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UK Offshore Disclosure Facility nets £400 million
HM Revenue & Customs said it had collected £400 million in unpaid tax from about 45,000 UK
taxpayers by the November settlement deadline under last year’s Offshore Disclosure Facility.

The total was well short of the £1.75 billion the Revenue had estimated, although it is still
expecting payments from 300 people with particularly complex offshore holdings. The final
total could reach £500 million.

The scheme involved customers of the big five UK high street banks – Barclays, HSBC, HBOS,
Royal Bank of Scotland and Lloyds TSB – which were obliged to hand over details of customers
with offshore accounts after HMRC won a legal battle against Barclays in May 2006.

HMRC is now considering extending a similar deal to customers at a further 170 banks and
financial institutions after obtaining a similar court ruling against them to disclose information
on offshore accounts.

Anyone with offshore bank accounts who may be affected by this should take professional
advice urgently. Sovereign is well placed to advise on the right course of action.

Anti-avoidance legislation – Portugal
Portugal’s Council of Ministers has approved a law which will put the onus on providers of
tax planning schemes to supply full details to the tax authorities. This would appear to be
aimed at schemes promoted to corporate entities only, rather than to individuals.

This new legislation is expected to take effect from May 2008 although information received
suggests that the Association of Portuguese Banks, amongst others, may ask the Constitutional
Court to declare the law invalid.

We have a strong presence in Portugal and can advise on this, or any other, tax matter.

Howard Bilton  BA(Hons)

Barrister-at-Law (England, Wales & Gibraltar)

Professor of Law, St. Thomas School of Law, Miami, USA

Chairman of The Sovereign Group

Kung Hei Fat Choi
hat’s happy New Year in Cantonese. We wish all of you a very prosperous and rewarding 2008.
This year, which began on 7 February, is the Year of the Rat, which means a time of hard

work, activity and renewal. This is a good year to begin a new job, get married, launch a product
or make a fresh start.

Ventures begun this year will not necessarily yield fast returns, but opportunities will come for
people who are well prepared and resourceful. So we look forward to helping our clients realise
their specific personal or business goals.

UK attacks Non-Domicile status – urgent action required
At the time of going to press, UK Chancellor Alistair Darling has just rejected calls to delay proposed
changes to the taxation of the 115,000 UK residents who declare themselves non-domiciled. The
changes – see page 4 – will therefore take effect as from the Budget this April.

“People wishing to preserve tax-free status for investments will have to re-order their holdings by
April,” Darling told the BBC.

All our UK resident but non-UK domiciled clients should speak to us urgently. We have various options
available to non-doms who want to stay in the UK and still be tax efficient. These are both effective and
compliant. We also know that many non-doms may now want to leave the UK and, again, we can help.

One way or another, action must be taken before 6 April – so there’s no time to lose!

Sovereign expands its Cyprus office
As a full member of the European Union, Cyprus joined the Eurozone on 1 January 2008. Cyprus
has the lowest corporation tax rate in the EU and we have seen a much higher level of business
activity in the last couple of years. We are therefore expanding our operation there and I am
delighted to announce the appointment of Richard Melton, who has re-located from our Gibraltar
office, as Managing Director. Contact details may be found on the back page of this Report.

T
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UK Chancellor Alistair Darling rejected calls for a year’s delay in implementing the proposed
changes to the taxation of the 115,000 UK residents who declare themselves non-domiciled.
The changes will therefore take effect as from the Budget this April.

“We have got a consultation, which is running until the end of February, and obviously I
must listen to what people have got to say. But frankly once you’ve decided on a policy, to
start looking at delaying it doesn’t help anyone at all,” Darling told the BBC.

Under the proposals a £30,000 annual charge is to be levied on non-doms who have been
resident in the UK for seven out of the last nine years if they wish to continue benefiting from
the remittance basis, plus additional tax on income and gains actually remitted – where no

credit is given for the £30,000 already paid.

Currently, non-domiciled individuals resident
in the UK are only liable to pay tax on offshore
income and capital gains to the extent that
they are remitted to the UK.

But from 6th April, non-doms will have to
begin paying tax on income and gains from
UK investments held in offshore trusts –
including their main UK residence if it
generates a capital gain on resale. Gains on
non-UK assets held in trusts remain exempt
from taxation.

HM Revenue & Customs has clarified that
non-doms using the remittance basis will not
be required to make any additional disclosures
about their income and gains arising abroad

and charges will not be back-dated to include
gains made in previous years.

But claiming the remittance basis will mean
that non-doms lose their income tax per-
sonal allowances and capital gains tax
annual exemption.

