective of our report, but I definitely agree with you that it’s something which
the EU in general and the institutions should look into.

Again, on France, it was the same situation. Our sense is that it’s not one of the worst schemes
in terms of lack of integrity around the schemes, lack of transparency, et cetera, but it was still
very difficult to get information. Any work that Ms Joly can do within her Member State to get
more transparency would be very helpful.

Just to come back to your first question, | completely agree with you. One of the purposes of
Global Witness and Transparency International in setting up this campaign was actually to
provoke this kind of debate. We haven’t actually landed on whether we think they should be
banned or not because it’s incredibly difficult to land on that unless you actually have some
more information. As | said, we spent four months with a number of different researchers, trying
to put together a picture of the industry, and yet we still really don’t know how it operates. I
definitely think that it’s a very important question that, ahead of the European elections, MEPs
and Member State governments should be asking their citizens. Do we want to be selling our
residency rights and our passports, and do we think this is acceptable? Without the transparency
and the accountability, it’s very difficult to have that kind of debate.
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1-024-0000

Ludék Niedermayer (PPE). — Just let me follow up on the economic question related to golden
visas and citizenship. It seems that governments don’t have any kind of clear economic policy
behind that because, frankly speaking, from the fact that someone has bought a few thousand
euros’ worth of government bonds, it has no benefit to the country in the 21st century. It is a
similar thing if you buy luxury real estate, or even if you invest in some kind of company that
can have hundreds of different shareholders. So, to your knowledge, is there no deep,
comprehensive and high-quality economic analysis behind those decisions? Is this just some
kind of carry-over from the past?

1-025-0000
Chair. — Thank you. So is the economy stupid?

1-026-0000

Philip Kerfs, Head of International Cooperation Unit, Centre for Tax Policy and
Administration, OECD. — There are many differences in the schemes. You have these small
island jurisdictions — not in Europe, but outside Europe — where there is probably not much
strategy behind it other than that they need the revenue, and they only make money from tourism
and so on. | am not talking about European jurisdictions. For them it is just one other source of
revenue other than the one that they have now. Then you have large countries with schemes
where they try to attract investors in real businesses in the country. These are totally different
situations, but I think it would be interesting to have a closer look at both of these types of
situation and to see, even for countries where the intention is to attract real investments in active
companies and active businesses, whether they achieve what they aim to achieve. This is a bit
outside my area of competence, but I think it would be an interesting thing to look into.

1-027-0000

Rachel Owens, Head of EU Advocacy, Global Witness. — I’'m actually very happy to hear so
many questions around this issue because my organisation and | feel that this is something
which is not really understood or known. What are the so-called socio-economic benefits of
these schemes? The figures are clear: it brings money into countries. We sometimes have
figures for countries and we can kind of put that together and work out what that means for the
EU but, as | said, the big issue is: where does that money go?

There is a lack of integrity around the schemes. Firstly, there is an issue about whether that
money is going into the pocket of an official in that Member State, for example, and not actually
going to benefit anyone else, and then whether it is going into a fund. For example, in Malta,
there is a social development fund which the money is supposedly going into, but we’ve heard
anecdotally that some of that money is being used to buy shares in banks. Is that something

which is beneficial to the citizens of Malta or to European citizens? That’s a question to be
asked.

Just picking up on the point about non-EU states and how it relates to this discussion, there are
a number of Caribbean states that at the moment offer visa-free access to the EU. This is another
dimension to this question. Not only do we have Member States within the EU selling these
schemes, whether it’s residency or citizenship, but we also have a number of different
Caribbean states where, because they have visa-free access to the EU through waiver schemes
that have been agreed with the EU, this is another way that, potentially, the corrupting criminal
can get access to the EU. | think it is really interesting because they are quite small, island
Member States and it’s only in Antigua and Barbuda that you have to have any kind of residency
and you only have to be there for five days in order to get this. You get a passport from, say,
Antigua, but then you can also travel throughout the EU with that. At the moment, it’s arguably
quite a loophole. With some schemes, you don’t even need to be resident or pick up the passport
yourself, so companies can actually do the whole process for you. They give you a passport and
then you are able to get access to the EU through these visa waiver schemes. That’s another
thing that the EU should look at, because if we start to regulate and cut down the risks within
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the EU, there is also this further loophole regarding non-EU countries that have access to the
EU.

1-028-0000

Pervenche Beres (S&D). — | would like to begin with a question for Rachel Owens. In the
report that you co-published with Transparency International, you seem to have reservations
about, or criticisms of, the Fifth Anti-Money Laundering Directive, through which we have
made banks and other intermediaries the bodies responsible for risk evaluation vis-a-vis
applicants for these visas. We are well aware of the problematic aspect of sub-contracting a
public-interest function to private entities, clearly there is a paradox and it was a problem we
had to address as legislators. | can understand that you have concerns about this aspect. Can
you suggest any other functional and efficient ways of resolving the problem? I am not saying
that such suggestions could be tacked onto the package of measures we have on the table —
which I am keen to see through to adoption — but, as we are talking about this situation, can you
give us any guidance?

My second question is to Philip Kerfs for the OECD. | believe you said, in one of your answers,
Mr Kerf, that there were problems with 20 countries, which you could not name. Can you tell
us, without naming the countries, whether any of them are members of the EU28 or the EU27,
or of the eurozone?

1-029-0000

Philip Kerfs, Head of International Cooperation Unit, Centre for Tax Policy and
Administration, OECD. — The only reason why | did not give you the list is that the work is not
quite finished yet but I can tell you that, on this list of schemes which pose a risk, some of the
schemes are in European Union countries. So we are not talking just about Caribbean islands
here: OECD members and EU Member States are among those concerned, and, to answer
Ms Berés’ question, I believe there are eurozone states on the list too.

1-030-0000

Rachel Owens, Head of EU Advocacy, Global Witness. — Thank you very much for your
question. As you know, Global Witness and Transparency International worked very closely
with Members of this Parliament, together with the Commission, to campaign for a strong Fifth
Anti-Money Laundering Directive, which is where we landed in the end. What was really good
about that debate was that the link between golden visas and money laundering was actually
put together for the first time. Many of the Members of this Parliament, including yourselves,
were part of making sure that political discussion was had, but, as we know, there were so many
things to agree on in that Directive. What we really appreciate was the fact that that political
discussion started and now this is why we have recommendations — which I’1l get to in a minute
— on what we think should be improved.

Our critique is that, while we think it’s a good thing that the Fifth Anti-Money Laundering
Directive made a reference to the risk of golden visa schemes, we are concerned about the fact
that, if the banks are in charge of asking the question, ‘Are you a visa applicant?’, firstly, you
have got a visa anyway, so it’s not going to stop people getting visas, but also how do you
actually ensure that the information is being transferred from the financial institution, the banks
et cetera, to the relevant authority in that Member State? How do you ensure that that exchange
of information is happening? Whose responsibility actually is it to make sure that these
applicants don’t pose a money laundering risk? So we are recommending that, if there should
be a sixth anti-money laundering directive or the rules were revised, the golden visa industry
and the relevant actors in that industry should be covered by those rules as well.

