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  Preface


  I have been motivated to write this book as a result of the attack on tax havens by the OECD (Organization for Economic Cooperation and Development)a European agency designed to promote economic and social welfare for its members. They have undertaken a very aggressive policy against approximately thirty-five countries around the world known as tax havens. The OECD argues that its members should gang up on these little countries and shut down their banking facilities by refusing to let them engage in international banking unless they open up their banks to the world: that is, to be “transparent” so that tax authorities from the member states of the OECD can have access to the financial accounts of their residents. No more banking secrecy for its customers who are using tax haven facilities. As far as the members of the OECD are concerned, these tax havens are financial hideouts for tax evasion, thus costing the members’ states huge sums in lost tax revenues. The OECD will simply blacklist them, just as the United States has blacklisted cigars from Cuba.


  The OECD’s assault on tax havens has run into all kinds of difficulties because many of these small nations in the Caribbean and the Pacific have called “foul!” and have called this assault “arm-twisting by the rich nations’ club arrogantly rewriting the rules of international competition to protect the interests of politicians from low tax nations.” The OECD proclaims that their policy will mean the “Death of Tax Havens.” If they can pull it off, maybe so; but as time has passed, what is more likely is the possibility of the death of this OECD venture into tax havens. As recently as July 2005, a European journalist wrote that the OECD policy in Europe is in “disarray.”


  I want to put tax havens in a proper perspective, using history and current events as my source. After having lived in the Cayman Islands for a number of years and having published a number of books on tax history, I am keenly interested in what the OECD is doing.


  First of all, tax havens are not new; they have been around for thousands of years, serving civilization in the past and present. In the eighteenth century more Europeans fled to the Americas to avoid Europe’s hated taxes than for any other reason. Today they flee to tax havens for the same reason. To put tax havens in a proper perspective we have to go back thirty-five hundred years to the Book of Joshua, even the Books of Moses, when the Lord ordered the Children of Israel to set aside cities of refuge, where a person could gain asylum from the punitive Laws of Moses. In the recent past, young Americans who had conscientious scruples against the Vietnam War fled to Canada and other Western nations as asylums against America’s draft laws.


  A tax haven is somewhat similar. It is a kind of economic sanctuarya modern city of refuge for those oppressed by the fiscal laws of their homeland. People can bring their wealth to a tax haven, or move to one, and thus avoid having government confiscate their wealth by means of exchange controls or tax, or by just plain stealing their money like Castro and other totalitarian rulers have done. These oppressive acts by governments are as much an evil to citizens as political oppression.


  That is the good side of tax havens, and I will go into that. I will also give some fascinating accounts of the use and misuse of tax havenswhat I like to call “Kooks, Crooks, and Con Men of the Tax Haven World.” What makes tax havens so interesting is the make-up of the people drawn to those islandsfiscal soldiers of fortune attracted to the promise of profits, adventure, and pleasure. And for the out-of-towners who show up to look the place over, the warning “buyer beware” should be foremost in one’s mind. The local governments are not equipped to protect you from swindlers; you have to do that yourself. That doesn’t mean you cannot find tax havens useful; it does mean you shouldn’t waltz in like a lamb for the slaughter. Life in tax havens is like the days of our grandparents and great-grandparents when taxes were few and government was limited, when you had to fend for yourself and keep your guard up. Like President Clinton said, the days of big government are over. No one believed him, of course, but in a tax haven, that is a truism.


  Introduction:

  The Historical Perspective


  There must have been tax havens ever since civilization began, because there is no civilization that did not tax. Early America was a tax haven to Europeans, including the Dutch and Spanish, as well as the English colonies. Historians claim that more Europeans emigrated to America to avoid Europe’s hated taxes than for any other reason. America was thus the first tax haven in the modern period. Pamphlets published in 1630 in Amsterdam tried to enlist Dutch citizens to purchase passage to New Amsterdam (later New York) by pointing out the tax freedom they would enjoy there. One is translated: “Freedom . . . granted to all those who would settle in the New Netherlands, published to publicize what profits and advantages there are in the New Netherlands, for the Colonists and their Patrons and Masters . . . who settle in the Colonies over there. . . .”


  The most amazing tax haven in the ancient world was established by the Romans in the second century B.C. on the island of Delos in the Aegean Sea. The commercial giant in that area was the Rhodian Empire on the island of Rhodes, which at that time surpassed Athens and Sparta. It was a natural stopover for trade, so all commerce to the eastern Mediterranean from Greece, Rome, and elsewhere, passed through Rhodesand paid a 2 percent tax. For that tax, the Rhodians kept the sea lanes free from pirates. Also, Rhodes had entered into a treaty with the Romans in which the Rhodians would act as a buffer state between Rome and Macedonia, who were at war at that time. The Romans turned over some ports and lands to the Rhodians, assuming that Rhodes was on Rome’s side. The Rhodians shocked the Romans by taking a neutral position, offering to act as a mediator in the war. This infuriated the Romans, who then, without any help from Rhodes, went on to defeat the Macedonians. As punishment, rather than undertake military action against Rhodes, the Romans set up a tax-free port on the nearby island of Delos. In the first year, tax revenues at Rhodes declined by 85 percent. And in a short time Rhodes disappeared from history as the commercial giant it had been. The powerful Roman state had achieved victory over the Rhodians by establishing a tax haven to undercut a 2 percent tax. No military or naval action was necessary.


  Tax havens played an important role in the growth and stability of the Roman state. Tax policy was often more significant, even more powerful, than the Roman legions. The Roman government rewarded faithful cities with tax-free status, called libertas, or liberty. Liberty in the ancient world meant freedom from taxes, nothing more. “Tribute,” said Cicero, was “punishment for making war against Rome.” Consequently, many cities wisely, and even enthusiastically, supported Roman military expansion. Because, as they knew, victory for Rome would mean a reward of tax-free status. This was a most popular policy of Julius Caesar, and accounted for much of his success. In the National Archeological Museum in Madrid, Spain, there is on exhibit a Treaty for the City of Urso, a Julius Caesar colony. It provided for an emergency tax obligation during war-time only; otherwise, the city was granted immunity from all Roman taxes. In effect, a tax haven status in the otherwise heavily taxed Roman domain of Spain.


  The Jews did everything wrong in dealing with Rome. When General Pompey entered Judea with his legions on his way to Persia, around 63 B.C., the General wanted a treaty of friendship with the Jews, and probably would have granted them tax-free status; that would have changed the course of Jewish history for a thousand years. The Jewish rulers turned down the offer of friendship and forced Pompey to cancel his military operations into Persia, and started the first JewishRoman war. The Jews lost this war, as with all the wars to follow, and ultimately brought about their destruction and dispersion.


  Another great tax tragedy occurred in the seventh to the ninth century A.D., when the religion of Islam took over the vast Christian domains in the civilized world, from the Middle East to Spain. Roughly half of the Christian world succumbed to Islam. The phenomenal spread of Islam was not achieved by military action, but, as with Rhodes, through an enlightened tax policy by the Islamic rulers. Christianity had been the dominant state religion since the time of Constantine, and the Christians were burdened with heavier taxes as Roman taxes became more brutal and oppressive. When the Moslems arrived with their modest armies, they offered the Christians the choice of paying taxes or accepting the faith of Mohammed and paying no taxes. As the saying goes, it was an offer the Christians could not refuse.


  One writer at that time observed: “Because of heavy Kharaj (poll tax) and grievous burdens, many of the rich and poor denied the faith of the Messiah.” Thus Islamic societies became little tax havens for the believer in an otherwise overly-taxed Christian world. The battle cry of the Islamic generals was “death or taxes to the infidel.”


  The important message for today, or for any time in history, is that money has allegiance only to safety and profits. Even one’s religious faith is subject to this rule, as the Moslems discovered with their tax haven status for new converts. It was not the sword or the Koran that spread Islam, but an enlightened tax policy. Inevitably, there developed a shortage of infidels, and this tax-free status had to be abandoned after Islam reached Spain. Islam spread no further in Europe once its tax haven policy for believers was abandoned. This is hardly a coincidence.


  Any nation that offers safety and better profits can expect an avalanche of money. This is as much a truth about human nature as the drive for self-preservation. The Cayman Islands discovered this in the early 1970s when their small island and banking facilities were engulfed by a tidal wave of the world’s offshore money that flooded into the island. The British governor said the island was suffering from “fiscal indigestion.”


  By contrast, in the 1960s another rising financial center, or tax haven, was in the Middle East. It appeared so safe that even the Soviets established a bank there, The Moscow-Norodny Bank of Beirut, Lebanon. Of course, with the violence and civil strife, the money fled, the banks closed, and Lebanon’s chances of being a major financial center were gone forever. Lebanon had been touted as the “Switzerland of the Middle East.”


  Switzerland’s great banking attraction has been her wisdom to stay out of Europe’s wars, to maintain a sound banking system with a currency tied to gold, and to provide strict banking privacy, which is what now enrages the OECD. Switzerland cannot go along with the OECD’s demand for open banking without the vote of the Swiss people. But Switzerland is not truly a tax haven, as taxes on foreign accounts are rather substantial.


  What Switzerland does provide is banking secrecy and privacy, which goes back centuries. Switzerland became most courageous during World War II when wealth fled from Germany to Swiss banks, and many attempts were made by the Nazis to uncover accounts, most often those of Jews who had put their wealth in Switzerland. Criminal laws followed, making disclosure of account information “economic espionage.”


  The numbered account was invented to prevent disclosures by banking clerks. Only managerial officers knew the owner’s namethe owner was never anonymous. Just recently the OECD has worked out a tax-avoidance agreement with the Swiss, whereby taxes will be withheld on Swiss accounts and remitted to the OECD country of the depositor, without revealing the name of the depositor. That way Switzerland will not be on the blacklist of uncooperative banking communities, and Swiss banking privacy will remain.


  By definition, any place is a tax haven where money is secure and either entirely free from tax or subject to just a low tax. For the first 150 years of its history, the United States was a tax haven compared to the rest of the world. Much of America’s expansion and growth was built with foreign capital enjoying the tax haven status of their money. Many foreigners can still enjoy tax haven status in the United States. Interest properly structured using American banks is tax-free. Similar tax haven status is available to foreigners in other major financial centers in Luxembourg, Amsterdam, London, and elsewhereyou don’t have to go to the Bahamas or the Cayman Islands. There is a lot of money floating around in the world’s no-man’s landthe eurodollars and petrodollarsand it is up for grabs to the highest and safest bidder. This is as much an iron law today as it was in the ancient world.


  So much for tax-havens, history, and human nature. Tax havens aren’t going to go away despite the OECD’s threatened blacklistings. Economics makes that a certainty, and history confirms it. There are more chinks in the OECD’s armor than they can imagine, as I will point out. But they have hurt some of the banks in Cayman and Nassau, and, I assume, elsewhere. Without a guarantee of privacy, many depositors have moved to other places, and a few of the big banks have either cut their staffs or even closed. The British minister over Cayman banking and the OECD said to the Cayman government, “It is either our way, or the highway”whatever that means.
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  A Death Knell for Tax Havens?


  Justice Sandra O’Connor wrote an opinion in the famous John Doe summons case, acknowledging that the Court had “sounded the death knell for Boyd,” which Justice Brandeis had said was a case that “will be remembered as long as civil liberties live in the United States.” The case of Boyd v. United States in 1885 struck down a tax law that forced taxpayers to bring in their records for examination:


  And any compulsory discovery by extorting a party’s oath, or compelling the production of his private books and papers . . . is contrary to the principles of a free government. It is abhorrent to the instincts of an Englishman; it is abhorrent to the instincts of an American. It may suit the purposes of despotic power; but it cannot abide the pure atmosphere of political liberty and personal freedom.


  Not only has the Court sounded the death knell for Boyd, so has our generation. Every generation has the right to, and does, throw out many of the beliefs of the generations that went before. We fully accept the right of the government to snoop into all our affairs, especially our financial affairs. The OECD (Organization for Economic Cooperation and Development, a Paris-based, European-dominated organization) sees no problem with the destruction of the right of privacy in your financial affairs; they use an innocuous name for this; they call it “transparency.” Like when the Oklahoma City bombers called murder “collateral damage.” The above quote from Boyd makes it clear that the “instincts” of an American or an Englishman were with another generation. We have no such instincts today.


  Today the OECD is on a world-wide campaign to destroy financial privacy everywhere by black-balling the tax havens and their banking privacy. Their policy is to ban them from using the banking systems of Europe, like the U.S. embargo on Cuban cigars. It seems tax havens are the infidels in the modern world of high taxes. Any country with unduly low taxes, or no taxes, and which maintains banking privacy for its customers, is suspect as having harmful tax practices. Until the OECD gave us a new definition of “harmful taxes,” it had been believed that harmful tax practices were taxes that were too high, thus driving businesses and individuals to move to realms with lower taxes. For example, many businesses have left California for Nevada and other states with lower taxes. Or many of Europe’s great athletes or actors who have moved to tax havens in Monaco and the Bahamas. Now the OECD’s philosophy would seem to say that Nevada is engaged in harmful tax practices, by enticing businesses to come and operate in a lower tax environment. So which is it? It was once believed that high taxes were a threat to liberty, as when Thomas Paine extolled the virtues of America as a “Land of liberty because it was a land of low taxes.” At the time of the Civil War (1861), a British writer in the Quarterly Review 110: 249, saw the American Civil War as a tragedy because America had been a shining example to the world: it had a government that was cheap, and taxes that were low, which attracted people from Europe to immigrate and live in America. By the OECD definition, America was engaged in harmful tax practices, drawing people away from Europe’s high tax governments that needed the money, not unlike what tax havens are doing today to the high tax countries of Europe’s welfare state societies.


  The OECD view of “harmful tax practices” has more to it than low taxes. They seem to be saying that if every nation had high taxes the world would be better off; but that won’t happen, despite making a “level playing field” one of their objectives. The term “level playing field” shows up all the time in the rhetoric of the OECD, and it is a complaint of the tax havens themselves. They argue that even the OECD has tax practices forbidden by them, like bearer shares, for example, which are popular in some of the high-tax OECD countries. Even the matter of opening up the accounts at the banks for the OECD to see makes problems for OECD countries that draw customers to their banking privacy practices. It is a big thing with Luxembourg’s powerful banking institutions. And while Switzerland has made a deal with the OECD to collect the tax on accounts held by OECD residents, it has held firm that its banking privacy is non-negotiable. In other words, the OECD gets the tax, but not the taxpayer.


  The OECD says there are three criteria of harmful tax practices: 1) no exchange of information; 2) no transparency; and 3) no active business activities on the local level, i.e., a company establishes itself with no activity other than the enjoyment of lower taxes. This view encroaches on the right of every nation to adopt its own form of taxation. And it is quite often that countries invite businesses with the attractive plum of lower taxes, even tax holidays of a few years. Some companies may be attracted to a more skillful labor force, or the opposite of cheaper labor, or raw materialsthat is just good business. But being drawn to lower taxes or less intrusion by government is not fair says the OECD, and they arrogantly believe they can pull it off. But the odds are against them. There are too many advocates for low taxes and banking privacy. The OECD may win a few battles but, as the saying goes, they will lose the war. They have to buck the U.S., Singapore, and Hong Kong, among others, and the U.S. has already criticized their views. The worst thing for the OECD is that people everywhere want financial privacy. The ancient rule that a man’s castle is beyond the surveillance of the king is not dead. And Thomas Paine’s assertion that “government at best is a necessary evil,” is more true today than ever.


  It was just a few decades ago that the British government encouraged its many small former colonies to set up financial centers with offshore bankingto build economies that would make them self sufficient and to foster high caliber employment. Now, with the pressure of the OECD nations, it wants to undo all that. The meetings with these small nations and the OECD have almost led to fist fights, certainly ugly verbal abuse. There was a meeting in Barbados when the OECD sponsors and the Commonwealth Secretary engaged in a “slanging match” and accused the OECD of “dictatorial behavior.” Later the Commonwealth countries argued that the threat of sanctions was “high-handed and undemocratic.” All the while, the OECD proclaims that if the havens have transparency, non-discriminatory taxes, and the commitment to exchange information with other countries, this does not undermine the ability of the offshore financial center to compete. No one believes that.


  The Caricom leaders consider the blacklisting of its tax havens “ill advised . . . and should not be ordered by external agencies or countries.” The attack on the Caribbean countries has “created a hostile environment.” Blacklisted countries also feel that they have been unfairly targeted because other major countries also avoid taxes, including the United States, which has billions of untaxed dollars. Some years ago at hearings before the House Ways and Means Committee, Charles Rangel, the ranking Democrat on the Committee, asked me, “The United States is a tax haven, isn’t it?” We both agreed it was in many ways. What if they blacklisted the U.S.?


  In the Pacific it was the same story, with the small countries bucking the OECD demands. For example, the Pacific island of Vanuatu expressed its defiance, and it originally informed the OECD it would not go along with its demands. The Vanuatu finance minister stated that the OECD measures were equivalent to blackmail and reflected the “neo-colonial attitude” of countries like Britain, France, and Germany. But in May 2003, the government of Vanuatu caved in to the OECD demands and signed on to play ball, with some reservations. So far thirty-one countries that were threatened with being blacklisted have signed up. Does the OECD have the personnel to audit and keep tabs on that many countries? Will it be seen that the OECD has bitten off more than it can chew? That its formidable attack armor is not so formidablelike Swiss cheese, full of holes?


  Back in Europe, as recently as July 2005, the OECD European crackdown on its tax havens, such as Jersey, in which a quarter of its 87,000 workers are in the offshore banking community, has produced the flight of funds to Singapore, Hong Kong, and even Dubai in the United Arab Emirates. As a result, a European journalist said, the tax havens in Europe are in “disarray.” Professor Prem Sikka at Essex University explained it this way: “Regulating the tax havens is one of the world’s great chess games. Each time you move a piece, the other side has already moved.” The OECD’s move against Europe’s tax havens was supposed to become effective the first week of July 2005. But Gibraltar has refused to go along, prompting a leader in Guernsey’s financial community, Peter Symes, to remark, “At this moment, Gibraltar has not signed up, so we have not got the level playing field we were promised. It could all be revoked further down the line.” With the flight of capital and money to Hong Kong and Singapore, he said this was the most awful day of his life.


  What he was learning is the truism that money and capital have no allegiance except to safety and profits.


  Meanwhile the United States has had its own game plan in dealing with offshore tax havens, and there is little inclination on the part of the U.S. government and Congress to join up with the OECD’s plans, especially with the OECD blasting the United States for its low-tax and no-tax policy on foreigners. The U.S. feels it has no business, nor does any nation have any business, telling another country what kind of taxes it should have, and this has prompted some of the OECD’s angered response to the American position.


  Finally, the United States has a longstanding aversion to any international agency exercising policy on its people or affairs. The twenty-nine members of the OECD that make tax policy are not going to be permitted to make tax policy for the United States. The OECD should know that. The OECD may be able to push around the Cayman Islands and all the other small countries, like it’s the biggest gang of bullies on the block, but as for the United States, the OECD has decided to leave the sleeping giant alone, as U.S. banks and government control the world’s reserve currency and will not like being told what kind of taxes it should adopt or should force on another country. The U.S. just wants to have its taxpayers report all their taxable income from everywhereif that is done, nothing else is required. And the solution is not to act as a big bully with a novel form of coercion unknown in history, but to develop tax treaties to deal with the problem, which the U.S. seems to have done very well. The Bahamas, for example, has a new treaty with the U.S. to provide tax information; it has not been necessary to black ball the Bahamas from the U.S. banking system. Tax treaties are a well-known and well-traveled road of dealings among nations. The OECD’s big bully system is novel and most likely doomed to failuregiven time, in the long run. As the professor from Essex University said, it is like a game of chess. And the big question is, who is going to checkmate whom?


  I am reminded of the words of Boris Bittker, a leading tax academic in America at the NYU School of Law’s tax department. When discussing tax reforms that have been recently enacted, it was, he wrote “to a fee-maximizing tax professional . . . a platform awaiting for energetic entrepreneurs to construct a superstructure of previously unimaginable complexity.” The days may be gone when you could simply waltz into any number of tax havens and enjoy privacy from the world. Today you will have to work at it. The days of financial privacy are not over despite the efforts of the OECD. And when the world wakes up and discovers that one’s financial affairs are open to the nations of the world for inspection, that financial privacy is long gone, there should be a powerful backlash for a return to the days when a man’s castle was beyond the surveillance of the king, not a death knell for tax havens.
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  Slam-Dunking: Beating the SEC


  With banking privacy in the offshore world, it would seem easy to beat the SEC (Securities and Exchange Commission) on an insider trading investigation. The scenario would look like this: As an officer or major shareholder of a company, you acquire inside information; you know that once this information is made public the stock will make a big move, and those who dealt with the shares before the inside information was made public are going to make a killing on the stock. Now, you can’t act on this information, so you have your offshore banker make the trades in the bank’s name, and the real partyyoucannot be known, so you pull off the insider trades, slam dunk. If the SEC gets wind of these trades and the big gains that were made, they are stymied because they cannot breach the banking secrecy laws in your tax haven, and you have thus beaten the SEC. Sounds plausible, but don’t you believe it. If there is going to be any slam-dunking, it is with the SEC, not you.


  The case for the insider trading is an easy one for the SEC. There is a Latin saying in the law, res ipsa loquitur, “the thing speaks for itself.” The insider trade is so obvious that all the SEC needs to know is who did it, and the possible culprits are few and easy to identify. The facts speak for themselves. Here was a bank making a big killing, and it had to be based on insider information someone passed on to the bank. This trade stands out like a sore thumb because of its size, not normal for the trading account of this bank, so the only remaining question is who was the insider behind all this. Usually not too many are in the know, so the field is not large. The bank knowsit was one of its customers.


  The bank will at first bow its back when the SEC makes inquiries; the bank cannot reveal who their customer was, so that should settle it, shouldn’t it? But this is a criminal matter, and banks don’t like being parties to a crime. It is easy at the New York Stock Exchange level to find the name of the employee of the bank who made the trades, and who obviously knows the name of the client. The SEC leans on the bank, even its head office, with possible sanctions and threats, and the bank folds, reveals the name of its customer, and from there it is an easy case. If the client wants to come up with a cock and bull story about the insider information, Martha Stewart style, the Justice Department now would have another felony to deal with, and the client gets deeper and deeper in trouble. And of course, tax problems loom out there since the client is an American, and his offshore behavior is most likely subject to U.S. taxeshe is really in deep on that account as well. By the time the SEC gets involved, the tax year has passed and nothing has been reported. So his cover for his insider trading opens up another can of worms, and his troubles now compound again.


  One insider case, which made the Wall Street Journal, involved a customer who was not an insider by any stretch of the imagination. He happened to snoop into a business file his friend left lying around and noticed a merger pending. He said nothing, called his offshore banker, and asked him to acquire all the “calls” on this stock they could make, the cheaper the better. The news broke a few days later, and the inside trades made a bundle. Everything was wonderful until the SEC came knocking. The profits had to be disgorged, a fine was levied, and the trader ended up with a big mess from all sides. This case is interesting because this may not have been illegal, it may not have been insider trading at all. The offshore trader was not an insider. No one breached any confidences. It was a situation of accidental eavesdropping. The insider trading law came from a common law action by minority shareholders, who sold their stock to the management of the company without any knowledge of the inside information. The management had a duty to disclose the information they were acting upon and not take advantage of the minority shareholder. Under the circumstances, they would have to give their profits back to the minority shareholder. The federal government codified the insider trading laws with some ambiguity, so that the insider rules have a broader basis than at common law, but the rules are not clear-cut on what is and what is not.


  What usually ruins the offshore insider is that the trader is a hog, making the insider easy to find and easy to prosecute. Furthermore, the SEC is a tenacious advocate, as the famous Mr. Diamond case revealed. Of all the offshore insider traders, he was the most notorious, the most ambitious, and the most fool headedperhaps the most reckless. A book was written about his machinations, which I would urge any interested reader to obtain and enjoy. His was not just one insider deal, but a whole string of insider trades involving much of Wall Street. One of the chinks in his armor was the repetition of his trades, causing the employees who did the trades to piggyback on his trades, and that is what brought down his whole stack of cards. An anonymous letter from a small office in Venezuela written in poor English notified the New York head office of Merrill Lynch that “two of your executives from the Caracas office are trading with inside information.” That prompted an investigation that mushroomed within the Wall Street world and brought in a host of co-conspirators to the largest insider trading scandal in history. The brokers everywhere were simply piggybacking in small sums, copying the trades of the New York insider. The insider did a multitude of trades through a number of brokerage firms so as not to attract attention. But he did attract the attention of the personnel at the brokerage houses, and they followed what he was doing. (George Soros had a similar problem with his Quantum fund.)


  The insider trading in this case was not just one insider trade, but a whole series of trades, orchestrated by Dennis Levine, known by the Swiss bank in the Bahamas as “Mr. Diamond.” He was a key player in the acquisitions and merger department of Drexel Burnham, a powerhouse among the Wall Street firms specializing in mergers and acquisitions where the inside information was a temptation to those who were “in the know.” Levine’s downfall was inevitable, as his greed knew no bounds. No doubt the SEC had a lot of fun with this one. What it teaches is that banking privacy is no big barrier to the SEC, at least not in the Bahamas. They walk through it with ease. In fact, to everyone’s amazement it was the Bahamian government that ruled against banking secrecy, which, it was believed, was a huge barrier to the government’s insider case. The inside trader could hide behind banking secrecy laws and thus avoid detection. However, the Attorney General for the Bahamas ruled that stock trading is not a banking endeavor, hence the banking secrecy rules do not apply. They only apply to banking activities, not to the sale of securities. In short order, the insider was arrested. He was sent to jail for two years and had to disgorge the millions he made in his illegal trades. He was stripped of much of his wealth and was barred forever from working in the securities business in the U.S. The smaller players on his team also had to disgorge their gains and go to jail for a year.


  Besides the inside trading, the thing in this case that stands out was the game plan: to lie to the SEC and try and explain away the insider aspect. Martha Stewart had the same problem, and in my professional life I find this an all too common endeavorto try to get out from under the insider trading charge. The lies don’t work because the facts of the inside trading speak so loudly that the coverups can’t be heard.
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  The Jamaican Shuttle and Organized Robbery


  When Tax Havens Are a Positive Good


  Margaret Thatcher is remembered for cutting most British taxes in half. But she should be remembered, most of all, for getting rid of Britain’s insidious exchange controls, which were probably Britain’s worst contribution to civilization. In March 1972 the British tax ministry’s chief exchange control enforcement officer, Stanley Little, was reported on the front pages of the newspapers in London to have offered a bribe to Swiss bankers in order to obtain records of British subjects who had accounts in Switzerland, used to avoid British exchange controls. The Swiss government notified Mr. Little that he was a persona non grata in Switzerland, and if he ever set foot on Swiss soil he would be arrested.


