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           STEP CARIBBEAN CONFERENCE, GRAND CAYMAN, 13th-15th May 2012 

                                               GEORGE TOWN LECTURE 

                                                                   by 

                                                          Timothy Ridley 

Introduction 

It is with some trepidation that I open the batting here today since my membership of STEP 
lapsed inadvertently back in 2005 (my STEP files and records were Hurricane Ivan victims). 
And more importantly, there are in the audience very many delegates who are far more qualified 
and experienced than I in private client matters. As some of you will only know too well, I have 
over the past few months been reaching out (sometimes in desperation) to practitioners in Asia, 
Europe, the United States and here in Cayman to get a better feel for what you see as the likely 
trends and the future of the industry. So today, I will try and distill what I garnered from those 
insightful comments. As a result, I shall likely deviate (perhaps wander would be a better word) 
from the topics on the slide (developed months ago as a first crack at what might be relevant and 
of interest to you and before I had embarked on my search for outside input). For that, I 
apologise (mildly). I hope that some of my remarks will usefully feed in to some of the more 
detailed presentations and discussions that will take place over the next three days. 

The 7th May 2012 issue of the Wall Street Journal carried an article headed “A New Port 
Emerges for Global Investors”. The article described a new port venture in Brasil, to be 
constructed by a Brasilian entrepreneur, to ship natural resources to China, and backed by a 
Middle East sovereign wealth fund. The article went on to state that M&A deals between BRIC 
(Brasil, Russia, India and China) countries  had increased from US$600 million in 2000 to 
US$11 billion in 2011, a near twenty fold jump. The point made by the article was that the 
Brasilian port project was an example of a growing number of transactions that did not involve 
the West (i.e. the old guard of Europe and the United States). Ok, I hear you say, but what does 
that have to do with what we do? I think it has everything to do with what you are now doing and 
what you should be doing in the future. 

Shift in wealth generation 

The fundamental shift in significant new wealth generation away from the traditional sources is 
underway. That is not to say that wealth is not still being generated in the “West” (think Mark 
Zuckerberg et al); it is simply being generated at a greater pace elsewhere. This is not surprising 
since the “West’ is by and large mature, whereas the BRIC countries, and other countries in 
Asia, Latin America, the Middle East and Africa (think South Africa) start from a much lower 
base and thus have greater opportunity to grow. I will not bore you with the plethora of annual 
reports (and the charts) produced by private wealth managers and their consultants showing the 
comparative growth and projecting who will have the most billionaires in 20 years time, as these 
are pretty freely available on line. But they all tell the same story and give a clear marker as to 
where the puck is going (pace Mr Gretsky). 

“Western” aggression 
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At the same time as this wealth generation shift, there is an ever increasing and aggressive 
campaign by the “West” against international tax planning and related structuring by their 
taxpayers (and those they would like to be their taxpayers). This pressure is being applied in 
various ways – in the media (think Guardian and New York Times), at the domestic and 
international political level (think Sarkozy/Hollande and the EU) and at the domestic and 
international  bureaucratic level (think IRS/HRMC and the OECD). Some random examples (in 
no particular order). Two weeks ago in Miami, I listened to Jeffrey Owens talk about tax 
fairness, transparency, cross border exchange of information and matters relating thereto. As 
most of you know, Mr Owens until his recent retirement headed the OECD Centre for Tax 
Policy and spearheaded the Harmful Tax Competition programme that started in 1998 and that 
has subsequently morphed into the current Global Forum on Transparency and Exchange of 
Information for Tax Purposes (peer reviews of effective implementation under way so watch this 
space). Mr Owens grew his Department staff compliment from about 2 to over 100 during his 
time at the OECD (something he seems to be proud of), the majority of whom enjoy tax free 
remuneration and benefits (in the same way as those who work for other international bodies). 
Assuming Mr Owens’ views reasonably reflect those of his staff and “political (pay)masters”, 
and given the level of hubris and lack of introspection, this process will be never ending. I also 
listened to a presentation by a “Western” journalist who proclaimed loudly that the Cayman 
Islands is an enemy of the USA and effectively engaged in financial terrorism and therefore 
should be invaded by the US military, and  a presentation by a “Westerner” with a US based 
global corruption watchdog who posited that secrecy jurisdictions such as OFC’s are the 
primarily to blame for corruption and poverty in Africa (apparently poorly supervised 
international aid programmes and the lack of an effective civil society in many countries in 
Africa are not significant issues). To cap it all off, the presentations on FATCA and the presence 
of steely eyed IRS staff in the room left no doubt that Western nations both individually and 
through the international agencies they fund and control are determined to move the agenda 
ahead in a multi-faceted way. 

