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TAX HAVENS AND THE TERRORISM
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"Ovidius” University of Constanta, Romania
ABSTRACT

In everyday language the term "tax haven" meaneao@ and geographical area that offers a wideearfgax
benefits where so called offshore companies aristezgd and carry on financial activities relatedroney laundering.
Basically, an offshore company could operate umdeditions of favorable tax only if it is recordeda "tax haven."
Using those companies situated in "tax havens'aypdillons of US dollars are “recycled” in comglted financial
operations supported by well-organized mechanisrdgtzen, after “the black money” having origin irganized crime
activities are reinserted in the legal economyarg often used to finance the terrorism.

Keywords. tax heaven, organized crime, money launderinghofie company.

1 INTRODUCTION and experts estimate that there are many casehiahw
money from recycling funds are used to finance
The terrorism can be defined as a set of actions orterrorism. The terrorist activities can be dividatb two
threats endangering public order and affectingonati different types: “individual initiative” and “orgared
security of a state [1]. These terrorist actiors @ivays initiative”. A terrorist group interested to fulfilts aim
premeditated. Actions are motivated by extremist planning in a rigorous way the final attack. Bubrr
attitudes and aim to achieve political goals. Thbseats thinking out the attack plan to the moment of thtack
of terrorist targets both human and material faciorthe is a long way. In this period of time the group slo
sphere of state authority and civil society, aslwel gather intelligence, the technical means, and itrgiof
However, terrorist groups seek to capture public the terrorists and to have permanently the findncia
attention on them. For this, their actions werented to support. The financial support is a key element for
produce psychological effects and strong emotionalterrorist groups.

feelings. Basically, terrorist actions aimed atatireg a Although there are many opinions, terrorist
state of fear, uncertainty and public panic. Atserd, the  financing has two main sources:
terrorist threat has gained a strong character dvsrd a) the first source is the financial support givmn

This is due to globalization, erasing the bordexsveen different countries or organizations sympathetic.
states and enhanced mobility of people. In thisasibn Organizations should have a large enough infraisirec
actually add exacerbating ethnic and religiousiterssin to collect funds for terrorist groups. However,racent
some areas of the world. Terrorist organizations ar years, sponsoring countries of the terrorism hawmec
criminal groups that have a specific organization, in decline. The place of these states was taken by
logistics, recruitment and training system specifibey wealthy sponsors. A rich person may provide sulbistan
cannot operate without the necessary financial andfinancial resources for funding terrorist groupsrrorist
material resources. For this reason, one of thet mosgroups differ from other criminal organizationsitakin
effective ways to fight terrorism is to prevent the account the motivation and purpose. Organized crime
financing of terrorist groups. Because of the wdy  groups are pursuing the profit and operate dislgreet
action and immediate effects terrorist phenomenas h The terrorist groups are operating not for finahcia
some similarities with the phenomenon of cross-bord purposes but for political aims. Terrorist group® a
organized crime. However, beyond these similarities seeking to impose ideology and faith, using viokenc
aims are totally different. Transnational organizeitne threats and intimidation. Terrorist groups oper&ta

is seeking financial or material benefits. Terrogeups demand" and do everything possible to attract publi
are pursuing political objectives - the destabilaa of attention about "operations" performed. For testori
governments, winning autonomy or independence offinancing, funding source is usually "legal”. THemate
territories, the release of imprisoned comrades@toss goal is not necessarily to attract more funds. drest
border organized crime does not follow existingitjoall groups make calls to the community to raise furats f
and social system. Criminal activities must be caeld various purposes declarative. Most often goals are
in a particular social setting. Therefore it takesertain forged. Such fundraising is conducted on behalf of
level of economic stability and social order torle”. charitable organizations or charitable status. The
There is direct links between money laundering and collection is done by using patriotic, humanitiefhnic,
proceeds of crime and financing of terrorist groups national or historical reasons. Community membees a
Profits from criminal activities are put in recyuj convinced that giving money is for a good causenast
circuit, so in the end the money appear legal andcases, the charity is apparently legal for comnyuthiait
"honorable". Some of this money is sometimes used t gives funds. Unfortunately, the money thus raisdbbe
finance terrorist groups. There are many theommiki used to end lives and destroy property.
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b) the second major source of money for terrorist the way of action and immediate effects terrorist

groups is the profit from work that generates rexen
Often, terrorist groups are owner of factories, psho
transport means, real estate goods etc.

