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— Application of statutory “fit and proper” criteria540 to market participants—at entry and as an
ongoing activity, the Authority performs due diligence on all directors, major shareholders, and
senior oYcers of licensees.

— International cooperation—The Authority has a statutory obligation to provide assistance to
overseas counterparts.541

The Authority is a member of a number of regulatory bodies in the banking and insurance areas and has
applied for IOSCO membership.542

71. The IMF assessment of financial regulation in the Cayman Islands published in 2005 found as
follows:

— Overall—“. . . [A]n extensive program of legislative, rule and guideline development has
introduced an increasingly eVective system of regulation, both formalizing earlier practices, and
introducing enhanced procedures”.

— Banking543—“The laws, rules and statements of guidance governing prudential supervision are up-
to-date and generally meet international standards. The licensing process for new entrants is sound
and comprehensive. OV-site monitoring and on-site inspection are well-developed and
integrated . . .”

— Insurance544—“The measures and policies in place for insurance supervision are sound . . .”

— Securities545—“In broad terms, the supervisory regime reflects those of developed countries . . . A
sound legal, taxation and accounting system appears to be in place . . . Regulation in accordance
with the IOSCO Principles is well-implemented except in the mutual funds area”.546

— On the international cooperation elements under the various international standards, the
assessment found the Cayman Islands “compliant” or “largely compliant” (Basel Core Principles);
the standards “implemented” and “partly implemented” (IOSCO Principles) and “largely
observed” (IAIS Principles); and “compliant” or “largely compliant” (FATF Recommendations).

In relation to the AML/CFT portion of the IMF assessment, approximately 94% of the ratings assigned
were in the “compliant” or “largely compliant” category and 6% in the “non-compliant” or “materially non-
compliant” category.

72. The full IMF report (“Assessment and Supervision and Regulation of the Financial Sector”, in two
volumes) can be accessed from www.imf.org. Since the assessment, the Authority in cooperation with
government as necessary has made significant strides in addressing the IMF recommendations.

“In terms of the AML/CFT compliance culture in the Cayman Islands, it was evident to the
assessors that the country in general and the financial service providers in particular all have a keen
sense of awareness of AML/CFT issues. Additionally, the financial service providers displayed a
healthy compliance culture, based on an appreciation of the reputational risk of AML/CFT for
the jurisdiction. The strong compliance culture was also demonstrated by the financial service
providers’ pro-active cooperation with the authorities in implementing AML/CFT measures”.

CFATF AML/CFT Mutual Evaluation/Detailed Assessment Report on the Cayman Islands
(November 2007)

73. As required by FATF AML/CFT standards and confirmed by external assessments, the Cayman
Islands’ legal regime criminalises money laundering in accordance with the UN Vienna (1988) and Palermo
(2000) Conventions. With the support of the FCO, the Cayman Islands was the first regionally, and among
the first worldwide, to criminalise money laundering on an all serious crimes basis (ie not limited to narcotics
crime), by the 1996 Proceeds of Criminal Conduct Law (PCCL). Money Laundering Regulations under the
PCCL apply comprehensive AML/CFT obligations in relation to customer due diligence, recordkeeping,
systems of internal control and suspicious activity reporting and training, on all financial business within
scope of the FATF standards.

74. In a number of respects, the AML regime in the Cayman Islands outpaced international standards,
for example, in the breadth of activity coverage (“gatekeepers” providing trust, company and other services
and real estate transaction were in scope before this was the international standard); in the undertaking of

540 This requires regard to a) honesty, integrity and reputation, b) competence and capability, and c) financial soundness.
541 From 2000 to 2007(June), 664 requests (80 non-routine) were handled, with assistance provided in virtually all cases.
542 Namely the OVshore Group of Banking Supervisors (OGBS), the Caribbean Group of Banking Supervisors (CGBS), the

Association of Supervisors of Banks of the Americas (ASBA), the International Association of Insurance Supervisors (IAIS),
the OVshore Group of Insurance Supervisors (OGIS).

543 The IMF assessed Cayman’s banking supervision as “compliant” or “largely compliant” with all 30 criteria included in the
25 Basel Core Principles for EVective Banking Supervision.

544 Of the 17 IAIS Core Principles, the IMF assessed 11 as “observed” or “largely observed” and 6 as “materially non-observed”.
The latter assessments were based on either a lack of staV to implement [Insurance Division was only at 60% strength at the
time of the assessment] or a lack of documentation of rules or practices.

545 Of the 30 IOSCO Principles, the IMF assessed securities standards as “implemented” or “broadly implemented” for 17
principles, “partly implemented” for 8 and “not implemented” for 1, with 4 “not applicable”.

546 The exception largely related to a) absence of certain provisions relating to domestic retail/public funds, which the report
acknowledges do not make up the majority of Cayman funds and b) supervisory provisions that the assessors considered
should be in the Mutual Funds Law itself, instead of in the Monetary Authority Law. Both matters have since been addressed.
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retrospective due diligence on all clients existing prior to the implementation in 2000 of upgraded AML
legislation; the breadth of the statutory obligation to report suspicious activity under the AML legislation;
and the immobilization of bearer shares.