Pastures new 

So, a combination of wealth generation outside the “West” and increased pressure on taxpayers 
in the “West” points to a pretty clear trend - “Go East and South” people. But that does not mean 
we should think the “West” is no longer relevant. First, there are many wealthy families in the 
“West” for whom appropriate planning is still very important. And some of them may even 
relocate outside the “West” (think Facebook’s Mr Saverin to Singapore)   or at least expatriate to 
places in the “West’ that have advantageous tax regimes (think Monaco, the Bahamas). 
Secondly, many of the wealth generators outside the “West” will be or will over time become 
truly international, and have families in multiple “Western” jurisdictions (think children in 
school in the UK, at college in the USA, think those children marrying US taxpayers etc) and 
will be invested in and /or own (expensive) second, third and fourth homes (think Aspen, Gstaad, 
London, Paris, Vancouver)! All these pose challenges for these wealth generators and their 
families; and thus opportunities for professional advisors and service providers, both onshore and 
offshore. 

New skill sets needed 

Many of the existing skills and tools of professional advisors and service providers have 
developed over decades of advising “Western” families are and will be equally applicable to 
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these new wealth generators. So the key centres of expertise such as London and New York 
(where many of these families visit and own properties) will continue to have a commanding 
lead in professional expertise. But there are new skills and tools that are required. And some of 
these are not easy to come by. For instance, the rapid development of wealth within the PRC and 
the increasingly international outlook of the wealthy mainland Chinese have left the private 
client professionals often struggling to keep up with their needs. Ownership of private property, 
respect for contractual rights and private legal practice in China are comparatively recent 
developments, are still lacking in maturity and certainty and are still developing. Thus, there is a 
shortage of experienced domestic private client practitioners (Hong Kong professionals can plug 
some gaps) who can work with the international advisors to put the appropriate structures in 
place. This will change over time, but in the meantime there are inevitable risks that are rather 
different from those in places with more mature and certain legal and tax systems. I give China 
as an example, but similar challenges exist in other developing countries, or countries where the 
legal and tax systems are significantly different and less certain.  And linguistic and cultural 
differences mandate different approaches to often sensitive family and other issues. Competent 
local advice, in its broadest sense, is therefore always essential but may not be easy to find. So 
proceed with care. 

Role of OFC’s 

Do OFC’s have a role to play for these new or not so new wealth generators? Probably the 
question does not need to be asked. The reassuring answer must surely be yes, and in spades. For 
instance, a wealthy Indian entrepreneur, who has a family owned or controlled global business, 
global investments (such as commercial real estate in onshore jurisdictions) and other assets and 
a widely dispersed set of children, will very much want and need structures that deal with  
inheritance, estate/succession and tax planning issues where the investments and assets and 
family members are or will most likely be located. The more so, wealthy individuals from 
“forced heirship” and the like jurisdictions, such as in the Middle East. Also, legitimate asset 
protection (and wealth preservation) in various forms is very relevant to these clients and needs 
to be part of the planning. The best jurisdiction for the keystone or some of the critical cogs in 
the structure may be an OFC. Equally it must be said, that depending on the circumstances, the 
best jurisdiction for the keystone or the cogs may be firmly onshore. Or a mixture of on and 
offshore may often be the ideal solution.  

Domestic challenges for OFC’s 

So the carrots are plain to see. But the successful use of OFC’s is becoming increasingly 
complex and challenging, much in step with the rest of the world as it gets more complex and 
challenging. There are a number of things OFC’s should be doing. Some of them are obvious, 
but the obvious often bears repeating as familiarity breeds contempt. So OFC’s need to be 
vigilant in ensuring that they have the right traditional home base infrastructure, by which I mean 
a stable political and economic environment, the appropriate toolbox of  Laws and structures 
(with regular updating and improvement; think Foundations in common law jurisdictions and 
Trusts in civil law jurisdictions; think improving trust defences against unhappy or greedy 
former spouses), quality legal, judicial (top quality courts and judges are particularly important 
in the trust area) and regulatory systems, tax neutrality, quality professional services, good access 
and communications and the other usual physical infrastructure.  There is one aspect that I would 
like to stress, transparency. OFC’s must get the balance right between legitimate privacy rights 
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and the proper needs of law and regulatory enforcement (and I do not include the media within 
the “proper needs” category). All too often OFC’s do themselves a disservice by their Luddite 
attitude to transparency. That needs to change. The fees (both government and professional) 
must also be competitive and provide value. These are givens and are very much within the 
control of the OFC’s themselves – and neither the clients nor their professional advisors want to 
be concerned with or worry about them. However much we might wish it otherwise, OFC’s are 
to a large extent fungible in their minds. So resting on laurels is unwise. 