Sovereign Comment
All our UK resident but non-UK domiciled
clients should speak to us urgently about
restructuring their investments. The
broader changes will have a very serious
and detrimental impact on most offshore
structures set up by non-doms, but there
are various options available to non-doms
who want to stay in the UK and still be tax
efficient. These arrangements are both
effective and compliant.

We also know that many non-doms may
now want to leave the UK and, again, we
can help. We have considerable expertise
in helping to obtain residency permits in
many alternative, tax-friendly jurisdictions
including, but not limited to, Gibraltar, Malta,
Cyprus, Switzerland, and Hong Kong.

One way or another action must be taken
before 6 April, so there is no time to lose!Germany approves plans for

inheritance tax reform
The German government has approved a proposal

that could ease inheritance tax pain when family

members pass businesses between themselves.

The new proposals would allow for a family member

inheriting the business to be immediately liable for

15% of the inheritance tax liability. The balance would

only be payable if control of the firm moves away from

the new family owner before the end of a 15-year

period, or if employee wages drop below 70% of their

pre-transfer average.

But the proposed measure, which was compiled by

a working group headed by Finance Minister Peer

Steinbrueck, has come under attack.

Erwin Huber, leader of the Christian Social Union,

has complained that many of the provisions

contained in the planned new draft are “economically

not defensible”.

Sovereign Comment

Germany is among several EU states to be considering

their existing inheritance tax regime. Whilst these

proposals seek to reduce the burden, there may well

be other compliant solutions available and this is

certainly the case for residents who live elsewhere in

the EU or perhaps abroad. Contact your local Sovereign

office for information on the possible ways to reduce

this tax burden legally.

Gambling operators in jurisdictions that did
not apply to be white listed, including major
online gambling centres like Costa Rica
and Belize, were automatically banned from
advertising. Several operators are already
considering becoming licensed in white
listed jurisdictions.

Sovereign Comment
As mentioned in previous editions, the off-
shore gaming industry has seen many
important changes in recent years. Gibraltar
remains one of the world leaders in this field
and we are also well placed to assist clients
seeking to set up gaming operations in other
European jurisdictions, including Malta.

For further information please contact our
dedicated team by e-mail to gaming
@SovereignGroup.com or contact any of our
offices for guidance.

UK issues “White List” under the 2005 Gambling Act

The Isle of Man and Alderney were the only jurisdictions on the UK government’s “White
List” of gaming jurisdictions to be exempt from the advertising ban that was brought into
effect on 1 September 2007 in the UK.

Published on 10 August, the UK Department
of Culture, Media and Sport said these two
jurisdictions were the only ones found to have
a “rigorous licensing regime designed to stop
children gambling, protect vulnerable people,
keep games fair and keep out crime” under
the 2005 Gambling Act.

Countries within the European Economic Area
(EEA), including Gibraltar and Malta where a
number of online gambling sites are licensed,
automatically qualify to advertise in the UK
under European law.

James Purnell, UK Secretary of State for
Culture, Media and Sport, rejected white list
applications from Alexander (a Canadian
Reservation), the Netherlands Antilles and
Tasmania. He also said that applications from
Kahnawake (another Canadian Reservation)
and Antigua are still being considered.

UK attacks Non-Domicile status – urgent action required
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money laundering and counter terrorism-
financing regime. This effort was being led
by the Financial Intelligence Unit and was
due to be completed within 12 months.

The government is also going to refine
immigration policies as they relate to inter-
national services such as financial services,
he announced. The policies will seek to
define the parameters for the granting of
work permits more clearly and provide some
reasonable assurances for the receipt,
review and determination of work permit and
permanent residency applications.

Sovereign Comment
In recent years the Bahamas has worked
hard to develop and refine its well-regulated
offshore finance regime and the proposed con-

solidation outlined above is to be welcomed.
As an independent nation, conveniently located
just 100 miles from Florida, the Bahamas is
likely to see increasing levels of interest from
international clients over the next few years.

As with other Caribbean jurisdictions, the
Bahamas has to review its position continually.
It must maintain the right balance between
the increasing demands of regulation as
required by international bodies and creating
a business friendly environment not over-
burdened by red tape.

Bahamas to consolidate financial services regulation
The Bahamas government said in December that it was to consolidate the financial services
regulatory regime in order to advance the growth and development of the financial services sector.

Finance Minister Zhivargo Laing said that new clients currently had to deal with five financial
services regulators – the Central Bank, the Securities & Exchange Commission, the Inspector
of Financial & Corporate Service Providers, the Office of the Registrar of Insurance Companies
and the Compliance Commission.

“In many instances each of these regulators
has exacting demands that represent a
duplication or replication of requirements for
our clients,” he said. “We all agree that this is
not an ideal operating environment for our
clients who would much rather focus on
pursuing their core business interest than
having to fulfil requirements two and three
times already fulfilled within our jurisdiction.”