1-031-0000

Despina Vassiliadou, Deputy Head of Financial Crime Unit, from DG JUSTICE. — Thank you.
The Anti-Money Laundering Directive has been mentioned a few times and | now take the
occasion of Mrs Berés’ intervention to say a few words.
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We need to remember the purpose of the Anti-Money Laundering Directive. It’s a preventative
regime to prevent money laundering from taking place. It puts obligations on private entities.
If they see a risk of money laundering in a particular transaction — not a general risk — coming
from a certain client, they should report certain suspicious transactions to the Financial
Intelligence Unit, which then does some checks. With the Fifth Anti-Money Laundering
Directive, through the initiative of the Parliament — it was actually Ms Gomes who tabled the
amendment — we made the link with golden visas. We said that if somebody goes to the bank
to make a transaction and is identified as a person who will seek a visa, then there will need to
be enhanced due diligence — so more checks — and if there is something suspicious about the
transaction, it should be reported.

Rachel said that sometimes it will be post factum, so after the visa or the citizenship have been
given. This is not always the case. Sometimes the investment is carried out before, so in those
cases the information will come in before. | also heard Rachel say that the entities that run the
investment schemes should become obliged entities. Through our analysis, we are not entirely
sure that this would be appropriate just because the Anti-Money Laundering Directive is made
to look at specific transactions. Unless the specific transaction through which a person is
seeking to become a citizen raises a suspicion, it’s not really a suitable instrument to look at it.
In some cases, people will seek to make investments and gain citizenship through money that
is entirely clean and there, no suspicion will be raised. So we’re not entirely sure that this would
be a suitable instrument. Of course, as Commissioner Jourova has very often said, some type
of due diligence is needed. In some cases, it will look similar to what we have in the Anti-Money
Laundering Directive, but maybe the Anti-Money Laundering Directive is not the proper
vehicle for this.

We have been speaking about banks a lot, but as all of you here know, the Anti-Money
Laundering Directive is not only about banks. If a person tries to buy property, real estate agents
are obliged entities and they have to look into whether there is anything suspicious about this.
A big role has also been allocated to lawyers and accountants who often advise people seeking
citizenship. These people are also obliged to provide information under the Directive, so there
is quite a comprehensive framework for money laundering purposes and for specific
transactions, but we shouldn’t mix it with asking whether a person looks like somebody who
might engage in money laundering and therefore shouldn’t be granted citizenship because that’s
not the purpose of the directive. That is all | wanted to say about this.

1-032-0000
Catch-the-eye procedure
1-033-0000
Ana Gomes (S&D). — | would like to recall one connection that is worth taking into

consideration by Mr Kerfs but also by the Commission. Mr Ali Sadr Hasheminejad, an Iranian
citizen who owned Pilatus Bank, a Maltese bank, was arrested in the US. He was arrested for
busting sanctions and for money laundering for Venezuela and Iran. He was able to obtain a
licence to operate in Malta in 2014 with his Saint Kitts and Nevis passport, and his Saint Kitts
and Nevis passport was procured for him, through Henley & Partners Saint Kitts and Nevis, the
same alien partners who now run the citizenship-selling operation in the so-called investor
programme in Malta. My question is actually to the Commission: when is your report going to
be out, as it was promised in November this year?

| fully agree with my colleague Eva Joly that the sale of citizenship and golden visas should be
forbidden. Full stop. There is no question of attracting money or attracting talent. How much
talent is sinking in the Mediterranean these days? They don’t care because it is poor people with
talent, but if they were rich then no problem. The very minimum would be to demand publicity
of Member States. Some Member States like Malta and Cyprus give publicity to the people
who are applicants; Cyprus in advance, the applicants, Malta, mixed with people that have been
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naturalised, they put the people that got citizenship this way. Other countries do not publicise
and one of them is my own country, Portugal. | am absolutely sure that the only reason why
they don’t publicise — they don’t even give the information to me, despite my requests — is
because they are pretty sure that | will find a lot of extremely questionable, not to mention
criminal PEPs (politically exposed persons).

1-034-0000

Monika Mosshammer, Deputy Head of Unit Citizenship rights and Free Movement,
Directorate-General for Justice and Consumers - European Commission. — On the timing,
certainly before the end of the year. We have tried to be as quick as possible, so it might still be
November but definitely before the end of the year.

As far as the request to completely forbid granting citizenship is concerned, we need to be aware
that the granting of citizenship is the competence of a Member State, so we need to carefully
analyse the competences. We do have the Rottmann case which says ‘with due regard to EU
law’. We also have an international ruling in the Nottebohm case, which required a general link.
Nevertheless, it is the responsibility of the Member States, so we need to look at these aspects
carefully, but I fully agree with you that transparency is certainly an important element in this
whole running of such a scheme.

1-035-0000

Maite Pagazaurtundia Ruiz (ALDE). — Well, that is very, very interesting. We are hearing
that private banks in some of the most prestigious places are providing a negative return on
deposits, so that investing in large properties is a potential way of generating profits. On the
one hand, this raises the question of large fortunes and the associated real estate operations and,
on the other hand, the question of Schengen, that is, the free entry or not of persons to the whole
of our area, not to mention the issue of money-laundering and evasion. In fact, Daphne Caruana
had investigated and denounced the irregularities in respect of what was happening in Malta
with the sale of this type of Maltese passport and was then Killed.

When we contacted the Commission, the Commission informed us that they were going to carry
out this study, which we were told would be ready before the end of the year, which we assume
will include the criteria to be recommended to the Member States as regards security checks,
checking operations with regard to evasion and money laundering, and minimum periods of
time to be able to carry out banking checks or exchange data.

But among the issues which you have been talking about today, a different factor has been
raised and that is the visa waiver scheme. It is as if all of a sudden there were some kind of
knock-on effect possible which also allows people to move freely within the European Union.
| would therefore firstly ask whether this weakness in our system, which is connected to the
visa waiver scheme, will also be addressed in the studies which the European Commission is
carrying out. And secondly, there is the issue of real estate, the attempt to monetise real estate
holdings, which is not necessarily linked to crime, although at least the practices which Daphne
Caruana was investigating in Malta seemed to involve elements of irregularity, mafia,
corruption, money laundering and evasion.

| would be grateful if you could shed more light on these two issues.

1-036-0000

Monika Mosshammer, Deputy Head of Unit Citizenship rights and Free Movement,
Directorate-General for Justice and Consumers - European Commission. — | referred to a fact-
finding study in my first intervention and in that fact-finding study we only analysed the
Member States, we did not extend our analysis to possible visa-free countries. We are obviously
aware of the situation where visa-exempt third-country nationals can travel within the Schengen
area and consequently have easier access to the Union, so we may consider taking that up in
the report.
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1-037-0000

Werner Langen (PPE). — Chair, We have been discussing this topic for more than two years
in the committee of inquiry. The Commission should really have made a proposal long ago to
make sure the Member States comply with the minimum conditions for issuing visas, for access
conditions, etc., and that furthermore regulations involving non-EU countries are formulated.
What the Commission representative said about the granting of citizenship being a sovereign
right of the Member States is absolutely correct. We won’t be able to call this into question.
This is why we need a supranational agreement on the conditions under which citizenship can
be granted. And here again I look in vain for a reasonable proposal from the Commission. The
subject is a long-familiar one. The question of minimum length of stay, for example, would be
such a matter, or the total length of stay per year, or some kind of citizenship test, or even long-
term investment as far as I’m concerned. But it must be monitored and adopted in a single
framework. | think this should include a ban on aggressive advertising, as was done by the
Maltese Prime Minister in Hong Kong. These are all areas where the Commission can make a
reasonable proposal without challenging the fundamental rights of the Member States. The best
thing would be to adopt such a regulation under co-decision between Parliament and the
Council, not according to rules on tax legislation, as this requires unanimity.