75. The Cayman Islands is a founding member and past Chair of the Caribbean Financial Action Task
Force (CFATF), an FATF associate member body established in 1990, and has undergone to date three
evaluations by that organisation (in 1995, 2002 and 2007) in addition to the external AML/CFT evaluations
by KPMG (see n50), the FATF Review Group of the Americas in 2000–01 and the IMF (see paragraph 71
above). The conclusions and findings of all of these evaluations recognise and reflect Cayman’s strong
commitment to FATF standards. The IMF report noted that:

The Cayman Islands financial industry and regulators have developed an intense awareness of the
measure required to combat money laundering and the financing of terrorism, as a result of legal
reforms and improved supervisory procedures since 2000. There is an eVective regime to implement
these procedures and good evidence of a developed compliance culture.547

76. As previously noted, the most recent evaluation of the Cayman Islands in relation to international
AML/CFT standards is that conducted by the CFATF in 2007. This was a “third-round” evaluation, based
on a more comprehensive and advanced version of the FATF standards and evaluation methodology than
prevailed at the time of the IMF assessment.548 The evaluation rated Cayman as “compliant” (the highest
rating) or “largely compliant” (C/LC) on 38 of the 40!9 standards, “partially compliant” on 10 and “non-
compliant” on one.549 This compares very favourably with the out-turn of the 19 FATF third-round
evaluations conducted as at February 2008, where there was an average of 29 for C/LC ratings (including
a high of 43 and a low of 12). Eighty percent of the 19 FATF countries had combined C/LC scores lower
than those of the Cayman Islands, which puts the territory in the top five, along with the US, UK, Singapore
and Belgium.550 The Cayman Islands is currently working hard to address the shortfalls that were identified
in the CFATF evaluation, and expects to substantially complete that work by the time of the next CFATF
plenary in October/November 2008.

77. In terms of transparency standards in particular, Cayman received a rating of “compliant”, meaning
that the regime was not found to have obstructive secrecy provisions that would impede eVective
implementation of the FATF 40!9. Cayman was also rated “compliant” on the FATF standards relating
to the transparency of legal persons and legal arrangements. This transparency performance is further
reflected in the C/LC ratings achieved on the international cooperation standards.

78. The Cayman Islands’ highly rated international cooperation regime is articulated in comprehensive
statutory law enforcement and regulatory channels contained in the Monetary Authority Law (regulatory
cooperation); the Mutual Legal Assistance Treaty (United States of America) Law; the Criminal Justice
(International Cooperation) Law (CJICL); the Misuse of Drugs Law; and the Proceeds of Criminal Conduct
Law (all law enforcement cooperation).

79. Since US ratification of the Mutual Legal Assistance Treaty (MLAT) in 1990, Cayman and the US
have cooperated in over 250 requests for assistance under the Treaty, resulting in successful law enforcement
actions.551 Similarly, in relation to countries other than the US, 160 requests for assistance in criminal
matters have been dealt with under the CJICL over the period 2003–07 (mid-year). Like the MLAT channel,
the CJICL provides for a broad range of mutual legal assistance, including executing searches and seizures;
providing information and items of evidence; identifying or tracing proceeds, property, instruments or such
other things for the purposes of evidence; immobilising criminally obtained assets; and assisting in
proceedings related to forfeiture and restitution. Assistance is available, including at the investigative stage,
to all 146 Vienna Convention countries, including the UK.552

80. Financial services market share and quality and repute of market participants may also be taken as
an indicator of the degree to which the OTs and Crown Dependencies are well-regarded.

547 IMF Report Vol I, p 7. Taking into account the IMF regulatory and AML/CFT assessments, the UK NAO November 2007
Report “[FCO]: Managing risk in the Overseas Territories” (HC 4 Session 2007–08) also noted that “[r]egulators in the key
centres of Bermuda and the Cayman and British Virgin Islands . . . achieved major improvements since 2000”.(p 21).

548 The FATF and FATF-style regional bodies (eg the CFATF) all use the same evaluation standards and methodology, requiring
assessment based on over 200 criteria. The Cayman evaluation team comprised experts from the Bahamas, Canada, Jamaica,
the US and the CFATF secretariat and was the first CFATF evaluation to include FATF member country experts on the
assessment team.

549 The distribution of Cayman’s C/LC ratings by category of FATF standard totals is as follows: Legal System: all; Preventive
Measures: 20 out of 22; Institutional and other Measures: eight out of nine; International Cooperation: all; and Nine special
[CFT] recommendations: six out of nine. The single “NC” rating was for lack of express requirements concerning
correspondent banking activity. The full evaluation report is available at www.cfatf.org.

550 In terms of further peer comparisons, inasmuch as three of the subject EU member states would be classified as OFCs, the
European Commission on 5 June announced infringement procedures against 15 member states for failure to fully implement
the 3rd Money Laundering Directive (the UK was not in this group).

551 Including in relation to the Enronmatter, in which a number of Cayman Islands entities were the victims of fraudulent activity
centred in the US.

552 The CJICL was used (as well as other statutes), for instance, to provide assistance to the Italian authorities in relation to
the Parmalat matter; and as reported in the 2007 UNODC/World Bank report, “Stolen Asset Recovery (StAR) Initiative:
Challenges, Opportunities, and Action Plan”, to freeze and repatriate US$33 million to Peru in the Montesinos bribery, theft
and corruption matter (pp 19–20). Assistance has been provided to the UK on innumerable occasions under the CJICL and
other channels.



Processed: 20-03-2009 15:09:10 Page Layout: COENEW [O] PPSysB Job: 419698 Unit: PAG2

Treasury Committee: Evidence Ev 325

Question Eight—To what extent have OVshore Financial Centres ensured that they cannot be used in terrorist
financing?

81. The Cayman Islands has criminalised terrorist financing in accordance with the 1999 UN
International Convention on the Suppression of the Financing of Terrorism, via the Terrorism Law, 2003.
In addition, various prior Orders in Council promulgated by the UK on behalf of its OTs, pursuant to UN
S/RES 1373 and S/RES 1267, apply.

