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Offshore goes to Paradise?!

Just eighteen months ago 

when the Panama Papers were 

released, we published the 

LAVECO Newsletter with the 

following headline: Panama 

Papers, Bahamas Papers, UK 

Papers, Germany Papers, USA 

Papers, ...........? What I wanted 

to imply in the title was that there would be a follow-up to the Panama 

Papers, and true enough less that one and a half years later, the 

second “instalment” was released. Not from the jurisdictions I had 

listed, but another prominent location. 

It was inevitable; there are many other law firms, much larger than 

Mossack Fonseca, who have arranged, and still arrange today, tax-

friendly solutions for their customers around the world. The firm Appleby 

is precisely one of these, providing legal and consultancy services to 

customers from all over the world since 1898. They have done so, and 

continue to do so, because it is a perfectly legal activity. It is quite 

probably for exactly this reason that the international reaction to the 

Paradise Papers has been so different to the reaction to the Panama 

Papers. The Panama Papers made a “bang”, making a huge impact 

on public opinion worldwide. It was discussed in the press for weeks, 
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and all over the world people sat up and listened. 

The Paradise Papers were welcomed with cold indif-

ference almost everywhere. Especially at grassroots 

level, by the man in the street. They are already fed 

up with the rich dodging taxes, while the powers that 

be know all about it, yet have failed to put a stop to 

it for decades. So, what is the point in talking about 

it? The timing of the release was also rather strange. 

If you remember, the news emerged on a Sunday 

afternoon, at a time when everyone is busy doing 

something else. And, come Monday morning, and 

a number of newspapers had already replaced the 

story with other headlines 

on their front pages. The sto-

ries named far more famous 

people, politicians, celebrities 

and high-ranking executives 

than the Panama Papers, yet 

the scandal it caused was 

nowhere near as significant as the journalists who 

published it had been hoping for.

This, however, was a totally logical reaction The 

man in the street is no longer interested in these issues. 

Businesspeople, celebrities, politicians? Well, people 

have known all along what they are up to. Why would 

they be surprised? This time round the sensation lasted 

for less than 3 days. Something, though, did change. 

A sort of reversal of opinions. Suddenly, a different sort 

of comment started to appear: “Well, if the Queen 

of England is involved in the offshore world, then 

why shouldn’t I be?” Others went even further: “The 

really clever ones are the ones who got involved; if 

you don’t get involved, you’re missing out on some-

thing!” People began to see the offshore techniques 

employed by celebrities and successful business 

people not as illegal, but as ways of becoming more 

successful. It’s more like athletes who use legal perfor-

mance enhancers.

Here is an interesting fact: the turnover in the finan-

cial world is estimated to be between 4000 and 5000 

billion dollars, each and every day! That is a huge 

amount. This does, of 

course, also include 

transactions in financial 

derivatives and FOREX. 

What is not so well 

known, however, is that 

more than 50% of this 

turnover is carried out through offshore financial ser-

vice providers and offshore companies. Clearly, the 

world financial system is still very closely connected 

to the offshore world. Naturally, if this was illegal, then 

it could not have developed to this extent, or, for that 

matter, survived as it has for decades. This would not 

have been possible without the acquiescence of the 

international organisations and governments of major 

countries. Or rather, while outwardly voicing their 

opposition, their actions were supporting the process. 
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And why isn’t it mentioned in the economics text-

books used in universities? Well, it is not my job here 

to rate what is taught, and how, at the universities…

The release of the Paradise Papers was something 

which could safely be predicted almost as soon as 

the Panama Papers were leaked. There are many 

companies in this industry bigger than both Mossack 

Fonseca and Appleby. 

In fact, the amount of information held by the 

banks exceeds that held by all of the service provid-

ers. For almost 20 years now, under pressure from the 

OECD, banks around the world have systematically 

been collecting data on the 

beneficiaries of corporate 

clients. In the modern bank-

ing world, it is not possible to 

open a bank account, if the 

bank has not first identified 

the beneficiary of the com-

pany. However, once the banks begin the exchange 

of information internationally, such stories will not 

provide the journalists with the sensationalist impact 

they need, which is why the information had to be 

released in such a rush.