Let me give you an example: For tax purposes, Germany requires you to be in the country for
at least half a year plus one day, in spite of double tax conventions, if you want to operate
according to German or Swiss tax rules. If you are not, your income obtained in Switzerland,
for example, will be subject to additional tax. Such rules impinging on tax law are also
important. My question to the Commission and to the experts is this: Do you have an outline of
how this can be tackled? Because the clock is running. If we carry on like this for another few
years there will be no more need to discuss the matter.

1-038-0000

Monika Mosshammer, Deputy Head of Unit Citizenship rights and Free Movement,
Directorate-General for Justice and Consumers - European Commission. — As mentioned at
the beginning, the Commission will present a report with guidance, as it committed to doing in
the Citizenship Report 2017. You will certainly understand that the whole Commission is still
working on this report and | cannot now pre-empt the outcome of it, but definitely the points
that have been raised here and also on other occasions are very important points that will need
to be taken into account.

1-039-0000

Rachel Owens, Head of EU Advocacy, Global Witness. — | just wanted to say as well that |
think it is an election issue — we are months before a European election, and it is for Members
of this Parliament also to start a debate with their citizens in their constituencies across Europe
around these schemes. | think that will also help in terms of the political will. We will have a
new Commission next year and | think it is very important for this House and this Parliament
to be involved in that discussion, and then to create that kind of political momentum for change.
Already we’ve seen such a shift from 2014 when this House first started talking about this issue,
so | would say it is for the Members of this House as well to put pressure.

I think we’ve gone beyond the question about whether this is an EU issue or not. It’s very
clearly an EU issue, so now it is about how the Member States and the EU institutions are going
to come together to find the relevant solutions.

1-040-0000

Chair. — I would like to thank all the speakers. It is clear that this issue is very pressing and
topical, and although there has been analysis, it still poses more questions than answers, due to
its opaque character. We look forward to what the Commission will come forward with, and
this committee and this Parliament will follow the issue closely.
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Panel I1: Freeports, special economic zones: risks and benefits for the EU

1-042-0000
Chair. — We shall now start the second panel on Freeports, Special Economic Zones: risks and
benefits for the EU.

Let me introduce and welcome the speakers of the second panel: Mr Sergio Piazzardi, from
Commission DG DEVCO, Mr Charles Carr, who is a financial crime expert, Mr Fabien Grasser,
Journalist and Editor of Le Quotidien, and Mr Philip Kermode, Director at DG TAXUD, who
will be ready to take questions as was the case in the previous panel.

The working methods will be the same as in the first panel: the three speakers will each have
10 minutes for their introductory remarks, and then the discussion will start. I now give the
floor to Mr Sergio Piazzardi for his introductory remarks.

1-043-0000
Sergio Piazzardi, DG DEVCO. — Thank you. I would like first of all to thank the Committee
for the opportunity it has given us to present a study that the Commission has financed together
with the ACP group of states and the governments of Switzerland, Austria and Norway. The
study is part of the ‘Competitive Industries and Innovation Program’, which basically means a
series of analytical work done both at country level or at knowledge level to boost or revamp
industrialisation in developing countries and emerging markets.

At the moment, today, we have collected about 36 country operational studies and six
knowledge products. One of the knowledge products is the ‘Special economic zones: an
operational review of their impacts’. I forgot to say that this programme is implemented through
a trust fund by the World Bank, and indeed this study on special economic zones is an
assessment of what it has worked on over the last 20 years in World Bank projects and
programmes, specifically developing special economic zones.

First, we start with a definition: when we talk about special economic zones, we basically make
reference to include traditional and hybrid export processing zones — that means for export and
the domestic market, freeports, special economic zones and enterprise zones. We are not talking
about free trade, free enterprise or about technological and science parks.

Just to give you some figures, we see that — due to globalisation and also following the recovery
of the market after ‘89 — we have in the world today about 3500 special economic zones,
subdivided into more than 120 — if | am not wrong, 137 — countries with special economic
zones. We have seen that we have had a very rapid increase following globalisation. This is one
of the first data that came out of this study. The conceptual framework, the scope of the study
by the World Bank, was exactly what has worked, what has not worked and what we have to
consider. Very soon, we see that to set up a special economic zone, there is first a sort of
incentive package — fiscal and non-fiscal. This means that the investor needs somehow to be
attracted.

Then, of course, we have some methods of requirement: investment requirement, ownership
requirement, and then we enter a situation concerning governance, which is the independence
of a regulator — sometimes they prefer that the authority regulating this special economic zone
should be independent. And then, of course, there are the time the programme has been
established and how long it will take.

Regarding the characteristics, we have maturity, size, the operation, the location, industry focus,
infrastructure and the service offered. When we talk about infrastructure, we have to see it in
broader terms today: not only on the matter of access to the port or to the road, but we also have
to look to energy and digital services, etc.; we have to look to infrastructure in the broader sense.



15-10-2018 19

Then we have the contextual factors, which are linked to the area where the special economic
zone is being put, and then we have institutional quality, the rule of law, access, proximity to
market, income level, human capital — whether we have a qualified human workforce or not —
and population density.

The next step will be to see which of these elements are actually strategical when a special
economic zone has been set up. Here, we have the analysis that has been done about 207 special
economic zones in 17 countries. The result of five more will be added in the near future. First
of all, we have a public, private or mixed type of structure. From the database, we found that
the private sector is most common in Latin America and the Caribbean, while public
involvement is more in Asia and Sub-Saharan Africa. We still found a mostly private sector in
Central Asia. Then we have the matter of the land in hectares. We can see that the average size
is usually very big in Sub-Saharan Africa, less in Latin America and the Caribbean, and
somehow even more in Central Asia. In southern Asia, which means India, they need fewer
hectares. That is basically what came out of the study.

Corporate tax exemptions are important. | think this goes very much in line with the scope of
your work. We see that normally we have more than 10 years, but as we come closer to Europe,
we gained less than 10 years of tax exemption, and even four years. Then we also see whether
the zone regulator is an authority which is completely independent from the government or not,
etc. We see that in Africa we have a mixed situation, whilst in Asia it is much more independent.

Performance is very difficult to analyse, and we are still looking at empirical data — the so-called
‘nightlights’. During the night they photograph the light of the expansion of the special
economic zone and see the variation from one year to the next. We have some growing, a certain
number were stable, but we also have some cases of shrinking. Then we have a situation where,
even if there is a growth in five years — 2007 to 2012 — of about 10%, the median growth (that
value between 50% less and 50% more) is only 2.4%. We also see that there is a standard
deviation of 20%, which means some uneven larger spread performance. This does not mean
that making a special economic zone automatically means that it will work and be a success.
Indeed, here we can see how it is shared. In Sub-Saharan Africa we still have 80% growing and
20% stable, but we have another area where it is actually shrinking.

I think this is what is important, namely those elements that have a positive impact, have a
negative impact or have no correlation at the moment when an investment is made in this area.
Surely corporate tax exemptions in a world region have a positive impact. Subsidised utilities
— having access to subsidised energy — have surely a positive impact. Then we have a situation
where a minimum investment requirement, level of foreign ownership required or a national
one-stop shop actually do not have an impact on whether to make an investment or not.

Then we have two points that actually pay against the investment. One is the number of years
in operation. This means that, if we are at the end of the period of the investment, this can have
a negative impact on the performance of the special economic zone. Then the focus on high-
tech, as high-tech is growing very fast and very often it may happen that it is outdated very
soon. Regarding contextual factors, proximity to a large market is certainly in favour, if there
is also a pre-existing industrial base there. One point that does not play in favour...