Of course, there are other possibilities for tastor
financing. Similar to criminal organizations, teiigb
groups may gather money using different crimestoero
illegal activity. After that, usually the money abied
from illegal activities is whitening and used ing&t
domain. Money obtained will be subjected to a réngc
process. Basically, money laundering will intervane
this case. This is because black money proceecisnoé
should be given an aura of respectability. Thely tre
returned to the legal circuit it and used in legaly.

phenomenon has some similarities with the phenomeno
of cross-border organized crime. However, beyordeh
similarities aims are totally different. Transnaiib
organized crime is seeking financial or materialddis.
Terrorist groups are pursuing political objectivethe
destabilization of governments, winning autonomy or
independence of territories, the release of impeso
comrades etc. Cross border organized crime does not
follow existing political and social system. Crimain
activities must be conducted in a particular soeéting.
Therefore it takes a certain level of economic ifitgb
and social order to “thrive”. There is direct linkstween
money laundering and proceeds of crime and financin

These banks, in pursuit of profit many years have of terrorist groups. Profits from criminal actiés are

refused to collaborate with state agencies. Motnof
banks invoked in their secret banking operatiorise T
banks put the conspiracy of the financial operatiover
law. Since 1980, the states of the world beginmingut
the issue of customer identity checks on first @lac

put in recycling circuit, so in the end the mongpear
legal and "honorable". Some of thismoneyis sometime
used to finance terrorist groups. There are many
theoreticians and experts estimate that there aeym
cases in which money from recycling funds are used

Thus, gradually, countries have begun to introduce finance terrorism. The terrorist activities candieided

mandatory the identity checks for banks and financi
institutions. Secondly, it was erased the limitioigthe

into two different types: “individual initiative” rad
“organized initiative”. A terrorist group interesteto

use of the safety deposit boxes. These boxes ardulfill its aim planning in a rigorous way the fihattack.

attributed only to persons with whom the bank thas

in business relationships or were reliable. In tolol;
has been established special training program Her t
stuff of the banks. Staff must undergo training for
identity control and to detect suspicious behawibthe
customers. Also, for the first time, has been distadd
for the first time the cooperation of banks with
administrative and judicial authorities. To countbe
financing of terrorism through money laundering is
important to establish the criminalization of featians.
The conversion or transfer of property knowing ttsat
originated from crimes is one of the priorities.d&g,
the money laundering is a complex activity invotyin

But from thinking out the attack plan to the momeft
the attack is a long way. In this period of time tiroup
should gather intelligence, the technical means] an
training of the terrorists and to have permanetiiy
financial support. The financial support is a kégngent
for terrorist groups.

Although there are many opinions,
financing has two main sources:

a) the first source is the financial support givsn
different countries or organizations sympathetic.
Organizations should have a large enough infrasirec
to collect funds for terrorist groups. However,ratent
years, sponsoring countries of the terrorism havae

terrorist

many operators and the export of the funds in taxin decline. The place of these states was taken by

havens, using off shore companies [2].