  Americans and Canadians are not familiar with exchange controls and have not had to deal with them. Sometimes, in the Bahamas, for instance, the rates to exchange local money for foreign money are modest. The exchange rate for U.S. dollars is one for one, and has been pegged at that for many years. But if you are a Bahamian, and want to deal in a foreign currency, then you have to pay a tax (0.5 percent) for the exchange, and worse than that, you have to get permission from the Central Bank, which is a non-appealable order. If they say no, then that is the end of it; you are stuck with Bahamian dollars.


  The situation in the Bahamas is tolerable, but in Jamaica exchange controls have been the government’s word for stealing. If ever money laundering was justified, it would be with the Jamaican dollar. Here is the story of what I have named the “Jamaican Shuttle.”


  In the 1960s Jamaica became independent from Britain and established its own currency, the Jamaican dollar, pegged to the British pound at ½ a pound, or in U.S. dollars, $1.20. (The British pound at the time was $2.40 U.S.) With exchange controls, all Jamaicans were locked into the Jamaican dollar at that rate, which was not too bad at the time. With the Jamaican dollar mismanaged by the government, the rate of exchange started downward. After thirty years of exchange controls and printing money, the value of the Jamaican dollar in terms of the U.S. dollar is not $1.20, or anything like that, but two cents. In other words, it takes $48 Jamaican to buy $1 U.S. In the early 1970s, $48 Jamaican would have bought $57 U.S.!


  When Michael Manley (a buddy of Castro) became Prime Minister of Jamaica he was determined to crack down on Jamaicans with stronger exchange controls. Many enterprising Jamaicans, seeing the end of their currency’s value in the works, decided not to sit by and watch their money become totally worthless. It was not yet down to two cents. With Jamaica less than two hours by small plane from Cayman, the Jamaicans went to their local banks, mostly Canadian, and acquired large bundles of Jamaican currency. The bundles were loaded on to small single-engined Cessna airplanes, which landed on dirt roads in Jamaica. The planes flew two hundred miles to the west, to the Cayman Islands, where the money was deposited in Cayman banks. The Jamaicans would set up accounts in Grand Cayman, converting the money into sound currencies and thereby evade being locked into Jamaica’s exchange controls. I like to call this the Jamaican Shuttle, justifiable money laundering at its best.


  This procedure remained undetected until the local banks in Jamaica ran out of currency. Then they made frantic calls to their sister banks in Cayman, and the money was recycled back to their branches in Jamaica. Word got out and soon every banker knew about it.


  Protecting people from abusive exchange controls is one of the many virtues of tax havensask any Jamaicans who used the Jamaican Shuttle. You cannot fault people for taking whatever steps they can to protect their wealth from plunder by governments. It is as instinctive as resisting a robber. Indeed, the robbery label has been applied to taxation that borders on plunder ever since the days of the Roman Empire. Roman historians, writing two thousand years ago, called the Roman system “organized robbery.” One Egyptian living under Roman taxation wrote, “Let us flee to the land of the barbarians where we may live as free men.” The land of the barbarians was a tax haven. The OECD should look withinnot at the havensto see if their tax systems qualify as modern day “organized robbery.”


  Our progressive tax systems, which were promoted in the nineteenth century by Karl Marx in his Communist Manifesto, met with considerable opposition at that time because it was believed that for a tax to be just it had to be uniform and equal for all. The modern income tax was an invention of the British to finance the war against Napoleon, sometimes called the tax that beat Napoleon. It was also the British who, at the end of the nineteenth century, invented the progressive tax aspect that has spread throughout civilization, and thus has given birth to tax havens. The first progressive rates were very modest by today’s standards, with the top rate less than 10 percent, yet in 1894 the London Times didn’t have any difficulty zeroing in on the consequences of progressive rates:


  Single out the big and moderately big properties for attack, and very soon as if by magic they will begin to evade you and disappear, as all things in the world very reasonably do when singled out for attack. Even the half starved crow will not wait to be continuously shot at. . . .


  When the rule of arithmetical proportion is broken, the door is open to extortion.


  In 1970, a British tax writer, James Coffield, commented on progressive rates at that time, which were from 1 percent to 80 percent. He called such rates “a scaffolding for plunder,” using the words of a former Chancellor of the Exchequer, George Goschen. “Plunder” is hardly a word to describe a just and fair tax system. Again, a world of tax havens never would have developed if Western governments had not decided to plunder their taxpayers.


  There is an iron law of history, that when governments tax too much, taxpayers will respond in some way for relief, to avoid and evade unduly heavy, harsh taxation. That is a certainty, and governments should not kid themselves that taxpayers will toe the government’s line under abusive tax laws. The OECD should know that. The response of angry taxpayers may be violence, like the American and French Revolutions. In the latter, the French taxpayers were so fed up with the abuse by their government’s tax system that they hauled off to the guillotine every tax officer they could find. One of Napoleon’s insurmountable problems was that there were very few tax officials left alive to administer any kind of a tax system.


  Where there is not violence, there is fraud. A notorious case of fraud was the evasion of the “royal fifth” by Spanish galleons in the sixteenth and seventeenth centuries. They were bringing silver, gold, and all kinds of wealth from the Spanish colonies in the New World, which were subject to a 20 percent tax. Edward Gibbon, in his Decline and Fall of the Roman Empire, focused upon the “arts of fraud” as a factor in Rome’s demise. The arts of fraud are with us today, and are not necessarily limited to tax haven operations.


  Today, the use of flight to avoid tax has been in vogue, and taxpayers who feel their tax system is oppressive take flight to tax havens in one form or another. It is not as dangerous as violence or fraud so often undertaken throughout history. The ancient Greeks’ solution to tax evasion was to make the rates so low evasion wasn’t worth the effort. When President Reagan, with Congress on his side, reduced the top tax bracket from 70 percent to 28 percent, many tax accountants were confronted with taxpayers in the underground economy who wanted to get back in the tax system and pay what they believed were acceptable rates. This is a lesson the OECD should learn, and forget trying to be a big bully hammering on the smaller nations that have become a refuge from the heavy tax systems of Europe’s socialist governments.

 
  Chapter 4 [image: image]


  An IRS Spy in the Cayman Islands Police Force


  In the early 1970s, Derrick Tricker was solicited to spy on Americans using the banking facilities in Cayman by IRS Special Agent Ralph Kaminsky from the Reno office of the IRS. The event is recorded in the famous IRS Gordon Report, as follows:


  In another effort, a special agent from the IRS Reno District established a liaison with a police official of Grand Cayman Island, who subsequently furnished limited information concerning bank accounts of U.S. citizens. This effort called “Project Pirate” was terminated in 1975. (Tax Havens and Their Use by United States TaxpayersAn Overview. A Report to the Commissioner of Internal Review . . . Public Document 81397. Richard A. Gordon, Special Counsel for International Taxation, I.R.S. pp. 114115.1)


  Little did anyone in the Cayman Islands financial community in the early 1970s realize that the head of the CID (Criminal Investigation Division) was working for the IRS, spying on Americans who were using the banking facilities on the island. The Gordon Report doesn’t give names, but to the members of the banking community, everyone had the necessary information to make the connection to the head of the CID. Next to the chief of police, he was the top man. Derrick Tricker was a kind of joke on the island. He wore a Sherlock Holmes style rain coat and hat, even when there was no rain in sight. He smoked a Dr. Watson style pipe. He would visit bankers who were friendly to him, for a “friendly chat,” with the words “I’ll tell you what I know, if you will tell me what you know.” The bankers thought of Tricker as a harmless third-string British colonial servant. Cayman was a dead end with little crime and not much to do.


  When Ralph Kaminsky, the special agent from Reno, showed up, he stayed at the Holiday Inn, and soon after checking in, Tricker would show up and visit with Kaminsky in his hotel room, often for hours. At that time the phones would ring among many of the bankers, notifying them that the IRS man from Reno was at the Holiday Inn, holed up with Derrick Tricker. One day in 1975, while I was living in the Caymans, I got a call from a fellow banker: “Ralph Kaminsky is in town, He arrived at the Holiday Inn with Superintendent Tricker. They spent the entire afternoon together behind closed doors.” This must have been quite a switch, for the Intelligence Division of the IRS to have been under surveillance by the banking community in the Cayman Islands.


  During that visit in 1975, Derrick Tricker left the island in somewhat of a hurry, and an attorney in California, who knew Kaminsky, called and told me Kaminsky had gone to the Cayman Islands to say goodbye to the head of the CID. That should have set off a lot of bells and whistles, as Kaminsky probably would have had to obtain funds from the IRS for such a trip. My guess is the Cayman government got wind of what was going on, and Tricker was asked to leave. I came to this conclusion shortly thereafter, when the head clerk at a British accounting firm that I used, who was a good friend of my secretary, had a few too many drinks at the Lobster Pot, a famous hangout for the locals. She confided in my secretary that a Cayman police officer had offered a bribe for the records of my trust company. Enraged, I took the matter to the head of the banking association and was told they were aware of this, and that they did not want the story to leak out. The matter had been taken care of. Tricker had departed from the Caymans; just let the sleeping dog lie. Obviously, such information would be a black eye to the banking facilities and could even cause havoc to the banking business by impairing the world’s confidence in the budding Cayman financial communitywhose initial claim to fame was the integrity of the banking community as a safe place to do business, free from corruption. And this was corruption!


  Special Agent Kaminsky had been given a blank check to roam the world to get to the bottom of Howard Hughes’s mining deals. Hughes was the chief suspect as the architect or prime beneficiary of all the overseas arrangements structured out of the funds generated from the worthless mining claims, from the Hughes Tool Company. He alone approved the deals. Besides the tax problems these funds generated, Watergate was in full swing, so Kaminsky had a second chance at fame by tying Hughes’s money to Watergate, which soon expanded to cover just about everything any Republican politician did. Kaminsky was a tenacious, competent, and tireless investigator. Like a bird dog, he tracked much of the money and most of the records to the Cayman Islands and Curaçao, after first going to the Bahamas, the Netherlands, Belgium, Panama, and to numerous tax professionals in the United States known for their expertise in offshore affairs, even when they had no known connection to what had happened. In other words, no stone was left unturned. This was a big case for Kaminsky, undoubtedly the high water mark of his career as a special agent. For a few years it was his whole life. He had worked out a deal with the Hughes Tool Company to turn over all of his evidence, if they would do the same, and in turn there was a tax plum to the Tool Companya writeoff for misappropriated funds. Kaminsky needed all the help he could get, and the friendly but incompetent Tricker was on his list of useful sources, or so he thought.


  Tricker was of the Keystone Kops variety of police officers. He would drive by our house every morning, slow down, peer out of his car, and then speed up, presumably just to see if we were on the island. I thought it was funny, but my wife Tamara, who had grown up in the Soviet Union, did not. It finally got under her skin, and she went to the police department, and in front of the other officers she blasted Tricker for putting our house under surveillance. She let him have it: “When are you going to stop spying on us? It is about time that silliness stopped!” Tricker’s face turned red, his mouth dropped open, and his pipe dropped out. You could have heard a pin drop, she told me, and then she left, and we never saw him drive by our house again. It was shortly thereafter that he left the Cayman Islands.


  After Superintendent Tricker’s departure the banking privacy laws were greatly strengthened, partly because of the Field case (see Chapter 9). Punishments were made felonies. Could the case of the police officer IRS spy have contributed to those tougher laws?


  _____________________


  1This document is available online at http://ia600308.us.archive.org/32/items/taxhavenstheirus01gord/taxhavenstheirus01gord.pdf


  Chapter 5 [image: image]


  The Strange Case of Dr. Meier and Mr. Hughes, Part 1


  The story of Hughes’ payoffs to President Richard Nixon is so enmeshed in deceit as to be almost indigestible. There was, seemingly, no end to the sources of or the conduits for cash, and the problem facing any student of Hughes’ political munificence is that just when it seems that all the bagmen, and all the sundry fonts, have been identified, another distributor or another fund pops up.1


  In the 1970s, in my office in Grand Cayman, Owen Latimer, a private detective for the Hughes Tool Company, said to me, “Who’s going to write the book, you or me?”


  So far, after all these years there is no evidence that he undertook the task, so it would seem appropriate for me to tell the story as I saw it. The recent film The Aviator has once again rekindled interest in Howard Hughes, which, since his death, has brought forth a number of books and more than one 60 Minutes account of certain aspects of Hughes’s bizarre life. I have collected a shelf of books about Hughes, going back over thirty years, and every year or so a new one comes out. The following story has never been told, other than brief accounts of Hughes’s acquisition of gold mining claims, which were said to be a rip-off by one of his aides, when the “old man” caught “gold fever.” That is most unlikely. What is more likely is that these claims were just part of one of many shady deals that were the substance of his life. That is most likely what was going on, not gold fever. Hughes’s gold fever was just one of his many dirty operations, which fit better in his business dealings, rather than a mad venture into gold mining. No one seems to have been aware that the funds from these claims were most likely to be conduits for an offshore Hughes slush fund. The so-called “swindle” was a coverup, and it obviously worked well.


  Mr. Latimer had conducted an extensive investigation into the monies for the mining claims over a period of almost a decade. He was one of Hughes’s private investigators working for a company in New York known as Intertel. These detectives executed a string of burglaries in five countries that I know of. They were chasing Hughes’s money, trying to obtain financial records, and the burglaries were performed with considerable expertise. If Nixon had hired them instead of the clowns who botched up Watergate, he would have finished his second term with distinction. Besides Intertel, the then Intelligence Division of the IRS and Justice Department were also hot on the trail.


  If fact is more interesting than fiction, then the strange case of Dr. Meier and Mr. Hughes, if ever fully told, may be more intriguing than Stevenson’s The Strange Case of Dr. Jekyll and Mr. Hyde. Even the Watergate drama takes on a new dimension.


  In the late 1970s, a veteran CIA official, Ferd Stackle, on the eve of his retirement, told me that Watergate was caused by Johnny Meier, an aide to Howard Hughes. Watergate now appears to be much more than just the hardball of the 1972 presidential campaign. Nixon’s intrusion into the blunders of his aides may have been motivated by more than a desire to help a botched intelligence break-in at the Watergate Building in Washington, D.C.


  The story that follows is about the Hughes mining deals, as I like to call them. The viewpoint here is not the view of the many biographers of Hughes and is shared by only those few who were on the inside. The accepted view is expressed in the book by Phelan and Chester, The Money, which notes that:


  John Meier made a name for himself with a major scam in Nevada. Assigned a role in Hughes’s mining division, Meier expended millions of Hughes’s money on gold and silver mining claims, almost all of them worthless. . . . He also enjoyed close links with the president’s brother, Donald Nixon, who had a patchy record as a businessman. The intimacy became alarming to the White House, which ordered a wiretap on Donald Nixon’s phone to monitor his contact with the resourceful Johnny Meier. . . . Meier was being sought by Summa for a court approved restitution of $7.9 million, the amount he was said to have extracted from Hughes by fraud.2


  This view of the mining operations has been well accepted by all biographers with no questions asked, except for Bartlett and Steele. In their biography Empire: The Life, Legend, and Madness of Howard Hughes, they did ask the big question:


  How was it possible for Hughes, the businessman always so suspicious of others, to spend $20 million for gold and silver mines that, for the most part, had no value? Perhaps the most likely explanation, and one never pursued by either the Hughes organization or any law-enforcement agency, was the most obvious. . . . Simply stated, it was this: the great gold and silver swindle could not have been carried out without the cooperation of someone in the Hughes hierarchy, someone in a key position until the day Howard Hughes died.3


  There were two other problems with the so-called Meier swindle claim. After years of investigations in many countries, none of the money ever found its way into an account belonging to John Meier. Furthermore, the monies were at times under the control of some of the world’s most respected banks and bankers, lawyers, accountants, and trustees, and if they had been holding the funds for Meier, they most likely would have returned the money to its rightful owner. But that did not happen because Meier never had the money in the first place. Furthermore, in an effort to get some dirty goods on Bob Maheu (a former FBI man who was deeply involved in the CIA plot to murder Castro), hoping that Meier could be of help, Summa (successor corporation to Hughes Tool Company) quickly dropped its whole claim against Meier simply for his help and cooperation against Maheu, which didn’t amount to much. The real plum for Summa was the tax write off which they had already secured with their deal with the IRS.


  The “mining deals” were a large number of purchases of mining claims by the Hughes Tool Company in the State of Nevada over a three year period, from 1968 to 1971, with the blessing of Mr. Hughes. Later these mining claims and the litigation that developed was taken over by a successor corporation, named “Summa.” “Dr.” Meier, reported to have two PhDs, was the scientific adviser to Howard Hughes and was in charge of the purchases. As it turned out the claims were of little value and had been inflated many times from their original cost. For example, one group of claims purchased by Hughes Tool Company for $1.9 million in December 1969 was acquired by the sellers earlier in the year for $25,000. The seller was a Netherlands corporation, which at that time was exempt from tax on real property gains.


  Dr. Meier is recognized as the mastermind behind these swindles, with Mr. Hughes the innocent victim, via the Hughes Tool Company. A few people on the periphery of these deals do not believe Mr. Hughes was so innocent, and neither did the Justice Department or IRS. And, to use the words of Martha Mitchell when she was asked about Nixon’s professed Watergate innocence, “He knew about the whole god-damned thing.” The main difference being that Hughes had enough horse sense to extricate himself from the mining deals once they were bungled in the early stages. There just may not have been any swindle at all, but a clever scheme to set up a slush fund for Hughes to hide behind; a fund he so desperately needed for payoffshis primary modus operandi for getting people to do what he wanted. There are just too many unanswered questionstoo many bits and pieces of evidence that are not consistent with the swindle storythat show Hughes was involvedthat something was rotten at the Hughes end of the deals. And then there is the gut feeling some of the participants had which intuitively cuts through the fog that is impenetrable to those on the outside looking in.


  In the mid-1960s, Howard Hughes moved to Las Vegas, in secret as usual, and also, as usual, hiding away from the world, this time in the penthouse at the top of the Desert Inn. He became increasingly active in the affairs of the Hughes Tool Company, directing the grooming his new Nevada chief, Bob Maheu. Maheu, to everyone’s surprise, never met Howard Hughes. And he was in no way like the chief corporate officer of the Tool Company, Bill Gay, a devout Mormon. Gay was responsible for corporate affairs and for selecting the “Mormon Mafia”the personal aides who were the only people to deal with Hughes face to face on a daily basis.


  Maheu seemed more like what one would expect from a Hughes chieftough, daring, and not overly concerned with propriety. Bill Gay was too honest to share all his boss’s secrets, or to carry out many of his under-the-table payoffs, or off-color projects. Maheu, at his boss’s bidding, undertook a number of missions on the edge or even outside the law. Both Hughes and Maheu may have brought out the worst in each other. Some years later, after Hughes died, the 9th Circuit Federal Appeals Court reversed the slander judgment Maheu won against Hughes, by observing that there was a mass of “persuasive evidence” showing that Maheu was, in addition to his positive qualities, “dishonest, a thief, an embezzler, and a perjurer”qualities, we might add, that were necessary for Hughes’s darker side.


  Hughes had grandiose plans for Nevada, starting with the acquisition of as many casinos as he could lay his hands on without getting in trouble with the Justice Department’s Antitrust Division. His presence was looked upon with favor. For he was carrying on the local motto: Keep Nevada Green. Hughes’s money, like anyone else’s, was welcome, especially since he brought to the gaming business an owner free from underworld taint.


  In 1967, it came to Hughes’s attention from his wife, Jean Peters, that there was a new Hughes company in Los Angeles called Hughes Dynamics. It was Bill Gay’s baby, established to market computer technology. Hughes ordered it closed, and Bill Gay had a lot of employees to fire. One was John Meier. Out of a job, Meier appealed to Bill Gay for helphis wife was dying of cancer, said Meier. She wasn’t, but who would think of questioning such a tragic story, especially when Meier had a family of small children. Gay pressured Bob Maheu to hire Meier in Las Vegas and give this unfortunate soul a helping hand.


  In the years that followed, Meier used this ploy from time to time, even on me. One day in 1972 he told me on the phone that his wife had cancer. Nothing more said. But a year later he called me one morning from Winnipeg, Canada, and in a grief stricken voice, he said his wife had just died. He was without funds and was stranded with his small children. He desperately needed money to pay the hospital bills and funeral expenses. Would I send him five thousand dollars as soon as possible? I ordered the bank draft and went home for lunch and told my wife the story. She had met Meier a few months before, when I had asked her to have dinner with him and tell me what she thought about him. Anyway, when I told her of the tragic story she firmly said, “It is not true. He is a liar and you can kiss the five thousand dollars goodbye.” I argued with her that no one would make up such a story, but because of her track record in judging people, I did not send the draft. A few months later I learned from one of Meier’s friends, who laughed when I reported the story of Mrs. Meier dying, that Meier and his wife had visited with them a few days before and she was alive and in good health.


  Dr. Meier, with his two PhDs, was betrayed by his bad grammar. Bob Maheu later recalled wondering “why such a well-educated guy spoke with such appalling grammar.” Actually, he was only using the street language of New York City where he grew up, and his morality was not unlike the hardball game New York City is noted for, in which most out-of-towners get ripped off as an initiation fee for doing business in the Big Apple. For some unknown reason, no one at the Tool Company saw through Meier’s phony scientific credentials. Years later it was discovered Meier only had a high school diploma.


  From an assistant to marketing in Los Angeles under Bill Gay, Meier came forth in Las Vegas as a multi-PhD scientist. How this metamorphosis happened has never been explained. Nevertheless, Maheu put this scientist on his payroll as Hughes’s “scientific adviser,” and sent him off on jaunts to Washington to deal with the Atomic Energy Commission, with other scientists and politicians who might be able to help Hughes stop atomic testing in Nevada. Meier wrote a small book, Speaking for the Earth, and set up the “Nevada Environmental Foundation,” all for the cause of ecology.


  In Washington, Dr. Meier moved with ease within prominent governmental, social, and political circles. Hughes’s companies abounded with highly educated personnel, so as Mr. Hughes’s “scientific adviser” he had extraordinary credentials, and his tall six-foot-three-inch frame made him an even more impressive person.


  The first questions I asked Meierwhich are usually the first questions anyone who worked for Hughes is askedwas “Have you ever met Mr. Hughes? What is he like?” In response Meier related tales of secret meetings and bits of information and stories about the eccentricities of the “Old Man,” as he was called. Many of the stories and facts about Hughes that Meier related were proven to be true. At the same time that the Summa corporation was saying that Hughes was competent, was being visited every month by his doctor from Utah, and was running the affairs of his vast empire, Meier described him as being a vegetable, a psychotic, and a hopeless drug addict, which was the truth. The Summa story was simply not true at all.


  At that time it would have been almost absurd not to believe that Mr. Hughes’s personal “scientific adviser” was not in personal contact with his boss. A few years later, of course, the world was shocked to learn that Bob MaheuHughes’s “right arm” so to speak, who ran the Nevada Operationshad never seen Hughes face to face in all the years he was in charge at Las Vegas, only a few blocks away from where Hughes was living.


  The mining deals started in March 1968, when Maheu wrote a memo to Hughes suggesting they consider “tying up” the gold properties in Nevada because of the unusual interest in gold on the world markets. It was, nevertheless, a fairly low-key memo; as was the response from Mr. Hughes. At that time gold was hardly a desirable commodity for Americans, because the law forbade them to own gold, and all the gold mined in the United States had to be sold to the U.S. Treasury at a fixed price, below the world price. Consequently, there were no active mines in the United States, and the prospect for opening up gold mining, gold holdings, and the acceptance of world prices were highly speculativeextremely so.


  World markets were active, primarily because the U.S. Treasury was having trouble holding on to its gold. The dollar was in trouble overseas from an ever-growing trade deficit. Furthermore, billions of dollars had been poured into Europe under the Marshall Plan and to maintain U.S. forces in NATO, and this huge pile of money created what is known as the eurodollar marketthe world’s reserve currency after gold. European bankers were uncomfortable with their dollars and started to redeem them for gold. U.S. dollars in foreign banks, unlike American banks, could lay claim to the gold in Fort Knoxand this they were doing. President Johnson resorted to a number of band-aid efforts to try to check the problem, like punishing Americans for having deposits in foreign banks. Nixon eventually took the dollar off the gold standard completely, and U.S. dollars could not be converted to gold. Sometime later the U.S. Treasury started selling gold at $150 an ounce, claiming that gold had no value for money purposes. Naturally, it was the Swiss banks that bought up the gold.


  Back in 1968, however, the prospects for a major increase in the price of gold was speculative in the extreme so far as gold mining in the U.S. was concerned. Even if foreigners were able to force a devaluation of the dollar in terms of goldwhich is what was behind the activity in world marketsit was still unlikely the U.S. government would permit Americans to own the metal, or that gold could be sold by Americans at the world market price.


  Gold Fever?


  Looking for some reason to explain Hughes’s irrational venture into the business of buying up gold mining claims with a fever, Hughes’s biographers contend that Hughes was swept away with “gold fever,”like something out of the nineteenth century Wild West. They note that he bought everything in sight in a frenzyat any pricethat might have “gold in them thar hills.” What other explanation is there? How else can you explain this total shift in the reclusive billionaire’s customary habits of caution and care that dominated his business acumen over his lifetime? Given the facts available to them, the biographers came up with just about the only explanation possible. But it can be maintained, in the final analysis, that his buying frenzy had more to do with his primary modus operandi, that he could buy any man in the world. But more on that later.