82. The most comprehensive external evaluation to date of Cayman’s compliance with international CFT
standards (the FATF 9 Special Recommendations) was undertaken via the 2007 CFATF evaluation.
Cayman received zero “Non-compliant” ratings, six “largely compliant” and three “partially compliant”.
Of the latter, the one relating to SR VII (wire transfer rules) self-corrected (as the assessors noted it would)
as of the 1 January 2008 entry-into-force date for the required statutory provisions enacted in June 2007.
The actions required in relation to the remaining two (SR VIII—Non-profit organisations and SR IX—cash
transports) are being addressed.

83. The evidence available to us thus far is that Cayman tends not to be abused for the purposes of
terrorist financing—there have been no domestic prosecutions (for want of cause) and no international
requests for assistance in relation thereto; and the Financial Reporting Authority statistics for suspicious
activity reports (SARs) by reason for suspicion for 2005–06 attribute 1% of SARs to suspected terrorist
financing, and zero for 2006–07. Notwithstanding, private and public sector vigilance will be maintained.

Question Nine—What are the implications for the policies of HM Treasury arising from OVshore Financial
Centres?

84. We respectfully submit that in relation to transparency and financial stability the subject of the
Inquiry there is no reason for the policy resources of HM Treasury to be consumed by OFCs that comply
with international standards, except insofar as may be necessary to ensure that corresponding fair treatment
for such compliance follows.

85. In respect of possible areas of examination in the context of HM Treasury fiscal policy, there is to date
no convincing evidence that the existence of OFCs has caused tax takes to fall or a “race to the bottom”.553

There is however what Sharman describes as the mirage that large amounts of tax revenue might flow from
a campaign against tax havens.554

86. Recent academic studies555 have examined the eVect of low direct tax jurisdictions on those with
conventional tax regimes and produced a series of conclusions as follows.

(a) Firstly, open economies have incentives to tax mobile multinational firms less heavily than they do
other firms, since multinational tax bases are more elastic and the eYciency costs of taxing them
are greater. As a practical and political matter, it is very diYcult to diVerentiate tax burdens in this
way. Foreign tax havens may help to achieve this diVerentiation, since multinational firms use tax
haven operations to reduce their eVective tax rates; the studies observe both that such
diVerentiation can be an optimal configuration and that countries may not realize the role of tax
havens in achieving it.

(b) Secondly, the evidence indicates that the establishment of aYliates in tax havens is complementary
to economic activity outside of tax havens, by facilitating investment via access to lower-cost
capital: in practice, tax havens do not divert economic activity from high-tax locations in the same
region; just the opposite.

87. Hines has noted that, contrary to popular rhetoric, modern research points to the legitimate role of
OFCs as “pressure valves” for the world economy, by enabling economic activity to occur which would
otherwise be overly pressurized in other economies by state ownership of the financial sector, or non-
competitive regulatory, tax or other policy.556 In fact, the OECD has also acknowledged this role:

The more open and competitive environment of the last decades has had many positive eVects on
tax systems, including the reduction of tax rates and broadening of tax bases which have
characterised tax reforms over the last 15 years. In part these developments can be seen as a result
of competitive forces that have encouraged countries to make their tax systems more attractive to
investors. In addition to lowering overall tax rates, a competitive environment can promote greater
eYciency in government expenditure programs.557

553 As concluded, eg in: GriYth, R and Klemm, A, “What has been the Tax Competition Experience of the Last 20 Years?”,
Institute of Fiscal Studies, 2004; and Council of the European Union, “Taxation in the European Union—Discussion paper
for the Informal Meeting of ECOFIN Ministers”, Commission of the European Union, 1996.

554 Sharman, J, Havens in a Storm, Cornell University Press, Ithica and London, 2007, p 159.
555 eg Desai, M A, Foley, C F and Hines, JR “Economic EVects of Regional Tax Havens”?(2004) National Bureau of Economic

Research [www.nber.org/papers/10806]; and Hines, J R, “Do Tax Havens Flourish??”, Working Paper 10936, National
Bureau of Economic Research, 2004. These studies include large and small OFCs/tax havens.

556 Hines, J R, presentation to STEP International Conference, Panama, May 2008.
557 The Organisation for Economic Cooperation and Development (OECD), “The OECD’s Project on Harmful Tax Practices:

The 2001 Progress Report”, Paris, 2001; as cited by Teather (ibid, n12).
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88. Similarly, in a statement for the record of the US Senate Committee on Finance, the US Treasury
noted that:

Increasingly the ability of US companies to grow and prosper depends on their ability to do
business globally. In the 1960s, the decade during which many of our current tax rules regarding
cross-border activities and investment were first enacted, international trade and investment flows
were much less important than they are today to the US economy . . .. The US business tax system
imposes a burden on US companies and US workers by raising the cost of investment in the US
and burdening US companies as they compete with foreign companies in foreign markets.558

The statement goes on to outline possible areas for consideration to make US tax system less burdensome,
which include, in an inherent validation thereof, fuller domestic integration of certain features that the use
of OFCs/tax havens currently provide in relation to the treatment of foreign earnings by US companies.

Question Ten—What has been and is the extent and eVect of double taxation treaty abuse within OVshore
Financial Centres?

89. The abuse of double taxation treaties tends not to occur within financial centres per se, but rather
within corporate taxation units within capital exporting countries, including those units within the UK.
Most of the smaller OFCs either do not have double taxation agreements with other countries, or have
treaties which contain anti-abuse provisions and/or do not apply to their “oVshore” sectors.

90. The Cayman Islands does not currently have (nor has it ever had) a double taxation treaty with the
UK. In the course of treaty talks with HM Treasury, anti-abuse protections have been discussed.