Now let us see what happened as a result of the 

Panama Papers. The banks made their already dif-

ficult conditions even more difficult. The situation 

has now emerged where it is extremely difficult, if 

not impossible to open an account for a traditional 

offshore company. Following the Panama Papers, a 

number of banks even began closing the accounts 

of companies registered at addresses affected by the 

scandal. It is not unusual in these jurisdictions for 5 or 

6 corporate service providers to have their offices in 

the same office building, meaning that thousands of 

companies may be registered at the same address, 

even though they are administered by different com-

panies. This fact, however, was of little interest to 

the banks’ compliance departments, who are not 

sophisticated enough to cope with a detail of this 

nature, meaning that 

many companies were 

treated very unfairly. 

This is a very unfortu-

nate situation, and one 

which we are powerless 

to oppose, as the law-

yers in the compliance departments are extremely 

blinkered. The more intelligent, customer-friendly 

banks, with one eye on the future, gave their custom-

ers time to resolve the matter or offered alternative 

solutions. For example, to change the registered 

address of the company. This solution, however, is 

merely delaying the inevitable, as tomorrow the prob-

lem will not just be the address of the office block, but 

the jurisdiction itself. They may just say, for example, 

Shutterstock.com
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that companies registered in, say, the British Virgin 

Islands can no longer hold accounts as they are con-

sidered to be a higher risk.

Which brings us to the point that although the man 

in the street may not be interested in the Paradise 

Papers, the legal departments of the banks will use 

it as another excuse to turn the screw and further 

tighten the rules. In my opinion, this will make certain 

jurisdictions completely impossible to operate in. And 

the most vulnerable ones in this case are the tradi-

tional offshore jurisdictions, such as the British Virgin 

Islands, the world’s most famous offshore destination. 

Furthermore, as the BVI does not meet OECD require-

ments on transparency, it is categorised as high risk by 

the compliance departments of the banks.

Yes, but then something is not clear. In fact it is alto-

gether incomprehensible. If this entire offshore story is 

not illegal, not forbidden, and even the English royal 

family is involved, then why are the banks so nega-

tive? Surely, it is a profitable business for them. Of 

course it is, or rather was. However, the management 

of the banks have handed the decision-making pro-

cess to the lawyers in the compliance departments, 

who, fearing for their jobs, set out to minimise the risks 

involved. Ultimately, the way the process develops 

will be decided by the banks, based on the flexibility 

of the relationship between the compliance depart-

ments and the business divisions, and where they 

draw the line between strict administrative rules and 

the demands for profit. 

For years, the experts at LAVECO Ltd. have con-

sistently been saying that only the transparent 

jurisdictions will be able to survive this changing age, 

where a system which has developed over the past 

40 to 50 years is being shaken up and changed, as a 

result of outside pressure. It is logical to ask whether 

what existed before will be able to exist at all. I am 

not going to give my own answer to that question, 

as my answer would be biased, because of my own 

interests. Instead, I would like to mention a conver-

sation I recently had with one of the top executives 

of one of the world’s largest auditing companies, 

who is responsible for auditing multinational com-

panies. In his opinion, as long as there are people 

on earth and there are differences between tax 

rates, there will always be tax competition. The kind 

of tools which companies will be using is irrelevant. 

What is important is that the demand is there, and if 

there is demand, then, sooner or later, there will also 

be supply. Whether it is still called offshore is another 

question, but the game will never be over: offshore, in 

one way or another, is already in Paradise. 

Warm regards,

László Váradi

CEO

Shutterstock.com
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Delaware: the forgotten offshore

Jurisdiction spotlight

High Prestige. The state of Delaware was one of the original 13 states of the United States, 

joining the federation on December 7, 1787.

Fully-fledged trade and company law. The decisions of the Delaware Courts are still 

considered precedents in a number of locations around the world. In addition, its company 

law has served as a model for many other countries and Member States.

In the LLC form of company, the principle of flow-through taxation can be applied under 

certain circumstances. According to the principle of flow-through taxation, it is not the 

company itself which is the taxpayer, but instead the members of the company, wherever 

they are tax residents. 