2. TERRORISM ACTIONSINWORLD

wealthy sponsors. A rich person may provide sulbistan
financial resources for funding terrorist groupsrrorist
groups differ from other criminal organizationsitakin
account the motivation and purpose. Organized crime

The terrorism can be defined as a set of actions orgroups are pursuing the profit and operate dislgreet

threats endangering public order and affectingonati
security of a state [1]. These terrorist actiors @ivays

The terrorist groups are operating not for finahcia
purposes but for political aims. Terrorist group® a

premeditated. Actions are motivated by extremist seeking to impose ideology and faith, using vioknc

attitudes and aim to achieve political goals. Thbseats
of terrorist targets both human and material factorthe
sphere of state authority and civil society, aslwel
However,
attention on them. For this, their actions werernded to

threats and intimidation. Terrorist groups operaie
demand" and do everything possible to attract publi
attention about "operations" performed. For testori

terrorist groups seek to capture public financing, funding source is usually "legal”. THemate

goal is not necessarily to attract more funds. drest

produce psychological effects and strong emotional groups make calls to the community to raise furals f

feelings. Basically, terrorist actions aimed atatireg a
state of fear, uncertainty and public panic. Atser&, the
terrorist threat has gained a strong character dvsrd
This is due to globalization, erasing the bordersveen
states and enhanced mobility of people. In thisasibn
actually add exacerbating ethnic and religiousiterssin
some areas of the world. Terrorist organizations ar
criminal groups that have a specific organization,
logistics, recruitment and training system specifibey

cannot operate without the necessary financial and

material resources. For this reason, groups. Becafis
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various purposes declarative. Most often goals are
forged. Such fundraising is conducted on behalf of
charitable organizations or charitable status. The
collection is done by using patriotic, humanitiehnic,
national or historical reasons. Community membees a
convinced that giving money is for a good causenast
cases, the charity is apparently legal for comnyuthitit
gives funds. Unfortunately, the money thus raisédtbs
used to end lives and destroy property.

b) the second major source of money for terrorist
groups is the profit from work that generates resen
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Often, terrorist groups are owner of factories, psho
transport means, real estate goods etc.

Of course, there are other possibilities for tastor
financing. Similar to criminal organizations, teiisb
groups may gather money using different crimestero
illegal activity. After that, usually the money abied
from illegal activities is whitening and used ing&t
domain. Money obtained will be subjected to a réngc
process. Basically, money laundering will intervane
this case. This is because black money proceecisnoé
should be given an aura of respectability. Thely dre
returned to the legal circuit it and used in legaly.

to maximize the profits of these companies in taxem
areas. Often in practice, the “mother company”among
other commercial operations “sells” to offshore gamy
certain goods or capitals at a minimum price and
offshore company will “resell” the goods or the
mentioned money at a higher price. “Mother company”
because minimum price charged will have a very kmal
profit and therefore taxes will decrease considgrabn

the other hand, offshore company will sell its prots at

a substantially higher price and will have a sesiptofit

but not subject to high taxation, because the &@xeh
has a really low taxes system or even none. Thatiore

These banks, in pursuit of profit many years have of offshore investment companies is dedicated ¢wide

refused to collaborate with state agencies. Motnof
banks invoked in their secret banking operatiorise T
banks put the conspiracy of the financial operatiover
law. Since 1980, the states of the world beginmingut
the issue of customer identity checks on first @lac

more options in choosing investment objectives,
allowing investors to focus on the best projectd tm
select areas that offer high potential income. Al$o
guarantees the confidentiality of transactions tated
between the company and its clients. The offshore

Thus, gradually, countries have begun to introduce companies make favorable conditions for investnient

mandatory the identity checks for banks and financi
institutions. Secondly, it was erased the limitioigthe

use of the safety deposit boxes. These boxes areurrency

attributed only to persons with whom the bank thas

in business relationships or were reliable. In tolol;
has been established special training program Her t
stuff of the banks. Staff must undergo training for
identity control and to detect suspicious behawibthe
customers. Also, for the first time, has been distadd
for the first time the cooperation of banks with
administrative and judicial authorities. To countbe
financing of terrorism through money laundering is
important to establish the criminalization of featians.
The conversion or transfer of property knowing ttsat
originated from crimes is one of the priorities.d&g,
the money laundering is a complex activity involyin