Question Eleven—To what extent do OVshore Financial Centres investigate businesses and individuals that
appear to be evading UK taxation?

91. The basis on which countries with significant financial centres collect and provide tax information to
foreign tax authorities has been the subject of a recent and comprehensive study by the OECD.559 The study
clearly shows that the expenditure of resources on the investigation of non-compliance with foreign taxation
regimes, in the absence of a domestic tax interest, occurs on the basis of treaty obligations. This appears to
be the practice of the United Kingdom with respect to non-resident persons with bank deposits and other
financial activities in whom the UK has no tax interest. It appears sensible and prudent to the government
of the Cayman Islands to maintain the same policy approach.

LIST OF ABBREVIATIONS/ACRONYMS
AML Anti-money laundering
AML/CFT Anti-money laundering/combating the financing of terrorism
ASBA Association of Supervisors of Banks of America
Basel Basel Core Principles for EVective Banking Supervision or associated Basel

Committee
BIS Bank for International Settlements
CGBS Caribbean Group of Banking Supervisors
CFATF Caribbean Financial Action Task Force
CFT combating the financing of terrorism
CIMA Cayman Islands Monetary Authority
CJICL Criminal Justice (International Cooperation) Law
DTA double taxation agreement
EU European Union
EUSD European Union Savings Directive
FATF Financial Action Task Force
FATF 40!9 Financial Action Task Force 40 Recommendations on Money Laundering and 9

Special Recommendations on Terrorist Financing
FCO Foreign & Commonwealth OYce
FSA Financial Services Authority
FSF Financial Stability Forum
HMT Her Majesty’s Treasury
IAIS International Association of Insurance Supervisors
IASB International Accounting Standards Board
IMF International Monetary Fund
IOSCO International Organisation of Securities Commissions
LSE London Stock Exchange
MLAT Mutual Legal Assistance Treaty
NAO National Audit OYce

558 Statement for the Record of the US Senate Committee on Finance Hearing on International Tax Reform Held on June 26
2008. (www.treas.gov/press/releases/hp1060.htm)

559 OECD, Tax Cooperation: Towards a Level Playing Field—2007 Assessment by the Global Forum on Taxation, Paris, 2007.
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OECD Organisation for Economic Cooperation and Development
OFC OVshore Financial Centre
OGBS OVshore Group of Banking Supervisors
OGIS OVshore Group of Insurance Supervisors
OT Overseas Territory
PCCL Proceeds of Criminal Conduct Law
SR Special Recommendation
S/RES Security Council Resolution
STEP Society of Trust and Estate Practitioners
UN United Nations
UNODC United Nations OYce on Drugs and Crime
UK United Kingdom
US United States
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Chart 2

Individual vs. Institutional Bank Deposits in Cayman Islands Banks (as at 2007) 
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Chart 3A

BIS Banking Liabilities by Region (as at 2007) 
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Chart 3B

BIS Offshore Centre Banking Liabilities (as at 2007) 
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Chart 4

EXTERNAL POSITIONS OF BIS-AREA BANKS 2000–07
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Source—Bank for International Settlements Quarterly Review, June 2008.

OFCs Included—Aruba, Bahamas, Bahrain, Barbados, Bermuda, Cayman Islands, Gibraltar, Guernsey,
Hong Kong SAR, Isle of Man, Jersey, Lebanon, Macao SAR, Mauritius, Netherlands Antilles, Panama,
Samoa, Singapore, Vanuatu, West Indies UK.
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Chart 5

Linkages in the International Banking System
 

 
Explanatory Notes  
The size of each red circle is proportional to the outstanding stock of cross-border 
claims of reporting banks located in the particular geographical region.  Some 
regions include countries which do not report data.  The thickness of a line between 
regions A and B is proportional to the sum of claims of banks in A on residents in B 
and claims of banks in B on residents of A.  The size of the circles and thickness of 
the lines are scaled by the overall stock outstanding, and thus are not directly 
comparable across panels.  

Key to Abbreviations  
ASIA OSC ......... Hong Kong SAR, Macao SAR and Singapore  
ASIA PAC ......... China, India, Indonesia, Korea, Malaysia, Pakistan, the Philippines, 

Taiwan (China), Thailand  
CARIB ............... Aruba, Bahamas, Bermuda, Cayman Islands, Netherlands Antilles, 

Panama  
CH ...................... Switzerland  
EM EUROPE .... Bulgaria, Croatia, Cyprus, Czech Republic, Estonia, Hungary, 

Latvia, Lithuania, Malta, Poland, Romania, Slovakia, Slovenia, 
Turkey, Ukraine  

EURO ................ 27 euro-area countries  
JP ........................ Japan  
LAT .................... Argentina, Brazil Chile, Colombia, Mexico, Peru
OIL ..................... OPEC member states (excluding Indonesia) plus Russia
OTHER .............. Australia, Canada, Denmark, New Zealand, Norway, Sweden
UK ...................... United Kingdom plus Guernsey, Jersey, Isle of Man
US ....................... United States  

Source—BIS Workng Paper No 244, January 2008
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Chart 6
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Chart 8

 
Captive Domiciles by Percentage of Total Captives (as at 2007)
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Chart 9

CAYMAN ISLANDS CAPTIVES BY RISK LOCATION (AS AT MARCH 2008)
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Chart 10

INTERNATIONAL DEBT SECURITIES OUTSTANDING AS AT DECEMBER 2007 BY
RESIDENCE OF ISSUER (INCLUDES MONEY MARKET INSTRUMENTS, BONDS AND