  Incidentally, gold was occasionally recovered as a byproduct in the process of refining ore for other valuable metals, and when this happened in mines located in the U.S. it presented an interesting problem to the mining company. Do you process the gold and then sell it to the U.S. Treasury at a price less than the world price? Or do you secretly ship the metal to some other country where it can be sold for its true value? That is what the mining companies were doing in Alaska. In 1972, in Cayman late one night, a DC 6 cargo plane from Alaska landed after leap-frogging over the U.S. Its cargo was 60 percent semi-refined gold ore from mines in Alaska. It was delivered to one of the Cayman banks. The bank then took charge of the ore and shipped it on to Europe to be further refined into gold bullion. This cargo from Alaskan mines had accumulated over the years and in its semi-processed state was not too conspicuous. At that time the price the U.S. Treasury was paying for gold was considerably less than the world price, so it is no wonder the owners set the ore aside and then sent it on for further refining outside the United States. The U.S. laws were little more than legalized theft, and the Constitutional requirement that private property cannot be taken without just compensation was not, for some strange reason, applicable. I mention this story to show that even after three years of Hughes’s mining purchases, it was necessary to market gold in a devious way in order to obtain the world market price.


  Hughes had a long history of caution in his business dealings. He did, from time to time, develop an intense passion for some of his pet projects for which he had a strong attachment. Airplanes and airlines were unquestionably the love of his life, and he sought out and purchased Air West to fill the vacuum in his life after he divested his control over TWA. Yet despite this airline fever, he never once lost his prudence, and went so far as to suggest at one stage during the negotiations that maybe he couldn’t afford to pay the price. At the same time, he was buying mining claims with reckless abandon. With Air West he drove the price down to less than half its reasonable value, and even got himself indicted for his skullduggery. Investment fever never caused him to lose his caution.


  When the purchase of gold mining claims started, Maheu and Hughes agreed to make the purchases in secret so as not to drive up the price of gold-mining properties. Maheu brought in Meier for assistance. Neither of them had any experience with mining or mining claims, so it was a case of the blind leading the blind. Soon there was a news leak about Hughes being interested in mining claims, and that he was the real buyer. The mining towns of Virginia City to the east of Tonopah were ecstatic. For decades these towns hadn’t been much more than tourist stops and ghost towns. If Hughes was doing great things for Las Vegas, he was doing wonders for the depressed mining districts of the north. The news leak was traced to Meier; normally it would have been routine and inevitable that he would have been fired. However, the inevitable did not happen. Instead, two strangeindeed almost bizarreevents took place. First, Hughes sent a memo to Maheu telling him not to fire Meier; second, two weeks later Hughes took the matter into his own hands and appointed Meier czar over the mining purchase operations, taking Maheu out of the picture.


  Meier now had two important roles, which on the surface were unrelated. He was a scientific adviser who advised stopping atomic testing in Nevada, and he was chief purchaser for mining properties. He had also, in some way that has never been illuminated, established himself with the powers that be (that controlled Hughes) at the penthouse. Considering Hughes’s fetish about secrecy and the inevitable consequences of a dramatic rise in prices, the news leak about his connection to mining claims was serious and inexcusable. But instead of being fired, Meier was promoted into the top echelon at the Desert Inn.


  A year later, in July 1969, this episode repeated itself. Meier and Donald Nixon became good friends. The White House was concerned and wanted to know what was up between one of Hughes’s top aides and the President’s brother. The President did not want another embarrassing Donald NixonHoward Hughes financial arrangement like the one that he felt had cost him the 1960 presidential election and the California governorship in 1962. Maheu was contacted by the White House and Meier was confronted with the President’s worries. Meier insisted the relationship was only social, with no business being undertaken. Nevertheless, Nixon had his brother’s phone tapped. A recording was sent to Maheu of a conversation about an upcoming meeting at the Orange County airport in California, which seemed to have business purposes in mind. Surely, Meier would get fired this time for stepping on the toes of the President. But once again, with greater emphasis, orders came from Hughes to Maheu, “Meier should not be fired under any circumstances.”


  The foregoing two events directly link Hughes to Meier in some kind of an important relationship. Twice Hughes interfered with what should have been routine dismissals for malfeasance. Hughes’s intercession for Meier contrasts with his later affidavit in 1973 that he never met Meier, but only knew of his work and existence. This affidavit was taken to block an attempt to take Hughes’s deposition. (At that time Meier was not living in the U.S.) While the Summa people were telling the world that Hughes was competent and ready to testify if need be, Meier was maintaining that Hughes was just a vegetable, a hopeless addict and psychotic; we now know that Meier was right and Hughes had already descended into madness.


  The critical question should have been directed at the mining claims and Hughes’s approval of all the payments. Large payments like those made for the mining claims all required Hughes’s personal approval. Not even Maheu had the authority to authorize such large payments. Besides approving the payout, there were other questions, like the whys and reasons behind the mining investments, never properly tested, as would have been customary and routine. It wasn’t just a sting or two, but a whole series of purchases from 1967 to 1969. The sheer number and time factor, when added to the amount of 20 million dollars, makes it impossible for Hughes to have been caught off guard and to have made any foolish investment decisions. The mining purchases involved a lengthy, calculated, continuing program of fiscal adventures designed to divert overseas $20 million from the Hughes Tool Company over a two-year period.


  The mining purchases took many forms. Some of the funds are reputed to have passed through to Meier in some fashion. The lion’s share ended up in countries and banks Meier knew nothing about. Most of the funds were in limbo, waiting for instructions on the next move. Unfortunately, the whole affair “blew up” before the plan came together. When that happened the money seemed to be up for grabs, and most of the people Meier associated with ran off with the funds. It appears that Meier was fleeced as much as the Tool Company was.


  Soon thereafter, with all fingers pointing at Mr. Hughes as well as Dr. Meier, the Summa corporation started crying foul, especially to the IRS, as tax deductions were endangered, as was Mr. Hughes himself for his connection to the payouts and purchases. In 1974 when I asked one of the Hughes people about the mental condition of Mr. Hughes, I was assured he was healthy and in full control of his faculties. In fact, he was the vegetable Meier had claimed him to be. Meier obviously had a better connection to Howard Hughes than the Summa people did.


  I also asked how it was possible for a man of Hughes’s caution and long business practicehard bargaining, distrustful, and cautiousto have bypassed all sense of prudence and horse sense. Where were his geologists, mining experts, lawyers skilled in mining investments? Had everyone lost their minds? The Hughes organizations had never offered any rational explanation other than to say “Hughes had a lot of money to invest” from the TWA sale. Another lawyer, who was with me when I asked these pointed questions, said the response of the Summa people reminded him of a dentist drilling away and hitting a nerve! This highly sensitive question must have been asked before by othersby government investigators perhapsand their stock answer made them squirm a bit, because they knew it was for a coverup that did not hold water. Bartlett and Steele were on the right track to suggest that someone close to Hughes was responsible for the mining purchases. But that someone was most likely Hughes himself. He was the most likely candidate, and he was the one candidate not investigated. The biographers make a great effort to show that Hughes was a meddler in whatever his executives and aides were doingwas meticulous in detail, a perfectionist, he was a detail man through and through. As a film director he took one hundred shots of Jane Russell’s bust while filming The Outlaw before he was satisfied, and he ended up finally designing her bra.


  An investigative reporter from Canada’s Maclean’s magazine came very close to the mark:


  He [Meier] was savvy enough to hide his shady business dealings behind offshore corporate aliases and front figures, in money havens such as Liechtenstein, Switzerland and the Bahamas. All of which makes it next to impossible to uncover his financial affairs completely, although both police and private investigators have tried hard to do so over the past 10 years. And uncovering details of his daily activities is also difficult since those who are his chief accusers in the U.S. are often persons who themselves also have something to hide and are not prepared to reveal the truth. Such a situation existed particularly in the Hughes organizations where secrecy pervaded the whole conglomerate and the infighting among the power-hungry factions makes a Byzantine court look like a boardroom of one.4


  The Justice Department and the IRS made an extraordinary effort to get to the bottom of the money trailas one of the special agents described to me, “the nuts and bolts” of what happened. Special agents visited seven countries that I know of, and utilized every resource at their disposal. Because burglary and bribery were not permitted, they made a deal with the private investigators of the Summa people, who had no qualms about such criminal acts. Summa would get its tax writeoffs, and the U.S. government would get the results of their investigations. A cozy arrangement for sure.


  Some of the funds ended up in Liechtenstein foundations, which are entities unlike anything in other countries. In 1973, the Justice Department learned the details of some banking transfers to Liechtenstein. An IRS agent of considerable staturethe regional counsel at San Franciscoconfided in me that he wanted to tie up the funds even though they belonged to the Hughes Tool Company, because the Tool Company was chasing the funds as the rightful owner. He said there were a number of questions Mr. Hughes needed to answer, and which only he could answer, and the agent would release the funds after he had a little chat with Mr. Hughes. Mr. Hughes never submitted to the little chat, and the IRS regional counsel was never able to tie up the funds.


  Most likely the IRS regional counsel would never have succeeded anyway, if the events of a year before are meaningful. Hughes’s jet had landed for fuel in Miami on its way to London. The local IRS got wind of this and met the plane to serve an IRS summons on Mr. Hughes. As the agents approached the jet, Mr. Hughes said, “Call Chester Davis.” Ten minutes later the IRS agents backed off and left. The Justice Department had called the agents and that ended it.


  Part of the deal between the U.S. government and the Tool Company for the full cooperation of the Hughes investigators with the Justice Department and the top brass of the IRS was that Mr. Hughes and the Tool Company’s top executives would be immune from IRS summons or indictments. The fact that Chester Davis, the top lawyer for the Hughes Tool Company, only needed ten minutes to call off the IRS dogs confirms that this matter had been settled. Deals of this magnitude don’t filter down to the field agents.


  The IRS field agents were on the right track in going after Hughes. The years of investigation had gotten rid of any visible culprits in the Tool Company one by one, leaving all roads pointing to Mr. Hughes. As the IRS regional counsel expressed, there were questions Mr. Hughes needed to answer, and only he could answer. But the government had made a deal at the top level and had to honor the arrangement, even though the years of investigation had stripped away all possible culprits except Hughes. And although they finally came to the point where Hughes had a lot of explaining to do, the deal had been made, and the government felt compelled to honor it. As the investigation had finally developed, there where a number of factors that could only be explained if Hughes was involved. Because the money payments were so large, he and he alone had to authorize the payments. I think that is where the “little chat” would have focused.


  It is difficult to believe Hughes was not in cahoots with Meier in some way, directly or indirectly, even though he maintained in an affidavit that he had no personal, face to face, relations with Meier. Whatever his involvement was with the mining deals, he would have withdrawn his involvement once the planning was botched. He wisely left the United States to avoid the transactions and the slush fund planning. The columnist Jack Anderson reported that Hughes left the United States to avoid the IRS. What other tax ventures was Hughes involved in that would have driven him into exile besides the mining deals?


  One of the recognized modi operandi of the reclusive billionaireas well with most powerful political and business leadersis to keep a distance from any corrupt activities, and if a questionable venture turns sour, to profess innocence. Reagan wisely kept his distance from the Contra affair, no doubt benefiting from Nixon’s bad judgment with Watergate, when Nixon should have kept his distance and saved his presidency.


  Throughout the Nevada years, Hughes sent Maheu off on one illegal assignment after another. Of all the dangerous operations the billionaire pursued, the foxy mining deals would have been the most risky, but also the most rewarding. What other IRS tax problem did Hughes have that were so serious as to cause Hughes to leave the United States, as Jack Anderson reported? His many biographers suggest that the campaign contributions to Humphrey and Nixon were the cause, but these contributions were petty and old hat to Hughes. He also had plenty of bagmen to hide behind.


  Hughes left the United States in 1970 and went into exile just when the mining deals were uncovered by the IRS Intelligence Division (criminal division). Just a coincidence?


  If Hughes was the key man in the shadows in the mining deals, why did he do it? Why take the risk? Was this just part of the madness which at that time ruled his life? Apart from some minimal risks, common for Hughes, this was not madness.


  _____________________
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  Chapter 6 [image: image]


  The Strange Case of Dr. Meier and Mr. Hughes, Part 2


  A Slush Fund for Hughes


  I can buy any man in the worldfor every man has his price.


  John Meier to the author, quoting the “Old Man”


  (Howard Hughes)


  A slush fund is simply money set aside to make payments under the table, whose originator’s identity is to be kept confidential. In many countries such payments are indispensable to doing business. They are probably the most ordinary and necessary expenses there are, and slush funds are the most common and useful way to make such payments. Just try to do business without them in some countries. A slush fund or two would have been ideal for Mr. Hughes, who believed in doing business and getting his way by simply buying people, “for every man has his price.” So if you have the money, use it to accomplish your needs and objectives. That was Hughes’s philosophy of life.


  When the U.S. Congress tried to export its business ethics abroad, most often it placed an insurmountable burden on American business. Most often it just meant rearranging payoffs by using foreigners to make the payments in a disguised form. The business ethics never were exported; in fact, they never even made it to the docks.


  In many countries where payoffs or bribes are standard operating procedures, these payments may not be any more corrupt than the tip you give the head waiter for a better table. The wages of these officials are very low and these “tips” are the real income they need and expect, although that may not always be the case. Nevertheless, these payments are for services rendered, and if you don’t make the payment, most likely you won’t get the service.


  Large companies solve the problem of doing business abroad by any number of schemes. One scheme is to search through their employees and find one who is a non-U.S. citizen, who is reliable and has been a faithful employee of some rank. He is asked to give up his American residency, move to the Cayman Islands, and form a company in Cayman. He then buys the goods to be exported, with title passing to this Cayman company which is owned by a non-U.S. person. The goods leave the U.S., FOB at any number of U.S. ports. The Cayman company, as the absolute owner, then sells the goods to a foreign entity and makes the necessary arrangements and payoffs. I saw this scenario played out by an NYSE company with a long-time-trusted Canadian in its ranks.


  Unfortunately, not all American companies are this enterprising, but, by and large, the above scenario in some form is what American companies have to do in the cut-throat arena of international business. Those who have not been so enterprising have lost out to Japanese, German, and other competitors. (Canadian companies, for instance, have a free hand to sell their productsoffice furniture, locomotives, and other non-military productsto Cuba. Thanks to the stupidity of the U.S. Congress, U.S. products cannot compete with foreigners whose governments, unlike the American government, are not so stupid.)


  So much for slush funds overseas. At home, such funds are not only illegal but unethical as well. We frequently read about politicians at all levels going to jail for taking payoffs. Abscam1 was one of the most publicized and sensational stings of our times. These cases were unique because the government instigated the whole thing. Why do they need to drum up business and entice politicians to be stupid and crooked, when there is so much real crime around?


  A Hughes Slush Fund


  In November 2004, the Discovery Wings Channel ran a program on Hughes and some of his illicit operations. They commented that “Hughes was involved in dirty business with so many powerful institutions” (citing the CIA and the raising of a Russian submarine miles deep in the Pacific.) This has become increasingly obvious over the years as more and more information about his business affairs and his life have been unearthed. His connections and business with the government would have been jeopardized if some of his dirty business and payoffs had become known. So if anyone needed a slush fund, it was Mr. Hughes. Even though he had the means to buy any man in the world, he did not always have the delivery system to enable him to do so.


  His was an era of big corporate slush funds, at a time when the use of these funds was not especially looked upon with disfavor. The SEC discovered a couple of Swiss corporations that were actually being used by Philips Petroleum. The biggest one to surface was Gulf Oil’s use of a company in the Bahamas called Bahamas Exploration Ltd., which received ten million dollars in the 1960s from the parent company, half of which disappeared overseas. The Counsel for Gulf was a former federal judge in Oklahoma, who the SEC alleged was aware of the slush fund.


  If public companies had their slush funds for making payoffs, wouldn’t Mr. Hughes have need for such a fund, especially with his wholly-owned companies and his habit of paying the price every man had? There was no dogma repeated more often in the Hughes organizations than versions of Hughes’s statement that every man could be boughteven heads of state, even American presidents, as we shall discover. Furthermore, Hughes had no SEC problem, as his was not a public company. It was the SEC that public companies feared most. (Not the IRS, which would just deny the tax deduction if one was claimed; payments from slush funds are not illegal tax-wise, they are just not deductible.)


  Thus in the late 1960s Hughes found he had a problem. His bagmen hadn’t performed well at all, and that included Maheu. Hughes needed modern professionals overseas, like the big corporations used. He needed straw men far removed from his company, his aides and executives. His initial mistake was to have chosen Maheu, a super con man, as his super straw man.


  Hughes also realized he was severely restricted in making payoffs with his usual bagmen. Payoffs to government were a special problem because he was a prime contractor with the government and had had a number of serious bouts with Congress over some of his projects. As a master manipulator of men through money, he needed a slush fund structure far removed from home, with names unknown to his old guard, where secrecy was the law, not just a local in-house practice. Meier mentioned this, as did the Mormon Mafia.


  For instance, Hughes had been determined for some time to stop all atomic testing in Nevada, one way or another, at whatever price required. Like so many of his pathological ways, this obsession to get rid of atomic testing in Nevada bordered on insanity, although we now know it was a wise policy considering the dangers from fallout. So how was he to get the job done? Go to the top man, the President, and bribe him. After all, even presidents have their price. Unfortunately, Bob Maheu wasn’t up to a task of this magnitude, and he had already muffed it. Hughes had sent him to the LBJ ranch with instructions to offer President Johnson one million dollars to stop the atomic testing. The President may have gotten wind of the reason for the visit, because even before Maheu could make the offer, Johnson mentioned that he had received a note from Mr. Hughes relating to abolishing testing, and that it was one document he would not want placed in the Johnson Library. Maheu seemed to get the message. Or was it just ineptitude? At any rate, he never even made the offer to Johnson, backing out once he came face to face with the President.


  If Maheu had made the offer to Johnson, and if Johnson had been willing to accept the generous bribe, how would payment have been arranged? In the 1968 presidential campaign, two payments of $100,000 were made to Robert Kennedy and Hubert Humphrey, but those payments were handled by Maheu with considerable clumsiness and reluctance. So how would a payoff ten-times that amount, a one million dollar payoff, have been made? Surely not with a sack full of cash. By 1968 it must have been obvious to Hughes that he needed a better delivery system than the old brown bag system of the past.


  After Nixon was elected President, the same $1 million dollar bribe was offered to him. So, obviously, Hughes was dead serious, and must have had some other game plan in mind. As his biographers Bartlett and Steele wrote, “He had many secrets to hide. He hid women, business transactions . . . his thoughts . . . the uses to which he put his money. . . . He hid his motives, so that even those closest to him did not know why he was doing what he did.”


  Propriety was never a problem for a man whose life had been enmeshed in dirty deals. As a member of the Wilshire Country Club in Los Angeles, Hughes is remembered for landing his plane on the ninth fairway, next to his home, accompanied by a young model. He left the plane on the fairway, took the young woman into his home for an hour or so, and later took off. Even though he was expelled from the club for this impropriety, he continued to pay his club dues until his death. Madness, big risks, dirty deals, and daring adventures were what his life was all aboutwhy ordinary mortals are so fascinated with the manwhy books about him sell.


  So now Meier was in charge. Add one more playerMeierwho had recently been added to the stop-atomic-testing project. Does that mean the bribery job was now in his court? Were the mining deals related somehow to the bomb testing? To be more to the point, with Nixon elected President in 1968, and with the need for payoffs on the increase, did a modernized, offshore Hughes slush-fund machine start to operate with Meier as the chief engineer? With the millions from the mining deals as fuel? Was that why Hughes twice ordered Maheu not to fire Meier? The last time with the emphasis “not under any circumstances!”


  It is obvious that the Don NixonHoward Hughes relationship, with Meier as the connection, bothered the President and Bob Maheu. But Hughes must have been pleased at the possibilities this relationship opened up to control Nixon. We now know from the stolen Hughes Papers, which surfaced in 1985, that Hughes had much greater control over America’s heads of state and governors than was previously recognized. The President’s brother was already indebted to Hughes for a substantial unpaid loan from the 1950s, and this may have, in Hughes’s mind, presented him with an opportunity to further control the President.


  Hughes certainly had need for a new manseparate and apart from his more appropriate executives in Los Angeles, Houston, and Las Vegas, with straitlaced Bill Gay at the top. Chester Davis, the hard hitting, talented attorney, was crippled by his ethics as a lawyer. The not-so-straitlaced Maheu had shown that he wasn’t up to the task of bribing a president, as his abortive attempt at the LBJ ranch revealed. Hughes was not pleased with Maheu’s reluctance and subsequent failure, and Maheu obviously did not want to try something like that again. While no one believes much of what Meier has said, he has made some remarkably accurate statements about Hughes, and he frequently boasted, even when at odds with Maheu, “Hughes would never fire me in a million years.” Just bravado?


  Meier told the professionals involved in planning the mining deals that Hughes needed offshore money for uses that could not be undertaken at home and that could not be traced to Hughes or the Tool Company. He also said that Hughes told him to locate and hire professional experts in the foreign offshore world to undertake this endeavor. While no direct connection between the mining funds and Mr. Hughes’s slush fund needs was ever mentioned, the innuendo was present. Those who handled the mining funds realized that they were straw men, holding the funds for Hughes and his needs.


  The NixonHughesMeier payoff may have been planned through the Dominican Republic. Meier and Donald Nixon made visits there and met with President Balagar. There was talk of a big real estate development involving the Nixons, and land was selected on the sea-coast adjacent to the capital of Santa Domingo. Nothing ever came of this, although I was selected to visit the site and go over the project in planning. This was when Hughes had fled the United States, as the mining deals were in trouble from the beginning. Was the project to be the means of a payoff to Nixon? If you accept as a hypothesis that Meier was being groomed by Hughes as a new bagman to handle an offshore slush fund for the HughesNixon relationshipan extremely delicate and sensitive rolethen all Hughes’s irrational, bizarre, and crazy activities with the whole mining claim purchases become rational and fit into what makes senseand only makes senseas just another Hughes game plan among many of his plans to “buy any man in the world.” It didn’t matter if the mining deals were phony, they were simply vehicles to get the money offshore for the slush fund projects. In the end, the money was simply scheduled to go into Hughes’s offshore pocket for payouts.


  Consider Watergate. It is now known Watergate was caused by Nixon’s worries about the head of the Democratic campaign, Larry O’Brien, who had a solid connection to Hughes as his Washington consultant. Nixon feared O’Brien might reveal damaging information about the NixonHughes connection. It is generally accepted that the $100,000 cash campaign contributions by the Hughes people to Nixon via “Bebe” Rebozo were minor payments for the campaignpeanuts to be sure, so why all the ruckus? This has been answered by saying that Nixon was over-sensitive about the problem because of the past. But what if Nixon was not paranoid at all? And that there were far more significant rats in the wood pile. The NixonMeierHughes relationship was biga real worry. My CIA friend back in the 1970s was right all along.


  Nixon’s behavior concerning Hughes and atomic testing in Nevada was thought to be erratic, almost bizarre by his top White House aides and cabinet men. Kissinger went into a tirade on July 16, 1969, when he learned of Nixon’s order to brief Hughes on atomic testing. Larry Lynn, a senior aide who handled the ABM situation, recalled Alexander Haig’s reaction to the same NixonHughes order. In an interview with Michael Drosnin, Larry Lynn speculated that the HughesNixon connection may have led Nixon to abandon the ABM (anti-ballistic missile) program as part of the SALT negotiations a year later:


  I have always felt that some of the Nixon’s zigs and zags on the ABM issue were unexplainable by anything I knew. He seemed to abandon it too quickly, and for all I know if Howard Hughes was stuffing his [Nixon’s] pockets full of money, that might have made the difference.2


  Michael Drosnin, using the Freedom of Information Act, obtained documents from the NSC (National Security Council), AEC, and State Department, confirming the plans to test the ABM in July 1969, and the quick cancellation. One memo from the NSC to the President noted that moving the tests to Alaska would cost an extra $200 million and further warned that the Soviets would be sensitive to any test of that magnitude conducted in the Aleutians. “Nixon,” said Drosnin, “ordered the biggest blasts moved to Alaska, apparently more worried about Hughes,” than the Russians?


  Bad Luck?


  The reporter for Canada’s Maclean’s magazine emphasized the difficulties investigators had tracing the overseas money that ended up in Curaçao, the Bahamas, the Cayman Islands, the Netherlands, and Switzerland, because of the secrecy that abounds in those banking communities. That is not the reason. Burglarizing and stealing files from lawyers (foreign and U.S.), accountants, banks, and trust companies should have revealed everything, rather than nothing. Privacy is no protection from stolen files obtained by bribing employees, breaking and entering offices and pilfering files, photographing files and returning them to the filing cabinets under lock and key. The overseas money had no owner, no written records of whose money it was. In short, the investigators and private detectives, for all their costly and dangerous efforts over months and months of work in Europe, North America, and the Caribbean, came up with a mouthful of feathers. They were frustrated to the extreme. How was it possible that files and records somewhere didn’t reveal whose money it was? This made no sense, at least not in the real world of spooks, crooks, and con men. It was almost like chasing the “goblins” in Little Orphan Annie’s poem. Maybe one more burglary would do the trick, but they had all the money records, the corporate and trust records. What had they missed? Like quatrain thirty-two in The Rubaiyat of Omar Khayyam,


  There was the Door to which I found no Key;

  There was a Veil through which I might not see.


  In fact, the money was sitting in limbo, it had no owner, it was awaiting the next play, but no sooner had the funds moved abroad than events in Nevada wrecked the whole game plan. As would be expected, Hughes professed ignorance of the whole affair, but to be on the safe side, he fled the country, and now the money really was in limbo. For Meier it was easy pickings; he knew of Hughes’s policy not to sue people who ripped him off, but to swallow his lumps.


  The events in Nevada that wrecked his game plan were, simply, bad luck. In one of the first deals, the seller, a Nevada miner, was given extra money to pay his taxes for the part of the purchase price that was a kickback. Unfortunately, by tax time he had spent all the money, even the cash for taxes. When the IRS collection officer wanted to know where the money went, and why he couldn’t pay his taxes, the prospector broke down and told him about the kickbacks. This brought in the criminal division of the IRS from Nevada, and every mining deal of the HTC was looked into. The numbers kept getting bigger and bigger, so the IRS put some of their best agents on the trail of the money with a blank check to get to the bottom of things, the “nuts and bolts” as one Justice Department big-shot put it. Who got the money? Where did it go? How did Hughes fit into the scheme of things, since he had approved in writing all the money pay-outs? Hughes had fled, leaving the country, and there was no way to question him.


  Another of the early mining deals involved a promoter named Jack Cleveland. He swore till he died that Hughes approved the sale. He insisted that Hughes called him when he was in a bar in Nevada when his mining sale was pending. He recognized Hughes’s voice. He insisted that, without doubt, he was talking with Mr. Hughes. Cleveland always carried a sizeable bundle of cash on his person and had it with him in the hospital when he died. His last visitor was Meier, but when his body was removed, so the story goes, the cash was missing.


