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TAX HAVEN BANKS
AND U.S. TAX COMPLIANCE

THURSDAY, JULY 17, 2008

U.S. SENATE,
PERMANENT SUBCOMMITTEE ON INVESTIGATIONS,
OF THE COMMITTEE ON HOMELAND SECURITY
AND GOVERNMENTAL AFFAIRS,
Washington, DC.

The Subcommittee met, pursuant to notice, at 9:34 a.m., in Room
SD-106, Dirksen Senate Office Building, Hon. Carl Levin, Chair-
man of the Subcommittee, presiding.

Present: Senators Levin and Coleman.

Also Present: Senator Kerry.

Staff Present: Elise J. Bean, Staff Director/Chief Counsel; Mary
D. Robertson, Chief Clerk; Robert L. Roach, Counsel and Chief In-
vestigator; Ross Kirschner, Counsel; Laura Stuber, Counsel; Zack
Schram, Counsel; Gina Reinhardt, Congressional Fellow; Timothy
Everett, Intern; Jeffrey Rezmovic, Law Clerk; Lauren Sarkesian,
Intern; Spencer Walters, Law Clerk; Mark L. Greenblatt, Staff Di-
rector and Chief Counsel to the Minority; Michael P. Flowers,
Counsel to the Minority; Clifford C. Stoddard, Jr., Counsel to the
Minority; Timothy R. Terry, Counsel to the Minority; Adam
Pullano, Staff Assistant to the Minority; Kelly Brannigan; Kathy
Kerrigan (Senator Kerry), and Thomas Caballero, Senate Legal
Counsel’s Office.

OPENING STATEMENT OF SENATOR LEVIN

Senator LEVIN. Good morning, everybody. About 50 tax havens
operate in the world today. Their twin hallmarks are secrecy and
tax avoidance. Some tax havens are little known places like An-
dorra and Vanuatu that few Americans have heard of. Others, like
Switzerland and Liechtenstein, are notorious for operating behind
an iron ring of secrecy. Billions and billions of dollars worth of U.S.
assets find their way into these secrecy tax havens, aided by banks,
trust companies, accountants, lawyers, and others. Each year, the
U.S. Treasury loses up to $100 billion in tax revenues from offshore
tax abuses. Tax havens are engaged in economic warfare against
the United States and against honest, hard-working American tax-
payers.

Today we will look at two banks that relied on secrecy and decep-
tion to hide not just the tax avoidance schemes of their clients, but
the actions that they themselves took to facilitate U.S. tax evasion.
The first bank is LGT, a private bank owned by the royal family
of Liechtenstein. Liechtenstein is a tiny alpine nation whose 35,000
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citizens would fill one-third of a good-sized football stadium. It has
no airport, but supports 15 banks that together boast of holding
more than $200 billion in assets. Liechtenstein also boasts of se-
crecy laws that are more stringent than even those that have made
Switzerland synonymous with hidden bank accounts.

The second bank is UBS, a Swiss bank. It is one of the world’s
largest financial institutions, the world’s largest manager of private
wealth, and a public company of international renown. Yet, as we
will hear today, UBS has an estimated 19,000 so-called undeclared
accounts for U.S. citizens with an estimated $18 billion in assets
that have been kept secret from the IRS.

Both LGT and UBS operate behind a wall of secrecy that this
hearing and our report will show needs to come down. The evidence
we have been able to obtain breaks through some of that wall of
secrecy to show how these two banks have employed banking prac-
tices that facilitate, and have resulted in, tax evasion by U.S. cli-
ents.

We initiated this investigation into tax haven banks in February
2008, as a global tax scandal erupted after a former employee of
LGT provided tax authorities around the world with data on about
1,400 people with accounts at LGT Bank in Liechtenstein. On Feb-
ruary 14, 2008, German tax authorities, having obtained the names
of 600 to 700 German taxpayers with LGT accounts, executed mul-
tiple search warrants and arrested a prominent businessman for
allegedly using LGT accounts to evade $1.5 million in taxes. Soon
after, our IRS announced that it had initiated enforcement action
against about 100 U.S. taxpayers in connection with accounts in
Liechtenstein. The United Kingdom, Italy, France, Spain, and Aus-
tralia made similar announcements on the same day. Altogether
since February, nearly a dozen countries have announced plans to
investigate taxpayers with Liechtenstein accounts, demonstrating
not only the worldwide scope of the tax scandal, but also a new-
found international determination to fight against tax evasion fa-
cilitated by tax haven banks.

The former LGT employee who exposed LGT’s dirty laundry had
to go into hiding to avoid arrest by Liechtenstein which has listed
him as its No. 1 target for arrest. A $10 million reward has been
placed on his head by unknown parties on the Internet. This Sub-
committee obtained about 12,000 pages of LGT documents related
to U.S. clients from that former LGT employee. We also inter-
viewed him and took his statement by videoconference, a tape of
which, with precautions taken to obscure identifying details, will be
presented during this hearing. His revelations are explosive.

The documents and information that he provided depict a bank
that is a willing partner, and an aider and abettor, to clients trying
to evade taxes, dodge creditors, or defy court orders. Internal LGT
documents and other information show secrecy was a deeply em-
bedded way of life at the LGT bank. LGT used code names for its
clients and directed its bankers to use pay phones when contacting
them. A LGT document instructed bankers trying to contact a cli-
ent as follows: “CAUTION: Calls may be made only from public
phone booths, preferably not from a [Liechtenstein] phone booth !!!”
LGT set up secret, shell transfer corporations which clients could
use to route money into and out of their LGT accounts, in order
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to, in the words of LGT, “cover the tracks.” LGT created elaborate,
deceptive offshore structures, using foundations, trusts, and cor-
porations, to hide a client’s ownership of assets from tax authori-
ties in other countries.

Our report presents seven case studies of U.S. clients using LGT
services. Due to time constraints, we will discuss only four today.
In preparation for this hearing, the Subcommittee served sub-
poenas on three of the four LGT clients seeking their personal ap-
pearance: Shannon Marsh, William Wu, and Steven Greenfield.
Two of those individuals—Mr. Marsh and Mr. Wu—are here today.
The third—Mr. Greenfield—has refused to appear after a subpoena
was served on him, and we will be seeking enforcement of our sub-
poena. The fourth—Peter Lowy—Ileft the country despite our re-
quest that he appear today. The Subcommittee notified his legal
counsel that he would be subpoenaed to appear, if necessary. He
has now agreed to appear before the Subcommittee at a continu-
ation of this hearing a week from tomorrow.

Later in the hearing, when these individuals are called to give
testimony, I will describe in more detail what we have learned
about their Liechtenstein accounts, but for now I will mention each
case history only briefly.

Shannon Marsh. Shannon Marsh is a son of the late James
Albright Marsh, a U.S. citizen from Florida in the construction
business who formed four Liechtenstein foundations in the 1980s
and transferred substantial funds to them. Two of these founda-
tions were formed for him by LGT Bank. By 2007, the assets in the
four foundations had a combined value of $49 million. LGT in-
structed the Marshes to use the code “Friends of J.N.” when they
wished to “get in touch.” The Marsh accounts were never disclosed
to the IRS by LGT Bank.

William Wu. Mr. Wu is a U.S. citizen who has lived for many
years with his family in New York. LGT helped Mr. Wu hide own-
ership of his house in New York by helping him arrange a fake sale
to an offshore company that he secretly controlled. LGT also helped
him withdraw substantial funds from his Liechtenstein account,
ranging from $100,000 to $1.5 million at a time, in ways that made
the funds difficult to trace.

Steven Greenfield. Harvey and Steven Greenfield, father and son,
are New York businessmen who specialize in importing toys. In
March 2001, in Liechtenstein, LGT Bank held a 5-hour meeting
with the Greenfields, attended by three LGT private bankers and
Prince Philipp, Chairman of the LGT Board of Directors and broth-
er to the sovereign of Liechtenstein. The meeting was primarily a
sales pitch to convince the Greenfields to transfer to LGT Bank
about $30 million from a Hong Kong bank after “leaving behind as
few traces as possible.” Again, Mr. Greenfield has refused to appear
despite service of a subpoena, so we will be pursuing that matter.

Peter Lowy. Peter Lowy lives in California. His father, with his
sons’ help, set up a LGT foundation in 1998, after telling the bank
that he did not want Australian tax authorities to know about the
assets. LGT took measures to hide the Lowys’ ownership of the as-
sets, including by keeping their name off the formation documents
for the new foundation, routing incoming assets through an off-
shore transfer corporation to prevent a direct link to the new foun-
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dation, and using a Delaware corporation headed by Peter Lowy to
name the beneficiaries. In 2001, the Lowys dissolved the founda-
tion and moved to Switzerland assets totaling about $68 million.
Mr. Lowy will appear next week to answer questions about these
matters.

The importance of these case studies is that they provide an in-
side look at what goes on behind the wall of secrecy that surrounds
this Liechtenstein bank. And what does go on behind that wall?
Banking practices that facilitate tax evasion—conduct that angers
every honest American who pays taxes.

We have also managed to pierce some of the layers of Swiss se-
crecy that for too long have made Switzerland the place to bank for
people with something to hide.

In late 2007, the Subcommittee took the deposition of Bradley
Birkenfeld, who worked for more than 12 years as a private banker
in Switzerland, including 4 years at the Geneva office of UBS. In
2008, Mr. Birkenfeld was charged and pled guilty to conspiring
with a U.S. citizen, Igor Olenicoff, to defraud the IRS of $7.2 mil-
lion in taxes owed on $200 million of assets hidden in secret ac-
counts in Switzerland and Liechtenstein. In connection with this
prosecution, the United States also detained, as a material witness,
a senior UBS private banking official from Switzerland, Martin
Liechti, then traveling on business in Florida. These enforcement
actions appear to represent the first time that the United States
has criminally prosecuted a Swiss banker for helping a U.S. tax-
payer evade U.S. taxes. And Mr. Liechti is here today. I want to
express my appreciation to the Justice Department and to the U.S.
Attorney for the Southern District of Florida for making him avail-
able.

Our report describes how Mr. Birkenfeld signed up Mr. Olenicoff
as a client, in part by traveling to California from Switzerland to
meet him, and opened UBS accounts for him in Switzerland in the
name of offshore corporations that Mr. Olenicoff controlled to hide
his ownership of the assets. For a time, Mr. Olenicoff was Mr.
Birkenfeld’s largest client.

The details of their tax evasion scheme are sordid enough. But
what Mr. Birkenfeld told the Subcommittee was that what he did
as a private banker at UBS was ordinary practice. He told us about
thousands of Swiss accounts at UBS for U.S. clients holding bil-
lions of dollars in assets, all undeclared. He also described the
pressure placed on the Swiss private bankers to bring new money
into the bank from the United States, called “net new money.” His
deposition with us and other documents show that each year, UBS
assigns each private banker an annual net new money target. A
January 2007 e-mail sent out by Mr. Liechti to the Swiss bankers
in the Americas division wished them a happy new year, recounted
how, in 2002, they had brought in 4 million Swiss francs per bank-
er, how that number had quadrupled in 2 years to 17 million Swiss
francs per banker in 2006, and then urged them to quadruple their
efforts again in 2007 to bring in 60 million Swiss francs per banker
in net new money from the Americas.

Mr. Birkenfeld told us that Swiss bankers regularly traveled to
the United States to target U.S. citizens for net new money. He
told us how these Swiss bankers maintained a low profile, using
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business cards that did not mention “wealth management,” some-
times declaring they were in the United States for non-business
purposes, and carrying encrypted computers that, allegedly, even
U.S. Customs agents could not read.

A Subcommittee analysis of travel records supplied by Customs
corroborates the testimony. The travel records show that about 20
UBS Swiss bankers made about 300 trips to the United States
since 2003, often traveling together to UBS-sponsored functions de-
signed to attract wealthy potential clients. The travel records also
show that some UBS private banking officials made regular U.S.
visits, including Mr. Liechti who traveled to the United States up
to eight times in a year. Mr. Birkenfeld described one Swiss banker
who saw 30 to 40 clients on each U.S. visit. All this to sell Swiss
secrecy on U.S. soil.

Mr. Birkenfeld also described UBS Swiss bankers who presented
their clients with securities products and helped execute securities
transactions here in the United States, without a broker-dealer li-
cense from the Securities and Exchange Commission. In response
to Subcommittee inquiries, UBS also acknowledged that, like LGT,
its bankers had set up foreign corporations to disguise the owner-
ship of accounts by U.S. clients.

The Subcommittee even obtained a document showing that UBS
provided its Swiss private bankers with training on how to detect
surveillance by U.S. customs agents and law enforcement officers
while traveling here. Think about that: A major international bank
is training its bankers to detect surveillance by U.S. authorities.

UBS efforts targeting U.S. clients to open Swiss accounts were,
in the words of Mr. Birkenfeld, a “massive machine.” And the push
to open Swiss accounts took place even though UBS had branch
banking and securities operations in the United States that were
large enough to accommodate all of its U.S. clients.

Which brings up a fundamental question. Why would a U.S. tax-
payer open a UBS account in Switzerland when it could bank with
UBS right here in the United States? Why would 19,000 U.S. cli-
ents with nearly $18 billion in assets choose to open up accounts
in Switzerland? It seems plain that part of the answer is that they
wanted to open undeclared accounts that the IRS would not know
about. They wanted secrecy.

And UBS gave them secrecy. In November 2002, UBS sent a let-
ter to all of its U.S. clients to reassure them that their secret Swiss
accounts were still safely hidden, despite a new Qualified Inter-
mediary program, or QI, going into effect. Here is what that UBS
letter said in part:

“Dear client: From our recent conversations we understand that
you are concerned that UBS’ stance on keeping its U.S. customers’
information strictly confidential may have changed. . . . We are
writing to reassure you that your fear is unjustified and wish to
outline only some of the reasons why the protection of client data
can not possibly be compromised. . . .”

We all know what is going on here. U.S. clients who don’t bank
with UBS in the United States and instead bank with UBS in
Switzerland are buying secrecy. And folks who buy secrecy have se-
crets they don’t want to reveal, such as evading taxes, ducking
creditors, or defying court orders. But those clients aren’t the only
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ones relying on secrecy to cloak their actions. Banks in tax havens,
including the two banks under examination today, are also cov-
ering up their own actions—actions that they presumably didn’t
want to see exposed by media around the world.

We are putting up a chart that summarizes the Tax Haven Bank
Secrecy Tricks that we have uncovered during this investigation:1
Banks using code names for clients to disguise their identities;
banks telling their bankers to use pay phones instead of business
phones so authorities can’t trace a call back to the bank; banks giv-
ing their bankers encrypted computers when they travel so tax au-
thorities can’t read any client information; banks funneling money
through so-called transfer companies to cover the tracks of the
funds and make audits difficult; banks opening accounts in the
names of foreign shell companies to hide the real owners; banks
setting up fake charitable trusts for the same reason; banks pro-
viding their bankers with countersurveillance training. The list
goes on and on. These tricks are all about deception, all about mak-
ing it impossible for the IRS to follow the money, to bring tax
cheats to justice, and to bring back into the U.S. Treasury the tens
of billions of dollars owed to Uncle Sam.

UBS has told the Subcommittee that it is changing its ways. It
has banned travel by its Swiss bankers to the United States. It is
encouraging U.S. clients to bank with UBS in the United States or
at a subsidiary in Switzerland called Swiss Financial Advisors that
requires all U.S. clients to disclose their accounts to the IRS. Liech-
tenstein tells us they are in negotiations with the United States to
enter into a tax information exchange agreement and with its Eu-
ropean neighbors to expand tax cooperation in connection with an
anti-fraud agreement.

Well, I hope that is all true, but count me skeptical for a number
of reasons. First, we haven’t heard anything from LGT about re-
forms; it is not even here today, in contrast to UBS that is here
today. Second, evading U.S. taxes is a billion dollar industry; it’s
gone on for decades; and the profits are huge, both for the tax
cheats and for the banks that hold their assets. The documents and
testimony that we are releasing today disclose a culture of secrecy
and deception that we are determined to end, despite it being so
strongly entrenched.

Tax evasion eats at the fabric of society, not only by starving
health care, education, and other needed governmnent services of
resources, but also by undermining trust—making honest folks feel
t}ﬁat they are being taken advantage of when they pay their fair
share.

Our report outlines a number of ways we can fight back to end
tax haven abuses, and here are a few.

First, we should support the recent innovative enforcement ac-
tions taken by the Justice Department and IRS to prosecute foreign
bankers who help U.S. taxpayers cheat Uncle Sam and to compel
foreign banks to disclose the names of their U.S. clients.

Second, we ought to enact new tools to penalize tax haven banks
that impede U.S. tax enforcement. Congress should give the Treas-
ury Department authority to bar U.S. financial institutions from

1See Exhibit No. 104, which appears in the Appendix on page 564.
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doing business with those banks, and the IRS should remove those
banks from the Qualified Intermediary program, the QI program,
that allows them to avoid disclosing the names of their non-U.S.
clients to U.S. authorities.

Third, Congress should create a rebuttable presumption in en-
forcement proceedings that U.S. taxpayers who form or who send
assets to or who receive assets from a legal entity in an offshore
secrecy jurisdiction controls that entity and is, therefore, liable for
taxation on its assets and income.

Fourth, Congress ought to change the law to require banks who
know U.S. clients are behind the accounts opened in the name of
offshore entities to treat those accounts as U.S. accounts that have
to be disclosed to the IRS.

And we can do all that and more by enacting the Stop Tax
Haven Abuse Act, a bill that I and Senator Coleman introduced
last year.

Right now, tax haven banks and tax haven governments dress up
their secrecy laws and banking practices with phrases like “finan-
cial privacy” and “wealth management.” But secrecy breeds tax
evasion. And secrecy hides not only the wrongdoers, but also those
who aid and abet the wrongdoing. We are determined to tear down
those secrecy walls in favor of transparency, cooperation, and tax
compliance.

I want to thank my Ranking Member, Senator Coleman, and his
staff for their support of this investigation and the legislation to
stop tax haven abuses that we have introduced.

Senator Coleman.

OPENING STATEMENT OF SENATOR COLEMAN

Senator COLEMAN. Thank you, Mr. Chairman.

This morning, we return to a matter that is important to all
American taxpayers: The role of foreign banks—particularly those
in offshore tax havens—in helping a disturbing number of wealthy
Americans cheat on their taxes. At the outset, I want to express
my appreciation to Senator Levin for his unwavering commitment
throughout this effort. This has been a truly bipartisan investiga-
tion in every sense of the word. It would not have been possible to
bring these important problems to light without your leadership,
Mr. Chairman, and for that I thank you.

The problem we are confronting today is simple: Tens of thou-
sands of America’s wealthiest citizens are using offshore secrecy ju-
risdictions to hide trillions of dollars and avoid paying their fair
share of taxes. The offshore problem remains one of staggering pro-
portions. These tax havens hold an estimated $1.5 trillion in Amer-
ican assets, resulting in lost taxes of roughly $100 billion. That is
three times the size of the Minnesota State budget general fund—
lost because of dishonest individuals and entities exploiting the se-
crecy of foreign countries.

In doing so, these privileged few are forcing honest American
taxpayers to bear a disproportionate burden of investing in crucial
areas like health care, homeland security, and education. That tax
loss sits like a millstone around the necks of honest American tax-
payers, who are struggling with high taxes, ever-increasing gas
prices, and rising health care costs.
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But these tax cheats are not acting alone. Foreign banks in these
offshore havens are enthusiastic partners in this deception. Hiding
behind an impregnable fortress of secrecy laws, these banks have
partnered with American tax cheats to use offshore tax and secrecy
havens to conceal ownership of assets and make sham transactions
seem legitimate, while staying one step ahead of U.S. law enforce-
ment and the IRS.

Over the course of the last year, the Subcommittee has engaged
in a broad investigation into two of these banks: LGT Bank in
Liechtenstein, and UBS AG in Switzerland. Both banks operate
under strict secrecy laws, yet both banks enabled and promoted fel-
ony tax evasion, and sometimes even worse misconduct, like the
bribery of American officials and others. The audacity and clever-
ness of the bankers we have examined are matched only by the
zeal with which their American clients used their services.

Before we turn to the evidence, it is worthwhile to take a mo-
ment and review the relevant laws and rules to understand how
the banks eagerly manipulated the regulatory and legal landscape
to assist their tax-cheating clients. The key rules governing these
foreign banks are found in the Qualified Intermediary program
(QI). The QI program is intended to encourage foreign banks to as-
sist the IRS collect taxes from overseas accounts by calling for con-
tracts with the individual foreign banks. In short, contracts exe-
cuted under the QI program require the banks to report to the IRS
when the accounts held by Americans have income derived from
U.S. securities and withhold the proper amount of taxes, sending
that amount back to the United States.

In one sense, the QI program has been quite effective: The IRS
has been able to collect substantial taxes that it previously could
not. But there was a loophole in these QI agreements, and these
foreign banks drove a Mack truck right through it. Basically, while
the QI agreements require the banks to reveal American account
holders with U.S. securities investments, the agreements do not re-
quire the reporting of accounts that are held by non-US citizens or
entities.

So what did the banks do? They encouraged their American cli-
ents to form shell companies and trusts in jurisdictions with strict
secrecy laws, helped them open accounts in the names of those
trusts and companies, and then assisted them in shifting millions
of dollars from accounts in their names to accounts in the names
of the foreign entities. In doing so, these banks turned a blind eye
to the fact that there was no legitimate reason for these maneu-
vers.

In his opening statement, Senator Levin highlighted the findings
of our Subcommittee, as set forth in the bipartisan staff report we
have issued to accompany this hearing. The case studies related to
LGT are as appalling in their brazenness as they are disturbing in
their commonality:

A family falsely hiding nearly $50 million in trusts for decades;

Another family moving funds from one shell corporation to an-
other to yet another in a chain of transfers that was clearly de-
signed for one reason: To avoid paying taxes;

A family meeting with the royal family of Liechtenstein with the
express purpose, in their words, of “hiding the traces”;
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The brazen facilitation of bribery here in the United States by
Marc Rich and his affiliates.

Sadly, the list goes on and on. What is worse, LGT was not
alone. UBS engaged in parallel misconduct. In short, soon after
joining the QI program, UBS undertook a systematic, wide-ranging
effort to harvest tax cheats from the United States, help them re-
structure their Swiss accounts to avoid paying taxes on billions of
dollars, and surreptitiously evade the attention of Federal law en-
forcement agencies.

To be clear, our focus is on UBS’ operations out of Switzerland.
UBS has a large number of personnel based here in the United
States, including in Minnesota, and they, like us, must be surely
appalled at what the Subcommittee has uncovered. These people
are not part of the misconduct we examine today, nor do we sug-
gest in any way that they are involved in these activities.

Moreover, we should note that UBS has been cooperative with
the Subcommittee’s investigation and has been responsive to its re-
quests. UBS is also appearing today voluntarily, and not under
compulsion of subpoena. I find it significant that while UBS did not
necessarily have to send a knowledgeable witness from Switzer-
land, it chose to do so, which stands in stark contrast to LGT’s re-
fusal to appear before us today.

But there is a fundamental question that must be asked of UBS,
and that is, when you are sending Swiss bankers, 20 UBS bankers
taking over 300 trips since 2003, somebody in America has to know
what is going on. Clearly, though this is generated out of Switzer-
land, this kind of activity in this country cannot simply have oc-
curred without folks here intentionally turning a blind eye. I am
not sure what my folks in Minnesota know, but I would sure like
to find out what the folks in America knew about these trans-
actions.

The results of the Subcommittee’s investigation are striking. The
evidence reveals that the banks engaged in highly suspicious activi-
ties designed to hide the identities of their clients, including, as the
Chairman noted, using code words, encrypted computers designed
to thwart U.S. customs officials, shell companies and trusts strewn
around the world, and techniques to avoid surveillance by law en-
forcement. Some of these activities sound like the cloak-and-dagger
deception in a James Bond movie.

It is bad enough if the banks were simply enabling tax crimes.
But the problem is far worse and more pervasive than a mere see-
no-evil acceptance of tax fraud. Our investigation has found that
the banks have left their secrecy fortresses and furtively entered
the United States to recruit and service thousands upon thousands
of tax cheats. Driven by a desire to service their clients’ desires, re-
gardless of legality, these banks actively promote and cultivate this
conduct day after day. They didn’t just facilitate this misconduct;
they orchestrated it. That must stop and it must stop now.

How do we fix this problem? The Subcommittee has offered a
number of recommendations.

First, as the Chairman has noted, Congress should pass the Stop
Tax Haven Abuse Act, which is comprehensive legislation that Sen-
ator Levin and I introduced, along with Senator Obama. It would
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go far to stop offshore tax haven and tax shelter abuses by shining
a light in the dark world of secrecy jurisdictions.

We must also change the laws and regulations which permit
banks in tax havens to fulfill their contractual obligations to the
IRS even though they are facilitating criminal conduct.

We must also improve the QI program, by strengthening report-
ing requirements for QI banks and expanding the audit process.

We must also bolster our law enforcement activities and increase
the statute of limitations for activities involving tax havens.

To be clear, foreign investment is vitally important to the United
States. Such investments are critical to job growth and opportunity
expansion and are undeniably necessary for the economic well-
being of our citizens. Nor is our focus here today on U.S. companies
investing abroad, which bolsters our competitiveness in the in-
creasingly global economy. To the contrary, our inquiry is focused
on individual U.S. taxpayers who have cheated the system with the
active assistance of offshore banks.

There may indeed be valid reasons for holding accounts offshore,
such as Americans living and working abroad, or those with fami-
lies in other countries with political or economic instability. These
persons, when they file the appropriate documents with the IRS
and pay their fair share of taxes, have nothing to fear from this
inquiry.

I want to close, however, by speaking directly to those who
should be worried: Those Americans, and their attorneys and finan-
cial enablers, who have gone offshore to dodge their taxes, escape
our courts, or worse. Our message is simple: You are hurting this
country. Millions of Americans struggle with bills and mortgages,
pay for gas and health care, educate their children, and care for
their loved ones. Hundreds of thousands of your fellow Americans
protect us—both here and at war abroad—making unimaginable
sacrifices on behalf of this country. By cheating on your taxes, you
are forcing those people to carry even more weight on their sagging
shoulders. You, the tax cheats, are not being asked to suffer as
they are. You, the tax cheats, are not being asked to struggle with
your daily bills and mortgages and gas prices and medical bills.
You are simply being asked to pay your fair share to the country
whose freedoms you so richly enjoy.

Listen closely to what we have uncovered in this investigation.
Come forward and stop hiding. In one document, a foreign banker
advised his American client to stop engaging in certain trans-
actions so that the American authorities would not catch him. He
said boldly, “Let sleeping dogs lie.” Well, the dogs are no longer
sleeping.

Thank you, Mr. Chairman.

Senator LEVIN. Thank you very much, Senator Coleman.

And now I would like to welcome our first panel of witnesses to
today’s hearing: Doug Shulman, the Commissioner of the IRS, and
Kevin O’Connor, the Associate Attorney General at the Department
of Justice.

Commissioner Shulman, first I want to thank you for being here
today, and this is your first appearance before this Subcommittee.
Your predecessor, Mark Everson, contributed frequent insights and
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important context to our hearings. We welcome you. We look for-
ward to your testimony.

Mr. O’Connor, I believe this is also your first appearance before
this Subcommittee, and it is important for us to hear from the De-
partment of Justice, and we welcome you.

We thank you both. We thank your agencies for your efforts to
go after people who would dodge our tax laws and evade paying
their taxes.

Pursuant to Rule VI, all witnesses who testify before the Sub-
committee are required to be sworn. So at this time, let me ask you
both to please stand and raise your right hand. Do you swear that
the testimony you are about to give will be the truth, the whole
truth, and nothing but the truth, so help you, God?

Mr. SHULMAN. I do.

Mr. O’CONNOR. I do.

Senator LEVIN. We will be using a timing system today, and one
minute before the red light comes on, you will see the light change
from green to yellow, giving you an opportunity to conclude your
remark. Your entire testimony will be printed in the record. We
ask that you limit—attempt to limit it, in any event—your oral tes-
timony to no more than 10 minutes.

Commissioner Shulman, we will have you go first, followed by
Mr. O’Connor, and then we will turn to questions. Thank you so
much. Commissioner Shulman.

TESTIMONY OF HON. DOUGLAS SHULMAN,! COMMISSIONER,
INTERNAL REVENUE SERVICE, U.S. DEPARTMENT OF THE
TREASURY

Mr. SHULMAN. Thank you, Chairman Levin and Ranking Mem-
ber Coleman. I want to thank you for inviting me to this Sub-
committee hearing. As you said, this is my first opportunity to tes-
tify before the Subcommittee. Let me reiterate to you in public
what I have told you privately.

This Subcommittee has a long and impressive history of inves-
tigating tax secrecy jurisdictions and offshore abuses that under-
mine the integrity of the Federal tax system and potentially divert
billions of dollars from the U.S. Treasury. I am looking forward to
working with you during my 5-year term as IRS Commissioner.

I have made international issues a strategic priority for the IRS.
High-net-worth individuals should not be able to shortchange their
fellow citizens by moving assets or income offshore as a means of
avoiding U.S. taxation. Frankly, I have been outraged by some of
the behavior that we have found in our investigations and that you
have highlighted in your report. I also find the actions of the finan-
cial institutions involved in this evasion to be surprising and dis-
appointing.

We have been particularly active in the international arena in
the past few months, and more is in the works. Some of these ac-
tivities I can discuss publicly because they are already part of the
public record. There are other situations that I cannot discuss be-
cause the investigation may be ongoing. Taxpayer privacy laws
generally prohibit public disclosure of IRS investigations.

1The prepared statement of Mr. Shulman appears in the Appendix on page 55.
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The most notable recent case in the public record involves a
major Swiss bank. The bank signed a disclosure agreement with
the United States in 2001 to become a qualified intermediary, or
QI. Becoming a QI requires a financial institution to, among other
things, report on the income of U.S. taxpayers that were clients of
the bank. However, a former employee of the bank, as part of his
recent guilty plea, stated that a number of the bank’s U.S. clients
objected to having their information subjected to such reporting.

The IRS has since requested, via a John Doe summons, that the
bank turn over account information on any other U.S. client who
used this Swiss bank to avoid U.S. income taxes. The summons di-
rects the bank to produce records identifying U.S. taxpayers who
had accounts with the bank in Switzerland between 2002 and 2007
and elected to have their accounts remain hidden from the IRS.

On July 1, a Federal judge in Miami approved a Justice Depart-
ment request to enable the IRS to serve this summons. We are
working closely with the Justice Department to ensure that we get
all of the information requested in the summons.

Speaking more broadly, the IRS has a multifaceted approach to
combating offshore tax evasion. We are deploying a wide array of
techniques and resources to uncover unlawful activities. Let me go
through a few of them.

One important tool is information reporting. Most U.S. tax re-
turns require that the filer provide information about foreign finan-
cial accounts, ownership in foreign entities, and financial statement
data. In addition, a U.S. citizen with offshore accounts in excess of
$10,000 must file a foreign bank and financial account (FBAR) re-
port. Information reporting requirements typically come with either
civil or criminal penalties for noncompliance, and in some cases,
both.

Another tool is the QI program, which you, Mr. Chairman, and
Ranking Member Coleman have both discussed. In laymen’s terms,
the QI program gives the IRS an important line of sight to the ac-
tivities of foreign banks and other financial institutions. It also pro-
vides detailed information reporting that the IRS, before we insti-
tuted the QI program, did not receive. The QI program is critical
to sound tax administration in a global economy. By bringing for-
eign financial institutions more directly into the U.S. tax system,
we can better ensure that U.S. persons are properly paying tax on
foreign account activity and that foreign persons are subject to the
proper withholding rates. However, the whole program rests on the
fact that banks and financial institutions that are part of the pro-
gram have to abide by their agreement with the U.S. Government.

The QI program is relatively new, and as with any new and com-
plex program, there will be flaws that must be addressed. In my
view, we need to shore up the QI program and continuously en-
hance it. In my written statement, I discuss some of the steps we
are taking to improve this important program.

The third tool in our arsenal is international agreements such as
tax treaties and tax information exchange agreements, under
which other countries agree to obtain information on behalf of the
United States for use in U.S. tax matters. We also have a number
of efforts to share information and strategies with our international
counterparts, including a Joint International Tax Shelter Informa-
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tion Center, where we have people from the IRS and other tax ad-
ministrations collocated to exchange information about specific
abusive transactions and their promoters and investors. In addi-
tion, we meet regularly with revenue commissioners or their coun-
terparts, from nine other countries, to consider and discuss issues
of global and national tax administration. International dialogue
and cooperation will only become more important in the years to
come, and we will work to continually enhance these relationships.

As you noted, Chairman Levin, in some of the current activities
that are underway and have been made public, we have been co-
ordinating with our foreign counterparts, and this has been really
made possible because of the groundwork we have done in the last
several years to develop relationships, collocate people, etc.

When investigating offshore tax evasion and specific identities of
U.S. taxpayers are not known, the IRS generally uses its John Doe
summons authority. The summons is used to identify individuals,
groups, or classes of U.S. taxpayers who may be involved in specific
areas of tax noncompliance and who cannot be identified through
other means.

And the final and very important tool that I will mention this
morning is informants. Informants have been valuable sources of
information for IRS civil and criminal investigations into offshore
tax evasion. With the new whistleblower standards that reward in-
formants, we are hopeful that we will get additional input on po-
tential violations.

Deterrence is one of our most powerful weapons. In this regard,
I am very proud of the hard work that the IRS and Justice Depart-
ment investigators have put into these recent cases. As a result of
their continuing work, I am confident that those who engage in de-
liberate offshore tax evasion are very concerned right now, as they
should be. I believe that we owe it to the vast majority of honest
taxpayers to pursue these cases aggressively, and I am committed
to do so now and during my 5 years at the IRS.

I am also equally committed to respecting the rights of U.S. citi-
zens and corporations who engage in legitimate global commerce.

In closing, I believe that we are efficiently utilizing the tools that
we have, but there are other ways that Congress can help. First
and foremost is to approve our 2009 budget and enact the legisla-
tive proposals that are included therein. The budget provides key
enforcement resources that we can use in the area of international
tax evasion.

In addition, Congress can provide more time for us to work on
these cases by extending the current 3-year statute of limitations.
Because of the complexity of these cases, 3 years is often insuffi-
cient to close the case properly.

Finally, it is important that Congress continue to support and
strengthen our network of tax treaties. They provide a basis for in-
formation sharing, and each time an agreement is renewed, we
seek more information from our treaty partners.

Mr. Chairman, thank you again for the opportunity to be here.
I look forward to working with you and the Members of the Sub-
committee during my tenure at the IRS, and I am happy to re-
spond to questions.
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Senator LEVIN. Commissioner Shulman, thank you so much. Mr.
O’Connor.

TESTIMONY OF HON. KEVIN J. O’CONNOR,! ASSOCIATE
ATTORNEY GENERAL, U.S. DEPARTMENT OF JUSTICE

Mr. O’CONNOR. Thank you, Chairman Levin and Ranking Mem-
ber Coleman, for the opportunity to appear here this morning to
discuss the Department of Justice’s efforts, alongside our colleagues
at the IRS, to combat the use of tax havens and offshore entities
by U.S. taxpayers to evade income taxes. Let me begin by echoing
my colleague, Commissioner Shulman, commending this Sub-
committee for its longstanding commitment to investigating and
publicizing abuses of our Federal tax system. Your work—in par-
ticular, the report that you issued just today—has brought much
needed attention to serious misconduct that threatens to under-
mine the fundamental integrity of our tax system. Really, Commis-
sioner Shulman and I were remarking before that we would be so
lucky to have many of your Subcommittee staffers in our offices
based on the thoroughness and diligence of that report, and I com-
mend you and your staffs as well.

Senator LEVIN. Thank you. We appreciate that, and I know they
appreciate that, and you're right, they deserve that kind of a com-
pliment.

Mr. O’CONNOR. As a result of their work, taxpayers have a great-
er understanding of their obligations and the consequences of non-
compliance, and tax professionals and promoters are on notice that
their efforts to design, market, or facilitate tax evasion schemes
will not be tolerated.

Today I would like to briefly focus my remarks on the Depart-
ment of Justice’s role in combating the continuing problem of off-
shore tax evasion. Over the years, as you are well aware, Congress
has made numerous changes to our tax laws to reflect advances in
communications and technology. One fundamental concept has,
however, remained constant: U.S. taxpayers are subject to taxation
on their worldwide income from whatever source that income is de-
rived. The use of tax haven banks and offshore nominee accounts
to evade taxes is a direct assault on this basic principle and cannot
be tolerated.

Offshore tax schemes, often used by high-wealth individuals, but
not exclusively, potentially result in the loss of billions of dollars
a year in U.S. tax revenues. For this reason, the Department,
alongside with our counterparts at the IRS, have used and will con-
tinue to use all of the tools at our disposal to ensure that non-
compliance is both detected, and, where appropriate, aggressively
prosecuted.

While taxpayers who engage in tax evasion are subject to civil
and criminal liability for their conduct, we are equally concerned
about the role played by tax professionals and promoters in design-
ing and implementing these schemes. It is discouraging, as Com-
missioner Shulman said, to see that some professionals—tax attor-
neys, accountants, bankers, brokers, corporate service providers,
and trust administrators, in particular—continue to violate their

1The prepared statement of Mr. O’Connor appears in the Appendix on page 65.
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legal and ethical responsibilities by facilitating these illegal tax
schemes at a substantial profit. Holding these professionals ac-
countable for their misconduct is necessary, and as the examples
in my written testimony reflect, we are pursuing criminal sanctions
against such individuals and entities where and when appropriate.

Our success in prosecuting these cases is as a result of our close
working relationship with the IRS and with U.S. Attorneys’ Offices
across the country. For example, lawyers in the Tax Division have
worked with the IRS to investigate offshore tax evasion by obtain-
ing approval from a court to serve what are known as John Doe
summonses. As my colleague from the IRS has mentioned, a John
Doe Summons enables the IRS, with the assistance of the Depart-
ment of Justice and Federal court approval, to obtain information
about possible fraud by taxpayers whose identities at that time are
unknown.

On the criminal side, the Tax Division serves as the nerve center
for all of our Federal criminal tax prosecutions. Tax Division attor-
neys work closely with the IRS Criminal Investigation Special
Agents to develop and prosecute a wide variety and array of tax
crimes, including offshore evasion.

It bears noting in this regard, however, that offshore tax evasion
cases are, by their nature, international in scope. Investigations re-
quiring international cooperation are both time-consuming, expen-
sive, and often raise complex legal issues such as national sov-
ereignty and bank secrecy laws of the foreign countries in which
evidence we may seek is located.

Despite the challenges, U.S. law enforcement agencies and our
foreign counterparts are engaged in a variety of information-shar-
ing arrangements designed to aid in shutting down illegal and abu-
sive activity and exchanging the information we, both the IRS and
the Department of Justice, need to do our jobs.

Critical to every investigation of offshore activity is the ability to
obtain evidence from a foreign country. In addition to traditional
letters rogatory, information can be requested through tax treaties
or tax information exchange agreements in both civil and criminal
cases, and through Mutual Legal Assistance Treaties—otherwise
known as MLATs—in criminal cases.

Unfortunately, we do not have cooperative agreements with
every country. Moreover, not all cooperative agreements cover both
civil and criminal matters. On occasion, MLATSs exclude outright
tax crimes altogether, while other MLATSs and tax treaties are lim-
ited to particular instances in which we can allege specific kinds
of fraud.

In such circumstances, however, we will not be deterred. We will
pursue other formal and informal methods of obtaining the foreign
evidence we seek. This includes the use of John Doe summonses as
well as grand jury subpoenas.

Tax evasion is a chronic drain on the public fisc and is a per-
nicious obstacle to effective tax administration. If not vigorously in-
vestigated and addressed, it threatens to undermine confidence in
our system of voluntary compliance and self-assessment. We are
dedicated to ensuring that law-abiding taxpayers have confidence
that the tax laws are fairly and equally applied, and that those
who would attempt to engage in tax evasion know that we will
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deter their schemes, detect their schemes, and hold them account-
able for their misconduct.

Thank you, Mr. Chairman and Ranking Member Coleman, for in-
viting me and the Department today to discuss our efforts to com-
bat tax evasion. I would be happy to answer questions you may
have.

Senator LEVIN. Thank you so much, Mr. O’Connor.

We will try an 8-minute round here for the first round of ques-
tions.

We put up a chart before that lists some of the secrecy tricks
that were uncovered during our investigation that these banks
have used.! These are actual, established banking practices at LGT
and UBS, if you can believe it. The purpose of these banking prac-
tices is to stop you folks, the prosecutors and the IRS, from being
able to follow the money and make it more difficult to bring tax
cheats to justice.

Just to read a few of them, some of those tricks are funneling
money through so-called transfer companies to cover the tracks of
the funds; opening accounts in the name of foreign shell corpora-
tions and companies to hide the real owners; using foreign credit
cards on undeclared accounts; using captive trustees for trusts in-
stead of independent trustees.

Have you seen these types of practices in your work? And are
these practices limited to these two banks? Mr. O’Connor.

Mr. O’CONNOR. Chairman Levin, your staff was kind enough to
provide me a copy of that chart this morning in advance of the
hearing. It is fair to say we have seen all of these tactics. I think
with respect to Mr. Birkenfeld, the one case that has been dis-
cussed publicly because of his guilty plea, the vast majority of those
secrecy tricks were actually employed in that matter. At least Mr.
Birkenfeld admitted in Federal court in connection with his plea
agreement that he engaged in those types of tactics. So the short
answer to your question is yes.

Senator LEVIN. Do you want to add anything, Commissioner?

Mr. SHULMAN. All T would add is that anytime someone wants
to evade paying taxes, they look for complexity. It is the reason
people go overseas, because things become much more complex
once you leave our borders and our jurisdiction. You add on top of
this complex financial arrangements which include all the tech-
niques in your chart, and you've got exactly the method by which
people are looking to evade the U.S. tax laws.

Senator LEVIN. We have talked about these QI agreements as to
how they are basically subverted by tactics, some of which are on
that chart.! Should we insist that when U.S. clients are the bene-
ficial owners of so-called foreign trusts or companies that they be
treated as owners of the securities in a foreign bank account in-
stead of owners of the nominal trust or the company that was cre-
ated for them?

Mr. SHULMAN. I think the issue you bring up is the absolute
issue here, which is how we can have a line of sight into the people
who really benefit from the money coming from these accounts. The
QI program has brought in a lot of money into the U.S. Govern-

1See Exhibit No. 104, which appears in the Appendix on page 564.
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ment and has created a line of sight into foreign banks and those
accounts.

With that said, we are in the process now of reviewing the QI
program and have started discussions about tightening it up, so let
me share with you those discussions.

Last week, I participated in a conference call with major account-
ing firms who were responsible for performing audits on the QI
program. I asked them to come to us with issues, and we shared
with them the issues we have seen. In addition, we raised the pos-
sibility of requiring, as part of their agreement, that they report
any fraud they see in a foreign bank in the QI program to the IRS,
which, frankly, is what occurs when a bank hides assets.

There is also this issue of beneficial ownership. What we are
going to try to do in this regard is to rework our regulations and
our QI agreements so that QI banks have to put in additional steps
of due diligence to make sure they understand who the owner is;
and where they cannot ascertain who the owner is, default to with-
holding. And so we could go through it later, and these are still
being worked on.

We want to make sure we carve out legitimate businesses, like
public companies or active businesses in a foreign country, so QI
banks don’t need to look through there. But if the owner is basi-
cally a trust that looks like an individual holder, we want to make
sure we either obtain their taxpayer identification number or im-
plement automatic withholding.

And then, finally, there is this whole issue of worldwide income
that we are taking a hard look at, because one of the techniques
alleged gets people out of U.S. securities and into foreign securities,
which are not currently covered under the QI program.

Senator LEVIN. These banks have accomplished their deception
here in avoidance of the QI program in a number of ways. The one
we are going to look at today told their U.S.—here is what they
told their U.S. clients: We are not going to identify you, and the
way we are going to avoid identifying you to the IRS is that you
are going to have to sell your U.S. securities from this account; or
you have got to reopen your account under the name of a non-U.S.
entity.

So they helped them to create that shell company or that trust
that is then the nominal owner of those securities, rather than
what they know to be the U.S. taxpayer.

Would you agree that banks that do that are gaming the QI pro-
gram?

Mr. SHULMAN. Absolutely.

Senator LEVIN. And is there any reason why we should not mod-
ify this program to tell banks we will not accept that, and that if
you want to participate in this program, you must disclose the ben-
eficial owner to us when you know it?

Mr. SHULMAN. That is the intent of the QI program, and I share
your anger over people who circumvent the system.

I want to emphasize, though, at least in my view, that banks
that don’t meet their obligation should be ashamed of themselves,
and we should deal with them appropriately. But kicking a bank
out of the QI program, which is always an option, would mean that
account holders in that bank will not be subject to U.S. taxation.
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Thus, our goal is to get banks into compliance and to keep them
in the U.S. tax net, where appropriate.

Senator LEVIN. And if we can’t get them into compliance, to kick
them out of the program?

Mr. SHULMAN. We terminated QI agreements before, and cur-
rently have a number of QI agreements that we are looking at
right now.

Senator LEVIN. How large a problem would you estimate this off-
shore tax haven, tax avoidance is? Can you give us any kind of an
estimate as to what the loss is to the Treasury?

Mr. SHULMAN. As you know, I started this job 3 months ago. We
actually have some good research in certain areas of tax evasion.
Research in general in tax evasion is hard because, as you know,
when there is tax evasion, people are actually hiding their activi-
ties, so it is not the kind of research you get through a census or
questionnaire.

The current data we have from around 2001 does not quantify
this, but I am confident to say that these activities involve thou-
sands of taxpayers and billions of dollars.

Mr. O’CONNOR. Mr. Chairman, if I might add?

Senator LEVIN. Please.

Mr. O’CONNOR. If you just look at the Olenicoff plea, $200 mil-
lion, and some of the figures thrown around there and realize that
is just one taxpayer, and then you multiply that by thousands, it
is an incredibly, significantly large number that I would not even
want to put a ceiling on.

Senator LEVIN. You would say it is a significant loss to the
Treasury?

Mr. O’CONNOR. Absolutely.

Senator LEVIN. Would it be safe to say it is in the tens of bil-
lions? Could you even go that far? We have come up with an esti-
mate of up to $100 billion, and I know you are not going to want
to pick any specific figure. But would you be able to say that your
estim?ate is it would be in the tens of billions? Is that a safe esti-
mate?