NOTES)
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Source—Bank for International Settlements Quarterly Review, June 2008
Developed Countries—Australia, Austria, Belgium, Canada, Cyprus, Denmark, Finland, France, Germany,
Greece, Iceland, Ireland, Italy, Japan, Luxembourg, Netherlands, New Zealand, Norway, Portugal, Spain,
Sweden, Switzerland, United Kingdom, and United States.
OVshore Centres—Aruba, Bahamas, Bermuda, Cayman Islands, Hong Kong SAR, Lebanon, Netherlands
Antilles, Panama, Singapore and West Indies UK.
Developing Countries—Africa & Middle East: Israel, Qatar, South Africa, Tunisia, United Arab Emirates—
Asia & Pacific: China, India, Indonesia, Malaysia, Philippines, South Korea, Taiwan, Thailand—Europe:
Croatia, Hungary, Poland, Russia, Slovakia, Turkey—Latin America & Caribbean: Argentina, Brazil, Chile,
Colombia, Mexico, Peru, Uruguay and Venezuela.
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Chart 11

WORLD BANK INSTITUTE GOVERNANCE INDICATORS 2006—CAYMAN ISLANDS
COMPARISON WITH THE UNITED KINGDOM

(UK Average is bottom bar)
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Source: Kaufmann D., A. Kraay, and M. Mastruzzi 2007: Governance Matters VI: Governance Indicators for 1996-2006
Note: The governance indicators presented here aggregate the views on the quality of governance provided by a large number of
enterprise, citizen and expert survey respondents in industrial and developing countries. These data are gathered from a number of survey
institutes, think tanks, non-governmental organizations, and international organizations. The aggrgate indicators do not reflect the official
views of the World Bank, its Executive Directors, or the countries they represent. Countries’ relative positions on these indicators are
subject to indicated margins of error that should be taken into consideration when making comparisons across countries and over time.

Memorandum from the Jersey Financial Services Commission

. Introduction

1.1 This submission, in response to the Treasury Committee’s inquiry into oVshore financial centres, is
made by the Jersey Financial Services Commission (the “JFSC”). The JFSC is Jersey’s financial services
regulator.

2. Executive Summary

2.1 This paper seeks, in particular, to draw the Committee’s attention to:

2.1.1 The role of the JFSC as Jersey’s independent, appropriately resourced financial services
regulator with clear purposes, aims and statutory powers.

2.1.2 Jersey’s modern framework for the prudential supervision of financial services businesses,
and the comprehensive measures in place to prevent and detect money laundering and the
financing of terrorism.;

2.1.3 Jersey’s commitment to meeting international regulatory standards and the independent
assessments that have confirmed that Jersey does indeed meet those standards.

2.1.4 The JFSC’s active engagement with the international regulatory community and the
involvement of its staV in providing support and training to other regulatory bodies.

2.1.5 The assistance and co-operation that the JFSC provides to other regulatory bodies.

2.1.6 The JFSC’s commitment to providing publicly available information on the breadth and size
of Jersey’s finance industry.
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3. The JFSC

3.1 The JFSC is responsible for the regulation and supervision of the financial services industry in Jersey.
It is a statutory body corporate, set up under the Financial Services Commission (Jersey) Law 1998 (the
“Commission Law”).

3.2 The JFSC also operates Jersey’s Registry for companies, limited partnerships, limited liability
partnerships and business names. The types of companies on the Register include special purpose vehicles
and, on a smaller scale, structured investment vehicles. Jersey companies are either required to provide
beneficial ownership information to the JFSC or, in cases where the company is administered by a regulated
trust company business (see 4.1), the JFSC may obtain such information from the trust company business.
By law, trust company businesses are required to obtain beneficial ownership information on companies they
administer. (Failure to do so is a ground for a criminal penalty or a regulatory sanction to be applied (which,
in the latter case, may include the revocation of a firm’s regulatory licence)).

3.3 The Commission Law provides for a Board of Commissioners to be the governing body of the JFSC.
The Board presently consists of 10 Commissioners, who—as required by the Commission Law—are made
up of a balance of persons covering providers of financial services, users of financial services and persons
representing the public interest.

3.4 The Commission Law established the JFSC as an independent body, fully responsible for its own
regulatory decisions. The JFSC is accountable for its overall performance to the States of Jersey (the Island’s
parliament).

3.5 The JFSC’s key purpose is to maintain Jersey’s position as an international finance centre with high
regulatory standards by:

3.5.1 reducing risk to the public of financial loss due to dishonesty, incompetence, malpractice or
the financial unsoundness of financial service providers;

3.5.2 protecting and enhancing the Island’s reputation and integrity in commercial and
financial matters;

3.5.3 safeguarding the Island’s best economic interests; and
3.5.4 countering financial crime both in Jersey and elsewhere.

3.6 In support of its key purpose, the JFSC aims to:

3.6.1 ensure that all entities that are authorised meet fit and proper criteria;

3.6.2 ensure that all regulated entities are operating within accepted standards of good
regulatory practice;

3.6.3 match international standards in respect of banking, securities, trust company business,
insurance regulation, anti-money laundering, and terrorist financing defences;

3.6.4 identify and deter abuses and breaches of regulatory standards; and

3.6.5 ensure that the JFSC operates eVectively and eYciently, and is accountable to the States
of Jersey.

3.7 The JFSC presently has a staV complement of 105 (full-time equivalent).

3.8 Further information about the structure and governance of the JFSC can be found on its website
(www.jerseyfsc.org) and in its recently published 2007 Annual Report.560

4. The Regulatory Environment

4.1 The JFSC has responsibility for the prudential oversight of banks, insurance companies, fund services
businesses, investment businesses (investment managers, dealers and advisers), trust company businesses
(trust and company service providers), general insurance mediation businesses and money service businesses
(bureaux de change and money transmitters). Collectively, these will be referred to herein as “regulated
businesses”.