External challenges for OFC’s 

More difficult for OFC’s is dealing with matters they cannot control to any great extent. The 
domestic tax legislation and regulation of other countries is a sovereign issue for those countries. 
Thus, for example, the USA has over the years adopted tax and regulatory legislation that 
increasingly has extra territorial reach that impacts OFC’s. The latest chapter in this long march 
is FATCA, for which we must give hearty thanks primarily to UBS, that will effectively force 
foreign banks and other financial and even certain non financial institutions to become the tax 
information police for the IRS. And potentially suffer very material penalties if they do not 
comply. Opting out is well nigh impossible. So the impact of FATCA on OFC’s will be 
significant, as it will be in onshore financial centres. There is little, if anything, they can do about 
it, certainly not individually. And historically OFC’s have been poor at joint and coordinated 
action.  But they need to keep themselves fully aware and up to date as the implementation of  
FATCA moves ahead.  And better engagement is desirable. For instance, were the OFC’s to 
coordinate, it is just possible that they might be able to negotiate agreements with the US along 
the same lines as that just announced between the US and five EU countries (UK, France, 
Germany, Italy and Spain, with maybe Ireland and the Netherlands to come), under which the 
necessary reporting is made to their domestic tax authorities rather than direct to the IRS. Having 
said that, these agreements are currently very vague and it is unclear to me whether there is a real 
benefit or how they will actually work! 

Regional initiatives can also be intrusive and burdensome for OFC’s. The EU has demonstrated 
that member States’ Territories are “expected” to sign up where required. The Savings Directive 
in its current form has been the expected damp squib because of its narrow scope. Brussels knew 
this (EU bureaucrats are by no means stupid – after all they all enjoy tax free benefits packages), 
but EUSD I (as I like to call it) required the establishment in participating OFC’s, such as the 
Cayman Islands, of the necessary governmental infrastructure (the Trojan Horse) to receive the 
information from banks (paying agents) in Cayman and to automatically transmit it to the 
relevant EU tax authority. Son of  EUSD I is coming, and EUSD II is intended (1) to cut through 
companies, trusts and partnerships to what can be best termed the underlying  (or overlying) real 
economic individual owners and (2) and to greatly expand the type of distributions that will be 
reportable. It will be evident that EUSD II will pose significant challenges in the private trust 
arena. There will doubtless be lengthy debates over the exact definition of beneficial ownership 
and the perhaps intractable nature of beneficial interests in trusts.  It should be noted that the ever 
brooding OECD in Paris is also reviewing the definition of beneficial ownership as it relates to 
the Model Tax Convention. And the FATF (an OECD subset) Recommendation 25 now contains 
an express provision on maintenance and access to information about settlers, trustees and 
beneficiaries. It is fairly safe to assume that they are all swapping notes on the beneficial owner 
challenge. Serious engagement by OFC’s with the EU produced good results under the EUSD I.  
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So the same will be necessary for pending EUSD II. Please note that OFC’s, such as the 
Bahamas, Barbados and Panama, may have greater room for manoeuvre than the British 
Overseas Territories and Crown Dependencies with respect to the EUSD, although they are still 
very much in the same OECD TIEA race (discussed below). 