Laing said the government has therefore
decided to amalgamate regulators in a phased
fashion, moving towards either a single super-
regulator, or at most two regulators for the
whole financial services sector.

The minister added that the consolidation
process was already underway, to the extent
that the Inspectorate of Financial & Corporate
Service Providers was to be transferred from
the Registrar General’s Department to the
Securities Exchange Commission as of
1 January 2008.

Laing said the consolidation effort also includes
establishing an internationally compliant anti-

Jamaica to develop offshore
financial centres
Bruce Golding, Jamaica’s new prime minister, said in
September that the Caribbean island would launch an
offshore financial centre to emulate others in the region.

“There are other islands in the Caribbean that have
done very well in their offshore activities and we believe
that it is an area that Jamaica can secure benefits from,”
said Golding, the leader of Jamaican Labour Party.

Golding said he would “not have been prepared to
consider” such a plan 10 or 15 years ago. But now, he
said, the “regulatory mechanisms are sufficiently well
developed to give us the kind of protection that we want
in order to ensure that we are not taken advantage of.”
Sovereign Comment
A number of countries around the world are considering
entry into what is already a crowded field – it is interesting
to note that Ghana also intends to introduce an offshore
banking regime and readers might also be interested
to read of developments in Qatar (see page 6).

It remains to be seen whether Jamaica will achieve
the success it seeks. Legislation is one thing, but being
able to provide the right levels of service, good reputation
and a suitable regulatory regime is another.

Sovereign is represented in over 20 financial centres
and can provide information and guidance on many
others through our worldwide network of correspondents.
If any readers are interested in these “new” offshore
centres, we will be happy to advise.

Antigua wins right to US compensation over gaming ban
At the end of last year the World Trade Organisation (WTO) awarded Antigua and Barbuda
compensatory measures worth US$21 million a year in its fight against the US over its
unilateral suspension of its WTO obligations in respect of on-line gaming.

The ruling comes at the end of a five-year
legal battle between Antigua and the US
regarding its blocking of offshore online
gambling sites. Because many of these sites
were located in Antigua, the Antiguan govern-
ment filed a complaint with the WTO saying
that the US prohibition constituted unlawful
restriction of trade.

When the WTO agreed, Antigua pressed for
US$3.4 billion in punitive damages. It asked to
have this penalty assessed as permission to
copy US intellectual property, since there was
no trade embargo that Antigua could impose
on the US to collect the amount for itself.

The panel agreed that Antigua had no way to
collect punitive damages through trade sanc-
tions but lowered the amount of damages to

US$21 million per year. This falls significantly
short of the dispensation sought by Antigua,
but is far higher than the US$500,000 per
year allocation suggested by US negotiators.

Antigua’s Minister of Finance and the Economy,
Dr Errol Cort, said: “Although we are pleased
that the extraordinary sanction of the suspension
of intellectual property right protection for US
interests has been given to us – only the second
such authorisation in WTO history – we are
disappointed by the portion of the decision
limiting our annual compensation to such a
mere fraction of our industry’s lost revenues.”

It was not Antigua’s immediate intention to
apply the sanctions, he said, because it
remained preferable to reach a compromise
solution with the US.
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Hong Kong’s new company registration hits record high

The number of new local companies registered in Hong Kong during 2007 was a record
100,761, according to the Hong Kong Companies Registry. The total number of live companies
on the register at the end of last year was 655,038, up 63,094 from the end of 2006.

The statistics also showed that 748 new overseas companies established a place of business
in Hong Kong Special Administrative Region and registered under the Companies Ordinance
last year, up 23% on 2006. The total number of overseas companies on the register at the
year-end was 8,081, 372 more than in 2006.

A total of 259 prospectuses, including 82 mutual funds, were registered, compared with 234 in 2006.

than a quarter of all foreign direct investment
last year. The BVI alone accounted for
US$16.6 billion.

Sovereign Comment
Previous issues have included articles
demonstrating the importance of Hong Kong,
particularly as it relates to the booming
Chinese investment market. These figures
are very impressive and there is no reason
why this should not continue. This year,
however, we might see a less heady growth
rate if predictions of a slowdown in the US
and elsewhere prove to be accurate.

The use of Hong Kong as a centre for doing
business is based on its well-developed
corporate service and banking sectors. The
use of BVI companies (or perhaps those
established in other Caribbean jurisdictions
such as Turks & Caicos) allows for compliant,
well-regulated structures to be used from the
outset at reasonable cost.

Contact our Hong Kong office for details
as to how we can assist business in the
region, including our bespoke China Entry
Service for those clients seeking to enter
the Chinese market.