4.2 The legal basis for overseeing regulated businesses is contained in the following laws: the Banking
Business (Jersey) Law 1991; the Collective Investment Funds (Jersey) Law 1988; the Financial Services
(Jersey) Law 1998; the Insurance Business (Jersey) Law 1996 (the “four regulatory laws”). Copies of these
laws are publicly available from the website of the Jersey Legal Information Board.561

4.3 The four regulatory laws, combined with the Commission Law, provide the JFSC with the statutory
power to conduct oV-site and on-site supervision of regulated businesses. (With regard to the latter, 155 on-
site examinations were completed in 2007.) The four regulatory laws also provide the JFSC with various
tools and powers to ensure that it can carry out eVective supervision. The JFSC is able to require the
provision of information and documents, to conduct investigations and to enter and search premises (upon
issue of a warrant).

560 http://www.jerseyfsc.org/pdf/Annual Report 2007.pdf
561 http://www.jerseylaw.je/law/LawsInForce/chapter.aspx?chapter%13
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4.4 In addition, the four regulatory laws provide for the JFSC to be able to revoke a regulated business’s
licence (or refuse to licence an applicant), to set conditions on a licence, to issue directions requiring a
regulated business to take or not take specific action, to appoint a manager to manage a regulated business,
and to issue public statements that warn the public and/or censure the regulated business.

4.5 The four regulatory laws also provide for criminal oVences to be committed where (inter alia) a person
conducts a financial service business without the relevant licence from the JFSC or provides information to
the JFSC that is false or misleading.

4.6 The JFSC has powers under the four regulatory laws to issue Codes of Practice that set standards that
regulated businesses must meet. The Codes that have been issued are available from the JFSC’s website562

and these set, for example, conduct of business rules and financial resource requirements.

4.7 The Committee may have noted from the list of regulated businesses in 4.1 that Jersey is one of the
few jurisdictions in the world that comprehensively regulates and supervises trust and company service
providers.

4.8 The JFSC currently supervises 47 banks, 184 insurance companies, 480 fund services businesses, 115
investment businesses, 192 trust company businesses, 120 general insurance mediation businesses and 48
money service businesses.

5. Anti-money Laundering and Countering the Financing of Terrorism (“AML/CFT”)

5.1 As well as the prudential supervision of regulated businesses, the JFSC is also responsible for
overseeing regulated businesses for their compliance with AML/CFT legislation and associated regulatory
requirements, as well as for their compliance with United Nations and European Union sanctions
requirements.

5.2 The JFSC issues and maintains Jersey’s “Handbook for the Prevention and Detection of Money
Laundering and the Financing of Terrorism”. This is available from the JFSC’s website.563 The Handbook
sets AML/CFT regulatory requirements on regulated businesses.

5.3 Non-compliance with Jersey’s AML/CFT legislation by a regulated business attracts a range of
criminal oVences, with various levels of fine and terms of imprisonment. In addition, the four regulatory
laws provide for AML/CFT breaches to attract regulatory sanctions by the JFSC (including those listed in
4.4). For example, in a recent case, AML/CFT breaches were a significant factor in the JFSC’s decision to
close down a trust company business.

5.4 The JFSC works closely with Jersey’s joint police/customs financial intelligence unit (the “Joint
Financial Crimes Unit” or “JFCU”). There is a regular exchange of information in relation to regulated
businesses, in particular where a suspicious activity report submitted to the JFCU indicates that there may
be issues at the regulated business that the JFSC should look into. Conversely, there have been a number of
instances where an on-site examination of a regulated business has resulted in the JFSC becoming aware of
potential breaches of AML/CFT (and other) legislation and a referral to the JFCU has been made.
Investigations and criminal prosecutions have resulted from these referrals. These have included a major
criminal prosecution where a regulated trust company and one of its directors was convicted of breaching
statutory “know your customer” requirements and fined a total of £100,000.

5.5 Regulated businesses play a key role in the Island’s fight against criminals and the “know your
customer” requirements they must follow enables them to be in a position to recognise suspicious or unusual
activity by their clients. The vigilance of regulated businesses is reflected in the large number of “suspicious
activity reports” submitted by them to the JFCU. For example, in the period January 2005 to December
2007 regulated businesses submitted in excess of 3,500 SARs for investigation. (Further statistical and other
information about SARS and the work of the JFCU generally can be obtained from the States of Jersey
Police Annual Performance Report).564

5.6 The States of Jersey has recently adopted a new law (currently awaiting Privy Council approval) that
will extend the remit of the JFSC to overseeing lawyers, accountants, estate agents, high value goods dealers,
and a number of other business sectors, for their compliance with their statutory AML/CFT obligations.
The JFSC has already recruited the additional staV necessary to ensure that it has the resources to carry out
eVective oversight of these new sectors.

562 See— http://www.jerseyfsc.org/banking business/codes of practice/index.asp
http://www.jerseyfsc.org/funds securities issues/codes of practice/index.asp
http://www.jerseyfsc.org/insurance business/insurance companies/codes of practice/index.asp
http://www.jerseyfsc.org/insurance business/general insurance mediation/codes of practice/index.asp
http://www.jerseyfsc.org/trust company business/codes of practice/index.asp
http://www.jerseyfsc.org/money service business/codes of practice/index.asp

563 http://www.jerseyfsc.org/pdf/AML%20 Handbook Consolidated Version 26 March 2008.pdf
564 http://www.jersey.police.uk/pdf- files/StatesofJersey%20Police%202007%20Annual%20ReportFINAL.pdf
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6. Compliance with International Standards

6.1 Jersey’s government has publicly committed the Island to meeting international standards on
financial regulation and AML/CFT controls. The JFSC is fully supportive of this and attaches particular
importance to independent assessments of its compliance with standards set by the FATF, IOSCO, IAIS,
and the BCBS.