(The Chair interrupted the speaker)

Obviously, if regional GDP per capita has already been reached, there is probably not much
interest in having a special economic zone. The basic finding is that investors are looking for a
cheap location, proximity to a large market is positive, growth is difficult to sustain over time,
upgrading the technological components of value added is challenging, and utility subsidies
and corporate tax breaks are to be considered.
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I would like to say that this is not from the Commission; this came from a study presented by
the World Bank.

1-044-0000

Charles Carr, Financial intelligence expert. — Good afternoon, thank you for inviting me. This
is an important subject, as is the previous subject also. Risk and benefits to the economic union
with freeports and free economic trade-free zones. Some benefits we have just heard. Some
additional benefits that I see: obviously there’s security and safety in these places, particularly
the freeport in Luxembourg, and then the previous one, there was one in Geneva. There are a
few freeports where high value product is kept, so there are some benefits to this because it’s a
secure location, it helps with foreign direct investment, it helps promote trade, it’s good for
efficiencies of tax, it breaks down barriers, and it also adds a layer of confidentiality, which is
not always bad. But there are some risks to this and | would like to concentrate a little bit on
the risks, because that is where I come from. I am a financial crime expert. I’ve studied financial
crime for the last 25 years in and out of Europe and around the world, and economic zones and
freeports, you have to conclude, are vulnerable locations for money laundering and financial
crime.

The reason why I say this is because there is a lot of information that we don’t know about
freeports and economic zones. There’s a lot of trade that goes on between the parties and the
owners in these zones that we’re not fully aware of. So if one buys a house in Berlin, you see
the exchange, you can see on the public record that someone bought it, someone sold it. But in
the freeports it is only private information which you do not see. The authorities under the EU
Fourth and Third Directive have access to this information, but do they access it in the way that
Global Witness or Transparency International would access it and interrogate the information,
or the way journalists would interrogate the information? They don’t. They don’t have that sort
of transparency on the trade that goes on in the freeports. There are barriers in protecting the
customs coming in and out, the merchandise is X-rayed, so there is a lot of law and legislation
over freeports, but does it really in reality make a difference? And the answer to that question
is: we don’t know! There have been a lot of studies over the years and not very many people
know the answer to that question.

This isn’t just a symptom of freeports. It’s a symptom of money laundering per se. Money
laundering is like water coming down a mountain. It’s unstoppable, and it looks for the weak
points in any system, so whether freeports and economic zones, or whether financial institutions
or golden visas, these are weak points that are going to be exploited. According to the estimates
of the IMF and the World Bank and FinCen in the United States, there are trillions of dollars
per year passing undetected through the world’s financial trade and service industries. And I
highlight the words ‘trade in services’ because everybody studies the financial institutions. Not
very many people study trade and service industries. There is a huge amount of money
laundering going through trade and freeports are all about trade, so we start making logical
conclusions to this.

The amount of lost tax revenues is unfathomable; the amount of money we’re talking about is
staggering. So if there’s a trillion dollars moving through the world’s systems, basically we are
failing in prosecution. Collectively, as a global world, we are failing in the prosecution of
money laundering. We are perhaps detecting half a per cent of that one trillion and prosecuting
half a per cent of that one trillion, so it’s a massive problem which we are not solving as a
collective group in the EU and beyond. And legislation, | propose, is not the answer. There are
plenty of good laws out there. The European Fifth Directive is a fantastic law, but that is not
the problem: the enforcement and prosecutions are the problem. We are not making
prosecutions of money laundering, because we are never going to stop this tidal wave of money
laundering coming down this mountain.
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So what can we do? We can divert, and quite often diversion moves it to another country, to
another location, or we can act as deterrents. | strongly propose that we try to act in our laws
and our enforcement of those laws as a deterrent. A criminal will be thinking twice about how
he’s going to move that money if he knows that there are severe deterrents.

| would also propose that it goes beyond just attacking the originator of this financial crime.
It’s also the gatekeepers: the banks, the lawyers and the accountants. Quite often I say to myself
how come an accountancy firm, a very large accountancy firm, well resourced, missed that
fraud. How did that happen? Why did the lawyers get away with passing this particular subject
in its due diligence? And the same with financial situations. Financial institutions have staffed
up massively in this area, but are they succeeding? They are still making billions of dollars of
profits, but are they investing enough in their compliance regimes? I’ve seen first-hand the
information that comes from banks to the Financial Intelligence Units (FIU) in the various
European countries and beyond, and it’s very variable, it’s very variable indeed. They have
enormous amounts of resources available to them — the banks — but they are not processing
these suspicious transactions sufficiently. So I would suggest we push a lot down onto the banks
themselves, but not only the banks but also the actual gatekeepers themselves.

So legislation is one thing, but if we are going to make a difference, we are going to have to
provide better deterrents. | would propose, and | can answer lots of questions later, but the very
summary of my points are: we need to better fund the FIUs across the countries, whether they
be in Malta or Latvia or the United Kingdom. There is such a thing as an Egmont Group, they
transfer data and so on, but it’s very sporadic and there’s a lot of political interest behind not
passing data as well. So all of these need to be centralised in a way that it doesn’t happen today.
We need to force and expose the people who are reporting to these FIUs in a stronger and more
forceful way.

| would propose an update to the Anti-Money Laundering and Counter Terrorist Financing EU
Strategy, a complete refit, because we’re looking at financial institutions but no one is looking
at trade and no one is looking at services in such a coordinated fashion.

| propose also that the European Banking Authority (EBA), which has been reported in the
media as potentially picking up some of the slack, is not the right institution. It is a supervisory
institution. We need to enforce and we need to investigate. It needs focus beyond the very laws
that we have today. So we need to incentivise law enforcement to act across the EU and to
prosecute complex financial crime. That would be my view.

1-045-0000

Fabien Grasser, Editor-in-Chief, Le Quotidien. — Chair, thank you for the invitation. | have
been a journalist with Le Quotidien in Luxembourg for about 10 years. | should mention that |
am French, rather than Luxembourgish, but | have been familiar with Luxembourg for about
25 years. | work on sensitive subjects: | started with various money-laundering scandals
involving, notably, senior African politicians, then | moved on to tax-related investigations,
covering Lux Leaks and the Panama Papers. Luxembourg Freeport was not initially something
I was looking at, and it is only since the beginning of this year that I’'ve done some articles
about it.

The freeport is a structure that opened in 2014. | became interested in it partly through you
because the PANA Committee asked me some questions on the subject. At the time | did not
have many answers, and I still don’t have many. I would echo what Mr Carr said in that regard:
there really is a great deal of secrecy around this.
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Since | started looking into it, 1 have been investigating the shareholders rather than the
customers of the freeport. That is partly because it is the easier option but also because a group
of MEPs from the PANA Committee came at the beginning of the year with a lot of questions
for those in charge of the freeport, especially for the representatives of Freeport Management,
the company that runs the place. The management did not answer those questions: it referred
them to the Customs authority and to the Ministry of Finance. I believe that answers have since
been received but they are the conventional ones, the standard fare in Luxembourg: namely that
everything is within the law, thus obviating the need to consider any ethical or moral aspects.
The situation might be shocking, it might even be somewhat immoral, but that’s irrelevant: the
important thing is that it’s legal.