In terms of administration, the number of
documents received for filing during the year
rose 12% to 1.94 million and the number
of searches made through the registry’s
electronic search services last year rose
7% to 2.91 million.

Meanwhile, China’s Ministry of Commerce
said foreign direct investment rose 13.6% to
US$74.7 billion in 2007, of which almost two-
thirds was routed through offshore centres
to take advantage of tax incentives available
to foreign investors.

Investments through Hong Kong surged to
US$27.7 billion, while investments channelled
through the British Virgin Islands, Cayman
Islands, Mauritius and Samoa made up more

Qatar Financial Centre
consults on tax regime
The Qatar Financial Centre Authority is currently consulting
on the tax rules and regulations for businesses licensed
by the Qatar Financial Centre (QFC) as of 1 May.

The original QFC Law of 2005 provided that there
would be no taxation on businesses licensed by the
QFC for the first three years of the centre’s operation
– from 1 May 2005 to 30 April 2008. Thereafter, the
QFC is to levy a tax rate on business profits of 10%,
but taxable profits will be based on accounting profits
and non-local source profits will be exempt.

In addition to the basic charging provisions, the new
tax regime will include specific regulations covering
Islamic finance, insurance companies, transfer pricing,
partnerships and reorganisations.

There will be no withholding taxes in the QFC and a
tax ruling facility will be available.
Sovereign Comment
This item provides further evidence of the importance
of international business in the booming Gulf region. It
is interesting to note the steps that Qatar, and other
Middle East states, are taking to maintain their
competitive edge. Several emirates have established
free zone regimes and other states, such as Bahrain,
have highly competitive regimes for certain activities.
Our Dubai office is ideally placed to provide advice and
information on the structures available to those doing
business in the region.

The Index of Economic Freedom 2008, published by The Heritage Foundation and The Wall
Street Journal, has ranked Hong Kong as enjoying the highest level of economic freedom
for the fourteenth straight year.

Former British colonies in Asia continue to lead
the world in economic freedom. Singapore
remains close, ranked second in the world, and
Australia is ranked fourth, which means that the
Asia-Pacific region is home to the three of the
world’s top five freest economies, with New
Zealand sixth and Japan in 17th place.

Hong Kong Financial Secretary, John Tsang,
said: “We are determined to uphold Hong Kong’s
position as the freest economy in the world. We
see the role of the government as that of a
facilitator. We provide a business-friendly
environment where all firms can compete on a
level-playing field and establish an appropriate
regulatory regime to ensure the integrity and
smooth functioning of a free market.”

The region with the most economies in the
top 20 is Europe. Ireland, Switzerland and the
UK are all in the top ten, with Denmark,
Estonia, The Netherlands, Iceland, Luxem-
bourg, Finland and Belgium in the second tier.

Five are in the Asia-Pacific region, and
three are from the Americas: the US, Canada
and Chile. One country – Mauritius – is from
the sub-Saharan Africa region, and one –
Bahrain – is from the Middle East/North
Africa region.

Economic freedom, said the survey, is
strongly related to good economic perform-
ance. The world’s freest countries have
twice the average per capita income of the
second quintile of countries and over five
times the average income of the fifth quintile.
The freest economies also have lower rates
of unemployment and lower inflation.

Across the five regions, Europe was the
freest using an unweighted average (66.8%),
followed at some distance by the Americas
(61.6%). The other three regions fell below
the world average: Asia-Pacific (58.7%),
Middle East/North Africa (58.7%) and sub-
Saharan Africa (54.5%).

Hong Kong named as World’s Freest Economy
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taxed on a progressive basis up to a rate of
42%, non-residents were taxed on the entire
capital gains but at a special flat rate of 25%.

A non-resident taxpayer, a German citizen,
argued that the different tax treatment was
disadvantageous to her and, in particular,
that it breached her rights under EU law.

The ECJ agreed, concluding that the differing
treatment constituted a restriction on the
free movement of capital. Portugal will either
have to reduce the rate for EU citizens or
revoke the benefit for tax residents and refund
any tax unduly levied in the last four years.

Sovereign Comment
These are interesting developments and,
if the amendment is brought into force,
will be of interest to those with Portuguese
property who may be considering leaving
the country – perhaps to return home to
another member EU state, such as the
UK. It remains to be seen whether other
EU countries where foreign property
ownership is high (most notably Spain)

The Portuguese government is to amend the individual tax code in order to extend the tax
exemption for capital gains made on the disposal of property. This currently applies only if
the capital gains are reinvested in Portuguese territory in respect of property for permanent
habitation and within 24 months of a gain arising.

The European Court of Justice, in a judgment
handed down on 26 October 2006, found this
to be incompatible with the principle of free
movement of capital under the EC Treaty, so
the exemption must now be extended to gains
reinvested in any other EU Member State
under the same conditions.