6.2 In 2003, the IMF carried out an assessment of Jersey’s compliance with these standards. The IMF
concluded that “the financial regulatory and supervisory system of Jersey complies well with international
standards”. The full text of the IMF report can be obtained from the JFSC’s website.565

6.3 Since then, there have been significant changes in the international standards to be met, most
particularly in respect of those set by the FATF and the BCBS, and more emphasis on the eVectiveness with
which those standards are being met. The JFSC (and other relevant Island agencies) has been, and continues
to be, actively engaged in a process of updating relevant legislation, regulations and procedures to ensure
that the Island will continue to meet international standards.

6.4 The next assessment of Jersey’s regulatory standards by the IMF—under its FSAP566 Updates
programme—will take place in October and November of this year. The enactment of updating legislation
and the implementation of updated Codes of Practice, and the planning undertaken for the IMF assessment
generally, is expected to put Jersey in a good position to achieve standards of compliance that compare
favourably with those of other countries, including many EU Member States and G7 countries. The IMF
assessment will also include “stress-testing” to assess the likely resilience of the banking sector to financial
sector shocks. The JFSC is confident that its regulatory framework for banks in Jersey will ensure that they
are well prepared to cope with such shocks.

6.5 Jersey’s AML/CFT systems have recently been subject to review by the European Union’s Committee
on the Prevention of Money Laundering and Terrorist Financing. The committee has been considering
which jurisdictions should be considered by Member States to have equivalent AML/CFT systems to the
European Union. In a “Common Understanding” published last month the committee stated that “the UK
Crown Dependencies (Jersey, Guernsey and the Isle of Man) may also be considered as equivalent by
Member States”. Following the publication of the Common Understanding, the United Kingdom
government publicly confirmed that it considers Jersey to have EU equivalent AML/CFT systems.567

7. International Engagement

7.1 The JFSC is committed to active engagement with the international regulatory community and does
this in a number of diVerent ways.

7.2 The JFSC is a member of the International Organisation of Securities Commissions (IOSCO), the
International Association of Insurance Supervisors (IAIS), the OVshore Group of Banking Supervisors
(OGBS), and the OVshore Group of Insurance Supervisors (OGIS).

7.3 OYcers of the JFSC sit on IOSCO Standing Committee 5 (investment management) and also the
Implementation Task Force, which developed the Methodology used to assess compliance with IOSCO’s
Objectives and Principles. An oYcer of the JFSC also sits on the IAIS’s pensions committee and the OGIS
management committee.

7.4 The JFSC has been a member of the OGBS since its creation in 1980, and has played a leading role
in the OGBS’s anti-money laundering programme; particularly through the OGBS Chairman Colin Powell,
who is also Chairman of the JFSC.

7.5 Through its membership of the OGBS, the JFSC works with the Financial Action Task Force (FATF)
(the international body responsible for setting AML/CFT standards) and the Basel Committee on Banking
Supervision (BCBS). The JFSC’s Chairman attends all FATF meetings. The Chairman co-led the FATF
typologies project on the misuse of corporate vehicles, the report on which was published in October 2006.
The JFSC’s Chairman also co-chaired the Basel Committee Working Group on Cross-Border Banking,
which issued a paper on customer due diligence for banks. The OGBS is also involved in Interpol’s Working
Group on Anti-Money Laundering and Terrorist Financing.

7.6 As part of the OGBS, the JFSC has also participated in the development by the OGBS of a statement
of best practice for trust and company service providers.

7.7 The JFSC also attends and contributes to the work of the Wolfsberg Group, an association of eleven
global banks, which aims to develop financial services industry standards, and related products, for “Know
Your Customer” and AML/CFT policies.

7.8 The JFSC’s Companies’ Registry division is also active internationally. The JFSC’s Director, Registry
sits on the board of the European Business Register (EBR). The EBR is responsible for maintaining access
to the data of 20 million companies held in the Registries of 19 European jurisdictions (including the United
Kingdom and Jersey). The EBR also manages a number of research projects funded by the European Union.

565 http://www.jerseyfsc.org/the commission/international co-operation/evaluations/imf-assessments.asp
566 Financial Sector Assessment Programme.
567 See http://www.hm-treasury.gov.uk./documents/financial services/money/fin crime equivalence.cfm
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7.9 The JFSC’s Director, Registry also sits on the board of the International Association of Commercial
Administrators (IACA) as the director representing the international section chair. IACA is the association
of all United States and Canadian companies’ registries.

7.10 The JFSC actively monitors international regulatory developments. For example, it has recently
completed a comprehensive review of the April 2008 Financial Stability Forum’s report on “Enhancing
Market and Institutional Resilience” and assessed what action the JFSC should take in support of the
report’s recommendations.

7.11 The expertise of the JFSC has resulted in its staV being asked to participate in assessment exercises
and to provide training to regulators and other bodies. Some examples are given below.

7.12 OYcers of the JFSC have been seconded to the International Monetary Fund (IMF) to act as subject
experts on IMF assessments of the standards of financial regulation in Cyprus, Vanuatu and the Bahamas.
In addition, a JFSC oYcer provided AML/CFT training at a seminar hosted by the World Bank for North
African and Middle East regulators. Earlier this year, a JFSC oYcer provided AML/CFT training to the
financial services regulator in Nevis. Later this month, a member of the JFSC’s staV, at the invitation of the
European Commission under its TAIEX568 programme, will provide anti-money laundering training to the
Serbian Ministry of Finance.