The Luxembourg Government spokespeople and the freeport management say they have
nothing to do with the commercial side of the operation: they are simply a link in the logistics
chain that Luxembourg wants to establish in order to diversify its economy, heavily dependent
as it is on the financial sector, which accounts for approximately 30% of GDP.

So we are told that everything is transparent and everything is fine, but I have my doubts on
that score, for two reasons: firstly because, in my contacts with the freeport, | was given certain
information which later, on investigation, turned out to be untrue; and secondly there is a
permanent contradiction between the freeport saying, on the one hand, that all it does is to rent
out space and it doesn’t know what goes on there because it’s up to the Customs authority to
keep a check on that, and, on the other hand, telling us that everything is transparent and well
run. The two things just don’t square. There is a general shroud of secrecy around business in
Luxembourg, including the freeport. It’s something of a local speciality.

One of the questions asked was whether any offences had been reported. There is no
information on that. It’s the sort of thing about which the authorities are not exactly
forthcoming.

| have been working on relatively sensitive stories for at least 20 years now and, if the reaction
of the shareholders and the freeport management is anything to go by, this is a particularly
sensitive one. I have had a whole series of threats, on the phone and in writing, I’ve had insults,
and | have received insulting letters, some of them via lawyers and bailiffs. It’s something I had
never previously experienced. And | should add that there is a right of reply on everything we
publish about the freeport, however brief. We have never denied the right of reply to anyone
following the publication of these articles.

Why this degree of sensitivity? Well, you probably all know about the dispute between Yves
Bouvier, the main shareholder in the freeport, and Dimitri Rybolovlev, the Russian billionaire.
The whole thing has generated very bad publicity for the freeport, and business is suffering: it’s
clear from the annual accounts that their losses are mounting steadily, and that would explain
why they are so touchy.

I would like to say something now about the law in Luxembourg. Luxembourg Freeport is, |
think, one of the few freeports in Europe, if not the only one, that is already subject to the rules
of the Fifth Anti-Money Laundering Directive. That’s good, and Luxembourg has all sorts of
exemplary, up-to-date legislation to tackle money laundering and tax fraud. The problem,
however —and Mr Carr touched on it, I think — is this: given that Luxembourg is a small country,
and given the number of cases to be dealt with, having good, sound legislation is all very well,
but it also needs to be applied, the capacity needs to be there to carry out the checks. 1 understand
that when the PANA Committee came to Luxembourg, in 2017, they were told by members of
the Commission for the Supervision of the Financial Sector that there was a staff of just 16
people to deal with 20 000 reports per year. Need | say more? The freeport may be exemplary
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in terms of the rules that have been adopted for it, but it’s fair to ask whether those rules are
actually applied. We have no information on that score.

| should add that, although many people think of me as a specialist in financial and tax matters,
this is just an aspect of my work. I am more of a general news and crime reporter because when
I am investigating money laundering I am in ‘cops and robbers’ territory and that’s general
news. The problem for the press in Luxembourg is that it’s often all about the robbers, without
the cops on their heels. Some thoroughly researched, very factual articles are published but the
reports don’t lead to criminal proceedings. As | see it, this is one of the issues around the
freeport, although we have precious little information on the subject because of the high level
of secrecy.

1-046-0000

Ludék Niedermayer (PPE). — Thank you very much, and welcome to the European
Parliament. | have a question relating to the presentation by Mr Carr. First of all, | appreciate
very much your comments about the complexity of the issues relating to money laundering. We
hear in the preparation of our report summarising what has happened that there is improvement
in legislation in Europe — more international cooperation, we have automated the exchange of
owners of accounts, we have certain limits on the shareholders and owners of the company —
so | wonder what, in your view, are the most important missing points, because the system is
only as robust as the weakest part.

The second question relates to your observation, to your remark, that the EBA is probably not
best placed to play an important role in money laundering. This is very close to my view as |
was a central banker and the central banks are very much involved in supervision, so |
understand that supervision is prudential, while anti-money laundering is something very
different. But we are facing two issues. The first is investigation of incidents, which is done by
the FIUs, but then there must be someone who will look at the quality of the systems within the
bank about compliance of the procedures with the law and so on, so | wonder, in your view,
who is best suited to do the second part of the work?

1-047-0000

Charles Carr, Financial intelligence expert. — Huge strides have been made in all of these
areas in terms of transparency, particularly ultimate beneficial ownership (UBO) documents in
the drive across the world to clean up the shell companies, to clean up non-resident deposits
within banks. There is a very, very large push to put transparency into the financial systems,
and also reporting of such.

The biggest area where one could invest some good money and good time is the analysis of that
data, because this is an enormous amount of data we’re talking about. We’re talking about
immense amounts of data. But today we have an advantage because we have systems that can
interrogate that data in a very, very quick and effective way. However, it’s a highly skilled job,
and unfortunately the banks are somewhat conflicted and the FIUs themselves, in my
experience, are quite often under-resourced or overwhelmed, or both. Quite often they are
overwhelmed, because — and I don’t know the exact statistics — in the UK, for example, there
are something like hundreds of thousands of suspicious transaction reports filed each year, and
they don’t have enough resources to analyse each one. And the banks themselves are playing a
clever game because they know that if they send a suspicious transaction report they get off
slightly, maybe. So there’s a game going on there, but I think if one could invest some money
across Europe, skilling up the tasks within the financial units, which are on the front line of
looking at these issues, that would be the first thing | would do.

In terms of the EBA, of course supervision is needed, but the EBA is looking at one aspect —
it’s not looking at trade. I mean trade in the over-pricing and under-pricing of value of trade or
intercompany transfers or investments in equity, or taking out loans from hedge funds or art
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collections and so forth, this is all under the radar. I think the EBA can play an enormously
important role in terms of supervising and seeing what is going on within the financial world,
but money laundering, as I said, is like water. It will find the weakest link, and it will attack
that weakest link. Nobody is looking at it, I think, in a collective way across the whole realm
of problems that money laundering can expose. So the quality of investigation in that world
needs coordinating as a collective unit. The United States has a central taskforce — | forget the
name — but it has a central money laundering taskforce that looks across the realm of money
laundering. Europe could do similarly.

1-048-0000
Ludék Niedermayer (PPE). — So just for clarification, are you talking about merging these
two functions together?

1-049-0000

Charles Carr, Financial intelligence expert. — Well, one is enforcement and one is supervision.
I think they are slightly different, but they do need to have a relationship. I’'m an investigator
by nature; | think we need to do more investigation into the data that we get, and | think the
banks need to do a better job, or the freeports or whoever is required under the legislation to
pass better data across, and then the interrogation of that data will lead to better prosecutions.

1-050-0000

Jeppe Kofod (S&D). — Thank you to the panel once again. With regard to these special
economic zones and all of the data that you also provided, | think it is hard to justify that it
really provides genuine economic growth in these special economic zones. | remember
previously in our committee — not this committee, but a previous committee — with the special
situation that they have in Portugal, we have these examples where we don’t see any genuine
economic growth in these areas, even though there was meant to be so. | am questioning the
whole concept and | have seen an explosion of it over the years so it’s really worrying that the
EU is also part of what is shown on the slide here, what we call ‘fiscal incentives’, which could
be anything in a way — corporate tax incentives, other incentives. | just want to clarify that.

But on freeports: first of all, is there any limit on what EU Member States can do? Maybe it is
also a question to the Commission. How long can these freeports operate with the different
items that they have? For example, we know that they have fine art paintings, jewellery, they
have metals, they have gold bars; there are all kinds of things stored in these freeports. How is
it registered, how long can they operate for, and how many times can items be sold and bought?
Is there any limit on that because what we see here is a total parallel system that, as we know
in this committee, can be used for illicit economic activities all the time.