Mr. O’CONNOR. I am probably utterly unqualified to make such
an assessment, but it is certainly in the billions. I think I am com-
fortable saying that. I would defer to Commissioner Shulman, who
probably is much closer to these figures as the person who——

Senator LEVIN. You would rather defer this to a future moment,
I think. [Laughter.]

But we will look forward to your estimate. At least, Commis-
sioner Shulman, you would say it is a significant loss to the Treas-
ury. Is that safe?

Mr. SHULMAN. It is a significant loss. And also let me tell you,
even in my confirmation hearing, I talked to the Senate Finance
Committee about why I made international a strategic priority of
mine coming in. Where there is complexity, there are global capital
flows, mobile capital, and people and businesses who want to evade
taxes are going to do it in the complex international arena. And so
regardless what the number is—and I agree the number is signifi-
cant—this is an area that we are going to focus on at the IRS.

Senator LEVIN. Finally, the burden is now on the government to
prove that an individual controls an offshore corporation, and that
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is very difficult where there are secrecy jurisdictions. Would a pre-
sumption that a U.S. taxpayer who forms or who sends assets to
or who gets assets from a corporation in an offshore secrecy juris-
diction controls that corporation—it would be a rebuttable pre-
sumption, but would that be helpful in tax enforcement cases? I do
not know, maybe, Mr. O’Connor, I should start with you on that.
I am not sure. Either one of you can give me an answer, Commis-
sioner or Mr. O’Connor.

Mr. O'CoNNOR. Well, I think certainly the more information we
have as prosecutors, it is always better and the easier we can do
our jobs and the more efficiently we can do our jobs. I would say
that about any mechanism. In terms of what is actually in a QI,
obviously those are agreements negotiated by the IRS, not the De-
partment of Justice.

Senator LEVIN. I mean a law that created that presumption so
that would have to be disclosed, it would be a rebuttable presump-
tion, but it puts the burden on people who use these offshore tax
havens to come forward and to disclose the fact that they have ei-
ther assets in that tax haven or have assets, income from compa-
nies that are in those tax havens.

Mr. O’'CONNOR. Yes, I think I could just say that the Department
has a formal response for handling inquiries about legislation. I, as
I sit here today, cannot see a reason to oppose that.

Se{l)latOI‘ LEVIN. All right. Do you have a comment on that at this
time?

Mr. SHULMAN. My comment is that the idea of getting a line of
sight to the people who own and control these accounts is the
whole game. I actually think some of the activities that are in your
report and that have been made public show that we are actually
doillllg a pretty good job right now of getting some of these lines of
sight.

Our preference would be to modify the regs in the QI program
so we can see through first, and then come back later to things like
presumptions because they are tools that can obviously ensnare a
whole wide range of people who may or may not be involved in eva-
sion.

Senator LEVIN. Which is why we make it rebuttable. Senator
Coleman.

Senator COLEMAN. Thank you, Mr. Chairman.

The Chairman talked about U.S. clients and this issue of bene-
ficial owners. In other words, you create a trust, the beneficial
owner is the client, but you use that as a way to shield the identity
of the client.

Even with secrecy jurisdictions, either to Mr. O’Connor or Mr.
Shulman, is it fair to say that they still have to comply with the
know-your-client obligations that we impose on banks?

Mr. SHULMAN. Yes, in order to enter the QI program, a piece of
the diligence is to have acceptable know-your-customer rules. And
so people who are evading this are generally doing it on purpose.

Senator COLEMAN. And that is what we call the “gap,” one of my
frustrations. On the one hand, banks have to know their customer,
so they know who they are dealing with. Then you have the QI pro-
gram. If they have had their customers unload U.S. securities, they
got the assets, they have their customers set up beneficial trusts
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which should be identified, but they still know the customer be-
cause the banks retain that information. And yet when QI comes,
they are allowed simply to put a blinder on and to respond just to
QI, even though they know that there is another path in there.
And what I am frustrated about is up until this hearing, we have
folks auditing QI. They may, in fact, see fraud. They may see this
other stuff. But they do not report on it.

What has been the justification up until now for folks who are
auditing, seeing fraud, seeing other trails, and not pursuing them?
What has the rationale been all along?

Mr. SHULMAN. Like I said, I am 3 months into this job. We are
now in the process of closing down a loophole in the program. I
think that the intent you articulated is just that, and I think banks
who circumvent that intent should be ashamed of themselves. They
know that the purpose of signing up for the QI program is to pro-
vide us with a line of sight into U.S. taxpayers who have a tax obli-
gation, and they either withhold or report that income to us. And
so, dancing around a set of technicalities is not an excuse. We are
going to make sure we tighten up those technicalities so they are
harder to dance around, and we will keep working with this Sub-
committee if we find we cannot do that through administrative
remedies and regulations.

And so I cannot tell you what the purpose was before. I think
the purpose was always to make sure we could see through and get
the information. People have found some ways around that, and we
are going to try to remedy that.

Senator COLEMAN. And I hope we do. My point with the know
your customer (KYC) rules is that the information is there. Banks
know who these folks are, and they have been able to segregate out
their KYC obligations and to kind of disassociate KYC from QI and
just respond in a narrow sense to the QI, process that information
that even our own auditors did not break through. So, I ask for a
little bit of common sense here. And I know that we want folks to
participate in QI. We are getting access to information that we did
not have. On the other hand, there is a charade being played here.
There is a game being played with terrible consequences. I am not
seeing any bars to simply coming in and telling auditors to go down
that trail. If there is fraud, you check it out. And to the banks, we
know you have KYC obligations; if you do this, you have a problem.
And we talk about what the reaction to that problem is. But, to me
it seems pretty clear. You have this huge gap that there does not
seem to be a reason for.

Mr. O’Connor, one of the things that you talked about were these
Mutual Legal Assistance Treaties (MLATs) that we have with
other countries. So if you are doing an international case, we have
this MLAT, but you have noted that they sometimes exclude tax
crimes. I have not looked through this, but do they exclude tax
crimes when we have MLATSs with tax havens?

Mr. O’CoNNOR. Well, not surprisingly, obviously MLATSs are the
product not of legislation or dictation, but of negotiation. And at
the end of the day, we try to negotiate the most favorable terms
possible with foreign sovereigns. But we cannot dictate necessarily
what they will give and not give us.
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To no one’s surprise, the countries that tend to carve out, if you
will, tax crimes tend to be those with bank secrecy laws. So it is
an obstacle to us, and it is something we are very well aware of,
and we are almost in daily communication trying to, if you will,
loosen those terms to get the information we need.

Senator COLEMAN. This would come back to perhaps another
area of oversight, Mr. Chairman. We are giving these countries ac-
cess to the world’s largest economy. We are giving them access to
American securities. There is a huge benefit for being able to tap
into the American economy. Even in the UBS notes, they talk
about there are 200-and-something billionaires in America. This is
a big market. This is still where, in spite of our challenges, it is
where the money is. And I would think that we would utilize that
leverage.

So I would hope we would do a review of that and say for the
luxury of participating in this market, this economy, and to be able
to do business, we have to close this down. As I said, you can drive
a Mack truck through the holes in this system. And there is a lot
of money, Mr. Chairman, that is just not going down the drain, but
it is staying in people’s pockets.

So I see the MLATSs, and it seems to me that the exclusion is
something that we really have to take a look at, and I hope we
would do that.

Mr. O’CoNNOR. If I may, Senator, we are, and I think in fairness,
while the MLAT with a country, say, carves out tax cases except
where there is an organized crime element, that is not our sole ave-
nue to pursue evidence. So while the MLAT may not be as favor-
able to us as we would like, we do have a double taxation treaty.
There is also what is called the IMAT, which is their own law en-
forcement assistance regulations in Switzerland. So there are other
avenues we can pursue even if the MLAT has a carve-out for tax
offenses, complete carve-out or sometimes defines tax offenses very
narrowly. For example, in some countries, simple tax evasion is not
a crime. It is only a civil liability. Whereas, in the United States
it is a crime.

So we find that each country is different, but we are very cre-
ative in exploring different avenues. If we run into a dead end with
a MLAT, we will pursue those documents through the tax treaty.
And again, as Commissioner Shulman said, if we have to go all the
way down to using a grand jury subpoena or a John Doe summons,
we will do that as well.

Senator COLEMAN. Commissioner, just one other area of a gap in
the QI program. It is my understanding—does the QI program in-
volve folks who have assets in U.S. securities, their securities?

Mr. SHULMAN. Correct.

Senator COLEMAN. So that one of the things that we see is you
get clients of both UBS and LGT who sold—if they sell of their U.S.
secur(i)ties, then they escape any QI obligations. Is that a fair state-
ment?

Mr. SHULMAN. If you sell off your U.S. securities, yes.

Senator COLEMAN. And so what about expanding banks’ QI re-
porting obligations on U.S. persons—I am talking about U.S. citi-
zens—beyond those for simply U.S. citizens who hold securities?
Have you looked at that expansion of QI?
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Mr. SHULMAN. Yes, when I talk about worldwide income and
mention that—and I did not go into it deeper—that is one thing we
are looking at.

Senator COLEMAN. I would hope we would pursue that. Thank
you, Commissioner.

Thank you, Mr. Chairman.

Senator LEVIN. Thank you very much, Senator Coleman.

We welcome Senator Kerry here, and we are going to excuse this
panel unless you have questions of them.

Senator KERRY. Mr. Chairman, I don’t want——

Senator LEVIN. We were going to move to the second panel.

bSlenator KERRY. I might have just two questions, if that is pos-
sible.

Senator LEVIN. Please.

Senator KERRY. Could I just begin by saying, first of all, thank
you for the courtesy of allowing a non-Permanent Subcommittee
Member to be part of this. I really appreciate that. I know that
happens occasionally around here in various committees, and I am
very grateful to you for your courtesy.

And, second, I would like to say thank you to you and Senator
Coleman for doing this. I see that some of the chairs are empty
here, but I must say to you this is a topic that people really need
to understand, and its larger implications. And I am very respect-
ful of the work that this Subcommittee has done. It has done a ter-
rific job, though I know there are some folks who dispute some as-
pects of the report, and that will have an opportunity to be able
to be aired here.

But when I served on the Banking Committee back in 1986, I be-
came aware of some of this and became interested in it through a
bank called BCCI, which became infamous because not only did it
have money from Noriega and drug trafficking, but it has money
from Osama bin Laden, which is one of the first times we observed
his name. And that secrecy process really opened up a window for
many of us, arms trafficking that was illicit and otherwise. And I
remember visiting with the governor of the Bank of England in the
course of trying to get at this and ran into resistance in certain
quarters that were willing to protect the secrecy and the flow of
funds in that way.

And so that is when we developed some of the MLAT apparatus,
which I have heard referred to. I did hear both of the testimonies,
though I was not here. And we also passed some amendments in
the Banking Committee that came to be known as the Kerry
amendments, which required transparency and reporting. And, ul-
timately, the $10,000 transfer requirement and other things be-
came pro forma.

Listening to the Administration—and we created our financial
group down at the Treasury, and we have gone through a process
of this. But it strikes me that we are woefully behind the curve and
that the focus on this has been sort of significantly sporadic, to be
honest with you. And I want you to address that a little bit.

There is an infamous building in the Cayman Islands that I be-
lieve houses some 15,000 or so brass plates that are telephone
numbers and fax machines, which are used, everybody knows, to
move huge sums of money in and out of the financial system. And
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with the commingling of these funds that takes place with multiple
transfers, ultimately accountability is really just absent.

Why are known financial tax evasion/wealth-hiding entities still
able to access the largest financial systems in the world and, until
recently, the most secure in our own, willy-nilly? Just why has
there not been a greater push for cross-country international trans-
parency and accountability? Because I heard you in your testimony
mention we are trying to get some of these others countries to co-
operate. It depends on the level of their cooperation. We are still
struggling with something that is just fundamental to the integrity
of every government’s ability to be able to run itself and provide
a fairness to their populations. And it seems to me the effort nec-
essary to do this other than when Senator Levin and Senator Cole-
man have a moment of accountability is just not forthcoming.

Can you address that?

Mr. O’CoNNOR. Well, I would be happy to speak on behalf of the
Department of Justice. I think you are 100 percent correct about
the scope of the problem, but I have had the pleasure of working
with our Tax Division and to see even a case like the Birkenfeld
case, the complexities involved in chasing through foreign accounts
and foreign entities, it is incredible. And they are working incred-
ibly hard with U.S. Attorneys’ Offices across the country to try to
ferret out these cases, both the taxpayers—and there are obviously
thousands of them—as well as the promoters.

Of course, there is always going to be an issue. For example, we
have one individual under indictment now who is in a country for
which we do not have an extradition treaty. So you do run into
road blocks in these investigations that are not made by Depart-
ment of Justice or others, but it is just a simple sovereignty issue.
And the folks in the Tax Division have assured me—and I am com-
fortable with that—that they are doing all that they possibly can
to hold people accountable both here in the United States but
abroad as well. And whether it is using material witness statutes
to detain people, whether it is being creative in how we go about
getting documentation that is not here in the United States, we are
availing ourselves of all the avenues available to us.

Senator KERRY. All the evidence available, but not all the evi-
dence that could be available. I mean, don’t the G—8 fundamentally
have the financial clout in the use of their system to demand great-
er transparency and accountability?

Mr. O’CONNOR. Senator, I think they do, and in fairness to the
folks who negotiate these treaties, I would imagine every time we
ask for something, the countries ask for something in return. And
I would imagine if you are in the State Department or in our Office
of International Affairs negotiating MLATS, and every time we ask
for more information, there is a counter request to us that we have
to weigh equally. And we may have reasons in that circumstance
to not agree to everything they want, which the end result might
be we don’t get everything we want.

Again, I am not privy to, I do not participate in those negotia-
tions, but I know that they can oftentimes reach dead ends.

Senator KERRY. Well, doesn’t the IRS have a very clear sense of
the level of lost revenue to the country as a consequence of these
practices?
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Mr. SHULMAN. We talked a little bit about this before, Senator,
and let me, if I could, just respond to your earlier question, and at
least give you my perspective on it. I just started my term. I am
%oing to be here for 5 years. We are going to make this a major
ocus.

What I said before is really the notion that once you leave the
United States, our tools become harder to use, and it takes longer
to use them from a tax administration standpoint, evasion tactics
are easier to execute when you get outside of the United States.
You layer on that the notion that capital markets have become
global, and the obvious place to hide assets.

We have never had a study directly on the leakage from the U.S.
Treasury from global tax evasion, but I am comfortable saying it
is in the billions of dollars, and it is something that we are going
to focus on.

I think one of the keys and one thing that I know is happening
now—and it has been happening in my 3 months here because I
have been involved in conversations—is that the OECD has a Tax
Administrator Forum that sets standards of transparency that the
United States has been active in. Just in the last couple of weeks,
I think the G-8 actually asked that there be a broader OECD di-
rective around transparency. We now house people together with
folks from the governments of the U.K., Australia, Canada, and
Japan to look at tax evasion. And we have now coordinated efforts
with those countries and others, around some of these tax haven
and tax evasion cases that you have been reading about recently.
And we have hundreds of cases open.

In response to your question of whether we are behind the curve,
I would say every regulatory entity in the United States is going
to need to pay attention to global capital flows, and that we are al-
ways going to be struggling to get ahead of the curve where there
is complexity. We need to focus on both U.S. citizens, who frankly
are evading their tax obligations and shortchanging their citizens,
as well as on the supply side, which this Subcommittee is talking
about today, the banks, the promoters, the lawyers, the account-
ants—anyone else involved in making it possible to evade tax obli-
gations. I just think we need to have continued focus.

Senator KERRY. Well, my time is up. I really want to thank the
Chairman. I would just say those efforts I referred to were 1986
and 1991. It is now 2008. And I will tell you, the American tax-
payer has enough to be angry about in terms of what is happening
to their wallet today and the sense of unfairness that is institu-
tionalized in the system. But if we cannot get at this with greater
energy and create a system that is fair, and they are picking up
the burden for a whole bunch of folks who are avoiding it and tak-
ing it overseas, we have a serious long-term problem because it un-
dermines—and all you have to do is look at other countries in Eu-
rope that have difficulties in terms of the legitimacy of their tax
structures to see what begins to happen. Our underground econ-
omy is already growing enormously, and everybody knows it. And
this is one of the contributing factors to that.

So, Mr. Chairman, I congratulate you again. I think this is really
important stuff in terms of the integrity of our governance, and I
think it is terrific you are pursuing it.
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Senator LEVIN. Thank you, Senator Kerry.

Let me mention that I think we both would fully agree with you
that there is a role for much stronger regulation and enforcement.
But there is also a role here for legislation, and as I mentioned in
my opening statement, I have introduced with Senator Coleman
and Senator Obama a bill which will really take on these tax ha-
vens head on. The way we do that, one of the ways we do it in that
bill, is to create a rebuttable presumption that in enforcement pro-
ceedings, a U.S. taxpayer who forms a legal entity in an offshore
secrecy jurisdiction, which were enumerated by the Treasury De-
partment, or who sends assets to an entity in a tax haven jurisdic-
tion, or who receives assets from an entity in a tax haven jurisdic-
tion is presumptively liable for that income and for tax on those as-
sets.

It is the way to get at this thing. It puts the onus on taxpayers.
They are not going to be able to go to that little building there that
has tens of thousands of nameplates of phony corporations which
allow people to avoid paying taxes because they cannot do it with-
out violating our tax law. When they send in their tax return,
under our bill they would have to disclose that they are sending as-
sets to an entity in a tax haven. And if they do not do it, they
would be violating our laws. Right now they do not violate our laws
per se by just simply sending money to a tax haven. It is only if
they do not report it under certain circumstances.

We want to create a rebuttable presumption that they are tax-
able on that income. They can rebut it. But we have to do that if
we are going to take on that building in the Caymans and places
like that all around the world, and these banks which facilitate and
aid and abet our taxpayers. That is the way we think we can di-
rectly do it legislatively. But we need all the regulatory enforce-
ment.

Senator KERRY. The only thing I would say to that, Mr. Chair-
man—and I applaud it, and I think you have to move in that direc-
tion. But I know, because I have been through this with some of
these folks, what you are going to hear from some of them, and
that is that in a global marketplace, where capital is competing for
the return on investment and where there is a voracious appetite
for deals and for who is moving their wealth where and how, some
people are going to say if you make it so onerous only in one juris-
diction, those folks just are not going to bother, and they will go
take their capital

Senator LEVIN. We are not talking about foreign taxpayers. We
are talking about U.S. taxpayers.

Senator KERRY. I understand that, but it is critical for the U.S.
taxpayer to be able to feel they are competing on a playing field
where they can have the ability to compete. And if that comparable
cost of capital gets skewered, which is why the international piece
is so critical here, that you have got to have the transparency and
openness and have the larger financial structure, now global, not
just controlled by New York as it used to be, but London, Singa-
pore, Hong Kong, a vast array of centers of finance, you are going
to have to think carefully about the implications. That is all I am
saying.




26

Senator LEVIN. I could not agree with you more. Senator Cole-
man.

Senator COLEMAN. Thank you.

Mr. O’Connor, if you could look at the exhibit book to your left,
Exhibit No. 92,1 which purports to be information that comes from
UBS, it was used at UBS workshops, training for some of their cli-
ent advisors. It was given to us by Mr. Birkenfeld. I think he deliv-
ered that, and I will be asking the UBS folks about this. But if you
look at Case 4—which the Chairman mentioned in his opening
statement—and it gives a case study, and it says, “After passing
the immigration desk during your trip to the USA/Canada, you are
intercepted by the authorities. By checking your Palm, they find all
your client meetings. Fortunately, you stored only very short re-
marks of the different meetings and no names.”

Then it goes on to say, “You are staying at a hotel. You are being
observed.” And what they are reflecting is being observed by au-
thorities, and that you are then intercepted by an FBI agent, and
he is looking for information about one of your clients, explains to
you your client is involved in illegal activities.

Then they ask, “What are the signs indicating something is going
on?” In other words, this purports to be directions to folks coming
in to do business here—and we are going to find out that they are
not registered securities folks, that many of them that came, that
on their entry documents saying they were here for personal rea-
sons, not for business reasons were in fact here solely for the busi-
ness of inducing and abetting tax evasion.

Can you tell me in your experience whether—is this standard
training that American businesses give to their staff or that even
other international—I am trying to understand where this fits in.

Mr. O’CoNNOR. Well, if it is standard training, God help us be-
cause, again, in fairness, I would want to see what UBS would
have to say about it. But it seems to me it is clearly a way to evade
the QI requirements, the deemed sales provision of the QI pro-
grams, as well as our securities laws that would require them to
register as investment advisors. And, as I have seen the Sub-
committee’s report about filing false declarations with customs, the
lengths that apparently we are going to—and, again, I referred to
Mr. Birkenfeld’s plea where he confirms a lot of this. It is, frankly,
very troubling, and that is why we charged that case as a 371 con-
spiracy. It was not charged as an evasion case. It is one thing for
a U.S. taxpayer to be creative and create shell corporations. It is
a whole different ball of wax when a bank is enabling it and en-
couraging it. And that is what Mr. Birkenfeld has admitted to here.
It was not just a taxpayer trying to save money by not paying their
lawful taxes. It was a conspiracy.

Senator COLEMAN. If you were looking at pursuing some action
against the entity, would it be fair to say that this kind of informa-
tion at least appears on the surface to be enabling the kind of ille-
gal conduct that we are talking about?

Mr. O’CONNOR. Again, I have to be very careful with an ongoing
investigation, but in a hypothetical manner, obviously this is docu-
mentation that raises a lot more questions than it answers.

1See Exhibit No. 92, which appears in the Appendix on page 518.
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Senator COLEMAN. Thank you, Mr. O’Connor.

Thank you, Mr. Chairman.

Senator LEVIN. Thank you, Senator Coleman. And we will again
thank you both and excuse you.

Mr. SHULMAN. Thank you.

Senator LEVIN. Before we seat the next panel, we are going to
have a tape recording, so the second panel is going to be deferred
until we have a presentation of a statement by and questions of a
man named Heinrich Kieber.

In 2007 and 2008, Mr. Kieber, a former employee of LGT pro-
vided tax authorities around the world with records on people who
had accounts at LGT. He freely gave to this Subcommittee about
12,000 pages of documents related to U.S. persons who had LGT
accounts.

Mr. Kieber spent 2 years reviewing the LGT documents. He also
spoke with LGT officers and employees. As a result, he gained a
familiarity with the operations and practices of LGT. During a re-
corded interview with Subcommittee staff, he provided information
on LGT practices that helped U.S. citizens hide their assets from
U.S. tax authorities. Many of the practices that he outlined apply
to the case histories that are featured in the next panel.

This taped interview along with the documents provided to the
Slébcommittee by Mr. Kieber provide insight into the practices of
LGT.

This man is now in a witness protection program. His current lo-
cation and name are unknown to the Subcommittee. In order to
avoid any breach in the security surrounding his condition or
whereabouts, we will not discuss any aspects of the interview other
glan thg content. There is a transcript of this interview at Exhibit

0. 5.a.

So now if we could play that interview, we would appreciate it.

[Interview played.]

[The transcript of the interview follows:]

MR. ROACH: Good morning, sir. My name is Bob Roach. I am counsel for the
Democratic staff of the Permanent Subcommittee on Investigations. With me is my
colleague, Mike Flowers, who is counsel for the Republican staff of the Sub-
committee.

MR. FLOWERS: Good morning, sir.

CONFIDENTIAL WITNESS: Good morning.

MR. ROACH: Thank you for joining us.

I understand you have a statement to make after which we will ask you a few
questions about the banking and trust operations of the LGT Group. Please proceed.

CONFIDENTIAL WITNESS: Good morning.

I swear that the testimony I am about to give will be the truth, the whole truth,
and nothing but the truth so help me God.

In 2000, the LGT Trust was evaluating the so-called “paperless office.” A project
to scan every document of each client’s legal entity and index them electronically,
encoding an internal “bak track” code, a b-a-k. The project requires to hire over 20
new staff members. Based on my education and skills, I, then named Heinrich
Kieber, worked—started to work at the LGT Trust in Vaduz in October 2000, and
I worked there for more than 2 years until the date 2002.

The LGT Group in Liechtenstein is a provider of a vast range of financial services.
The key business of the LGT Group consists of the LGT Bank and the LGT Trust
services. Both are independent, commercial companies, and both use autonomous
computer data storage systems.

The core trade of the LGT Trust, with head office in Vaduz and several branches
in Switzerland, is selling and managing Liechtenstein legal entities such as founda-

1See Exhibit No. 5.a., which appears in the Appendix on page 213.
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tions or establishments. They cater for clients from many different countries includ-
ing the USA. Generally, the client transfers his/her bank assets, such as securities
and cash accounts and often also the nonbank assets, such as real estate, expensive
paintings, patents, rights, etc., into the ownership of a selected one or more legal
entity.

The client becomes then the beneficial owner of the legal entity. Every single legal
entity from Liechtenstein has to pay on average a worldwide matchless flat tax rate
of only $1000 Swiss francs per year, regardless of the millions of different type of
assets they own and income they gain.

The LGT Trust, back in the year 2002, had over 3,500 active legal entities under
management, with the combined total bank assets of around 7.2 billion Swiss francs
of which about 6 were invested at the LGT Bank and the rest in other Liechtenstein
banks or Swiss banks. Back then, the LGT Bank had around 50 to 60 billion Swiss
francs in their books. Today they hold over 100 billion Swiss francs. The real value
of the nonbank assets are never recorded in the books.

The first couple of months I was in charge of the correct handling of all clients’
legal entities’ files to make sure that they are scanned properly and that not one
of the very sensitive documents where all the data concerning the beneficial owners
are recorded is lost in the process. Because of the nature of my job, I had access
to all documents of all legal entities, active ones and the inactive ones.

The biggest task of the second stage was the proper indexing of all scanned docu-
ments. To be able to index the documents, we had to read every single one on our
screens. It was then when I began to realize the very questionable business the LGT
was often involved in and the dubious clients they were serving, the kind of busi-
ness that goes beyond just facilitating massive tax evasion. Going through thou-
sands of documents, I got very—I got the very clear picture of the highly sophisti-
cated and sometimes surprisingly simple tricks and methods used to (a) help any
clients to bring his or her bank assets to Liechtenstein and nonbank assets under
the control of the one or more selective legal entity; (b) help any clients to keep his
or her assets out of the reach of the taxman and people who may have a legal right
to it or interest in it; (c) get around the laws of Liechtenstein and other countries;
(d)—and (d)—avoid the attention of international law enforcement agencies and the
international media.

Liechtenstein has implemented real tough new compliance laws in January 2001.
In addition, in July 2002, they signed a mutual assistance treaty with the United
States of America. This treaty was designed to protect the international financial
markets against terror, organized and economic crimes. However, the business prac-
tices of LGT undermines those reforms that Liechtenstein enacted. The LGT delib-
erately ignores the basic principles of the know-your-customer rules. For sure, I can
frankly declare that in the vast majority of all legal entities, LGT does not have a
clue about the real sources of their clients’ huge wealth they manage, as it has been
verified in the files I delivered to the U.S. Government.

The final part of my job was to conduct training programs for all of the 85 staff
members of the LGT Trust, including CEO, members of the company’s board—and
members of the company’s board. When I was teaching the CEO or a member of
the board or a trust client advisor, I confronted them about the LGT’s questionable
practices that I have seen in many files. Sometimes I always raised this topic with
foundations’ bank account managers from the LGT Bank. All these discussions were
about files with strong indication to corruption, links to dictators, or business deals
to avoid a U.S. embargo, for example. The answer was always the same: None of
your business. Just stick to your designated job.

I obtained copies of the data of every legal entity and, furthermore, copies of vast
internal documents before I left the company. All documents provided are authentic,
original copies and have not been in any way changed or manipulated.

MR. ROACH: Thank you, sir.

CONFIDENTIAL WITNESS: That’s my statement.

MR. ROACH: Thank you, sir. I'd now like to ask you a few questions. First of
all, in your statement you referred to tricks that LGT used to help clients bring
their assets into the bank, including—would you mind commenting on that, includ-
ing the use of shell companies to move funds internationally.

CONFIDENTIAL WITNESS: Yes. There are several methods in use, depending on
the type of assets the client wants to transfer into his or her legal entity in Liech-
tenstein. For bank assets, the LGT Group establishes, indirectly manages, and ulti-
mately owns a number of legal entities, so called “special purpose vehicles,” SPV.
For the purpose of high-grade camouflage, there are two types of SPVs. Type A: big
bank accounts around the world; and Type B: Which do not have any bank accounts
but own and control Type A. To protect the LGT Group, those types used are never
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from Liechtenstein. The LGT uses only SPV registered in Panama, in the British
Virgin Islands, or sometimes even in Nigeria.

In practical terms, for a U.S. client, the LGT will transfer the bank’s assets out
of the United States through a chain of several Type A SPVs. Firstly, always into
a country, for example, Canada, which from the IRS point of view is not suspicious.
Next, through a series of other countries and therefore different jurisdictions. Pref-
erably countries with very weak or, better, non-existing compliance laws. Before
reaching Liechtenstein, it will run through a Swiss bank, for example the Banca del
Gottardo in Lugano. This bank, in turn, has reciprocal rights to use the LGT Bank
for its own customers.

For an additional layer of concealment, either the Swiss bank or the LGT Bank
often perform a fake cash-out transaction to make it look like the monies have been
paid out in cash over the counter where in fact they have been transferred into the
concentration account of the LGT Bank and, at the same time, an equal amount has
been credited into the client’s legal entity’s bank account. After one or two years
in use, the SPVs are put into liquidation, then deleted, and new ones established.

The only purpose of all this is to make it extremely complicated for law enforce-
ment agencies to follow the trail, as each step serves as a filter to hide the track
of the client’s money. For any bank or trust company in Liechtenstein, the matter
of SPVs is commercially very sensitive material. The better sys—sorry. The better
the system put in place, actually the less it will be detected. There’s a lot of effort
put into general research and checks of any possible legal implications, so that the
LGT Group can always be many steps ahead of the tax authorities.

All of the clients’ trust advisors and bank account managers of the LGT Group
get regular in-house training in relation to the latest tricks and methods used so
they can keep their knowledge up to date and can offer it to any existing or future
customers.

MR. FLOWERS: Thank you, sir.

Sir, you mentioned during your statement that LGT helped clients to keep their
assets out of reach of tax agencies or persons with legal claims on those assets.
Could you please explain how that was accomplished?

CONFIDENTIAL WITNESS: Yes. What happens, the LGT strongly recommends
to all clients to follow instructions such as, firstly, not to tell anybody concerning
the legal entity to their lawyers, to other family members or relatives who are not
part of the pool of beneficial owners, to friends or business partners. The reason is,
any human relationship can go wrong and the client may end up in a situation
where blackmailing is possible. Secondly, not to call the LGT Group from home—
not from home, not from work. Use public phones instead. As Liechtenstein has an
own country code number, the IRS may use the same plan as the Italian tax police
did some years ago. They ordered the state-run phone company to record over a cer-
tain period the caller’s i.d.; the time, date, and number dialed from a big city in
Italy to Liechtenstein, to a Liechtenstein number. When the number called did not
match a phone number—sorry—did match a phone number registered to a bank,
trust company, or a lawyer, the tax police of Italy conducted a special assessment
of the Italian callers. Thirdly, a third recommendation, only make calls in emer-
gency to the nominated cell phone numbers of the clients’ trust advisors. The LGT
Trust only uses cell phone numbers from Switzerland or Austria. Again, because of
the existence of a Liechtenstein-own country code number. When calling, the clients
should always use the code words agreed and never state their own names or name
of the legal entities. In addition, the LGT Group itself does not send any mail to
their customers out of—from Liechtenstein. If at all, mail gets sent out via Swiss
or Austrian post office to avoid the attention of any tax enforcement agency around
the world looking for mail coming from Liechtenstein. In addition, any documents
sent out are specially prepared in the way that the name of the bank, the client’s
name, or the legal entities’ name is not revealed. The LGT Group does not call the
clients at home or at work or on her or his phone—cell phones and does not commu-
nicate with their clients via email. The fact that all the LGT Trust’s clients do not
need their assets hidden in legal entities for their daily living helps very much to
avoid detection and to keep the personal contact between the parties to a minimum,
on average once per year.

MR. ROACH: Thank you.

You said that LGT used methods to allow it to get around compliance with the
laws of Liechtenstein and other countries. How did LGT do that?

CONFIDENTIAL WITNESS: Yes, theyre very sophisticated in that way. The
know-your-customer rules necessitate a lot of up-to-date documentation concerning
the client’s identity and the true source of assets. In addition, a profile of every cli-
ent has to be created, and any movement outside the set profile has to be reported
to a preferably independent government entity, for example, to the financial intel-
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ligence unit. The LGT not only fails to keep the basic documentation up to date,
often there is no clear indication of the beneficial owner or the source of the monies
at all. Furthermore, they, the LGT Trust, predetermine the threshold of a client’s
profile in such an unrealistic way that it would—that it will not trigger the compul-
sive report even so when according to compliance law, the transaction is regarded
as more than suspicious.

MR. FLOWERS: Thank you, sir.

Sir, based on your experiences while working at LGT, did LGT ever assist U.S.
persons in repatriating their assets back to the United States in a manner that
would have reduced the attentions of the United States Government?

CONFIDENTIAL WITNESS: Yes, there are several tricks in use, and I recall one.
Then, at times, actually the LGT Trust would adjust the legal entities’ documents
to designate a new beneficial owner who will cause or result in the lowest tax obli-
gation or, if possible, a zero tax obligation. Often this means creating a—new trust
documents and changing the name of the real beneficial owner into the name of a
person or relative who has recently died or, in some cases, is unfortunately in the
process of dying. When the assets are transferred back to the United States, the real
beneficial owners explain to the IRS that they have just inherited a large amount
which was only discovered in recent times.

MR. ROACH: Now, in your statement, you also said that LGT sought to avoid the
attention of international law enforcement and the media. How did LGT do that?

CONFIDENTIAL WITNESS: After some major scandals in the past 15 years, in
an effort to avoid bad and further damage to their reputation, many powerful finan-
cial key players in Liechtenstein established smaller banks or trust companies
whose names nobody recognizes. They have transferred their risky group of clients
into those new banks or trust companies. In that way, if the risky clients are ex-
posed in a scandal overseas, the larger well-known banks or trust companies are
out of trouble and the media spotlight. The LGT Trust, but not so much the LGT
Bank, did not accept new clients from Russia, for example, but would refer them
to such smaller trust companies.

MR. FLOWERS: Sir, you made references in your statement to LGT’s role in as-
sisting in corruptive—or corruption, acts of corruption including breaking embar-
goes, for example. Could you please elaborate on that?

CONFIDENTIAL WITNESS: Yeah. The words I say here is that one set of docu-
ments indicate its pride in government officials in another country—in other coun-
tries including the United States. The LGT Bank introduced the client to the LGT
Trust. The LGT Trust did accept the client but refused to nominate staff onto a new
Panama company where such payments should be done in the future. At the end,
in this file, the payments continued to be facilitated through the LGT Bank.

And there’s another file which has a very strong indication to—of corruption in
a third world country. A head of a social government department owns over $5 mil-
lion U.S. dollars with no explanation in the files whatever in regard to the source
of the vast amount.

MR. ROACH: In an answer to a previous question, you identified some problems
with LGT’s know-your-customer program. What about LGT’s compliance with the
qualified intermediary program?

CONFIDENTIAL WITNESS: Yeah, I strongly believe that they are violating this
one too. The IRS implemented the qualified intermediary stages QI to be able to
collect the withholding tax on interest and dividends on U.S. securities through for-
eign intermediaries. The LGT Group realized quickly that without the QI stages,
the banking secrecy for their U.S. clients cannot be sustained, because only as a QI
the LGT Group can avoid having to report the underlying beneficial owners to the
IRS. The IRS approved the QI stages to Liechtenstein as a country and to the LGT
Group as a foreign intermediary in early 2001, as both were able to persuade the
IRS that Liechtenstein’s know-your-customer rules were top standard. All U.S. cli-
ents from the LGT Group with U.S. securities in the bank portfolios have been in-
formed about the QI regulations. These clients had two options: Get out of the U.S.
security—sell them or keep them. The clients wanting to keep the U.S. securities
had great fears that the IRS may eventually find out who the ultimate beneficial
owners are, for instance, through the external auditors’ working paper the IRS can
request to examine.

To reduce the panic, the LGT came up with the solutions: (a) to transfer all U.S.
securities held by a legal entity of a U.S. tax person into a newly established Pan-
ama corporation. To add a further layer of secrecy between the foundation and that
Panama corporation, another offshore company will own the Panama corporation.
The LGT’s argument for the Panama corporation solution was that the IRS regards
it as a per se corporation; (b) having added enough offshore companies in between
the U.S. client as a beneficial owner and the entity holding the U.S. securities, the
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LGT Trust declares the whole structure as being a non-U.S. status. This should
keep the client out of trouble and taxes.

MR. ROACH: Thank you very much, sir. We appreciate your comments.

This concludes our questions.

MR. FLOWERS: Thank you, sir.

CONFIDENTIAL WITNESS: Thank you very much.

Senator LEVIN. After Germany and other nations began to act on
the information provided by Mr. Kieber, Liechtenstein put out an
international arrest warrant for Mr. Kieber and posted his picture
on the government’s website, and this is a chart of that website.l
Even today it is on the website, and Mr. Kieber has been listed by
Liechtenstein as their number one target for arrest.

This is what the message on that arrest warrant reads. This is
a translation: “Information on the whereabouts of Heinrich Kieber
should be passed on to the national police force of the Principality
of Liechtenstein or the closest police station. Kieber is being sought
under an international arrest warrant. Liechtenstein law enforce-
ment authorities seek Kieber’s prompt delivery/extradition. The
legal basis: Warrant issued by the principality’s county court on 2/
9/08 for the alleged transfer (passing on) of company business se-
crets for use abroad and for data theft.”

Liechtenstein is obviously aggressive in pursuing persons who re-
lease information about their banking practices in violation of their
secrecy laws. They have not been particularly aggressive at all in
combating banks that facilitate tax evasion. And while the govern-
ment of Liechtenstein told the Subcommittee that it has now initi-
ated an investigation into LGT, when the Subcommittee asked the
chief compliance officer of LGT Group about the investigation, he
was unaware of it.

We will now call panel two. Mr. Marsh and Mr. Wu, if you would
please be seated.

[Pause.]

Senator LEVIN. Let me now welcome our second panel of wit-
nesses for today’s hearing: Shannon Marsh of Fort Lauderdale,
Florida, and William Wu, of Forest Hills, New York. We appreciate
your traveling here today.

Pursuant to Rule VI, all witnesses who appear before the Sub-
committee are required to be sworn. And at this time, I would ask
both of you to please stand and raise your right hand. Do you
swear that any testimony that you will give before this Sub-
committee will be the truth, the whole truth, and nothing but the
truth, so help you, God?

Mr. MArsH. I do.

Mr. Wu. I do.

TESTIMONY OF SHANNON MARSH, FORT LAUDERDALE,
FLORIDA, ACCOMPANIED BY SHARON KEGERREIS, ESQ.

Senator LEVIN. Our investigation disclosed that Shannon Marsh
is the son of the late James Albright Marsh who formed four Liech-
tenstein foundations in the mid-1980s, as shown in a chart which
we will put up, and transferred substantial sums to those founda-

1Exhibit No. 5.b., which appears in the Appendix on page 222.
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tions.! In 1985, for example, LGT documents show that he depos-
ited $3.3 million in cash into just one LGT foundation. That is Ex-
hibit No. 7.2 By 2007, the assets in the four foundations had a com-
bined value of more than $49 million.

Shannon Marsh, who is here today, has been involved with the
LGT foundations since the beginning. LGT’s documents indicate
that he traveled to Liechtenstein, served as a foundation protector
with control over the foundations’ activities, and signed a so-called
letter of wishes to provide instructions for distributing foundation
assets that he would receive. The Marshes are in settlement dis-
cussions with the IRS.

Mr. Marsh, do you have any opening remarks?

Ms. KEGERREIS. No, Your Honor, we don’t.

Senator LEVIN. Mr. Marsh, have you ever spoken to anyone at
LGT Bank in Liechtenstein?

Mr. MARSH. On the advice of counsel, I hereby invoke my right
to remain silent under the Fifth Amendment of the U.S. Constitu-
tion.

Senator LEVIN. And, Mr. Marsh, do you have any corrections to
what I have just said about the Marsh foundations and your activi-
ties at LGT to ensure that we have the facts right?

Mr. MARSH. On the advice of counsel, I hereby invoke my right
to remain silent under the Fifth Amendment of the U.S. Constitu-
tion.

Senator LEVIN. Mr. Marsh, you have been asked specific ques-
tions about matters of interest to this Subcommittee, and in re-
sponse to each question, you have asserted your Fifth Amendment
privilege. Is it your intention to assert your Fifth Amendment
privilege to any question that might be directed to you by the Sub-
committee today?

Mr. MARSH. Yes, it is, sir.

Senator LEVIN. Given the fact that you intend to assert a Fifth
Amendment right against self-incrimination to all questions asked
i)f you by this Subcommittee, you are excused. You are free to
eave.

Ms. KEGERREIS. Thank you, Chairman Levin.

Senator LEVIN. Thank you.

Mr. MARsH. Thank you.

TESTIMONY OF WILLIAM WU, FOREST HILLS, NEW YORK,
ACCOMPANIED BY HENRY KLINGEMAN, ESQ.

Senator LEVIN. Our investigation disclosed that William S. Wu
has lived for many years with his family in New York. LGT helped
Mr. Wu establish a Liechtenstein foundation in 1996 and a second
one in 2006. LGT documents indicate that these foundations were
used to conceal certain Wu ownership interests. For example, in
1997, 3 months after forming his first foundation, Mr. Wu pre-
tended to sell his home in New York to what appeared to be an
unrelated party from Hong Kong. In fact, as you can see from the
chart which we have put up,® the buyer was a British Virgin Is-
lands company with a Hong Kong address, and it was wholly

1See Exhibit No. 1, which appears in the Appendix on page 209.
2See Exhibit No. 7, which appears in the Appendix on page 224.
3 See Exhibit No. 2, which appears in the Appendix on page 210.
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owned by a Bahamian corporation, which was in turn wholly
owned by Mr. Wu’s Liechtenstein foundation. These layers of own-
ership were designed to hide Mr. Wu’s ownership of the home that
he lived in and likely shield him from taxes at the same time.

LGT documents also show that Mr. Wu transferred substantial
sums to his foundation and over the years withdrew substantial
amounts ranging from $100,000 to $1.5 million at a time. In one
instance, LGT arranged for Mr. Wu to withdraw $100,000 using an
HSBC bank check drawn on a LGT correspondent account, which
made the funds difficult to trace. By 2006, Mr. Wu’s first founda-
tion had been dissolved while his second foundation had assets in
excess of $4.6 million.

Mr. Wu, do you have an opening statement?

Mr. Wu. No, sir.

Senator LEVIN. Have you ever spoken to anyone at LGT Bank in
Liechtenstein?

Mr. Wu. Senator, I decline to answer the question based on my
right to remain silent under the Fifth Amendment to the U.S. Con-
stitution.

Senator LEVIN. And, Mr. Wu, do you have any corrections to
what I have just said about your foundations and your role in them
in order to ensure that we have the facts correct?

Mr. Wu. No, sir.! And, Senator, I intend to give the same answer
to any questions posed to me.

Senator LEVIN. You have been asked specific questions about
matters of interest to this Subcommittee, and in response to the
questions, you have asserted your Fifth Amendment privilege. Is it
your intention to assert your Fifth Amendment privilege to any
question that might be directed to you by the Subcommittee today?

Mr. Wu. Yes, sir.

Senator LEVIN. Given the fact that you are asserting a Fifth
Amendment right against self-incrimination to all questions asked
of you by this Subcommittee, Mr. Wu, you are excused.

Mr. Wu. Thank you.

Senator LEVIN. Thank you.

Now, the third witness who was subpoenaed for this panel was
Steven Greenfield. Harvey Greenfield, Steven Greenfield’s father,
and Steven Greenfield are New York businessmen. In 1992, LGT
helped Harvey Greenfield establish a Liechtenstein foundation for
which he is the sole primary beneficiary. Steven Greenfield holds
power of attorney. As shown in the Greenfield foundation chart,2
the Greenfields’ foundation used two British Virgin Islands cor-
porations as conduits to transfer funds, which at the end of 2001
had a combined value of $2.2 million.

A LGT memorandum, which is Exhibit No. 54,3 describing the
2001 meeting in Liechtenstein with Prince Philipp states the fol-
lowing: “The Bank of Bermuda has indicated to the client that it
would like to end the business relationship with him as a U.S. cit-
izen. Due to these circumstances, the client is now on the search
for a safe haven for his offshore assets. The bank indicates strong
interest in receiving the US$30 million. The clients are very careful

1See Exhibit No. 120, which appears in the Appendix on page 681.
2See Exhibit No. 3, which appears in the Appendix on page 211.
3See Exhibit No. 54, which appears in the Appendix on page 367.
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and eager to dissolve the trust with the Bank of Bermuda, leaving
behind as few traces as possible.”

The Subcommittee subpoenaed Mr. Greenfield to testify at to-
day’s hearing. LGT documents indicate that he has information re-
lated to the Subcommittee’s investigation into tax haven financial
institutions, their use of offshore entities and accounts for U.S. cli-
ents, and the impact of these activities on U.S. tax compliance.

Mr. Greenfield’s counsel informed the Subcommittee by letter
that Mr. Greenfield would assert his Fifth Amendment rights in re-
sponse to any questions and requested that he be excused from ap-
pearing at this hearing. The Subcommittee informed Mr. Green-
field’s counsel by letter that his absence was not excused and that
he was required to attend the hearing and answer Subcommittee
questions or assert appropriate privileges in response to particular
questions. Our letter assured the lawyer that any assertion or con-
stitutional rights would be respected, but that his client needed to
make any assertions personally at the hearing. That exchange of
correspondence will be included in today’s hearing record, as well
as a longer statement of mine.l

Senator LEVIN. Mr. Greenfield has ignored the Subcommittee’s
subpoena and directive and has chosen not to appear today. There
are both civil and criminal sanctions that can be sought by the
Subcommittee for his failure to appear, and we will at the appro-
priate time make a decision as to how to proceed with respect to
Mr. Greenfield.