  The international transactions should have been a tax planner’s dream, but they ended up more in the nightmare category. The many banks, lawyers, and trust companies ended up with more than they bargained for. Since the government pursued this as a tax matter, and not a criminal embezzlement matter, the investigators were special tax agents, not FBI agents. The big stick came from Hughes’s detectives, who wanted to show their bosses how talented they were, being able to operate without any compulsions for being legal. As one IRS special agent put it, “We are boy scouts compared to how those guys operate.”


  This was, of course, the pre-Watergate days. There were routine “black bag” jobs done by Hoover’s FBI (burglaries of the offices of left-wing and anti-establishment groups). There was the opening of private mail, and wholesale wire tapping (as on Donald Nixon’s home). If the government was bad, the private spooks were many times worse. Hughes’s men put Nixon’s plumbers to shame. IRS Special Agents were running around Europe and the Caribbean trying to make sense out of what happened, but all in a lawful manner and, as tax investigators, they didn’t get much. If they had come as policemen, like the FBI, investigating a common crime, they would have had access to a great deal. Why wasn’t that done? Primarily, because the Hughes people wanted to avoid getting the police involved. The Hughes people had opened up Swiss banking overnight in the Clifford Irving hoax,3 so why not use the same criminal procedure to uncover the swindle they claim was perpetrated by Meier?


  There are two answers. One is the “old man” didn’t want to do so, and he gave instructions to that effect. The other is that this was an “in house” matter, to be taken care of by the Hughes people in their own way; even the powers at Summa and the Nevada Chief, Bob Maheu, were quite often kept in the dark about Hughes’s “other doings,” legal and illegal. There is no doubt that a civil action would have produced results, such as opening up banking more easily, and there would have been no police bureaucracy involved. Again we ask, with greater emphasis, why not? This time the answer is more difficult, but the Hughes spooks made such legal niceties unnecessary. Meier’s lawyer’s office in Los Angeles was broken into, a safe cracked; nothing of value was taken, but everything was looked at. The same for the attorney in Nassau who moved to Belgium. Just prior to that break-in he received a call from an IRS special agent in Europe, and out of an abundance of caution he moved his files to a bank for storage. The tax adviser in the Netherlands had his offices broken into, with the same results. Nothing taken, only the files were looked into. In the Cayman Islands, the files at the trust company and in the lawyer’s offices disappeared. A secretary of the chartered accountants who handled the accountings was offered a bribe by a police officer for the files. In Curaçao, in the Netherlands Antilles, the manager of the trust company received an Intertel visitor, and a week later he noticed that his files were in reverse order. Someone had taken photos and put the files back in the wrong order. As the special agent said, these guys were no boy scouts. But considering all the effortsthe burglaries, the bribesthe end result had to be nothing but frustration.


  But the nagging question remains unanswered: Why commit all these crimes to obtain records that could have been obtained by lawful procedures, unless Howard Hughes himself had unclean hands? Furthermore, no lawyer in his right mind would try to introduce these hot records in a court. In the end, the attorneys for Summa wound up with documents obviously obtained by criminal means, by dangerous felonies, and hence would not want to have these records in their possession and be guilty of receiving stolen property.


  There was a civil law suit filed against Meier at the insistence of the IRS to deflect any innuendo of Hughes being privy to the whole thing. The lawsuit made the front page of the Wall Street Journal and New York Times. There followed a lengthy story of a mysterious Dutch businessman, Everd van Walsum, who handled the offshore funds. A few years later Mr. van Walsum reported that he had followed Meier in London to the Inn on the Park, where Hughes was living at the time. Meier was supposedly seen being admitted into the inner sanctum where Hughes and his aides resided.


  The civil suit was forced on the Tool Company (Summa) by the IRS. The tax authorities took the position that if the funds had been misappropriated, that had to be established by a judicial decree. If that were done, then the HTC would be entitled to a deduction for theft. The numbers ran as high as $20 million, and it helped clear Mr. Hughes of any duplicity in the mining deals. With this arm-twisting by the IRS and an attractive tax plum, the suit was filed by Summa with considerable reluctance.


  The IRS agents working on the mining deals told me the lawsuit should not be taken too seriously, as it was tax oriented. The Hughes organizations, in this instance, achieved an intensity not normally found in litigation between strangers. First, was the trail of burglaries, bribery, and theft to obtain overseas records. Second, there followed a verbal assault on Meier, who was pictured as a villain and traitor to Mr. Hughes. Meier must be punished as an example for others in the Hughes organizations. The full might of the wealth and power of Hughes would be turned against Meier as an example for othersthat was the story given to explain the HughesMeier situation. Yet, a couple of years later, after the tax benefits had been obtained, Summa agreed to drop the case against Meier if he would help them in the defense of the libel suit Maheu instituted against Hughes. Meier had little to offer. It is strange that a California court concluded that Maheu had never stolen anything from Hughes, while it was claimed that Meier stole $20 million, yet they were willing to drop the claim against Meier for a few hoped-for crumbs of evidence against Maheu. The best explanation is that the lawsuit against Meier was filled with insurmountable problems, a hornet’s nest from the beginning that had best be swept under the rug. This was an easy way to do that.


  The strange case against Meier had yet another bizarre aspect that is beyond belief. When funds from the mining deals were discovered in a bank in Zurich held by a Liechtenstein foundation under the control of Dr. Alfred Buehler of Dirty Money fame,4 the Summa people decided to go after the money. They used the lawyer who had handled the Clifford Irving hoax so well. And they put up a bond to freeze the money in the Zurich bank. Initially, the Swiss Court ruled against Summa because they failed to assert a “claim” that the money belonged to Summa. How stupid can you get? When they finally did rule against Summa, they went to the bank with their Swiss decree only to discover that the funds held under the attachment had vanished. This has got to be malpractice in the extreme, unless there is some other explanation. It is possible that Meier got the funds. If Meier was behind the disappearance of these bank funds, he was a genius of some sort, notwithstanding his lack of PhDs. Even Houdini with his magic could not be expected to make money in a Swiss bank disappear.


  The real beneficiary of the mining money was not Meier but a Salt Lake City mining promoter named Tony Hatsis. Government reports indicate he was an “unsavory character” with connections to the underworld. It was Hatsis, not Meier, who put the mining purchases together; it was Hatsis, not Meier, who ended up with most of the money. Meier may not have known how little Hatsis paid for the claims sold to Hughes, and then Hatsis turned around and sold a fortune in stock to the overseas people who controlled the money. The stock was Toledo Mining Company, which at the time the SEC noted had nothingno known mineral deposits and no plans for development or exploration. But it did own a piece of Utah’s blue sky. Hatsis boasted to Meier that the $2 stock would be worth $100 a share in no time, and he would personally guarantee against all loss. In all fairness to Meier, Meier was deceived, as was the Tool Company, with stories of great silver and gold deposits in the claims Hatsis put together. One has to ask, why was Meier put in charge of mining acquisitions when he had no knowledge or experience in such matters? If he was involved in the swindle to buy worthless mining claims, why did he insist on the establishment of an assay office to analyze the mining properties?


  With the finesse and cunning of a professional gambler, Hatsis wormed his way out of the civil suit with his much-sought-after testimony, and he frustrated the IRS with a convenient “heart attack” which made him unable to be involved in the tax investigation. His affidavit in the civil suit is given considerable respect by Hughes’s biographers, when, in fact, much of what he said is refuted by more creditable witnesses.


  When the worthlessness of many of Hatsis’s mining claims came to light in the early 1970s, Meier vowed to “get” Hatsis for ripping him off so badly. Meier actually believed in these claims, that there was “gold in them thar hills.” The mining reports Meier passed on to the Tool Company were from Hatsis, and they were as phony as the Toledo Mining Company stock. While Hughes’s investigators spotlight Meier as the mastermind, it was Hatsis who stole the bacon and was laughing all the way to the bank.


  In 1974, a business associate of John Meier with a $400,000 key man insurance policy was brutally murdered at the Beverly Wilshire Hotel. He was stabbed fifteen times. It took years to build a case against Meier for extradition from Canada. After sitting in jail in Los Angeles for a few more years, Meier was set free on a plea bargain for time served and sent back to Canada. The actual killer was never found.


  The MeierHughes story proves the adage that fact is more fascinating than fiction. We will never have all the pieces. What we have suggested as the most plausible interpretation of the events connected with the mining deals is a hypothesis shared by a few who were actually involved, but were not with the Hughes people. Sam Irwin’s Watergate Committee looked into the transactions along with the IRS and Justice Department, but no one could prove Hughes was involved. But just about everyone was convinced he was, in some way. Everyone close to Hughes, even the Mormon Mafia, was looked at. But Hughes himself was never looked at, never interviewed, and never came forward to answer the questions that the regional counsel for the IRS in San Francisco said needed to be answered, questions that only Hughes could answer.


  One lawyer in Los Angeles, who had represented Meier in the early days, later reflecting on all the troubles he incurred in that relationship, said to me, “Only the Hughes organizations with their secrecy, intrigue, and dark side, could have spawned someone like John Meier.” All of which has its genesis in the “old man” himselfin Howard Hughes. The “Hughes organizations” were simply a reflection of his deranged mind and ways of doing things. He collected all kinds of men around him, from the good, like Bill Gay and the Mormon Mafia, to darker, more sinister characters. Just as Dr. Jekyll’s evil potion produced Mr. Hyde in Stevenson’s novel, so did Mr. Hughes produce “Dr. Meier” out of the secrecy and sinister plots brewed in the penthouse.


  When Owen Latimer asked “Who’s going to write the book?” I thought it would not be in his or the Hughes people’s best interest to do so. Most of what these spooks could do is acquire information by criminal means. They had too much dirt on their hands.


  What I have said here is a plausible explanation taking into account the numerous facts that had to be glossed over to support the hypothesis that Hughes had nothing to do with it. His investigators, in their zeal to punish Meier, had to be careful not to let the genie out of the bottle, should that be where the evidence led them.


  Finally, there is the danger Meier posed to all those who knew too much. The threats he made to all were serious and real; the ugly and vicious bodyguards that accompanied him would scare anybody, and the brutal stabbing and murder of a heavily insured business associate would remove all doubts about the evil in this man. Even the Justice Department warned me, and others, that our lives could be in danger. And at the time, that turned out to be more true than I expected. However, with the passing of many years those dangers have faded.


  One of the many authors who has written about Hughes made this observation about Hughes’s secret affairs, which certainly applies to the mining deals:


  Throughout his bizarre career, especially toward the end of his life, Hughes regarded his own privacy as sacrosanct. He also preferred, so far as possible, to conduct his business in secret, and to a remarkable extent he was successful; sooner or later the public got to know what Howard Hughes had bought or sold, but rarely did we learn how the deal had been done and, even more rarely, why. Of course, some of those who worked for Hughes, the men who actually did the deals, were aware of the details, but discretionor secretivenesswas a quality Hughes looked for in his aides. And he seemed, almost always, to have found it.5


  _____________________


  1U.S. scandal resulting from an investigation begun in 1978 by the FBI. The FBI created a front (Abdul Enterprises, Ltd., hence Abscam) for its agents, who, posing as associates of an Arab sheik, offered selected public officials money or other considerations in exchange for special favors.


  2Michael Drosnin, Citizen Hughes (New York: Holt, Rinehart & Winston, 1966).


  3In 1972 writer Clifford Irving was sent to prison when it was determined that his “authorized” biography of reclusive billionaire Howard Hughes was a fake.


  4Thurston Clarke and John J. Tigue, Jr., Dirty Money (New York: Simon & Schuster, 1993).


  5Davenport and Eddy, p. 2021.


  Chapter 7 [image: image]


  How Not to Stash “Hot” Cash


  Offshore banks with their much touted “secrecy” sound like the ideal place for crooks and thieves, drug dealers and con men to hide their ill-gotten gains. The Hollywood motion picture writers love this theme, with Swiss bankers, or a Cayman banker, receiving bundles of cash for deposit in a secret numbered account. The real owner is only a numbera perfect way to stash dirty cash. In the movies, the Swiss banker is usually shown with a sly smile on his face as he takes in stacks and stacks of $100 bills, never asking any questions about the source of the moneywhether or not it’s the fruit of a crime. This is the Hollywood scenarioit is not reality, as so many crooks and robbers have learned the hard way. The writers of these fictional stories have unwittingly done the police a big favor.


  One motion picture that may have contributed to the downfall of a number of robbers was The Thomas Crown Affair (1969). Steve McQueen thought it was one of his best films, and so did the public, and so the writers thought it was a winner many times over. Thomas Crown is a super-rich New York currency trader and business tycoon. He is bored, and for excitement he masterminds a brilliant bank robbery, absconding with sacks of cash, which he takes to Geneva. His accomplices never know or see him. He deposits the cash with Swiss bankers in a numbered account. His identity apparently is not known to the bankers other than his number. After the police fail to find the money, Faye Dunaway, a chic insurance investigator, is brought in to track down the money, for a percentage. The police and Dunaway set a trap for Crown, but their trap does not work. He pulls off a second heist successfully. In the final scene, Thomas Crown is seated in the first class section of a Swissair flight. As the plane flies over Boston, where Faye Dunaway is, she looks up and realizes he has outsmarted her. The final scene is clear. With the stolen funds safely in a secret numbered bank account, McQueen will leave the U.S. and live happily ever after on his stolen cash, protected by the Swiss banking secrecy laws. In all probability, if this had been reality, his happiness would have ended at the Geneva airport when the plane landed. What else is wrong with the scenario?


  In the first place, Swiss banking secrecy, like such banking laws everywhere, does not protect stolen money. Mr. Crown would have been better off in London. In Switzerland he would have needed references and a good story for the banker about the source of the funds. He may have had to sign a document detailing that the money was not the fruit of a crime.


  Swissair would have checked his passport against his booking, which would have gone to the FAA and the FBI. The Swiss police would have been notified and stopped him at the airport. If not, they would have nabbed him at his hotel, at which, in Switzerland, he would have had to leave his passport with the registration desk. The hotel registry is checked every night by the Swiss police. There is no end to the flaws in his getaway plans.


  Actually, Thomas Crown would not have gotten that far. The funds he had cabled in the beginning to pay his accomplices would have been traced back to Crown, whose identity would have been known at the bank. A numbered account is meant to protect a depositor from low level employees, but the bank managers always know the name of the customer. So the Boston police would have nailed Crown right in Boston. Hollywood script writers are doing the police a big favor by leading crooks into thinking that stolen money can be stashed safely in a Swiss Bank.


  The Thomas Crown Affair must have appealed to some bank robbers in Chicago who pulled off a robbery of the American Express Bank in the 1970s, shortly after the movie was run. The similarities were remarkable. The bank was staked out to determine the exact time and place where there would be large sacks of cash in small bills, exactly like the Thomas Crown movie. But in this case the sacks of cash were taken to the Cayman Islands banking community and deposited in a number of the banks. The thieves used their real names and, like Thomas Crown, assumed the banking secrecy laws of Cayman would protect them. They didn’t. The FBI had alerted all law enforcement agencies in all the tax havens. The Cayman police found the thieves a few days later, arrested them, and escorted them to the airport where a private plane, chartered by the FBI, was waiting. The thieves were handcuffed and taken back to Miami. At first they tried to complain about the lack of due process in the extradition, but the federal judge was not interested in how they got into his court. He wasn’t going to send them back to Cayman, and Cayman wasn’t interested in going through proper extradition procedures.


  When you consider all the clever preparation and care the thieves used to pull this off, it is amazing no care was taken to find out if the deposit of the loot in Cayman banks would be protected. Or if fictitious names should be used, as Cayman does not require passports for Americans. Most anything will do. I have to believe The Thomas Crown Affair gave these robbers the game-plan for their caper. It was the Hollywood writers who led them into a trap for what otherwise had been an extremely well-planned robbery.


  Shortly after this happened I visited with one of the bankers who accepted the cash from the thieves. He looked pretty grim when I walked into his office. The banker told me he was sure of getting fired for accepting the stolen money, which by that time was known of throughout the island. As it turned out, I learned that the thieves had come to a prominent lawyer on the islands, giving him a reference from a big, well-known law firm in New York City, which the Cayman attorney accepted without checking it out. He then recommended a handful of Cayman banks who would take their deposit, and he vouched for the integrity of his new clients. I told the bank manager that under these circumstances the fault was not his, as he had no reason to distrust the introduction made by the Cayman attorney. Incidentally, he was not fired.


  What should the thieves have done to protect their loot? I think they should have followed the ancient practice of the pirates in the Caribbean, and buried their loot on some deserted beach in the Caymans. Bankers around the world don’t want stolen money or property of any kind. The Chicago thieves should have taken as much care to hide their money as they did in planning the robbery. They had stolen millions of dollars, all in small bills, just like in the Thomas Crown Affair. To have had success in depositing the money in offshore banks would have required as much care as the robbery itself. As it is, they probably assumed that what worked for Steve McQueen would work for them. They didn’t seem to separate reality from fictiona good story for the movies. What the script writers of The Thomas Crown Affair didn’t know or care to check out is that Swiss bankers, or any bankers world-wide, don’t work that way. But it was just a movie, so who cares if it is fiction, as long as it makes a believable story that will sell at the box office. And it did.


  A few years later, military personnel connected with the PX merchandising at U.S. bases overseas deposited large sums of kickback monies into accounts in the Caymans. The U.S. government got wind of what had happened and filed a lawsuit in the Grand Court in Cayman, asking that the banking secrecy be lifted on the accounts. It was necessary to appeal the ruling of the Cayman court to the Court of Appeals in Jamaica. The banking secrecy was set aside and the accounts were opened for review. The appeals court commented in its judgment that surely the Cayman Islands did not intend its banking secrecy to “hide the fruits of crime.”


  The Howard HughesClifford Irving hoax illustrates another side of Swiss banking. Not only will the banking secrecy fail, but the Swiss won’t hesitate to punish anyone using its banking secrecy for fraud. McGraw-Hill publishers gave Clifford Irving checks totaling $650,000, all made out to H. R. Hughes, as an advance payment for Mr. Hughes’s autobiography. The last check was for $325,000; it was deposited along with all the others in Edith Irving’s bank account in Zurich, which she set up in the name of “H. R. Hughes.” She then produced a false passport in the name of Helga R. Hughes, endorsed the checks, and deposited them in her Swiss Franc account.


  Like the Chicago heist, an enormous amount of hard work went into the Hughes “autobiography” swindle. There were accomplices, and stolen manuscripts were reworked. There was, of course, the calculated risk that Hughes might come out of hiding to challenge this autobiography. But the Irvings probably felt that because Hughes had been willing to suffer a default judgment of $100 million in the TWA lawsuit rather than show up for a deposition, why would he come out of hiding to protect McGraw-Hill for its carelessness?


  Actually, Hughes did not have to come out of hiding. He simply used the telephone to tell a group of reporters that this was not his autobiography. And he really didn’t even have to do that, as the bank teller in Zurich remembered the depositor, H. R. Hughes, and that the depositor was a woman, not a six-foot-three-inch man. So that was all that was necessary to prove the crime of forgery, lifting the banking secrecy and sending Mr. and Mrs. Irving to jail in Switzerland.


  I suppose because only an idiot would try to cash Mr. Hughes’s check, McGraw-Hill stubbornly stuck to its story at first. When the truth finally came out, the head man of the publishing company, Mr. McGraw himself, said, “We’ve been taken.”


  The Clifford Irving hoax came to an end, ironically, because of Hughes’s super con man, John Meier. While Meier had nothing to do with this hoax, he was inadvertently responsible for Irving’s downfall, just as he was responsible for Watergate. The mystery man behind the phony autobiography was a down-on-his-luck Hollywood tycoon named Stanley Meyer. He was the one who provided the manuscript from which the “autobiography” was written. His name and participation were unknown except to Irving and his closest accomplices. Because our man John Meier was visible in the affairs of Hughes at this time, he was suspected of being involved in the hoax in some way.


  Two dogged reporters, who had good reason to doubt Irving’s story, went to his residence in New York where he was staying, there to confront Irving about “Meier’s” involvement. At that time, Irving was toughing it out with the district attorney and staunchly defending the authenticity of the autobiography to the press and to the world.


  One of the reporters told the lady of the house “tell Cliff we know all about Meier,” which was not much more than a wild guess. Irving assumed they had discovered Stanley Meyer’s involvement as the key conspirator who supplied the biographical material. Irving folded and promptly confessed to the hoax, assuming the cat was out of the bagit wasn’t, of course. Irving had been conned just as he had tried to con the whole world. When Irving was later shown a picture of John Meier, he acknowledged that he never knew the man and that this Meier had nothing to do with the hoax. Such are the ways of fate. As one gets older, one learns that con men are the easiest people to con.


  Another movie that seems to have inspired an offshore scheme was The Sting. Shortly after the movie appeared, a stamp dealer in San Francisco, Mr. Nowak, presented himself to the stamp collectors and dealers of the country as an investor to be reckoned with. He rented a lovely home over the Bay, which was filled with fine artworks and a façade of opulence. He soon established himself with the American Stamp Dealers Association (ASDA). Stamp dealers have an unusually high code of ethics and trust among one another. There may be no other merchants quite like stamp dealers, for once that trust is established a dealer can buy and sell stamps in a manner that would be considered reckless in other businesses. Among collectors with established trustworthiness, stamps are sent to the purchaser immediately after purchase, without any payment. Indeed, asking for advance payment is almost an insult. Nowak was fully aware of this and had been established as a dealer-collector of some sophistication. Banking references are not of any great significance, but references from another stamp dealer are all important. Failure to live up to one’s financial commitments will blackball any dealer, lead to expulsion from the Association, and probably drive the dealer out of business.


  With his “integrity” established with the ASDA, Nowak prepared his sting. He proceeded to buy hundreds of thousands of dollars worth of stamps at a national stamp show and gave worthless checks in payment. He then fled the country to Europe with his stamps, where he disappeared. There were a remarkable number of victims, over fifty stamp dealers across America. He was careful to buy only classical stamps of significant valueinvestor value rather than collector value. These stamps were not unique, and would be hard to identify and could be easily sold at stamp auctions without detection.


  No one dealer was badly stung, but collectively Nowak made off with a small fortune. Better off than stealing art, which is so easily identified. Stamps are small and can be easily transported in a brief case. The stamp dealers were outraged and offered a reward for his apprehension and recovery of the stamps. In Europe, Nowak’s trail was lost. In true Hollywood style he went to Switzerland and set up an account at Swiss Credit Bank, where Edith Irving got caught. He then slipped out of Europe through Italy on Alitalia airlines, flying first class to Argentina. There he had to devise a plan to dispose of the stamps, for he was running out of money. By now his name was known world-wide among stamp dealers. His “sting” was talked about among stamp dealers everywhere. It was assumed he would change his name and get a false passport. He didn’t . Someone thought they saw Nowak in England, but it was an unfortunate look-alike Canadian who was wrongly suspected. Rumors spread. One was that Nowak had pulled the same sting on Mafia coin dealers and there was a contract out on his life. Not so.


  Nowak decided the ideal way to dispose of his stamps was through the stamp auction houses in New Yorkthe biggest. South America was too impractical a base, so he decided to go to Nassau where Swiss Credit had an office and from there find a way to dispose of the stamps, bit by bit, in small amounts. He could use the Swiss Credit Bank as a reference for introductions to stamp collectors who might be persuaded to assist him in submitting the stamps to auction houses. Getting to Nassau was a bit awkward, as the normal route from Argentina would be a nonstop flight to Miami, with Nassau being a forty-five-minute hop from Miami. But that would require clearing U.S. Immigration and Customs where the computer would be looking for him. So he discovered he could fly from Argentina to Mexico City, and then on Lufthansa directly to Nassau. This is what he did. With the introduction from Swiss Credit, he was able to locate a collector in one of the well-known trust companies through Swiss Credit’s legal counsel. There were stamp dealers on the island who could help him, but he had enough savvy to stay clear of them, as his name and sting were well known in the stamp dealer world.


  Like all thieves, he had to have a good story to explain why he himself couldn’t submit the stamps for auction. He said he had worked for Conticommodity in Chicago as a trader, and as he would make money for his customers, they would sometimes tip him with one hundred dollar bills in undeclared income. With these funds, he would buy stamps for investment. He had no records of his purchases, and would have some difficulty paying the taxes, especially undeclared income which is subject to penalties and fines. So he would be happy to have someone, not a U.S. person, make the sales and share some of the money for services rendered. Nowak was able to persuade a local collector to undertake the disposal of some of the stamps at a prominent New York stamp dealer’s, Robert Siegel. It so happened that this collector had customers at Conticommodity, and with some caution he called his friend at Conticommodity, who had never heard of Nowak. They inquired around and discovered that no one had ever heard of him. Nevertheless, that was not fatal, as the people at Conticommodity, being a huge trading company, acknowledged that Nowak could have worked there and just not been known by the collector’s friends who worked there.


  Nowak proceeded to wine and dine the Nassau collector. He then exhibited his magnificent collection of stamps to the collector, and to me, as I was visiting Nassau at the time. I was suspicious of Nowak’s story. Nevertheless, the Nassau collector agreed to “buy” some of the stamps, submit them for sale in New York, and pay Nowak out of the proceeds received from the sale.


  The routing Nowak used to fly to Nassau had raised some suspicion in my mind. He had traveled from Argentina to Nassau via Mexico City, which didn’t make any sense, since Nowak simply changed planes in Mexico City and did not stay for a visit. His circuitous route seemed to make it clear that he was afraid of going into the U.S. for some reason. With my suspicions aroused, I agreed to take some of the stamps for auction at Robert Siegel Galleries in New York City. I didn’t get very far, as I immediately called the president of the Stamp Dealers Association and briefly told him the story and of my concern. He asked, “Was this stamp investor, by any chance, named Nowak?”


  He then told me the story of Nowak’s sting in the U.S. We then called the FBI and talked to the agent involved in handling the investigation. The next day the FBI was in Nassau with the local Criminal Investigation Division (CID). Nowak was arrested and his stamps seized. Bringing stolen property into the Bahamas is a crime, so after spending a night in the jail in Nassau, Nowak wisely decided to voluntarily go back to the States, and a day later he was on a plane to Miami.