7.13 To assist in the development of the skills of overseas regulatory staV, the JFSC has provided
secondments to oYcers of financial service regulators from the British Virgin Islands, Bahrain, China, the
Netherlands and Vanuatu. JFSC staV have also provided training on “EVective Supervision” to regulators
situated in a number of Caribbean jurisdictions as part of initiatives funded by the IMF or the Foreign and
Commonwealth OYce.

7.14 The JFSC also hosts periodic awareness-raising seminars for staV of the Metropolitan Police and
the Serious Fraud OYce on the “uses and abuses of oVshore structures” and how to investigate them. Other
organisations that have benefited from awareness-raising seminars from subject specialists at the JFSC
include the Royal Canadian Mounted Police, French investigating magistrates and the City of London
Police.

8. International Co-operation and Transparency

8.1 The four regulatory laws provide the JFSC with wide powers to assist regulators in countries or
territories outside of Jersey. For example, these include the following powers that may be exercised by the
JFSC in order to assist an overseas regulator:

8.1.1 the power to refuse or revoke a licence;

8.1.2 the power to impose, revoke or vary conditions of registration;

8.1.3 the power to obtain information and documents;

8.1.4 the power to appoint an inspector;

8.1.5 the power to communicate information that is in the possession of the JFSC
(notwithstanding confidentiality provisions).

8.2 In response to formal requests for assistance from an overseas regulator the JFSC can serve notices
on persons/businesses in Jersey requiring the production of evidence on behalf of the overseas regulator
making the request. Over the past four years, the JFSC’s Enforcement Division has responded to formal
requests for assistance from overseas regulators on 42 occasions. Generally speaking, these requests from
overseas regulators sought information to assist with investigations linked to suspected insider dealing,
market manipulation or the provision of false and misleading information. In addition to these formal
requests, the JFSC’s supervision divisions respond each year to numerous routine requests from overseas
regulators, for example, to confirm that a particular business is regulated, that no adverse information about
a particular entity or person is held, etc.

8.3 Jersey legislation does not require bi-lateral agreements to be in place in order for the JFSC to co-
operate internationally. Notwithstanding this, the JFSC is of the view that bi-lateral agreements can be of
assistance in setting out the practical steps to be taken when assistance is required. They also publicly
demonstrate the JFSC’s clear commitment to international regulatory co-operation.

8.4 To date, the JFSC has concluded 33 bilateral memoranda of understanding with overseas financial
services regulators. The full list is available from the JFSC’s website.569

8.5 In addition, the JFSC has concluded a letter of intent with the Hong Kong Securities and Futures
Commission and a Statement of Co-operation with the China Banking Regulatory Commission.

8.6 Jersey was amongst the first jurisdictions to become a signatory to IOSCO’s multilateral
memorandum of understanding. The memorandum sets a benchmark for co-operation on combating
securities and derivatives violations, and commits Jersey to sharing a wide range of information about the
illegal use of the securities and derivatives markets with securities regulators in other countries. Before

568 Technical Assistance and Information Exchange programme.
569 http://www.jerseyfsc.org/the commission/international co-operation/list-of-memoranda.asp
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signing the memorandum, the JFSC had to satisfy IOSCO that it has the necessary laws, powers and
practices to co-operate eVectively in investigations. A full list of the 47 signatories to the memorandum can
be found on IOSCO’s website.570 The signatories include regulators in major European countries, the Far
East and the United States.

8.7 Given the increasingly cross-border nature of financial services, the JFSC recognises the importance
of the publication of statistical information on the size of Jersey’s finance industry. The JFSC publishes data
in a number of diVerent ways.

8.8 On a quarterly basis the JFSC collates information on the breadth and size of Jersey’s finance
industry. This includes, for example, information on the size of bank deposits and funds under management.
These statistics are formally published by another Island agency, Jersey Finance Limited, and can be viewed
on its website.571

8.9 The JFSC is a voluntary contributor to the IMF’s Information Framework (the “Framework”). The
Framework is intended to help improve transparency in the operations of international and oVshore
financial centres by providing jurisdictions with a common template in their information dissemination
eVorts. The Framework also provides the IMF with a mechanism to collect comparable information on a
regular basis to facilitate monitoring developments in financial centres. The most recent data submitted to
the IMF can be viewed on the JFSC’s website.572

8.10 Another IMF statistics initiative that the JFSC voluntary contributes data to is its Co-ordinated
Portfolio Investment Survey (“CPIS”). The purpose of the CPIS is to collect information on the stock of
cross-border holdings of equities and long- and short-term debt securities valued at market prices prevailing
at the time of the CPIS, and broken down by the economy of residence of the issuer. Jersey’s CPIS data is
published on the IMF’s website,573 along with the data from the other 73 contributing jurisdictions.

8.11 On a quarterly basis, the JFSC provides statistics to the Bank for International Settlements (BIS)
under its Locational International Banking Statistics programme. Currently, 40 jurisdictions report their
aggregate national locational data to the BIS, which uses them as the basis for calculating and publishing
global figures. The data are published as part of the BIS Quarterly Review available from the BIS website.574
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570 http//www.iosco.org/library/index.cfm?section%mou siglist
571 For example, see http://www.jerseyfinance.je/content/2852/index.html
572 http://www.jerseyfsc.org/the commission/general information/statistics/international monetary fund.asp
573 http://www.imf.org/external/np/sta/pi/part.asp?iso%JEY
574 http://www.bis.org/statistics/bankstats.htm
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