The fourth witness who was to be on this panel was Peter Lowy.
On July 10, 2008, Mr. Lowy was asked to appear at today’s hear-
ing. His attorney was informed that Mr. Lowy would be formally
subpoenaed if he did not agree to appear voluntarily. A subpoena
was signed.

On July 11, 2008, Mr. Lowy’s attorney was asked if he was au-
thorized to accept service of the subpoena. He replied that he
would check with his client and respond by Monday, July 14. On
Monday, Mr. Lowy’s attorney notified the Subcommittee that Mr.
Lowy was out of the country. Yesterday, Mr. Lowy’s attorney pro-
vided a letter stating that Mr. Lowy would appear before the Sub-
committee for a hearing on July 25, one week from tomorrow. The
letter will be entered into the record, as well as the other docu-
ments referred to, and we will look forward to his appearance at
that hearing.2

Senator LEVIN. Senator Coleman, before we proceed now to our
next panel, I am wondering if I might turn to you for any com-
ments that you might have.

Senator COLEMAN. Mr. Chairman, I simply want to say for the
record that I associate myself with the comments from the Chair-
man and will work with the Chairman on following up and pur-
suing these matters.

1Subsequent to the adjournment of the hearing, Mr. Steven Greenfield agreed to appear be-
fore the Permanent Subcommittee on Investigations at the July 25 hearing. Senator Levin’s
longer statement was presented at that hearing. However, the correspondence referred to by
Senator Levin is included as Exhibit No. 121, which appears in the appendix on page 683.

2See Exhibit No. 122, which appears in the Appendix on page 699.
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Senator LEVIN. I want to thank you, Senator Coleman, again for
your work on this matter, for the great work also of your staff.
They have been essential.

Senator COLEMAN. It has been a very good bipartisan investiga-
tion, Mr. Chairman.

Senator LEVIN. Now, the next panel is Martin Liechti—and I
hope I am pronouncing your name correctly, Mr. Liechti—the head
of the Wealth Management Americas, which is part of the Wealth
Management Business Bank Division of UBS. In this capacity, Mr.
Liechti oversees, among other things, the activities of UBS private
bankers in Switzerland who serve U.S. clients, and his offices are
located in Zurich, Switzerland.

Pursuant to Rule VI, all witnesses who testify before the Sub-
committee are required to be sworn. And at this time, I would ask
you, Mr. Liechti, to please stand and raise your right hand. Do you
solemnly swear that any testimony that you will give before this
Subcommittee will be the truth, the whole truth, and nothing but
the truth, so help you, God?

Mr. LIECHTI. Yes, I do.

TESTIMONY OF MARTIN LIECHTI, HEAD, UBS WEALTH MAN-
AGEMENT AMERICAS, ZURICH, SWITZERLAND, ACCOM-
PANIED BY DAVID M. ZORNOW, ESQUIRE

Senator LEVIN. Do you have any opening remarks, Mr. Liechti?

Mr. ZORNOW. Mr. Chairman, we do not have an opening state-
ment.

Senator LEVIN. Are you, Mr. Liechti, involved in setting and im-
plementing policies that govern the practices of UBS private bank-
ers in Switzerland who recruit and serve clients from the United
States?

Mr. LIECHTI. Mr. Chairman, on advice of my counsel, I assert my
rights under the Fifth Amendment to the U.S. Constitution and re-
spectfully decline to answer your question.

Senator LEVIN. Mr. Liechti, as part of your responsibilities, do
you travel to the United States?

Mr. LiecHTI. Mr. Chairman, on the advice of my counsel, I assert
my rights under the Fifth Amendment to the U.S. Constitution,
and I respectfully decline to answer your question.

Senator LEVIN. Mr. Liechti, you have been asked specific ques-
tions about matters of interest to this Subcommittee. In response
to each question, you have asserted your Fifth Amendment privi-
lege. Is it your intention to assert your Fifth Amendment privilege
todany) question that might be directed to you by the Subcommittee
today?

Mr. LiecHTI. Yes, I do.

Senator LEVIN. Given the fact that you are asserting your Fifth
Amendment right against self-incrimination to all questions asked
of you by this Subcommittee, you are excused.

Mr. ZorNOW. Thank you, Mr. Chairman.

Mr. LiEcHTI. Thank you.

Senator LEVIN. Thank you. We will now move to our final panel
and call as our final witness today Mark Branson, the Chief Finan-
cial Officer of UBS Global Wealth Management and Business
Banking of Zurich, Switzerland.
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Mr. Branson, I want to thank you for traveling here today. We
look forward to your testimony.

The Subcommittee also extended an invitation to the LGT Group
in Liechtenstein. We do not have the authority to compel its at-
tendance. We, nonetheless, had hoped that LGT would send a rep-
resentative to answer questions and to provide us with the bank’s
perspective. LGT chose not to appear. LGT did send its Senior
Compliance Officer to be interviewed by the Subcommittee in pri-
vate last week and provided limited information in response to our
requests. We obviously had hoped that LGT would be more open
and forthcoming to enable the Subcommittee to gain a better un-
derstanding of its interaction with U.S. clients. However, we do not
have subpoena capability over LGT, and they decided not to ap-
pear.

We are very pleased that you appeared today, Mr. Branson, and
we know that in doing so you are undertaking to answer some
questions which you have heard a great deal about already.

Pursuant to Rule VI, all witnesses who testify before the Sub-
committee are required to be sworn. And at this time, I would ask
you to please stand and raise your right hand. Do you solemnly
swear that the testimony you will give before this Subcommittee
today will be the truth, the whole truth, and nothing but the truth,
so help you, God?

Mr. BRANSON. Yes, I do.

Senator LEVIN. Thank you. You may proceed. Do you have an
opening statement, Mr. Branson?

Mr. BrRANSON. I do.

Senator LEVIN. That is fine. Thank you.

TESTIMONY OF MARK BRANSON, CHIEF FINANCIAL OFFICER,
UBS GLOBAL WEALTH MANAGEMENT AND BUSINESS BANK-
ING, MEMBER, UBS GROUP MANAGING BOARD, ZURICH,
SWITZERLAND

Mr. BRANSON. Thank you, Chairman Levin and Senator Cole-
man. My name is Mark Branson of UBS. I am the Chief Financial
Officer of our Global Wealth Management and Swiss Businesses lo-
cated in Zurich. I have been with UBS since 1997, and in my cur-
rent position for 5 months. Prior to this, I was the Chief Executive
Officer of UBS in Japan. I am now responsible for finance and for
risk control, including the financial reporting of our performance
and the maintenance of a strong compliance framework for our
wealth management business worldwide.

Mr. Chairman, I have now had the chance to review your Sub-
committee’s staff report. I am here to make absolutely clear that
UBS genuinely regrets any compliance failures that may have oc-
curred. We will take responsibility for them. We will not seek to
minimize them. On behalf of UBS, I am apologizing. I am commit-
ting to you that we will take the actions necessary to see that this
does not happen again.

First, we have decided to exit entirely the business in question.
That means that UBS will no longer provide offshore banking or
securities services to U.S. residents through our bank branches.
Such services will only be provided to residents of this country
through companies licensed in the United States. While we are
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winding down this business, there will be no new accounts opened,
and Swiss-based client advisors will not be permitted to travel to
the United States for the purpose of meeting with U.S. clients.

Second, we are working with the U.S. Government to identify
those names of U.S. clients who may have engaged in tax fraud.
Client identity is generally protected from disclosure under Swiss
law, but such privacy protections do not apply when disclosure of
client names is requested in connection with an investigation of tax
fraud and where the requests are presented to the Swiss Govern-
ment through established legal channels. We will fully support and
assist that process.

Mr. Chairman, I have worked in this organization in many dif-
ferent divisions and many different locations over the past 11
years. What I have experienced is a firm which not only puts an
enormous emphasis on compliance—compliance with law, compli-
ance with regulation, compliance with internal policy—not only
that but also acts as a partner to governments seeking the assist-
ance of the financial system. We have been a recognized partner to
the U.S. Government in its efforts to stop the flow of money that
supports terrorism, illegal drug trade, or organized crime. And we
have constructed a best-in-class system for reconciling the multiple
sanction rules imposed by the United States, the United Nations,
the European Union, and other countries. This system has won di-
rect praise from senior officials in the U.S. Treasury Department.
And these are just two examples.

Like many international financial institutions with clients
around the globe invested in U.S. securities, UBS has entered into
a Qualified Intermediary (QI) agreement with the Internal Rev-
enue Service. We entered this agreement with the IRS effective
January 1, 2001. The QI agreement established a reporting and
withholding regime by which UBS would help the U.S. Treasury
collect more taxes.

Chairman Levin, I know that you and Senator Coleman object to
banks providing cross-border services to U.S. clients with accounts
that do not require the filing of a Form W-9 with the IRS. But,
respectfully, this cross-border business was and is entirely legal in
both Switzerland and the United States. And, indeed, the QI ex-
pressly contemplates that U.S. citizens could access bank accounts
in Switzerland and other countries without providing a Form W-
9 as long as they held no U.S. securities. Unless or until those
rules are changed, that is the framework with which we and other
banks must comply.

In 2000, UBS adopted detailed procedures and policies to imple-
ment the QI agreement, and we worked hard to comply. For exam-
ple, we undertook a comprehensive process to identify the accounts
of U.S. persons which contained assets that could generate U.S.
source income. Then, consistent with the QI agreement, UBS sys-
tematically communicated with all of these U.S. persons, advising
them that they must either provide UBS with Form W-9, and
thereby disclose to the IRS their relationship to the account, or
must agree to sell all of the U.S. securities in their accounts. If
those clients did not respond by taking one of those two options,
we administered forced sales of the U.S. securities in those ac-
counts. Notwithstanding this effort, we now know that our compli-
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ance dsystem had failures, and misconduct appears to have oc-
curred.

As the Subcommittee is aware, the U.S. Department of Justice
has been conducting an investigation of UBS’ business of servicing
U.S. clients from Switzerland. Last year, in order to respond to
U.S. investigations, UBS launched a comprehensive internal inves-
tigation into our cross-border business with U.S. customers. These
still ongoing investigations suggest that misconduct occurred,
which we find unacceptable. We did have detailed written policies
that prohibited our employees from engaging in some of the con-
duct that our internal investigation has uncovered, such as assist-
ing in the creation of sham offshore companies to defraud tax au-
thorities. While our own review is not complete, it is apparent now
that our controls and our supervision were inadequate. We are
committed to taking both corrective and disciplinary measures.

Mr. Chairman, as you know, we have nearly 32,000 U.S. employ-
ees out of some 80,000 employees around the world. They are all
understandably alarmed by the reports of misconduct that they
have been seeing. They want to know that kind of misconduct does
not belong in UBS and that the firm’s ethics match their own. I
am here today to tell you and to tell them that, no, that kind of
misconduct does not belong in UBS; and, further, that by exiting
this business, we have taken a major step designed to ensure that
this misconduct will not be repeated and that this matter can be
properly resolved.

Thank you for the opportunity, and I will be pleased to answer
your questions.

Senator LEVIN. Thank you very much, Mr. Branson, for not only
coming today but for the steps which your bank is now taking. If
anybody ever suggests that congressional oversight does not have
an impact, I hope they will read today’s hearing. We have put a
lot of time into this investigation, and it has obviously already paid
off and was worthwhile. We just want to clarify a few things, how-
ever, one being—you say you have read the report, you have read
the stories of UBS’ undeclared accounts and encrypted computers
and the shell companies that you mentioned that were created, the
anonymous wire transfers, the disguised business trips, the
countersurveillance training, the requirement that foreign credit
cards be used.

Do you have any corrections that you want to make in those fac-
tual statements?

Mr. BRANSON. I think obviously it is a very detailed, very thor-
ough report, which raises obviously very legitimate concerns. I
think there may well be some areas of factual record within the re-
port that we may challenge, but points of detail, especially in terms
of the record of growth in the business which you reference in the
document, is something which doesn’t actually correspond to our
understanding of the growth in the business over that period,
maybe some other details.

Senator LEVIN. Would you give to the Subcommittee for the
record—not today, obviously, but for the record, would you provide
us with any factual statements that are in the report that you dis-
agree with?

Mr. BRANSON. I am sure we can provide that.
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Senator LEVIN. Could you provide that within the next couple
weeks?

Mr. BRANSON. Yes.

Senator LEVIN. Thank you. Would you agree that the purpose of
the QI agreement is not just a technical compliance but is a compli-
ance with the point and the intent of that agreement so that if a
bank that agrees to provide information to the IRS of the presence
of a client in that bank from the United States, and then takes
steps to help that client cover up the U.S. identity of that client
so that it appears that the deposit comes from some foreign entity
rather than from the beneficial owner, that violates the purpose
and intent and spirit of the QI agreement?

Mr. BRANSON. I would agree that the creation of any kind of
sham offshore entities to conceal the identity of the client from the
IRS would be a violation of the QI agreement.

Senator LEVIN. If you would take a look at Exhibit No. 92,1 this
is a cross-border workshop that UBS held for its bankers, and just
take a look at Case 4, if you would. I am not going to go through
all these, obviously, because of the position that you are now tak-
ing, which is a very welcome one, at UBS. But take a look at Case
4. These are all troubling because, obviously, this is training to
help your bankers avoid surveillance. But there is that one sen-
tence in the first paragraph there about, “After passing the immi-
gration desk during your trip to the USA/Canada, you are inter-
cepted by the authorities. By checking your Palm, they find all
your client meetings.” And then it says the following: “Fortunately,
you stored only very short remarks of the different meetings and
no names.”

Would you agree that is very troubling?

Mr. BrRANSON. I think this and the other case studies in this kind
of training document have to be seen in the context of the legal
framework under which these client advisors are operating, and
clearly that is all of the applicable legal frameworks relevant to
their business activities, obviously in this case specifically the legal
frameworks of Switzerland, the legal frameworks of the United
States.

The legal framework of Switzerland, as it relates to bank-client
confidentiality, clearly prohibits the disclosure of clients’ names or
identities or their relationship to the bank except in circumstances
of criminal activity, tax fraud, etc., as we have heard today.

So any client advisor, whether they be in Switzerland or abroad,
has an enormously strong duty under the law not to disclose the
names of their clients.

Senator LEVIN. Now, this is not disclosure.

Mr. BRANSON. Well, under Swiss law.

Senator LEVIN. Can you not keep a record of it?

Mr. BRANSON. The names of a client—the link of a name of a cli-
ent and the relationship to UBS would count as the disclosure of
that client’s name—it is not the disclosure of the assets in the ac-
count. Simply the disclosure of that client relationship is against
Swiss law and has severe sanctions, and that is what this training

1See Exhibit No. 92, which appears in the Appendix on page 518.
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is designed to talk about: Are there difficult situations in which you
may find yourself because of that legal framework?

Senator LEVIN. Disclosure is one thing, but putting it in your
own Palm, is that disclosure under your law?

Mr. BRANSON. Yes.

Senator LEVIN. That would be disclosure, putting it into your
own record?

Mr. BRANSON. If that became available to other parties.

Senator LEVIN. Of course.

Mr. BRANSON. Yes.

Senator LEVIN. That is not what it says here.

Mr. BRANSON. Putting it into your Palm would not be, but
that

Senator LEVIN. It says here, “Fortunately, you only stored very
short remarks.” It doesn’t say “disclosed.” It says “stored.”

Mr. BRANSON. Yes.

Senator LEVIN. And no names.

Mr. BRANSON. I think this kind of—as I understand—obviously,
I am not privy to the details of this training, but as I understand
this kind of case study, this is talking about data protection, and
I think in many different circumstances, data protection through
lost Palms, lost BlackBerrys, lost mobile phones is one of the acute
concerns of anybody in the services industry, especially the finan-
cial services industry. And I do believe that is exactly what this is
referring to.

Senator LEVIN. You have testified that you were going to address
the current 19,000 accounts, approximately.

Mr. BRANSON. Yes.

Senator LEVIN. Can you just give us a little more detail as to
what your intent is, as to how you are going to handle that and
see to it that any wrongdoing in those accounts will be disclosed
and taken care of and shared with the IRS? Can you give us that
again?

Mr. BRANSON. So in terms of——

Senator LEVIN. The existing accounts.

Mr. BRANSON. Existing accounts and any possible misconduct
that may have occurred within UBS, we have an enormously com-
prehensive internal investigation into that, and obviously at the
same time cooperating with the investigations of the U.S. Govern-
ment into that potential misconduct. There are no final conclusions
from what is an ongoing investigation. The preliminary conclu-
sions, I think we have shared some of them with you here today.
That investigation and that process which I referenced of working
between the different governments and their authorities on the dis-
closure of client names where tax fraud is suspected, that is an on-
going process. We are supporting and we are assisting that process,
and we expect it to bring results.

Senator LEVIN. Are you going to be cooperating with the IRS
now?

Mr. BRANSON. Yes, we are.

Senator LEVIN. In looking at these 19,000 names?

Mr. BRANSON. We will be cooperating with the IRS on their sum-
mons.
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Senator LEVIN. Will you take a look at Exhibit 8871

You have made reference to this notice to U.S. customers in your
statement, and you said to the customers that you are going to
need to do something here if you have U.S. securities in your ac-
count. “Should a customer choose not to execute such a form, the
client is barred from investments in U.S. securities. But under no
circumstances will his or her identity be revealed.”

Now, as I understand what you are saying to your U.S. cus-
tomers, it is that you must either have these securities shifted to
a different entity or you must get rid of these securities, you must
sell them. And that is what you call “forced”

Mr. BRANSON. “Forced sales” of U.S. securities, yes.

Senator LEVIN. U.S. securities. And you said under no cir-
cumstances will the identity be revealed. In other words, you would
not maintain an account that continued to have U.S. securities in
it without a W-9 form.

Mr. BRANSON. That’s correct.

Senator LEVIN. But we know from the work that this investiga-
tion has carried out that the other option which was utilized was
the creation of these sham companies, these other entities in whose
name the securities would then be held and deposited. But the se-
crecy drive here is perhaps reflected as dramatically in that one
line, I think, as anything else that we have seen.

We have had a lot of folks who have asserted their rights under
the Constitution today, and others did not appear at all. UBS, to
its credit, not only appeared but you have taken responsibility for
your actions, and you have changed your business and your busi-
ness practices. And I just hope that LGT will take notice. I hope
that other Swiss banks and other tax haven banks will take notice
as well. UBS is the largest private bank in the world today, I be-
lieve, and by changing its stance, I hope that it will start a trend
which will clean up the offshore community and stop tax haven
banks from facilitating U.S. tax evasion.

So before I call on Senator Coleman, I want to thank you, Mr.
Branson, and I want to thank UBS for your cooperation with this
Subcommittee’s investigation. Senator Coleman.

Senator COLEMAN. Thank you, Mr. Chairman. I also hope that
others take notice and respond accordingly. I do have some ques-
tions.

If T can get back to that Case 4, the study there, we are talking
about data protection from law enforcement. That is what this is
focused on. And what troubles me—and it is more a comment than
a question. If you read this, Mr. Chairman and Mr. Branson, it
talks about you begin to observe, you notice that some doubt if all
the hotel employees are working for the hotel; in other words, you
are being observed by law enforcement. And rather than saying at
that point, let UBS—Ilet them call the Justice Department, what is
the problem here, you are directing your people to figure out a way
to limit any and all cooperation with law enforcement. I mean, this
to me ties in with—when you look at the other stuff, you look at
folks coming into the country and putting on their entry forms here
“For personal business,” when it appears they were here for solic-

1See Exhibit No. 88, which appears in the Appendix on page 502.
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iting clients. You put it all together, and it is not a very comforting
scenario. I just wanted to make that comment.

UBS has great presence in Minnesota, good community citizens.
What I am trying to understand is you have 20 client advisors com-
ing in, over 300 trips, they are taking clients from American—from
folks here. They are taking assets. I presume it is competitive. Ev-
eryone wants to build up their portfolio.

Who in the United States was aware that these client advisors
from Switzerland were coming in for the purpose of soliciting busi-
ness in violation of U.S. securities law?

Mr. BRANSON. I have no knowledge that anyone in the United
States was aware.

Senator COLEMAN. Wouldn’t anybody have asked the question,
“What are you doing here?”

Mr. BRANSON. It may well be that they are not in the same geo-
graphic location, so I have no knowledge that anybody in the U.S.
knew of specific visits.

Senator COLEMAN. I find that troubling and really difficult to
comprehend. If somebody has a UBS guy coming—if I am a UBS
guy probably looking to build our portfolios, and somebody is com-
ing in talking to a high-net-worth individual, I think I have to fig-
ure out what they are doing. I think I got to know what they are
doing. And that piece has never been resolved, and I appreciate the
steps you are taking now. I hope as you look internally that if you
are really going to clean house that you raise those questions be-
cause they certainly are troubling.

Let me just ask other questions about things that I am still a lit-
tle unsure of or troubled by as I sit here.

You have indicated that UBS attorneys advised the Sub-
committee while some travel was permitted to the United States
after November 2007, mainly if it had been previously planned,
they told us in no event did any travel occur after January 2008.

Our staff has reviewed data from the Department of Homeland
Security that shows from January 2008 to April 2008, many of the
same UBS bankers in the Wealth Management Unit that we have
talked about before came to America 12 times. Six of those trips
were listed as being for non-business purposes.

Are you aware of folks in 2008 involved in the Wealth Manage-
ment Unit coming to the United States and continuing to do busi-
ness here?

Mr. BRANSON. Obviously, what you refer to is data that we don’t
have access to, and obviously, to the extent that we could get ac-
cess to that, then we can clear up these questions. There may be
a number of reasons why that travel either was because it genu-
inely was for leisure purpose, because it was for business travel
unconnected with clients, maybe because some of those client advi-
sors are no longer within that unit. So there may be a number of
reasons why that does not indicate a pattern which is inconsistent
with that travel ban. If there was a pattern inconsistent with that
travel ban that is shown by that data, I am sure we would take
the appropriate action. It is completely inconsistent with our

Senator COLEMAN. But you are confident that your travel ban
has been communicated and understood by UBS employees in Swit-
zerland and the United States?
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Mr. BRANSON. Absolutely confident, yes.

Senator COLEMAN. All right. And based on your knowledge of the
program and the practices we described here today, is there any-
thing that we described here today that you believe is different
than other banks in Switzerland that fall into UBS’ classes in
terms of size. I am trying to figure out is it your sense that this
has been the standard practice, the stuff we have seen here, or was
UBS the exception?

Mr. BRANSON. It is really impossible for me to generalize across
other industry or competitors. Sorry, I just really would not have
that experience or knowledge.

Senator COLEMAN. It is certainly a competitive industry. You
have an identified class of individuals that you are going after. I
think I saw in one of the UBS documents, 222 billionaires being
part of the universe.

Mr. BRANSON. I mean, certainly the business that we were in, as
we pointed out, was a legal, legitimate business, so we certainly
were not the only people in that business. That is for sure.

Senator COLEMAN. One of the things that was talked about today
was the gap between the know-your-client obligations and the QI
obligations. We have been proposing changes to the QI agreement,
which include strengthening audit provisions, requiring UBS to re-
port all American client accounts, not just those containing U.S. se-
curities. That is not the law today. And requiring UBS to apply
what it learns through know your client (KYC), to its QI obliga-
tions, what would UBS do in response to those changes?

Mr. BRANSON. Well, I guess, as I said, we are exiting the busi-
ness. It, to some extent, would become a moot point under that.
But I think your point is well made that there is a—under the QI
agreement, the QI definition of “beneficial ownership” and the KYC
definition of “beneficial ownership” are not the same. I think that
is something that you pointed out to Commissioner Shulman this
morning as being an ambiguity, if you like, of the QI agreement
set-up. It sounds as though he is going to be addressing that ambi-
guity, which obviously the more clarity there is in the rules, the
easier it is to not slip into gray areas.

Senator COLEMAN. Mr. Branson, based on your coming forward
with a pretty full apology, with a commitment to exit the business,
to restructure how UBS operates, I had a lot of questions about
why you were doing the things that you are doing. I think it is
pretty clear. You are doing it to develop customer relations with
American clients in violation of U.S. securities law and other stat-
utes. Let’s look to the future.

Again, I appreciate your coming forward. I still remain somewhat
troubled by the fact that the scope of this activity and the limited
number of folks that you were dealing with to me would have to
have raised questions beyond folks just coming from Switzerland.
So I do hope that you look very closely and aggressively at that if
you are in the process of cleaning house.

Thank you, Mr. Chairman.

Senator LEVIN. Thank you.

We have your commitment here this morning and your promise
to cooperate with the U.S. tax authorities, and we assume that also
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would include a commitment to cooperate with the SEC, the Amer-
ican Securities and Exchange Commission.

Mr. BRANSON. It does.

Senator LEVIN. Relative to any possible security violation.

Mr. BRANSON. It does.

Senator LEVIN. We cannot reach all the banks. We obviously
have reached yours, and that represents progress. The way we
have to reach other banks, I am afraid, is going to have to be
through our laws, our regulations. We cannot get them all in front
of us to do what you have done today here. So we are going to con-
tinue that effort. We hope that what you have now decided to do
will reverberate throughout that tax haven community. We are de-
termined that we are going to end these abuses which cost so much
money to the American Treasury, which are so unfair to the Amer-
ican taxpayer, and we are going to continue that process a week
from tomorrow, on July 25. And we will adjourn until then.

Thank you again, Mr. Branson.

Mr. BRANSON. Thank you.

[Whereupon, at 12:10 p.m., the Subcommittee was adjourned.]
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OPENING STATEMENT OF SENATOR LEVIN

Senator LEVIN. The Subcommittee will come to order. Sorry that
we had to delay the opening because of two roll call votes on the
Senate floor.

Last Thursday, the Subcommittee broke through the wall of se-
crecy that surrounds tax haven banks to expose how UBS AG of
Switzerland and LGT Bank of Liechtenstein, from 2000 to 2007,
used an array of secrecy tricks to help U.S. clients hide assets from
Uncle Sam. The hearing showed, for example, how UBS opened
Swiss accounts for 19,000 U.S. clients with nearly $18 billion in as-
sets and did not report any of those accounts to the Internal Rev-
enue Service. The hearing also presented multiple case histories of
U.S. clients who used LGT accounts to stash millions of dollars in
Liechtenstein. A former LGT employee, now in hiding for disclosing
LGT client information, provided videotaped testimony describing a
long list of secrecy tricks and deceptive practices used by LGT to
hide client funds.

UBS, to its credit, announced at the hearing last week that it
would take responsibility for its actions. It apologized for past com-
pliance failures, promised to close all 19,000 Swiss accounts unless
the U.S. account holder agreed to disclose the account to the IRS,

(45)
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and announced it would no longer offer undeclared offshore ac-
counts for U.S. clients. UBS also indicated that it was prepared to
cooperate with the John Doe summons served on the bank by the
IRS seeking the names of U.S. clients with undeclared accounts,
pending negotiations between the U.S. and Swiss Governments on
how it should comply. I hope our governmnent will accept nothing
less than all 19,000 client names.

UBS’ surprise stance at the hearing provides a dramatic example
of how congressional oversight can help stop offshore abuses. UBS
is now apparently the subject of criticism in Switzerland for agree-
ing to cooperate with U.S. tax enforcement efforts and disclose cli-
ent names. This criticism shows how cynical Swiss secrecy has be-
come. It is used today not only to protect account holders’ privacy,
but to hide wrongdoing by both account holders and the banks that
help them. The United States is losing perhaps $100 billion in tax
revenues each year due to offshore tax abuses. Swiss bankers
should be stopped not only from aiding and abetting such lawless-
ness, but from profiting from it. If UBS lives up to its promises,
it is prepared to trade in bank secrecy for transparency, the rule
of law, and tax cooperation. The rest of the banking industry in
Switzerland and elsewhere should follow its lead.

In contrast to UBS, three other witnesses invited to appear at
last week’s hearing were notably absent. LGT, which is not subject
to the Subcommittee’s subpoena power, did not show. Though LGT
met privately with Subcommittee investigators, the bank chose not
to discuss and defend its practices at an open hearing, perhaps be-
cause those practices are not defensible. LGT issued a statement
before the hearing that its practices have changed from those de-
scribed in the Subcommittee report. Count me skeptical that LGT
has stopped selling secrecy to its clients.

Another scheduled witness, Peter Lowy, was not in the country
last week despite being notified of the hearing. Following our notice
to him of the Subcommittee’s intention to subpoena him, he deter-
mined to appear today.! The final witness, Steven Greenfield,
failed to comply with a Subcommittee subpoena that was served on
him requiring his attendance at the hearing last week. The Sub-
committee announced at the hearing that it was considering initi-
ating contempt-of-Congress proceedings with respect to Mr. Green-
field. Prior to doing so, the Subcommittee offered him a final oppor-
tunity to appear today.2

Our objective today is to take testimony from Mr. Greenfield and
Mr. Lowy to complete the Subcommittee’s hearing record. Both
men were involved with the formation of Liechtenstein foundations
with the help of LGT. Their foundations then opened LGT accounts
with millions of dollars in assets. In both cases, LGT took measures
to hide their ownership interests in those accounts. Both cases are
now under scrutiny by the IRS.

The Greenfield and Lowy case histories unfold like spy novels,
with secret meetings, hidden funds, shell corporations, captive

1See Exhibit No. 122, which appears in the Appendix on page 699. Exhibit includes July 18,
2008, letter identifying matters the Subcommittee requested Mr. Lowry to address at the July
25, 2008, hearing.

2 Communications between the Subcommittee and counsel for Mr. Greenfield that took place
during the period between July 18 and July 24 are included as part of Exhibit No. 121, which
appears in the Appendix on page 683.
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foundations, and complex offshore transactions spanning the globe
from the United States to Liechtenstein, Switzerland, the British
Virgin Islands, Australia, and Hong Kong. What they have in com-
mon is that LGT bank officials acted as willing partners to move
a lot of money into their bank while obscuring the ownership and
origin of the funds.

The first case history being examined today involves Harvey and
Steven Greenfield, father and son, two New York businessmen who
specialize in importing toys. Internal LGT documents show that, in
1992, LGT helped Harvey Greenfield establish a Liechtenstein
foundation, for which he is the sole primary beneficiary and for
which Steven Greenfield held power of attorney. As shown in this
chart which we are putting up, which is Exhibit 3,1 the Greenfield
foundation used two British Virgin Island corporations that they
controlled as conduits to transfer funds which, at the end of 2001,
had a combined value of about $2.2 million.

In March 2001, LGT records show that LGT held a 5-hour meet-
ing at its Liechtenstein offices attended by the Greenfields, three
LGT private bankers, and Prince Philipp, Chairman of the Board
of the LGT Group and brother to the reigning sovereign in Liech-
tenstein. The meeting was primarily a sales pitch to convince the
Greenfields to transfer another $30 million to their LGT foundation
from a Bank of Bermuda account in Hong Kong.

A LGT memorandum describing the meeting, Hearing Exhibit
54,2 states in part the following:

“Bank of Bermuda has indicated to the client that it would like
to end the business relationship with him as a U.S. citizen. Due to
these circumstances, the client is now on the search for a safe
haven for his offshore assets. . . . The Bank . . . indicate[d] strong
interest in receiving the U.S. $30 million. . . . The clients are very
careful and eager to dissolve the Trust with the Bank of Bermuda
leaving behind as few traces as possible.”

So LGT pitched itself as a “safe haven” for the Greenfields’ off-
shore assets and offered specific suggestions for how the Green-
fields could move their $30 million from Hong Kong “leaving be-
hind as few traces as possible.” One LGT suggestion was to trans-
fer the $30 million through the two BVI corporations that the
Greenfields controlled to channel assets into their Liechtenstein
foundation. The documents we obtained stop in 2001; we do not
know whether the $30 million transfer actually took place.

The Lowy case history illustrates additional LGT secrecy prac-
tices. LGT documents disclose that Frank Lowy was an existing cli-
ent of LGT when he asked, in 1996, about setting up a new founda-
tion to conceal assets from Australian tax authorities.

LGT documents describe three meetings held between LGT and
the Lowys, in Sydney, Los Angeles, and London, to discuss the
structure, funding, and investment portfolio of a new foundation.
According to a LGT memorandum, the Los Angeles meeting took
place in January 1997 and was attended by LGT representatives,
Frank Lowy, and his sons David and Peter Lowy.

1See Exhibit No. 3, which appears in the Appendix on page 211.
2See Exhibit No. 54, which appears in the Appendix on page 367.
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LGT actually formed Luperla Foundation in April 1997. To hide
the Lowys’ ownership interest, LGT employed a number of secrecy
tricks.

First, LGT did not include the Lowy name in any of the official
Luperla documents. Although internal LGT documents state that
Frank Lowy and his sons were the intended beneficiaries of
Luperla, the only name on the foundation documents was that of
their attorney, Joshua H. Gelbard.

Second, funds from other Lowy-related entities were not directly
transferred into the Luperla account. Instead, LGT routed the
funds through a British Virgin Islands transfer corporation, called
Sewell Services Inc., to hide the trail of funds.

Third, LGT and the Lowys designed a unique mechanism to hide
the fact that the Lowys were the beneficiaries of the Luperla Foun-
dation. The key to the plan was a Delaware corporation named
Beverly Park Corporation, which the Lowys controlled.

Beverly Park was formed in January 1997, the same month the
Lowys met with LGT in Los Angeles. Beverly Park has a complex
ownership chain that ultimately ends with the Frank Lowy Family
Trust. Beverly Park’s President and Director since its inception is
Peter Lowy. The key Luperla provision states that the foundation’s
beneficiaries would be named by the last company in which Beverly
Park held stock. That meant that Luperla had no official bene-
ficiaries at the time it was formed or in the following years, except,
of course, for the financial beneficiaries that were named in the
documents of LGT. This ingenious set-up allowed the Lowys to
deny with a straight face that they were foundation beneficiaries,
while controlling the Delaware corporation that would eventually
be used to name those beneficiaries.

This chart which we are putting up, which is Exhibit 114,1 shows
how the Luperla Foundation was initially funded and what hap-
pened to those funds 4 years later. First, the hidden money trail
into Luperla, that is the top half of the chart. The trail starts with
$54 million in Lowy funds whose origin is unclear. One LGT docu-
ment states that the $54 million “originate[d] from a relatively
complex transaction, with the goal of bringing shares listed in the
stock market back into the [Lowy] family’s possession, which was
successfully completed.” Another LGT document reports that the
funds “stem[med] from a credit financing of the LGT Bank in
Liechtenstein that at the time was carried out through a company
called Crofton.” In any event, at some point, the $54 million made
its way into a LGT account that had been opened in the name of
Crofton, a company which LGT documents indicate was under the
control of the Lowys.

In May 1997, the $54 million was moved from the Crofton ac-
count at LGT to the LGT account opened in the name of Sewell
Services, the BVI transfer corporation that LGT had established.
From there, the $54 million was immediately transferred to the
LGT account for Luperla.

Additional transfers through Sewell Services added to the
Luperla account over time and by 2001, 4 years later, the Luperla
account had grown to $68 million. At that point, the Lowys appar-

1See Exhibit No. 114, which appears in the Appendix on page 629.
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ently decided to dissolve Luperla and move its funds to Switzer-
land. That gets us into the bottom half of the chart which shows
the hidden instructions that led to the transfer of Luperla’s funds
to Switzerland.

To transfer the $68 million and dissolve their foundation,
Luperla’s beneficiaries had to be named. As explained earlier, the
process for naming those beneficiaries had to start with Beverly
Park, the Delaware corporation whose President was Peter Lowy.
In the summer of 2001, Beverly Park secretly acquired the stock
of a British Virgin Islands shell company called Lonas Ltd. Lonas
Ltd. had been formed in July 2001; the Lowy attorney, Joshua
Gelbard, was appointed Lonas’ sole director. This information
about Lonas is described in several LGT documents, including Ex-
hibits 48 through 50,1 even though Beverly Park’s own corporate
minutes never mention its acquisition of this British Virgin Islands
company.

On December 13, 2001, Beverly Park gave Mr. Gelbard a letter
authorizing him to act on its behalf, even though he was not an of-
ficer, director, or employee of the company. A copy of this letter as
well as other original documents related to Beverly Park were pro-
vided to Peter Lowy on the same day and then passed on to LGT,
as shown in Exhibits 50 and 112.2 Over the next week, Mr.
Gelbard worked with LGT to provide the information needed for
Lonas Ltd. to name the recipients of Luperla’s assets and to obtain
the transfer of the funds of the foundation. On December 13, 2001,
Mr. Gelbard provided a handwritten certification to LGT that Bev-
erly Park did “not hold shares of any corporation” after Lonas Ltd.
That was the signal that Lonas was then empowered to name the
foundation’s beneficiaries the recipients of its assets. Mr. Gelbard
also, on the same day, provided written instructions to LGT for
“the disbursement of all assets of the foundation.” Those documents
are described in Exhibit 48.3

LGT documents show that even after receiving these instructions
from Mr. Gelbard to transfer Luperla funds, LGT continued to view
the Lowys as the true parties behind the foundation. For example,
Exhibit 50 shows that after receiving instructions from Mr.
Gelbard to transfer the $68 million to two accounts at a Swiss
bank, LGT twice telephoned David Lowy to confirm the instruc-
tions. LGT even took the precaution of recording one of those tele-
phone calls.

After David Lowy authorized the transfer of the funds, on De-
cember 20, 2001, as shown in Exhibit 110,4 LGT emptied the
Luperla account, transferring all $68 million in two transfers to
Bank Jacob Safra in Geneva.

Frank Lowy has said publicly that the funds were “distributed
for charitable purposes . . . some years ago,” but he has refused
the Subcommittee’s request to name the charities involved or iden-
tify the dates and amounts of the donations. He has also declined

1See Exhibit Nos. 48 thru 50, which appear in the Appendix on pages 342-352.

2See Exhibit Nos. 50 and 112, which appear in the Appendix on pages 352 and 601 respec-
tively.

3 See Exhibit No. 48 which appears in the Appendix on page 342.

4See Exhibit No. 110, which appears in the Appendix on page 599.
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the Subcommittee’s invitation to supply additional information
about Luperla Foundation or LGT Bank.

In 2007, the Lowys were contacted by the IRS with inquiries
about Beverly Park. In submissions to the IRS, Beverly Park
claimed that it “did not and does not own any entities,” despite the
LGT documents showing that it had owned Lonas Ltd.

Today’s hearing provides another opportunity to examine LGT’s
actions to help its clients hide assets. We hope our two witnesses,
Steven Greenfield and Peter Lowy, will shed additional light on
LGT’s actions.

The United States was not, of course, the only country victimized
by LGT. LGT has apparently assisted people from dozens of coun-
tries in every corner of the globe to evade taxes. While the IRS is
investigating 147 U.S. taxpayers with LGT accounts, British tax
authorities recently announced they are on the trail of 300 million
pounds in unpaid taxes on 1 billion pounds hidden in Liech-
tenstein. In Germany, over 500 people have admitted so far to fail-
ing to pay taxes on funds in a LGT account, and hundreds more
are under investigation. LGT still promotes itself as “the Wealth
and Asset Management Group of the Princely House of Liech-
tenstein.” It is ironic that a princely bank is the source of this
international tax scandal.

But we can do more than simply shake our heads at that bank’s
conduct. We can take action to stop offshore tax abuses, starting
with enactment of S. 681—the Stop Tax Haven Abuse Act. Yester-
day, our colleagues on the Senate Finance Committee held a hear-
ing on how over 18,500 companies—as many as half from the
United States—claim to have offices at a single building, the
Ugland House in the Cayman Islands. It sounds like the Finance
Committee is as fed up as we are with tax haven tricks, and it is
time to join together this year to stop tax haven abuses.

Before I call on our witnesses, I would like to turn to Senator
Coleman. I want to thank him again for his ongoing support of this
investigation and invite his opening remarks.

OPENING STATEMENT OF SENATOR COLEMAN

Senator COLEMAN. Thank you, Senator Levin, and I will have
more abbreviated remarks today than we had last week.

A week ago, this Subcommittee held a hearing on abuses in off-
shore tax havens. We found a series of masquerades and maneu-
vers that were shocking in their audacity. Today, as the Chairman
noted, we continue that inquiry. At the outset, it is important to
note the reasons for today’s session.

While last week’s hearing was standing room only for those in
the audience, just as notable were the empty chairs at the witness
table. Mr. Greenfield was subpoenaed to appear before this Sub-
committee last week, but he chose to defy the Subcommittee’s sub-
poena and not attend the hearing. Mr. Lowy left the United States
on a red-eye flight to Australia just before the U.S. Marshals Serv-
ice could track him down and serve him with the Subcommittee
subpoena. The third witness, LGT Global, also refused to appear
even though it enjoys wide-ranging access to U.S. financial mar-
kets.
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These actions stand in stark contrast to those who had the guts,
the good sense, and the respect for this Subcommittee, to appear
and answer for the conduct we have uncovered. We rightly gave
credit to UBS for appearing as it did, for the candor with which
it dealt with our Members and our investigators, and for its will-
ingness to take both responsibility for past actions as well as a
commitment to a principled path for how it would deal with these
matters in the future. As the Chairman noted, UBS is prepared to
trade in bank secrecy for transparency, the rule of law, and tax co-
operation. We also recognize the actions of Mr. Marsh and Mr. Wu
for appearing before us, for at a minimum they did not compound
their apparent disregard for their tax obligations with disrespect
for this process. And we now appreciate that Mr. Greenfield has,
at long last, recognized the need to comply with the requests of this
Subcommittee. And we also appreciate that Mr. Lowy returned
from Australia to appear before us today. What we seek here today
is what we ask of any person or entity that we engage with: A
measure of candor and respect for the law.

I want to note that, at the end of the day, the tax-cheating
schemes we have uncovered by the Subcommittee’s investigation
demonstrate one simple, undeniable fact: The actions of a few to
scam their way out of tax obligations hurt all Americans. A privi-
leged few believe they are entitled to shirk their obligations and
heap their tax liability on the sagging shoulders of other Americans
to make up for what they avoid.

As Senator Levin noted last week, we cannot get to all the banks
or all the tax cheats. But we can move the ball forward by uncover-
ing this misconduct bit by bit, one by one. Make no mistake: To-
day’s hearing demonstrates forcefully that we will not relent in our
pursuit of those who continue to mock our justice, our courts, and
our tax system.

We will continue our efforts to ferret out those who avoid paying
their fair share to the country whose freedoms they so richly enjoy.
In holding this hearing today, we impart that message, upholding
the traditions and integrity of the Subcommittee and, most impor-
tantly, ensuring that those who try to take advantage of the Amer-
ican people do not rest easy.

Thank you, Mr. Chairman.

Senator LEVIN. Thank you, Senator Coleman. Today’s hearing is
a continuation of the Subcommittee’s hearing held last week on
July 17. The purpose of today’s hearing is to take testimony from
two witnesses who were invited to testify last week but did not ap-
pear at that hearing. Our witnesses today are Steven Greenfield of
New York City, and Peter Lowy of Beverly Hills, California.

Pursuant to Rule VI, all witnesses who testify before the Sub-
committee are required to be sworn.

TESTIMONY OF STEVEN GREENFIELD, NEW YORK, NEW YORK

Senator LEVIN. We first will call on Mr. Greenfield, if you would
come forward, please, and raise your right hand. Do you swear that
the testimony that you will give before this Subcommittee will be
the truth, the whole truth, and nothing but the truth, so help you,
God?

Mr. GREENFIELD. Yes.
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Senator LEVIN. Thank you, Mr. Greenfield, do you have opening
remarks?

Mr. GREENFIELD. No.

Senator LEVIN. And have you ever spoken to anyone at LGT
Bank in Liechtenstein?

Mr. GREENFIELD. Mr. Chairman, I respectfully assert my rights
under the Fifth American of the U.S. Constitution and decline to
answer.

Senator LEVIN. Mr. Greenfield, do you have any corrections to
the statement of facts in my opening statement or the case history
in the report released by the Subcommittee last week?

Mr. GREENFIELD. Mr. Chairman, I respectfully assert my rights
under the Fifth American of the U.S. Constitution and decline to
answer.

Senator LEVIN. Mr. Greenfield, you have been asked specific
questions about matters of interest to this Subcommittee. In re-
sponse to these questions, you have asserted your Fifth Amend-
ment privilege. Is it your intention to assert your Fifth Amendment
privilege to any question that might be directed to you by the Sub-
committee today?

Mr. GREENFIELD. Yes.

Senator LEVIN. Given the fact that you intend to assert a Fifth
Amendment right against self-incrimination to all questions asked
of you by this Subcommittee, you are excused. Thank you for com-
ing today.

Mr. GREENFIELD. Thank you.

TESTIMONY OF PETER S. LOWY, BEVERLY HILLS, CALIFORNIA,
ACCOMPANIED BY ROBERT BENNETT, ESQ.

Senator LEVIN. Our second witness is Peter S. Lowy, who is the
Chief Executive Officer of the Westfield Group in the United States
and a Group Managing Director of the Parent Company, Westfield
Group in Australia.

Mr. Lowy, would you come forward, please, and raise your right
hand. Mr. Lowy, do you swear that any testimony you will give be-
fore this Subcommittee will be the truth, the whole truth, and
nothing but the truth, so help you, God?

Mr. Lowy. I do.

Mr. BENNETT. Mr. Chairman, my name is Robert Bennett, and
I am counsel to Mr. Lowy. And I know Mr. Lowy is here. Could
I just make one observation?

Senator LEVIN. Not now. Perhaps you can make it afterwards.

Mr. BENNETT. All right. I will do it after he finishes?

Senator LEVIN. That would be fine.

Mr. BENNETT. Thank you, Mr. Chairman.

Senator LEVIN. Mr. Lowy, do you have any opening remarks?

Mr. Lowy. No, sir.

Senator LEVIN. Mr. Lowy, have you ever spoken to anyone at
LGT Bank in Liechtenstein?

Mr. Lowy. Senator, I am sorry and mean no disrespect, but on
the advice of my counsel, I assert my rights under the Fifth
Amendment to the U.S. Constitution and decline to answer your
question.
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Senator LEVIN. Mr. Lowy, do you have any corrections to the
statement of facts in my opening statement or the case history in
the report released by the Subcommittee last week?

Mr. Lowy. Senator, on the advice of my counsel, I assert my
Fifth Amendment rights and decline to answer the question.