Which brings me to international tax initiatives that impact OFC’s.  The OECD is front and 
centre stage on tax matters and (through the FATF) on anti money laundering etc. “Encouraged” 
by G-20 threats,  OFC’s are rapidly entering into Tax Information Exchange Agreements 
(TIEA’s) that meet the OECD standard, and are undergoing peer reviews as part of the Global 
Forum on Transparency and Exchange of Information for Tax Purposes (in which the OFC’s 
have been successful in securing small seats at the table) . These reviews are now moving 
through Phase II, “effective implementation”, i.e. are OFC’s actually delivering information 
under the TIEA’s (of course, much will depend on the extent to which they receive requests 
under the TIEA’s – not necessarily a given!). It is very difficult to find out the level of requests 
made under TIEA’s. The USA for example seems to consider this information a matter of 
national security and will not disclose it. However, the Cayman Tax Information Authority is a 
leader in transparency by comparison and has recently indicated to me that requests are starting 
to flow from three jurisdictions in particular. It is not hard to conclude that the USA is one of 
these jurisdictions, but the other two are less obvious.  A number of Caribbean OFC’s will be 
undergoing Phase II peer reviews this year and it will be very interesting to see the outcomes.  
Jersey and the Isle of Man underwent combined Phases I and II in 2010. Both jurisdictions 
received good marks. This is encouraging for Bermuda and the three Caribbean OFC’s who sit 
their Phase II exams in the second half of 2012.  But we will have to wait for the Fat Lady to 
sing. 

A major ongoing issue that will face OFC’s is the nature of the information that is available 
under TIEA’s. Many OFC’s have no direct taxation and thus receive no filings of accounts and 
other financial information by individuals or entities in their jurisdictions. Further some OFC’s 
impose very limited statutory obligations on their entities in terms of financial records, where 
they should be kept and for how long. Thus, a request for information under a TIEA may not 
produce the information the requesting jurisdiction really wants. This problem is already leading 
to legislative changes in some OFC’s as part of the Global Forum process and also to a more 
“nuanced” and sophisticated approach being taken by requesting countries in crafting their 
requests for information. 

The present OECD position is that it is satisfied with ‘on request” exchange of information under 
TIEA’s and DTA’s (and even multilateral arrangements) and that it is not pushing towards 
spontaneous or automatic exchange of information. I am rather sceptical of this, given the strong 
European thinking represented within the OECD. And given that the USA has automatic 
exchange in its arrangements with Canada, and the recently published Treasury Regulations at 
long last provide for automatic reporting of bank interest on nonresident alien individual owned 
US accounts to Treasury/IRS that can be then provided to countries with which the USA has 
exchange of information arrangements and which meet certain other tests.  So I think we should 
anticipate the OECD at some point changing its position. 

All of the above underscores how important it is that OFC’s not bury their heads in the sand and 
how essential it is that they have good intelligence, good lobbying and proactive and early 
engagement with key governments, key international agencies and the media.   
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Professional advisors and service providers 

Let me change subject matter if I may. I have touched on the clients, the OFC’s and their 
challenges. What about the professional advisors what are they up to? The onshore professionals 
seem pretty chirpy. Steve Cantor (whom many of you know) said that he (and other tax advisors) 
loves FATCA for all the billable hours it brings. And no doubt, many US tax litigators are also 
hugely indebted to UBS and the other Swiss banks. London advisors (some of whom are here 
today) also seem upbeat – no doubt supported by the huge in flow of overseas clients buying 
expensive properties in London and UK soccer clubs and the planning that goes with it. OFC’s 
are a key part of their planning, whether it be offshore companies holding onshore real estate 
(already complicated in the USA and possibly now getting complicated in the UK) and onshore 
businesses with an overlay or underlay of  trusts and partnerships  and extending to private trust 
companies and family offices.  

The offshore private client advisors are by no means a dying breed – even though overshadowed 
for many years in some jurisdictions, notably Cayman, first by their debt and securitization 
brethren and more recently by their hedge fund brethren. Although practising in a rather niche 
market, they are proving that private client business can prove to be a solid and reliable fee 
earner, that is considerably less volatile than the transaction and market driven business of their 
commercial colleagues.     

The service providers also seem to be showing remarkable resilience in the face of the challenges 
– the ever increasing burdens and cost of risk management and compliance in all their various 
forms. But there are some interesting trends. We are seeing some major players exiting their 
global presence (sometimes propelled by the aftermath of the 2008 financial crisis; think the 
Royal Bank of Scotland/Coutts) or cutting back on them for pure business and possible risk 
reduction reasons; think HSBC and Close Brothers.  We may well see other household names 
pulling back due to political pressure and concern about reputational issues in OFC presence; 
think possibly Barclays. Others are expanding and taking the opportunity of these withdrawals 
and a strong parent balance sheet to expand their footprint. Think, in particular the Royal Bank 
of Canada, the sponsor of this address. 