This applies not just in respect of property for
permanent habitation, but also for land for
construction of a property for permanent habi-
tation by the taxpayer and their family, or in
the construction, enlargement or improvement
of an existing property for permanent habitation.

The amendment has yet to be published
officially but it is anticipated that it will be-
come effective as from the 2008 tax year.

In October last year, the ECJ further determined
that Portugal’s capital gains tax regime for
Portuguese immovable property was in breach
of the EC Treaty.

While Portuguese residents benefited from a
special 50% reduction of the tax base but were

Gaines-Cooper loses appeal
on UK domicile
British businessman Robert Gaines-Cooper lost, in
November, his appeal against a decision by the UK tax
courts to disregard his claim to be domiciled in the
Seychelles rather than in the UK.

In 2006, the Special Commissioners found that
Gaines-Cooper had not given up his status as a UK
domicile because he continued to maintain links with
the UK, including retaining various properties.

Gaines-Cooper, whose own father had been an Inland
Revenue tax inspector, had been appealing against tax
demands from 1992 to 2004, having moved to the
Seychelles in the 1970s.

The appeal dealt solely with Gaines-Cooper’s domicile
status and did not focus on the time he spent residing
in the UK, which had been a key part of the earlier case.
Sovereign Comment
We have reported on this case in previous editions.
Readers may be aware that important changes to the
UK rules on domicile are likely to take effect from April
2008 although final details are still awaited. These will
mainly affect foreign-born UK residents who have
traditionally benefited from generous rules relating to
their non-UK income. The other major change relates
to time spent in the UK in any single tax year, which
will be of great importance to UK citizens who have
moved abroad but visit the UK on a regular basis.

Once the changes are confirmed, they will be reported
in a future edition. But in the meantime, anyone who
may be affected by these changes is encouraged to
seek advice on their situation.

will similarly be instructed to amend their
domestic tax law.

Since the accession to the EU of Bulgaria
and Romania a year ago, 27 countries are
now full members of the EU. And booming
property prices in the traditional markets of
Iberia, Italy and France, have encouraged
many purchasers to invest in the new mem-
ber states. As always, tax matters, particularly
relating to capital gains and inheritance, are
of vital importance and professional advice
should be sought prior to a purchase.

Changes to Portuguese treatment of real estate gains

Massive tax bill for Swedish pornographer

Milton, whose father started the Private Media
Group in 1965, declared in 1989 that he had
left Sweden and claims to have lived in Barce-
lona since then.

But according to the Swedish revenue, his move
away from Sweden was less than complete. In
fact, he was still running his companies in
Sweden, did not have a permanent address in
Spain and was personally overseeing the
redevelopment of his property in Sweden.

Milton’s partner and two children lived in their
Swedish house until 1998 and the business-
man had a number of luxury cars registered
in Sweden.

The Board of Taxation concluded that for the
ten years after 1989, Milton was still resident
in Sweden. During that time he earned 1.35
billion kronor from his business.

Sovereign Comment
This case illustrates in graphic detail the issues
relating to change of residency and how
important it is that any such move is properly
managed. Increasingly, wealthy Europeans
are re-locating themselves, and very often also
their businesses, to other jurisdictions. A well
thought out “exit strategy” must be formulated
in advance, taking account of any taxes to be
paid upon leaving one’s home country. The
implications of becoming tax resident in a new
place must also be considered if one is to
remain compliant at all times.

Every situation is different and Sovereign’s
global network enables us to provide bespoke,
reliable advice. The importance of pre-plann-
ing cannot be overstated and if readers are
considering such plans, it is vitally important
to seek professional advice at the earliest
possible opportunity.

Last October, the Swedish tax authority ordered pornographic publisher Berth Milton to pay
back taxes for ten years in which he claimed he was not resident in the country. The bill
could be as high as 650 million kronor ($101 million).
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Cyprus, Ireland and Switzerland have Europe’s top tax regime
Cyprus, Ireland and Switzerland have the most attractive domestic tax regimes in Europe
according to a league table compiled by accountant KPMG International.

All three countries were rated highly for their consistency in interpreting tax legislation, stability
in resisting frequent changes to tax laws and their comparatively low tax rates. The three least
attractive countries were the Czech Republic, Romania and Greece. All three regimes featured
high volumes of complex legislation, with frequent changes.

Compiled from more than 400 interviews with tax professionals in multinational companies
across Europe, the survey tested participants’ attitudes to particular aspects of their home
tax regime, including consistency, stability over time, volume of legislation, the tax rate and

relations with tax authorities.