Mr Carr, | want to put a question to you. You rightly said that we lack enforcement and also
prosecution, but | would also guess detection of money laundering — you mentioned the
numbers yourself. In practical terms, it is almost risk-free for most people to do money
laundering. You mentioned EU FIUs but also other systems. Do we need something like an FBI
for Europe when it comes to financial crimes? Because you are absolutely right: I’ve seen it
many times over. We have scandals in banks where they can have the best compliance policies
on paper, but if they don’t apply them then it doesn’t matter. So we need on-site control of these
financial institutions, freeports and other things, to see whether they really follow the law or
not, because only showing that they have the right policy has failed over and over again. We
have seen many times also that we trust the institutions — private institutions — too much to be
self-regulating; they fail over and over again. Do we not need some someone who can go on
the ground to do inspections? And to the Commission, is it something we could work for? |
know the limits of course with national competences, but I think if we want to have a genuine
common market here, isn’t there a problem if we don’t have controls that the legislation we do
together is not implemented and enforced, and people are not prosecuted when they carry out
illegal activities?
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1-051-0000

Philip Kermode, Head of Directorate A - Customs, DG TAXUD. — Thank you very much. |
will attempt to answer what | think are two questions: the first about the status of free zones
themselves. Let me say ‘free zone’, because in the EU legislation, the Union Customs Code,
we define it as a ‘free zone’.

In the free zone, there is no time limit for the maintenance of goods in it. There was a complete
reformulation of the customs legislation under the Union Customs Code, and in that you will
find that the free zone concept is put together with customs warehousing as a form of storage.
The concept behind it is that the goods come into the free zone, they may stay in there, but if
they come out, they are treated as though they are being imported directly into the European
Union and are subject to declarations, etc. Similarly, the standard process is that VAT and
excise provisions piggyback — if I can put it like that — on the customs provisions but, in the
case of VAT, the authorisation to exempt within a free zone is subject to a consultation of the
VAT Committee and is subject to agreement. | hope that answers your first question.

As to the question of inspections, as it stands at the moment — and from the point of view that |
see these things, as looking at customs — there are two particular areas you can look at. One is
the inspection process carried out by our DG Budget, but that is linked to traditional own
resources. The second, of course, are those investigations carried out by OLAF into particular
frauds. But beyond that, | am not aware of any formal powers that we could use to check on the
processes because, as far as | can see at this moment in time, the legislation is properly respected
in terms of the provisions that apply, the obligation to ensure, for instance, that a free zone is
enclosed and that it is subject to customs supervision per se.

1-052-0000
Charles Carr, Financial intelligence expert. — I couldn’t agree with you more: detection is the
cornerstone of fighting and combating such financial crime. The detection in today’s world is
a complex matter as | said before, because it requires very, very, deep analysis of so much
information to be found, and it’s really the responsibility of the gatekeepers as the first port to
take charge of that and make them responsible for such.

You ask yourself the question how can Estonia or Latvia happen? In Estonia, USD 200 billion
of Ukrainian/Russian money in flight capital moved through one branch. | mean, how can that
possibly happen in terms of the systems not detecting that? How can the central bank not detect
that and trigger various red flag systems? The front line detection is absolutely the... Whether
there is need for an FBI of financial crimes in Europe, something has to change. The status quo
cannot continue, and if we prioritise better resources both in the in the banks themselves or in
the frontline gatekeepers to our own investigators, | think we are going to get better results.

1-053-0000

Werner Langen (PPE). — Chair, | would like to make a few observations based on the
experience of the committee of inquiry. We were actually there and we saw, from the example
of the Luxembourg Freeport, that it is closed off: secure; it isn’t accessible to everyone, with
pretty high rents of EUR 11 to 20 per square metre of warehouse space. We saw — precisely
with regard to what the Commission representative said — that there is a customs authority there.
But the entirety of the large Freeport — and this is most probably completely in order under
Luxemburgish law — is monitored by three customs officials. And there was a huge scanner
which was hailed as a success. This can scan big packages of two metres cubed. But basically
no one knows what is stored in the Freeport. It’s like the situation with bank safe deposit boxes
in the past: the bank had a key and the owner had a key, but no one checked what was in the
box. Yet here they have us believe that the presence of the customs facility makes for more
stringent monitoring, even though the scale is far bigger than you could imagine from a safe
deposit box.
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| agree with the proposals to make a European institution responsible rather than just the
national authorities. In Luxembourg we had 403 cases with the Panama Papers, which | would
like to remind you about: 103 involving banks and 300 with lawyers, tax advisors and others.
In the case of the banks there were 67 investigations and 13 convictions. In the case of the tax
advisors there was one sole investigation and no conviction. 299 cases were not even properly
considered. This means that if things are left in the hands of the nation states, Luxembourg’s
dirty money model will just be shut away in the Freeport. Those responsible for making the
buildings available can’t be held to account for this. They are exempted by the fact that this is
supposedly monitored by the customs authority — but it cannot do so. So | think the proposals
made here for a European institution to be made responsible are correct. 1 would like to have
heard the opinion of the experts on this.

1-054-0000

Fabien Grasser, Editor-in-Chief, Le Quotidien. — I would just like to add a specific point about
the Customs authority. We have a team of three Customs officers. What do they inspect? They
inspect works of art, antiques, vintage cars, cigars, wines, gold and silver ware, jewellery and
even data. The training of these officers is therefore another legitimate issue. They are Customs
officers, after all, they are not art historians, so it’s reasonable to wonder about that.

| would like to add another piece of information which might answer one of the questions.
Goods can be stocked in a freeport indefinitely. They can also be sold within the freeport, by
one of the parties involved there to another. A customs declaration has to be made — we can
assume that it is made — but the goods can stay in the freeport indefinitely.

With regard to the inspections, one thing in particular struck me. The director of one of the
companies that run the freeport (and there is a whole bunch of them, which is a further
complication because, in terms of data, you can very quickly find yourself with thousands of
pages of documents describing who’s who and who does what) was keen to point out, on the
matter of inspections, that they regularly received international visitors who congratulated them
on how secure the freeport is —and they were not wrong in that the regard, the place is a bunker,
a veritable Fort Knox — and on their transparency. He was talking in particular about the World
Customs Organisation but he also mentioned on more than one occasion — including in writing
in a right-of-reply piece — that a delegation from the French Customs authority had paid a visit
to the freeport and had praised its transparency. Well | checked, and no visit by the French
Customs ever took place. (What they were supposed to have been inspecting if the Luxembourg
authorities did not give them any documentation is another matter.) So how could they have
concluded that the operation was transparent?

| understand that Mr Dauvergne, the director of the freeport, was invited to be here today. He
used to be a senior official in the French Customs authority. And what | do know is that a couple
of his friends, former Customs officers, paid him a visit and told him that everything was hunky-
dory. This was interpreted as backing for the freeport, which now claims that it has been
approved by the French Customs, but that is not so. | contacted the French Ministry of the
Economy and Finance, and it’s completely untrue.

There is a further point — and | see that you are still here, Mr Langan. In my conversations with
the freeport people, they told me that members of the PANA Committee had admitted to them
that they had been grossly misled about Luxembourg Freeport and that, in fact, all was well. |
don’t know which member of your committee might have said that to Mr Goebbels...