Senator LEVIN. Mr. Lowy, you have been asked specific questions
about matters of interest to this Subcommittee. In response to each
question, you have asserted your Fifth Amendment privilege. Is it
your intention to assert your Fifth Amendment privilege to any
question that might be directed to you by the Subcommittee today?

Mr. Lowy. Yes, sir.

Senator LEVIN. Given the fact that you intend to assert a Fifth
Amendment right against self-incrimination to all questions asked
of you by this Subcommittee, you are excused.

Mr. Lowy. Thank you.

Senator LEVIN. Thank you for coming.

Now, as to what your intentions are, Mr. Bennett, do you have
a statement for the record that you can give to us?

Mr. BENNETT. Yes. I just want to make one correction that I feel
is very important.

Senator LEVIN. We are not going to have you testify in lieu of
your client.

Mr. BENNETT. Well, I am not going to correct the facts. The Sub-
committee has made a mistake in

Senator LEVIN. Then you will have to submit that then, and
we——

Mr. BENNETT. Then I will, and I——

Senator LEVIN. We will receive that, but we are not going to have
you substitute yourself:

Mr. BENNETT. That is fine. I will deal with it outside this room,
then.

Senator LEVIN. I am sure you will anyway.

Mr. BENNETT. I will, Senator.

Senator LEVIN. We expected that. We have already had you folks
talk to the press instead of talking to us, so we are not the least
bit surprised that you will do it outside this room. But we are not
going to have you take the place of your client.

Mr. BENNETT. That is fine. But I do think the Subcommittee
should be accurate

Senator LEVIN. Thank you.

Mr. BENNETT [continuing]. In its statements.

Senator LEVIN. We all agree we should be accurate, and if there
are any inaccuracies, that should be under oath by your client and
not by his lawyer trying to testify in lieu——

Mr. BENNETT. The error is made by a Subcommittee member.!

Senator LEVIN. We stand adjourned.

[Whereupon, at 10:31 a.m., the Subcommittee was adjourned.]

1See Exhibit No. 122, for correspondence between Mr. Lowy’s attorney and the Subcommittee
on this matter, which appears in the Appendix on page 699.
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Good morning Chairman Levin, Ranking Member Coleman and members of the
Subcommittee. Thank you for the opportunity to appear before you today to discuss an
issue of critical importance to tax administration in this country — the practice of
sheltering U.S. eamed income in foreign jurisdictions as a means of avoiding U.S.
taxation.

This is my first opportunity to appear before the Subcommittee, but I have met with many
of you privately. Let me reiterate to the entire Subcommittee what I have told those of
you with whom I have met. This Subcommittee has a long and impressive history of
investigating tax havens and offshore abuses that undermine the integrity of the Federal
tax system and potentially divert billions of dollars from the United States Treasury. Iam
pleased to be here this morning to assist you in your latest efforts to examine offshore
abuses.

I have made international issues a top priority for the IRS for my five-year tenure as
Commissioner. There are a number of activities and initiatives underway, and more in
the works, at the IRS to help ensure that we are adapting to the global economy. In some
cases, this involves proactive dialogue with foreign tax administrators and multinational
enterprises.

But the focus of my testimony today will be on some broader themes and more specific
examples of the IRS” investigative activities where U.S. citizens are unlawfully hiding
assets and associated income overseas. As you will hear, the IRS has significantly
stepped up its efforts in this area, both in civil and criminal investigations. We are using
a number of innovative techniques to root out noncompliance, as I will explain further.
And, while I am limited in the detail that I can share about ongoing investigations, I am
pleased with the early successes that we are having at systematically pursuing unlawful
off-shore schemes.

(55)
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Ongoing IRS Investigations

Let me start by laying out some of the facts that I am able to discuss regarding a specific
case, because the case that I am about to describe is a matter of public record. It involves
a major Swiss bank.

In 2001, the bank signed a disclosure agreement with the U.S. to become a qualified
intermediary (QI). This, among other things, required the bank to report on the income of
U.S. taxpayers that were clients of the bank. However, a former employee of the bank, as
part of his June 19, 2008 guilty plea to assisting a wealthy real estate developer in
evading $7.2 million in Federal income taxes by concealing $200 million of assets in
Switzerland and Liechtenstein, stated that a number of the bank’s clients objected to such
reporting.

The IRS has since requested, via a so-called John Doe summons, that a Swiss bank turn
over account information on any U.S. clients who may have used Swiss bank accounts to
avoid U.S. income taxes. The summons directs the bank to produce records identifying
U.S. taxpayers who had accounts with the bank in Switzerland between 2002 and 2007
and elected to have their accounts remain hidden from the IRS.

On July 1% a federal judge in Miami approved a Justice Department request to enable the
IRS to serve the summons. We are working closely with the Justice Department to
ensure that we get the information requested in the summons.

Accordingly, the IRS is exploring our options on how to bring a potentially large number
of U.S. taxpayer cases to resolution.

Another recent example relates to U.S. citizens with accounts in Liechtenstein. As we
announced in February, the IRS has initiated enforcement action involving more than 100
taxpayers with accounts in this jurisdiction. Because these are ongoing investigations
that are not a matter of public record, I cannot go into great detail on these matters. At
the highest level, we are again looking at circumstances where U.S. citizens have
systematically avoided reporting income from foreign trusts.

Patterns of Evasive Activities

In the cases that we have seen around the world, I want to highlight a few pattemns of
behavior that we have uncovered in our investigations. Some of the activities I will
describe are not, on their own, illegal. Taken together, though, they help paint a picture
of the complexity these investigations present.

First, we have seen financial institutions avoiding wire transfers from U.S. banks. In
some cases, funds are diverted through a series of wire transfers using tax secrecy
jurisdiction banks to disguise the identity of the true owners.
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In some cases, discreet communications are stressed to the client. Phone calls are
discouraged in favor of private visits. E-mail is not permitted, and code words are used
to communicate. Clients have been advised not to carry documents related to accounts
into the U.S.

Another method observed in examinations involves individuals physically carrying large
amounts of cash from U.S. sources to tax secrecy jurisdiction banks. In some cases,
taxpayers were advised to physically transport millions of dollars to an overseas bank.

We have also observed a number of techniques using off-shore accounts to effect a form
of estate planning. For example, there are cases where decedents who have an
undisclosed foreign trust will leave an account to one or more heirs, but outside of the
reported, taxed estate. The heirs may leave their inherited balance in the foreign trust
unreported in the U.S. tax system.

These cases often involve sovereign jurisdictions where we have little legal authority and
taxpayers that are often difficult to identify. As I will discuss later in my remarks, the
United States has agreements to obtain and share tax information with many jurisdictions,
but there are limits on our ability to use those agreements. And success in obtaining
information can be short-lived. If we are successful in our enforcement strategies in one
jurisdiction, the promoters and the schemers often simply move to another.

What I would like to do this morning is offer a liftle background about these issues and
explain why they are so difficult for us. I then want to explain how we are dealing with
these challenges, as well as lessons learned. Finally, I will discuss what we think needs
to be done moving forward.

Background

U.S. tax administration is complicated by the rapid pace at which our overall economy is
globalizing, A growing percentage of large and mid-size business tax filings are from
multinational businesses that include a variety of subsidiaries and partnerships operating
within an enterprise structure where the ultimate parent is as likely to be foreign as
domestic. In addition, a growing number of U.S. businesses acquire capital, raw
materials, inventory, and other products and services from foreign businesses.

These events are natural outcomes of an increasingly global economy, and businesses
have every right to optimize their global structures. Nonetheless, the complexities of
globalization and cross-border activity continue to challenge U.S. tax administration.
With multiple domestic and global tiered entities, it is often difficult to determine the full
scope and resulting tax impact of a single transaction or series of transactions. Moreover,
different jurisdictions impose a variety of different legal requirements and tax and
accounting rules on multinational enterprises, leading to complex business structures.
These factors create opportunities for aggressive tax planning.



58

It is not just large corporations that are taking advantage of globalization to engage in
aggressive tax planning. Wealthy individuals are seeking ways to shelter income by
moving it offshore or by participating in tax shelters organized by unscrupulous
promoters who move in the shadows of the global economy.

Discovering and addressing these activities are complicated by the relative lack of
transparency in the transactions that individuals and entities can conduct offshore. Not
only are transactions themselves often intentionally designed, or carried out in a manner,
to obscure the existence of assets or income, but the individuals engaging in the
transaction, and their roles, are often intentionally difficult to identify.

I realize that the Subcommittee requested that I quantify the level of evasion through the
use of offshore entities and accounts. Unfortunately, the IRS does not have data that will
allow us to make a reliable estimate. The National Research Program study of individual
taxpayers for Tax Year 2001, which is our best measure of the nation’s tax gap, did not
estimate the extent of offshore tax evasion.

IRS Approach to Combating Off-Shore Tax Evasion
Information Reporting

The IRS attempts to use an array of tools in attacking offshore noncompliance. The first
of these is tax return information reporting. Most U.S. tax returns require that the filer
provide information about foreign financial accounts, ownership in foreign entities, and
financial statement data. For individuals, ownership of a foreign account is entered in
Part I1I of Schedule B of the 1040, for partnerships in Schedule B on Form 1065, and for
organizations exempt from income tax in Part VI on Form 990.

The Form 1120 and Form 3520 have financial statement and foreign ownership
informational requirements. Individuals who have created controlled foreign
corporations (CFC) are required to file information returns annually on Form 5471 for
each CFC. The monetary penalty for failure to file a timely and substantially complete
Form 5471 is $10,000, up to a maximum of $60,000 for continued failure. Failure to file
can also result in a reduction of foreign tax credits.

Any U.S. person (including citizens, residents, domestic partnerships, corporations,
estates or trusts) with offshore accounts in excess of $10,000 during the course of the
calendar year must file a foreign bank and financial account (FBAR) report. This
includes anyone who has a financial interest in or signature or other authority over any
foreign financial account, including bank, brokerage, or other types of financial accounts,
in a foreign country. FBAR forms are due on June 30 of each year.

There are severe civil and criminal penalties for non-compliance with the FBAR filing
requirements. Civil penalties for a non-willful violation can range up to $10,000 per
violation. Civil penalties for a willful violation can range up to the greater of $100,000 o
50 percent of the amount in the account at the time of the violation. Criminal penalties
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for violating the FBAR requirements while also violating certain other laws can range up
to a $500,000 fine or 10 years imprisonment or both. Civil and criminal penalties may be
imposed together.

We also get information reporting about transactions with, and the ownership of, foreign
trusts. U.S. persons are generally required to report transfers to foreign trusts and
distributions from foreign trusts on Form 3520. In addition, a U.S. person who is treated
as the owner of a foreign trust under the grantor trust rules is required to ensure that the
foreign trust files a Form 3520-A to provide a full accounting of the trust activities for the
tax year. There are significant civil penalties (up to 100 percent of the gross reportable
amount) for failure to comply with the reporting requirements.

It is important to note that there are legitimate reasons for a U.S. taxpayer to have an
offshore account. As with all information reporting to the IRS, we use this information
as part of a broader risk analysis before reaching any conclusions about whether a
taxpayer is engaged in aggressive tax planning.

The obvious downside to these types of information reporting is that they are dependent
on the willingness of the taxpayer to be compliant. That is why we have looked for
means of third-party reporting that often gives us a better view of what is taking place
and thus encourages better compliance by the taxpayer.

Qualified Intermediary Program

In 2001 new regulations that completely overhauled the system for withholding and
reporting on foreign persons took effect. An essential component of the new system is

the QI program.

Under the program, foreign financial institutions voluntarily agree by contract directly
with the IRS to operate under a simplified set of the withholding and reporting rules that
U.S. financial institutions must follow. This means that the foreign financial institution
agrees to collect identifying documentation from its customers, withhold U.S. tax based
on that documentation, deposit the withheld tax with the IRS, file withholding tax returns
on a Form 1042, file information returns on Form 1042-S and 1099, and submit to
periodic audits performed by external auditors supervised by IRS examiners.

Prior to the 2001 regulations, dividends paid to a foreign address was treated as paid to a
foreign person, and if the address were in a treaty country, the dividends were treated as
paid to a resident of that country. For certain portfolio interest, entitled to a zero rate
under the Code, foreign intermediaries were required to forward documentation
identifying foreign beneficial owners to U.S. financial institutions. There was
widespread non-compliance with this rule, in part due to the impracticality of requiring
vast amounts of paper containing customer identification to be transferred and shared
among competing financial institutions. Prior to 2001, foreign financial institutions
abroad did not generally collect U.S. tax documentation, did not withhold U.S. tax, did
not file information returns with IRS, and did not submit to IRS oversight.
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Under the 2001 regulations, foreign financial institutions are required to forward
beneficial owner documentation to U.S. financial institutions only if the foreign financial
institutions are not qualified intermediaries. If they are qualified intermediaries, they are
required to make all withholding decisions based on documentation collected from
beneficial owners, withhold and deposit tax with IRS, file withholding tax returns and
information returns with IRS, and submit to IRS oversight.

To date, 7,007 QI agreements have been signed. There are currently 5,660 active QI
agreements. The difference between signed agreements and active agreements is due to
mergers, acquisitions and terminations. For example the QI team has issued 600 default
letters and has terminated 100 QI agreements. Currently, the QI program exists in 60
countries.

In layman’s terms, the QI program gives the IRS an important line of sight to the
activities of foreign banks and other financial institutions. It also provides detailed
information reporting that the IRS did not previously receive.

However, the success of the program is dependent on the foreign bank being in
compliance with its QI requirements. When a foreign bank explicitly takes on those
obligations under a QI agreement with IRS, the IRS is in a much better position to hold
the bank responsible for living up to those obligations.

1 believe the QI program is critical to sound tax administration in a global economy. By
bringing foreign financial institutions more directly into the U.S. tax system, we can
better ensure that U.S. persons are properly paying tax on foreign account activity, and
that foreign persons are subject to the proper withholding rates. The QI program is
relatively new, and as with any new and complex program, there will be flaws that must
be addressed. In my view, we need to shore up the QI program and continuously enhance
it.

Accordingly, the IRS is taking a number of steps to enhance the QI program.

First, because accounting firms perform audits of QIs according to detailed procedures
prescribed by IRS regulations, we have reached out to the major accounting firms that
engage in this business. We advised these firms of our concerns about activity that we
are seeing in some QIs. We engaged in a discussion about the role of the accounting
community in conducting the audits of QIs, and what can be done to enhance the
detection and reporting of violations of the QI agreement. The discussion was positive,
and I am confident the firms understand our concerns.

Pursuant to a 2007 Government Accountability Office report, we are working on an
enhancement to our regulations that would require audit firms to specifically report
indications of fraud or illegal acts.
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Finally, we are working on enhancements to the program to increase the level and quality
of information reporting coming through the program. Specifically, we are considering
changes to the regulations to require QIs to look through certain foreign entities — such as
trusts - to determine whether any U.S. taxpayers are beneficial owners. We are also
considering a regulation to have Qls report U.S. taxpayers’ worldwide income to the IRS
in certain cases— not just U.S. source income.

Tax Treaties, Information Exchange Agreements, and International Cooperation

The third tool in our arsenal is international agreements such as tax treaties and tax
information exchange agreements (TIEAs), under which other countries agree to obtain
information on behalf of the United States for use in U.S. tax matters. Tax treaties and
TIEAs provide the authority for the IRS to request and obtain information from foreign
sources that may not be available to the IRS. However, a request for information under a
tax treaty or TIEA must generally specify certain information, such as the identity of the
account holder. Without that information in the request, the other country would
normally consider the request invalid.

We currently have agreements for information exchange with over 70 jurisdictions and
have expanded the program in recent years to include offshore jurisdictions such as the
Cayman Islands and the Bahamas. We continue to expand the number of countries with
which we have agreements as well as to renegotiate some agreements, such as the U.S. -
Belgium tax treaty, to improve information exchange. However, we are still
significantly limited by bank secrecy laws or lack of beneficial ownership information in
some jurisdictions.

Using the bi-lateral agreements that we have with individual countries, in 2004 we
worked with the Tax Commissioners of Australia, Canada, and the United Kingdom to
form the Joint International Tax Shelter Information Center (JITSIC). JITSIC was
created to combat abusive international tax shelter activity on a real-time basis. The
JITSIC office was based in Washington, DC, but in September, 2007, JITSIC expanded
to a second office in London, England. Along with the expansion to London, JITSIC
welcomed Japan as a new member.

JITSIC’s primary focus has been on the bilateral exchange of specific abusive
transactions and their promoters and investors. The results, to date, have been promising.
The U.S. has received information regarding some transactions of which it had not been
previously aware. In light of the complexity of the transactions, and considering the
inherent difficulty normally associated with obtaining taxpayer-specific shelter
information from foreign countries, it is unlikely that these transactions would have been
uncovered and understood, but for JITSIC.

The U.S. has also received information regarding transactions of which it has been aware
but may not have fully understood. Frequently, the information exchanged has provided
additional facts and a better understanding of the transaction from the perspectives of two
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tax regimes. Without JITSIC, this type of exchange and accompanying dialogue would
not take place.

In addition to JITSIC, the IRS and the tax administrations of nine other countries agreed
to the establishment of the so-called “Leeds Castle” Group. Under this arrangement, the
commissioners of the revenue bodies China, India, and South Korea agreed to meet
regularly with their counterparts from the US, the UK, Japan, Australia, Canada, France
and Germany to consider and discuss issues of global and national tax administration in
their respective countries,

We also continue to work closely with our tax treaty partners in multi-lateral compliance
activities using the relevant Exchange of Information articles in our tax treaties. We have
also been an active participant of the Organization for Economic Cooperation and
Development (OECD), in which we have worked to improve and strengthen worldwide
standards for information exchange.

Informants

Informants have been valuable sources of information for IRS civil and criminal
investigations into offshore tax evasion.

With the new “whistleblower” standards that reward informants, we are hopeful that we
will get additional input on other potential violations.

Criminal Investigations

The IRS is increasing our resources devoted to enforcing the failure to report foreign
bank accounts and is currently pursuing dozens of criminal investigations of US
taxpayers for offshore tax evasion. Many of these investigations are a result of the IRS'
stepped up enforcement actions {(announced in February 2008) involving more than 100
U.S. taxpayers to ensure proper income reporting and tax payment in connection with
accounts in Liechtenstein. In addition, the IRS receives information from many other
sources that can result in enforcement actions to ensure taxpayer compliance with the tax
laws.

The primary focus on these investigations is on US taxpayers who fail to file the FBAR.
U.S. persons are required to file a Report of Foreign Bank and Financial Accounts
(FBAR), Form TD F 90-22.1, each year if they have a financial interest in or signature
authority or other authority over any financial accounts, including bank, securities or
other types of financial accounts, in a foreign country, if the aggregate value of these
financial accounts exceeds $10,000 at any time during the calendar year. The IRS is
increasing our resources devoted to enforcing the failure to report foreign bank accounts.



63

John Doe Summons

The final tool I will mention to fight offshore evasion is the use of information received
from the use of John Doe summonses. The IRS generally uses the John Doe summons
authority to identify individuals, groups or classes of U.S. taxpayers whose member
identities are unknown, who are involved in specific areas of tax noncompliance and who
cannot be identified through other means. For example, we would use this type of
summons when we know that taxpayers use offshore bank accounts to avoid paying
taxes, but we do not know their identities. A John Doe summons served on a domestic
processor of offshore bank records would give us their names, addresses and other
identifying information.

The IRS requested and received court approval to serve 153 John Doe summonses in
connection with its Offshore Credit Card Project. The IRS received court approval from
multiple US District Courts on every John Doe summons request made.

And, as I have already explained, we continue to use the John Doe Summons in
furtherance of our off-shore investigations.

How Congress Can Help

The first thing that Congress can do to assist us in these areas is to fully fund the
Administration’s request for the IRS’ FY 2009 budget. We need sufficient resources to
continue to address many of the issues that I have discussed. Grappling with complex
international tax issues requires a top-notch workforce and technological tools. The
President’s FY 2009 Budget provides key resources to the IRS, and we urge your
support.

The Budget also includes a collection of legislative proposals designed to enhance third-
party reporting and, thereby, reduce the tax gap. The most significant of these proposals
would require merchant card issuers to report annually on reimbursements to business
entities. This legislation would help the IRS match taxpayer data with business activity
and mitigate opportunities for noncompliance.

The President’s budget has legislative proposals that would also be particularly helpful in
the international area. The most significant of these would increase the foreign trust
reporting penalty. The penalty provision would be amended to impose an initial penalty
of the greater of $10,000 or 35 percent of the gross reportable amount (if the gross
reportable amount is known). The additional $10,000 penalty for continued failure to
report would remain unchanged. Thus, even if the gross reportable amount is not known,
the IRS may impose a $10,000 penalty on a person who fails to report timely or correctly
as required and may impose a $10,000 penalty for each 30-day period (or fraction
thereof) that the failure to report continues.

Another area where Congress can help is to allow more time in which to conclude these
civil audits where taxpayers have used foreign entities and bank accounts to avoid or
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evade federal taxes. Currently the statute of limitations is 3 years. However, because of
the complexity of many of these cases, we often need additional time. We are currently
reviewing the extension of the statute of limitations included in the Levin-Coleman (S.
681) bill and look forward to working with your staff, along with the staff and Members
of the Senate Finance and House Ways and Means Commiittee, to find an acceptable
approach.

Finally, it is important that Congress continue to support our effort to strengthen our
network of tax treaties. They provide a basis for exchanging information.

Both Congress and the IRS are limited when dealing with individuals and businesses that
hide their assets in foreign jurisdictions that use financial secrecy as a tool to attract
commerce to their country. Thus, we must search for ways to reduce the incentive for
taxpayers to seek out such offshore financial arrangements.

Deterrence is one of our most powerful weapons. In this regard, I am proud of the hard
work the IRS and Justice Department investigators have put into these cases. As a result
of their continuing work, I am confident that those who engage in these types of
deliberate offshore tax evasion are very concerned right now. I believe that we owe it to
the vast majority of honest taxpayers to pursue these cases aggressively, and I am
committed to doing so.

Conclusions

Mr. Chairman, let me repeat what I said earlier about you and this Subcommittee. You
have been at the forefront in investigating important areas of Federal tax non-compliance.

The subject of the hearing this morning is no exception. Offshore tax shelters are robbing
the American treasury of billions of dollars each year.

I have attempted to bring you up to date on many of the things we are doing in the
offshore arena, and I hope this has been beneficial. I look forward to your continuing
investigations into these areas and your assistance in halting abusive offshore tax shelters.

I appreciate the opportunity to be here this morning, and I will be happy to respond to any
questions.

10
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Chairman Levin, Ranking Member Coleman, and Members of the Subcommittee,
thank you for the opportunity to appear before you this morning to discuss the
Department of Justice’s (the Department) efforts to combat the use of tax haven banks by
U.S. taxpayers and offshore entities to evade income taxes. Let me begin by
commending the Chairman and the Subcommittee for your longstanding commitment to
investigating and publicizing abuses of our federal tax system. Your work has brought
attention to serious misconduct that threatens to undermine the fundamental integrity of
our tax system. As a result, taxpayers have a greater understanding of their obligations
and the consequences of noncompliance, and tax professionals are on notice that their

efforts to design, market, and facilitate tax evasion schemes will not be tolerated.

Today I would like to focus my remarks on the Department’s Tax Division’s role
in combating the continuing problem of offshore tax evasion. Since the adoption of the
Sixteenth Amendment in 1913 the application of the individual income tax has been
routinely debated, litigated, and amended. Over the years, Congress has made numerous
changes to our tax laws to reflect advances in business, communication, and technology.
One fundamental concept has, however, remained constant: U.S. taxpayers are subject to
taxation on their worldwide income from whatever source that income is derived. The
use of tax haven banks and offshore nominee accounts to evade tax is a direct assault on

this basic principle and cannot be tolerated.

It is important to note that the overwhelming majority of Americans understand

their tax obligations and pay their taxes in full and on time. It is also important to keep in
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mind that offshore entities conduct a wide variety of legitimate commercial activities.
Thus, the mere fact that a U.S. taxpayer holds assets offshore or in a foreign bank is not
inappropriate, provided that the information relating to the assets and the income
generated by the assets are properly reported for U.S tax purposes. Consequently, our
attention is focused on U.S. taxpayers who utilize nominee or shell entities and offshore
bank accounts to conceal assets and income. These offshore schemes are often used by
high wealth individuals and potentially result in the loss of billions of dollars a year in
U.S. taxes. In these cases the Department, along with our counterparts at the Internal
Revenue Service (IRS), has used, and will continue to use all of the tools at our disposal

to ensure that noncompliance is detected, and, where appropriate, prosecuted.

‘While taxpayers who engage in tax evasion are subject to civil and criminal
liability for their conduct, we are equally concerned about the role played by tax
professionals in designing and implementing these schemes. The title of the
Subcommittee’s 2006 Report, “Tax Haven Abuses: The Enablers, The Tools, and the
Secrecy” succinctly captures the essential nature of the participation by professionals in
these schemes. As the report notes:

A sophisticated offshore industry, composed of a cadre of international

professionals including tax attorneys, accountants, bankers, brokers, corporate

service providers, and trust administrators, aggressively promotes offshore
jurisdictions to U.S. citizens as a means to avoid taxes and creditors in their home
jurisdictions, These professionals, many of whom are located or do business in

the United States, advise and assist U.S. citizens on the opening of offshore
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accounts, establishing sham trusts, and shell corporations, hiding assets offshore,
and making secret use of their offshore assets here at home.
Tax Haven Abuses: The Enablers, The Tools and Secrecy, STAFF OF SENATE PERMANENT
SUBCOMM. ON INVESTIGATIONS, COMM. ON HOMELAND SECURITY AND GOVERNMENTAL

AFFAIRS, 1 (Aug. 1, 2006).

It is discouraging to see that some professionals continue to violate their legal and
ethical responsibilities by facilitating these illegal schemes. While some simply turn a
blind eye to misconduct, others actively market their tax evasion programs on U.S. soil.
Holding these professionals accountable for their misconduct is a high priority, and we

are not reluctant to seek injunctive relief and criminal sanctions where appropriate.

The Department has successfully prosecuted a number of taxpayers as well as tax
professionals and institutions who assist them in using offshore accounts and entities to

evade U.S. taxation. Recent prosecutions include:

s David Alan Struckman, co-founder of the Institute of Global Prosperity, an
organization that promoted offshore “wealth-building” seminars, was convicted of
tax evasion and conspiracy to defraud the United States. The bogus wealth-
building methods marketed to clients included placing assets in purported foreign
“common law” trusts to evade detection by the IRS. Struckman concealed more
than $45 million earned from the sale of these products through the use of bogus

trusts, nominee entities, and related offshore bank accounts in the Turks and
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Caicos and Eastern Europe. Struckman is currently in prison awaiting sentencing.
The IRS and Tax Division continue to pursue enforcement activity against

individuals who engaged in the scheme,

Walter Anderson, a telecommunications entrepreneur, crafted an elaborate
scheme using offshore trusts, shell entities and nominees in multiple tax haven
jurisdictions, including the British Virgin Islands, Panama, and the Cayman
Islands, for the purpose of evading more than $200 million of his federal income
taxes. For his malfeasance, Mr. Anderson is currently serving nine years in

federal prison for tax fraud.

Bruce Cohen, a financial planner, was sentenced to 37 months in prison for his
role in conspiring to defraud the United States. Along with his associates, Cohen
developed and marketed sham “Loss of Income” trust policies to assist taxpayers
in their attempt to evade income tax. Offshore accounts and nominee entities in
the Bahamas and Bermuda were part of the scheme. Mr. Cohen’s associates, Leif
Rozen, a business owner, and Alan Hoehler, former in-house counsel, were also

found guilty of conspiracy and federal tax charges and await sentencing.

In addition to these cases the Tax Division and the IRS continue to actively
pursue those who misuse offshore accounts and institutions for the purpose of

evading U.S. taxation.
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Our success in prosecuting these and other cases is a direct result of the close
cooperation between the civil and criminal personnel of the Tax Division and the IRS.
For example, lawyers in the Tax Division have worked with the IRS to investigate
offshore tax evasion by bringing civil suits to obtain authority to serve John Doe
summonses. A John Doe Summons enables the IRS, with court approval, to obtain
information about possible fraud by taxpayers whose identities are unknown. These
efforts yielded hundreds of thousands of documents and identified thousands of people
that are now being investigated by the IRS for unreported and unpaid federal income
taxes. The government’s efforts in these cases not only helped gather necessary
documents to identify taxpayers seeking to hide behind a veil of secrecy, but reassured

law-abiding taxpayers that the tax laws are being enforced.

On the criminal side, the Tax Division serves as the nerve center for all federal tax
prosecutions. Tax Division attorneys work closely with IRS Criminal Investigation
Special Agents to develop and prosecute a wide array of tax crimes, including offshore
evasion schemes. Tax Division attorneys also routinely provide tax expertise to United
States Attorneys’ offices across the country and work closely with Assistant United

States Attorneys in prosecuting tax fraud complex cases.

Offshore tax evasion cases are, by their nature, international in scope.
Investigations requiring international cooperation are time consuming and expensive and
often raise complex legal issues such as national sovereignty and bank secrecy laws.

Despite the challenges, United States law enforcement agencies and our foreign
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counterparts are fully engaged in a variety of information sharing arrangements designed

to aid in shutting down illegal and abusive activity.

Critical to every investigation of offshore activity is the ability to obtain evidence
from a foreign country. Depending on the scope of the investigation and the type of
conduct at issue, Department attorneys and prosecutors use a variety of measures in
attempting to secure both documentary and testimonial evidence. In addition to
traditional letters rogatory, information can be requested, for example, pursuant to tax
treaties or tax information exchange agreements (TIEAs) in both civil and criminal cases;
pursuant to Mutual Legal Assistance Treaties (MLATS) in criminal cases; or pursuant to
the Hague Evidence Convention in civil cases. Unfortunately, we do not have such
agreements — which can be faster and more effective than letters rogatory — with every
country. Moreover, as noted, not all such agreements cover both civil and criminal
matters; on occasion MLATSs exclude tax crimes altogether, while other MLATS and tax
treaties are limited to instances in which we can allege specific kinds of tax fraud. Asa
consequence, the Tax Division regularly works with the Criminal Division’s Office of
International Affairs (OIA) to negotiate more favorable MLATS covering all tax crimes
and with the Treasury Department in attempting to negotiate the broadest possible

information exchange provisions in our TIEAs and tax treaties.

In the case of MLATS, prosecutors in the Tax Division and the United States
Attorneys’ offices work closely with OIA, which has been delegated as the United States

Central Authority for implementing mutual assistance. These requests seek specific types
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of evidence, frequently bank records, and OIA makes the request on behalf of the
prosecutors. OIA works with foreign authorities to obtain as much evidence as possible in
a timely manner. In the case of tax treaties and TIEAs, requests are made through the
Deputy Commissioner (International) of the Large & Mid-Size Business Division of the
IRS, who has been delegated as the United States Competent Authority for the exchange
of information. In general, the level of cooperation under these agreements has been
positive, and the continued development of our information sharing relationships is a

high priority for the Department.

Tax evasion is a chronic drain on the public fisc and is a pernicious obstacle to
effective tax administration. If not vigorously investigated and addressed it threatens to
undermine confidence in our system of voluntary compliance and self-assessment.
Although successful offshore tax enforcement is costly and time consuming, it is
essential to the mission of the Tax Division. We are dedicated to ensuring that law
abiding taxpayers have confidence that the tax laws are being fairly and equally applied,
and that those who attempt to engage in tax evasion know that we will detect their

schemes and hold them accountable for their misconduct.

Thank you for inviting me to discuss the Department’s efforts to combat offshore

tax evasion. I would be happy to answer questions that you may have.



73

United States Senate
PERMANENT SUBCOMMITTEE ON INVESTIGATIONS
Committee on Homeland Security and Governmental Affairs

Carl Levin, Chairman

Norm Coleman, Ranking Minority Membe

TAX HAVEN BANKS
AND U. S. TAX COMPLIANCE

STAFF REPORT

PERMANENT SUBCOMMITTEE
ON INVESTIGATIONS

UNITED STATES SENATE

RELEASED IN CONJUNCTION WITH THE
PERMANENT SUBCOMMITTEE ON INVESTIGATIONS
JULY 17, 2008 HEARING




74

SENATOR CARL LEVIN
Chairman
SENATOR NORM COLEMAN
Ranking Minority Member

PERMANENT SUBCOMMITTEE ON INVESTIGATIONS

ELISE J. BEAN
Staff Director and Chief Counsel
ROBERT L. ROACH
Counsel and Chief Investigator
ZACHARY L. SCHRAM
Counsel
LAURA E. STUBER
Counsel
ROSS K. KIRSCHNER
Counsel

MARK L. GREENBLATT
Staff Director and Chief Counsel to the Minority
MICHAEL P. FLOWERS
Counsel to the Minority
ADAM PULLANO
Staff Assistant to the Minority

MARY D. ROBERTSON
Chief Clerk

TIMOTHY EVERETT
Intern
ALAN KAHN
Law Clerk
JONATHAN PORT
Intern
JEFFREY REZMOVIC
Law Clerk
LAUREN SARKESIAN
Intern
SPENCER WALTERS
Law Clerk

9/26/08

Permanent Subcommittee on Investigations
199 Russell Senate Office Building — Washington, D.C. 20510
Telephong: 202/224-9505 or 202/224-3721
Web Address: www hsgac.senate.gov [Follow Link to “Subcommittees,” to “Investigations™]



75

PERMANENT SUBCOMMITTEE ON INVESTIGATIONS

STAFF REPORT

TAX HAVEN BANKS AND U. S. TAX COMPLIANCE

TABLE OF CONTENTS

I. EXECUTIVESUMMARY ...... ... ...iiiiiiiiiinnnnnen 4
A. Subcommittee Investigation .. ...................nn.n.. 4
B. Overview of Case Histories .....................oviun... 5

. LGTBank CaseHistory ............. ... iiionn. 5
2, UBSAGCaseHistory ..........ccvvvininnnennnnnn. 10
C. Report Findings and Recommendations ................... 19
Report Findings
1. BankSecrecy .........cooiiiiiiiiiiiii i 19
2. Bank Practices That Facilitate Tax Evas10n e 19
3. Billions in Undeclared U.S. Client Accounts ............ 19
4. QIStructuring . ... ..vviniteii i e 20

Report Recommendations

1. Strengthen QI Reporting of Foreign Accounts Held by
US.Persons .. ...ouuiiiin e 20
2. Strengthen 1099 Reporting .......................... 20
3, Strengthen QI Audits.................cooivinin... 20
4. Penalize Tax Haven Banks That Impede U.S. Tax
Enforcement ........ ... ... ... .. .. ... i 20
5. Attribute Presumption of Control to U.S. Taxpayers
UsingTax Havens .........ooiuneiiininnennnenn.. 21
6. Allow More Time to Combat Offshore Tax Abuses ...... 21
7. Enact Stop Tax Haven Abuse Act .................... 21
II. BACKGROUND . ... . i e 21
A. The Problem of Offshore Tax Abuse .. .................... 21
B. Initiatives To Combat Offshore Tax Abuse................. 22
C. Tax Haven Banks and Offshore Tax Abuse ................ 39
III. LGT BANK CASEHISTORY ...........cciiiiiininn.... 39
A, LGTBankProfile .. ... ... ... .. i, 40
B. LGT Accounts WithU.S. Clients ........................ 41
1. Marsh Accounts: Hiding $49 Million Over Twenty Years . 46
2. Wu Accounts; Hiding Ownership of Assets ...... e 52
3. Lowy Accounts: Using a U.S. Corporation to Hide
Ownership ........... .. . i i 59
4. Greenfield Accounts: Pitching a Transfer to Liechtenstein. . 68
5. Gonzalez Accounts: Inflating Prices and Frustrating
Creditors . ...t e 71
6. Chong Accounts: Moving Funds Through Hidden Accounts 77



C.

76

7. Miskin Accounts: Hiding Assets from Courts and

ASPOUSE . . ot e
8. Other LGT Practices ...............viiiiiiiin.n,
Analysis ... ...

IV.UBS AG CASEHISTORY ................... .. ..ot

A.
B.

UBSBankProfile .......... ... .0,
UBS Swiss Accounts for U.S.Clients .....................
1. Opening Undeclared Accounts with Billions in Assets .. ..
2. Ensuring Bank Secrecy ...........o i
3. TargetingUS.Clients . ...,
4. Servicing U.S. Clients with Swiss Accounts ............
5. Violating Restrictions on U.S. Activities ...............
Olenicoff Accounts ........... ...,
Analysis .. ... e



77

U.S. SENATE
PERMANENT SUBCOMMITTEE ON INVESTIGATIONS

STAFF REPORT ON
TAX HAVEN BANKS AND U.S. TAX COMPLIANCE

July 17, 2008

Each year, the United States loses an estimated $100 billion in tax
revenues due to offshore tax abuses.' Offshore tax havens today hold
trillions of dollars in assets provided by citizens of other countries,
including the United States.” The extent to which those assets represent
funds hidden from tax authorities by taxpayers from the United States
and other countries outside of the tax havens is of critical importance.’
A related issue is the extent to which financial institutions in tax havens
may be facilitating international tax evasion.

* This $100 billion cstimatc is derived from studies conducted by a variety of tax experts. See,
e.g., Joscph Guttentag and Reuven Avi-Yonah, “Closing the International Tax Gap,” in Max B.
Sawicky, ed., Bridging the Tax Gap: Addressing the Crisis in Federal Tax Administration (2006)
(estimating offshore tax evasion by individuals at $40-$70 billion annually in lost U.S. tax
revenues); Kimberly A. Clausing, “Multinational Firm Tax Avoidance and U.S. Government
Revenue” (August 2007) (estimating corporate offshore transfer pricing abuses resulted in $60
billion in lost U.S. tax revenues in 2004); John Zdanowics, “Who’s watching our back door?”
Business Accents magazine, Volume 1, No.1, Florida Intemational University (Fall 2004)
(estimating offshore corporate transfer pricing abuses resulted in $53 billion in lost U.S. tax
revenues in 2001); “The Price of Offshore,” Tax Justice Network briefing paper (March 2005)
(estimating that, worldwide, individuals have offshore assets totaling $11.5 trillion, resuiting in
$255 billion in annual lost tax revenues worldwide); “Governments and Multinational
Corporations in the Race to the Bottorm,” Tax Notes (2/27/06); “Data Show Dramatic Shift of
Profits to Tax Havens,” Tax Notes (9/13/04). See also series of 2007 articles authored by Martin
Sullivan in Tax Notes (estimating over $1.5 trillion in hidden assets in four tax havens,
Guernsey, Jersey, Isle of Man, and Switzerland, beneficially owned by nonresident individuals
likely avoiding tax in their home jurisdictions), infra footnote 3.

% See, e.g., “Tax Co-operation: Towards a Level Playing Field - 2007 Assessment by the Global
Forum on Taxation,” issued by the OECD (October 2007) (estimating a minimum of $5-§7
trillion held offshore); “The Price of Offshore,” Tax Justice Network briefing paper (March
2005) (estimating offshore assets of high net worth individuals at a total of $11.5 trillion);
“International Narcotics Control Strategy Report,” U.S. Department of State Bureau for
International Narcotics and Law Enforcement Affairs (March 2000), at 565-66 (identifying
nearly 60 offshore jurisdictions with assets totaling $4.8 trillion).

* See, e.g., “Tax Analysts Offshore Project: Offshore Explorations: Guernsey,” Tax Notes
(10/8/07) at 93 (estimating Guernsey has $293 billion in assets beneficially owned by
nonresident individuals who were likely avoiding tax in their home jurisdictions); “Tax Analysts
Offshore Project: Offshore Explorations: Jerscy,” Tax Notes (10/22/07) at 294 (estimating
Jersey has $491 billion in assets beneficially owned by nonresident individuals who were likely
avoiding tax in their home jurisdictions); “Tax Analysts Offshore Project: Offshore
Explorations: Isle of Man,” Tax Notes (11/5/07) at 560 (estimating Isle of Man has $150 billion
in assets beneficially owned by nonresident individuals who were likely avoiding tax in their
home jurisdictions): “Tax Analysts Offshore Projeet: Offshore Explorations: Switzerland,” Tax
Notes (12/10/07) (estimating Switzerland has $607 billion in assets beneficially owned by
nonresident individuals who were likely avoiding tax in their home jurisdictions).



78
2

In February 2008, a global tax scandal erupted after a former
employee of a Liechtenstein trust company provided tax authorities
around the world with data on about 1,400 persons with accounts at LGT
Bank in Liechtenstein. On February 14, 2008, German tax authorities,
having obtained the names of 600-700 German taxpayers with
Liechtenstein accounts, executed multiple search warrants and arrested a
prominent businessman for allegedly using Liechtenstein bank accounts
to evade €1 million ($1.45 million) in tax. About a week later, the U.S.
Internal Revenue Service (IRS) announced it had “initiat{ed]
enforcement action involving more than 100 U.S. taxpayers to ensure
proper income reporting and tax payment in connection accounts in
Liechtenstein.™ The United Kingdom, Italy, France, Spain, and
Australia made similar announcements on the same day.® Altogether
since February, nearly a dozen countries have announced plans to
investigate taxpayers with Liechtenstein accounts,” demonstrating not
only the worldwide scope of the tax scandal, but also a newfound
international determination to contest tax evasion facilitated by a tax
haven bank.

In May 2008, a second international tax scandal broke when the
United States arrested a private banker formerly employed by UBS AG,
one of the largest banks in the world, on charges of having conspired
with a U.S. citizen and a business associate to defraud the IRS of $7.2
million in taxes owed on $200 million of assets hidden in offshore
accounts in Switzerland and Liechtenstein. The United States had
earlier detained as a material witness in that prosecution a senior UBS
private banking official from Switzerland traveling on business in
Florida, allegedly seizing his computer and other evidence. In June
2008, the former UBS private banker, Bradley Birkenfeld, pleaded

* See, e.g., “LGT: Nlegally disclosed data material limited to the client data stolen from LGT
Treuhand in 2002,” LGT Group press release (2/24/08) at 1 (disclosing that 600 of the 1,400
named persons were from Germany); “Tax Scandal in Germany Fans Complaints of Inequity,”
New York Times (2/18/08).

5 IRS News Release, “IRS and Tax Treaty Partners Target Liechtenstein Accounts,” IR-2008-26
(2/26/08) at 1.

® See, e. g., HM Revenue & Customs Press Release, “Tax Commissioners battle against tax
evasion,” No. Nat 09/08 (2/26/08); Agenzia Entrate media release, “Agenzia Entrate ha ricevuto
informazione su italiani con depositi in Liechtenstein” (2/26/08); Ministére du Budget, des
comptes publics et de la fonction publique, “Lutte contre la fraude et I'évasion fiscale”
(2/26/08) ; La Agencia Tributaria media release, “La Agencia Tributaria analiza informacion
sobre ciudadanos espaiioles incluidos en las cuentas y depositos bancarios de Liechtenstein”
(2/26/08); Australian Taxation Officc Media Release, “Tax Commissioners battle against tax
evasion,” No. 2008/08 (2/26/08).

’See IRS News Release, “IRS and Tax Treaty Partners Target Liechtenstein Accounts,” IR-2008-
26 (2/26/08) at 1 (*“The national tax administrations of Australia, Canada, France, Ttaly, New
Zealand, Sweden, United Kingdom, and the United States of America, all member countries of
the OECD’s Forum on Tax Administration (FTA), are working together following revelations
that Liechtenstein aceounts are being used for tax avoidance and cvasion.”); Organization for
Economie Cooperation and Development (OECD) press release, “Tax disclosures in Germany
part of a broader challenge, says OECD Secretary-General” (2/19/08).
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guilty to conspiracy to defraud the IRS.® His alleged co-conspirator,
Mario Staggl, part owner of a trust company, remains at large in
Liechtenstein. The current UBS senior private banking official, Martin
Liechti, remains under trave] restrictions. This enforcement action
appears to represent the first time that the United States has criminally
prosecutedga Swiss banker for helping a U.S. taxpayer evade payment of
U.S. taxes.

On June 30, 2008, the United States took another step. It filed a
petition in the U.S. District Court for the Southern District of Florida
requesting leave to file an IRS administrative summons with UBS
asking the bank to disclose the names of all of its U.S. clients who have
opened accounts in Switzerland, but for which the bank has not filed
forms with the IRS disclosing the Swiss accounts.'® The court approved
service of the summons on UBS on July 1, 2008."" The summons has
apparently been served, but according to Swiss authorities the Swiss and
American governments are negotiating over its execution.'> This John
Doe summons represents the first time that the United States has
attempted to pierce Swiss bank secrecy by compelling a Swiss bank to
name its U.S. clients.

The U.S. Senate Permanent Subcommittee on Investigations has
long had an investigative interest in U.S. taxpayers who use offshore tax
havens to hide assets and evade taxes."” As part of this effort, the

¥ United States v. Birkenfeld, Case No. 08-CR-60099-ZLOCH (8.D.Fla) (hereinafter “United
States v. Birkenfeld™), Statement of Facts, (6/19/08). The U.S. citizen had earlier pled guilty to
one count of filing a false tax return and agreed to pay back taxes, interest, and penalties totaling
$52 million. See pleadings in United States v. Olenicoff, Case No. SA CR No. 07-227-CJIC
(C.D.Cal.).

° In the mid-1990s, the IRS arrested John Mathewson, the owner and president of an offshore
bank in the Cayman Islands, on tax-related charges. Mr. Mathewson agreed to cooperate with
U.S. tax investigations of his clients. In 2001 testimony before this Subcommittee, Mr.
Mathewson stated that, of the 2,000 clients at his Cayman bank, he estimated that 95% were
Americans and virtually all were engaged in tax evasion. “Role of U.S. Correspondent Banking
in International Moncy Laundering,” before the Permanent Subcommittee on Investigations, S.
Hrg. 107-84 (Mareh 1, 2 and 6, 2001) at 13.

!9 Ex Parte Petition for Leave to Serve “John Doe” Summons, Case No. 08-21864-MC-
LENARD/GARBER (S.D.Fla.)(6/30/08) {The IRS stated that the summons would ask UBS for
the names of U.S. clients for whom UBS: “(1) did not have in its possession Forms W-9
executed by such United States taxpayers, and (2) had not filed timely and accurate Forms 1099
naming such United States taxpayers and reporting to United States faxing authorities all
reportable payments made to such United States taxpayers.™). This petition was filed under 26
USC §7609(f), which requires court approval of any IRS administrative summons that does not
identify by name the persons for whom tax Hability may attach,

'"1d., Order (7/1/08) (court order approving petition to serve John Doe summons on UBS).
2 Subcommittee mecting with Swiss Embassy (7/10/08).