Sue Bonney, head of Tax for KPMG Europe
and partner, said: “Governments across the
world have been using tax as a lever to en-
courage inward investment for many years, but
these results help to confirm that a benign tax
regime is only part of the package which makes
a business competitive. Good infrastructure, a
high quality workforce and access to raw
materials and markets are all equally important.”

In another survey, expatriate tax was found
to be most benign in the United Arab Emirates,
Russia and Hong Kong. Belgium, Denmark
and Hungary were the worst places to work.

Mercer Consulting’s 2007 Worldwide Individual
Tax Comparator Report, released in Novem-
ber, analysed the tax and benefits systems

across 32 countries, focusing on personal tax
structures, average salaries and marital status.

The UAE was found to have the most attrac-
tive tax environment for single expats because
it does not assess any income tax, and the
country’s social security contributions amount
to only 5% of an employee’s gross salary.

Ranked second was Russia, which applies
a flat tax of 13% across all income levels,
while Hong Kong was placed third, with taxes
and social security contributions at 14.2% of
gross base salary.

Asian markets dominated the top of the rank-
ings with Hong Kong, Taiwan, Singapore,
South Korea and China (Beijing) ranked 3,
4, 5, 6 and 7. The lowest ranked Asian market
was India at equal 14.

Excluding Russia, European countries had
less attractive tax environments. At the bottom
of the rankings, Hungary (30), Denmark (31)
and Belgium (32) paid, respectively, 48.5%,
48.6% and 50.5% of their gross income in
taxes and social security contributions.

In the Americas, Mexico (8), Brazil (9) and
Argentina (10) all outranked the US (14=)
and Canada (20).

Obwalden has become the first Swiss Canton to adopt a flat rate of tax for individual income
taxpayers after 90% of the electorate voted in favour in a cantonal referendum in December.

Swiss Canton votes for flat tax

Obwalden had been forced to review its tax
system following a complaint from Socialist
Party deputy Josef Zisyadis that reforms put
in place in January 2006 had created a regres-
sive tax system, where wealthy taxpayers paid
a lower tax rate than those on lower incomes,
and which was therefore unconstitutional.

Zisyadis succeeded in getting the tax over-
turned by the Federal Tribunal in Lausanne
in June last year, stating at the time that the
court’s decision had “put a brake on the fiscal
cannibalism between the cantons”.

Following a previous referendum in 2005,
Obwalden cut income tax for those earning
more than SFr300,000 per year to 1% from
2.35%. But individuals earning up to SFr70,000
paid 8% and those with income up to
SFr300,000 paid up to 6%. At the same time,
Obwalden also cut corporate tax to 6.6%, one
of the lowest rates in Switzerland, a move
which prompted other cantons to respond.

The cantonal tax system is currently being
targeted by the European Commission, which
argues that the Swiss tax regime, which allows
cantonal governments freedom to set their own
tax rates to attract new companies and wealthy
foreigners, is in breach of the 1972 trade
agreement between Switzerland and the EU.

Sovereign Comment
Our Swiss office is based in Geneva and
headed by Dr Norbert Buchbinder. We are able
to establish tax residency for foreigners seeking
to take advantage of the many benefits of
Switzerland as a base, whether in retirement
or as a business location. Obwalden is one of
the most attractive cantons, and Sovereign has
established good relationships there from which
our clients can benefit. But we can also advise
on the differing regimes in other cantons. For
further details on recent developments in the
Swiss market, clients should either contact our
Swiss office directly or via their most convenient
Sovereign office location.

Corporate tax cuts approved
in Singapore and Hong Kong
Singapore’s parliament approved the amended Income
Tax Bill on 12 November, giving effect to the tax reforms
announced in the budget earlier this year, including a
2% cut in corporate income tax and further improvements
to the fund regime.

The legislation will reduce the corporate tax rate to
18%, and bring about other tax measures to improve
the competitiveness of Singapore as a business hub,
such as a significant increase in the partial tax exemption
threshold, the elimination of the 80:20 rule for charities,
and improvements to the tax treatment of real estate
investment trusts (REITs).

The move followed Hong Kong, which announced in
October that it plans to cut personal and corporate income
tax rates by one percentage point, to 15% and 16.5%
respectively, in the financial year ending March 2009.

Chief Executive Donald Tsang said he would consider
further profits tax relief if the economy remains robust
and public finances stay sound.
Sovereign Comment
It is encouraging that both Hong Kong and Singapore
have chosen to reduce the income tax burden to enhance
their competitive positions. As well as our main centre
in Hong Kong, our office in Singapore is growing and
we are also represented in Shanghai. Contact the most
convenient office for information on these tax changes,
as well as professional advice on establishing both
residency or business structures in this region.
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use protected cell companies for mutual
funds. The relative unavailability of these
vehicles onshore has helped fuel the growth
of funds incorporated offshore.