There are also some interesting independent interests becoming larger players in the business. 
Think Intertrust, ultimately based in the Netherlands and with 1000 plus staff worldwide. As 
many of you will know, Intertrust recently acquired Close Brothers Cayman and also Walkers 
fiduciary services business. Intertrust in turn is controlled by a private equity group based in 
Belgium and the Netherlands. I find that interesting. It seems unlikely that a private equity 
investor will be a long term owner. So will we see further acquisitions by Intertrust and an 
eventual IPO or other exit strategy, possibly a sale to a major global financial institution? And 
how will clients and their professional advisors react to ownership by private equity? 

As certain major players exit the business or change their strategy and some of the major 
independents continue to grow, are there opportunities for specialist boutique or niche players 
who can provide a more bespoke service and personal attention to the client? I think the answer 
appears to be yes, and we are seeing new high quality entrants of this type both onshore and 
offshore.  

What clients want 
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There will always be a category of client that prefers the stability of a trustee or service provider 
with a large parent who is committed long term to the relationship (and there are still a few 
around!). And who are willing to accept a certain inflexibility in policies, procedures and fees as 
a result. Equally, there will be those who prefer the greater flexibility of the independent 
provider or the bespoke service of the smaller provider, and accept the various potential risks 
they pose (e.g., stability of ownership, founder succession, modest capital and reserves). 
UHNWI’s may elect to establish their own family offices and private trust companies or to enter 
into joint family office arrangements. Sometimes there will be mix and match and the private 
trust company will be (partially or fully) administered by a third party service provider.  Clients 
do change as they grow in wealth. So service providers need to be able to change with the clients 
and the clients’ needs. Thus, what may start as a relatively simple trust and underlying company 
structure administered by a major service provider may in time morph into a managed private 
trust company and finally into a separate family office and private trust company with their own 
staff and premises. Probably the greatest challenge continues to be how best to fit the underlying 
operating entities of the client family into the traditional trust and succession structure. Trustees 
and professional advisors (and the courts) have been wrestling with this for decades; and not 
always successfully. The various solutions are doubtless well known to those in the room. But 
the most successful service providers must be able to provide the solutions. Simply saying “no 
can do” to complex assets does not cut it with today’s hands on wealth generators. Those who 
cater well for this business can establish long and mutual beneficial relationships and the fees 
will reflect the effort. And less in terms of number of clients and trusts and more in terms of 
assets per client and trust is the better model for the service provider in the long run. 

The final service provider issue I would like to touch on is the ability to attract and retain quality 
people at both the marketing and technical levels. This has always been a real challenge. And is a 
growing one, as the linguistic and cultural demands increase on top of the technical expertise. 
We all know how difficult it is to explain the complexities of tax, trust, estate and succession 
planning to those with English speaking, Anglo Saxon and common law backgrounds. These 
challenges dramatically increase with clients who are not familiar with any of these. It is 
critically important that service providers have or can reach out to those who have the necessary 
skills. These skills are in increasing demand and are hard to come by. So service providers must 
build the right remuneration and career structures for those who have them. At the same time, the 
rewards must be tied back to successful client and business retention. Simple upfront or short 
term commission ‘bring the assets in no matter what” based remuneration formulae can lead to 
disastrous business being put on the books – indeed the evil that men do. And those who put the 
business on the books are usually long gone by the time the mess becomes apparent! In fairness, 
there are offshore litigators who are not unhappy with the messes; and OFC courts have had a 
fine time leading the charge in trust case precedents.  After all if everything were perfect, life 
would be far less interesting and less rewarding for trust lawyers, even if the professional trustees 
and the clients would not agree.   

Conclusions 

I have always been impressed by the survival instincts of the best OFC’s. Some of them have 
been in business since the 1930’s. The barriers to entry for new participants are far higher than 
they used to be. For those well established OFC’s that is a comfort. But Dubai has shown that 
vast resources can be brought to bear to enter the market. So no OFC should assume continued 
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success is a given. The ability to change and adapt is critical. Today’s established OFC’s that can   
change and adapt proactively, should survive and thrive, absent some unforeseen domestic or 
international event.  

The future for professional advisors and service providers also seems relatively well assured. 
Again they must be able to change and adapt. And the dominant centres for international private 
client advisors will continue to be London and New York (with subsets in Miami and Los 
Angeles perhaps). Geneva and Hong Kong will continue in importance. Hong Kong in particular 
for the moment seems to be the key gateway to China. Singapore is also the key to the rest of 
Asia.  But who the principle firms of onshore and onshore professional advisors and service 
providers will actually be rests within a crystal ball I do not have.   

Thank you.  
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