" See, e.g., the following hearings hefore the U.S. Senate Permanent Subcommittee on
Investigations: “Tax Haven Abuses: The Enablers, The Tools and Secreey,” S. Hrg. 109-797
(8/1/06) (hereinafter “Subcommittee 2006 Tax Haven Abuse Hearing”); “U.S. Tax Shelter
Industry: The Role of Accountants, Lawyers, and Financial Professionals,” S. Hrg. 108-473
(November 18, 20, 2003) (hereinafter “Subcommittee 2003 Tax Shelter Industry Hearing™);
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Subcommittee has undertaken an investigation into the extent to which
tax haven banks may be assisting U.S. taxpayers to evade taxes, in
particular by urging U.S. clients to open accounts abroad, assisting them
in structuring those accounts to avoid disclosure to U.S. authorities, and
providing financial services in ways that do not alert U.S. authorities to
the existence of the foreign accounts. Of particular concern in this
investigation has been the extent to which tax haven banks may be
manipulating their reporting obligations under the Qualified
Intermediary (QI) Program, which was established by the U.S.
Government in 2001, to encourage foreign financial institutions to report
and withhold tax on U.S. source income paid to foreign bank accounts.
QI participant institutions sign an agreement to report and withhold U.S.
taxes on an aggregate basis in return for being freed of the legal
obligation to disclose the names of their non-U.S. clients. Evidence is
emerging, however, that tax haven banks are taking manipulative and
deceptive steps to avoid their QI obligation to disclose their U.S. clients.

To illustrate the issues, this Report presents two case histories
showing how banks in Liechtenstein and Switzerland have employed
banking practices that can facilitate, and have resulted in, tax evasion by
their U.S. clients.

I. EXECUTIVE SUMMARY
A. Subcommittee Investigation

The Subcommittee began this bipartisan investigation into tax
haven banks in February 2008. Since then, the Subcommittee has issued
more than 35 subpoenas and conducted numerous interviews and
depositions with bankers, trust officers, taxpayers, tax and estate
planning professionals, and others. The Subcommittee has consulted
with experts in the areas of tax, trusts, estate planning, securities, anti-
money laundering, and international law, and spoken with domestic and
foreign government officials and international organizations involved
with tax administration and enforcement. During the investigation, the
Subcommittee reviewed hundreds of thousands of pages of documents,
including bank account records, internal bank memoranda, trust
agreements, incorporation papers, correspondence, and electronic
communications, as well as materials in the public domain, such as legal
pleadings, court rulings, SEC filings, and information on the Internet. In
addition, the Subcommittee has consulted with the governments of

“What is the U.S. Position on Offshore Tax Havens?” S. Hrg. 107-152 (7/18/01) (hereinafter
“Subcommittee 2001 Offshore Tax Haven Hearing”); “Crime and Secrecy: The Use of Offshore
Banks and Companies,” S. Hrg. 98-151 (March 15, 16 and May 24, 1983).
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Liechtenstein and Switzerland, and expresses appreciation for their
cooperation with the Subcommittee.

B. Overview of Case Histories

This Report presents case histories, involving LGT Bank in
Liechtenstein and UBS AG of Switzerland, that lend insight into how
these banks work with U.S. clients and execute their U.S. tax
compliance obligations.

(1) LGT Bank Case History

The LGT Group (LGT), which includes LGT Bank in
Liechtenstein, LGT Treuhand, a trust company, and other subsidiaries
and affiliates, is a leading Liechtenstein financial institution that is
owned by and financially benefits the Liechtenstein royal family. From
at least 1998 to 2007, LGT employed practices that could facilitate, and
in some instances have resulted in, tax evasion by U.S. clients. These
LGT practices have included maintaining U.S. client accounts which are
not disclosed to U.S. tax authorities; advising U.S. clients to open
accounts in the name of Liechtenstein foundations to hide their
beneficial ownership of the account assets; advising clients on the use of
complex offshore structures to hide ownership of assets outside of
Liechtenstein; and establishing “transfer corporations™ to disguise asset
transfers to and from LGT accounts. It was also not unusual for LGT to
assign its U.S. clients code words that they or LGT could invoke to
confirm their respective identities. LGT also advised clients on how to
structure their investments to avoid disclosure to the IRS under the QI
Program. Of the accounts examined by the Subcommittee, none had
been disclosed by LGT to the IRS. These and other LGT practices
contributed to a culture of secrecy and deception that enabled LGT
clients to use the bank’s services to evade U.S. taxes, dodge creditors,
and ignore court orders.

LGT’s trust office in Liechtenstein managed an estimated $7
billion in assets and more than 3,000 offshore entities for clients during
the years 2001 to 2002; it is unclear what percentage was attributable to
U.S. clients. Seven LGT accounts help illustrate LGT practices of
concern to the Subcommittee.

Marsh Accounts: Hiding $49 Million Over Twenty Years.
James Albright Marsh, a U.S. citizen from Florida in the construction
business, formed four Liechtenstein foundation during the 1980s, and
transferred substantial sums to them. LGT assisted him in establishing
two foundations in 1985, using documents that gave Mr. Marsh and his
sons substantial control over the foundations and strong secrecy
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protections. By 2007, the assets in his four foundations had a combined
value of more than $49 million. Although LGT became a participant in
the QI Program in 2001, which requires foreign banks to report
information on accounts with U.S. securities, LGT did not report the
Marsh accounts. Instead it advised Mr. Marsh to divest his LGT
foundations of U.S. securities, and treated the accounts as owned by
non-U.S. persons, the Liechtenstein foundations that LGT had formed.
After Mr. Marsh’s death in 2006, the IRS apparently discovered the
Liechtenstein foundations. Mr, Marsh’s family is now in negotiation
with the IRS over back taxes, interest and penalties owed on the $49
million in undeclared assets.

Wu Accounts: Hiding Ownership of Assets. William S. Wuis a
U.S. citizen who was born in China and has lived for many years with
his family in New York. His sister is a U.S. citizen living in Hong
Kong. LGT helped Mr. Wu establish a Liechtenstein foundation in
1996, and a second one in 2006, while helping his sister establish a
Liechtenstein foundation that operated for four years, from 1997-2001,
before transferring its assets to another foundation in Hong Kong. LGT
documents indicate that these foundations were used to conceal certain
Wu ownership interests. For example, in 1997, three months after
forming his foundation, Mr. Wu pretended to sell his home in New York
to what appeared to be an unrelated party from Hong Kong. In fact, the
buyer, Tai Lung Worldwide Ltd., was a British Virgin Islands company
with a Hong Kong address, and it was wholly owned by a Bahamian
corporation called Sandaiwood International Ltd., which was, in turn,
wholly owned by Mr. Wu’s Liechtenstein foundation. His sister’s
foundation was used in a similar manner. In her case, the documents
indicate that her Liechtenstein foundation was the sole owner of a bearer
share corporation formed in Samoa, called Manta Company Ltd., which
owned a Hong Kong corporation called Bowfin Co. Ltd. which, in turn,
held real estate, a vehicle, a mobile telephone, and two bank accounts.
LGT documentation indicates that the bank was fully aware of these
arrangements and expressed no concerns. LGT documents also show
that Mr. Wu transferred substantial sums to his foundation and, over the
years, withdrew substantial amounts, ranging from $100,000 to $1.5
million at a time. In one instance, LGT arranged for Mr. Wu to
withdraw $100,000 using a HSBC bank check drawn on an LGT
correspondent account, which made the funds difficult to trace. By
2006, Mr. Wu's first foundation had been dissolved, while his second
foundation had assets in excess of $4.6 million.

Lowy Account: Using a U.S. Corporation to Hide
Beneficiaries. Frank Lowy, an Australian citizen, was a pre-existing
client of LGT when, in 1996, he formed a new Liechtenstein foundation
at LGT to benefit himself and his three sons, David, Peter, and Steven.



83
7

LGT documents show that Mr. Lowy informed LGT that he wished to
hide his ownership of the foundation assets from Australian tax
authorities, and rather than express concern, LGT took a number of
measures to accomplish that objective. LGT allowed the foundation
instruments to be signed, for example, not by the Lowys, but by a Lowy
family lawyer, J.H. Gelbard. LGT did not transfer assets from other
Lowy-affiliated entities directly to the new foundation, but instead
routed them through an offshore corporation, Sewell Services Ltd., to
prevent any direct link to other Lowy entities. The foundation
instruments did not name the Lowys as beneficiaries. Instead, the
foundation instruments included a complex mechanism providing that
the beneficiaries would be named by the last corporation in which
Beverly Park Corporation, formed in Delaware, held stock. Despite this
provision which authorized a future company to name the beneficiaries,
internal LGT documents were explicit that Mr. Lowy and his three sons
were the true beneficiaries of the foundation. Documents obtained by
the Subcommittee indicate that the Lowys exercised control over the
Beverly Park Corp. because it was ultimately owned by the Frank Lowy
Family Trust, and Peter Lowy, a U.S. citizen living in California, was
appointed the company’s president and director. In 2001, when the
Lowys decided to dissolve the foundation and move its assets to
Switzerland, Beverly Park Corp. formed a new British Virgin Islands
corporation named Lonas Inc., whose sole director and officer was the
Lowy family lawyer, J.H. Gelbard. After receiving instructions from
Lonas to send the foundation assets to accounts in Geneva that did not
bear the Lowy name, LGT telephoned David Lowy twice to confirm the
arrangements, recording one of those conversations. These telephone
calls indicate that LGT continued to view the Lowys as the true
beneficiaries of the foundation. In December 2001, LGT transferred
assets valued at about $68 million to a Geneva bank and dissolved the
foundation.

Greenfield Accounts: Pitching a Transfer to Liechtenstein.
Harvey and Steven Greenfield, father and son, are New York
businessmen who are longtime participants in the U.S. toy industry. In
1992, LGT helped Harvey Greenfield establish a Liechtenstein
foundation, for which he is the sole primary beneficiary and his son
holds power of attorney. This foundation used two British Virgin
Islands corporations as conduits to transfer funds, and at the end of
2001, had total funds of about $2.2 million. In March 2001, at its
Liechtenstein offices, LGT held a five-hour meeting with the
Greenfields attended by three LGT private bankers and Prince Philipp,
Chairman of the Board of the LGT Group and brother to the reigning
sovereign. The meeting was primarily a sales pitch to convince the
Greenfields to transfer to their LGT foundation assets valued at “around
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U.S. $30 million” from a Bank of Bermuda office in Hong Kong. An
LGT memorandum describing the meeting states:

“The Bank of Bermuda has indicated to the client that it would like
to end the business relationship with him as a U.S. citizen. Due to
these circumstances, the client is now on the search for a safe
haven for his offshore assets. ... There follows a long discussion
about the banking location Liechtenstein, the banking privacy law
as well as the security and stability, that Liechtenstein, as a
banking location and sovereign nation, can guarantee its clients.
The Bank ... indicate[s] strong interest in receiving the U.S. $30

million. ... The clients are very careful and eager to dissolve the
Trust with the Bank of Bermuda leaving behind as few traces as
possible.”

The LGT memorandum expresses no concern about Bank of Bermuda’s
decision to end its relationship with the Greenfields or their desire to
move their funds with “as few traces as possible.” The memorandum
shows that LGT uses its “banking privacy law” as a selling point,
employs the royal family to secure new business, and is more than
willing to provide advice and assistance to help U.S. clients move
substantial funds in secrecy.

Gonzalez Accounts: Inflating Prices and Frustrating
Creditors. Jorge and Conchita Gonzalez, and their son Ricardo,
operated a car dealership in the United States for many years. Beginning
in 1986, LGT helped them form two Liechtenstein foundations and two
Liechtenstein corporations primarily to assist their car dealership, which
was located in Puerto Rico and specialized in selling Volvos. Two of
these Liechtenstein entities provided financing for the dealership. One
of the Liechtenstein corporations, Auto und Motoren AG (AUM),
represented itself to Volvo as a “guarantor” of the dealership’s debts,
apparently without revealing that AUM and the dealership were both
beneficially owned by the Gonzalezes. As a result, Volvo sent AUM
copies of the invoices it sent the dealership for the cars being purchased
for sale in Puerto Rico. As disclosed in a civil lawsuit asserting that
Volvo, the dealership, and the Gonzalezes had fraudulently overcharged
for certain cars, AUM had not merely taken receipt of the Volvo
invoices, but had sent additional invoices to the dealership for selected
cars, specifying a higher cost for them than Volvo had charged. Because
of this “double invoicing scheme,” a jury found Volvo liable and
assessed damages of $130 million."* The court applied the same
damages to the dealership and Gonzalezes. The dealership declared
bankruptcy, and the Gonzalezes formed a new Liechtenstein foundation
to better hide their assets. LGT documents show that the bank was

' The fraud charges against Volvo were later dismissed in their entirety by the appellate court,
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aware of the litigation and, “[f]or the purpose of protection from
creditors, who are litigating the family in Puerto Rico,” helped the
Gonzalezes transfer assets from the prior foundation and companies to
the new entity. The Gonzalezes eventually settled the lawsuit for much
less. At the end of 2001, the new foundation’s accounts held assets with
a combined value of about $4.4 million.

Chong Accounts: Moving Funds Through Hidden Accounts.
Richard M. Chong is a U.S. citizen, California resident, and venture
capitalist. After his father died and left a Liechtenstein foundation to
Mr. Chong’s mother, LGT helped her reorganize it into four funds
benefiting herself and her three children. The funds, called “Fund
Mother,” “Fund Son R,” “Fund Daughter T,” and “Fund Son C,” held
assets that, in 2002, had a combined value of about $9.4 million. LGT
records show that, beginning in 1999, Mr. Chong moved large sums into
and out of the foundation accounts in transactions that appear related to
his business ventures. In 2004, LGT set up for the foundation’s
exclusive use what LGT has sometimes referred to as a “transfer
corporation” to help disguise asset flows into and out of a foundation’s
accounts. This transfer corporation acts as a pass-through entity that
breaks the direct link between the foundation and other persons with
whom it is exchanging funds, making it harder to trace those funds.
Here, LGT’s Hong Kong office acquired Apex Assets Ltd., using a
Hong Kong corporate service provider, arranged a mailing address in
Samoa, and opened a new account for Apex at the bank. Financial
documents show that, afterward, virtually all funds deposited into or
withdrawn from the foundation accounts were routed through Apex, a
practice that continued into 2007. In 2008, LGT notified Chong of the
disclosure of some of its accounts by a former employee, apologized,
and provided him with the names of several U.S. lawyers.

Miskin Accounts: Hiding Assets from Courts and a Spouse.
Michael Miskin, a U.K. citizen, has claimed residency in Bermuda, but
lived in California for a decade, from 1991 to 2002. In 2003, after his
wife of nearly 40 years filed for divorce, he effectively disappeared from
view, ignored court orders to transfer California real estate and £3
million in alimony to his ex-wife, and hid assets from the court in
offshore jurisdictions around the world, including possibly at LGT.
LGT documents show that, in the early 1990s, LGT helped Mr. Miskin
open an account in Liechtenstein and deposit millions of Swiss francs,
apparently transferred from another Liechtenstein bank that had been
disclosed to his wife’s legal counsel. In 1998, having obtained
information indicating that Mr, Miskin was hiding assets from his wife
and tax authorities, LGT nevertheless helped him form a Liechtenstein
foundation and transfer into its account his existing LGT funds, then
valued at nearly 10 million Swiss francs or $6.6 million. Also in 1998,
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Mr. Miskin purchased a $700,000 condominium in California, hiding his
ownership by making the purchase in the name of a Guernsey
corporation owned by a Guernsey trust. Despite evidence that he lived
in the condominium for years, Mr. Miskin denied being a U.S. resident;
an internal LGT memorandum noted approvingly: “The financial
beneficiary has his PLACE OF RESIDENCE IN BERMUDA and not in
the U.S. Hence, he pays no taxes in the U.S.I11!1!1” At the end 0of 2001,
$6 million in assets remained at LGT. In 2003, a UK. court ordered Mr.
Miskin to pay £3 million in alimony and transfer the California realty to
his ex-wife. He failed to acknowledge or comply with the court order.
‘When Ms. Miskin filed papers to enforce the U.K. court order in a
California court, Mr. Miskin unsuccessfully contested the case. In the
end, the U.S. court awarded Ms. Miskin the real estate, but she was
unable to obtain the alimony. The existence of the Liechtenstein
foundation and funds were not disclosed to the courts or his ex-wife.

These LGT accounts together portray a bank whose personnel too
often viewed LGT’s role as, not just a guardian of client assets or trusted
financial advisor, but also a willing partner to clients wishing to hide
their assets from tax authorities, creditors, and courts. In that context,
bank secrecy laws have served as a cloak not only for client misconduct,
but also for bank personnel colluding with clients to evade taxes, dodge
creditors, and defy court orders.

(2) UBS AG Case History

UBS AG of Switzerland is one of the largest financial institutions
in the world, and has one of the world’s largest private banks catering to
wealthy individuals. From at least 2000 to 2007, UBS made a concerted
effort to open accounts in Switzerland for wealthy U.S. clients,
employing practices that could facilitate, and have resulted in, tax
evasion by U.S. clients. These UBS practices included maintaining for
an estimated 19,000 U.S. clients “undeclared” accounts in Switzerland
with billions of dollars in assets that have not been disclosed to U.S. tax
authorities; assisting U.S. clients in structuring their accounts to avoid
QI reporting requirements; and allowing its Swiss bankers to market
securities and banking services on U.S. soil without an appropriate
license in apparent violation of U.S. law and UBS policy. In 2007, after
its activities within the United States came to the attention of U.S.
authorities, UBS banned its Swiss bankers from traveling to the United
States and took action to revamp its practices.

The information obtained by the Subcommittee about UBS
practices in the United States was obtained, in part, from former UBS
employee, Bradley Birkenfeld, a U.S. citizen who worked as a private
banker in Switzerland from 1996, until his arrest in the United States in
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2008. Mr. Birkenfeld worked for UBS in its private banking operations
in Geneva from 2001 to 2005, until he resigned from the bank. In 2007,
while in the United States, Mr. Birkenfeld provided documentation and
testimony to the Subcommittee related to his employment as a private
banker. In a sworn deposition before Subcommittee staff,

Mr. Birkenfeld provided detailed information about a wide range of
issues related to UBS business dealings with U.S. clients. In 2008, Mr.
Birkenfeld was arrested, indicted, and pled guilty to conspiring with a
U.S. taxpayer, Igor Olenicoff, to hide $200 million in assets in
Switzerland and Liechtenstein, and to evade $7.2 million in U.S. taxes.

Maintaining Undeclared Accounts with Billions in Assets.
From at least 2000 to 2007, UBS maintained Swiss accounts for
thousands of U.S. clients with billions of dollars in assets that have not
been disclosed to U.S. tax authorities. Although UBS AG signed a QI
agreement with the United States in 2001, UBS has never filed 1099
Forms reporting these accounts to the IRS, contending that these U.S.
client accounts fall outside its QI reporting obligations. UBS refers to
these accounts internally as “undeclared accounts.”

In response to Subcommittee inquiries, UBS has estimated that it
today has accounts in Switzerland for about 20,000 U.S. clients, of
which roughly 1,000 hold declared accounts and 19,000 hold undeclared
accounts that have not been disclosed to the IRS. UBS also estimates
that those accounts contain assets with a combined value of about 18.2
billion in Swiss francs or about $17.9 billion. UBS was unable to
specify the breakdown in assets between the undeclared and declared
accounts, except to note that the amount of assets in the undeclared
accounts would be much greater.

These figures suggest that the number of U.S. client accounts in
Switzerland and the amount of assets contained in those accounts have
increased significantly since 2002, when a UBS document reported that
the Swiss private banking operation then had more than 11,000 accounts
for clients in the United States and Canada, with combined assets in
excess of 20 billion Swiss francs or about $13.3 billion.

The UBS figures for 2008 are also consistent with internal UBS
documents from 2004 and 2005, which suggest that a substantial portion
of the UBS Swiss accounts opened for U.S. clients at that time were
undeclared, and that these undeclared accounts held more assets, brought
in more new money, and were more profitable for the bank than the
declared accounts. This information is contained in a set of monthly
reports for select months in 2004 and 2005, which tracked key
information for the Swiss accounts opened for U.S. clients, breaking
down the data for both declared and undeclared accounts. Each report
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appears to show substantially greater assets in the undeclared accounts
than in the declared accounts. In October 2005, for example, the data
indicates a total of about 18.5 billion Swiss francs of assets in the
undeclared accounts and 2.6 billion Swiss francs in the declared
accounts. The October 2005 report also suggests that the undeclared
accounts had acquired 1 billion Swiss francs in net new money for UBS,
while the declared accounts had collectively lost 333 million Swiss
francs over the same time period. The monthly reports also indicate that
UBS earned significantly more in revenues from the undeclared
accounts, For example, the October 2005 data shows that UBS obtained
year-to~-date revenues of about 180 million Swiss francs from the
undeclared accounts versus 22.1 million Swiss francs from the declared
accounts. These statistics suggest that the undeclared U.S. client
accounts were more popular and more lucrative for the bank.

In the recent U.S. criminal prosecution of Mr, Birkenfeld, the U.S.
Government filed a Statement of Facts, signed by Mr. Birkenfeld, stating
that UBS in Switzerland had “$20 billion of assets under management in
the United States undeclared business, which earned the bank
approximately $200 million per year in revenues.”

Ensuring Bank Secrecy. UBS has not only opened undeclared
Swiss accounts for U.S. clients, UBS has assured its U.S. clients with
undeclared accounts that U.S. authorities would not learn about them,
because the bank is not required to disclose them; UBS procedures,
practices and services protect against disclosure; and the account
information is further shielded by Swiss bank secrecy laws. In
November 2002, for example, senior officials in the UBS private
banking operations in Switzerland sent the following letter to U.S.
clients about their Swiss accounts which states in part:

“['W1e should like to underscore that a Swiss bank which runs
afoul of Swiss privacy laws will face sanctions by its Swiss
regulator. ... [I]t must be clear that information relative to your
Swiss banking relationship is as safe as ever and that the
possibility of putting pressure on our U.S. units does not change
anything. ...

“UBS (as all other major Swiss banks) has asked for and obtained
the status of a Qualified Intermediary under U.S. tax laws. The QI
regime fully respects client confidentiality as customer information
are only disclosed to U.S. tax authorities based on the provision of
a W-9 form. Should a customer choose not to execute such a form,
the client is barred from investments in US securities but under no
circumstances will his/her identity be revealed. Consequently,
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UBS’s entire compliance with its QI obligations does not create the
risk that his/her identity be shared with U.S. authorities.”

This letter plainly asserts that UBS will not disclose to the IRS a Swiss
account opened by a U.S. client, so long as that account contains no U.S.
securities, even if UBS knows the accountholder is a U.S. taxpayer
obligated under U.S. law to report the account and all income to the IRS.

UBS not only maintained secret, undeclared accounts for U.S.
clients, it also took steps to assist its U.S. clients to structure their Swiss
accounts to avoid QI reporting requirements. UBS informed the
Subcommittee that, after it joined the QI Program in 2001, and informed
its U.S. clients about its QI disclosure obligations, many U.S. clients
elected to sell their U.S. securities so that their identities would not be
disclosed to the IRS under the QI agreement UBS told the
Subcommittee that, in 2001, these U.S. clients sold over $2 billion in
U.S. securities from their Swiss accounts to avoid QI reporting. UBS
allowed these U.S. clients to continue to maintain accounts in
Switzerland, and helped them reinvest in other types of assets that did
not trigger reporting obligations to the IRS, despite evidence that the
U.S. clients were using the accounts to hide assets from the IRS. In
addition, UBS told the Subcommittee that, in 2001, at least 250 of its
U.S. clients with Swiss accounts opened new accounts in the names of
offshore corporations, trusts, foundations, or other entities, and
transferred assets including, in a number of instances, U.S. securities
from their personal accounts to those new accounts. UBS treated the
new accounts as held by non-U.S. persons whose identities did not have
to be disclosed to the IRS, even though UBS knew that the true
beneficial owners were U.S. persons. UBS was unable to estimate for
the Subcommittee by the time this Report was prepared the total volume
of assets that were transferred to these new accounts in 2001, although it
said it was working to gather that data.

The Subcommittee also asked UBS whether, after 2001, its Swiss
employees had assisted any U.S. clients to avoid QI reporting
requirements, either by opening accounts with no U.S. securities or
opening accounts in the names of foreign entities that, as non-U.S.
persons, were not required to be disclosed to the IRS. UBS told the
Subcommittee that it did not have reliable data on the extent to which its
Swiss employees may have continued to engage in this conduct from
2002 to the present.

These facts indicate that, soon after it joined the QI Program, UBS
helped its U.S. clients structure their Swiss accounts to avoid reporting
billions of dollars in assets to the IRS. Among other actions, UBS
allowed U.S. clients to establish offshore structures to assume nominal
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ownership of their assets and allowed U.S. clients to continue to hold
undisclosed accounts that were not reported to the IRS. Such actions,
while not per se violations of the QI Program, were aimed at
circumventing its intended purpose of increasing disclosure of U.S.
client accounts, and led to the formation of offshore structures and
undeclared accounts that could facilitate, and have resulted in, tax
evasion by U.S. clients.

The Statement of Facts in the Birkenfeld criminal case
characterizes these actions as follows: “By concealing the U.S. clients’
ownership and control in the assets held offshore, defendant Birkenfeld,
the Swiss Bank, its managers and bankers evaded the requirements of
the Q.Iisprogram, defrauded the IRS and evaded United States income
taxes.”

Targeting U.S. Clients. Although UBS has extensive banking and
securities operations in the United States that could accommodate its
U.S. clients, from at least 2000 to 2007, UBS directed its Swiss bankers
to target U.S. clients to open more bank accounts in Switzerland. Until
recently, UBS encouraged its Swiss bankers to travel to the United
States to recruit new U.S. clients, organized events to help them meet
wealthy U.S. individuals, and set annual performance goals for obtaining
new U.S. business. UBS Swiss bankers also marketed securities and
banking products and services while in the United States, and accepted
orders for securities transactions from clients in the United States,
without an appropriate license and in apparent violation of U.S. law and
UBS policy.

U.S. securities law prohibits persons from advertising securities
products or services or executing securities transactions within the
United States, unless registered with the Securities and Exchange
Commission (SEC). In addition, securities products offered to U.S.
persons must comply with U.S. securities laws, which generally means
they must be registered with the SEC, a condition that may not be met
by non-U.S. securities, mutual funds, and other investment products.
State securities laws may have similar prohibitions. Moreover, U.S. tax
laws may require foreign financial institutions to report sales of non-
U.S. securities on 1099 Forms if the sales are effected in the United
States, such as through a broker physically in the United States or
telephone calls or emails originating in the United States. In addition,
although UBS AG is itself licensed to operate as a bank and broker-
dealer in the United States, its banking and securities licenses do not
extend to its non-U.S. offices or affiliates providing services to U.S.
residents.

'* United States v. Birkenfeld,” Statement of Facts, (6/19/08).
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To avoid violating U.S. law, exceeding their licenses, or triggering
1099 reporting requirements, since at least 2002, UBS has maintained
written policies restricting the marketing and client-related activities that
may be undertaken in the United States by UBS bankers from outside of
the country. For example, 2002 UBS guidelines instruct its Swiss
bankers to ensure that there is “no use of US mails, e-mail, courier
delivery or facsimile regarding the client’s securities portfolio;” “no use
of telephone calls into the US regarding the client’s securities portfolio;”
“no account statements, confirmations, performance reports or any other
communications” while in the United States; “no further instructions ...
from ... clients while they are in the US;” “no marketing of advisory or
brokerage services regarding securities;” “no discussion of or delivery of
documents concerning the client’s securities portfolio while on visits in
the US;” “no discussion of performance, securities purchased or sold or
changes in the investment mandate for the client” while in the United
States; and “no delivery of documents regarding performance, securities
purchased or sold or changes in the investment mandate for the client.”
The 2004 and 2007 versions of this UBS policy are even more
restrictive.

Despite these explicit and extensive restrictions on allowable U.S.
activities, from at least 2000 to 2007, UBS routinely authorized and paid
for its Swiss bankers to travel to the United States to develop new
business and service existing clients. In his deposition, Mr. Birkenfeld
told the Subcommittee that, during his four years at UBS, the private
bankers from Switzerland who targeted U.S. clients typically traveled to
the United States four to six times per year, using their trips to recruit
new clients and provide financial services to existing clients. He
estimated: “As I remember, there [were] around 25 people in Geneva,
50 people in Zurich, and five to ten in Lugano. This is a formidable
force.”

Mr. Birkenfeld testified that UBS also provided its Swiss bankers
with tickets and funds to go to events attended by wealthy U.S.
individuals, so that they could solicit new business for the bank in
Switzerland. He said that UBS sponsored U.S. events likely to attract
wealthy clients, such as the Art Basel Air Fair in Miami; performances
in major U.S. cities by the UBS Vervier Orchestra featuring talented
young musicians; and U.S. yachting events attended by the elite Swiss
yachting team, Alinghi, which was also sponsored by UBS. A UBS
document laying out marketing strategies to attract U.S. clients confirms
that the bank “organized VIP events” and engaged in the “Sponsorship
of Major Events” such as “Golf, Tennis Tournaments, Art, Special
Events.” This document even identified the 25 most affluent housing
areas in the United States to provide “targeted locations where to
organize events,”
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To gauge the extent of UBS efforts to target U.S. clients while on
U.S. soil, the Subcommittee conducted an analysis of more than 500
travel records compiled by the Department of Homeland Security, at the
Subcommittee’s request, of persons travelling from Switzerland to the
United States from 2001 to 2008, to identify UBS Swiss bankers who
serviced U.S. clients. The Subcommittee determined that, from 2001 to
2008, roughly 20 UBS Swiss client advisors made an aggregate total of
over 300 visits to the United States. Only two of these visits took place
from 2001 to 2002; the rest occurred from 2003 to 2008. On several
occasions, the visits appear to have involved multiple client advisors
travelling together to UBS-sponsored events in the United States. Some
of these client advisors designated their visits as travel for a non-
business purpose on the 1-94 Customs declaration forms that all visitors
must complete prior to entry into the United States. Closer analysis,
however, reveals that the dates and ports of entry for such trips
coincided with the UBS-sponsored events, suggesting the visits were, in
fact, business-related. The data also disclosed UBS bankers who made
regular U.S. visits. One UBS employee, for example, travelled to the
United States three times per year, at roughly four-month intervals, from
2003 to 2007. Another senior UBS Swiss private bank official — Michel
Guignard ~ visited the United States nearly every other month for a
significant portion of the period examined by the Subcommittee. Martin
Liechti, an even more senior Swiss private banking official who heads
Wealth Management Americas, visited the United States up to eight
times in a year.

NNM Performance Goals. UBS not only encouraged its Swiss
bankers to travel to the United States to recruit new U.S. clients, it also
assigned its Swiss bankers specific performance goals for bringing new
money into the bank from the United States. Mr. Birkenfeld told the
Subcommittee that, during his tenure at the bank, his superiors at UBS
assigned him a specific monetary goal, referred to as a “net new money”
(NNM) target, that he was expected to bring into the bank by the end of
the year from U.S. clients. He said that a NNM target was assigned to
each Swiss Client Advisor who dealt with U.S. clients, depending upon
their seniority and past performance. He told the Subcommittee that it
was his “job as a private banker ... to bring in net new money ...
probably $50 million a year or $40 million.”

A 2007 email from Mr. Liechti indicates that the bank’s focus on
net new money continued after Mr. Birkenfeld left UBS in 2005. His
email wishes his colleagues a “Happy New Year” and then urges them
to increase their NNM efforts. He states:
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“The markets are growing fast, and our competition is catching up.
... The answer to guarantee our future is GROWTH. We have
grown from CHF 4 million per Client Advisor in 2004 to 17
million in 2006. We need to keep up with our ambitions and go to
60 million per Client Advisor! ...

“In the Chinese Horoscope, 2007 is the year of the pig. In many
cultures, the pig is a symbol for ‘luck’. While it’s always good to
have [a] bit of luck, it is not luck that leads to success. Success is
the result of vision and purpose, hard work and passion. ...
Together as a team I am convinced we will succeed!”'®

The Liechti email indicates that in two years, from 2004 to 2006, UBS
Swiss bankers had quadruplied the amount of net new money being
drawn into UBS from the “Americas,” and that the bank’s management
sought to quadruple that figure again in a single year, 2007. This email
helps to convey the pressure that UBS placed on its Swiss private
bankers to bring in new money from the United States into Switzerland.

Mr. Birkenfeld told the Subcommittee that the overall effort of the
UBS Swiss private banking operation to secure U.S. clients was the most
extensive he had observed in his 12 years working in Swiss private
banking. He said the Swiss bankers he worked with typically had an
“existing book of business,” with numerous U.S. clients, and “a very
regimented cycle of going out and acquiring new clients, taking care of
your existing clients, make sure the revenue was there.” He described
one private banker who would see as many as 30 or 40 existing clients
on a single trip. He said, “This was a massive machine. I had never
seen such a large bank making such a dedicated effort to market to the
U.S. market.”

A UBS business plan for the years 2003 through 2003, provides
context for the Swiss focus on obtaining U.S. clients. This document
observes that “31% of World’s UHNWIs [Ultra High Net Worth
Individuals] are in North America (USA + Canada).” It also observes
that the United States has 222 billionaires with a combined net worth of
$706 billion. This type of information helps explain why UBS dedicated
significant resources to obtaining U.S. clients for its private banking
operations in Switzerland. It also explains why the Swiss effort to
attract billions to their tax haven may have contributed to the huge tax
loss to the U.S. treasury.

Servicing U.S. Clients with Swiss Accounts. UBS not only
allowed U.S. clients to open undeclared accounts in Switzerland, it also
took steps to ensure that its Swiss bankers serviced their U.S. clients in

' Email from Martin Liechti re “Happy New Year”; addressees not specified (undated).
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ways that minimized disclosure of information to U.S. authorities. Mr.
Birkenfeld told the Subcommittee that UBS private bankers were
supposed to keep a low profile during their business trips to avoid
attracting attention from U.S. authorities. He noted, for example, that
UBS business cards did not include a reference to a private banker’s
involvement in “wealth management.” He also said that some UBS
Swiss private bankers who visited the United States on business told
U.S. customs officials that they were instead in the country for non-
business reasons. UBS also provided its private bankers with explicit
training on how to detect — and avoid — surveillance by U.S. customs
agents and law enforcement officers, and how to react if confronted.

Protecting client-specific account information was also a concern.
Mr. Birkenfeld explained, for example, that client account statements
were normally kept in Switzerland rather than mailed to the United
States. He said that Swiss bankers traveling to the United States to meet
with specific clients took elaborate measures to disguise or encrypt the
account information they brought with them, to prevent it from falling
into the wrong hands. He said, for example, some bankers took “cryptic
notes” of the account information, created handwritten spreadsheets with
no identifying information other than a code name, or used computers
equipped to receive only highly encrypted information that, allegedly,
“[e]ven if the [U.S.] Customs opened it, for instance, they wouldn’t see
anything.”

Mr. Birkenfeld also told the Subcommittee that, despite U.S. laws
and UBS policies restricting securities activities that could be
undertaken in the United States by non-U.S. personnel, some UBS Swiss
bankers communicated with their U.S. clients by telephone, fax, mail
and email, to market securities products and services, and to carry out
securities transactions. The facts suggest, until recently, UBS was not
enforcing its own policies. This lack of enforcement, in turn, raises
concerns that UBS Swiss bankers with U.S. clients may have been
routinely violating UBS policy and U.S. law.

Olenicoff Accounts. These concerns are further illustrated by the
recent criminal prosecution involving UBS accounts opened in
Switzerland by Mr. Birkenfeld for Igor Olenicoff. Mr. Olenicoff is a
billionaire real estate developer, U.S. citizen, and restdent of Florida and
California. From 2001 until 2005, Mr. Birkenfeld and Mario Staggl, a
trust officer from Liechtenstein, helped Mr. Olenicoff open multiple
bank accounts in the names of offshore companies he controlled at UBS
in Switzerland and Neue Bank in Liechtenstein. For a time, Mr.
Olenicoff was Mr. Birkenfeld’s largest private banking client. To
service these accounts, Mr. Birkenfeld met with Mr. Olenicoff in the
United States and elsewhere, communicated with him by telephone, fax,
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and email in the United States, and advised him on how to avoid
disclosure of his accounts and assets to the IRS. In 2007, Mr. Olenicoff
pled guilty to one criminal count of filing a false income tax return by
failing to disclose the foreign bank accounts he controlled. He was
sentenced to two years probation and 120 hours of community service,
and paid six years of back taxes, interest, and penalties totaling $52
million. In 2008, Mr. Birkenfeld pled guilty to conspiring with Mr.
Olenicoff to defraud the IRS and avoid payment of taxes owed on $200
million in assets hidden in accounts in Switzerland and Liechtenstein.
Their alleged co-conspirator, Mr. Staggl, remains at large in
Liechtenstein.

2007 Overhaul. In November 2007, after its U.S. activities had
come to the attention of U.S. authorities, UBS imposed a travel ban
prohibiting its Swiss bankers from going to the United States. In
addition, UBS re-issued a policy statement with more extensive
restrictions on allowable activities within the United States by its non-
U.S. personnel. UBS is currently under investigation by the SEC, IRS,
and Department of Justice.

C. Report Findings and Recommendations

Based upon its investigation, the Subcommittee staff makes the
following findings of fact and recommendations.

Report Findings

Based upon its investigation, the Subcommittee staff makes the
following findings of fact.

1. Bank Secrecy. Bank secrecy laws and practices are serving as
a cloak, not only for client misconduct, but also for misconduct
by banks colluding with clients to evade taxes, dodge creditors,
and defy court orders.

2. Bank Practices That Facilitate Tax Evasion. From at least
2000 to 2007, LGT and UBS employed banking practices that
could facilitate, and have resulted in, tax evasion by their U.S.
clients, including assisting clients to open accounts in the names
of offshore entities; advising clients on complex offshore
structures to hide ownership of assets; using client code names;
and disguising asset transfers into and from accounts.

3. Billions in Undeclared U.S. Client Accounts. Since 2001,
LGT and UBS have collectively maintained thousands of U.S.
client accounts with billions of dollars in assets that have not
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been disclosed to the IRS. UBS alone has accounts in
Switzerland for an estimated 19,000 U.S. clients with assets
valued at $18 billion. The IRS has identified at least 100
accounts with U.S. clients at LGT.

4. QI Structuring. LGT and UBS have assisted their U.S. clients
in structuring their foreign accounts to avoid QI reporting to the
IRS, including by allowing U.S. clients who sold their U.S.
securities to continue to hold undisclosed accounts and by
opening accounts in the name of non-U.S. entities beneficially
owned by U.S. clients. While these banking practices did not
technically violate the banks” QI agreements, the result is that
the banks helped keep accounts secret from the IRS and thereby
facilitated tax evasion by their U.S. clients,

Report Recommendations

Based upon its investigation and factual findings, the
Subcommittee staff makes the following recommendations.

1. Strengthen QI Reporting of Foreign Accounts Held by U.S.
Persons. In addition to prosecuting misconduct under existing
law, the Administration should strengthen the Qualified
Intermediary Agreement by requiring QI participants to file
1099 Forms for: (1) all U.S. persons who are clients {whether
or not the client has U.S. securities or receives U.S. source
income); and (2) accounts beneficially owned by U.S. persons,
even if the accounts are held in the name of a foreign
corporation, trust, foundation, or other entity. The IRS should
also close the “QI-KYC Gap” by expressly requiring QI
participants to apply to their QI reporting obligations all
information obtained through their Know-Your-Customer
procedures to identify the beneficial owners of accounts.

2. Strengthen 1099 Reporting. Congress should strengthen the
statutory 1099 reporting requirements by requiring any domestic
or foreign financial institution that obtains information that the
beneficial owner of a foreign-owned financial account is a U.S.
taxpayer to file a 1099 Form reporting that account to the IRS.

3. Strengthen QI Audits. The IRS should broaden QI audits to
require bank auditors to report evidence of fraudulent or illegal
activity.

4. Penalize Tax Haven Banks That Impede U.S. Tax
Enforcement. Treasury should penalize tax haven banks that



97
21

impede U.S. tax enforcement or fail to disclose accounts held
directly or indirectly by U.S. clients by terminating their QI
status, and Congress should amend Section 311 of the Patriot
Act to allow Treasury to bar such banks from doing business
with U.S. financial institutions.

5. Attribute Presumption of Control to U.S, Taxpayers Using
Tax Havens. Congress should amend U.S. tax laws to create a
presumption in enforcement proceedings that legal entities, such
as corporations, trusts, and foundations, are under the control of
the U.S. persons who formed them, sent them assets, or received
assets from them, where those entities are located or operating
in an offshore secrecy jurisdiction.

6. Allow More Time to Combat Offshore Tax Abuses.
Congress should extend from three years to six years the
amount of time the IRS has after a return is filed to investigate
and propose assessments of additional tax if the case involves
an offshore tax haven with secrecy laws and practices.

7. Enact Stop Tax Haven Abuse Act. Congress should enact the
Stop Tax Haven Abuse Act to strengthen the United States’
ability to combat offshore tax abuse.

1. BACKGROUND
A. The Problem of Offshore Tax Abuse

Each year, the United States loses an estimated $100 billion in tax
revenues due to offshore tax abuses.'” These funds represent a
substantial portion of the annual U.S. tax gap, which is the difference
between what U.S. taxpayers owe and what they pay, most recently
estimated by the IRS at $345 billion,'®

In 2006, the Subcommittee released a report and held a hearing on
six case studies showing how a mature offshore industry, using an
armada of tax attorneys, accountants, bankers, brokers, corporate service
providers, trust administrators, and others, aggressively promotes the use
of tax havens to U.S. citizens as a means to avoid U.S. taxes."” In one
case history, from 1992 to 2003, two brothers from Texas created a

Y7 See footnote 1, supra, explaining the basis for this $100 billion estimate,

' «Using Data from the Internal Revenue Service’s National Research Program to Identify
Potential Opportunities to Reduce the Tax Gap,” Government Accountability Office, Report No.
GAO-07-423R (3/15/07) at 1 (conveying the IRS estimate of the annual U.S. tax gap at $345
billion).

' See Subcommittee 2006 Tax Haven Abuse Hearing.
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network consisting of 58 offshore trusts and corporations, transferred
$190 million in assets to that network, and directed the investment of
those offshore assets, without paying taxes on either the initial transfers
or the offshore income of more than $600 million subsequently
generated.”® Three other case histories showed how U.S. businessmen
used offshore trusts and shell companies to hide substantial funds and
other assets from U.S. tax authorities.”’ The remaining two case
histories focused on how a U.S. offshore promoter helped U.S. citizens
open offshore accounts and establish offshore structures, while a U.S.
securities firm used offshore entities and a phony offshore securities
portfolio in an abusive tax shelter that offset billions of dollars in taxable
income within the United States.”

The 2006 Subcommittee hearing focused primarily on the roles
played by U.S. professionals, such as tax attorneys, accountants,
investment advisors, and bankers, in assisting U.S. taxpayers in moving
assets offshore and using those offshore assets to further their personal
or business aims. The roles played by tax haven professionals and
financial institutions received less extensive review. The Liechtenstein
tax scandal and the arrest of a former UBS private banker, however,
demonstrate anew the key role played by tax haven financial institutions
in facilitating, knowingly or unknowingly, U.S. tax dodges.

B. Initiatives To Combat Offshore Tax Abuse

Concerns about offshore tax abuses and the role of tax havens in
facilitating tax evasion are longstanding. This Subcommittee held a
hearing in 1983 on U.S. taxpayers using offshore secrecy jurisdictions to
hide assets and evade U.S. taxes.” Over the years, the United States and
the international community have undertaken an array of initiatives to
combat offshore tax abuses. In recent years, this effort has intensified.
A brief summary of major initiatives over the last ten years to combat
offshore tax abuses follows.

Tax Information Exchange Agreements. One major effort
undertaken by the United States to combat offshore tax abuse is its
ongoing work to obtain tax treaties or tax information exchange
agreements (TIEAs) with foreign countries.”* A major objective of these

P d (see case history involving Sam and Charles Wyly).
*! 1d. (see case historics involving Robert Holliday, Kurt Greaves, and Walter Anderson).
21d. (see case histories involving the Equity Development Group and the POINT Strategy).

¥ “Crime and Secrecy: The Use of Offshore Banks and Companies,” hearing before the U.S,
Senate Permanent Subcommittee on Investigations, S. Hrg. 98-151 (March 15, 16 and May 24,
1983).

* The United States generally enters into a tax treaty with a country to establish maximum rates
of tax for certain types of income, protect persons from double taxation, arrange for tax
information exchange, and resolve other tax issues. In the casc of a country with nominal or no
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treaties and agreements is to establish arrangements for the United States
to obtain information from its counterpart to advance its tax enforcement
efforts, >

The United States has entered into more than 60 tax treaties with
other countries.”® A U.S. Model Income Tax Convention establishes the
basic format and provisions that the United States seeks to include in its
tax treaties.”” Article 26 of the Model Convention focuses on tax
information exchange. The model Article 26 states that the treaty
partners “shall exchange such information as may be relevant for
carrying out the provisions of this Convention or of the domestic laws of
the Contracting States concerning taxes of every kind ... including
information relating to the assessment or collection of, the enforcement
or prosecution in respect of, or the determination of appeals in relation
to, such taxes.” Article 26 requires the treaty partners to protect the
confidentiality of the information received from the other country and to
disclose the information only to persons, administrative bodies, and
courts involved in tax administration. Article 26 also allows a treaty
partner to refuse to share information in certain limited circumstances,
such as if obtaining the information would be at variance with the
country’s laws,

In addition, the United States has entered into more than 20 TIEAs,
many with known tax havens. TIEAs first came into use about 20 years
ago, after Congress enacted a 1983 law authorizing the U.S. Treasury
Department to negotiate bilateral or multilateral tax information
exchange agreements with certain countries in the Caribbean and Central
America.?® TIEAs received another boost in 2000, when the

taxes, however, the United States may forego addressing a full range of tax issues and instead
seek to enter into simply a tax information exchange agreement. See “Offshore Tax Evasion:
Stashing Cash Overseas,” hearing before the Senate Committee on Finance (5/3/07) (hereinafter
“Finance Committee 2007 Hearing on Offshore Tax Evasion™), prepared testimony of Treasury
Acting International Tax Counsel John Harrington, at 3.