There are several jurisdictions to choose from
depending on the nature of the fund, but
broadly they can be split into three groups:

• The Caribbean, particularly the Bahamas,
the BVI and the Cayman Islands. The fund
regimes in these jurisdictions focus primarily
on the “quality” of the investment manager,
the type of investor targeted and the minimum
subscription amount, rather than imposing
restrictions on a fund’s investment strategy.

• Bermuda, the Channel Islands and the
Isle of Man. The regulatory framework is
more rigorous than the Caribbean, but not
as strict as in the European Union.

• Dublin and Luxembourg. These are the
most regulated of the “offshore” jurisdictions
and have adopted the EU UCITS directives.

A fund’s investment strategy will generally
determine its location. A highly leveraged hedge
fund is unlikely to suit the regulatory framework
in either Dublin or Luxembourg, while a fund
aimed at retail investors may not be appropriate
for the Cayman Islands or Bahamas.

Funds aimed at professional investors are
usually exempt from registering with the local
regulatory body in the jurisdiction of its investor.
US-marketed funds, for example, that are
“privately placed” with fewer than 100 US
investors are not currently required to register
under the US Investment Company Act.

Investment managers generally receive their
management and performance fees through
offshore management companies, with a
margin retained in the offshore company
and the remainder remitted onshore. Such
structures have recently come under the
revenue scrutiny and the retention of monies
offshore can now only be justified where the
management company can prove “real sub-

A guide to Sovereign Fund Services
Offshore funds can provide eligible investors with significant tax benefits compared to those
based in high tax jurisdictions. But more often it is the lightness of the regulatory regime,
and the speed, simplicity and low cost of setting funds up, which are the deciding factors
for choosing an offshore location.

Many offshore jurisdictions offer low or zero
tax regimes for investment funds, enabling
promoters to minimise the tax complications
for incoming investors. Funds will be more
attractive to investors if either they are not
liable to tax on their investments or they can
defer tax liabilities until they realise their profits.

Offshore jurisdictions also tend to regulate
promoters and often restrict the class or number
of investors who may subscribe to them, but
crucially they tend to impose few, if any, res-
trictions on what investment strategy the mutual
funds may follow and tend not to limit the
amount of leverage that mutual funds can
employ in their investment strategy.

Such regulatory regimes generally take a two-
tier approach, making a distinction between
funds that are offered generally to members
of the public – which require a high degree of
regulation – and non-public funds, usually
described as “private” or “professional” funds.

Under the latter, investors are assumed to be
“sophisticated” – either due to a high minimum
investment threshold, typically US$100,000,
or a requirement that investors can demon-
strate that they qualify as “professional inves-
tors”. Alternatively, the fund can be restricted
to a small, select group of investors.

The relative absence of regulation relating to
leveraging and investment strategies in off-
shore jurisdictions also encourages higher
risk funds, such as hedge funds. The vast
majority of the world’s estimated 9,000 hedge
funds are formed in Cayman Islands, British
Virgin Islands, Luxembourg or Bermuda.

Lower regulation also keeps the ongoing
running costs down, which means a higher
net asset value (NAV) for the fund’s investors.

By far the most popular vehicles for establishing
offshore funds are limited liability companies,
limited partnerships and unit trusts. The type of
vehicle will largely be determined by the choice
of jurisdiction and its regulatory environment.

A promoter seeking to establish a multi-strategy
fund may wish to ensure effective segregation
between portfolios of single managers in an
umbrella type arrangement or to ring-fence
the respective strategies, risks and capital.
Many offshore jurisdictions allow promoters to

stance”, such as the employment of staff and
maintaining premises.

The stronger the regulation in a particular juris-
diction, the longer the approval process takes and
the more expensive the set-up will be. Promoters
should also note that the authorities in offshore
jurisdictions will scrutinise fund managers to ensure
that they are “fit and proper” people. But if they
are already supervised in their home jurisdiction
and all the documentation is in hand, set-up can
be completed in as little as a week.

Sovereign provides a comprehensive fund
formation service in the Cayman Islands,
where there are four main categories of fund
– Licensed, Administered, Registered and
Exempt – with decreasing levels of regulation.

We can handle all aspects of establishing the
fund and arranging for its licensing, if required,
by the Cayman Islands Monetary Authority.
We also have considerable expertise at
drafting the Offering Document or Prospectus.

Through our Bahamas office, we offer a com-
prehensive fund administrative service which
includes: maintaining accounting records;
calculating the fund NAV; maintaining the register
of shareholders and handling subscriptions and
redemptions; ensuring legal and regulatory
compliance; and acting as fee-paying agent.

But if clients prefer the administration to be
executed in their own time zone, we also have
agreements with European and Middle East-
licensed fund administrators.