offshore company and ensure the possibility of
transferring resources available without violating
laws and fiscal monetary circulation.
Ownership of offshore company’s credit allows you t
lead a profitable credit policy, minimizing taxesda
loans and improving credit and financial services f
different customers. In addition, using an offshore
company might be provided loans to businessesddcat
in an area with higher taxes. In this way it isrging out
the transfer of foreign currency resources in adthi
country, without violating tax laws and monetary
circulation and reduction or exemption from tax on
profits earned in a country with high taxation. T
shore companies can be used, also, to minimize the
different taxes without violating the law. Very efft, in
these cases, the same citizen is the owner andgeana

many operators and the export of the funds in taxof companies, one local and one in another coumtnis

havens, using off shore companies [1]. One of tlestm

effective ways to fight terrorism is to prevent the
financing of terrorism and to cut the necessary eyon

used to organize and initiate the different testori

attacks, all over the world.

3. TAXHAVENSAND THE OFFSHORE
COMPANIES

For complex financial activities, the operatorsdlved

in money laundering use the countries and geographi
areas that the law provides favorable financial &nd
conditions for offshore companies [2]. It should be
emphasized that these offshore companies will gt p
taxes not because they are using fraudulent adogunt
operations to get rid of the tax system, but beedhe
applicable law in these countries and geograplaoehs
provide the opportunity to avoid full or partialymaent
of taxes in the legal way. The tax havens haveuaiar
role in the mobility increasing of the fluxes ofpitals

creates the opportunity to transfer to a third d¢oun
profits in the form of taxable dividends. Later,eth
money may be returned to the country in which tiet;j
venture is registered as investment or as prefiatent
loans.

An offshore holding company can be used to finatge
subsidiaries under different jurisdictions in order
obtain tax reductions for interest on loans graigdhe
“mother company”. In this case, it is holding offose
companies in an area where it will not pay any saxe
The profit obtained using this method can be used t
finance other activities performed by holding or be
reinvested for other purposes. Insurance companies
working using an offshore company registered in a
country with high taxation can be used to ensiglesrof
“mother company” in conditions more favorable than
those offered by regular insurance companies. This
method, using offshore insurance company may bé use
by insurance companies to ensure their risks ansgl tih
achieve efficient tax planning. Offshore banking

and the interdependencies between different statescompanies can be created by banks in order to

companies and citizens. In these complex equatians,

accumulate profits in low-tax countries, as well kas

key role is played by offshore companies. Offshore group companies in order to unify financial resesrc
companies are companies created by the moneyand facilitate the movement of money within theugro

laundering operators used to reduce taxes on grofit
the “mother companies”. The “mother company” is
located usually in areas of high taxation and sneiffort
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An offshore bank can be used to finance internation
operations conducted by the founders of the bamk, i
order to avoid problems related to currency lawtHe
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area of tax havens could be createchpanies designed
to be owner of different inherited properties. Thes
companies offer the possibility of reducing or even
eliminating inheritance taxes and fees and to asxehe
value of “profit”. In this way it is simplifies theales
process of a property if the owner is a companythis
case, only the company's shares are sold and draadf
to the new owner but the company remains the owher
that property. If the property is to be sold or dtad will
not be imposed by taxes for this process.
Offshore private funds provide partial or total wetion
of income tax, capital or inheritance. Moreover,ist
guaranteed distribution of income in strict accowa
with the desire of the owner. Offshore investmemtds
pay no tax and no higher legal fees. In addition,
dividends and interest are taxed at a very lowllevare
exempt from taxes. Bringing retail investors oftbe
opportunity to participate in different projectsdasave
many costs related to study of the market.