%5 The United States has identified three primary forms of information exchange: (1) exchange
of information on request, in which the tax authorities of one country request specific
information about specific taxpayers from the tax authorities of the second country; (2)
automatic exchange of information, in which the tax authorities of one country routinely provide
detailed information about a class of taxpayers, such as information detailing the interest,
dividends, or royalties payments made to those taxpayers during a specified period; and (3)
spontaneous exchange of information, in which the tax authorities of one country pass on
information obtained in the course of administering its own tax laws to the tax authorities of
another country without having been asked. Id. U.S. tax treaties typically encompass all three
types of information exchange. Id.

26 See list of tax treaties on IRS website at www.irs.gov (viewed 6/17/08).
77 See copy of this Model Convention on IRS website (viewed 6/17/08).

8 See Caribbean Basin Initiative of 1983, P.L. 98-67, 97 Stat. 396, at § 222. See also 26 U.S.C.
§§ 274(h)(6)(C) and 927(e). This statutory framework initially authorized the Treasury Secretary
to conclude agreements with countries in the Caribbean Basin (thereby qualifying such countries
for certain benefits under the Caribbean Basin Initiative) but later expanded this authority to
conclude TIEAs with any country.
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Organization for Economic Cooperation and Development (OECD)
began obtaining written commitments from a number of offshore
jurisdictions promising to enter into tax information exchange
agreements with other countries in order to avoid being identified as an
uncooperative tax haven.”

TIEAS, by their nature, are more limited than tax treaties, since
they deal with only one issue, tax information exchange. Typically,
TIEAs require the tax authorities of the two countries to agree to
exchange information upon request in both criminal and civil tax
matters. The parties also typically promise to provide the requested
information whether or not the person at issue is a resident or citizen of
either country, and whether or not the matter would constitute a
violation of the tax laws of the country being asked to supply the
information. In addition, the parties typically promise to provide each
other with the requested information regardless of laws or practices
relating to bank secrecy.

For many years, few offshore tax havens would agree to enter into
a tax treaty or TIEA with the United States requiring the exchange of tax
information. During the Bush Administration, however, the Treasury
Department made a concerted effort to obtain TIEAs with known tax
havens, in an effort to strengthen their cooperation with U.S. tax
enforcement efforts. Since 2000, the Bush Administration has signed
more than a dozen TIEAs. Many of these TIEAs have only recently
gone into effect, and opinion is divided on whether tax havens are fully
complying with the agrecments.*

A few countries that have resisted signing either a tax treaty or
TIEA with the United States have instead entered into tax information
exchange arrangements as part of a Mutual Legal Assistance Treaty
(MLAT).”' MLATS typically establish the parameters for the signatory
countries to cooperate in criminal investigations and prosecutions. By
using this mechanism to respond to tax information requests, the
signatory country agrees to provide tax information only in criminal tax
matters. Since most U.S. tax matters are handled in civil rather than

9 See discussion of OECD initiative on uncooperative tax havens, infra.

N For example, the OECD noted last year that some tax havens that made written commitments
to enter into TIEAs have not done so, and that countries that signed a TIEA have sometimes
refused or delayed producing requested information. Finance Committee 2007 Hearing on
Offshore Tax Evasion, prepared testimony of OECD Center for Tax Policy Director Jeffrey
Owens, at 9; “OECD Signals Plan to Renew Efforts Against Non-Cooperative Jurisdictions,”
BNA Report on International Tax & Accounting, No. ISSN 1522-8800 (10/15/07).

*! Some countries have both a MLAT and a tax treaty or tax information exchange agreement
with the United States.
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criminal proceedings, this approach severely restricts tax information
exchanges between the two countries.’

Liechtenstein has never entered into either a tax treaty or TIEA
with the United States.”> In 2002, Liechtenstein did enter into a MLAT
with the United States, and agreed to participate in tax information
exchanges in the context of criminal proceedings.34 Under the MLAT,
Liechtenstein agreed to provide assistance in U.S. criminal matters
where the conduct at issue “constitutes tax fraud, defined as tax evasion
committed by means of the intentional use of false, falsified or incorrect
business records or other documents, provided the tax due ... is
substantial.”** Diplomatic notes exchanged in connection with the
MLAT list five types of intentional conduct that presumptively qualify
as “tax fraud” entitled to assistance under the treaty, including the
preparation or filing of false documents, the destruction of records, or
the concealment of assets.”®

Switzerland has a longer history of cooperation with the United
States on tax matters, although, like Liechtenstein, that cooperation has
been limited to criminal tax matters. Switzerland first entered into a tax
treaty with the United States in 1951.%" Under that treaty, Switzerland
agreed to exchange information only in criminal cases involving “tax
fraud,” a criminal offense narrowly defined in Swiss law.*® In 1996,

32 A 2007 assessment by the OECD of 82 countries found that 17 countries, all known tax
havens, have limited their participation in tax information exchanges to criminal tax matters. Sec
“Tax Co-operation: Towards a Level Playing Field - 2007 Assessment by the Global Forum on
Taxation,” Report No. ISBN-978-92-64-03902-5 {October 2007).

3 Liechtenstein is currently in negotiation with the United States regarding a possible tax treaty
or tax information exchange agreement.

34 “Treaty between the United States of America and the Principality of Liechtenstein on Mutual
Leal Assistance in Criminal Matters,” (signed 7/8/02) (hercinafter “United States-Liechtenstein
MLAT”), reprinted in a Message from the President of the United States to the U.S. Senate
transmitting the MLAT, Treaty Doc. 107-16 (9/5/02). Prior to the MLAT, Liechtenstein had
provided legal assistance to the United Statcs in criminal matters on the basis of a diplomatic
agreement. After the attack on the United States on 9/11/01, however, the United States made a
concerted effort to obtain formal MLAT agreemecnts with a number of countries, including
Liechtenstein.

*5 Letter of Submittal by the UL.S. Secretary of State to the President regarding the United States-
Liechtenstein MLAT (8/14/02), reprinted in Trealy Doc. 107-16 (9/5/02), at VL.

1.

" In addition to this tax treaty, in 1973, Switzerland entered into a Mutual Legal Assistance
Treaty with the United States. That MLAT, however, by its terms, generally excludes
“violations with respect to taxes,” and so is not used for assistance in tax matters. Treaty
between the United States of America and the Swiss Confederation on Mutual Assistance in
Criminal Matters, (1/23/77), 273 UST 2019, at Artiele 2. Switzerland also has a 1981 domestic
law allowing “International Mutual Assistance in Criminal Matters,” but that law is difficult to
use since it is confined to criminal cases, is limited to document and testimony requests, and
allows muitiple appeals within Switzerland. Subcommittee meeting with the Embassy of
Switzerland (7/10/08).

* See, e.g., J. Springer, “An Overview of International Evidence and Asset Gathering in Civil
and Criminal Tax Cases,” 22 Geo. Wash. I. Int't L. & Econ. 277, 303-8 (1988); Aubert, “The
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Switzerland and the United States updated the tax treaty and, among
other changes, modernized the tax information exchange provisions.”® A
revised Article 26 now states that the treaty partners “shall exchange
such information ... as is necessary for carrying out the provisions of the
present Convention or for the prevention of tax fraud or the like.”*® A
Protocol agreed to in connection with the revised tax treaty provides a
new definition of “tax fraud” than what was applied in the earlier tax
treaty or in Swiss law. The Protocol states that “the term ‘tax fraud’
means fraudulent conduct that causes or is intended to cause an illegal
and substantial reduction in the amount of the tax paid.”*' The Protocol
also states: “Fraudulent conduct is assumed in situations when a
taxpayer uses, or has the intention to use a forged or falsified document
... or, in general, a false piece of documentary evidence, and in
situations where the taxpayer uses, or has the intention to use a scheme
of lies (‘Lugengebaude’) to deceive the tax authority.” The U.S. State
Department, when submitting the new treaty for ratification by the U.S.
Senate, stated that the new provisions had “significantly expand[ed] the
scope of the exchange of information between the United States and
Switzerland.”** Other observers, while conceding the improvements
achieved in the 1996 tax treaty, remain critical of Swiss assistance in
U.S. tax matters.

Qualified Intermediary Program. In addition to its systematic
effort to obtain tax treaties or tax information exchange agreements with
foreign governments, the United States launched a new initiative in
2000, which took effect in 2001, cailed the Qualified Intermediary (QI)
Program.” The QI Program is intended to encourage foreign financial
institutions to report U.S. source income to the IRS and withhold taxes
on that income as required by U.S. tax law. Thousands of foreign
financial institutions have become voluntary QI participants.**

Limits of Swiss Banking Secrecy Under Domestic and International Law,” 273 Int'f Tax & Bus.
Law. 273, 286-88 (1984); J. Knapp, “Mutual Legal Assistance Treaties as a Way to Pierce Bank
Secrecy,” Case W. Res. J. Int'1 L. 405-8, 418-20 (1988). Tax evasion is an administrative
offense, not a criminal offense in Switzerland. The only tax-related crime in Switzerland is for
“tax fraud,” which is difficult to establish.

* See “Convention between the United States of America and the Swiss Confederation for the
Avoidance of Double Taxation with respect to Taxes on Income,” (signed 10/2/96) (hereinafter
“United States-Switzerland Tax Convention™), reprinted in a Message from the President of the
United States to the U.S. Senate transmitting the Convention and a related Protocol, Treaty Doc.
105-8 (6/25/97).

41d., Artiele 26 (1).

1., Protocol (10).

42 Letter of Submittal by the U.S. Secretary of State to the President regarding the United
States-Switzerland Tax Convention (10/2/96), reprinted in Treaty Doc. 105-8 (6/25/97), at VI

* For more information about the QI Program, see 26 U.S.C. §§1441-43; Treas. Reg. §1.1441-
1(e}(5); Revenue Procedure 2000-12, 2000-4 L. R.B. 387.

**IRS briefing on the QI Program provided to the Subcommittee (5/9/08).
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The QI Program is focused primarily on U.S. source income.*’

U.S. source income refers to income that originates in the United States,
such as dividends paid on U.S. stock; capital gains paid on sales of U.S.
stock or real estate; royalties paid on U.S. assets; rent paid on U.S.
property; interest paid on U.S. deposits; and other types of “fixed,
determinable, annual, or periodic income.”*® Most of this income, when
paid to a U.S. person, is taxable; most of it is not taxable when paid to a
non-U.S. person, in an apparent effort to attract foreign investment to the
United States. But a few categories of U.S. source income, such as U.S.
stock dividends, are taxable even when paid to a non-U.S. person.

The QI Program seeks to enlist foreign financial institutions in the
U.S. effort to collect and remit U.S. taxes owed primarily on U.S. source
income, by offering participating institutions reduced paperwork and
disclosure obligations. The QI Program applies only to foreign financial
institutions that buy and sell U.S. securities on behalf of their clients
through securities accounts opened at U.S. financial institutions.
Treasury regulations, which took effect in 2001, require U.S. financial
institutions to withhold 30 percent of the income earned on U.S.
investments maintained in a foreign financial account, unless the foreign
financial institution provides the U.S. withholding agent with the names
of the beneficial owners of the accounts.” In effect, these regulations
require foreign financial institutions doing business with U.S, financial
institutions to disclose their clients by name or risk 30 percent of their
client’s income being withheld by the U.S. financial institution. Even
with this 30 percent penalty, many foreign financial institutions were
reluctant to provide their client names, not only because it opened the
door to competition from the U.S. financial institution over the clients,
but also because it undermined bank secrecy. The QI Program was
designed, in part, to resolve this dilemma for foreign financial
institutions.

To participate in the QI Program, a foreign financial institution
must voluntarily sign a 65-page standardized agreement with the IRS."
By signing the agreement, the foreign financial institution agrees to act
as the U.S. withholding agent and comply with the withholding

* The QI Agreement also requires the reporting of two other categories of income: (1) proceeds
from the sale of non-U.S. securities if the sale was effected by a broker within the United States;
and (2) foreign source income, such as dividends, interest, rents, royalties or other fixed,
determinable, annual, or periodic income, if that foreign income is paid in the United States.
See Treas. Reg. §§ 1.6045-1(a)(1), 1.6042-3(b), 1.6049-5(b)(6); *“U.S. Tax and Reporting
Obligations for Foreign Intermediaries” Non-U.S. Securities,” 47 Tax Notes Int’l 913 (9/3/07).

*® See, ¢.g., Treas. Reg. §1.6042-3 (a) and (b) on dividends, Treas. Reg. §§1.6049-1(a)(1) and
1.6049-5(b)(6) on interest payments.

" Treasury Regulations 1.1441-1, et seq., adopted in T.D. 8881, 2000-1 C.B. 1158 (5/15/2000).

* For a copy of the standardized agreement and country-specific forms, see the IRS website at
ww.irs.gov; or Rev. Proc. 2000-12, 200-4 IRB 387, which includes a model QI agreement.
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obligations set out in U.S. tax law for certain clients. In addition, it must
have “Know-Your-Customer” (KYC) procedures in place that ensure the
foreign financial institution verifies and documents the beneficial owner
of any account at its institution.

To carry out its withholding obligations, the foreign financial
institution agrees to obtain a W-9 or W-8BEN Form from all of its
clients who buy or sell U.S. securities through any account for which the
foreign financial institution is a designated QI participant. These forms,
which each client must fill out and provide to the foreign financial
institution, identify the client as either a U.S. or non-U.S. person.49 For
every client who completes a W-9 Form — indicating the client is a U.S.
person — the foreign financial institution agrees to file an annual,
individualized 1099 Form with the IRS, reporting the client’s name,
taxpayer identification number, and all “reportable payments” made to
the client’s accounts.”® In contrast, for every non-U.S. person filing a
W-8BEN Form, the foreign financial institution is not required to file an
individualized 1042S Form reporting account information to the IRS.
Instead, QI participants calculate the “reportable amounts” of U.S.
source income paid to all of their non-U.S. accounts in the QI Program,
file a single 1042 Form for each category of U.S. source income paid to
those accounts — also called “pooled reporting” — and remit any withheld
taxes to the IRS on an aggregated basis.

The 1042 Forms filed by QI participants for non-U.S.
accountholders do not contain any client names or client-specific
information; instead each form contains a single aggregate figure for a
single category of U.S. source income paid by the foreign financial
institution during the year to all of its non-U.S. accountholders that
traded U.S. securities. The foreign financial institution is also allowed
to remit the withheld taxes in aggregated amounts to the IRS, with no
breakdown for individual clients. For example, in the case of U.S. stock
dividends, the QI participant would report the total amount of dividend

* W-9 Forms must be filed for “U.S. persons,” defined as U.S. citizens and U.S. resident alicns;
corporations, partnerships, and associations organized under U.S. law; domestic estates; and
domestic trusts. See W-9 Form, Request for Taxpayer Identification Number and Certification
(Rev. 10-2007), General Instructions. W-9 Forms ask an accountholder to provide their name,
address, account numbers, and Taxpayer Identification Number (TIN). W-8 Forms are filed for
non-U.8S. persons. W-8BEN Forms are filed for non-U.S. persons who beneficially own an
account opened in the name of an intermediary, such as a bank, attorney, trustee, corporation,
trust, or foundation. See W-8BEN Form, Certificate of Foreign Status of Beneficial Owner for
United States Tax Withholding (Rev. 2-2006). These forms ask the accountholder to provide
their name, address, and the country where they reside.

30 «Reportable payments” include several categories of income: (1) “reportable amounts,” which
are U.S. source payments such as interest, dividends, rents, royalties and other fixed,
determinable, annual, or periodic income; (2) sales of foreign securities if effected in the United
States; and (3) foreign-source interest, dividends, rents, royalties, or other fixed, determinable,
annual, or periodic inconte, if paid in the United States. See, e.g., “U.S. Tax and Reporting
Obligations for Foreign Intermediaries’ Non-U.S. Securities,” 47 Tax Notes Int’l 913 (9/3/07).
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payments made to all of its non-U.S. accountholders during the year on a
single 1042 Form, and would remit 30 percent of that total to the IRS,
without providing any client-specific information. The practical effect,
in the words of one Liechtenstein bank, was to preserve bank secrecy for
non-U.S. accountholders, since the foreign financial institution was
under no obligation to disclose any client names.”'

Because U.S. securities transactions are configured, bought, and
sold in U.S. dollars, foreign financial institutions are required to execute
U.S. securities transactions through dollar accounts at U.S. financial
institutions. Ifa foreign financial institution participates in the QI
Program, it can designate these accounts as “QI Accounts.” If the
foreign financial institution does not participate in the program, it has
only “Non-QI” or “NQI Accounts.” Foreign financial institutions are
required to designate each securities account they maintain with a U.S.
financial institution as either a QI or NQI Account. With both types of
accounts, the foreign financial institution internally tracks the dividends
derived from U.S. securities and other U.S. source income paid to
individual client accounts. With a NQI Account, the foreign financial
institution must provide those individual client names to the U.S.
financial institution, which in turn reports and remits withholding taxes
to the IRS. But with a QI Account, the foreign financial institution may
submit to the IRS forms using pooled reporting and aggregate
withholdings, without disclosing the names of any non-U.S. persons
holding U.S. securities. These financial institutions are thus allowed to
withhold their client names from the IRS (and their American
competitors) while maintaining the same access to the U.S. securities
market — one of the world’s most lucrative — as U.S. financial
institutions.

To ensure that the program is operating as intended, QI
participants agree to an auditing regime. Generally, audits under the QI
Program are conducted by external auditors chosen by the QI
participant. Audits are intended to ensure that QI participants adhere to
the standards and procedures set forth in the QI agreement. So that QIs
are able to maintain client secrecy, the IRS does not have access to the
raw information reviewed by the external auditor, although the IRS sets
the audit parameters, reviews the qualifications of the external auditor,
and determines whether the auditor faces any impediments such that
they cannot accurately review the QI participant’s performance. Audits
are conducted in the second and fifth years of the QI agreement, with
audit reports remitted to the IRS. If an audit report raises concerns

3! See “Qualified Intermediary (QI)” presentation prepared by Brigitte Amold of LGT Bank of
Liechtenstein, (September 14-15, 2001) at 11 (“Conclusion[:] The application of the QI Rules
from the banking perspective; was it worth it? Yes, because there is No Banking Secrecy
without QI Status.™).
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within the IRS, a second phase audit is ordered, focusing on the areas of
concern. Should the concerns continue, a third phase is ordered.
According to a December 2007 review of the QI Program by the U.S.
Government Accountability Office (GAO), “high rates of documentation
failure, underreporting of U.S. source income, and underwithholding”
are the three most common reasons for third phase reviews.”* Failure to
satisfactorily resolve the concerns — or submit timely-filed audit reports
— results in termination of the relevant QI agreement.

In its review of the QI Program, GAO found that the QI agreement
is silent on whether external auditors must perform additional
procedures “if information indicating that fraud or illegal acts that could
materially affect the results of the [audit] come to their attention.””
GAO’s analysis indicates that, under the current QI agreement, auditors
are not required to, and generally do not, follow-up on indications of
fraud or illegal acts by the QI participant.”

Since the inception of the QI program, about 7,000 foreign
financial institutions have signed QI agreements and participated in the
program.” Due to mergers, withdrawals, and terminations, the IRS
estimates that about 5,500 QI agreements are now active. The IRS
estimates that about 100 foreign financial institutions have been
involuntarily terminated from the QI program since its inception, for
inadequate compliance, failed audits, or similar problems.™ In
Liechtenstein, 13 of its 15 banks have signed QI agreements; in
Switzerland, virtually all major banks are QI signatories.

The QI Program has now been in effect for seven years, and
evidence is emerging that some foreign financial institutions have been
manipulating their QI reporting obligations to avoid reporting U.S. client
accounts to the IRS. In its December 2007 study, for example, GAO
discusses foreign accounts held in the name of foreign corporations,
noting that “establishing a foreign corporation provides a mechanism for
shielding the identity of the owner.”” GAO explains further:

2 «“Tax Compliance: Qualified Intermediary Program Provides Some Assurance That Taxes on
Foreign Investors are Withheld and Reported, but Can Be Improved,” (December 2007), GAO
Report No. GAO-08-99 (hereinafter “2007 GAO Report on QI Program™) at 26.

S 1d. at 27.

** Last week, the IRS held a teleconference with major accounting firms to discuss the QI
Program and QI audits. The IRS spokesperson was quoted as saying IRS officials, including the
IRS Commissioner, “had a good discussion about the role the accounting community plays with
qualified intermediaries.” “IRS Commissioner Shulman, LMSB Officials Discuss QI Program
with Accounting Firms,” Daily Report for Executives, BNA (7/9/08), No. I1SSN 1523-567X , at
1.

% IRS briefing on the QI Program provided to the Subcommittee (5/9/08).
56

1d.
572007 GAQ Report on QI Program, at 21 (initial caps removed).
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“U.S. tax law enables the owners of offshore corporations to shield
their identities from IRS scrutiny, thereby providing U.S. persons a
mechanism to exploit for sheltering their income from U.S.
taxation. Under current U.S. tax law, corporations, including
foreign corporations, are treated as the taxpayers and the owners of
assets of their assets and income. Because the owners of the
corporation are not known to [the] IRS, individuals are able to hide
behind the corporate structure.”*

GAO warns that the consequence under the QI Program is that “U.S.
persons may evade taxes by masquerading as foreign corporations.”

GAO states: “Even if withholding agents learn the identities of the
owners of foreign corporations while carrying out their due diligence
responsibilities, they do not have a responsibility to report that
information to IRS.”® To the contrary, GAO observes that “IRS
regulations permit withholding agents (domestic and QIs) to accept
documentation declaring corporations’ ownership of income at face
value, unless they have ‘a reason to know’ that the documentation is
invalid.”®' GAO observes that the QI agreement “implicitly” requires
foreign financial institutions to use their Know-Y our-Customer
documentation to assess the validity of a W-8 certificate, but concludes
there is no requirement that foreign corporations beneficially owned by
U.S. persons be treated as U.S. accountholders that have to be disclosed
to the IRS.*

GAO notes that where a foreign corporation is owned by a U.S.
person, the U.S person has the legal obligation to report the corporate
ownership and any taxable income to the IRS on their personal tax
returns. GAO also notes that “compliance in reporting income to IRS is
poor when there is no third party reporting to IRS.”” The GAO report
determines that, in 2003, foreign corporations received roughly $200
billion in U.S. source income, representing nearly 70% of all U.S. source
income reported that year. GAO calculates that only about $2 billion in
tax revenue was paid on that income, reflecting a withholding rate of
1.4% and treaty benefits of $57 billion.** GAO concludes that it is
unclear what proportion of the beneficial owners of these foreign
corporations were U.S. persons who had failed to report their income.
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These and other QI abuses® have led the IRS to consider
strengthening the QI agreement to ensure that more foreign accounts
beneficially owned by U.S. persons are disclosed to the IRS.

OECD Uncooperative Tax Haven Initiative. The United States
has used tax treaties, TIEAs, and the QI Program to improve tax
enforcement outside of the United States. A number of multilateral
initiatives to curb international tax evasion have also been undertaken
over the past ten years.

One of the most visible of recent international efforts to curb
international tax evasion has been led by the OECD, a coalition of 30
nations, including the United States, committed to democratic
governments and market economies. In 1996, in part at the urging of the
United States, the OECD formed a working group called the Forum on
Harmful Tax Competition to curb “harmful preferential tax regimes” and
“harmful tax practices” that hurt efforts by individual countries to
enforce their tax laws.

In 1998, the OECD issued a report which, among other matters,
criticized tax havens that failed to cooperate with international tax
enforcement efforts by refusing to provide requested information.”® In
2000, the OECD published a second report focused in particular on how
bank secrecy laws in many tax havens impeded their cooperation with
international tax information requests. The report stated that all OECD
countries should “permit tax authorities to have access to bank
information, directly or indirectly, for all tax purposes so that tax
authorities can fully discharge their revenue raising responsibilities and
engage in effective exchange of information.”®’

As aresult of these two reports, in mid-2000, the OECD published
a list of 35 offshore jurisdictions that it planned to include in a
subsequent list of “uncooperative tax havens,” unless the countries made
written commitments to exchange information in international criminal
tax matters by December 2003, and in international civil tax matters by
December 2005.° The OECD defined a “tax haven” as a country with

% See, e.g., id. at 20 (identifying additional QI abuses such as $11 billion in payments made to
accounts in “undisclosed jurisdictions” and $7 billion in payments to “unknown recipients” that
should have led to 30% withholding, but actually resulted in withholding rates of about 3%).

4 «“Harmful Tax Competition: An Emerging Global Issue,” issued by the OECD (1998).

6 “Improving Access to Bank Information for Tax Purposes,” issued by the OECD (2000), at
9 20. In 2004, this standard was incorporated into paragraph 5 of Article 26 of the OECD Model
Tax Convention on Income and on Capital.

88 See OECD report, “Towards Global Tax Co-operation: Progress in Identifying and
Eliminating Harmful Tax Practices,” (June 2000), reprinted in the Subcommittee 2001 Offshore
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no or nominal taxation, ineffective tax information exchange with other
countries, and a lack of transparency in its tax or regulatory regime,

. . . . . 59

including excessive bank or beneficial ownership secrecy.

Many countries did not want to appear on either the OECD’s list of
35 offshore jurisdictions or its subsequent list of uncooperative tax
havens. To avoid being included on the list of 35 offshore jurisdictions,
six countries, Bermuda, the Cayman Islands, Cyprus, Malta, Mauritius,
and San Marino, gave the OECD signed commitment letters in early
2000, promising to provide effective tax information exchange in
criminal and civil matters by the specified deadlines.” In response, the
OECD omitted these countries from the list of 35. To avoid appearing
on the list of uncooperative tax havens, other countries provided similar
commitment letters to the OECD in 2000 and 2001, and the OECD
agreed to omit them from the list of uncooperative tax havens being
prepared.

Despite wavering support from the United States for the OECD
effort,” by 2002, 28 of the original 35 offshore jurisdictions identified
by the OECD had committed to providing effective information
exchange in criminal and civil tax matters by the specified dates.”” The
result was that only seven countries were actually named on the OECD’s
official list of uncooperative tax havens made public in mid-2002.”
Over time, four of the seven countries made the required commitments,
so that, by 2008, the OECD list had shrunk to just three countries,
Liechtenstein, Monaco, and Andorra. To date, these three countries
have continued to refuse to agree to provide tax exchange information
with other countries in civil and criminal matters.”

Over the same period it was developing the lists of offshore
jurisdictions and uncooperative tax havens, the OECD took a number of
steps to advance global tax information exchange. In 2000, it

Tax Haven Hearing record, 125-152, at 140; and chart prepared by the Subcommittee entitled,
#2000 OECD List of Offshore Tax Havens,” at 91,

% Finance Committee 2007 Hearing on Offshore Tax Evasion, prepared testimony of OECD
Center for Tax Policy Director Jeffrey Owens, at 5.

M
' See Subcommittee 2001 Offshore Tax Haven Hearing.

7 These 28 countrics were in addition to the 6 countries that, in early 2000, had committed to tax
information exchange in civil and criminal matters to avoid being included in the list of 35
offshore jurisdictions.

7 «List of Unco-operative Tax Havens,” issued by OECD (April 2002).

™ In June 2008, however, Liechtenstein announced that it had concluded negotiation on an anti-
fraud agreement with the European Union and its member states. The agreement would
strengthen information exchange related to tax offenses. See press release, “Liechtenstein
Strengthens European Tax Cooperation with Anti-Fraud Agreement,” Liechtenstein Government
Press Office (6/27/08).
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established the Global Forum on Taxation, with participants drawn from
OECD member countries and non-member offshore jurisdictions, to
discuss transparency and tax information exchange issues. In 2002, the
OECD issued a model tax information exchange agreement that
countries could sign on a bilateral or multilateral basis to meet their
commitments to tax information exchange.” In 2004, to further
promote the OECD’s work, the G20 Finance Ministers issued a
communiqué supporting the OECD’s tax information exchange initiative
and model agreement.”

In 2006, the OECD issued a new report assessing the legal and
administrative frameworks for tax transparency and tax information
exchange in 82 countries.”” The purpose of this assessment was to help
the OECD determine “what is required to achieve a global level playing
field in the areas of transparency and effect exchange of information for
tax purposes.”’® In October 2007, the OECD updated its 82-country
assessment.”” The OECD wrote:

“Significant restrictions on access to bank [information] for tax
purposes remain in three OECD countries (Austria, Luxembourg,
Switzerland) and in a number of offshore financial centres (e.g.
Cyprus, Liechtenstein, Panama and Singapore). Moreover, a
number of offshore financial centres that committed to implement
standards on transparency and the effective exchange of
information standards developed by the OECD’s Global Forum on
Taxation have failed to do s0.”®

OECD-led efforts to promote tax information exchange are
ongoing. In March 2007, the OECD sponsored a series of meetings
among more than 100 tax inspectors from 36 countries to discuss
aggressive tax planning schemes seen within their jurisdictions.
According to top OECD officials, the meetings indicated that key

7 See OECD Model Agreement on Exchange of Information on Tax Matters (April 2002), text
available at www.oecd.org/ctp/hip. This modcl agreement, with revisions adopted in 2004, is
also included in Article 26 of the OECD Model Tax Convention on Income and on Capital,
which is similar to the U.S. Model Income Tax Convention.

7% G20 Communiqué (October 2005) issued in association with November 2004 meeting of G20
Finance Ministers. See also Gleneagles Communiqué, paragraph 14(i), issued by the G/8 Heads
of Government at the Gleneagles Summit (July 2005); communiqué issued in association with
the Saint Petersburg Summit (July 2006).

77 «Tax Co-operation: Towards a Level Playing Field - 2006 Assessment by the OECD Global
Forum on Taxation,” Report No. ISBN-92-64-024077 (May 2006).

®1d. at7.

™ “Tax Co-operation: Towards a Level Playing Field — 2007 Assessment by the Global Forum
on Taxation,” Report No. ISBN-978-92-64-03902-3, issued by the OECD (Qctober 2007).
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clements in most of these tax dodges could be traced to tax havens.* In
January 2008, the OECD held discussions among its members on taking
“defensive measures” against tax havens that refuse to cooperate with
tax information requests.*> Some OECD members have also recently
called for a reinvigorated list of uncooperative tax havens to include
countries that, despite a written commitment, have failed to provide tax
information upon request in criminal and civil matters.”

EU Savings Directive. In addition to the OECD initiative, another
highly visible multinational effort to promote tax information exchange
and international tax enforcement cooperation is the European Union
Savings Directive. This EU Directive focuses on the problem of
European Union (EU) residents who open up a savings account in an EU
country other than their home jurisdiction, in an attempt to hide assets
and dodge taxes.

In essence, the EU Directive establishes a legal framework for EU
countries to participate in automatic exchanges of information to identify
EU residents with savings accounts in EU countries other than their
home jurisdiction and to disclose the amount of interest payments made
to those savings accounts. The aim of the EU Directive is to implement
a European Commission principle that “all citizens resident in a Member
State of t?f European Union should pay the tax due on all their savings
income.”

The EU Savings Directive was formally adopted by the European
Commission in 2003, took effect on July 1, 2005, and sponsored the first
automated exchange of information among EU countries in 2006.% Of
the 27 EU Member States, 24 participate in the automatic exchanges of
information, which take place at least once per year.*® Information is
exchanged in a standardized format that specifies the identity and
country of residence of the individual who received the interest
payments, the amount of interest paid, and the types of debt claims that

¥ See, e.g., “Offshore Financial Centers Playing Key Role In Aggressive Tax Plans, OECD
Official Says,” BNA Daily Report for Executives (3/27/07).

82 «“OECD Signals Plan to Renew Efforts Against Non-Cooperative Jurisdictions,” BNA Report
on International Tax & Accounting, No. ISSN 1522-8800 (10/15/07).

8 See id ; Finance Committee 2007 Hearing on Offshore Tax Evasion, prepared testimony of
OECD Center for Tax Policy Director Jeffrey Owens, at 9,

# Rules applicable to the EU Savings Directive, European Commission Taxation and Customs
Union Directorate website, http://ec.europa.ew/taxation _customs/taxation/personal_tax/savings_
tax/rules_applicable/index_en.htm referencing 1999 European Council meeting in Helsinki
(viewed 6/11/08)(hereinafter “ECTCU Website™).

% See Council Directive 2003/48/EC (adopting the Savings Directive); Council Decision
2004/587/EC (setting a July 1, 2005 deadline for compliance).

86 «Savings Taxation: frequently asked questions,” MEMO/05/228 (6/30/05), ECTCU Website
(viewed 6/11/08).
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gave rise to the interest. Reportable payments include interest paid on
cash deposits, corporate or government bonds, negotiable debt securities,
and investment funds. Other types of payments are not covered, such as
stock dividend payments, income paid from insurance or pension
products, or interest payments from certain bonds.”’ In addition, the EU
Directive applies only to savings accounts held by individuals; it does
not apply to accounts held by corporations, trusts, foundations, or other
legal entities.

Three EU members, Austria, Belgium, and Luxembourg, currently
do not participate in the EU Directive’s automatic information
exchanges. Instead, under a special arrangement approved as part of the
Directive, these three EU countries levy a withholding tax on the interest
payments made to nonresident individuals and, once per year, remit 75%
of the amounts withheld to the individuals’ reported state of residence.®®
The three countries are allowed to retain 25% of the amount withheld to
cover their administrative costs of applying the withholding tax.* The
three countries are not required to provide client-specific information to
any other country, such as the names of the individuals who received the
interest payments or the amounts of interest paid; they are thereby able
to preserve bank secrecy.

The option provided to these three countries of providing withheld
taxes instead of information about the nonresident individuals who
received interest payments is described in EU materials as a temporary
arrangement during a “transitional period.”*® During the transitional
period, the three countries are supposed to impose a 15% withholding
tax on the interest payments for the first three years the EU Directive is
in effect, a period that ended on June 30, 2008. For the next three years,
until June 30, 2011, the three countries are supposed to impose a 20%
withholding tax. Thereafter, they are supposed to impose a 35%
withholding tax which is intended to be sufficiently high to discourage
international tax evasion.”!

The transitional period does not have a specified ending date, but
is designed to continue until the three EU countries, Austria, Belgium,
and Luxembourg, as well as six other countries, Andorra, Liechtenstein,
Monaco, San Marino, Switzerland, and the United States, agree to

87 .
8 Council Directive 2003/48/EC.

¥ “Savings Taxation: frequently asked questions,” MEMO/05/228 (6/30/05), ECTCU Website
(viewed 6/11/08).
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exchange tax information upon request, as set out in the OECD Model
Agreement for exchanging information in tax matters.”

The EU Savings Directive applies to all 27 countries in the
European Union. By agreement, it also applies to a number of countries
outside the European Union, including ten overseas dependent territories
associated with the United Kingdom and the Netherlands,” as well as
Andorra, Liechtenstein, Monaco, San Marino, and Switzerland. Four of
these non-EU countries, Anguilla, Aruba, the Cayman Islands, and
Montserrat, have agreed to participate in the Directive’s automatic
information exchanges.”* The rest, however, comply with the EU
Savings Directive in the same manner as Austria, Belgium, and
Luxembourg, by applying a withholding tax during the specified
transitional period rather than by supplying information about
nonresident individuals who received interest payments on savings
accounts within their jurisdictions.

The EU is currently in discussions to extend the Savings Directive
to Hong Kong, Macao, and Singapore as well.”

The EU Savings Directive is required to be reviewed every three
years. After the Liechtenstein tax scandal erupted, Germany requested
that the review examine whether the Directive should be expanded to
cover more types of payments, such as stock dividends and capital gains;
and more types of accountholders such as shell companies, trusts,
foundations, and other legal entities being used by individuals to hide
assets and dodge taxes.”® This discussion is ongoing.

.

% These countries are Anguiila, Aruba, the British Virgin Islands, the Cayman Islands,
Guernsey, the Isle of Man, Jersey, Montserrat, the Netherlands Antilles, and the Turks & Caicos
Islands. Id.

% g,

% 1d. In 2001 and 2002, the United States proposed regulations to require U.S. financial
institutions to report to the IRS payments made to accounts held by residents of other countries
in the same manner they report payments made to accounts held by U.S. persons. Treasury
Proposed Rule No. 126100-00, “Guidance on Reporting of Deposit Interest Paid to Nonresident
Aliens,” 66 Fed. Reg. 3925 (2001); corrected by 66 Fed. Reg. 15820 and 66 Fed. Reg. 16019;
withdrawn and replaced by Treasury Proposed Rule No. 133254-02, “Guidance on Reporting of
Deposit Interest Paid to Nonresident Alicns,” 67 Fed. Reg. 50386 (2002). These regulations, if
finalized, would have enabled the IRS to participate in automatic exchanges of information with
16 countries to identify accounts held by U.S. citizens in those countries for tax purposes,
including a number of EU countries. The proposed regulations, however, have never been
finalized. At the current time, the only country with which the United States engages in routine,
automatic information exchanges on financial accounts for tax purposes is Canada, 26 CFR
§1.6049-8(a).

% See, . g., Bertrand Benoit, “Germany secks EU tax haven crackdown,” Finaneial Times,
(3/2/08).
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Joint International Tax Enforcement Efforts. A final set of
international tax initiatives that have intensified in recent years involve
joint initiatives among various groups of countries to coordinate and
enhance their tax enforcement efforts.

In 2004, for example, four countries, Australia, Canada, the
United Kingdom, and the United States, established a Joint International
Tax Shelter Information Centre (JITSIC) to identify, develop, and share
information on a real-time basis about cross-border abusive tax schemes.
A Washington, D.C. office was established to house tax personnel from
all four countries. In May 2007, Japan accepted an invitation to become
the fifth member of ITSIC, and a second JITSIC office was opened in
London. JITSIC personnel exchange information on an ongoing basis
about abusive tax schemes, their promoters, and participants. Among
other actions, JITSIC has tackled abusive tax schemes involving
retirement account withdrawals, highly structured financing transactions
designed to generate inappropriate foreign tax credit benefits, and
futures and options transactions designed to generate phony tax losses.”’
The IRS has testified that JITSIC has “sharply improved” IRS
knowled%e and understanding of these complex crossborder tax
schemes.”

In 2006, the tax administrators of ten countries formed the “Leeds
Castle Group” to meet regularly and discuss issues of global and
national tax administration, including mutual compliance challenges.
The countries participating in this effort are Australia, Canada, China,
France, Germany, India, Japan, South Korea, the United Kingdom, and
the United States. This group is actively promoting international tax
cooperation.

In addition, since 2002, the OECD has sponsored the Forum on
Tax Administration, a group consisting of the tax administrators from its
30 member nations and several other countries. This Forum has
promoted dialogue between tax administrators to identify good tax
administration practices and promote tax enforcement. The Forum has
focused to date on: (1) developing a directory of aggressive tax
planning schemes to help identify trends and countermeasures; (2)
examining the role of tax intermediaries, such as lawyers and
accountants, in facilitating tax evasion; (3) expanding 2004 Corporate
Governance Guidelines to encourage companies to issue a set of tax
principles to guide their tax activities; and (4) improving the training of
tax officials, especially on international tax matters.

7 See, e.g., “Joint International Tax Shelter Information Centre Expands and Opens a Second
Office in the United Kingdom,” IRS Press Release No. IR-2007-104, (5/23/07).

% Finance Committee 2007 Hearing on Offshore Tax Evasion, prepared statement of IRS
Commissioner Mark Everson, at 9.
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C. Tax Haven Banks and Offshore Tax Abuse

Over the past 30 years, dozens of countries have declared
themselves tax havens and have authorized nominal or no taxation of
assets transferred to their financial institutions by residents of other
countries. These countries have enacted laws enabling nonresidents to
form at minimal cost companies, trusts, foundations, and other legal
entities to hold their assets in financial accounts protected by secrecy
laws and practices enforced with criminal and civil penalties. Trillions
of dollars in individual and corporate assets have since been deposited at
financial institutions within these tax havens, too often as part of an
effort by the beneficial owner to hide assets and dodge taxes in their
home jurisdictions.

Increasingly, countries facing substantial tax evasion have taken
actions to protect themselves from tax haven financial institutions that,
knowingly or unknowingly, are facilitating tax dodging by nonresidents.
These actions include participation in a wide range of international tax
initiatives, from tax information exchange agreements, to the QI
Program for foreign financial institutions, the OECD uncooperative tax
haven initiative, the European Union Savings Directive, and various
cooperative multinational tax enforcement initiatives.

The Liechtenstein tax scandal and the recent U.S. indictment of a
Swiss banker and a Liechtenstein trust officer illustrate the scope of the
problems facing countries trying to enforce their tax laws. They also
demonstrate the need to strengthen existing international tax initiatives.

III. LGT BANK CASE HISTORY

The first case history examined in the Subcommittee investigation
involves LGT Bank, a leading Liechtenstein financial institution that is
owned by and financially benefits the Liechtenstein royal family. The
evidence indicates that from at least 1998 to 2007, LGT has established
practices and financial structures that could facilitate, and in some
instances have resulted in, tax evasion by U.S. clients. These LGT
practices include allowing U.S. citizens to maintain billions of dollars in
assets in accounts not disclosed to U.S. tax authorities; advising U.S.
clients on the use of complex offshore structures to hide their ownership
of assets; and arranging client accounts and assets to avoid reporting
requirements under the QI Program that would otherwise disclose the
accounts and assets to U.S. authorities.
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A. LGT Bank Profile

LGT Bank in Liechtenstein Ltd. (LGT Bank) is the largest
indigenous bank in Liechtenstein.”® It specializes in providing wealth
management services to high net worth individuals and families, and
currently manages about €63 billion in client assets.'® It has
subsidiaries and affiliates in about a dozen countries, including Austria,
the Cayman Islands, Germany, Ireland, Singapore, and Switzerland.
The Chief Executive Officer of the bank is Prince Max von und zu
Liechtenstein, the second son of Prince Hans-Adam II, current reigning
sovereign of Liechtenstein.'"'

LGT Bank is part of the LGT Group Foundation (LGT Group),
which is the “Wealth & Asset Management Group of the Princely House
of Liechtenstein.”'® LGT Group is owned and controlled by the royal
family in Liechtenstein, which has managed it for more than 70 years as
a family business.'” The LGT Group currently administers assets
valued at about 100 billion Swiss francs.'®*

LGT Group offers a wide range of banking, investment, and trust
services. Its primary components include LGT Bank, LGT Treuhand
AG, LGT Trust Management Company, LGT Capital Management Ltd.,
LGT Capital Partners Ltd., LGT Private Equity Advisers Ltd., and LGT
Financial Services Ltd.'"” LGT Capital Management, LGT Capital
Partners, and LGT Private Equity Advisers offer investment services.
LGT Treuhand AG and LGT Trust Management Company, along with
multiple subsidiaries and affiliates, offer formation and management
services such as establishing trusts, companies, or foundations;
providing trustees, trust protectors, company officers and directors, or
foundation board members; and administering the structures set up by
LGT clients.'”®

% LGT Bank was formerly known as the Liechtenstein Global Trust Bank.

19 «Tyax Haven Liechtenstein,” public television documentary produced by Frontal 21 in
Germany (3/25/08).

1! The full name of Prince Max is His Serene Highness Maximilian Nikolaus Maria von und zu
Liechtenstein. The full name of Prince Hans-Adam is His Serene Highness Johannes Adam
Ferdinand Alois Josef Maria Marko d’ Aviano Pius von und zu Liechtenstein.

26T Group Annual Report 2007.

914 a5, 7. LGT Group is wholly owned by the Prince of Liechtenstein Foundation, whose
beneficiaries are members of the royal family, primarily Prince Hans-Adams, }d.at7. The
Chairman of the Board of Trustees of the LGT Group is Prince Philipp von und zu Liechtenstein,
brother of Prince Hans-Adam. The Chief Executive Officer of LGT Group is Prince Max von
und zu Liechtenstein, the second son of Prince Hans-Adam,

104 Id. at 3; www.lgt.com, “Business performance and strategic outlook,” “LGT Group: key data
as at 31 December 2007 (viewed 5/27/08).

"% LGT Group Annual Report 2007, at 44-45, 78-79.

1% [ GT Group Portrait brochure (2007) at 15.
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Altogether, LGT Group has more than 1,600 employees at 29
locations in Europe, Asia, the Middle East, and the United States.'” In
the United States, its key financial institution is LGT Capital Partners
(USA) Inc. located in New York City. LGT Capital Partners (USA) Inc.
is characterized in the LGT Group Annual Report as offering “research
services,” and is not registered with the U.S. Securities and Exchange
Commission (SEC) as either a broker-dealer or investment advisor.

In a recent brochure entitled “The Liechtenstein Trust Enterprise,”
apparently issued by members of the LGT Group, one page near the end
of the brochure lists “Arguments in favour of Liechtenstein and the
Liechtenstein Trust Enterprise.”'” The page states that the Principality
of Liechtenstein has “[e]conomic and political stability,” “[h]igh-quality
financial services,” “[d]ecades of tradition in asset management and
asset structuring,” “a liberal legal framework,” and “[s]trict laws on
professional secrecy for banks and trustees.” It also notes that the
Liechtenstein trust enterprise is an “[e]fficient instrument for protecting
assets from undesirable access” while offering “[d]iscretion and
anonymity.”

B. LGT Accounts With U.S. Clients

The Liechtenstein tax scandal became public after a former LGT
employee provided tax authorities around the world with data on about
1,400 persons with accounts at LGT Bank in Liechtenstein. The
Subcommittee was able to obtain copies of more than 12,000 pages of
internal LGT documents, dated from the mid-1990s to 2002, relating to
clients connected to the United States. Some of these clients were U.S.
citizens or permanent residents; some lived or worked in the United
States; some owned real estate or a business in the United States; and
some had children or close relatives who were U.S. citizens or residents
and were also beneficial owners or beneficiaries of LGT account assets.
While some of these clients appear to have opened LGT accounts that
served a legitimate purpose, others appear to have used the accounts to
hide assets and dodge U.S. taxes.

The Subcommittee investigated a number of LGT accounts with
U.S. beneficial owners or beneficiaries. To investigate these accounts,
the Subcommittee reviewed the internal LGT documentation it had
obtained, and spoke with the former LGT employee who had released
the documentation. The Subcommittee also contacted some of the U.S.