  The Nowak story has a happy ending. Most of the stamps were returned to the dealers, and by the time the stamps had been returned, they had doubled in value due to the inflationary spurt of stamp values in the 1980s. As one stamp dealer later remarked to me, “It was the best thing that ever happened. By the time I got the stamps back I was able to sell them at twice what Nowak was supposed to have paid me.”


  The fatal flaw in Nowak’s sting was the close-knit association of stamp dealers throughout the world, which spread the notoriety of what he had done. Another disadvantage of his plan was having the misfortune of dealing with stamp collectors who took the trouble to check him out.


  In the Chicago heist, the thieves had given a Cayman lawyer a reference from a prominent New York law firm, which the solicitor accepted without checking it out. Wouldn’t $10 million in cash warrant a phone call? As it was, the Cayman banks were embarrassed for having accepted money from a bank robbery.


  Not all Cayman bankers can be expected to be as careless as those who took the money from the Chicago heist. Small banks have reason to be the most cautious, for they know that if they accept stolen money or become a party to a fraud or swindle the government can cancel their banking license and put them out of business overnight. Big banks are always accepted, and if an employee or officer gets caught up in dealing with dirty money, he can easily be dismissed and replaced. The big bank then continues to do business as usual.


  The manager of one small offshore bank relates with pride the story of his rejecting stolen securities simply because at the time the prospective customer seemed unduly nervous. The customer was referred by a local law firm. His story was that he had acquired a number of bearer bonds with after-tax money and wanted to put them offshore to avoid future tax. At that time this could have been done with proper tax planning. The bonds could have been sold to an offshore trust using a private annuity. The trust, as a non-resident alien, could have sold the bonds and put the proceeds in the eurodollar market, earning interest tax-freeall very legal tax-wise. Like so many tax plans that are overworked, this technique is no longer available for U.S. persons.


  This nervous customer had visited a few banks and realized he needed a good story. The small banker was delighted with the financial prospects the new customer offered. The banker took possession of the bonds worth many hundreds of thousands of dollars. I was a director of the bank, and he asked me to sit in on the next meeting with the customer to offer what advice I might be able to give. At the meeting I, too, noticed how nervous the customer was, bobbing up and down at an alarming rate. When the meeting ended I told the manager to give the bonds back to the customer, whose demeanor didn’t pass the smell test. The bank was new and had just opened for business. Like all small banks it had an uphill road to acquire good-sized accounts, and this would have been a nice account. Nevertheless, the manager agreed with me and returned the bonds.


  Two months later the banker learned that the customer had been arrested for stealing bearer bonds from a pension fund managed by the company he worked for. It seems the bonds were just lying in the safe, and he wandered in when no one was looking and took the bonds and carried them home in his brief case. He decided to take the bonds offshore and hide behind bank secrecy. His extreme nervousness had suggested to the manager and myself that something was not right about his story, and it saved the banker from serious embarrassment.


  Another banker who managed a bank I was a director of, confided in me that crooks come in almost every week with dirty money, and he can usually spot them in a minute. He gets rid of them by asking for references, which he will check out in their absence. The would-be clients don’t return to find out the results. What they are looking for is a banker who neglects to check references.


  It is obvious from the accounts of the thievery we have just reviewed that most thieves completely misunderstand the nature of banking secrecy or privacy. Perhaps they had seen the Steve McQueen movie, or some TV melodrama, depicting offshore bankers as eager recipients of dirty money. The scenario still continues. Writers love the theme and the public seems to gobble it up.


  Banking privacy is recognized in many countries, not just offshore or in Switzerland. The relation between a banker and his customer is private, “privileged” in the law, as with one’s doctor, lawyer, minister, even spouse. When a person confesses to his attorney about committing a heinous crime, that confession is privileged. In many places the attorney’s obligation of secrecy is enforced by criminal statutes and attorney ethics rules. In California the obligation to protect the confidences of the client is to be maintained “at great peril to his liberty and life.” If a court orders an attorney to reveal confidences, or go to jail, he is to go to jail until the highest court orders the attorney to speak. Thus we may say, the attorney-client privilege is absolute in matters deemed “privileged.”


  The banking privacy (privilege) is not like that. It cannot be used to hide your money from creditors, or to hide the fruit of crime. Upon a proper showing a court will lift the privilege, but it cannot be lifted without a court order. Government intruders are no exception. But in the United States where there is relatively little banking privacy, there is what could be called “open” banking. It is not very difficult for just about anyone to obtain information about your bank account, especially the government. No affidavits, court orders, or showing of good cause is required.


  Today, the OECD (Organization for Economic Cooperation and Development), a European-based international organization, wants the world to practice “transparency” in all banking, with the goal of shutting down tax havens and making all foreign banking open for inspection by any nation that desires to do so. It is a rather bold endeavor, and in order for it to be enforced its banks will blackball any nation that refuses to go along, a novel form of a trade embargo, applied to banking. Thus European banks would not do business with banks in tax havens that refuse to open up their banking. Switzerland, the most powerful of the banking privacy nations, is not even in the OECD. It would have to have a national referendum and repeal its banking privacy laws, but nevertheless Switzerland has agreed to cooperate just like other countries with banking privacy laws, such as Luxemburg. Countries now have an option to open bank accounts for the purposes of gaining information or for collecting and withholding taxes on earnings from those accounts for transmission to the country of the depositor’s residence. Switzerland has agreed to go along with this provision as have members of the OECD that want to maintain their privacy rules, and that includes a number of tax havens that are British colonies, such as the Caymans.


  Today, there is a new brand of ill-gotten gain in offshore banking that presents a serious problem. The money belongs to the customer; it was not stolen or obtained by cheating anyone. It belongs to the customer, but it was obtained by drug trafficking. At first this was likened to the money from rum and liquor trafficking during prohibition days. Then, the Bahamas, Cuba, and Canada were active bases for smuggling liquor into the U.S. to provide for the thirst most Americans had for alcoholic beverages. It seems that almost everyone, other than Protestant fundamentalists, had his own bootlegger, speakeasy, or bathtub booze of his own making. Organized crime got a big boost at that time, as merchants satisfied America’s thirst. And their great power, from Al Capone’s day to this day, had its origins in the silly prohibition laws. At least they were silly to most Europeans and non-United StatesAmericans (Canadians, Caribbeans, Central and South Americans). That America was the laughing stock of the world during Prohibition is no exaggeration.


  Drug trafficking is no longer looked upon as being the same as booze trafficking. In the prohibition days, trafficking in booze was not a crime outside of the United States; it was lawful business. Only the Americans, with their bizarre constitutional laws against beer, wine, and spirits, were offendedand no one else could care less. So smuggling went at full force with the support of all governments. But today, drug trafficking is illegal everywhere, with harsh penaltiesin Singapore there are death penalties. Several Americans caught with small amounts of illegal drugs in their luggage in Cayman for personal use were lucky to not have received long prison terms. Regarded as tourists who didn’t know better, they were released with minimal punishments. Tourist business is fragile, and the Cayman government was wise in the way they handled the problem.


  Offshore banks have responded to the war on drugs by greatly restricting the inflow of cash even by known customers. It is no longer possible to waltz into Nassau or Cayman with a sack full of hundred dollar bills and deposit them in a local bank, even if it is a bank where you have been a customer for some time. The central banks have set strict limits on cash deposits. In Cayman, the inflow of drug money reached such epidemic proportions that an agreement was reached with the U.S. government that Cayman would open up accounts certified by the Attorney General of the Justice Department if there was suspected drug trafficking. Banking privacy must give way to a strong public policy against banking drug money offshore. Some banks have looked the other way, as we will examine, and have been punished by the strong arm of the U.S. government with astronomical contempt penalties for hiding drug money behind bank secrecy laws. Many years ago, the governor of the Cayman Islands told the offshore banking community to “keep Cayman clean.” Not all have done so, and some have paid a stiff price.


  Finally, where is the safest place to hide your money? Probably the way our ancestors didin the ground! Pirates often buried their treasure in the Cayman Islands, probably in the caves in Cayman Brac, so the legend goes. Europeans did so in World War II. Jewish Talmud regulations in the fourteenth century said that treasure should be “buried in the soil.” A king of Bohemia fined the Jewish community for doing so. If money is clean, banks are the best place to keep it. It is important, however, to select a safe bank, which is not necessarily possible if banking offshore. Some banks in Cayman went belly-up and a lot of people lost money, as we will discuss.


  One group of banks that appears to be the safest is the Swiss banks. Their balance sheets do not tell the whole story. What is not shown is their “hidden reserves,” which means that these banks are much safer and stronger than would be surmised by studying their balance sheet. For example, a decade ago the number three bank in Switzerland, Swiss Credit, lost hundreds of millions of dollars in currency trading through the deceit of its manager at the Chiasso branch on the Italian border, who used phony trust accounts to hide losses. The bank covered these losses out of hidden reserves. Not one penny was lost, according to the bank’s regular balance sheet and financial statements. This gets us to Cayman’s biggest bank bust, the collapse of Interbank.


  Chapter 8 [image: image]


  “Where Did All My Money Go?”


  The Cayman Islands are mentioned in Sir Walter Scott’s The Pirate, and in Robert Louis Stevenson’s famous Treasure Island. The pirates of old used Cayman as a commercial center to attack and plunder Spanish galleons. The islands were ideal. There were numerous natural harbors inside the many reefs around the island, especially the famous North Sound, which is seven miles in diameter. Blackbeard was there, as was Henry Morgan. Just like the pirates of old, modern pirates have also discovered the Cayman Islands. It is strategically located to put up offshore money flowing out of South America, Central America, the Caribbean, and North America, like the flow of treasure from days of old.


  The first and most famous of the modern banking pirates to discover the Caymans was Jean Doucet, a French Canadian who arrived with the first wave of international banks. A big promoter, he taught his staff to “talk big.” He was one of the “go-go” bankers of that era, as they were called, the name having its origin in the bankers who gathered around the notorious offshore con man Robert Vesco. Like the others, Doucet went broke after leaving a lot of wreckage for the island and its reputation.


  When Doucet’s Interbank collapsed, the “Barefoot Boy”, a popular Cayman calypso singer, had a new song, which is the title of this chapter, “Where did all my money go?” He answers the question in one of the verses: “On a Lear jet to Miami.”


  For a few years in the 1970s, Jean Doucet was the most prominent banker on Cayman. The day his bank collapsed, he had chartered a Lear jet, and he and his wife, with not so much as a good-bye to anyone, in secrecy, unbeknownst to the bank and its employees and customers, took off in the early morning hours for Miami with a lot of bags and baggage. The bank employees came to work that day only to find the doors locked and no sign of their flamboyant boss. Americans above all others were on his sucker list. Unlike the other banks, which were located in the main part of George Town, he set up shop five miles outside of town on Seven Mile Beach, where the hotels and tourists were. As he told me, “After a couple of days on the beach, most businessmen get bored and look for something to do.” And when that happens, right across the street, with flags waving, is Doucet’s “Interbank House.” He filled the hotel lobbies with literature about Grand Cayman banking, which invited tourists to come take a look. Inevitably, many businessmen and tourists took the bait and wandered across the street. Doucet would greet them personally, take them to his private office, and with a pat on the back, make his sales pitch: No taxes, bank secrecy, unbelievably high interest rates, gold bars, Swiss francs and German mark accounts; British laws governed; being a Crown Colony, only an hour from Miami. How could anyone turn that down? And what about his banks? They are and were the first full-service banking group in the Cayman Islands, with offices in London, Montreal, Geneva, and Miami. The literature was impressive. And what were the banks doing? Big real estate developments in Cayman, British Virgin Islands, and elsewhere. And what about the IRS, Inland Revenue, Revenue Canada? No problemwe have absolute secrecy, even numbered accounts if you like. His Interbank was riding the marvels of the Cayman Islandsunparalleled in the worldsafe, sound, secure.


  In his customer’s eyes, somehow the soundness of Grand Cayman rubbed off on his banks.


  In time the advertisements lost touch with reality. His was “the oldest, largest, and fastest growing financial institution with headquarters in the Cayman Islands.” His ads pictured the bank as a space-age metropolis out of the twenty-first century. In reality, it was a rented bungalow with minor alterations to make it into a bank. When the bank collapsed it became a modest restaurant.


  When Doucet remodeled his rented facilities (he rented everything), he threw a party with one thousand invited guests; there were fireworks and Beluga caviar flown in for the big event; the guests danced into the wee hours of the morningand all this to celebrate the expansion of rented facilities. Local Caymanians could design their own checks. His tellers and female workers were to wear the latest chic fashions.


  Doucet claimed to have customers from fifty nations, but Americans were the primary target of his big promotional campaigns and lavish showmanship. The best businessmen in the world are the Americans, and this is because of their work ethic. (On the island, an Englishman is referred to as a man who wants to work like a Frenchman but get paid like an American.) But business ingenuity and hard work aside, most Americans have lived sheltered lives when it comes to money and banking. Bank failures in the U.S. are mainly the history of the Depression era; today, when there are bank failures the government makes sure that the depositors are not hurt, as the Federal Reserve makes sure the bank is managed through its troubled times. Losing your money from a bank closure is something that happened in great-grandfather’s day. It doesn’t happen anymore.


  Europeans know better. In the recent world wars, banks, and even currency, seldom made it through. Switzerland was the one country whose money and banks could be trusted and counted upon. That is why Swiss banks are so respected world-wide, not the fact of its banking secrecy; many countries in Europe have laws respecting financial privacy. The wise Europeans whose families had something after the world wars were those who got their money to Switzerland, or converted it into items of real value, like jewels, gold, or silver. Money was simply a hot commodity, almost like a perishable item, that was used to buy things of real value or needfor tomorrow the money could be worthless along with the national banks that issued it. Those memories still linger in families. Americans don’t have such memories, except for the Depression years of their ancestors, but that was long ago in a different age.


  Frankly, I have always found it incomprehensible how anyone could have put money in Doucet’s bank, which was a Mickey Mouse operation at best. I felt that way the first time I learned of his operation. Even at first glance it didn’t pass the smell test. Yet I met a number of successful American businessmenmen who were cautious in their business affairs, who didn’t trust anyone easilywho put a bundle in Doucet’s bank. Why?


  Good old Yankee advertising, that’s why. Doucet built his bankthe biggest and fastest growing in the Cayman Islandson hot air. One frequent ad shows impressive big buildings in Geneva, Montreal, London, and Miami, which weren’t his buildings at all, just letter drops. He had no bank branches there, but his advertising suggested otherwise. He didn’t have offices to speak of, because in order to set up offices he would have had to obtain local banking licenses, which, of course, was not possible. Nevertheless, and despite all the hot air, he would have no serious problems as long as new money kept rolling in.


  Doucet violated all the rules of good bankingmaking investments that will become liquid in relation to the type of deposits. That is, short-term moneythirty-, sixty-, ninety-day term depositshave to be matched by similar investments on the bank’s side. You don’t buy a cattle ranch in Quebec with demand deposits, which is what Doucet did, and he knew better. He had a modest banking career with the Bank of Montreal. He knew the rulesshort-term money, short-term investments; long-term money, long-term investments. He did more than just violate the rules of good banking, he put short-term money into extravagant advertising, which is no investment at all. His only hope for survival was based on two tenuous factors. First, his long-term real estate projects, especially those in Grand Cayman and the British Virgin Islands, would have to reap enormous profits in short order; and second, he had to keep the inflow of new funds to carry out his banking obligations while the real estate projects were being developed. Frankly, he didn’t have a prayer.


  To give the reader some idea of his advertising budget, the manager of one of the most successful banks in Grand Cayman, the Royal Bank of Canada (Canada’s largest bank), confided in me that the net profits of the Royal Bank in Cayman, which were very substantial, were nevertheless smaller than the advertising expenses of Interbank. And how did he know? Interbank channeled much of its banking through the Royal Bank, and provided Interbank’s financial statements to the Royal Bank to cover its overdrafts from time to time.


  Doucet’s massive and elaborate advertising made his tiny bank look big. He told his staff, “If you are little, and think little, you will always be little.” Think big, act big, talk big, was his game plan, because there would be enough suckers out there to believe you were big. If there was a charity drive, Doucet was the biggest contributor, and everyone heard about it. When Jim Bodden started to tear down the old fort in the harbor entrance, it was Doucet who saved the day by buying the fort to prevent its further destruction, thus saving this historical monument. If a local businessman was turned down for a business loan, it was Doucet to the rescue to make the loans even if it was not promising. He was a big philanthropist as well as an investor and super-banker. He thus endeared himself to the Cayman people, and this put the government on the spot.


  Because the government had its worries about Doucet’s bank, especially when senior banking officials at the world class banks on the island went to the Finance Minister and expressed concern about Interbank’s financial health, and what a bank failure would do to the untarnished image of the Cayman Islands, world-wide. But the government couldn’t rock the boat even if it wanted tothey couldn’t just step in and put Santa Claus out of business, along with the one hundred employees at the bank. Like Doucet they had to hope for the miracle he needed for survival. It was only a matter of time, however, until Doucet’s bank would tarnish the image of the Cayman Islands, just as the bankers had feared.


  When the Island’s first governor, A. C. Long, retired, Doucet hired him to run his new real estate development in the British Virgin Islands, on which he spent $750,000, purchasing four thousand acres of beach-front land. He started a magazine for promotion, called The B. V. Islander. He then enticed the chief of police to quit that job and run his security department. Now we find the highest political officer, the governor no less, and the top man in law enforcement, both on Doucet’s payrollfurther outward indication of the soundness of Doucet’s operations. Both of these cosmetic operations were launched with the usual big fanfare and publicity.


  Meanwhile, in George Town, bankers continued to shake their heads in disbelief. Even though he out-did, out-promoted, and paid higher interest than anyone else, bankers were worried about Interbank, not as a competitor, but as a disaster waiting to happen, and they didn’t have to wait too long. All agreed it was not a question of if Interbank would fail, but when. And more important, how serious would the repercussions be on the safety of the Cayman Islands as a world-class banking center?


  Doucet tried to promote the Cayman Islands as a tax haven based on secrecy, not on legitimate legal tax planning. The historical image of the islands as a pirates lair was to extend to the islands as a tax haven. (Even the IRS, as we noted, in its attack on the Caymans, referred to their investigation as “Operation Pirate.”) To Doucet, offshore banking in the Caymans was to be short on legality and long on secrecy. Shortly after I arrived in the Caymans Islands I wrote a comment in the local paper entitled “The Widow’s Second Grief,” which, based on an actual case I handled, pointed out the troubles a widow has when her husband sets up a secret bank account to hide unreported income. I pointed out that this was not only unwise but also unnecessary. Penalties for tax evasion might take almost everything, I pointed out. So why be stupid? Doucet contacted me and raised hell about my article, as I was attacking his brand of tax haven banking. He didn’t know how to do things legally and wasn’t inclined to do so.


  “The Widow’s Second Grief” was not a hypothetical case; nor was it a rare occurrence, since women outlive most husbands by a few years. What prompted the article was a real case another lawyer asked me to look into. This widow, a shy and very unsophisticated woman, had been overprotected by her husband, a rough and tough contractor. She was now confronted with a difficult problem of how to handle the funds her husband left for her support in her old age. Her problem was as grievous to her local accountant and small town lawyer as it was to her. Neither of them had the foggiest notion of what to do, but they did know that if the IRS ever got their teeth into her, they most likely would be able to skin her down to the bare bones. This case represents one of those uncommon problems accountants and lawyers face when they uncover tax sins for which there are no answers and which can’t be swept under the rug. So I called it the widow’s second grief, hoping to encourage people to use tax havens properly. Incidentally, the above case was especially troubling because the funds were modest, and were the only funds left to the wife for her support in her old age.


  Doucet couldn’t have endorsed legitimate tax planning if he had wanted to. He didn’t have the time. He needed money fast, and tax planning takes time. What he could do is outbid and out-promote all the other banks on the island with higher interest ratesrates that no banker could compete with. And, to use a phrase I learned from my father, “If bullshit were music, he’d have been a brass band.”


  The first sign of trouble came when the Royal Bank of Canada refused to honor Interbank checks. This did not particularly bother local depositors because they could cash their checks at the Interbank office on Seven Mile Beach. To bankers, this meant that the Royal Bank had doubts about Interbank’s overdrafts. It would also mean Interbank was unable to cover its checksit was running short of cash.


  In 1975 there was a mild recession world-wide, and, at the same time, much of Cayman’s earlier bon vivant years had passed. Reality was catching up with Grand Cayman. A number of banks were pulling out or reducing staff. Even the Citibank of New York, with its new building and full service staff, was cutting back on services. It wasn’t a panic; the mushrooming growth had simply stopped mushrooming. This also meant that the big bubble at Interbank was running out of hot air, and the inflow of moneyits life-bloodhad subsided. It didn’t take much for the bubble to burst. A couple of big depositors pulled out, and that was it. One large depositor went to the bank with his local lawyer and received a brown paper bag filled with all kinds of odds and ends of cash which, when finally sorted out, amounted to only about half of his deposit. I think that that one depositor was the only “run” on the bankso meager were its cash reserves.


  On Monday morning, September 14, 1974, at about ten o’clock, a rumor began to spread through the financial center in George Town. Doucet was missing. Interbank had not opened. Not everyone took it too seriously because Cayman was a land of rumors. (One Friday afternoon I took a typewriter home to do some typing over the weekend. By Monday morning the rumor had spread that I was closing shop and leaving the island, and all I did was walk about fifty feet in the parking lot of the Royal Bank to my car, carrying a typewriter!) By noon on September 14, the Interbank rumor was confirmed. Jean Doucet had departed Saturday afternoon on a Lear jet with his wife and innumerable bags and baggage. Within a week, the Barefoot Boy was singing his new song, “Where did all my money go? On a Lear jet to Miami.”


  The Wall Street Journal sent reporters to Cayman for the story, and a lengthy article made the front page. The headline read:


  AFTER THE FALL


  Jean Doucet’s Banks Collapse,


  Underscoring The Risks


  of a Tax Haven


  Ending in Disaster,


  Leaving Cayman Islands Reeling


  Actually, the Islanders handled the matter rather stoically. “It wasn’t an easy pill to swallow,” said a cab driver who had lost over two thousand dollars. One wealthy businessman, however, who had $100,000 in Doucet’s bank, ended up in the hospital. But, by and large, the Caymanians are accustomed to tragedies. It was not uncommon in Cayman’s seafaring days for schooners to be lost at sea, and there was hardly a family that had not lost a brother, father, son, uncle, or some relative. My next door neighbor often told me about his brother, whose schooner disappeared at sea many years ago with all hands lost. In the 1932 hurricane hundreds died. So the Islands were not reeling at all, and the collapse did not “underscore the risk of a tax haven.” It did underscore the folly of choosing a small go-go bank, whose foolishness should have been self-evident to anyone who gave it a second look. There is absolutely no risk in tax haven banking if the bank is chosen with common sense. In that regard, the title to the Wall Street Journal article is nonsense, even though the article itself is well written. Since the writers were all Americans, it simply proves my point, that even the sophisticated Wall Street Journal was surprisingly unsophisticated when it comes to banking savvy.


  Doucet used Robert Vesco’s system to make his balance sheet look good. This system involved questionable accounting techniques that have got some of the major corporations in America into trouble and have sent a few corporate bigwigs to jail. Doucet and Vesco mastered this accounting art decades ago. The difference between Doucet and Vesco is that Vesco used the system to steal, Doucet did not.


  Here is one way the system works. Take an asset with no clear market valueland, for example. Such an asset does not look good on a bank’s balance sheet. So you turn it into cash, or the equivalent of cash. In the process you jack up the value many times. You accomplish all this magic by selling it to an “in house” company and receive as payment a promissory note, payable, say, ninety days after demand. The balance sheet now has a liquid asset, or quick asset, meaning it can be turned into cash quickly. The in-house buyer is usually a company with no assets and little capital, so the inflated purchase price can’t hurt anyone. Of course, you can’t really turn it into cash because the in-house company doesn’t have any. But theoretically, accounting-wiseif you don’t look behind the noteyou have a quick asset.


  With transactions of this type, Interbank easily lived up to its claim of being the fastest growing bank in the Cayman Islands. Doucet anticipated an asset growth in 1974 of $20 million to $50 million, using the accounting flip-flop of the type suggested above. What were the bank’s accountants doing? Every bank must provide annual certified financial statements. Doucet produced a proper statement, to the later embarrassment of his chartered accountants, but their loyalty had been to Doucet as the one who signed their paychecks, not to the depositors. Since Interbank’s collapse, the accountants on Grand Cayman became more responsible. Elsewhere, accountants who let these phony accounting gimmicks pass would have been sued and made liable to the bank’s depositors.


  Doucet didn’t stay in Miami. He then fled to Monaco, which was as ill-conceived a plan as his bank was. Monaco has an extradition treaty via Paris, so they sent Doucet back to face a criminal charge. The charge was fraudulent conversion of customers’ assetsin this instance, goldwhich had been held for safekeeping. Doucet had bought gold for customers, which was held in Geneva. Unlike a cash deposit that belongs to the bank, and which the banker can spend at any time for banking operations, these holdings of gold bars did not belong to the bank, but were legally owned by the customers. In the final, dying days of Interbank, Doucet sold the gold and used the money to keep the bank afloat. He did not use these funds for personal expenses, nor did he abscond with the funds, contrary to what the Wall Street Journal later reported. Nevertheless, it was a criminal conversion undertaken by the bank on his orders. Notwithstanding all the gross mismanagement and banking follies of Doucet’s Interbank, this was the only criminal charge made against Doucet. Mismanagement such as lending money on inadequate collateral, stupid investments, extravagant expenses and misleading advertising, were not criminal.


  In the court proceedings, both civil and criminal, the Grand Court in Cayman was careful to protect the identity of the bank’s customers. One American, who had properly reported to the IRS, wasn’t afraid to come out slugging, and claims to have recovered his very substantial deposits with the bank. (The IRS learned of his account and assumed he had not reported it properly, which was the norm. To their surprise, they discovered nothing amiss.) Others, whose accounts were indeed not properly reported, made little fuss over their losseslike the Caymanians, stoically and silently. I have often wondered if Doucet believed there would be no run on his bank. As customers relying exclusively on bank secrecy, they would be restrained from doing anything rash to keep from becoming visible. If the bank did fail, wouldn’t they be apt to take their lumps? This, in fact, is what did happen.


  Doucet’s jail sentence was not too long, and it did wonders for his waistline. For a few months he had to forego his love of rich gourmet food, vintage wines, and high-priced restaurants. Unlike Robert Vesco, he did not steal millions by moving valuable assets out of public companies into his own coffers. Doucet didn’t have many valuable assets to move in the first place, and he stayed on to the very last trying to save his faltering banks.