Delaware companies have tax ID numbers. According to the OECD Guidelines, from 2019, 

banks will only be able to open or maintain bank accounts for companies with tax ID 

numbers in the country of registration.

Delaware companies can open bank accounts in the US.
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How much gold is there in the world?

There have been several attempts to estimate 

the amount of gold in the world, with results 

which vary significantly. Firstly, we can talk about 

the gold above the surface of the earth, that is, 

the stocks already extracted, but we can also 

look at the reserves which have not yet been 

extracted from the depths of the earth. 

Some experts estimate the amount of gold 

already mined to be around 170 000 tonnes, 

while other estimates claim that this amount may 

be as high as 2.5 million tonnes. Humankind has 

mined gold for about 5 000 years and the first 

gold coins appeared in the court of King Croesus 

in approximately 550 BC. According to GMFS, a 

London-based consultancy specialising in the 

metal industry and mining technologies, human-

kind had extracted some 13 000 tonnes of gold 

before the discovery of America. 

They estimate the amount of gold reserves 

extracted worldwide to be about 155 000 

tonnes. There is no credible evidence to support 

the claim that the figure is closer to 2.5 million 

tonnes. The claim is based on the fact that 1.5 

tonnes of gold was used on the coffin of Pharaoh 

Tutankhamun, and the assumption, therefore, 

that in ancient times people, and in particular 

noblemen and leaders had already amassed 

substantial reserves. As a result, it is very difficult 

to obtain an accurate estimation.

Which leads to the question of how much is 

still hidden in the depths of the earth? This ques-

tion has been answered by the US Geological 

Society, who say that there are still some 50 000 

tonnes of gold hidden underground. Demand 

for the reserves is constantly rising, as modern 

industry consumes a significant part of the 

amount produced today. However, while, for 

example, gold mined in Roman times can be 

recycled and used in the manufacture of a 

gold watch, the amount of gold used in the 

making of a mobile phone is so minimal, that the 

costs of recycling would be unreasonably high. 

Approximately 12% of the gold used industrially 

use is lost and discarded this way each year. 

So, while demand for gold is steadily rising, the 

amount of gold that can be extracted is finite.

Interesting
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The principle of flow-through taxation

The flow-through taxation principle is mostly 

applied in Anglo-Saxon countries, and it estab-

lished itself there. Nowadays, we are talking 

about a taxation principle applicable typically in 

two corporate forms, the English Limited Liability 

Partnership (LLP) and the US Limited Liability 

Company (LLC). Briefly summarizing the essence 

of the principle: it is not the company (LLP, LLC) 

that is subject to corporation tax, but it is the 

members who are taxed after the profits of 

the company, in the country where they are 

tax-residents. A very important feature for both 

corporate forms is that they are legal persons 

where the assets of the members are separated 

from the assets of the company, and in both 

cases, the liability of the members is limited to the 

amount of their deposit. 

Members for both LLCs and LLPs may be private 

individuals, or companies and other organiza-

tions (Trusts, Foundations). Profit is not allocated 

automatically. Although the logic of flow-through 

taxation is that the profits are due to the mem-

bers, it is not obligatory to divide the profits at all. 

The owners can leave the profits in the company 

as unallocated income, for example in order to 

finance future business activities.

Topic

LAVECO Life

LAVECO Newsletter to be replaced by Twitter

The LAVECO Newsletter has been providing 

its readers with the latest news and informa-

tion from the company formation industry for 

more than 15 years. Our articles attempt to pro-

vide an enlightened summary of a topic, while 

highlighting the most significant aspects. 

However, the world around us has become 

much faster, and these days none of us has 

the time to read academic articles and anal-

yses. For this reason, we are moving to Twitter, 

a faster, more dynamic form of communica-

tion, where we will publish news and links on a 

weekly basis, in a rejuvenated style. You can 

access our Twitter page via the following link:   

https://twitter.com/Laveco_Group, or through 

our website at, laveco.com.

Of course, the LAVECO Newsletter will not 

disappear entirely, but from 2018 we will be 

publishing less frequently, and with a renewed 

content.

https://twitter.com/Laveco_Group
http://laveco.com
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