Additional services, such as providing directors
for the fund (individual directors are required
for all Cayman funds), arranging for bank
accounts and appointing an auditor, can also
be provided by Sovereign.

Should you require additional information about
Sovereign’s fund services, please contact us.

“Lower regulation also
keeps the costs down”
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The ultimate offshore credit card.

Instant access to your

offshore funds

any place, anywhere.

Contact your most

convenient Sovereign

office for further details.

contactcontact

information
For more information on the services provided by

The Sovereign Group, please visit our website:

www.SovereignGroup.com or contact your most

convenient Sovereign office listed below.

thesovereign
mastercard
thesovereign
mastercard

Have your subscription details changed recently?
Do you wish to redirect your quarterly issue of
The Sovereign Report to a different address?
Or do you wish to unsubscribe?
If so, please contact Michelle Gallardo
by email: mgallardo@SovereignGroup.com
or by fax on: +852 2545 0550.
Please note that The Sovereign Group is committed
to ensuring that your privacy is protected. All details
submitted will be held in the strictest confidence.

Sovereign recruitment
As a result of business expansion across the Group,
Sovereign is actively looking for qualified professionals to
assist senior management teams in several of our worldwide
offices. Applications from new, or recently qualified, lawyers
or accountants are especially welcome, but we would also
be interested to hear from more experienced professionals
– particularly those with an established client following.
Anyone who is interested to learn more about the
opportunities currently available within Sovereign 
can find more information, and application procedures, 
on our website.

BAHAMAS
Alan Cole
Tel: +1 242 322 5444
bh@SovereignGroup.com

BRITISH VIRGIN ISLANDS
Susannah Musgrove
Tel: +1 284 495 3232
bvi@SovereignGroup.com

THE PEOPLE’S REPUBLIC
OF CHINA, Shanghai
Sunny Liew
Tel: +8621 6103 7089
china@SovereignGroup.com

CYPRUS
Richard Melton
Tel: +357 25 503 125
cy@SovereignGroup.com

DENMARK
Jan Eriksen
Tel: +45 4492 0127
dk@SovereignGroup.com

DUBAI
John Hanafin
Tel: +971 4 397 6552
dubai@SovereignGroup.com

GIBRALTAR
Ian Le Breton
Tel: +350 200 76173
gib@SovereignGroup.com

RegisterAYacht.com
Gabriel González
Tel: +350 200 51870
ray@SovereignGroup.com

Sovereign Asset Management
Chris Labrow
Tel: +350 200 41054
sam@SovereignGroup.com

Sovereign Insurance Services
Steve Armstrong
Tel: +350 200 44609
sis@SovereignGroup.com

HONG KONG
Jacques Scherman
Tel: +852 2542 1177
hk@SovereignGroup.com

Sovereign Accounting Services
Tel: +852 2868 1326
sashk@SovereignGroup.com

ISLE OF MAN
Diane Dentith
Tel: +44 (0)1624 699 800
iom@SovereignGroup.com

MALTA  Mark Miggiani
Tel: +356 21 228 411
ml@SovereignGroup.com

MAURITIUS  Ben Lim
Tel: +230 403 0813
mu@SovereignGroup.com

THE NETHERLANDS
Susan Redelaar
Tel: +31 (0)20 428 1630
nl@SovereignGroup.com

NETHERLANDS ANTILLES
Rudsel Lucas
Tel: +599 9 463 6138
na@SovereignGroup.com

PORTUGAL
Nigel Anteney-Hoare
Tel: +351 282 340 480
port@SovereignGroup.com

SINGAPORE  Joe Cheung
Tel: +65 6222 3209
sg@SovereignGroup.com

SOUTH AFRICA – CAPE TOWN
Timothy Mertens
Tel: +27 21 683 1045
sact@SovereignGroup.com

SOUTH AFRICA – JO’BURG
Chrizette Roets
Tel: +27 11 881 5974
sajb@SovereignGroup.com

SWITZERLAND
Dr Norbert Buchbinder
Tel: +41 (0)43 488 36 29
ch@SovereignGroup.com

TURKS & CAICOS ISLANDS
Ruth Beneby
Tel: +1 649 946 2050
tci@SovereignGroup.com

UNITED KINGDOM
Simon Denton
Tel: +44 (0)20 7389 0555
uk@SovereignGroup.com

Sovereign Accounting Services
Stephen Barber
Tel: +44 (0)20 7389 0644
sas@SovereignGroup.com

Sovereign Group Partners LLP
Hugh de Lusignan
Tel: +44 (0)20 7389 0655
capital@SovereignGroup.com

URUGUAY  Noel Otero
Tel: +598 2 900 3081
uy@SovereignGroup.com

SovereignGroup.com
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