  Someday he might write his story, but considering that all this was not much more than a small Caribbean Sea Bubble, his story would do little to flatter his ego or to enlighten anyone other than students studying banking follies. He may tell us, as he told his staff, to talk and think big, and that he almost pulled it off. For a few years he was the big man on the Islands; he was talked about and worried about more than anyone else in the financial community. He was a black sheep among the bankers, but as a black sheep he stood out as bigger in size than all the other sheep combined. For a short time he was even called by some “Mr. Cayman Islands,” so effective was his promotional campaign. He certainly put Cayman on the map, doing so by sacrificing his depositors’ money.


  In the end, Cayman was not “reeling,” as the reporters from the Wall Street Journal maintained, and Doucet’s bank may have been a sacrificial lamb, consumed for the ultimate benefit of the Islands. The government would now be more careful and exercise better controls, and all depositors would use more common sense in selecting a bank. In a way, my grandmother’s old saying, “everything is for the best,” could apply.


  One banker commented that Doucet’s demise caused “hardly a ripple” in the financial activities on the Island. I believe that is true, for outside investors. After all, if you had your account in Grand Cayman with the Bank of America or Citibank, is there really any cause for alarm? Even if a hurricane destroyed George Town, or there was a revolution, a communist takeover, or even an invasion from Cuba, your money would still be safe, because 99 percent of the money in Cayman banks is not in Cayman. If it is in U.S. dollars, it would be in New York; if pounds sterling, it would be in London; if Swiss francs, it would be in Zurich, and even if it was in gold ingots or bars, it would be in one of Europe’s major banks. Even the fraudulent conversion of gold by Doucet was from gold physically held in Geneva.


  The Wall Street Journal article stated that Doucet insisted his demise was caused by a world-wide banking crisis beyond his control. At that time a couple of U.S. banks received much publicity over their mismanagement and ensuing collapse, and their story had made banking customers worry, even in the Caymans. The troubles of the U.S. banks did cause the unwary to become wary, and this impaired the necessary inflow of funds from new customers into the Interbank coffers especially as customers’ eyes were opened to Doucet’s ways.


  Perhaps Doucet failed when he drained the bottom of the barrel of the world’s suckersthose few believers who can be found in all ages at all times, who as children were captivated by tales of a pot of gold at the end of the rainbow, who never let go of this childhood fantasy and thus were willing to entrust their money to the talents of a showman and charlatan. Another old saying is apropos: “A fool and his gold are soon parted,” usually to purchase a wonderful piece of the “blue sky,” which was the nomenclature of the day. In Cayman, Doucet made the skies extra blue, and for a season, for sale.


  Chapter 9 [image: image]


  The Great American Team


  If the flamboyant Jean Doucet of Montreal was the pirate of the Caymans in the 1970s, then Coach James G. Bryan was the pirate of the 1980s. The common denominator of each of these predatory operators was the clever use of advertising, what can be called good old Yankee advertising at its best. In the Cayman Islands Handbook for 1980, he placed an advertisement that read: “What we recommend today, we will defend tomorrow.” It was an offer few taxpayers could refuse. A short time later, Bryan got more brash; he switched his eagle logo to one strikingly similar to the IRS logo, almost as if the IRS was part of his “team.” His brashness went even further when he compared his tax planning team to the New York Yankees, Boston Celtics, and Dallas Cowboys. These advertisements were even more phony than those of Jean Doucet. Doucet’s were deceptive in the image of bigness he portrayed; Bryan’s were deceptive in the image of legitimacy.


  Taxpayers world-wide recognize that a taxpayer has the right to arrange his affairs to pay the lowest tax. A British judge explained it this way:


  No man in this country is under the smallest obligation, moral or other, so to arrange his legal relations to his business or his property as to enable Inland Revenue to put the largest shovel in his stores.


  Tax planning, which was once the pursuit of the rich, is now the pursuit of everyone except the foolish. Numerous provisions in all tax codes around the world invite and encourage tax planning. Japan’s tax laws are riddled with exemptions to such an extent that no one in the entire country should get trapped in the top tax brackets. So Bryan’s tax planning team, made up of CPAs and tax lawyers, could not have had a more legitimate appeal. Furthermore, in the U.S., any taxpayer who follows the advice of a CPA or tax lawyer is normally protected from even a negligence penalty. The tax law is such a morass of complexity and confusion that most taxpayers let their tax advisers handle the whole affair. President Carter charged that the tax code was “a disgrace to the human race.” It was never objected to, even by the Treasury.


  While Bryan and the members of his “team” received outrageous criminal sentences (twenty-five years for Bryan), his taxpayer clients were not prosecuted, although they did have to face the civil division for tax assessments and penalties. They were most likely given the usual choice of being a witness or a defendant, and it wouldn’t have been too difficult for them to make the choice that saved their skin.


  Bryan’s advertising paid off. In short order he had over two thousand American clients, with twenty-five offices in the U.S. alone. The IRS swooped down with twenty-five search warrants all at once and seized the records of his operations. Using Coach Bryan’s athletic team concept, the IRS now had the ball, and it was not too difficult for them to score big. Here is what they discovered about his “Service for the Sophisticated.” The sophistication was only a façade. What made his tax planning so outrageous in the eyes of the government was his creation of tax deductions, with the payments going to a secret account in Cayman. In some cases he even created double deductions.


  Take religious deductions, for instance. The tax code encourages people to support the church of their choice. In Bryan’s case, the church of your choice turned around and sent the money back to you via a Cayman church, which he called “The Congregation Church of Human Morality.” The mother church was in Grand Cayman, with the central diocese for the U.S. in its sister church in Georgia. Tax deductible payments were made to the U.S. church, so the taxpayer had a cancelled check made payable to the church in Georgia to show the IRS. Everything looked very legitimate. Every so often the Georgia church would send a sum of money to the mother church in Cayman. The plan was designed for taxpayers with children of college age. The Cayman church would then make the funds available through its scholarship committee, with a scholarship payment made directly to the college of the taxpayer’s choice for tuition, etc. There would be a 10 percent fee charged for this “service to the sophisticated,” with the balance available for the benefit of the taxpayer-donor. One case is reported of a taxpayer making a $30,000 donation with a second shelter deduction arranged with these same funds for a tax shelter deal. Thus he received two deductions for the same money. There was, of course, no religious aspect to this Church of Human Morality.


  For those who didn’t want to use a tax haven, there were kits for creating your own church, with ordinations and all the other religious paraphernalia. This practice of creating your own church is not new, especially in the Bible Belt. The government has a difficult time attacking religious practices. You can create your own church, with yourself as pastor, but if your donations are the only donations, and are spent for your own living expenses, these deductions can be challenged. Bryan had a large inventory of tax planning devices, and when he found a taxpayer willing to be aggressive, he introduced him to his offshore Great American Team.


  Professional men, especially doctors, dentists, and lawyers, were offered malpractice insurance and liability insurance, with a business expense deduction for the premiums. Since America is the world’s leading litigious societyeverybody sues everybodythere have been a rash of offshore litigation protection plans. Some are rather clever, but few have any genuine tax advantages over domestic insurance.


  Bryan’s service for the sophisticated began with a dog and pony show for those attracted to his offshore lair. There was a video program, seminar, brochure, and other promotional gimmicks to entice Americans interested in the charms and mystique of the offshore world. Even I have been invited as a speaker for similar offshore promotion schemes, but I have always refused, for good reason, in spite of the large fee offered. Other writers and speakers of good standing have accepted these invitations, and they provide some legitimacy to these programs. I just didn’t want my name connected with offshore schemes doomed to get in trouble with tax authorities.


  For those interested in a liability insurance program, there was a Turks and Caicos company (Professional Liability Insurance Corporation Ltd.), doing business in the Cayman Islands. The Cayman Island government will not permit phony insurance companies. They must meet large capitalization requirements, audit requirements, special licenses, and pay rather substantial fees to the government on an annual basis. To avoid these provisions, the Turks and Caicos Islands, not too far away from Cayman, offered an empty shell, which worked just fine for Bryan’s sophistication scheme. At least the name sounded good.


  As a businessmen or professional, you paid a $20,000 annual fee and received a bona fide insurance policy from P.L.I.C., which had no capital or assets or means of making payment on any claims. A company was then formed for you in the Caymans by Bryan’s A.M.E. Management Ltd., and this company took over the insurance policy for a reinsurance premium of $18,000. Out of the $18,000, $4,000 was paid to Bryan for his services in forming the new company. This left a reserve of $14,000 to cover any liability. The client was then told “for God’s sake don’t cancel your real honest-to-goodness insurance!”


  Your new Cayman company was managed by Bryan’s A.M.E. Management Ltd., but you were appointed “consultant” to the company, and the company would only do what you wanted with the money you put in it via Turks and Caicos. Trusts were also created, and you were the “protector” of that trust with power to replace any trustee you didn’t want.


  Now all of the devices Bryan used can be used in legitimate ways. “Protectors” of trusts are common and under the tax laws do not alter the tax posture of the trust. The illegality of Bryan’s schemes involved the use of tax saving tools that were used in a phony way. All front, with no substance behind them. Perhaps the greatest temptation to any tax planner is to use genuine tax savings plans in a deceptive way. In the offshore world this is especially true, and any offshore tax plan must be able to withstand the rigors of an in-depth tax probe. This takes us to the next “service for the sophisticated”: the commodity game. (Hillary Clinton, it should be noted, played the commodity game on a domestic basis as a means of obtaining a bribe and got away with it.)


  Bryan’s brand of commodity hanky-panky involved the use of the principle of “losses at home; profits abroad.” The game is simple, and commodity brokers loved it for the double commissions it produced. Bryan engaged a Texas commodity broker to create back-to-back commodity trades, one going long and the other short. When the trades were closed out, the losses were put in the account of the U.S. investor, and the profits were put in the account of the offshore investor. Because of the system in that era, the broker could arrange to determine who got the losses and who got the gains. The losses were tax deductions in the U.S., and the profits in the Cayman company were tax free.


  All it required was a clever broker who could arrange the switch. This game plan was very popular in the 1970s. At home you could transfer money between clients so the party actually making the payment was never known, and the payment looked like legitimate commodity trading. If you wanted to bribe a politician, this was easy, and the fact that this was a bribe does not show, as bribes are not deductible, of course, and are illegal.


  Bryan was especially stupid because the trading documents were all phony; the Texas broker simply manufactured the trades, but he could have done it in the real world.


  The broker who did this for Bryan got three years in prison for his “service to the sophisticated.”


  The offshore world is filled with innumerable Bryans and Doucets, many with better credentials, but none with better advertising. Bryan’s service was not for the sophisticated, but for fools who gobbled up his terrific advertising.


  The irony of Bryan’s downfall was that his cohorts in Cayman embezzled his funds in the companies over which the unwary Americans acted as “consultants.” They and the U.S. Treasury were the victors. In the criminal embezzlement trials that followed, the culprits were found not guilty, and quickly left the Cayman scene, probably to reappear in another haven to continue fleecing the unwary.


  Chapter 10 [image: image]


  Harry Margolis, the Grand Puppeteer


  Bryan’s disastrous operations and his ridiculous, stupid “sophistications” should be compared to another flamboyant offshore planner who turned out to be more than a match for even the Justice Department with its unlimited resources and determination. In trials stretching over ten years, the Justice Department attempted to convict Harry Margolis of scores of tax crimes. Over fifty IRS agents were enlisted, but all the IRS and Justice Department got for their years of work was a mouthful of feathers. They brought in special prosecutors from the New York University School of Law, but, amazingly, Margolis, a small, frail attorney, did the unprecedented, a “no-no” in criminal defensehe represented himself in the two major trials charging him with scores of tax crimes, and he was acquitted in all of them.


  When the IRS contacted me about helping them out in their trial against Margolis (I had worked for him some years before), my response was that the government would lose, because Margolis may have been an ingenious, crackpot tax planner, but not a criminal. He outsmarted the IRS at every turn. There is a saying I heard years ago, “never play a man at his own game.” Tax planning was Margolis’s game, and he made fools out of the best the IRS could come up with.


  For decades the Readers’ Digest ran a monthly story on “The Most Unforgettable Character I’ve Met.” I thought of those stories after meeting with Harry Margolis over a period of time. I first met him in the San Jose Airport in 1965, shortly after the death of his major client, Nat King Cole. He was driving a black Cadillac, which belonged to Maria Cole, Nat’s wife, and he explained to me how he shifted from domestic tax planning to international planning once Nat King Cole became his client.


  The last time I saw Harry was in 1969; he flew into a rage when I went to see him to inform him that one of his major clients wanted out of his “system,” the word he used to describe his tax planning techniques. I have met a lot of unusual people over the years, but Harry Margolis is still the most unforgettable.


  He was a genius. Some called him the “father of tax planning.” To others he was a charlatan, a crackpot whose unorthodox ways and overly-aggressive tax gamesmanship brought untold misery and financial ruin to those who were enticed into his system. The government spent millions trying to pin criminal charges on him and shut him down. They didn’t succeed, despite all their efforts. He made fools out of them. But, in the end, nature shut him down when he was stricken with terminal brain cancer. And even then the government wouldn’t let up, after having invested so much time and money to get a conviction. That, too, was a disaster for the government, as the case was dismissed after the government restedthey had not even made out a prima facie case! The government, presumably in a rage, punished Margolis’s clients with awesome tax assessments. If Margolis wasn’t to pay, then his clients would. The government would take their rage out on the innocent, those who needed to be protected, not punished.


  Financial wreckage from Harry’s system lies strewn up and down the State of California from San Diego to San Francisco as the aftermath of his ingenious tax system. His was a kind of cult, requiring a cult mentality from his followers. Any denial of faith from his followers brought excommunication by the Master himself; and with your assets tied up in his system, getting your property back was difficult, if not impossible. Even the faithful, who remained loyal to Harry until his death, have learned to regret the day they became enmeshed in his “system.” His system was essentially an illusion. Nothing was real; Harry was a super trust officer managing everything and everybody. I am sure the IRS did not shed any tears at his demise, and they probably have a warehouse filled with audit files, banking records, and offshore materials they obtained from the British Virgin Islands. The few files I was familiar with could be measured by hundreds of kilos.


  Margolis clogged the tax court with hundreds of cases, which individually would have taken years to litigate, but a wise judge solved that problem by consolidating the cases, and refusing to take cognizance of his complicated and truly sophisticated tax schemes, ignoring the legal entities and structures Margolis had created. His tax gamesmanship was sufficient to protect him from tax criminality, but insufficient to protect his clients from civil tax liabilities. The tragedy of the whole Margolis affair was in the inability of the government to put him out of business and protect the publicperhaps they should have tried to close him down as a public nuisance.


  The best way to describe Margolis’s system is a kind of grand puppeteer who orchestrated everything from within his office in Saratoga, California. When something appeared real, it was just an illusion. He managed all kinds of commercial transactions: purchases, sales, loans, mergers, liquidations, partnerships, shelters, real estate developments, shopping centers, motion pictures, royalties for entertainers like Nat King Cole and Inger Stevens and book writers like Edward Thorpe, a mathematician at the University of California, who wrote Beat the Dealer. The list goes on and on. Margolis’s tax theories were theoretically sound, but overreaching in execution. He created annuities that had no annuity income. His offshore loans with tax deductions fell apart when he failed to pay his taxes to the Netherlands Antilles government, and they revoked all his tax exemption certificates. To top everything else, his foreign trusts violated the rule against perpetuities, and hence were void ab initio, and the transfers were held on resulting trusts back to the grantors. One IRS attorney confided in me that they were aware of this, but didn’t know what to do about it. Since in law, nothing happened (void ab initio), then there would be no tax consequences, so they kept quiet.


  The other major flaw, which was never raised, was the fact that the “offshore” operations were really onshore, as everything was in California all the time. Margolis’s was a domestic show running a trust operation without a trust license. Sooner or later this whole mess would come tumbling down, one way or another. The government’s problem was not to find the chink in his armor, but rather, with so many chinks, to decide which one to capitalize on. Margolis courted disaster in so many wayshe had so many flawed concepts and errors of judgmentit is remarkable, and a tribute to his tenacious spirit, that he lasted so long and was such a difficult nut which the government could not crack.


  Clients who wanted out were apostates. And the only way to get out was to walk away and leave whatever assets you had under his control. He might return them and he might not. There was not much you could do about it. Assets often became entangled in a web of complicated commercial transactions that it was impossible to take apart. A common plan was to transfer property to a foreign trust for an annuity. Usually it was in a corporate form, under Margolis’s control. Its shares would be “sold” to a number of clients as a tax shelter. Later, he would liquidate the corporation into partnerships, also as tax shelters. Now suppose you wanted to get your property back or transfer the trust to a genuine domestic trusthow could you undo this mass of entanglements? Would another trust company be willing to take over this mess? All of his clients who obtained tax shelter status had paid for their interests. So now what? In one case, Harry made the fatal mistake of having real estate put in a corporation and then transferred the shares to a foreign trust, and in doing so he incurred a huge excise tax that only applied to shares of stock, not to ownership of real estate. In some ways, this “genius” was ignorant of basic tax law for foreign transfers.


  One client who wanted out from Harry’s system found out just how difficult that could be. Harry carried an inventory of tax shelters for clients available at year’s end. The shelter required cash, and Harry provided that, with the client signing a note for the loan. Harry assured everyone not to worry about the note, as it would be taken care of with further planning. It all sounded very reassuring, and it wasas long as you remained in Harry’s good graces. The unfortunate client who wanted out fell from grace, and Harry promptly sued on the notes. It was up to that time the longest trial in the history of Ventura County, California. There were appeals, which sustained Harry’s judgment on the notes. When this was held up to the tax court as proof that Harry’s transactions were real, the tax court brushed it aside as if the judgment was from a Justice of the Peace, not the Appellate Courts in the State of California.


  The Del Cerro case, which was famous at the time, illustrates just how foolish Margolis could be. It involved a large real estate development in Thousand Oaks, California, with a golf course and a beautiful setting. The initial cost of the land to Harry was $700,000. Harry then turned around and sold the development to clients for $7,000,000, ten times the original cost. He then charged the clients interest on their loans at 10 percent, thus the annual interest equaled the original cost paid. The IRS agent tried to tie the original purchase payment to the first annual interest payment, $700,000 going both ways, but he couldn’t do it. It was not the same money. Nevertheless the tax court refused to acknowledge the interest on the loans, with a simple observation that surely no honorable professional would work such a grossly overvalued purchase on his clients. So the payment of $700,000 in interest was not in good faith. In other words, the taxpayers paid too much for the property and the deduction was tainted in some fashion, never explained by the court, or even understood by the court. If Harry had raised the development cost by, say, half of what he did (to $3,500,000), he probably would have survived the audit and the deductions would have been allowed, even without going to tax court. This is just one example of Margolis’s “genius” at worklogical, but taxing credulity to the breaking point; overreaching in the extreme, although theoretically okay.


  Harry Margolis can best be understood if you think of him as a great matador and the IRS as a raging bull. Harry seemed to see himself challenging the bull, with the crowd cheering. With daring and finesse he would slay the beast with a bold display of skill and showmanship.


  This happened in one case; with disastrous consequences, however. After a lengthy audit of fairly complicated Margolis transactions, the agent made out his report, a Form 870, with tax assessment of $5,000; he was anxious to put the matter to rest. Harry refused to accept the 870 because he thought he was right, and so he appealed the report to the Appellate Division of the IRS. After they got through reexamining everything, they came up with an assessment of $300,000, six times the original assessment! This was just one example of Harry’s blind zeal in fighting the IRS at every opportunityit shows his terrible judgment and lack of horse sense. To satisfy his own urge to fight the IRS at all levels, he put his clients at great risk and didn’t seem to care.


  While Matador Harry Margolis was eventually badly mauled by the civil division of the IRS, he did have his day in the public arena when the criminal arm of the IRS tried to destroy him. He delighted in his “secret planning memos” as he called them, and the IRS took the bait and built their criminal case on these memos. Margolis was usually tardy in getting out his documents, so he had them all backdated to the time the events took place. The special agents latched on to this, and charged tax fraud, and shut down the civil audits while the criminal arm of the IRS went after Margolis. Indictments followed with great fanfare and publicity. National newspapers carried front page headlines. The IRS top bureaucrat in charge of the criminal division was quoted throughout the nation when he called the indictments “a great breakthrough.” The trial took place in San Francisco and lasted six months. After a couple of months, Harry did the unthinkable, he dismissed his attorneys and defended himself.


  Eventually, the government rested its case, which was tried by special prosecutors from New York University Law School. The judge threw out over half of the twenty-four felony charges against Margolis. The government had also indicted Margolis’s associate, Quinten Breen, and the case against him was dismissed, so he was completely exonerated. The government had no case. A few months later the balance of the charges went to the jury, and Harry was acquitted on all charges. Now it was Harry’s turn to crow, as the government’s “great breakthrough” turned into a great disaster. Harry appeared on TV talk shows and ran lengthy advertisements in the California press.


  The Justice Department was a poor loser. They spent another ten years building a second case against Margolis. One of the bizarre side events involved the seizure of Harry’s overseas records that had wandered around the Caribbean and ended up in the British Virgin Islands. The BVI sought his records for banking without a license. An application was made to the BVI government by the IRS to take custody of the records, and the BVI government complied, happy to rid themselves of Harry and all the problems he brought to the Islands. Harry had a nasty habit of irritating Caribbean governments where he tried to set up shop. His problem was that he never paid his taxes to the governments. The Bahamas cancelled his trust license; the Antilles cancelled his tax exemptions. He had a brief stay in Panama and the Netherlands. The BVI got the usual treatmentno pay.


  Harry was again in the federal court in San Francisco, and defended himself in 1985 against ten new felony tax charges. At this time, the frail and high-pitched voice of Margolis was still a formidable adversary for the IRS even though he was dying of brain cancer. But this didn’t deter the IRS, nor did it hamper the indomitable Margolis. Once again he was completely exonerated and acquitted of all charges, as the federal judge dismissed the entire case after the government rested. The costs to the government in their criminal attack on Margolis must have been in the millions. One agent confided in me that they had over fifty agents working on the cases against Margolis.


  It’s not easy to explain how the IRS failed to make even one case stick against Margolis. The grand jury system is partly at fault. Grand juries tend to rubber-stamp whatever the prosecution wants in complicated white collar cases, especially where the crime itself is fuzzy to start withas well-documented tax planning can be. And Harry’s was well documented. Another aspect of the failure is that Margolis was selected as a big name offshore tax planner whose conviction would provide maximum publicity to deter American tax practitioners from using offshore planning. The decision to prosecute was based on publicity first and on the evidence second. The last Margolis trial may have been based on raw vindictiveness and bitterness to avenge the humiliation the Justice Department suffered in the first Margolis case. Frankly, I wish the explanation was incompetence, but so much effort and too many highly qualified people were used to try to “get” Margolis. If the government had really had a solid case based on good evidence, they could hardly have been beaten so badly, so often.


  While Harry Margolis may have been the most unforgettable character I ever met, that does not mean his character was all that positive. He was certainly one of the most charming persons I ever met. He was a marvelous conversationalist and could hold you in his spell for hours. I have certainly never met a person with higher intelligence, which contrasted with his lack of common sense and good judgment. In dealing with the IRS he was fearless and had extreme confidence in his ability to reduce anyone’s tax obligations to zero if given the opportunity. Those who accepted his tax planning joined the Margolis Culthe was now super-father, wise oracle in all things, and his judgment was not to be questioned.


  In addition to these qualities, Harry was a great deceiver. He led everyone to believe his Aruba Bonaire Curaçao Trust Company Ltd. was for real. He boasted that the company’s legal counsel and director was Sir Guy Henderson, Chief Justice of the Courts in the Bahamasan impressive title. In reality, “Sir Guy” was a throwback from colonial days. He was not a lawyer, but a traffic court judge, nothing more. It is no surprise that the trust documents he approved violated the rule against perpetuities and were void ab initio. The picture Margolis painted of his overseas, offshore structures was a deception, a gross fraud, not unlike Doucet’s. But Doucet did have a bank with a staff; Margolis only had a collection of letter drops and flunkies who immediately sent all communications to Harry. They were his puppets and he was the grand puppeteer, telling them what to do. Even his operations at home were the same. A common comment is that no one could go to the bathroom without clearing the matter with Harry.


  His false image extended to his trusts. The clients were deceived in this regard as well. Funds paid in as trust corpus were immediately appropriated by Harry in his general funds, with a bookkeeping entry for the trust. The illusion was everywhere. It seems to this tax practitioner that his clients could have survived the IRS by claiming theft deductions for all their dealings with Harry. The money they transferred in trust, the legal debts they incurred for Harry’s shelters, the property they transferred to Harry, were all made under false pretenses, with everything misappropriated by Harry. Perhaps, as one CPA told me, Harry was a super con man, and no one perceived him as such. The government may have, but that would have upset their audit plans for punishing Harry’s clients with huge tax assessments.


  Part of the fault lies with the government of California that stayed completely clear of Harry’s operations. He was operating a bank and trust company in California without a license. He was appropriating clients funds with disregard for the laws of the State and disregard of an attorney’s obligation to his clients funds, using their money and property as his own. The state bar could also have gone after him. Harry Margolis survived to the end as the indomitable Harry Margolis, at the expense of just about everyone in societyclients, fellow professionals, and the governments.


  The federal government failed as well. The IRS ignored the fact that Harry’s clients were deceived even more than the government was. Even Superior Court judges were clients. When the audits came, most clients cooperated fully and gave assistance when they understood what was taking place. As a reward, the IRS hit them with as many assessments and penalties as they could concoct. The IRS had a chance to show that they can act with humanity and decency toward those who were victims of an extraordinary charlatan. Instead, they lived up to their worst reputationpetty, mean, insensitive, punitive, and abusive.


  Doucet, Bryan, and Margolis form a unique trilogy of deceiverseach with a message and lesson for the wise. Banks like Doucet’s, with gross mismanagement, come and go all the time in the offshore world. Doucet just stands above the crowd of crooked and mismanaged banks. Bryan also stands out above the crowd of deceivers, which are everywhere. You don’t have to look far to find Bryan’s brand of offshore deceptions. Margolis is the most difficult to analyze because his world was only fraudulent to the extent that everything was an illusion. He was not like Bryan, who had a good façade up front and pure evasion on the other side. As the courts ruled time and again, Harry was not a fraudulent tax planner in the legal sense. He was novel and creative, and evasion did not exist in his system. In fact, nothing did. Everything was unreal. There were no secret bank accounts for his clients, none of the ordinary machinations of tax evasion; and that is why the government could not convict him. Indeed, that is why most of the counts of criminal tax fraud were thrown out by federal judges after the government rested and failed to even make out a case requiring Harry to answer.