In this context, founder enjoys the greatest bésefi
having the flexibility to conduct abroad sealing

Permissive legislation and thedependence of these
countries, encourage foreignvestors to set up various
companies on that territory. In most “offshore atea
serious business operation, security and protectidhe
secret foreign investments are guaranteed by lathatW
provide favorable tax status for a company? IntaX
havens, tax benefits have a legal basis. For exgrfg
companies registered in the British Virgin Islantse

tax benefits are provided by a law passed in 1984s,
offshore companies do not pay other types of taxes
except 300 U.S. dollars, regardless of turnovdants

as Bahamas and Belize established an annual tax
amounted to 100 U.S. dollars and 150 U.S. dollars i
Panama. It is clear that these tax benefits arstaotial
compared to what is required tax in European coasitr
Granting tax benefits to offshore companies is
considered an advantage for a tax haven area? Tax
havens are usually small countries with small papah

and the tourism and various services play the most
important role [4]. Offshore companies in thesentdas
provide substantial income. On one hand, it crejaies

proceedings. Manager could invest in many countriesbecause it requires the existence of firms, insbins

without paying taxes and can perform multiple
commercial activities. Offshore company registeired
tax haven is the company or the company havingde wi
range of uses that are specifically establishedthzy
owners and much less outside existing regulati@fs.
IMF data, today, about 7,000 billion dollars indircial
assets are owned by different categories of oftshor

registration, registered agents and banks recavddtlis
territory. On the other hand, due to payment armbrot
financial obligations to the state (tax registratend re-
registration) and other charges, the populatiors get
considerable income. Let's see some statisticgisBri
Virgin Islands has 17,000 inhabitants and presently
300,000 offshore companies are registered in this

companies. It is estimated that the United States o country. If every company registered on the teryito
America loses each year between 54 and 70 billionpays an annual tax of 300 U.S. dollars, the feés ipa

dollars from the budget because of tax exempti@js [
and therefore the U.S. government pays speciaitaite
to these issues. The international community ishimgs

offshore companies is 5,200 U.S. dollars per capite
main purpose of setting up offshore companies in ta
havens is to reduce taxes and take advantageeuft dir

for several years as offshore areas to become moréndirect taxation. It should be emphasized thatpides

transparent.

Only five of 30 areas become morethe fact that offshore companies are often consitler

transparent because of these pressures. The invokethx-exempt companies in any part of the world treree
reason by those who refused “the pressure” is thecompanies fully and legally exempted from any tad a

transparent regions are considered discriminategngm
all these nations. Among those who made concessions
this domain are included Switzerland and Cyprus.

4. CONTEMPORARY GLOBAL ECONOMY
AND OFFSHORE COMPANIES

At the first sight, setting up an offshore compasy

financial tasks. In general, the following prin@plapply

in areas of the offshore companies: the company is
obliged to pay a fixed annual fee, independent of
turnover and profit society. These areas are: Wirgi
Islands, Bahamas, Belize, etc. The tax does noérakp
on turnover, but the registered capital of the canyp
The Liechtenstein Foundation annually pays 0.1%hef
share capital. They are exempted from tax only rime®

hard enough, but in reality the establishment andderived from activities performed abroad. In coigstr

management of offshore companies is no more difficu
than that of ordinary companies. After the momdrthe
establishment of the company is possible to inereas
decrease the company's registered capital, tramgfer

like Panama and Hong Kong companies can carry on
domestic business activities and incomes are thgedd

on a linear rate, while income from abroad are gtem
from tax. In Hong Kong companies must declare

shares and change managers more easily. Theseeparate internal revenue in its annual reporthowit

operations will take place under the umbrella &f ldcal
law. Can be relatively simple, both fusion and sl
of the offshore companies. Official cancellation
possible for the offshore companies without thednfee
submission of final accounting records in the gidson
in which it was initially registered. Currently ithe
world there are more than 40 “offshore regionseoffg
considerable tax and financial advantages.
traditional tax havens are located mainly in areldgos
(eg British Virgin Islands), the island republicg(¢he

Republic of Naur) or small countries (eg Panama).
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other financial obligation. Taxation is all the @nbased

on a linear rate. One of the most popular are€yjsus,
where offshore companies pay 4.25% of the total net
profit. In these areas, accounting and deliveramfual
reports is mandatory. These facts and more othé&ema
the offshore companies very attractive for the afms
involved in money laundering. Directly related tomey

Theselaundering, the terrorism found owat very attractive

financing source in this complex phenomena [5].
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