7 LGT Group Annual Report 2007, at 5; www.lgt.com, “Business performance and strategic
outlook,” “LGT Group: key data as at 31 December 2007” (viewed 5/27/08).

' L GT Group Annual Report 2007, at 45.

10 «“The Liechtenstein Trust Enterprise,” issued by LGT Treuhand AG and LGT Trust
Management AG (undated), at 11.
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clients named in the documents, and asked them to supply additional
documentation and information. While some clients cooperated with the
Subcommittee’s inquiries, supplying documents and submitting to
interviews or depositions, others asserted their Constitutional rights
under the Fifth Amendment, and declined to provide any information.

In addition, LGT informed the Subcommittee that it was unable to
provide specific information about any of its clients, citing Liechtenstein
laws prohibiting the disclosure of financial information about
individuals.

LGT also declined to provide general information about accounts
opened for U.S. clients, advising the Subcommittee that such
disclosures, even if they did not reference specific clients, would violate
Liechtenstein secrecy laws.'® For example, LGT declined to disclose
the total number of accounts it had opened for U.S. clients, the total
amount of assets in those accounts, or the total amount of revenues

11 L GT cited the following laws as the basis for their refusal to provide the information
requested by the Subcommittee: Article 14 of the Banking Act (“The members of the organs of
banks and their employees as well as other persons acting on behalf of such banks shall be
obliged to maintain the secrecy of facts that they have been entrusted to or have been made
available to them pursuant to their business relationships with clients. The obligation to maintain
secrecy shall not be limited in time.”); Article 11 of the Trustee Act (“Trustces are obliged to
secrecy on the matters entrusted to them and on the facts which they have learned in the course
of their professional capacity and whose confidentiality is in the best interest of their client.
They shall have the right to such secrecy subject to the applicable rules of procedure in court
proceedings and other proccedings before Government authorities.”); Processing of Personal
Data - § 1173a, Art. 28a ABGB (General Civil Code) (“The employer may not process data
relating to the employee unless such data concern his or her qualification for the employment or
are indispensahle for the performance of the employment contract. In addition, the provisions of
the Data Protection Act shall apply.”); Article 10 — Data Confidentiality (“Whoever processes
data or has data processed must keep data from applications entrusted to him or made accessible
to him based on his professional activities secret, notwithstanding other legal confidentiality
obligations, unless lawful grounds exist for the transmission of the data entrusted or made
accessible to him.”); Article 8 — Transborder Data Flows (“No personal data may be transferred
abroad if the personal privacy of the persons affected could be seriously endangered, in
particular where there is a failure to provide protection equivalent to that provided under
Liechtenstein law. This shall not apply to states which are party to thc EEA Agreement.
Whoever wishes to transmit data abroad must notify the Data Protection Commissioner
beforehand in cases where: a) there is no legal obligation to disclose the data and b) the persons
affected have no knowledge of the transmission.”); Prohibited Acts of a Foreign State - Art. 2 of
the Liechtenstein State Security law (“b) Prohibited Acts for a Foreign State: Whoever, without
being authorized, performs acts for a foreign state on Liechtenstein territory that are reserved to
an authority or an official, whoever aids and abets such acts, shall be punished by the
Liechtenstein court (Landgericht) with imprisonment up to three years.”); Prohibited Acts fora
Foreign State — Art. 271 of the Swiss Penal Code (“1. Whoever, without being authorized,
performs acts for a foreign state on Swiss territory that are reserved to an authority or an official,
whoever petforms such acts for a foreign party or another foreign organization, whoever aids and
abets such acts, shall be punished with imprisonment up to three years or a fine,

in serious cases with imprisonment of no less than one year,”); Economic Intelligence Service
(Art. 273 SPC) (*Whoever seeks out a manufacturing or business secret in order to make it
accessible to a foreign official agency, a foreign organization, a private enterprise, or their
agents, whoever makces a manufacturing or business secret accessible to a foreign official
agency, a foreign organization, a private enterprise, or their agents, shall be punished with
imprisonment up to three years or a fine, in serious cases with imptisonment of no less than one
year. Imprisonment and fine can be combined.”).
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produced by those accounts for LGT. [t also declined to disclose how
many LGT private bankers or trust officers work with U.S. clients, what
percentage of their accounts are for U.S. clients versus clients from other
countries, or what percentage of the accounts opened for U.S. clients had
been disclosed to the United States.

LGT did, however, provide the Subcommittee with sample forms it
requires new account holders to complete (such as W-8BEN
certificates), a memorandum detailing its obligations under the QI
Program, a copy of the External Auditor’s Report on LGT’s compliance
with its QI obligations, and copies of some of its marketing and
promotional materials. LGT also made its Head of Group Compliance,
Ivo Klein, available for an interview a few days before the
Subcommittee’s scheduled hearing on this matter. LGT took the
position that Mr. Klein could discuss only matters associated with
LGT’s actions under the QI Program and that disclosures on any other
matters were prohibited by Liechtenstein law.'" This restriction greatly
limited the issues that Mr. Klein could address.

LGT’s limited cooperation with the Subcommittee’s inquiries
impeded the Subcommittee’s efforts to gain a full understanding of
LGT’s activities and practices regarding accounts opened for U.S.
clients. The internal LGT documentation provided to the Subcommittee,
however, and the information obtained from several LGT clients and
others were sufficient to develop a partial picture of LGT’s
administration of accounts with U.S. clients.

The Subcommittee’s investigation identified numerous LGT
accounts with U.S. beneficial owners or beneficiaries with substantial
assets. From at least 1998 to 2007, LGT employed practices that could
facilitate, and in some instances have resulted in, tax evasion by U.S.
clients. These LGT practices have included maintaining U.S. client
accounts which are not disclosed to U.S. tax authorities; advising U.S.
clients to open accounts in the name of Liechtenstein foundations to hide
their beneficial ownership of the account assets; advising clients on the
use of complex offshore structures to hide ownership of assets outside of
Liechtenstein; and establishing “transfer corporations” to disguise asset
transfers to and from LGT accounts. It was also not unusual for LGT to
assign its U.S. clients code words that they or LGT could invoke to
confirm their respective identities. LGT also advised clients on how to
structure their investments to avoid disclosure to the IRS under the QI
Program. Of the accounts examined by the Subcommittee, none had
been disclosed by LGT to the IRS. These and other LGT practices
contributed to a culture of secrecy and deception that enabled LGT

" LGT cited § 124 of the Penal Code, Licchtenstein.
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clients to use the bank’s services to evade U.S. taxes, dodge creditors,
and ignore court orders.

LGT’s trust office in Liechtenstein managed an estimated $7
billion in assets and more than 3,000 offshore entities for clients during
the years 2001 to 2002. It is unclear what percentage of these assets and
offshore entities was attributable to U.S. clients at that time, or what the
comparable figures are for 2008.

For many of its U.S. clients, LGT helped establish one or more
Liechtenstein foundations, a type of legal entity that is roughly
equivalent to a trust formed under U.S. law.'? Liechtenstein
foundations are set up at the request of a “founder” who provides the
initial assets and designates the beneficiaries. The legal document
establishing the foundation is typically called the Foundation’s
“Statutes” or “Articles.” Beneficiaries are often named in a separate
document called the “By-Laws,” which can also contain foundation
directives or restrictions. The foundation is typically run by a
“Foundation Council” or “Foundation Board,” composed of one or more
individuals or legal entities, who administer the assets and direct the
foundation’s activities. Founders can also appoint “Protectors” to
oversee the foundation, replace Council or Board members, and add or
remove beneficiaries. These functions are sometimes performed instead
by a “Board of Curators.”

LGT typically used its trust company, LGT Treuhand, to help a
U.S. client establish a Liechtenstein foundation, identify individuals to
serve as the Council or Board members needed to administer the
foundation, arrange for the initial transfer assets, and open one or more
LGT accounts in the foundation’s name. LGT Treuhand would also, on
occasion, help LGT foundations open accounts at other financial
institutions. LGT appeared to treat these accounts as beneficially owned
by the Liechtenstein foundation, a non-U.S. entity, rather than as
beneficially owned by the U.S. persons who established them. As non-
U.S. persons, the foundations were not required to submit W-9 Forms to
LGT, and LGT did not file 1099 Forms disclosing the accounts to the
IRS. Ofthe accounts examined by the Subcommittee in connection with
U.S. clients, none had been disclosed by LGT to the IRS.

Under U.S. tax law, the IRS generally views Liechtenstein
foundations as foreign trusts. U.S. persons with an interest in a foreign
trust, including a Liechtenstein foundation, are required to disclose the

12 For more information about how Licchtenstein foundations are structured and function, see,

e.g., untitled and undated document by New Haven Trust Company of Liechtenstein describing
Liechtenstein foundations, Bates Nos. SW 67796-99; “Summary of Liechtenstein Entities and
their Taxation,” (May 2001), Bates Nos. SW 67800-13.
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existence of the trust to the IRS by filing Forms 3520 (Annual Return To
Report Transactions With Foreign Trusts and Receipt of Certain Foreign
Gifts) and 3520-A (Annual Information Return of Foreign Trust With a
U.S. Owner). Form 3520 is due on or before the 90th day (or such later
day as the Secretary may prescribe) after a reportable event.'™ Form
3520-A must be prepared by the trustee and provided to trust
beneficiaries to be filed with their returns by March 15 of the following
year (assuming the trust has a December 31 year-end). Trustees must
supply copies of the Foreign Grantor Trust Owner Statement and the
Foreign Grantor Trust Beneficiary Statement to the U.S. owners and
U.S. beneficiaries by the same deadline. While the U.S. tax code
requires the trust to file the form, it also makes the U.S. owner
responsible for ensuring that the form is filed and the required
information furnished to U.S. owners and U.S. beneficiaries.''* The
reporting obligations under Forms 3520 and 3520-A must be met even if
a foreign government can impose penalties for disclosing financial
information or foreign financial institutions or trust instruments prohibit
disclosure of required information.' "

In addition to disclosing any interest in a foreign trust, U.S.
persons must also disclose to the United States all foreign bank accounts
in which they have signatory authority or a financial interest. The TD F
90-22.1 Form, also known as the Foreign Bank Account Report or
“FBAR,” requires disclosure of all foreign accounts with at least
$10,000. The form must be filed, not with the IRS, but with the U.S.
Treasury Department. The civil penalty for failing to file the FBAR
form is an automatic fine of $10,000. In the case of willful violations,
the penalty can increase to the greater of $100,000 or 50% of the value
of the account.''

The following descriptions of seven selected LGT accounts help
illustrate the financial services offered by LGT to its U.S. clients, its
efforts to ensure the secrecy of accounts opened for U.S. clients, and
how LGT practices could facilitate, and have resulted in, tax evasion by
U.S. clients.

3 See 26 U.S.C. § 6048. Penalties for not filing Form 3320 in a timely manner, or if the
information provided is incomplete or incorrect, are assessed at 35% of the gross value of the
“reportable event.” The reportable event could be a distribution from the trust or a transfer of
property to the trust. The beneficiary must file the form if there has been a distribution from a
trust or estate.

"' Penalties for failure to file Form 3520-A, or for not furnishing the information required, are
5% of the gross value of the portion of the trust's assets treated as owned by the U.S. person at
the elose of the year. The owner is subject to these penalties.

326 U.8.C. § 6677(d) (imposing tax penalties for failure to file a form 3520 or 3520-A even if
a foreign jurisdiction would impose a civil or criminal penalty for disclosure).

1631 U.8.C. § 5321(a)(5).
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(1) Marsh Accounts: Hiding $49 Million Over Twenty Years

James Albright Marsh, Jr. (“Mr. Marsh”) is a construction
contractor who lived in Florida with his wife and six children, until he
died in 2006."'7 He, his wife, and his children have always been U.S.
citizens. In 1985, Mr. Marsh traveled to Liechtenstein, and LGT helped
him establish two Liechtenstein foundations, the Chateau Foundation
and Lincol Foundation, which then opened accounts at LGT Bank. Also
during the 1980s, Mr. Marsh formed two more Liechtenstein
foundations, called Topanga F oundation''® and Largella Foundation,‘ 19
apparently using two other financial institutions in Liechtenstein,'>
Over the years, these four Liechtenstein foundations opened accounts at
five Liechtenstein banks."*' By 2007, the Liechtenstein accounts had
assets with a combined value in excess of $49 million.'”

LGT supplied to the Marshes the instruments used to establish and
administer the two foundations with LGT accounts, Chateau and

"7 The information about the Marsh accounts is derived from internal LGT documents produced
to the Subcommittee and documents provided by the Marshes in response to a Subcommittee
subpoena. The Marshes did not provide an interview or deposition to the Subcommittee, instead
asserting their Constitutional rights under the Fifth Amendment.

¥ Qee Topanga Foundation Statutes (9/10/98), Bates Nos, MAR-1534-44.

119 See Statutes of Largella Stiftung (11/4/04), Bye-Laws to the Statutes of Largella Stiftung,
Vaduz (11/4/04), and By-Laws to the Statutes of Largella Foundation, Vaduz (9/11/07), Bates
Nos. MAR-1548-72.

120 See letter from Baker & McKenzie, legal counsel to the Marshes, sent to an IRS Revenue
Agent in Georgia, (5/12/08), Bates No, MAR-1189-92, at 1189 (“[TThe Taxpayer, a U.S. citizen,
opened several foreign bank accounts in the mid-1980s via the establishment of several
foundations in Liechtenstein ....”).

121 According to a letter sent to the IRS by legal counsel to the Marshes, at various points during

the period 2002 to 2006, the four foundations had accounts at five Liechtenstein banks: (1) the
Chateau Foundation maintained one account at LGT Bank and three accounts at Centrum Bank;
(2) the Lincol Foundation maintained one account at LGT Bank; (3) the Largella Foundation
maintained ten accounts at Liechtensteinische Landesbank, and (4) the Topanga Foundation
maintained one account at the Verwaltungs und Privatbank AG and four accounts at Privatbank
von Graffenreid AG. Id. at 1190.

122 gee, e.g., “Estate of James A. Marsh, 2006 Income Tax Returns,” Bates Nos. MAR-1442-65,
at 1451-52 (reporting that, at the time of Mr. Marsh’s death on June 16, 2006, the Chateau
Foundation accounts held a total of about $11.3 million; the Lincol Foundation account held a
total of about $13 million; the Topanga Foundation accounts held a total of about $8.9 million;
and the Largella Foundation accounts held a total of about $11.8 million in assets, for a
combined total in June 2006 of about $45 million); “Fondation Chateau: Accounts for the year
ended December 31, 2007,” (4/28/08), Bates Nos. MAR-9311-35, at 9315 (showing Chateau
accounts with an increased 2007 value of about $12.5 million); and “Lincol Foundation:
Accounts for the year ended December 31, 2007, (4/28/08), Bates Nos. MAR-9150-73, at 9152
(showing Linco! accounts with an increased 2007 value of about $15.7 million), producing a
2007 combined total for all four foundations (assuming the Topanga and Largella accounts had
not lost value since June 2006) of at least $49 million.
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Lincol.'” These documents provided a large measure of control over
the foundations to Mr. Marsh and his sons, and included strong secrecy
protections. The Lincol documents, for example, stated that the
Foundation’s express “object” was to provide “economic support™ for
“members of certain families.”'** They provided that the Foundation
would be administered by a Foundation Board, later called a Foundation
Council."” In 2004, new By-Laws appointed Mr. Marsh and two of his
sons, Kerry and Shannon, who were then 50 and 43 years old, as
“Protectors” of the Lincol and Chateau Foundations.'”® As Protectors,
they were authorized to remove any Member of the Foundation Council
at will and replace that person with a new Member. In addition, the
Council was required to obtain the consent of at least one Protector
before distributing assets to a beneficiary, approving the Foundation’s
annual accounts, changing its rules, transferring the Foundation to a new
domicile, converting it into a registered trust, or dissolving it. These
provisions gave Mr. Marsh and his sons substantial control over the
Foundation’s administration, assets, and activities.

The documents also gave Mr. Marsh, as the Founder, authority to
define a “Class of Beneficiaries” for the Foundation from which the
Council had “absolute and complete discretion” to appoint the actual
beneficiaries.'”’ An earlier version of the document had authorized Mr.
Marsh to name the actual beneficiaries instead of describing a class of
beneficiaries.'”® The provision may have been refashioned to strengthen
the claim that the Foundation had only contingent beneficiaries and
therefore no U.S. beneficiaries and no obligation to file a tax return with
the IRS. At the same time, five years earlier, Mr. March had separately
executed a “letter of wishes” with respect to each of the two foundations,

2 See, e.g., “Articles: Lincol Foundation, Vaduz,” (10/19/00), Bates Nos, MAR-20-27
(hereinafter Lincol Articles™); “Statutes of Lincol Foundation,” (6/7/05), Bates Nos. MAR-40-48
(hereinafter “Lincol Statutes™); “Bye-Laws to the Statutes of Lincol Foundation, Vaduz,”
(11/4/04), Bates Nos. MAR-35-38; “Bye-Laws to the Statues of Lincol Foundation, Vaduz,”
(6/9/05), Bates Nos. MAR-59-62; “By-Laws to the Statutes of Lincol Foundation, Vaduz,”
(9/11/07), Bates Nos. MAR-63-67; “Articles: Chateau Foundation, Vaduz,” (10/19/00), Bates
Nos. MAR-574-81 (hereinafter Chatcau Articles™); “Statutes of Chateau Foundation,” (6/7/05),
Bates Nos. MAR-595-603 (hereinafter *Chateau Statutes™); “Bye-Laws to the Statutes of
Chateau Foundation, Vaduz,” (11/4/04), Bates Nos. MAR-589-92; “Bye-Laws to the Statutes of
Chateau Foundation, Vaduz,” (6/9/05), Bates Nos. MAR-614-17; “By-Laws to the Statutes of
Chateau Foundation, Vaduz,” (9/11/07), Bates Nos. MAR-618-22.

124 See Lincol Articles at 21; Lincol Statutes at 41. See also Chateau Articles at 575; Chateau
Statutes at 596.

125 Lincol Articles at 22; Lincol Statutes at 43. See also Chateau Articles at 576; Chateau
Statutes at 598.

126 “Bye-Laws to the Statutes of Lincol Foundation, Vaduz,” (11/4/04), Bates Nos. MAR-35-38;
“Bye-laws to the Statutes of Chateau Foundation, Vaduz,” (11/4/04), Bates Nos. MAR-589-92.

127 Lincol Statutes at 42. See also Chateau Statutes at 597.
28 Lincol Articles at 24. See also Chateau Articles at 578,
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clearly indicating that he wished his wife and children — all U.S. citizens
— to be the beneficiaries.'”

Secrecy provisions in the Foundation documents were also
strengthened in 2005, perhaps to protect the Foundation from being
compelled to disclose information. While earlier Foundation documents
gave the beneficiaries the right to demand information about the
Foundation,"*° later versions, in a section entitled, “Information and
Secrecy,” provided that the Foundation Council was not obligated to
disclose any information to the Class of Beneficiaries, and was “not
entitled to disclose” such information if the Council concluded the
information “may be used with an improper or unlawful intent or
detrimental to the Foundation or the members of the Class of
Beneficiaries.”' The section also provided that “any legal facts and
aspects of the Foundation must not be drawn to the attention of outside
parties, especially foreign authorities.” These provisions apparently
could have been used by the Foundation Council to refuse to produce
information to a U.S. beneficiary being asked by the IRS to obtain
information about the Foundation.

The documents also authorized the Foundation Council to take
drastic action when pressed, including by transferring the Foundation to
a different country, converting it into a registered trust, or dissolving it
altogether. The Lincol Articles, for example, provided:

“If as a result of certain events, such as economic or political
measures, public or private law legislation or any other
extraordinary events, the Foundation assets might be jeopardized
or enjoyment of the beneficial interest rendered impossible, the
Foundation Board shall be authorized to take appropriate defensive
measures, including if necessary the transfer abroad of the
domicile or the dissolution of the Foundation.”'*

Sometimes referred to as a “flee clause,” these types of provisions
could be used to avoid or frustrate an investigation into a Foundation’s
founder, assets, or beneficiaries. Counsel to LGT advised the
Subcommittee that such clauses remain in use at LGT, though each
foundation has different provisions, and flee clauses are not universally
present."® The Lincol and Chateau Statutes also provided that revenues
derived from the Foundation’s assets “may not be withdrawn ... by

129 <1 etter of Wishes” for the Lincol Foundation (10/11/00), Bates No. MAR-19; “Letter of
Wishes™ for the Chateau Foundation (10/11/00), Bates No. MAR-573.

9 1 incol Articles at 24-25; Chateau Articles at 578-79.
P! Lincol Statutes at 46; Chateau Statutes at 601.
132 | incol Articles at 26. See also Chateau Articles at 580.

133 Subcommittee interview of Ivo Klein, head of compliance for LGT Group (7/11/08).
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creditors by way of injunction, levy of execution and writ, bankruptcy or
probate proceedings.”'**

In addition to creating Foundation structures that empowered the
Marshes and implemented strong secrecy protections, LGT took other
steps to ensure the Marsh assets were not disclosed to U.S. tax
authorities. Early on, for example, LGT instructed the Marshes to use
the code, “Friends of I.N.,” when they wished to “get in touch.””** LGT
also refrained from sending any mail about the accounts to the United
States, instead keeping foundation records in Liechtenstein.

The documents obtained by the Subcommittee indicate that the
Marshes traveled to Liechtenstein on a minimum of four occasions to
handle matters related to the foundations. The first was in 1985, when
the Lincol Foundation was established.”® An LGT receipt shows a 1985
deposit of $3.3 million “in cash” for the Lincol Foundation,"*” and a
letter of wishes signed by Shannon Marsh on the same day."® The
second occasion was in 1989, when Mr, Marsh signed a new portfolio
management agreement for the LGT trusts.”® The third occasion was in
2000, when Mr. Marsh, accompanied by his son, James, met with LGT
personnel, terminated an LGT agency agreement,'*° agreed to sel! the
LGT foundations’ U.S. securities,*' and signed letters of wishes."** The
fourth occasion was in 2004, when Mr. Marsh, accompanied by Shannon
and Kerry, signed a document approving Chateau asset inventories from
2000 through 2003, and ratifying past investment decisions.'* Shannon

13 Lincol Statutes at 41; Chateau Statutes at 596.

133 LGT report on Fondation Chateau, (undated but including a 2002 valuation of foundation
assets), PSI-USMSTR-237.

13 LGT’s internal records show that the Lincol Foundation was established on 10/17/85. LGT
report on Lincol Foundation, (undated but subsequent to a client visit on October 11, 2000 and
including a 2000 valuation of foundation assets), Bates No. PSI-USMSTR-613. LGT records
show that the Chateau Foundation was established four months earlier, on June 26, 1985, but the
Subcommittee did not locate documents showing that the Marshes traveled to Liechtenstein in
June. LGT report on Fondation Chateau (undated but includes 2002 valuation of foundation
assets), Bates No. PSI-USMSTR-237.

7 Bank in Liechtenstein receipt showing deposit of $3,320,700 “in cash™ for the Lineol
Foundation, (10/15/83), Bates No. PSI-USMSTR-607.

138 Letter of Wishes signed by Shannon Neal Marsh (10/15/85), Bates No. PSI-USMSTR-605.
The Subcommittee did not locate any 1985 document signed by James Albright Marsh.

139 portfolio Management Agreement, signed by James Albright Marsh (12/5/89), Bates No.
MAR-9505-6.

10 Agreement coneerning the Termination of the Agency Agreement (10/11/00), Bates No.
MAR-9508-9 (signed by James Albright Marsh).

! LGT Memorandum to File about Lincol and Chateau Foundations (2/7/02, though the actual
date is likely earlier), Bates No, PSI.USMSTR-614.

M2 gee Letters of Wishes signed by James Albright Marsh for the Chateau and Lincol
Foundations (10/11/00), Bates Nos. MAR-19, 573.

143 Resolutions re Chateau Foundation, signed by James A. Marsh Jr. (11/10/04), Bates Nos.
MAR-623, 642, 657, and 672,
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and Kerry signed documents on the same day agreeing to serve as
“Protectors” of the LGT foundations."** In addition to these documents
memoralizing the four trips to Liechtenstein, the records show multiple
occasions on which Mr. Marsh provided instructions or signed
documents authorizing assets to be bought or sold and addressing other
foundation issues.'*

In 2000, the United States launched the QI Program, to take effect
in 2001. LGT signed a QI agreement scheduled to become effective in
2001. According to an internal LGT document titled “Aktenvermerk™ or
“Memorandum to File” regarding the Lincol and Chateau Foundations,
Mr. Marsh and one of his sons, James, visited the bank in October 2000.
The LGT document states: “[TThe QI situation was discussed. Both
men gave the order to get out of all U.S. securities and to invest in the
Euro area. The U.S. tax exempt bonds should be left alone. ... As usual
the discussion was very hurried and a bit shallow. So the situation will
be discussed at the next meeting.”'*® This document, together with other
records obtained by the Subcommittee, show that the two LGT
foundations, which had a number of U.S. securities, sold those securities
in 2000, and invested the proceeds in non-U.S. currencies and stocks.
After steering the foundations into making this change in their
investment portfolios, LGT appears to have treated the account as falling
outside the QI reporting requirements,147 During LGT’s subsequent, six-
year participation in the QI Program, none of the Marsh accounts was
ever reported to the IRS.

It appears that the IRS learned of the Marsh accounts and initiated
an investigation in 2006. In May 2008, the Marshes filed overdue 3520
and 3520A Forms with the IRS disclosing the existence of the foreign
foundations; filed overdue Foreign Bank Account Reports (FBARs) with
the Treasury Department disclosing the foreign accounts; and filed with
the IRS amended income tax returns from 2002 to 2006, disclosing the
income from the Liechtenstein accounts that should have been reported

44 Deed of Signature (11/10/04), Bates No. MAR-9518 (signed by Kerry Marsh); Deed of
Signature (undated), Bates No. MAR-9519 (signed by Shannon Marsh).

"5 See, e.g., letter from Mr. Marsh to LGT trust officer Peter Meier (10/4/94), Bates No. MAR-
9507 {instructing LGT to change the management of the Lincol Foundation from the Zurich to
the Vaduz office of LGTY; LGT report on Chateau and Lincol Foundations following a client
visit on 10/11/00, Bates Nos. PSI-USMSTR-237, 613 (noting client instructions in 1994 and
1998). The Marshes may have also traveled to Liechtenstein in 1998, when new Topanga
Statutes were issued. Mr. Marsh’s initials appear on the Topanga Statutes, which were signed in
Vaduz in 1998, but it is unclear whether he initialed the document then or at a later time,

¢ Memorandum for File re Lincol and Chateau Foundations (2/7/02, though the actual date is
likely earlier), Bates No. PSI-USMSTR-614.

147 The U.S. securities had been held by the Foundations which, under U.S. law, would likely be
treated as grantor trusts, and should have resulted in the account being treated as held by a U.S.
person and, under the QI Program, being reported on a 1099 Form to the IRS. See Model
Qualified Intermediary Withholding Agreement, published in Revenue Procedure 2000-12,
(1/24/00), 2000-1 C.B. 387.
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earlier as taxable income.'*® The Marshes have apparently paid back
taxes and interest owed on this offshore income for the period, 2002 to
2006, in an amount totaling about $2.9 million.'# They have also
requested a waiver of any penalties on the ground that Mr. Marsh’s wife
had no knowledge of the foundations until after his death and the IRS
inquiry, and his sons claimed they did not know that they were
beneficiaries or that the foundations had to be reported to the IRS.

The LGT documents reviewed by the Subcommittee show,
however, that Mr. Marsh’s sons were aware of and had participated in
the affairs of the LGT foundations. For example, a 1985 letter of wishes
was signed by Shannon when the Lincol Foundation was first created in
1985.7°° Shannon was 24 years old at the time. A 1992 handwritten
letter by Shannon instructed LGT that another brother, Kerry, had
“permission to review all documents and receipts pertaining to Lincol
Foundation and Chateau Foundation. Please group our investments so
that we pay as little as possible in commissions as you discussed last
year with my brother Kerry.”151 At the time of this letter, Shannon was
30 years old and Kerry was 37. A 1993 document signed by Shannon
informs LGT that two additional Marsh relatives were to be treated as
principals with respect to the Lincol Foundation.”** A 2000 internal
LGT memorandum states: “On October 11, 2000 Mr. James G. Marsh,
along with his father, Mr. James Albright Marsh visited me very briefly.
Mr. Knecht presented the performance of both foundations, with the
corresponding explanations. The men were basically satisfied.”'> In
2004, as mentioned earlier, Shannon and Kerry, who were then 43 and
50 years old respectively, were appointed “Protectors” of the Lincol and
Chateau Foundations'** and signed official acceptances of their
appointments in Vaduz.'”

'8 See five letters from the Marshes’ legal counsel, Baker & McKenzie, to an IRS Revenue

Agent in Georgia (5/12/08), Bates No. MAR-1176-92.

9 See Marsh amended income tax returns for 2002 to 2006, Bates Nos. MAR 1193, 1221, 1259,
1340, and 1394. The Subcommittee does not know whether the IRS has accepted this offer or
has determined that additional taxes and interest are due. The 2006 Marsh estate tax return
estimated having to pay back taxes, interest and penalties in an amount totaling $5.5 million.

See Estate of James A, Marsh 2006 Income Tax Returns (9/14/07), Bates Nos. MAR-1442-66, at
1455.

50 { etter of Wishes signed by Shannon Neal Marsh (10/15/83), Bates Nos. MAR-9598-99.

! Handwritten letter signed by Shannon N. Marsh to Mr. Alvate (5/23/92), Bates No. PSI-
USMSTR-231.

52 Document entitled, “Instruction,” (11/17/93), Bates No. PSI-USMSTR-612 (signed by
Shannon Neal Marsh).

'3 Memorandum for file re Lincol and Chateau Foundations (2/7/02, though the actual date is
likely earlier), Bates No. PSI-USMSTR-614.

13 Bye-Laws to the Statutes of Lincol Foundation (11/4/04), Bates Nos, MAR-35-38; Bye-laws
to the Statutes of Chateau Foundation (11/4/04), Bates Nos. MAR-589-92.

'3 Deed of Signature (11/10/2004), Bates No. MAR-9518 (signed by Kerry Marsh); Deed of
Signature (undated), Bates No. MAR-9519 (signed by Shannon Marsh). After completion of
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The 2008 [etters to the IRS prepared by legal counsel for the
Marshes had this to say about Mr. Marsh:

“Mr. Marsh, a construction contractor, was unsophisticated in the
area of U.S. tax reporting requirements. It is believed that he did
not know that the passive income earned in the Foundations was
taxable in the United States. We believe that Mr. Marsh was under
the erroneous belief that his income from the Foundations was not
required to be reported until such time as the funds were
repatriated to the United States. This may explain why he
apparently did not spend any of the money in the Foundations for
over twenty years.”">®

Mr. Marsh was apparently sophisticated enough to set up four
foundations in Liechtenstein, amass at least $49 million in multiple
accounts at five Liechtenstein banks, and avoid all QI reporting of his
accounts. Assertions that he was not sophisticated enough to inquire
about the tax consequences of these actions are not credible in the face
of the evidence.

(2) Wu Accounts: Hiding Ownership of Assets

William S. Wu is a U.S. citizen who was born in China and has
lived for many years with his family in Forest Hills, New York."*’ His
sister is a U.S. citizen who lives in Hong Kong. In 1996, LGT helped
Mr. Wu establish a Liechtenstein foundation called the JCMA
Foundation; in 1997, LGT helped Ms. Wu establish a second
Liechtenstein foundation called the Veline Foundation. The JCMA
Foundation opened LGT accounts with assets that, by 2001, had a
combined value of $4.3 million. The Veline Foundation opened LGT
accounts with assets that appear to have peaked at a value of about
$922,000; those accounts were closed by Ms. Wu in 2001, and the assets
transferred to the Palone Foundation in Hong Kong.

this Report, legal counsel for the Marshes sent a letter to the Subcommittec stating that the
Subcommittee had “interpreted a sentence™ in a letter that legal counse! had previously sent to
the IRS on behalf of Kerry and Shannon Marsh “in a way that was not intended by us,” that this
sentence was “not intend[ed] to suggest that our clients were not aware of the fact that they were
beneficiaries of these Foundations prior to their father’s death,” and “apologize[d] for any
confusion that [their] letter may have caused on this issue.” Letter from Baker & McKenzie to
the Subcommittce (7/15/08).

136 See letter from the Marshes’ legal counsel, Baker & McKenzie, 1o an IRS Revenue Agent in
Georgia regarding “Failure to timely report foreign income on Forms 1040,” (5/12/08), Bates
No. MAR-1185-88, at 1186,

7 Information about the Wu accounts is derived from internal LGT documents produced to the
Subcommittee and from limited documentation supplied by Mr. Wu. Mr. Wu declined to
provide either an interview or deposition to the Subcommittee, instcad asserting his
Constitutional rights under the Fifth Amendment.
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The JCMA and Veline Foundations were established using LGT-
supplied documents that provided a large measure of control over the
foundations to their founders, and strong secrecy protections.'®
Because the provisions are similar to those described above in
connection with the Marsh accounts, the same analysis will not be
repeated here. The beneficiaries of the Foundations were Wu family
members.

The original purpose of the JCMA Foundation (JCMA) appears to
have been to help conceal Mr. Wu’s ownership of his personal residence
in New York. Three months after JCMA was formed, it was used in a
complex arrangement to make it appear that Mr. Wu had sold his house
to an independent third party that, in fact, he secretly controlled. To
carry out this arrangement, JCMA acquired a wholly owned corporation
in the Bahamas called Sandalwood International Ltd. (Sandalwood), and
asked a Hong Kong company, Cobyrne Ltd., to hold the Sandalwood
shares in trust for JCMA.'* An internal LGT memorandum on JCMA
states that the “sole purpose of Sandalwood is the holding of Tai Lung
Worldwide Ltd. BVL”'® Tai Lung Worldwide Ltd. is apparently a
corporation formed in the British Virgin Islands.'®’

New York State property records show that, on January 21, 1997,
Mr. Wu sold his house in New York to Tai Lung Worldwide Ltd. (Tai
Lung) for an undisclosed sum.'®* In the New York property records, Tai
Lung provides the same Hong Kong address used by Cobyrne Ltd. in the
trust agreement with JCMA. These documents suggest that Mr. Wu
“sold” his house to what appeared to be an unrelated party from Hong
Kong. In fact, the buyer, Tai Lung, was wholly owned by Sandalwood
which, in turn, was owned by JCMA, Mr. Wu’s Liechtenstein
foundation. After the sale, Mr. Wu and his family continued to live in
the same house, but apparently made monthly “rental” payments to a Tai

'8 See, e.g., Articles of the JCMA Foundation, Vaduz (6/20/96), Bates Nos. WWU-PSI 1-8; By-
Laws of the JCMA Foundation, Vaduz (6/25/96), Bates Nos, WWU-PSI 9-13; By-Laws of the
Veline Foundation, Vaduz (8/21/97), Bates Nos. PSI-USMSTR-5873-75.

19 See Declaration of Trust, signed by Cobyrne Ltd. and JCMA Foundation (10/1/96), Bates
Nos. WWU-PSI 14-15, A few months later, the Sandalwood share certificate was moved to
JCMA’s “deposit box™ at LGT. LGT report on JCMA Foundation (subsequent to 6/27/02),
Bates No. PSI-USMSTR-4988.

1% See LGT report on JCMA Foundation (subsequent to 6/27/02), Bates No. PSI-USMSTR-
4988.

' The Subcommittee identified a second corporation, Tai Lung Company, Inc., now inactive,
that was formed in New York State on the same day that JCMA was formed in Liechtenstein
(June 20, 1996). The registered agent for this corporation is a Dr. Er Ke Yu who appears to
operate an acupuncture and Chinese herbal center near Mr. Wu’s personal residence in Forest
Hills, New York. See NYS Department of State, Division of Corporations, Entity Information
for Tai Lung Co., Inc. It is unclear what role, if any, this second corporation may have played in
Mr. Wu’'s affairs.

12 See New York City Department of Finance, Office of the City Register, Document No. FT-
4380005495638 (1/21/97).
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Lung account at Standard Chartered Bank.'” These rental payments
may have served as a mechanism for Mr. Wu to move funds out of the
United States without alerting U.S. authorities.

The LGT memorandum on JCMA notes briefly the arrangement
whereby Sandalwood owns Tai Lung which maintains the house in New
York. There is no indication that LGT expressed any concern about this
arrangement, despite the fact that it involved multiple jurisdictions — a
house in New York owned by a BVI company (with a Hong Kong
address), owned by a Bahamas company, owned by a Liechtenstein
foundation with a founder from New York — and appeared to serve no
purpose other than concealment. At the bottom of the LGT report on
JCMA is the following notation: “ATTENTION US-Citizen.”

Although JCMA was apparently originally established to assume
ownership of Mr. Wu’s New York residence, the documents suggest that
it was soon used for other purposes as well, becoming a repository for
substantial funds. Financial records produced to the Subcommittee by
Mr. Wu show, for example, that by 2001, JCMA had cash and securities
with a combined value of nearly $4.3 million."*" The source of the funds
for these assets is unclear. One explanation contained in the records
obtained by the Subcommittee is a brief notation in an internal 2001
LGT profile of JCMA stating that its funds came from “inheritance as
well as from real estate holdings in the USA.”'®

Mr. Wu provided the Subcommittee with formal Statements of
Assets for JCMA for the years 2001 to 2006. These statements show a
steady stream of withdrawals from the JCMA account at LGT:
$300,000 during 2001; $840,000 in 2002; $1.5 million in 2003; $1.2
million in 2004; $500,000 in 2005; and $300,000 in 2006.'°® The

1% See LGT report on JCMA Foundation (subsequent to 6/27/02), Bates No. PSI-USMSTR-
4988.

164 See Resolution of the Foundation Board of JCMA Foundation, Vaduz (2/7/02), Bates No.
WWU-PS1 27.

165 LGT “Background Information/Profile” of JCMA Foundation (12/20/01), Bates No. PSI-
USMSTR-4990,

166 See 2001 “Performance” statement, JCMA Foundation (1/1/02), Bates Nos. WWU-PSI 33-
34; 2002 “Performance” statement, JCMA Foundation, (1/1/03), Bates Nos. WWU-PSI 52-53;
2003 “Performance™ statement, JCMA Foundation, (1/2/04), Bates Nos. WWU-PSI 61-62; 2004
“Performance” statement, JCMA Foundation, (1/2/05), Bates Nos. WWU-PSI 75-77; Resolution
of the Foundation Board of JCMA Foundation, Vaduz (3/30/06), Bates Nos. WWU-PSI 78-91
(explaining in the notes that the 2005 withdrawals from JCMA were actually withdrawals from
an LGT account opened for Dickinson and had been “entered in the Statement of Assets as ...
additions to the loan of Dickinson Holding & Finance Ltd., BW1”); 2006 “Statement of Assets,
Desert Rose Foundation,” (4/17/07), Bates Nos. WWU-PS[ 92-107 at 97 (Desert Rose is a
successor foundation to JCMA that began operation in 2006 and assumed ownership of
Dickinson; its Statement of Assets states: “During the course of 2005 and 2006 DICKINSON
HOLDING & FINANCE LTD., BVI, received monies and effected payments for and on behalf
of the Foundation. These payments are registered in the books as additions/redemptions of the
principal loan amount.”).
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Statements of Assets generally characterize these withdrawals as
“distributions” from the Foundation, and occasionally specify they are
distributions to the “first beneficiary,” which is Mr. Wu.'®’” The
documents do not indicate, in most cases, how the funds were withdrawn
or how they were used.

One instance in 2002, however, may be illustrative. On June 25,
2002, Mr. Wu met with LGT officials at its Hong Kong office to discuss
the JCMA account. In connection with this visit, Mr. Wu instructed
LGT to withdraw $100,000 from the JCMA account and place the funds
in a “bank draft” — a cheque drawn directly from a bank’s own funds —
which he could take with him.'® The JCMA Foundation Board
approved the withdrawal, demonstrating Mr. Wu’s control over the
Foundation and its funds. To provide Mr. Wu with a U.S. dollar cheque,
LGT contacted HSBC Bank in Hong Kong, where LGT maintained a
correspondent account. On June 26, 2002, HSBC Hong Kong provided
LGT with a bank cheque for $100,000 in U.S. dollars, “[p]ayable at any
branch of HSBC Bank USA in the USA.”'®® Mr. Wu signed the receipt
for the cheque.'” It is not clear from the records obtained by the
Subcommittee when or where he cashed the cheque or how he spent the
$100,000. Since the funds were provided via an HSBC bank cheque
drawn on LGT’s account, and likely cashed at an HSBC branch, the
funds may be difficult to trace.

During his meeting with LGT officials in Hong Kong in 2002, Mr.
‘Wu met at length with two LGT trust officers, Beat Muller and Kim
Choy. After Mr. Wu confirmed that he and all family members named
in the JCMA By-laws held U.S. passports, other than his wife who held
a Singapore passport, the LGT officials advised him that U.S. tax laws
required disclosure of JCMA to U.S. authorities unless the foundation
was restructured:

“[Kim Choy] explained the reporting requirements imposed on a
US grantor, e.g. creation of the foundation, ensuring the Board
Members file annual returns with the IRS. Also, as the income of

167 Sec, e.g., the 2004 and 2005 Statement of Assets, Bates Nos. WWU-PSI 65-71, 79-85.

18 See letter 1o LGT signed by Mr. Wu (6/27/02), Bates No, PSI-USMSTR-4980. It is possible
that LGT prepared this fetter during his visit and presented it to Mr. Wu for signature, since the
letter requesting the bank cheque is dated one day after the bank cheque itself. See also
Resolution by the JCMA Foundation Board (6/26/02), Bates No. PSI-USMSTR-4983
(approving the $100,000 withdrawal from its account).

1% Receipt for HSBC demand cheque for $100,000, Cheque No. K939026 (6/26/02), Bates No.
PSI-USMSTR-4981. See also HSBC On-Line Remittances Advice, (6/26/02), Bates No. PSI-
USMSTR-4982 (notifying LGT of the $100,000 debit to its account and listing William Wu as
the “beneficiary™).

7 Receipt for HSBC demand cheque for $100,000, Cheque No. K939026 (6/26/02), Bates No.
PSI-USMSTR-4981.
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the Foundation is taxed to the grantor, further annual filing of
income of the foundation and payment of income tax on worldwide
income of the foundation. Furthermore, if US beneficiaries have
received distributions from the Foundation, the Board Members
must provide a Beneficiary Staternent to each recipient which
should be attach[ed] to his/her income tax return to the IRS. Upon
the death of the US grantor, the Board Members may be
considered the statutory executor of his estate and will bear
liability and exposure for any non-compliance by the grantor
during his lifetime of reporting and other requirements to the IRS,
the filing of the deceased’s US estate tax return and payment of
estate taxes on the assets of the Foundation at the date of his death.

“KC informed Mr. Wu that the JCMA Foundation must be re-
structured and that LGT & Treuhand were looking at formulating
solutions. We raised the possibility of an insurance product which
Mr Wu didn’t seem interested in. Other possibilities included:

¢ lifetime transfers to his beneficiaries;

+ making use of Mr Wu’s non-US siblings to restructure
the Foundation;

¢ private/corporate account.

“Mr. Wu acknowledged the need to restructure the Foundation and
was receptive to any ideas we could come up with. Similarly, we
would welcome any solutions from him or his advisers. Mr. Wu
has interests in other ventures/companies unconnected with LGT
which require restructuring to address US tax/reporting
requirements.”"”!

This LGT memorandum demonstrates LGT’s knowledge and
understanding of U.S. tax laws, and its willingness to advise its U.S.
clients on how to structure their accounts to avoid U.S. reporting
obligations.

In response to the concerns expressed by LGT, it appears that
JCMA Foundation wound down its activities, transferred its assets,
dissolved, and was replaced by another Liechtenstein foundation called
the Desert Rose Foundation. As part of this process, in July 2004,
JCMA acquired a second British Virgin Islands corporation called
Dickinson Holding & Finance, Ltd. (Dickinson).'”* A month later, in
August 2004, JCMA transferred nearly $1.2 million to Dickinson,

Y1 LGT Memorandum by Kim Choy regarding JCMA Foundation (6/26/02), Bates No. PSI-
USMSTR-4989.

172 See Resolution of the Board of Direetors of Dickinson Holding & Finance Ltd. (4/17/07),
Bates Nos. WWU-PSI 16-26, at 16 (showing company was incorporated on July 12, 2004).
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characterizing the asset transfer as an “interest-free loan ... for an
indefinite period of time.”'™ Dickinson opened an account at LGT,
deposited the funds, and began receiving and sending funds on behalf of
JCMA.'™ Over time, JCMA transferred additional assets to Dickinson,
characterizing the transfers as additional loans to the company.'” In
2006, the Desert Rose Foundation (Desert Rose) was formed and opened
an account at LGT."™ JCMA transferred its key remaining assets to
Desert Rose, including its share certificate for Dickinson and its share
certificate for Sandalwood.'”” The financial records show that
Dickinson made “distributions™ of $500,000 in 2005, and $300,000 in
2006; the distribution in 2005 was to the “first beneficiary,” Mr. Wu, as
was presumably the 2006 distribution.'” Nevertheless, at the end of
2006, Dickinson Holding & Finance showed a balance of about $4.2
million, while Desert Rose showed an account balance of about
$422.,000, for a grand total of about $4.6 million.

These figures suggest that, while JCMA Foundation has been
dissolved and its LGT accounts closed, Mr. Wu continues to control
more than $4.6 million in assets at LGT accounts held in the name of
Desert Rose Foundation and its wholly owned corporation, Dickinson
Holding & Finance Ltd.

Mr. Wu utilized JCMA for nearly 10 years, and it is possible that
he is still using the Desert Rose Foundation. In contrast, Mr. Wu’s sister
utilized her Liechtenstein foundation for only a four-year period, from
1997 until 2001, after which she directed LGT to dissolve Veline and
transfer its assets to a Hong Kong foundation called the Palone

'3 See 2004 Statement of Assets, JCMA Foundation (2/13/06), Bates No. WWU-PSI 64-71, at
69. This loan was apparently not reduced to writing until February 2006. Id.