  The question that always perplexed his clients and followers was: What happens when Harry dies? Who will run things? Harry assured everyone that that was not a problem. There was this ABC Trust Foundation in the making that would take over his work. There never was any such entity, but it was in the making, and made a good talking point. But it didn’t even exist on paper; it was just nice-sounding conversation. Fifteen years before Harry died, the government of the Bahamas cancelled his trust license, but made no attempt to take over his company, as there was nothing to take over. Usually, when a bank or trust company has its license revoked, there are government-appointed trustees to handle the affairs, to handle the liquidationwith a new trustee to take charge of assets and trusts. This was never done in the Bahamas because there was nothing in the Bahamas except a license with nothing behind it. Its officers and directors were named, but did not reside in the Bahamas. The ABC Trust Company, the supposed anchor of Margolis’s overseas operations, was the grandest illusion of all.
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  Dey Dun Got You by da Balls: Scotia Bank I


  Hostage Takingthe American Way


  There was a joke within the legal profession some years ago that came from the popular American radio show Amos ’n’ Andy. The show was so popular that restaurants had to shut down during show time as no one would come out. Factories changed shift hours so that workers could listen to Amos ’n’ Andy. As one of the episodes of the show went, Amos was served with a subpoena, so he went to the Kingfish, who was the knowledgeable one on the show, for an explanation of its meaning. The Kingfish looked at the document, noting its wording, “subpoena,” which he concluded was in Latin. He said that the “sub” must mean below, and as for the “poena”he paused, then said to Amos, “Hey, dey dun got you by da balls!”


  Before the Iran hostage affair in the late 1970s, Swiss Banks in Cayman started to divest themselves of American accounts that might possibly conflict with U.S. demands for open banking worldwide. They did this, they said, to avoid being taken hostage by the U.S. government, as the banks had assets in the United States. As time has proven, it was a wise move, and now it is not easy for Americans to find banks willing to accept them as customers without waivers of privacy. The Swiss Credit Bank requires approval from the head office in Zurich.


  Hostage taking has been universally practiced throughout history. Only recently has the practice been discontinued. Despite the outrage expressed by most governments about doing business with hostage takers, the fact remains that it does work, it moves nations, and it will be undertaken from time to time because of its proven value. Today hostages have been taken in Iraq to force foreign governments to disengage themselves from the Coalition Forces. The hostage event at the U.S. Embassy in Tehran probably cost President Carter his reelection. The “arms for hostages” affair orchestrated by Colonel North tarnished the image of President Reagan, primarily because of his vow to never do business with hostage takers. The hostage game will go on. More recently both France and Germany have made deals with hostage takers.


  In the ancient world, hostages were most often taken to ensure tax compliance. The fragment of a decree chiseled in marble around 400 B.C. was found on the slopes of the Acropolis in Athens, providing for hostages to be taken in order to collect taxes from city-states that were delinquent on their taxes due to Athens. A tough “gang of five” would visit the delinquent city with a military force to take hostages, who would be released when the arrears were taken care of. The Athenian League was not a voluntary arrangement, but held together by military force, and when a city state in the league wanted to secede, the Athenians would launch a brutal attack against them, often selling the women and children into slavery and executing the men. The greatness of Athens was built primarily with tax money collected from the weaker city-states in the League.


  Hostage taking has been used for just about everything imaginable. In Medieval Europe, nobles, and even kings, were seized for a ransom, the most famous being Richard the Lionhearted of England. In more recent time, civilian hostages were taken by the Nazis and tortured or executed to suppress sabotage, and Castro tried to use the prisoners he seized at the Bay of Pigs to acquire five hundred tractors.


  Today, in order to obtain foreign banking records, the U.S. government has revived the ancient hostage game, just as the Swiss banks had anticipated. This has, of course, been handled within the framework of modern law (just as hostage taking in the ancient world was handled within the framework of ancient law).


  The government cannot just kidnap a Cayman banker and lock him up until he tells all, or supplies the government with banking recordsthis would be unbecoming of a civilized nation. So they go about it legal-like. When the banker arrives in the United States, he is served with a subpoena, and then if he doesn’t talk or produce records, a federal judge puts him in jail, as a hostage, until he changes his mind, and that could be a couple of years or so.


  The use of judicial muscle to compel foreign banks to open up their records in violation of the laws of that bank is what we can call “hostages for information.” The Justice Department won support for this procedure by a federal court in Miami. Hostages come in two formspeople or property. Neither method has turned out to be very satisfactory despite all the efforts and the lengthy court battles fought and won by the U.S. government. Today, the U.S. government has gone back to the principles of international law and even cooperation, where it should have limited its efforts in the first place.


  These modern hostage battles could have taken place in any tax haven or country with a banking privacy policy, such as Switzerland. As it turns out, the U.S. government decided to pick on the Cayman Islands as its primary target. Here is the story.


  Hostage Taking: “Your boys hit me.”


  One afternoon in George Town, Grand Cayman, I received a call from Tony Field. I knew Tony as the local manager of the Castle Bank and Trust Company. In those days, with only a handful of banks, everybody knew everybody on a first-name basis. Tony knew I was an American lawyer and a writer on tax law and history.


  Tony was a Canadian who emigrated from Barbados and became a Canadian citizen. The first thing he said to me on the phone was, “Your boys hit me,” meaning that when he was in Miami that very day boarding a plane for Cayman, he was served a subpoena ordering him to appear before a grand jury in Miami. He could not understand how they knew he was on that plane.


  That’s easy to answer. Even at that time, all passenger lists went to federal agencies, like the FBI, IRS Intelligence, FAA, CIA, etc. The computer was looking for Mr. Field and found him. So far as the subpoena is concerned, I didn’t think the government had him by the balls, as Cayman law prevented him from revealing banking information without an order of the Grand Court. Under the comity of nations, it seemed obvious to me that no American court would order a person to violate the laws of his homeland and residence. I told Tony to contact an American attorney in Miami and he should be able to take care of the matter. Tony need not worry one bit. Boy, was I wrong.


  What was in the making at the time with respect to his subpoena was an important case on international law and comity concerning banking privacy laws among nations. The case that grew out of this subpoena was to be called the Field case, and it was not only to be well known in tax havens, but by international lawyers world-wide. Even though it has been criticized by legal scholars everywhere, and U.S. legal scholars in particular, it stands for the proposition that banking privacy laws will not be respected under the comity of nations by the United States courts. Instead of being a major component of liberty, as these privacy laws are meant to be among the nations of the world, so far as the United States is concerned no respect for them will be given.


  This recent view of the American courts contrasts sharply with the view of the Swiss, as expressed by a member of the Swiss executive council:


  Banking secrecy is a major component of the wall of discretion that must protect the individual with his privacy if liberty is to be defended with success against the dominance of the state.


  This, and no less, is what is at stake. The frightening thing is that it should be necessary to state it.


  English law also has a similar rule, long lost sight of. When the Sam Irwin Committee interviewed John Ehrlichman, President Nixon’s czar of domestic affairs, they questioned him about the government’s right to snoop into the psychiatrist’s files of the man who leaked the Pentagon Papers on the Vietnam War. They reminded Ehrlichman about the ancient rule of English Law that “a man’s castle is beyond the surveillance of the king.” To which Ehrlichman replied, “times have changed.”


  Indeed they have. This ancient rule was made to prevent the king from snooping into the treasury of a nobleman, long before there were banks. When banks were established, and the nobles moved their treasuries to the banks, the rule still should have applied, as it was one’s private treasury the king was forbidden to snoop into. But today the only way to protect your money from a snooping king is to use the old mattress system. This is emphasized in the Field case.


  The Field case was a big shock to the Cayman Islands government and financial community and to others throughout the world. Previously, there had been a respectable line of cases holding that banking privacy would be respected if disclosure would be construed as an illegal act in the country where the banking records were located. Later cases held that if the witness could be prosecuted in the country of his residence, he could not be compelled to testify because of the Fifth Amendment protection against self-incrimination. Tony Field soon discovered that these rules did not apply to the Cayman Islands. The U.S. court suggested that they were doing Tony a favor by giving him a choice of jailsCayman jails or U.S. jails. The choice was not very satisfactory. The alternative was to stay clear of the United States.


  In the end, Tony Field ignored the decision and did not testify, becoming a persona non grata in the U.S. Immediately after the decision against Field, which compelled testimony despite any law to the contrary, the Cayman Islands financial community was almost in a panic. The close proximity to Miami, and the fact that almost all travel in and out of Cayman had to pass through Miami, put everyone in a quandary. Is it safe to travel into the United States? Will all Cayman bankers be served a subpoena as part of a broad sweep against the Cayman Islands? There was much to be alarmed about. Most alarming was the fact that modern medical services on the Island were not very good, and most serious and even unusual illnesses that required treatment in the most modern medical facilities had to be treated in Miami. Some banker might lose his life if confined to the Cayman Islands during a medical emergency. However, in time, the rumors died down and it was business as usual in Cayman. No new subpoenas were servedperhaps because of the futility of doing so. Granted, the U.S. government won its case against Field and thereby scored a victory over Cayman Islands banking laws, but the U.S. was to harvest no fruit.


  The government of the Cayman Islands revised its banking privacy laws after the Field case, but it is doubtful these tougher laws had any effect on the U.S. courts. The initial Cayman law probably never applied outside of the Cayman Islands anyway.


  So the whole exercise against Mr. Field was in error from the beginning. There is a long established principle of British justice, that British law only applies to acts on British soil, hence if Mr. Field made disclosures only on Cayman soil would he have violated the banking laws at that time. British lawyers explained this law to me when I first visited Cayman in the 1960s. It seemed so ridiculous and made a farce out of Cayman’s banking privacy laws. The governor of the Cayman Islands made that disclosure to Mr. Field’s lawyers when they asked the Cayman Islands to join in the appeal. American law has no such rule. Yet neither the prosecution nor the judges raised this all-important issue. The case never should have been before the courts. Mr. Field could have testified without incriminating himself. Nevertheless, the U.S. government should know by now it is wasting its time serving subpoenas on foreign bankers. It has been doing so without success for a long time. The bankers just don’t show up. If any information is really to be obtained, taking bankers hostage through the subpoena and contempt process is not the way.


  Hostage Taking II: Clobbering the Scotia Bank


  After it became clear that subpoenas on foreign banking personnel wouldn’t bear fruit, the Justice Department decided on a second planuse the subpoena power on U.S. branches of foreign banks where the money is. No problem with them not showing up. They have assets in the States that can be held hostage. Now they really can have the foreign banks “by da balls.” All they needed was a willing judge to sock it to any bank that didn’t cooperate. They found Judge Paine in Miami, who was a willing judge. Paine had no hesitation socking it to a branch of the Bank of Nova Scotia.


  The selection of the Scotia branch in Miami was well planned. It was in Miami that Tony Field got clobbered, and it appears the federal judiciary in that district had a very friendly attitude to the Justice Department in Washington. The main branches of the Scotia Bank were in New York, and logically, that would be the place to serve a subpoena for records in the Scotia banks overseas. Judge Paine was not put on the case by chance; it was an interesting example of forum shopping. In dealing with the issues in the Field case, the federal judiciary in Miami was more likely to see things the government’s way than the more competent and scholarly judges in the 2nd circuit in New York. The Scotia Bank, like Tony Field, had no idea what they were in for when a subpoena was served on the Miami branch of the bank. They were (again like Tony Field) a test case for the hostages-for-information plan, but this time assets were to be held hostage, not people. And also, like Tony Field, they were to run into a judiciary determined to sidestep international comity, as that might stand in the way of the U.S. desire to open up the banking records of offshore banks.


  The banking personnel at Scotia Bank in Cayman and the Bahamas had not screened a customer, Frank Brady, as carefully as they would do today. Brady owned a marina on Cat Island in the Bahamas. He also owned a farm in Florida called Clay Island Farms Inc. Millions of dollars worth of marijuana was loaded on planes on Cat Island and flown to the farm in Florida, which had a small airstrip. Funds from this lucrative operation ended up in the Scotia Bank branches in Cayman and the Bahamas. To make out a drug trafficking case the government needed the banking records.


  Obtaining those records should have been no problem. The government of the Cayman Islands has a long history of opposing the use of the banks on the Island to hide drug money. And, as I emphasized in Chapter 4, Cayman is not the place to stash dirty money, which includes drug money as well as money from bank robberies. If the Justice Department had asked the Attorney General in the Cayman Islands for the bank records, they would have been provided. In addition, there was a secret agreement for cooperation in drug and criminal cases, entered into by the government of the Cayman Islands and the U.S. government. The agreement was a “first use” agreement, meaning that the U.S. government would first try and obtain the information from the Cayman government in compliance with Cayman laws before resorting to unilateral strong-arm tactics. For reasons that have never been explained, the U.S. government ignored and even rejected offers to obtain the information through the cooperation of the Cayman government. In fact, they refused overtures in that regard.


  The U.S. government maintained that the government-to-government approach, worked out before the subpoena on the Scotia bank, was only an option which the U.S. could use if it wanted to; but in this case it did not want to. Writers who have looked into this case in considerable detail contend that the U.S. Attorneys lied to the judge, and lied all the way to the Supreme Court. They maintain that the U.S. government was simply an international bully, ignoring the laws of nations and also ignoring the fact that all the records could have been obtained in a civilized manner. It wasn’t necessary to clobber the Bank of Nova Scotia. If these writers are correct, then why did the U.S. ignore the comity of nations and international law? Did the U.S. just want to throw its weight around and trample on the Cayman Islands and the Bahamas? Or was there a more rational reason?


  Before we try to answer that question, let us consider the principle of the comity of nations and how the Canadian courts have responded in a similar situation. At about the same time as the Scotia case, two million dollars in stolen money was deposited with the Royal Bank of Canada in its Panama branch. The RCMP and Crown Attorney wanted a court order in Toronto to compel the Royal Bank to have its Panama branch open up its records to trace the stolen money. The Canadian courts had little trouble disposing of the case on the principle of comity:


  An Ontario court would not order a person here to break our laws; we should not make an order that would require someone to compel another to break the laws of that state. We respect those laws. The principle is well recognized.


  Finally, another facet of the Scotia case that makes it so offensive was the $25,000-a-day fine judge Paine levied against the bank. The total fine was $1,825,000. The fine stopped when the records were produced in toto. The fine is even more outrageous when it is compared to the fines levied against the drug dealers involved in the smuggling. The total fines levied against all five of the conspirators was $30,000, which amounted to a little over one day’s fine against the bank. As one writer observed:


  Based on these 5 sentences, the U.S. Attorney would have to convict 304 drug smugglers in order to earn as much revenue from criminal fines as it did in a civil contempt against a bank that was admittedly innocent of any wrongdoing other than trying to comply with the law where it was doing business.1


  The fines were Judge Paine’s decision, which, like the Field case, was upheld by the Court of Appeals in the 11th Circuit. The selection of Miami and the 11th Circuit, as opposed to New York and the 2nd Circuit, was a calculated move by the Justice Department. The Field case was not well received by legal scholars in America and certainly not around the world. It was a clumsy trespass on long established principles of comity. Comity is a kind of golden rule: do unto other nations as you would have them do unto you. Meaning, since the U.S. government would not want its banks in foreign countries compelled to violate U.S. laws, so the U.S. should not try and force foreign banks in the U.S. to violate the laws of the countries where they are located.


  The Field case and the Scotia Bank case would probably have been decided differently in the 2nd Circuit (New York), which is the primary banking center for the United States and much of the world. Once the Scotia bank case was in motion in a circuit most likely to rule as the government wanted, with a chicken-livered Canadian government sitting by and doing nothing, there was an overriding incentive to push the case through to a happy judicial endingthe government had shopped for such a forum that would rule in its favor, and they wanted the ruling for future cases. The fact that the Cayman government tried hard to accommodate the prosecutionand would have obtained the records for the askingwas an embarrassment. The Justice Department would have liked it better if the Cayman government had not been so darn cooperative.


  In the end, the Scotia Bank case was the high water mark for the government’s assault on foreign banking privacy laws. When confronted with the same issues in the federal courts in New York, in the famous Gucci and Mark Rich cases, no contempt fines were levied against the banks involved. The Chase Manhattan Bank was enjoined by a British court from releasing its records; the Chemical Bank had been enjoined by a Swiss court from releasing its records; The Citibank was enjoined by a Hong Kong court from releasing its records. What happened? Were these cases any different? Not really, except the Swiss government seized the records from the Chemical Bank in Switzerland. The story is told that the federal judge in New York, when asked for an order against the Chemical Bank, made this off-the-cuff comment: “Do you expect me to make an order directing the Chemical Bank to burglarize the offices of the Swiss government to steal the records?”


  The United States government now knows that its hostage-taking-for-information is even more useless when applied to banks than when applied to people. Foreign governments will now protect their banks by stepping in and seizing bank records, making it impossible for the banks to produce the records now in the hands of the foreign government. They do this to protect their sovereignty and compel respect for their laws and the comity of nations.


  The use of hostages-for-information is now only history. Any bank manager who would breach his fiduciary banking duty of protecting the privacy of his customer’s affairsshould he yield to a subpoena in violation of the laws of the country where the bank is locatedwould be finished as a banker anywhere in the world. He would be like a minister or lawyer who betrays the confidences of parishioners or clients. He would find favor with his government, but he would only bring contempt upon himself from society. It is said that the Field case did not address this issue, the moral issue. The comity of nations issue, while significant, is not as important as the trust of a banker to his customers. Betrayal of that trust is reprehensible and inexcusable. The demise of the hostages-for-information projects beginning with the Field case could be summarized in these words: “Nice try.” As it turned out, it would have been better if these projects had not been tried in the first place.


  _____________________


  1Jud Harwood, “U.S. Government Lawyers Deceive the Courts,” Taxes International 65 (London, March 1985).
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  Sock it to the Scotia Bank II


  The Scotia Bank was no sooner bogged down in the subpoena case than they found themselves under investigation and indictment for an alleged massive tax fraud involving a tax shelter promoter out of Denver. Unlike the subpoena case (where they admittedly had done nothing wrong), in this case they were supposed to have been a co-conspirator along with another major player. The case against the bank was ultimately dropped in the fall of 1989, but the events that took place in the grand jury are unbelievable and would have never been known except for lengthy hearings and reports by a couple of federal judges who looked into the affair at length.


  Scotia Bank was one of the big banks in Cayman, and they seemed to have walked into a number of shady arrangements. There is no question but that the bank makes every effort to steer clear of dirty money, at least at the present time, but in the 1970s Scotia Bank seems to have attracted some bad arrangements. At that time, Scotia Bank took the position that the basic service they offered was to preserve the privacy of their customers’ affairs. Big mistake. Perhaps what the bank didn’t understand is that tax evasion, as opposed to tax avoidance, was of no concern, and since evasion is so much simpler and does not involve a lot of paper work, evasion is the way to go. When Scotia Bank’s troubles surfaced some years ago, one competitor banker in Cayman remarked to me “it couldn’t happen to nicer guys.”


  Scotia Bank had made remarkable growth in its few years in Grand Cayman. Beginning on the fourth floor of the old Barclays Bank Building, they expanded to a multi-story banking facility of their own across the street, and their business expanded faster than the other banks in town, partly because they were open to just about anyone with lawful funds. How a customer handled his tax and fiscal affairs was of no concern to them.


  There is some logic to this position. Having customers from so many different nations, it’s difficult for a banker to know if a particular tax plan is legal in the customer’s country of residence. In many situations that is irrelevant. Even the U.S. government would approve tax havens to protect people from exchange controls that run counter to the best interest of the U.S. The exchange controls impede the recycling of dollars back into the United States Treasury.


  Confiscatory taxation or any taxation lacking bona fide consent has little if any moral or even legal justificationwhat famous nineteenth-century American Supreme Court Justice John Harlan called legislative plunder under the guise of taxation. The American Revolution stood for the proposition that any taxation lacking bona fide consent justifies evasion and violence. No one consents to confiscatory taxationat least no one in their right mind, except during wartime. You can make out a compelling case that offshore banks have a moral right and duty to protect people from avaricious tax laws that are nothing more than legalized extortionand have been called extortion and plunder by our best thinkers and by the founders and framers of the American Constitution.


  As a practical matter, however, discretion is advisable on the banker’s part. When legal means of tax avoidance are available, it is foolish and lazy to go the tax-criminal route. There is also the very practical question of whose tax laws are being evaded. If the evasion concerns confiscations by some dictatorship or greedy socialist state, almost everyone would think that is just fine, but when a Western democracy is involved, banks would be wise to give the matter careful thought and analysisand that certainly is what most banks do today.


  One of the leading Swiss banks will accept Americans but will insist on having on file legal opinions from competent tax experts that the planning is not illegal under U.S. laws. Others require waivers of privacy rights as a condition. One of the interesting games people play is that Canadians will not use Canadian banks offshore, Americans will not use American banks, British will not use British banks. Most customers instinctively steer clear of their national banks, where privacy seems less secure. Believe it or not, the U.S. Treasury goes to considerable length to protect non-resident aliens from snooping by their governments. Many banks in Texas recently lost a lot of customers when the U.S. and Mexico entered into a tax treaty on exchange of information. Rich Mexicans along the border with accounts in Texas banks got nervous and started moving their accounts to other places, even to Toronto, London, Amsterdam, and of course, Panama, the Bahamas and Caymananywhere but Texas.


  The distinction has to be drawn between accepting a deposit and actively being involved in a tax plan. No bank has ever had to worry about accepting deposits, so long as the funds lawfully belonged to the depositor and are not the fruits of crime or drug trafficking. Still, banks have to be careful about getting involved in tax plans that are bad, and need some expert opinions from the country involved, especially when dealing with the United States. So far, no bank that I know of has been convicted of conspiring to evade tax, but Scotia Bank, and a decade before that the Banco Popular in the Netherlands Antilles, did have to go to considerable expense to defend themselves, with adverse publicity. The IRS did not really intend to convict these banks, but did want to put the fear of God in them if they got involved in some dubious tax schemes. Luxembourg has taken the lead in requiring the high officials in its banks to know their customers. Money laundering is to be avoided, and positive steps have to be taken to make sure a customer is not in that business.


  In the 1970s, Scotia Bank would readily accept evasion planning. On one occasion a wealthy Latin family that escaped with some of its wealth from Cuba wanted to use the funds for family members in the States. It was a case where tax avoidance was available and easy to do. Scotia’s trust department killed any legal planning by telling the family to just set up a standard trust and rely on banking secrecy. These trusts were unfortunately fully taxable and required notifying the IRSbut these laws were to be ignored. These rather unsophisticated foreigners, resident in the U.S., were drawn into a tax evasion plan that had no statute of limitations, and involved serious tax crimes. So when Scotia Bank got into serious tax troubles with the IRS, the Cayman banking community had no sympathy for them, saying, “They asked for it.”


  Banking privacy has a long history of failing to protect one’s bank accounts from snooping. It is hardly a sound basis for protection from anyone determined to pierce the veil. It is not even necessary to go to the country involved. Banking transfers are international in character, and the trail of money in and out of banks can be followed anywhere. The bank manager of Scotia Bank in Grand Cayman, Monte Smith, whom we will learn about in the story ahead, was subject to some embarrassment in 1980 for advising a customer named Douglas Carlton that there was no way anyone could trace funds to his account in the Cayman branch, citing the famous American Express robbery case we have discussed, about stolen cash that found its way into Cayman banks. According to local scuttlebutt, the robbery funds could not be traced, or so the story goes.


  The Wall Street Journal reported the following story at some length. In October 1980, Douglas Carlton, a Dallas businessman, received $290,000 from a man who, according to court proceedings, stole $4 million from elderly depositors in a California savings and loan. Concerned that the California savings and loan might not believe his contention that this money was payment for services rendered, our man Carlton went to Cayman and confronted Monte Smith with the problem of tracing the funds. Carlton recalls, “I looked him in the eye and said, ‘Is there any way anybody can tie this money up?’ He gave me some song and dance about the Brinks robbery money going to Cayman and that there was no way anyone could find it, let alone tie it up.” In the end the California savings and loan traced the funds and did tie up the money pending Carlton’s trial for fraud.


  I have some serious doubts about this man’s story. Every banker knows that tellers put a rubber stamp on the back of any checks or drafts for deposit or collection, and these stamps tell the story of where the money came from and where it went. In addition, Scotia Bank has a clearing bank in New York, and it is relatively easy to put an order on Scotia’s New York agency to freeze funds in Cayman. Bank transfers, whether by wire or draft, are hardly private transactions. Cash in a “brown bag, or brief case” is something else, of course.


  Competition among the major offshore banks was, in the words of the senior and leading lawyer in Cayman, “vicious.” Scotia Bank beat out the competition by offering services most banks would avoid. By encouraging the bank secrecy cloak, they became the bad boys, the unfair competitors of the major banks. When they became the major target of the U.S. government, they had, in a way, earned it.


  Fortunately for the bank, those in the IRS and Justice Department’s tax division responsible for selecting targets haven’t done too well. They seem to be guided by policy considerationsusually big names and big numberswhat might bring maximum publicity for tax compliance. There is nothing wrong with this approach, providing you have a solid case. But when the facts are on the weak side, any selection based on big names and big numbers has a history of blowing up in the government’s face. Big names will always be able to hire the best lawyers, and for any tax prosecution, jury sympathies are not likely to be with the IRS. Jurors are taxpayers, and they can easily identify with a defendant taxpayer. The IRS is not likely to have many friends in society, so selecting a case not solid on the facts and law will usually spell disaster for the government. This means that dozens of agents, often working for years on a single big case, end up wasting their time and the government’s resources, as happened with the Harry Margolis case. Scotia Bank did not get clobbered as they did in the subpoena case, and they came away looking good to the world, with big bully USA trampling on the comity of nations.


  In the area where Scotia Bank was vulnerable and culpable, the government blew it. They had selected a case that was weak on the facts but large in numbers, and, lacking good evidence, they tried to manufacture evidence for an indictment. Here is an almost unbelievable story.