There is a lot of communication about the freeport. The media are frequently invited to
Luxembourg Freeport, to watch demonstrations of picture restoration, for example.
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I would like to say just as few words about the other shareholders. One of them is Yves Bouvier,
who has been making headlines on the court reports pages for the past three years in his dispute
with Dimitri Rybolovlev over the sale of artworks. The sum of money in dispute is apparently
between EUR 400 million and EUR 1 billion. Another shareholder, the French national
Olivier Thomas, is currently under investigation for the theft of paintings by Picasso — that’s a
rather complicated story, to do with inheritance. Then there is a third one, Jean-Marc Peretti,
whose name keeps popping up in documents, articles and documentaries in France, where he is
linked with organised crime in Corsica. When 1 put that in print, | received threats, insulting
letters and all sorts of things, but it is a fact that this is someone who used to run a gambling
club in Paris, the Cercle de I’industrie et du commerce, which was closed down in 2008 or 2009.
His name appears regularly in newspaper reports in France about organised crime, including
about a Corsican outfit known as the ‘Petit Bar’ gang. It was in that context that I read about
him most recently, but his name also crops up in stories about the football mafia, for example.
So much for my information about the shareholders.

1-055-0000

Werner Langen (PPE). — Chair, after the visit there was a press conference arranged by the
Freeport. And this was marked by controversy. But | was not at this event. | cannot confirm
that a free hand was given.

1-056-0000
Fabien Grasser, Editor-in-Chief, Le Quotidien. — Apparently several MEPs said that they had
been misled: | was told that in writing and also face to face, not during the press conference.

So, in effect, what we were being told goes something like this: ‘Everything is transparent and
| can assure you that the inspection system is flawless, but I don’t know what’s being stored
there because that’s none of my business, I just rent out the space.” The Customs, the Ministry
of Finance and the freeport management are all basically passing the buck.

There are shareholders here who have dozens, and in some cases hundreds, of companies
around the world. As journalists we very soon find ourselves with a data processing problem:
we have to work our way through tens of thousands of pages and we end up baffled. I think this
in itself is an issue because most of these companies are merely notional, they don’t employ
people and they don’t actually produce anything.

1-057-0000
Chair. — Just to clarify what has been said, there was no official PANA mission or official
statement on that issue.

1-058-0000
Sergio Piazzardi, DG DEVCO. — | just wanted to clarify a point, because it is looking that we
will in the development field support the special economic zone, absolutely not.

| cannot say even if we are against; the point is that until they represented the result of a study
of 20 years’ of activities where there are some indicators, that can be useful for assessing in the
future also according to the agenda of your committee how a special economic zone can work,
which | think that this type of work was not available before, was financed it was the World
Bank in the last 20 years, not us. The first point.

The second point that | would like to say is that we should also be somehow pragmatic on the
geographical point of view, a geographic space. When we look, for example, to a continent like
Africa, we talk about poll of growth, we talk about a corridor of (inaudible), transport corridors,
and then there are also port and special economic zones, so we cannot ignore this reality in the
case of Ethiopia, for example. But in case we somehow support that it is utmost principle, it is
governance, and indeed the one of the reference it is of Danny Kaufman, the Worldwide
Governance Indicators and the ease of doing business indicators. So basically that is the point:
we are not bargaining growth against the governance, that is something that is to be clear.
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1-059-0000

Evelyn Regner (S&D). — | was one of the MEPs in the delegation which visited the Freeport
in Luxembourg. | can assure you that | felt rather as if I was in a James Bond film. It was really
exciting to see how it works to get into that place. | very much regret the fact that there is no
representative of the Freeport here today or indeed anyone from the Luxembourgish authorities,
as a lot of questions also focus on the background, which we would like to look at more closely.
My conclusion, having visited the Freeport, is the following: Not even the owners of the
Freeport know what is kept there — or at least this is what they would have us MEPs believe.
Only the beneficial owners actually know what can be hidden away there. And then there is a
black hole with a great lack of transparency.

Hence my questions — and | would ask you, in the capacity in which you are meeting with us,
to tell us more: Have you found out in the meantime what is stored there (we only saw a painting
being restored) and what the items there are worth? And finally: Why are these Picassos not
hanging in a museum or one of the luxury villas of all these rich people? What is the reason for
items of value to be hidden away there? The only reason, surely, is that people want them to be
hidden away. So | am particularly interested in knowing whether the Fifth Money Laundering
Directive is sufficient and if we should simply tighten up as regards implementation and
increasing staffing, or whether we need to do something in a material sense. | would ask you to
look into this.

And the intermediaries, which Mr Langen has already mentioned: We saw some interesting
letter-box companies: Priv'Art, Zilkens, Lux' Charity and so on. But are these the only ones
which form this contact between the beneficial owners and the tax authorities? Are they the
only ones? My impression in the end is that it didn’t matter where we started: nobody knew
what kind of objects were there. In the end, no one knew anything, and we felt like the three
monkeys; wherever we started, we got no further. Hence my question — once again — on the
intermediaries and whether, given their legal and other obligations, they shouldn't really know
more.

1-060-0000

Fabien Grasser, Editor-in-Chief, Le Quotidien. — I’d like to say a few words in conclusion,
picking up on the points made by the two MEPs who have just spoken. There was never what
you would really call an open door but, since the visit and since the publication of the articles
about the freeport, what we are confronted with now is very much a closed door.

Why, in this day and age, are certain people putting works of art in storage in places like the
freeport? It may well be that they have something to hide but I also think that what we are
seeing here is the distortion of the art market. Art has become purely a commodity for
speculation: we have people here who don’t care whether or not paintings are hung in museums
— until it comes to selling them, and then they want to put them on show in order to get some
publicity. So the real reason is that this has become a highly speculative market. Freeports are
also, in my opinion, perfect hideaways vis-a-vis certain tax data.

This bring me to a question that I think we need to ask about them. A lot has been accomplished
in the European Union with regard to the automatic exchange of data for tax purposes but I
believe that, so far, these arrangements do not extend to freeports. This means that someone
resident in Spain, for example, can come and put goods in the freeport in Luxembourg. And
will the Spanish tax authorities be informed? As things stand, I don’t think so. So there may be
scope for action on that front too.

1-061-0000
Wolf Klinz (ALDE). — Chair, the fact that we’re dealing here with financial crime is nothing
new, but I’m appalled to hear about the scale. It’s incredible to think that goods and services
worth billions (or trillions in English) are being handled here.
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My question is simple. We know that these freeports are being used for shady, illegal
transactions. Why don’t we do what some jurisdictions do with gambling, which is also closely
connected to the shifting of funds and criminal energy? Why do we not simply ban such things,
at least in the European Union? | understand that something similar must exist in Ethiopia, for
example, and other countries, but we should ban it. And there are two other things we should
do: Firstly: There is a great danger of collusion between members of company boards or
governments and these operators. We’ve seen that in Luxembourg a former minister and a
former state secretary are actively involved. So we should dramatically increase the
punishments for the operators and founders of such freeports and special economic areas in the
event of illegal transactions being uncovered. This might help reduce the incentive to initiate
something of this kind.

My second point is this: | fully understand what Charles Carr said: We need a powerful
European authority, such as exists in the US, which would be charged with combating these
transactions. We all know how time-consuming it is to create such an authority in the European
Union. There is a long preparatory period. It has to be pushed through all kinds of legislation
and be decided on by the Commission, the Council, Parliament, etc. — and that takes time. We
won’t manage this during the current legislature, which for all practical purposes comes to an
end next April. Hence my question: Would it make sense to entrust this task to the EBA in the
short term so that we at least get a foot in the door?