  The case involved tax shelters for investors in coal. The use of coal as an energy source was an important national objective because it would reduce the country’s dependence on imported oil. Congress decided to grant very attractive, almost too attractive, tax incentives (shelters) for investment in coal operations. Lacking substantial cash, the Scotia Bank came to the aid of the shelter promoters and provided loans that never left the bank. (Not like Margolis, who had his funds go back and forth from onshore to offshore, so actual money did move.) Under these circumstances, deductions may not be allowed, but this raises a question of highly technical tax law; criminal intent would be lacking.


  There is no doubt the shelter planners were hogs, which was also a problem Margolis and Tony Field had. The head planner, William A. Kilpatrick, had some impressive tax advisers to back up his shelter. A prominent tax law professor from the University of Washington came to testify at the grand jury for the defendants. To deter the professor, Stephen Snyder, the prosecuting attorney, threatened the professor (and others) by telling them that their testimony “disgraced them” and implied that the tax division of the Justice Department would take after the witness. The professor was, in the opinion of Federal District Court Judge Kane, “browbeaten and ridiculed by the prosecutor” for giving his professional opinion. At the same time, Judge Winner (the first judge who reviewed the case) noted that the prosecutor bragged that he had never taken a course in taxation and knew almost nothing about it. One wonders how the Justice Department could assign a complex and difficult tax case, with support from highly educated members of the tax bar to an attorney with such appalling ignorance about taxation. As a result, he wasted almost two years of a grand jury’s time and then the time of the federal courts for another seven years.


  Considering all the high powered tax professionals who were behind Kilpatrick’s tax shelter, the bank was taken by surprise to learn they were going to be indicted by a grand jury. At the hearing, the jurors wanted to know why this bank was singled out for attack when other banks were involved as well. The prosecutor told the jurors that Scotia Bank was a more appropriate target, unlike the other banks involved, as it was “a large internationally known bank doing business in the United States and its prosecution would deter others.” In other words, the bank was targeted for prosecution as a matter of bureaucratic policy. Now, that would not be objectionable, except for the fact that there was, in the words of Judge Kane (a federal trial judge who reviewed the evidence), “no evidence” supporting the criminal charge against the bank. So what did the prosecutor do to convince the grand jury of the bank’s criminality? He told the grand jury, “My agents will tell you there is evidence that the Bank knew it was the IRSthey were in fact told that it was the IRS they were defrauding.”


  Judge Kane then found that “no such evidence was ever presented.” In other words, the prosecutor’s statement was a bald-faced lie (perjury number one). Now for the good part. A special agent for the IRS named Mendrop proceeded to tell the grand jury about the bank’s criminality. He did this by giving summaries (which came at the end of the twenty months of grand jury hearings) of the testimony previously given at the hearing by what he claimed were three other agents who had the “goods” on the bank. He commenced his testimony by saying that these summaries of evidence would “refresh your memory.” He summarized that the first special agent was never at the grand jury and never did give any testimony whatsoever. So, we have bald-faced perjury number two. He then summarized the testimony of two other agents who did testify many months before, but whose testimony, upon examination, contained nothing to incriminate the bank. So his perjury compounds itself. On the basis of this false testimony, the bank was indicted. The prosecutor and his team simply manufactured evidence and hoodwinked the grand jury. There was perjury all over what was given to the grand jury, and no one cared. The reports by two federal judges of the events at the grand jury hearings are filled with unethical, deceptive, and perjured testimony. And again, no one cared. Since the attorneys for the Justice Department are in charge of the grand jury proceedings, they are supposed to see that only truthful evidence is given to the jury. In this case, they did the opposite. U.S. Attorney Stephen Snyder, who was most culpable, told one of the defense attorneys that he was planning to put Mr. Kilpatrick’s scalp on his belt and use this as a stepping-stone to higher ranking employment in the Justice Department. In other words it was a feather in his cap, a notch on his rifle butt, a head mounted over his fireplace, you name it. A tragic amount of federal prosecution today is head hunting. Snyder wanted Kilpatrick’s head to mount over his fireplace. He didn’t do it, but he tried. What should have happened is that Snyder, being a member of the bar in some state, should have been disbarred by that bar association.


  There were a number of bizarre events that make this case so interesting. A U.S. Attorney named Scharf made a trip to Puerto Rico to try to run down one of Scotia Bank’s employees for questioning. This was at a time when Scotia Bank was represented by a prominent law firm in New York. It is unethical for an attorney to interview employees of an adverse party represented by counsel. In this case, Scharf wasn’t able to find the bank employee, so he spent two days trailing the employee’s two young daughters, ages eight and ten. He did locate and talk with the banker’s wife. This was also improper, as he should have known. One judge commented about this ludicrous and unethical maneuver: “As an investigative technique, tailing the two little girls and quizzing the wife may have been brilliant police work, but I am quizzical as to the propriety of a lawyer questioning someone he knows he could not question in court because of an absolute privilege. . . .”


  Another episode of abusive but silly behavior took place when Special Agent Paul Raybin raced up to an old sickly man in a wheelchair who was being wheeled by his attendant down the corridor in the courthouse to the elevator. The sickly man was a former admiral in the Brazilian navy; he was in extremely poor health with heart disease and was totally incapacitated. Agent Raybin flashed his badge in the gentleman’s face and screamed “you’re under arrest!” He then seized the wheelchair from the attendant and raced away to the marshal’s office where this man was kept in a holding cell, alone, for three hours. He was being arrested, not for having done anything wrong, but because he was a “material witness.” This could have been handled in a more civilized manner. The old man was frightened to death and it is a wonder he didn’t have a heart attack, considering his coronary condition.


  Finally, the most ridiculous and downright outrageous act by the Justice Department was their attempt to muzzle the opinions of the judge who reviewed the grand jury proceedings for misconduct and abuse by the U.S. Attorneys. The Justice Department tried to get an injunction from the 10th Circuit Court of Appeals to prevent the judge from publishing his opinion. Of course, it didn’t work, and only brought national attention to the crimes of the prosecutors. Any chance Snyder had of obtaining Kilpatrick’s scalp as a stepping-stone to advancement in the Justice Department was over. Thereafter the government switched to arguing that there had been nothing but harmless technical errors. However, the grand jury records and testimony indicated that in order to obtain an indictment the agents had lied to the grand jury, obstructed justice, and, along with the U.S. Attorneys, threatened witnesses, tricked defense witnesses not to appear, signed letters stolen from the U.S. Attorney’s office, destroyed evidence favorable to the defendants, and violated the grand jury secrecy rules. Judge Kane, who threw out the indictment as an outrage, made the following observations:


  What is perhaps most alarming is that even in the very last of so many hearings, one of the prosecuting attorneys continued to refer to the challenges to his and his colleagues conduct as “silly” and “frivolous.” The supervisory authority of the court must be used in circumstances such as those present in this case to declare with unmistakable intention that such conduct is neither “silly” nor “frivolous” and that it will not be tolerated.


  The government attorneys, who replaced the prosecutors whose activities are at issue, reluctantly acknowledge that with regard to at least two of the procedures employed in this investigation they were “technically inaccurate” and “should obviously not be repeated in the future” are cumulative, what emerges is a picture of an IRS investigation out of control and a grand jury which was converted into little more than a rubber stamp.


  Eventually, the U.S. Supreme Court came to the aid of the Justice Department and reinstated the indictment. The mere fact that the grand jury is a rubber stamp for the prosecution is of no concern to the courtsand it is also immaterial if federal prosecutors acted like Nazis in the grand jury proceedings. As a result, in 1989, a trial was held and the sole defendant was Kilpatrick, who was acquitted of all charges. He did not have to introduce any evidence because the government’s case was so bad that an acquittal was mandatory.


  Thus ended over a decade of efforts by the government against an offshore tax plan that was sound in theory and substance. Not only did the government lose the case, they brought upon themselves nationwide adverse publicity, even infamy, as CBS in 60 Minutes revealed the case to the nation. If the IRS wonders why they are held in such contempt, world-wide, this should explain it. If the government had accepted and acknowledged the errors of its agents, they would have looked better. The fact that the Supreme Court, on this occasion and on other occasions, whitewashed this shameful behavior did neither the high court nor the government any service. The great disservice was to the American people who have a right to expect the court to stand up for integrity and honesty by government rather than support deceit, perjury, and bullying.


  This case, like so many others, reveals two serious problems with the American justice system, especially the federal system. The first is with the grand jury system. It was supposed to be a shield for citizens, to protect them from over-zealous prosecutors, trumped-up charges, weak cases, or politically motivated cases. Today, with so many novel crimes with complex issues on the books, grand juries are often incompetent to deal with such issues, as in the Kilpatrick case. These juries take the easy way out and do as the prosecutor tells them. As the trial judge said, they “rubber-stamp” tools of oppression against the innocent. Margolis, and Mrs. Marcos of the Philippines, and her supposed accomplice Mr. Kashogge, were all quickly acquitted in very complicated and costly trials.


  A few years back, when Robert Kennedy was Attorney General, he put Roy Cohn on his list of enemies, right behind Jimmy Hoffa. Roy Cohn was spied on and investigated by dozens of agents, both FBI and IRS, and he was indicted on three separate occasions with a whole bagful of felonies. Not one of them had any merit, and Cohn was acquitted on all charges, even after three attempts. This whole operation was a vendetta and conspiracy by the Attorney General to abuse the grand jury process in order to carry out personal grudges against Cohn. As Cohn wrote in his autobiography, “Let’s face it, I was practically indictable for being Roy Cohn.” On the federal grand jury system he commented:


  An Attorney General of the United States with a target in his sight glass is potentially as deadly and inevitable as a guided missile . . . he controls all the federal grand juries in the country. Grand juries have long been the institutional rubber stamp of prosecutors, but while most states impose restraints on them, in the federal system anything goes. A federal grand jury can indict on hearsay alone.1


  Grand jury corruption was never more apparent than in the Harry Margolis investigations. Everyone connected with this crackpot tax planner was given the choice of being either a witness or a defendantnot because they were guilty, but as punishment for not joining the prosecution’s team. No one was more aware of that than Quinten Breen, an early associate of Margolis. He was among those who decided not to be cooperative, and ended up with an absolutely phony indictment. He was forced to stand trial for three months, and when the government rested its case, the federal trial judge immediately threw the case out. The government had no case, and never did. But they did punish Breen for not cooperating with them.


  The reason the Creator denied us too much longevity is to prevent the perpetuation of our sins and to allow the coming generation to take over and rid society of the evils we refuse to see or correct. The new generation of Germans have no stomach for Nazism, and the new generation of Russians have no use for Stalinism, even Communism. If their parents’ lives had been as long as Methuselah, the Soviet State would continue to be an “evil empire.” Hopefully, our children will someday do for our society what the Russians and Germans have done for theirs.


  Grand juries were necessary a long time ago when judges were agents of the Crown and could be dismissed at will. Now, independent judges can best deal with the question of “just cause” in preliminary hearings to compel a person to stand trial. Grand juries were invented in Britain and were abolished there in 1933. Thereafter, Commonwealth countries that rely on British law have also abandoned grand juries.


  The preliminary hearing before a judge in a court is open to the public, the press, and the defendant, who can offer his evidence and witnesses, cross examine the government’s witnesses, and plead his case in open court. This is obviously a better system. Weak cases, even bad cases, will fall apart before an open court with an independent judge in control. In the Kilpatrick case, when all the evidence was in and after seven years of judicial battles of considerable magnitude, it became clear the government had no case and never did. In 1980, with a wise judge in a preliminary hearing, this case could have been put to rest and saved everybody, especially the taxpayers, a lot of trouble and expense.


  Grand juries also can be evil when used as weapons against anyone the government wants to punish, especially when it knows it cannot obtain a conviction. Stephen Snyder, the main prosecutor against Kilpatrick, admitted to defense counsel that “even if the defendant wasn’t guilty the government would break him with the cost of the defense.” When faced with the need to convince a judge in an open preliminary hearing, such misuse of the judicial process is unlikely and would expose those abusing the process to civil punishments and liability. By using a grand jury, corrupt prosecutors obtain immunity for their sins.


  The second serious defect in the grand jury system is the license prosecutors receive to simply misbehave. In Commonwealth countries, where British law rules, prosecutors are “Crown Attorneys,” and even though they act for the government to prosecute criminal cases, they are still held up to the same professional standards as other attorneys. They can and will be disbarred or punished for unethical conduct. In the American system, federal prosecutors are in reality only responsible to the Justice Department. Bar associations never punish them for misdeeds. If Mr. Snyder had behaved the way he did in a civil proceeding, he would have been subject to discipline and possible disbarment. There is an abundance of evidence to show that his demeanor was a disgrace to the legal profession; that he obstructed justice in so many ways to obtain a fraudulent indictment; that he threatened witnesses to prevent the truth from being presented to a grand jury; and that he said nothing when IRS agents gave summaries of bald-faced lies to the grand jury. In this case, the jury must have been worn-out and confused by the lengthy hearings and unduly complicated fiscal arrangements that were beyond their capacity to comprehend. As a group of honest and prominent citizens, little did they know that the prosecution had been lying to them.


  There is no doubt that Scotia Bank has cleaned up its act offshore by getting to know its customers. As for the Justice Department and its misuse of the grand jury system, there are no checks, no one to police them to prevent the harm they have done, and are doing, to society. Innocent people will continue to stand trial for crimes they did not commit when they end up as targets on some president or prosecutor’s enemy list, head hunting list, or “witness or defendant” list. Big names and big numbers will also continue to be targets for indictments on insufficient evidence. It is to be hoped that someday some courageous members of Congress will address the problem and propose laws to set up checks and revamp or eliminate the grand jury system, as the Commonwealth countries have done following the lead of Great Britain. If government at best, in the words of Thomas Paine, is a necessary evil, and at worst an intolerable one, then the grand jury system functions in the “intolerable” category.


  _____________________


  1The Autobiography of Roy Cohn (Secaucus, N.J.: Lyle Stuart, 1988).
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  “The Land Time Forgot”: Reflections on the Cayman Islands


  The in-flight magazine for British Airways some years ago said that the Cayman Islands were discovered as a tax haven by a lawyer named Charles Adams. These Caribbean islands had been discovered three times before. First, by Columbus in 1503; then by pirates, who used them as a base for plundering Spanish galleons; and later by deserters from Cromwell’s forces, who had seized Jamaica from Spain. These discoveries never registered much with the world, but the tax haven discovery could be likened to the discovery of the Comstock Lode in Virginia City, Nevada. People flooded to the island of Grand Cayman to make their fortunes in a new type of lode. Cayman was a land of political stability and no taxes, which for many was better than gold and silver, because anyone could find it. Most people didn’t come to Cayman to stay long, they just sent their money. What follows are my experiences in the early days in Cayman, which I thought might be interesting, as the life of those early days has long disappeared.


  When I discovered Grand Cayman in the 1960s, it was a peaceful place, not unlike a report in the National Geographic forty years earlier, which called Grand Cayman “The Land Time Forgot.” Like so many refugees from civilization, at the first opportunity I moved my family from Southern California to the Caymans and set up shop in the community, teaching history at the local college, operating an offshore financial institution, and entering head first into the life of a Cayman Islander. I had a wonderful time with the ocean sportswith our fishing boat, a sail boat, and scuba diving gear. Shortly after our arrival we went into George Town to buy fish. But nobody sold fish; if you wanted fish, you had to go and get it yourself, by spear or pole or fish pot. The Caymanians showed me how to make a fish pot out of local materials. They gathered around me on the beach and gave me instructions. It was quite a local ceremony! The fish pot worked well. Every morning I would lower it about fifty yards offshore next to a coral reef, and by evening it was full of fish, mostly grouper. It was so easy, no wonder no one bought fish.


  The Caymanian people were, by and large, a delight to live among, and much of the success of the islands as a tax haven can be attributed to their warmth and integrity. As a British colonial people, they were not all that fond of the Britishthe “Limeys” as they called thembut North Americans were accepted without reservation, partly because so many of the Caymanians had relatives who had immigrated to North America. Thus, many Caymanians had a Stateside family and a local family. The Caymanians were a seagoing people, and most of the merchant marines of the world had Caymanian seamen. This meant that many of the men spent months away from home; more than half of their life was at sea. When the tax haven business was set up, one of the purposes was to bring the men home, to be able to live and work at home and not have to be at sea for most of their lives.


  The British are well known for their colonial arrogance, which accounts for the contempt colonial peoples throughout the world have for the British, and Caymanians are no exception. Yet the British, for all their abrasive and abusive ways, did bring British law and political practices to the Islands, making for political stability and good laws, without which the Cayman Islands would still be “The Land Time Forgot.”


  The infestation of mosquitoes was beyond tolerance in those early days. The island laid claim to a world’s record in one of their mosquito traps; something like 300,000 caught in thirty minutes, as I recall. Cattle suffocated when swarms of mosquitoes clogged their nostrils, making breathing impossible, and death sometimes followed. In the evening, if your legs were exposed, they would be chewed up by sand fleas, so watching the setting sun was a fully-clothed adventure. In the summer the humidity was also intolerable, which is why so many of the English left the island to spend the summers in England.


  The Cayman Islands were filled with excitement in those days, and in the summer of 1971 I got a call from Forbes Magazine wanting to know what was going on. I reported it must be much like Virginia City in the gold and silver rush days of the old West, with banks going up on every corner. The magazine reported my words in an article, “New Stash for Hot Cash.” There was no shortage of new banks wanting to establish themselves, but there were few, if any, decent facilities. The Royal Bank of Canada set up its trust offices in a dingy old warehouse at the waterfront. But construction was taking place everywhereeven the government was on the move into new buildings. The Castro-Cuba disaster was behind this move to the Caymans. And in the Bahamas the new Pindling government put a scare into the Nasssau banking community when work permits were denied to English bankers who had lived and worked there for decades. There were fears that the instability might cause the Bahamas to go the way of Cuba, or develop an anti-white racial policy. Even today, bankers feel more comfortable in a Crown Colony under British rule than in the Bahamas, where banking privacy laws have recently been compromised and offshore mutual fund management seriously endangered.


  After a few years, like so many expatriates, we left Grand Cayman to return to civilization, which began to look good once again. During our stay in Cayman, my wife, Tamara, used her wits to keep us in good health and to keep her sanity. She would fly to Miami every few weeks and stare at the groceries in the supermarkets. The so-called supermarkets in Cayman were known for their super cockroaches. As for fresh groceries, which were nonexistent on the island, Tamara had the Lacsa DC-6 air freighter, which flew over our house every Thursday afternoon at about 3 PM, bring us a wooden crate of groceries from Costa Rica. Upon hearing the plane fly over our house, she would jump in her car and race to the airport to retrieve these foodstuffs, which kept us in good health.


  As for beef, a cattle farmer would bring a cow into town on Saturday afternoon and butcher it on the main street, where the locals would show up with their baskets for a chunk of meat. The taste was not like U.S. Choice, not even U.S. Commercial, so we ate the local fish plus the fresh meat Tamara brought home on her regular visit to Miami.


  The drinking water had to be boiled, as I discovered after a chronic case of dysentery. I was told after a while I would adjust to the water, but a local doctor, who had fled Cuba, told me that my longevity might be limited to six months if I didn’t start boiling all drinking water. I got the message.


  One of my delights in Cayman was teaching history at the local college, sponsored by an American university. This brought me in contact with West Indian students. They were the brightest students I had ever encountered, and being descendents of slaves, I inevitably compared them to the African-Americans I had known at UCLA and in Southern California. Why were they so superior to the blacks I had known in the States, even those in post-graduate school at UCLA? That question still haunts me and no one has been able to explain why.


  We left Cayman on a hot day in 1976, after crating our furnishings and saying good-bye to our six-year island venture. We were settled in our seats in the old Cayman Airways BAC 111 that September afternoon for our final departure from Owen Roberts Airport, and as Grand Cayman island passed below, Tamara remarked, “You will have to write about what happened here. It certainly will be the most adventurous time of our lives.” There was the Howard Hughes affair, the collapse of Interbank, and the mystique of the offshore world, which we had seen from the inside. “Just think,” she said, “life will be dull without the various spooks watching our house anymore.” I responded, “Perhaps, someday.” At that time I thought Mr. Latimer of Intertel would write the Hughes story, and I could fill in with a response to his perspective. He didn’t. I had begun writing a series of historical articles on the role of taxation in history, and I wanted to finish that study before undertaking a Cayman odyssey. I did finish the tax history story, but that was after more than fifteen years of research.


  We returned to Cayman in 1989 and found a new world we had not known, with all the benefits of civilization: luxury hotels, a golf course, wonderful restaurants, real supermarkets, diving facilities, and new bank buildings everywhere. There were paved roads (no potholes) and traffic lights! The land time forgot was gone, along with its charm, warmth, and simple lifestyle. Just about all of my friends and business associates were gone as well. My students had all graduated and returned to their various island homes or to universities in the States or England. The noxious insects seemed to be under control. Civilization had indeed arrived in full force. The inconveniences that had so irritated us were gone, but they had been a small price to pay for the wonderful qualities of a simpler life that we had the privilege of enjoying for a few years.


  Grand Cayman is only one small tax haven island among a world that is full of such places, well over two dozen by a rough count. Beginning with the new day at the International Dateline in the Pacific, there are tax havens there, and they continue to dot the map of the world as the sun moves across the sky, ending with Panama. If the sun never set on the British Empire a hundred years ago, it certainly never sets on the world’s tax havens, which form a complex geographical mosaic across the face of the globe. They offer a wide array of services of every type imaginable, from routinely smuggling rare art and gold out of Russia, to a well-greased conduit for recycling dollars back into the United States for the benefit of the U.S. Treasury.


  In tax havens you will find a full range of competency and incompetency, legality and illegalitythe good and the bad. On the darker side, these “financial centers” as they like to be called, are a fiscal no-man’s land. The protections that are offered investors by government watchdogs like the SEC don’t exist out there. These tax havens teem with soldiers of finance, or as I would call them, “kooks, crooks, and con men,” hustlers of every kind imaginable.


  I have introduced you to many professionals, some famous, who exercised poor judgment and ended up in jail, or almost in jail. I hope that by telling the story of others, including their disasters, anyone wanting to use tax haven facilities can avoid the offshore reefs. Not all the stories had a bad ending, and many where downright funny, others bizarre. Some are just fascinating entertainment, showing the unpredictability of offshore schemeslike the Asian proverb, “The most precious thing in life is its uncertainty.”


  This is not a “how to” book any more than a “how not to” book. The reader will learn much of both by following the words of wisdom inherent in the stories that are told here. The wisdom of experience is most often the wisdom learned from mistakes, and to learn from mistakes, especially the mistakes of others, is a mark of intelligence. I trust the reader will be able to separate the sheep from the goats and not wander off onto forbidden paths. Prudence is often ignored by the novice and the greedy when the extraordinary temptations in the offshore world present themselves.


  If you are a thief, or so inclined, I would recommend you not try to hide your ill-gotten gain offshore. I’ve proven that point by real life stories of crooks who took their loot offshore and made a disaster out of what had been extremely well-planned capers. They would have been better off if they had buried their loot in the back yard.


  By and large, most tax haven business is not immoral, and most of it is quite legal. The year I left Grand Cayman, a ranking IRS attorney in charge of operations in the Caribbean and South America, George Bernard, as I recall his name, came to visit me because of the many articles I had written about tax haven tax planning, and he added that even the IRS Commissioner read my articles. He said: “There are millions of dollars in taxes that can be saved offshore, quite legitimately, and I want to retire from the Service, go into private practice, and I would like you to show me how it is done.”


  Anyone who seriously delves into the offshore world is bound to develop a new perspective of liberty, especially if they move to a tax haven and live there. They will discover what life was like before the income tax, which today requires that all citizens surrender their privacy to an all-powerful, self-righteous state. The Swiss have a saying that they want to be as free as their fathers. We obviously are not, and we might ask, is what we gain by having an all-intrusive government worth the price?


  The Roman lawyer Cicero wrote that the taxation burden should only be tolerated if it were the only alternative to complete national collapse. Perhaps the greatest fault of our civilization has been our desensitization to the evils our tax system produceslike the Soviet citizens who learned to tolerate communism. Both the Greeks and Romans used the terms liberty and freedom to reflect one’s tax status. Years ago, in the 1950s, as a young tax practitioner, I had a veteran IRS agent tell me “ours is an honor system, which is the only way it will work in a free society.” Today, even a brief look at our tax code will convincingly show that the honor system is gone. Does that mean the free society is also gone?


  Most Soviet citizens, up until Gorbachev, were aware that the major thrust of their government’s espionage was directed at them, for “security” reasons: what the NKVD and KGB were all about. Russia has a five-hundred year history of governments with a special branch of police power. The Oprichnina, established by Ivan the Terrible, was originally set up for tax enforcement, separate and apart from the regular government, and it operated as a law unto itself for the security of the state’s revenue. Americans and many other democracies have moved, unwittingly, into a government structure with an all powerful tax bureaulike the Russians hadthat is also a “law unto itself,” with its own special police endowed with powers far exceeding normal law enforcement.


  Finally, tax havens are hardly places that deserve an evil connotation. After all, the term haven means “heaven,” which in Biblical scriptures meant a place of peace and happiness in the world to come. A few centuries ago, our European peasant ancestors, who where badly overtaxed, sang hymns in their churches that spoke of heaven as a wonderful place free from bondage, from pain, from sickness, even death, but also free from taxes. The OECD can’t win in the long run. Oppressed taxpayers will find ways to protect themselves, like the Russian peasants in the early days of the tsar. They often packed up their belongings and fled to the land of the Cossacks, which was the Russian tax haven of long ago.


  About the Author


  Charles Adams is the author of For Good and Evil: The Impact of Taxes on the Course of Civilization, a work that dramatically revised the public understanding of the central importance of taxation in world history and raised consciousness about what it means for a nation to be overtaxed. His follow-up work, Those Dirty Rotten Taxes, furthered his influence in this area. He has also been credited with being the first to discover and popularize the existence of tax havens around the world, and has extensive experience in dealing with both the legitimate aspects of such havens and their dangers. This book tells the inside story of his experiences in battling two kinds of threat to those who use tax havens: the private criminals, and the public officials who are determined to shut them down. It includes never-before-told anecdotes of bankers and billionaires who use tax havens and are sometimes taken in by some of their seedier aspects. Buyer beware, he says. Even so, he cautions against the despotic attempt to end haven status. They represent a last outpost of financial freedom in an increasingly despotic world.
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