And my third question: How is it possible for the Financial Intelligence Units in Europe to be
so understaffed in individual countries and as a result to operate so inefficiently? Can they not
quickly be given some help?

1-062-0000

Charles Carr, Financial intelligence expert. — I’ll try to answer some of those questions,
starting with the third one first, on the FI1Us, which | know a bit about. They depend on regional
budgets or country budgets quite a lot, so they are picked from internal staffing from each
country and have varying degrees of budget given to them by their respective governments.
Therefore, it really depends on the country-by-country how effective they are. However, not to
name names, if you take a smaller country which has less resources dedicated to these things
and where an awful lot of money moves through, whether it is the Baltic States or island entities
within Europe, they haven’t got enough money to research these issues properly. Therefore,
maybe a collective way could be found from the EU of orchestrating funding and skilled people
to assist the training and the development of FIU units in the more exposed areas. That would
be one thing.

Regarding the EBA, something has of course got to be done in the sense of changing the status
quo. We cannot have Estonia, Latvia, Malta and the next problem occurring all the time,
because then nothing is done about it. So whether the EBA takes a supervisory role while these
things get going, whatever makes a difference is the key driver. There is of course a lot of
infrastructure already in place, but they aren’t quite getting to the problem. I would again put
back, if it can be done, more requirements on the gatekeepers of the money moving, i.e. whether
it’s the banking institutions, accountancy firms or anyone who is responsible under the EU
directives for suspicious transaction reporting, to do a better job.

Just going back to the art market, this is something | know a little bit about as well. The art
market is almost one of the perfect markets to move money in. What has changed in the last ten
years or so is the investment into art and the freeports and the economic zones that store this
art. They store it because it’s a secure place to hide things and that is potentially a legitimate
interest, but also it’s a place where things can be bought and sold very quickly at values nobody
understands, and that’s the key. It’s the transfer of the value of a painting, whether it’s a Mona
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Lisa or a Picasso. How much is that worth? In a private sale, it could be anything and the
customs officials and the various authorities that are looking at this have the very difficult task
of keeping up with that. Whether it’s a Hong Kong buyer buying a Picasso from Angola, he’s
using the freeport to do that and that’s something that one could really look at, whether that
requires on-site inspections or requires much more transparency over that sort of trade.

1-063-0000

Fabien Grasser, Editor-in-Chief, Le Quotidien. — I would just like to say something more about
the nature of control measures at the freeport. The problem is that the service being offered here
is a non-financial one: it comes under the heading of logistics. This means that it avoids the
whole array of standard financial control arrangements that apply to banks, investment funds
and trusts, etcetera. In terms of the law, we are in the realm of logistics here so the question of
control is quite complex.

With regard to the storage of art works, | believe Yves Bouvier used to boast that he had a
million works of art in the freeport in Geneva. It is entirely possible that some of those works
went to Luxembourg, while others went to Singapore.

1-064-0000
Ramoén Jauregui Atondo (S&D). — | have two questions for you.

First of all, with regard to ‘Le Freeport’, can you, Mr Gasser, tell us whether your inquiries
show if there is an agency in Luxembourg charged with obtaining customers for ‘Le Freeport’
and, if so, whether it has branches in other cities or other European capitals? Does such a — shall
we say — organisation exist?

And as regards the fight against money laundering raised by Mr Carr — you talk of a dissuasive
effect —, | would say that banks in Europe have already started to feel responsibility for this
problem since we saw in recent days that the ING Bank was given a EUR 750 million fine and,
if 1 remember correctly, so was the Danish bank in Latvia. There are banks that have been
closed down: the Bank of Andorra, the Bank of Madrid. To put it this way, does there not
already exist a sufficiently dissuasive fear in the banking system? But my question is, should
this not also affect large consultancy firms, law firms and finance agencies, so that a fear of
money laundering — because that is what you are talking about — should permeate them in the
same manner as it does banks? What would have to be done and what would need to happen to
make this possible?

1-065-0000

Fabien Grasser, Editor-in-Chief, Le Quotidien. — In answer to the question about how the
freeport is marketed, the operation is run by four companies, one of which, Luxembourg
Management Company, has the job of attracting customers. The art market is very lightly
regulated, or indeed unregulated, and the shareholders in the freeport are individuals who
operate in that market and who have lots of connections: they go to art fairs and they work with
lots of gallery owners in Europe, and that is how they canvass for customers.

Right now, however, times are bad at Luxembourg Freeport. The Bouvier-Rybolovlev affair is
largely to blame for that. Out of nine companies renting in the freeport, three, | believe, belong
to Yves Bouvier and are involved in picture restoration, logistics etcetera — logistics being his
core business. The whole operation is very discreet. They don’t advertise, neither on television
nor in newspapers.

1-066-0000

Charles Carr, Financial intelligence expert. — In respect to your question of what else could
be done in terms of the banks and spreading the fear, yes, of course, things have improved a
hell of a lot since a few years ago. Obviously, the United States in its fining of institutions is
fining much more heavily: billions of dollars are being fined. But smaller banks are closing
down; in Latvia, some banks have closed down as a result of the damage from money laundering
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prosecutions and so forth, all of which has effect. But how can we go further? | think the simple
answer is prosecutions. If you were to throw in jail the head of PwC or Ernst & Young — not
that they’ve done anything wrong yet! — | think that would have a very, very big effect. Or a
lawyer, or someone else other than a banker — maybe a banker as well, but, you know, throw
them all in jail. A simple answer. That would have a very, very strong deterrent effect, |
imagine.

1-067-0000

Jeppe Kofod (S&D). — Thank you, Chair, and thank you so much to our panel for these very
clear and frank answers to us. | would not conclude a lot, but | think that it is clear to me that
we have a lot of follow-up work to do on the issue of golden visas as we call it here, the hearing
before, but also on this issue of on freeports, which we are discussing right now.

It is really important that we look further into this, and also to me it is clear that if you have a
parallel system of freeport, you might as Mr Carr is saying have a safe and secure place to store
your valuables, but that these valuables can be there forever, in a way, and also it can change
owners and buyers and so on without any sufficient control of what is going on. So it is a huge
avenue for illicit trade and also illicit money to flow around, and I am still also struggling with
what kind of benefit this whole system has for the real economy, if any. I don’t believe that it
has a huge value for the real economy. So therefore, | think, knowing the limits on how the
Member States’ competences are and vis-a-vis the European Union we have of course an issue
here, but we should, as this Committee and me as the rapporteur, look very much into this and
we need, as several have said, not only to be better on detection and supervision, but also on
prosecution.

We also need clear rules on an EU level as far as we can go within the competences of what we
have, and also | think when you are in a union where we have an article saying that we need to
have sincere and loyal cooperation with each other to, for example, fight money laundering,
illicit finance, then this is an area where we haven’t seen that yet. So to fulfil the Treaty itself
as well, besides the different anti-money laundering directive, | think it is important we do a lot
more, but | want to thank the panel for shedding some light on some of the issues that are here,
and you should be sure that we are continuing this discussion, so thank you for my part.

1-068-0000
Chair. — Thank you, Jeppe. | think that wraps our panel up well. I would like to thank all the
speakers: thank you very much for your contributions, which are highly appreciated.

| will ask the Members whether they have anything under ‘any other business’. That is not the
case. The next meeting of the committee will take place on Thursday, 18 October 2018 at 14.00
in the form of a workshop.

(The meeting closed at 17.51)