174 See 2006 “Statement of Assets, Desert Rose Foundation,” (4/18/07), Bates Nos. WWU-PSI
92-107, at 97 (“During the course of 2005 and 2006 DICKINSON HOLDING & FINANCE
L.TD., BV, received monies and effected payments for and on behalf of the Foundation. These
payments are registered in the books as additions/redemptions of the principal loan amount.”).

"5 See, e.g., Resolution of the Foundation Board of JCMA Foundation, Vaduz (3/30/06), Bates
Nos. WWU-PSI 78-91 (noting that the 2005 endowment to and withdrawals from JCMA werc
“entered in the Statement of Assets as redemption/additions to the loan of Dickinson Holding &
Finance Ltd., BVI™).

178 See 2006 “Statement of Assets, Desert Rose Foundation,” (4/18/07), Bates Nos, WWU-PSI
92-107, at 95. The Subcommittee does not have the formation documents for Desert Rose, but
the fact that Mr. Wu had possession of the 2006 Desert Rose financial statement suggests he is
the founder of that foundation as well,

77 1d. at 96-97. The document also states: “Sandalwood is the shareholder of a company cailed
Tai Lung Worldwide Ltd., which owns a property in New York. ... During the course of 2006 it
was resolved to distribute the shares to the first Beneficiary, however, the planned share transfer
has not yet been completed.” Id. at 96.

'8 Resolution of the Foundation Board of JCMA Foundation (3/30/03), Bates Nos. WWU-PSI

78; Resolution of the Foundation Board of Desert Rose Foundation, (4/18/07), Bates No. WWU-
PSI92.
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Foundation with accounts at Credit Suisse Private Bank in Zurich.'”
While active, the Veline Foundation kept cash and securities in its LGT
accounts, with a total asset value ranging as high as $922,000.'%°

Like JCMA, the Veline Foundation also appears to have been used
to conceal Ms. Wu’s ownership interests. The records show that soon
after the foundation was established it acquired a bearer share certificate
giving it 100% ownership of Manta Company Ltd. (Manta), a
corporation formed in Western Samoa.'®" While many financial
institutions refuse to handle bearer shares, since they can be used to hide
the ownership of a company and are known instruments of money
laundering,'™ LGT appears to have expressed no concern about this
bearer share certificate which was kept in Veline’s “deposit box™ at
LGT."™ While the documents obtained by the Subcommittee are
unclear as to the activities engaged in by Manta, one handwritten chart
indicates that it functioned as a holding company for a Hong Kong
corporation called Bowfin Co. Ltd. (Bowfin) which, in turn, held real
estate, a vehicle, a mobile telephone, and accounts at two banks,
Standard Chartered Bank and Swiss Bank Corporation (now merged into
UBS)."® The document shows that these assets were owned by Bowfin,

17 Gee, €.g., letter from Ms. Wu to LGT Bank’s Representative Office in Hong Kong (3/27/01),
Bates No. PSI-USMSTR-5877 (providing instructions to LGT to “wind up” Veline Foundation);
LGT report on Veline Foundation after a 3/27/00 client visit (date of report preparation unclear),
Bates No. PSI-USMSTR-5887 (containing notation that the Foundation was stricken from the
Register on April 19,2001). It is possible that Ms. Wu controls the Palone Foundation and, thus,
was simply transferring her assets from one foundation she controlled to another.

180 See, e.g., Statement of assets as per 31.12.2000 for Veline Foundation, Vaduz (2/5/01), Bates
No. PSI-USMSTR-5885.

181 See “Bearer Share Certificate Transferable by Delivery” for Manta Co. Ltd. (issued 9/3/97
and provided to Ms. Wu on 4/18/01), Bates No. PSI-USMSTR-5878.

132 See, e.g., “Vulnerability of private banking to money laundering activities,” U.S. Senate
Permanent Subcommitiee on Investigations hearing, “Private Banking and Money Laundering: A
Case Study of Opportunities and Vulnerabilities,” (November 9 and 10, 1999), S. Hrg. 106-428,
testimony of Federal Reserve Board:

“A variant of personal investment corporation accounts that could increase the
risk of the accounts being used for moncy laundering purposes are personal
investment corporations that are owned through bearer shares. Bearer shares are
negotiabie instruments with no record of ownership so that title of the underlying
entity is held essentially by anyone who possesses the bearer shares. Historically,
bearer shares were used as a vehicle for estate planning in that at death the shares
would be passed on to the deceased beneficiaries without the need for probate of
the estate. However, in the context of potential illicit activity being conducted
through an entity whose ownership is identified by bearer shares, it is virtually
impossible for a banking organization to apply sound risk management
procedures, including identifying the beneficial owner of the account, unless the
banking organization physically holds the bearer shares in custody for the
beneficial owner, which of course we encourage.”

18 See LGT report on Veline Foundation (subsequent to a 3/27/00 client visit), Bates No. PSI-
USMSTR-5887 (“Single owner share certificate in LGT deposit box of Veline™).

'8 See handwritten organizational chart showing Veline Foundation ownership of corporations
and property (undated), Bates No. PSI-USMSTR-5889.
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which was in turn owned by Manta, a bearer share corporation that was
owned by Ms. Wu’s Veline Foundation. The document also shows that
both Bowfin and Manta used nominee directors and officers, further
obscuring their ownership. The chart depicts, in short, a complex multi-
tiered ownership chain using Liechtenstein, Samoan, and Hong Kong
nominee}ggltities designed to conceal the ultimate ownership interests of
Ms. Wu.

LGT signed a QI agreement with the United States which took
effect in 2001. Ms. Wu’s foundation was dissolved in April 2001, but
Mr. Wu’s foundation continued operating until at least 2004, and
perhaps to the present time. Despite the concerns expressed by LGT
personnel in 2002 regarding the bank’s “exposure for any non-
compliance” by Mr. Wu regarding his tax obligations, LGT does not
appear to have reported his Foundation or the Foundation’s accounts to
the IRS under the QI Program at any time.

It is the Subcommittee’s understanding that Mr. Wu is now in
negotiation with the IRS over tax liability issues related to his
Liechtenstein foundations.

(3) Lowy Accounts: Using a U.S. Corporation to Hide
Ownership

Frank Lowy (“Mr. Lowy”) is an Australian citizen and the main
shareholder and Chairman of the Westfield Group.'®® His three sons,
David, Peter, and Steven, hold high positions in the Westfield
organization. Peter Lowy, a U.S. citizen living in California, is Chief
Executive Officer of Westfield Group United States. Internal LGT
documents obtained by the Subcommittee indicate that the Lowys
maintained a longterm relationship with LGT, utilizing multiple
Liechtenstein-related entities and transactions, including entities known
as the Crofton Foundation, Jelnav, Yelnarf, and the Luperla
Foundation.'"” An LGT memorandum notes that, in 1998, the Lowy

3 . . - N
'8 In reviewing LGT documentation, the Subcommittee came across many other examples of

complex structures used to hide ownership of assets. See, e.g., chart entitled, “Purchase of an
Apartment in London,” (4/3/02), Bates No. PSI-USMSTR-6608; charts for entities related to
Sunar Trust, Lovelight Foundation, Ramsar Foundation, and Bosham Foundation, (2/19/02 and
12/12/01), Bates Nos. PSI-USMSTR-6644-47, 6573-75.

'8 The information about the Lowy account is derived from internal LGT documents produced
to the Subcommittee and documents provided by the Lowys in response to a Subcommittee
subpoena.

' See, e.g., LGT Memorandum about Luperla (6/26/01), Bates No. PSI-USMSTR-8897 (“The
memorandums for the file also mention the ‘Yelnarf> structure which we’ve been conducting for
years.”); LGT Memorandum about Luperta (5/2/97), B@n‘.es Nos. PSI-USMSTR-8864-65
(regarding Crofton and Jelnav); LGT memorandum, subject “Westfields, Adelphi, Crofton,”
(11/26/96), Bates Nos. PSI-USMSTR-8773-74 (Crofton); LGT memorandum “New
Establishment Westfields/Lowy,” (11/27/96), Bates Na. PSI-USMSTR-8775 (“Get copy of
Crofton Foundation laws™ from another LGT employeg); LGT Memorandum, subject “Frank
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account was one of the largest relationships at LGT Bank.'® This
analysis concentrates on the Luperla Foundation, because of its unique
use of a U.S. corporation in Delaware to hide the identities of the
Foundation beneficiaries. In 2001, Luperla assets had a combined value
of about $68 million.

Formation of Luperla. Discussions regarding the formation of
Luperla extended over a six-month period from November 1996 to April
1997. Although LGT generally requires clients to travel to the bank or
nearby Switzerland to discuss their accounts, LGT made an exception in
this matter, and sent LGT personnel to meet with the Lowys outside of
Liechtenstein. As one LGT memorandum explained: “The Lowys have
decided that they never want to travel to Liechtenstein or Switzerland in
connection with these companies again.”'®

The records obtained by the Subcommittee show at least three
meetings between LGT personnel and the Lowys on the formation of
Luperla. The first was in November 1996, in Sydney, Australia,
attended by Peter Widmer, the LGT relationship manager handling the
Lowy account, meeting with Mr. Lowy, his son David, longtime family
attorney Joshua Gelbard, and David Gonski.'”® At that meeting the
participants discussed the creation of a new foundation. According to a
later LGT memorandum, the Lowys expressed their intent to establish a
large foundation with conservative investments that would serve as
“insurance” for the Lowy family."' In January 1997, a second meeting
took place in Los Angeles, California attended by Mr. Lowy, his sons,
Peter and David, and two LGT employees. According to an LGT
memorandum, this meeting was intended to discuss Luperla’s “portfolio
strategy” and “cost structure,” and introduce Mr. Lowy to “the person
who will also be responsible for ‘his establishment.”"* Six weeks later,

Lowy,” (3/13/97), Bates Nos. PSI-USMSTR-8767-68 (“After the transfer of the assets, Crofton
will be closed.”).

'8 «“The mandate is to be classified as one of the largest business affairs of the LGT BIL [Bank
in Liechtenstein].” LGT memorandum about Luperla (1/29/98), Bates No. PSI-USMSTR-8901.

'¥ LGT memorandum, subject “Westfields, Adelphi, Crofton,” (11/26/96), Bates Nos. PS}-
USMSTR-8773-74.

"% Mr. Gonski’s relationship to Mr. Lowy is not described in the material available to the
Subcommittee. According to Westfield Group’s website, Mr. Gonski has served as non-
executive director of Westfield Holdings Ltd. since 1985. See http://westfield.com/corporate//
about-westfield-group/board-of-directors/ (viewed 7/7/08).

19 “The Lowys view these monies as ‘insurance,’ i.e., they will be invested very long-term and
rather conservatively.” LGT memorandum, subject “Westfield/Lowy Family,” {1/23/97), Bates
Nos. PSI-USMSTR-8771-72.

921 GT memorandum, subject “Westfields, Adelphi, Crofton,” (12/17/96), Bates Nos. PSI-
USMSTR-8760-8770 (*Regarding the composition of the portfolio strategy and the cost
structure, Lowy insists on a mecting in Los Angeles, in which his sons David and Peter as well
as possibly Stephen should take part. ... He would like that T meet with him in Los Angeles with
the person who will also be responsible for ‘his establishment.””). See also LGT memorandum,
subject “Westfield/ Lowy Family,” (1/23/97), Bates Nos, PSI-USMSTR 8771-72.
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a meeting took place in London, in March 1997, attended by three LGT
employees, Mr. Lowy, and his attorney Mr. Gelbard. This meeting,
discussed the transfer of assets to Luperla and LGT fees. An LGT
memorandum summarizing the London meeting was copied to
Liechtenstein Prince Philipp.'”

LGT memoranda following these meetings note that Mr. Lowy had
reached a settlement with the Australian Tax Office, did not want to
bring new funds into Australia, and was concerned that if the Australian
tax authorities learned of his having additional assets, the government
might try to subject them to additional claims. As one LGT
memorandum put it: “Special caution is to be used, however, since he
doesn’t believe the Australian tax authorities that the case with the
payment of the 25 M is settled for good. ... The entire documentation
and assembly is to be done in such a manner that [Mr. Lowy] and his
attorneys can testify before court in Australia without hesitation.”**
These statements make it clear that LGT was aware that Mr. Lowy and
his sons were hiding assets in the new foundation from Australian tax
authorities.

LGT and the Lowys took a number of measures to keep secret
Luperla’s existence and the Lowy relationship at LGT, and to distance
the Lowys and other entities they controlled from the new foundation.
At the Lowy’s request, for example, LGT agreed that, once the new
foundation was established, to remove evidence of old LGT accounts
and transactions.'” In preparation for the January 1997 meeting with
the Lowys in Los Angeles, an LGT trust officer wrote the following
message to his associates:

3L GT Memorandum, subject “Frank Lowy,” (3/13/97), Bates Nos. PSI-USMSTR-8767-68
(“Lowy seems to have been very pleased with our service and would like to invite S.D. Prince
Philipp ... to London this summer for a special occasion.”). H.S.H. Prince Philipp von und zu
Liechtenstein was at the time a Member of the Board of Directors of LGT Bank and Chairman of
the Board of Directors of LGT. See http://www.lgt.com/export/ sites/inta_lgtcom/de/wir_ueber_
uns/lgt_portrait/publikationen/$verwaltung_publikationen/cv/cv_s_d_prinz_philipp_von_und_zu
_lechtenstein_cn.pdf (viewed 7/7/08).

1 LGT memorandum about Luperla (3/16/97), Bates Nos. PSI-USMSTR-8902-3. See also
LGT memorandum about Luperla (1/29/98), Bates No. PSI-USMSTR-8901 (“The substance of
this meeting is that the client cannot officially bring these funds back into his Australian assets.
Therefore they remain in the foundation.”).

193 See, e.g., LGT memorandum, subject “Westfield/Lowy Family,” by Peter Widmer, (1/23/97),
Bates Nos. PSI-USMSTR-8771-72 (*When everything is completed, one wants LGTT to destroy
all files on the old structures, insofar as they don’t have to be kept for legal reasons. Regarding
this matter, I will specifically get in touch with LGTT after the transfer into this new structure.”);
LGT Memorandum, subject “Frank Lowy,” (3/13/97), Bates Nos. PSI-USMSTR-8767-68 (*We
have promised once again, that all documents of Crofton will be destroyed, as long as will not
have to be protected for legal reasons.”); LGT Memorandum about Luperla (5/2/97), Bates Nos.
PSI-USMSTR-8864-65 (“After completion of these transactions, all documents from ‘Crofton’
and ‘Jelnav’ are definitely to be destroyed, insofar as this is legally possible. 1ask Dr. Iob for
confirmation of completion by June 30, 1997.7).
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“Before the meeting in LA we should prepare our first proposals in
writing. These should be written on neutral paper and without
reference to any person or corporation in the Lowy field.”'*®

LGT established Peter Widmer as its exclusive point of contact at
LGT for the Lowys during the establishment of the new foundation, and
subsequently limited the number of LGT personnel involved in the
relationship.'”’ The Lowys, in turn, made Mr. Gelbard their exclusive
contact for matters related to Luperla,'”® and LGT agreed to accept his
name on key documents. It was Mr. Gelbard, for example, who sent a
letter requesting the creation of Luperla,' signed the Foundation’s
formation documents,”™ and signed Luperla’s asset management
contract with LGT. LGT also listed him on its internal identification file
as the contact person for Luperla, omitting any mention of the Lowys.™
LGT also convinced the Lowys not to co-manage the assets in the
foundation, on the ground that such direct involvement on their part
would connect them to the entity.”"

In addition, to disguise the transfer of assets from other Lowy-
related entities, LGT proposed, and the Lowys agreed, to transfer the
assets through a shell corporation especially set up for that purpose.203
The primary source of assets for the new foundation had been described
as proceeds from a complex securities transaction.”™ In early 1997,

Y LGT Memorandum, Subject: “Westfields, Adelphi, Crofton,” (12/17/96), Bates Nos. PSI-
USMSTR-8769-70.

197 e promised that the total relationship will remain under my control (key account) and that
Wilfried Ospelt will personally take over the depot in an investment-strategic manner. For the
short-term, the contacts should go exclusively through me.” LGT memorandum, subject
“Westfield/I.owy Family,” (1/23/97), Bates Nos. PSI-USMSTR-8771-72.

%8 «“Contact person will be in the future exclusively Joshua Gelbard.” LGT memorandum,
subject “Westfields, Adelphi, Crofton,” (11/26/96), Bates Nos. PSI-USMSTR-8773-74,

% Letter from J.H. Gelbard to LGT (3/12/97), Bates Nos. PSI-USMSTR-8860-61.
200 Regulations Luperla Foundation, Vaduz (4/30/97), Bates Nos. PSI-USMSTR-8838-40.

0 “Luperla is a foundation without engagement contract. Client is J. Gelbart [sic}.” LGT
memorandum about Luperla (3/16/97), Bates Nos. PSI-USMSTR-8902-3. See also
“Identification File” for Luperla Foundation (10/31/97), Bates No. US-MSTR-8905,

2 «“We were able to talk them out of the desire for co-management of the investment process by

pointing out that every direet influence on the foundation can have disadvantages.” LGT
memorandum, subject “Westfield/ Lowy Family,” (1/23/97), Bates Nos. PSI-USMSTR-8771-72.

LGT has employed similar tactics on other occasions to help clients disguise the flow of assets
into their LGT accounts, as examined below.

See, e.g., LGT memorandum about Luperla (1/29/98), Bates No. PSI-USMSTR-8901 (“The
foundation assets shall come to the amount of approximately USD 100 million and originate
from a relatively complex transaction, with the goal of bringing shares listed in the stock market
back into the family’s possession, which was successfully completed.”); LGT memorandum
about Luperla (6/26/01), Bates No. PSI-USMSTR-8897. (“The resuit from these memorandums
for the file as well as from my memory is that the funds of the Luperla Foundation stcm from a
credit financing of the LGT Bank in Liechtenstein that at the time was carried out through a
eompany Crofton, The result from the attached memorandums for the file is that the instructions
regarding Crofton were issued by Sinus Treuhand, Ziirich.”). Several LGT documents also refer
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LGT acquired a British Virgin Islands corporation, Sewell Services Ltd.,
to serve as the intermediary for the asset transfers into Luperla from
other Lowy related entities.”® An account in the name of Sewell was
opened at LGT Bank in Liechtenstein. Assets destined for the Luperla
account were transferred into the Sewell account and then transferred
internally, within the bank, from the Sewell to the Luperla account.
Such intra-bank transfers make it extremely difficult to trace the flow of
assets, because no documentation outside of the bank shows that the
funds transferred into the bank were destined for or actually deposited
into the Luperla account.

On May 2, 1997, the LGT relationship manager for the Luperla
account outlined the complex series of transaction that were going to be
used to move Lowy assets into Luperla:

“a) Around USD 54 million (balance Crofton with us) are going to
the Sewell account with us (assignment from Sinitus);
subsequently Sewell pays (assignment from LGT T) the amount to
Luperla.

“b) An additional roughly USD 3 million will go to Sewell
(account L.GT) through third-bank payments, which are likewise to
be paid to account Luperla at LGT (assignment LGT T). [by hand:]
CHEF 3.6 million according to K. Ulrich.

“c) Crofton will close its account with Union Bank of Israel, Tel
Aviv and send balance (around USD 0.2 million) to account
Sewell; Sewell also pays this amount to Luperla at LGT
(assignment LGT T). Luperla is then to remunerate USD
250,000.00 to its account (already opened by LGT T) with Union
Bank of Tsrael.”*"

to an entity called Adelphi, but it is not clear that it was used in the final transaction. Compare
LGT memorandum, subject “Westfields, Adelphi, Crofton,” (11/26/96), Bates Nos. PSI-
USMSTR-8773-74 (the first order of business was to “settle the credit repayment formalities at
Adelphia”) and LGT Memorandum, Subject: “Westficlds, Adelphi, Crofton,” (12/17/96), Bates
Nos. PSI-USMSTR-8769-70 (“the free funds in the amount of rd. USD 53 million from the
Adelphi - Credit Repayment and their insertion into a new structure™) with LGT Memorandum,
subject “Frank Lowy,” (3/13/97), Bates Nos, PSI-USMSTR-8767-68 (“The Adelphi - assets will
not be included in the new structure.™).

25 In a March 1997 letter to LGT requesting establishment of the Luperla Foundation, Mr,
Gelbard agreed to a fee which ineluded, among other things, “the formation and administration
of a transfer company (with legal situs in the British Virgin Islands) and its bank accounts.”
Letter from J.H. Gelbard to LGT regarding formation of Luperla Ioundation, (3/12/97), Bates
No. PSI-USMSTR-8860-61. See also LGT memorandum about Luperla (3/16/97), Bates Nos.
PSI-USMSTR-8902-3. (“The monies are to be transferred from Crofton via a specially taken-
over BVI company (name: Sewell [name inserted by handwriting]).”).

2% L GT Memorandum about Luperla (5/2/97), Bates Nos. PSI-USMSTR-8864-65. LGT had
originally instructed that Sewell be dissolved after the Lowy funds were transferred into the
Luperla account. Id. The order for dissolution was apparently not given, however, as indicated
by an October 1997 LGT memorandum stating that another $30,000 was going to be transferred
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On March 12, 1997, Mr. Gelbard, the Lowy family attorney, sent a
letter to LGT Treuhand, officially requesting establishment of the
Luperla Foundation and detailing its structure.’” The “Regulations”
governing the operation of Luperla Foundation were signed by Mr.
Gelbard on April 30, 1997.%® On May 14, 1997, an LGT memorandum
reported the transfer of assets to Luperla had been completed.”® At its
inception, the foundation held assets of $54.7 million in U.S. dollars and
3.6 million in Swiss francs.*'°

Naming Beneficiaries Through a U.S. Corporation. LGT
internal memoranda are clear that Luperla’s “*financial beneficiaries” are
the father and the three sons David, Peter, and Stefen.”®'! In keeping
with the Lowys’ desire for secrecy, however, the Luperla Foundation did
not simply name them as beneficiaries in its documentation. Instead,
LGT and the Lowys devised a mechanism that the Subcommittee has not
seen before, directing a U.S. corporation to name the beneficiaries of the
Liechtenstein foundation.

The key U.S. corporation is identified in the Luperla
“Regulations.” The first paragraph states, in essence, that the latest
subsidiary of Beverly Park Corp., a Delaware corporation owned by
another Lowy trust, would name the beneficiaries of the Luperla
Foundation:

“The persons, companies or other entities from time to time
notified in writing to the [Luperla] Board of Foundation by the
company (Company) in which Beverly Park Corporation, a
company formed in Delaware, United States of America, on 3
January 1997, (Corporation) for the time being holds any share and

into the Luperla account at LGT, from the Crofton company, via the Sewell account at LGT
bank. Moreover, the memorandum notes that a U.S. dollar account had been opened in the name
of Sewel! for this purpose, and “This has apparently already been done on many occasions.”
LGT memorandum, subject “Luperla Stiftung/Sewell Services Lid. B.V.L,” (10/23/97), Bates
No. PSI-USMSTR-8896.

7L etter from J.H. Gelbard to LGT regarding formation of Luperla Foundation (3/12/97), Bates
Nos. PSI-USMSTR-8860-61.

208 Regulations Luperla Foundation, Vaduz (4/30/97), Bates Nos. PSI-USMSTR-8838-40
(hereinafter “Luperla Regulations™).

2PL,GT memorandum about Luperia Foundation (5/14/97), Bates No. PSI-USMSTR-8883.
210
1d.

' LGT memorandum, subject “Westfield/Lowy Family,” (1/23/97), Bates Nos. PSI-USMSTR-
8771-72. See also LGT memorandum about Luperla by Werner Orvati, (6/26/01), Bates No.
PSI-USMSTR-8897 (“It is explicitly apparent from the memorandums for the file that, in
aeecordance with the intention of the founder, FL and his three sons DL, PL and SL are to be
financial benefieiaries.”); LGT memorandum about Luperla (7/16/01), Bates Nos. PSI-
USMSTR-8867-70 (“The records document the intent of the benefactor to the effect that the
economic benefactor and his three sons shall be financial beneficiaries.”).
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if there is more than one such company, then the company in
which the Corporation last became a shareholder before the
notification (a certificate to that effect from any office bearer for
the time being of the Corporation may be relied upon by the Board
of Foundation) shall be within the class of distributees of the
Foundation assets and the income therefrom, provided that the
Company for the time being or its legal successor may revoke any
such notification at any time by a further notice in writing to the
Board of Foundation, and provided further that no Company shall
directly or indirectly become a distributee or benefit therefrom.”'*

Beverly Park Corporation was, in fact, incorporated in Delaware
on January 3, 1997, by a registered Delaware agent, Corporation Trust
Company. Beverly Park is wholly owned by Cordera Holdings Pty Ltd.,
which is owned by Franley Holdings Pty Ltd., which is owned by LGF
Holdings Pty Ltd., which is, in turn, owned by the Frank Lowy Family
Trust.*" Beverly Park’s listed address is 11601 Wilshire Blvd., 11th
floor, Los Angeles, CA, which is also the address of the Westfield
Group United States. Since Beverly Park’s incorporation, Peter Lowy
has served as its President and as a Director.”™*

By delegating the authority to name beneficiaries to the last
subsidiary of Beverly Park, the Luperla Foundation ceded authority to an
entity under the ultimate control of the Frank Lowy Family Trust. In
addition, this structure served to keep the ownership of the Luperla
assets out of Luperla records and deepened the secrecy surrounding the
identity of its beneficiaries.

LGT Trust’s own internal memoranda indicate that LGT viewed
the arrangement as a way to ensure that Mr, Lowy and his sons would be

2121 uperla Regulations.

2138ee Organization Chart, provided by Beverly Park in response to an IRS request, Bates No.
LOWY-PSI-36; Correspondence from P.S. Seddon, Secretary, Cordera Holdings Pty Limited to
Mr. Peter Lowy (3/21/97), Bates No. LOWY-PSI-3714.

e O 1999, the other Beverly Park officers and directors were: Richard E. Green, Vice President
and Director; Mark Stefanek, Treasurer and Secretary; Leon Janks, Assistant Secretary; and
Arthur E, Schramm, Director. See “List of Officers/Directors” for Beverly Park Corp. (8/26/99),
Bates No. LOWY-PSI-3743. Beverly Park also appears to serve as a holding company for two
properties purchased from other Westfield and Lowy affiliated entities. These properties,
purchased on March 25, 1997, include a two-unit Park Avenue, Manhattan condominium for
$4.9 million purchased from Westland Park Avenue Corporation (another Delaware corporation
using the Westfield Group United States’ office address); and a 7,000 square foot Beverly Hills
home for $5.75 million purchased from Clareville, Ltd., a Bermuda corporation. Sce “Contract
for the Purchase and Sale of Real Estate,” (3/24/97), Bates Nos. LOWY-PSI-3868-71
(Manhattan condominium); “Change of Ownership Statement,” (5/13/97), Bates Nos. LOWY~
PSI-3764-65 (Beverly Hills house). These properties were apparently used to house Westfield
officers and directors as well as Lowy family members for business and leisure; Beverly Park
charpged Westfield substantial fees for some of these guest stays. See, e.g., “Beverly Park
Corporation: Guest Log-Beverly Hills,” and “Beverly Park Corporation: Guest Log-New York
Condo,” (monthly, July 1999 to May 2000), Bates No. LOWY-PSI-3914-31,
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the financial beneficiaries of Luperla Foundation, without having to
include their names in the Foundation documents. For example, a June
2001 LGT memorandum first discusses the role of Beverly Park: “I
assume that instructions regarding the nomination of beneficiaries will
be made by the ‘Company’ listed in the by-laws ... the company from
which Beverley [sic] Park Corp. last acquired shares.”*"” It goes on to
state: “It is explicitly apparent from the memorandums for the file that,
in accordance with the intention of the founder, the father [Frank Lowy]
and his three sons DL [David Lowy], PL 1[Peter Lowy] and SL [Steven
Lowy] are to be financial beneficiaries.”*'® A July 2001 LGT
memorandum discusses when the Luperla Board is authorized to make
disbursements of assets to Foundation beneficiaries. It states that the
Luperla board “must categorically be notified of the identities of
possible beneficiaries (‘members of the class of distributees’[English])
through a corporation ... of which the Beverly Park Corporation ... has
shares. ... If the ‘Corporation’ holds several ‘Companies,’ then the
capacity to designate falls to that company of which the ‘Corporation’
most recently took up shares before the notification.”'” The
memorandum goes on to say: “The records document the intent of the
benefactor to the effect that the economic benefactor and his three sons
shall be financial beneficiaries.”

Dissolving Luperla. On June 25, 2001, Luperla’s board
apparently approved a resolution for the “complete and final
disbursement” of the Foundation’s assets and to place the Foundation
itself “in liquidation (since it can no longer fulfill the purpose of the
foundation after this).”*'® Documents available to the Subcommittee do
not explain what triggered this resolution.

To disburse its assets, LGT required a list of Luperla’s
beneficiaries from the last subsidiary of Beverly Park. To obtain this
information, an LGT memorandum states: “The telephone conversation
in this regard will be taken up with the economic benefactor and one of
his sons and/or Joshua H. Gelbard.”*"® The memorandum indicates that
a telephone conversation was held with David Lowy that same day, and
that LGT learned the key Beverly Park subsidiary was Lonas Ltd.,
incorporated in the British Virgin Islands on July 24, 2001.**° By
December 20, 2001, LGT had obtained numerous documents related to

25 LGT Memorandum about Luperla (6/26/01), Bates No. PSI-USMSTR-8897.
216

Id.
7 L GT memorandum about Luperla (7/16/01), Bates Nos. PSI-USMSTR-8867-70,
2814, at 8870.
2% L GT memorandum about Luperla (12/17/01), Bates Nos. PSI-USMSTR-8879-80.
220

Id.
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Beverly Park and Lonas.”*' Included were documents showing that
Beverly Park held “a share” in Lonas, that Mr. Gelbard had been
appointed the “first sole director” of Lonas, and that Luperla had
received a “Mandate from Lonas Ltd. (notification letter) dated
12.13.2001, signed by Joshua H. Gelbard, sole director, regarding the
disbursement of all assets of the foundation.”***

An LGT memorandum shows that, even after receiving the
notification letter from Lonas, signed by Mr. Gelb, regarding
disbursement of the Luperla assets, the bank decided to check the
information in that letter by telephoning David Lowy and recording the
conversation. The memorandum states:

“In closing, Dr. Konrad Béchinger brings up the order from Joshua
Gelbard for the payment/disbursement of the foundation assets to
two separate bank connections in Geneva in the ratio of 60:40.
Besides verbal attestation to the accuracy of the order, David Lowy
gives his consent that the Lowy family itself not be directly
benefited in the framework of the commissioned transactions.”**
LGT obtained David Lowy’s authorization for the final Luperla
disbursement a second time in a telephone call on December 20, 2001,
demonstrating anew that LGT considered the Lowys to be the key
decisionmakers behind Lonas, Beverly Park, and Luperla.224 LGT
memos and LGT bank records show that, on December 20, 2001, over
$68 million in assets were moved in two tranches from the Luperla
account at LGT bank to accounts at Bank Jacob Safra in Geneva.

Answering IRS Inquiries. In 2007, the Lowys were contacted by
the IRS with inquiries about Beverly Park. In submissions to the IRS,
the Lowys and Beverly Park officers stated that there was no connection
between Beverly Park and any foreign accounts and entities, including
Luperla. Beverly Park claimed it “has no records demonstrating
ownership of stock in any other entity, including Lonas Limited BV
Mr. Leon Janks, Secretary and Director to Beverly Park, represented to
the IRS that Beverly Park, its subsidiaries, officers, employees, and

I 29225

2! See Id.; LGT memorandum about Luperla (12/18/01), Bates Nos. PSI-USMSTR-8873-8874;
LGT memorandum about Luperla (12/20/01), Bates Nos. PSI-USMSTR-8875-8877. With
respect to some documents, LGT was not satisfied with copies and requested originals. David
Lowy, in a telephone conversation on December 17, 2001, assured LGT he would provide the
original documents. These documents were then “personally delivered to Dr. Konrad Bichinger
[of LGTY at his private address™ the next day. Id.

21 GT memorandum about Luperla (12/17/01), Bates Nos. PSI-USMSTR-8879-80.
23 1d. at 8880.
24 L GT memorandum about Luperla (12/20/01), Bates Nos. PSI-USMSTR-8875-77 at 8877.

5 «“Beverly Park Response to IDR 1, (2/21/08), Bates No. LOWY-PSI-1980-90, at 1985, See
also Id. at 1989.
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agents have no “legal or beneficial interest in ... or any direct or indirect
signature, management, investment, or other authority over any foreign
entities, trusts, corporations, partnerships, or foundations.”*® Peter
Lowy, President and Director of Beverly Park, told the IRS he “do[es]
not have sufficient personal knowledge” regarding Beverly Park’s
relationship with any foreign accounts or entities, but has “no reason to
doubt the accuracy” of Mr. Janks’ statements.””’ It is the
Subcommittee’s understanding that the IRS inquiry is ongoing.

(4) Greenfield Accounts: Pitching a Transfer to Liechtenstein

Harvey and Steven Greenfield, father and son, are longtime
participants in the U.S. toy industry.**® Both are U.S. citizens from New
York. In 1992, LGT helped Harvey Greenfield establish a Liechtenstein
foundation, called Maverick Foundation, of which he is the sole primary
beneficiary and for which his son holds power of attorney. Two days
later, two corporations were formed in the British Virgin Islands (BVI)
called Chiu Fu (Far East) Ltd. and TSF Company Ltd., both of which are
wholly owned by the Maverick Foundation. The two BVI corporations
apparently served as conduits to transfer funds to Maverick which, as of
the end of 2001, had assets at LGT valued at about $2.2 million.*

Harvey Greenfield is Chairman and Chief Executive Officer of
Commonwealth Toy and Novelty Company, Inc., which is a leading
manufacturer of stuffed dolls and animals, is headquartered in New
York, and has offices in seven countries. Steven Greenfield served as
President of that company for 15 years, and has also worked with a
number of startup companies primarily in the toy industry. LGT records
show that Maverick was formed on January 22, 1992, and its two
subsidiaries incorporated on January 24, 1992.° Maverick apparently
maintained the stock certificates for both companies at LGT.>" An
internal LGT document profiling Maverick states that the origins of the
funds in the Maverick account at LGT were “[e]arnings from

26 Response to IDR 23-1 (1/28/08), Bates No. LOWY-PSI-1976. See also IDR 23-1 (12/11/07),
Bates Nos. PSI-LOWY 6000-3.

= Reponse to IDR 22-1 (1/28/08), Bates No. LOWY-PSI-1975. See also IDR 22-1 (12/11/07),
Bates Nos. PSI-LOWY 6004-7.

2% The information about the Greenfield accounts is derived from internal LGT documents
produced to the Subcommittee. The Greentields did not provide any documents or oral
testimony to the Subcommittee, instead asserting their Constitutional rights under the Fifth
Amendment.

29 I GT Bank in Liechtenstein bank statement for Maverick Foundation (1/ 1/02) (showing a
balance of $2,198,167.72); LGT Treuhand Memorandum regarding Maverick Foundation
(3/27/01).

0 LGT report on Maverick Foundation (subsequent to 3/23/01 client meeting); LGT report on
Chiu Fu (Far East) Ltd. (undated), Bates No. PSI-USMSTR-3205; LGT report on TSF Company
Ltd. (undated), Bates No. PSI-USMSTR-3193.

1 LGT report on Maverick Foundation (subsequent to 3/23/01 client meeting).
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commercial activity in the toy business. The client’s sources toys from
across Asia (but primarily China and Hong Kong) for distribution
overseas.””” Another internal LGT document regarding Maverick states
that “Steven Greenfield is the holder of the power of attorney to give

. . 233
instructions.”

The documentation obtained by the Subcommittee regarding the
Greenfields’ Liechtenstein accounts and entities is limited. The
documents do not provide much information about activities related to
Maverick, Chiu Fu, or TSF Company for the first ten years of their
existence, other than cryptic notes about a 1993 “[a]greement re.
acquisition of special assets”; a 1996 “mandate” to LGT’s banking
operations in Hong Kong regarding “administration of the [Bank in
Liechtenstein] account”; and “[c]ontracts of engagement with Chiu Fu
and TSF.”** There are also a few bank statements showing that Chiu
Fu had an account at HSBC in Hong Kong, and TSF had an account at

5

Standard Chartered Bank in Hong Kong.*”

In 2001, however, a detailed internal LGT memorandum opens a
window on the Greenfield accounts with a vivid description of a meeting
that took place in Liechtenstein, at the bank, on March 23, 2001. The
meeting was attended by Harvey and Steven Greenfield, three LGT
private bankers, and Prince Philipp von und zu Liechtenstein, Chairman
of the Board of the LGT Group and brother to the reigning sovereign.
According to LGT records, the meeting lasted over five hours, from
10:00 a.m. until 3:30 p.m., with the Prince in “partial attendance.”

The meeting centered on an apparent sales pitch by LGT to
convince the Greenfields to transfer an offshore trust with assets valued
at “around U.S. $30 million” from a Bank of Bermuda branch in Hong
Kong to LGT in Liechtenstein.® The memorandum explains:

“The Bank of Bermuda has indicated to the client that it would like
to end the business relationship with him as a U.S. citizen. Due to
these circumstances, the client is now on the search for a safe
haven for his offshore assets. Next to the bankable assets, this
Trust [at Bank of Bermuda] also still holds operating companies.

It is, however, planned, to close these companies in the near future.

32 1 GT Background Information/Profile-Existing Customers for Maverick Foundation
(10/12/01).

BLGT report on Maverick Foundation (subsequent to 3/23/01 client meeting).
234
Id.
3 See 1992 and 2001 bank statements, Bates Nos. PSI-USMSTR-3190-91, 3201-03.
261 GT Memorandum regarding Maverick Foundation (3/27/01), at 1.
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“There follows a long discussion about the banking location
Liechtenstein, the banking privacy law as well as the security and
stability, that Liechtenstein, as a banking location and sovereign
nation, can guarantee its clients. The Bank ... indicate[s] strong
interest in receiving the U.S. $30 million. Investment issues do not
seem to be clarified completely. It is explained to the client that as
a U.S. citizen he cannot invest in U.S. securities directly, but the
possibility of investing in funds is not ruled out.”*’

The memorandum does not explain why the Bank of Bermuda wishes to
end the relationship with the Greenfields, nor does LGT appear to ask.
Instead, LGT presses the Greenfields to direct their offshore business to
LGT.

The memorandum states that an LGT private banker offered to
meet in Hong Kong at the end of April 2002, to determine if the transfer
from Bank of Bermuda will take place. Two alternatives are suggested
to arrange the transfer: (1) “[d]isbursement of the assets from the [Bank
of Bermuda] Trust and subsequent dedication to the Maverick
Foundation (under interposition of the BVI companies)”; or (2)
“[t]akeover of the Trust through LGT Trust Management Ltd. as new
trustee.” The memorandum also states: “The clients are very careful
and eager to dissolve the Trust with the Bank of Bermuda leaving
behind as few traces as possible.”238 LGT not only does not express any
concern about the Greenfields’ desire for secrecy, it offers concrete
suggestions to disguise the transfer of assets and minimize the change,
such as by recommending use of the BVI companies as conduits for the
transferred funds from Bank of Bermuda or simply taking control of the
existing Trust.

In addition to making the sales pitch, the meeting took care of
some administrative matters regarding the Greenfields’ existing LGT
account. The memorandum notes, for example, that the Greenfields
“sign[ed] off on the asset status of December 31, 1999 and December
31, 2000” for Maverick, which suggests that the Greenfields had not
traveled to Liechtenstein in two years to review the account
documentation. The LGT private bankers apparently also asked for
signatures on “file copies™ related to the Maverick account, but “[h]e
refuses ... with the reasoning that they are already taken care of anyway
through his signing off on the asset statuses. I point out that due to the
engagement contract, we merely carry out his instructions, and that he
needs to document this for us with his signatures on the file copies.
Nevertheless, the client does not sign the file copies.”® These

BTG
ey

B4 at 2.
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statements suggest that the Greenfields were responsible for directing
the Maverick account investments, using LGT simply to carry out their
directions.

The memorandum also discusses the two BVI corporations owned
by Maverick. It states that they “were established in January 1992 with
the purpose of channeling the assets into the Maverick Foundation,” that
they had not been closed as planned, and that they “are to continue to
exist until further notice. Possibly, they could be used again to channel
assets into the Maverick Foundation.”* These statements show that
LGT was comfortable with “channeling assets” through shell
corporations to disguise the identity of the ultimate recipient.

Although the memorandum never mentions the Qualified
Intermediary Program, many financial institutions had signed QI
agreements for the first time in 2001, including LGT. Those agreements
may have been responsible for the memorandum’s comment that a
number of financial institutions had told the Greenfields “that U.S.
citizens are not those clients that one wishes for in offshore business.
LGT, however, appears to have been more than willing to retain and
expand the business it had with the Greenfields.

39241

The Subcommuittee was unable to ascertain from LGT or the
Greenfields whether the $30 million transfer took place or whether their
LGT accounts were still open. The Subcommittee was told by the
Greenfields’ legal counsel, however, that the Greenfields are currently in
negotiation with the IRS and Department of Justice over tax liability
issues related to Liechtenstein.

(5) Gonzalez Accounts: Inflating Prices and Frustrating
Creditors

Jorge and Conchita Gonzalez, and their son Ricardo, operated a car
dealership in the United States for many years.*** Beginning in 1986,
LGT helped them acquire two Liechtenstein foundations and two
Liechtenstein corporations to assist their car dealership which was
located in Puerto Rico and specialized in selling Volvos, among other
cars. The foundations were the Tragunda Foundation and Fondation
Tragique; the companies were Auto und Motoren AG and Asmeral
Investment Anstalt. LGT also helped them form a third Liechtenstein
company, Tierzucht Investierungs Anstalt, which served as a holding

2004 at 1,2
Md a1

2 Information about the Gonzalez accounts is derived from internal LGT documents produced
to the Subcommittee and numerous court pleadings, orders, and opinions. Jorge Gonzalez died
in 1988.
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company for a Spanish corporation, Ganadera, which owned a ranch in
Spain. The foundations and companies each opened LGT accounts
whose assets fluctuated over time. The latest LGT bank statement
obtained by the Subcommittee indicates that, at the end of 2001, the
accounts held assets with a combined value of about 7.4 million Swiss
francs or about $4.5 million.*’

This analysis concentrates on the Liechtenstein foundations and
companies connected to the car dealership in the United States. The car
dealership was associated with two corporations: Trebol Motors
Corporation which actually sold the cars in Puerto Rico, and Trebol
Motors Distributor Corporation which imported the cars from Volvo.**
Both corporations (Trebol) were owned by Jorge Gonzalez and, after his
death, by Conchita and Ricardo Gonzalez.”* Ricardo Gonzalez served
as the general manager of both companies beginning in 1988.>* Trebol
was apparently the only Volvo dealership in Puerto Rico.”

Tragunda Foundation (Tragunda), established in 1986, owned 100
percent of the shares of the two Liechtenstein companies, Auto und
Motoren AG (AUM) and Asmeral Investment Anstalt (Asmeral). All
three assisted Trebol. Tragunda appears to have provided substantial
financing, at one point making a $6 million loan to AUM, which in turn
loaned funds to Trebol.”** Asmeral apparently acted as an intermediary
for loans to Trebol from an LGT-related investment company known as
FIWA AG?*

AUM played an even more central role. AUM represented itself to
Volvo as a “guarantor” of Trebol’s debts, > apparently without ever

2% LGT Bank account summary for Fondation Tragique as of 12/31/2001, (1/1/2002), Bates No.
PSI-USMSTR-8700,

2 See Bonilla v. Volvo Car Corp., 150 F.3d 62, 65 (1st Cir. 1998) (hereinafter “Bonilla v,
Volvo™.

M5y,

6 Sworn Statement of Ricardo Gonzalez (hereinafter “Gonzalez Sworn Statement™), appendix
to Perez v. Volvo, 247 F.3d 303 (st Cir. 2001) (hereinafter “Perez v. Volvo™).

247 Bonilla v. Trebol Motors Corp., 150 F.3d 77, 85 (1st Cir. 1998) (hereinafter “Bonilla v.
Trebol™).

% gee untitled chart (undated), Bates No. PSI-USMSTR-8762 (“Loan to Auto und Motoren
US$6 Mio™).

% See untitled chart (undated), Bates No. PSI-USMSTR-8762 (“Fid. Loan FIWA to Trebol”);

LGT Background Information/Profile — Existing/Clients regarding FIWA AG, Vaduz (12/10/01),
Bates No. PSI-USMSTR-954 (describing FIWA as a “L.GT- group company” that holds shares).

339 gee Bonilla v. Volvo at 72; Gonzalez Sworn Statement at 97 (“On or about July 1985, Trebol
and Volvo arranged for a Liechtenstein company named Auto Und Motoren ({AUM”) to serve as
a ‘guarantor” of Trebol’s payment obligations for new cars purchased by Trebol from Volvo for
the 1986 model year and beyond.”).
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revealing that the companies shared common ownership.”' As a result,
Volvo sent AUM copies of the invoices it sent to Trebol for the
inventory of cars Trebol purchased for sale in Puerto Rico, in order to
keep AUM “informed of its potential liability.”*> AUM did not merely
take receipt of the Volvo invoices; as described in later court
proceedings, AUM sent additional invoices to Trebol for selected cars,
specifying a higher cost for the cars than Volvo had actually charged.
The First Circuit described this “double invoicing scheme™ as follows:

“Plaintiffs showed that, between 1986 and 1989, AUM sent Trebol
additional invoices for the same vehicles but with different
purported prices. AUM’s invoices sometimes overstated the
vehicles’ cost relative to the actual price in the authentic Volvo
invoice by as much as $3000; not all AUM invoices contained
inflated prices and some of the inflated ones involved small
amounts (e.g., $50). In any case, Trebol used these inflated
invoices to obtain higher inventory financing from Puerto Rican
banks and Trebol also calculated its retail prices using the inflated
cost as a starting point. Trebol also remitted the higher invoice
amount to AUM, resulting in the accumulation of a pool of excess
funds in Liechtenstein. ... Since Trebol was sent copies of the
original Volvo-prepared invoices, a rational jury could conclude
that Trebol knew of the actual prices and was defrauding Puerto
Rican banks by means of the double invoicing scheme. If Trebol
used the inflated invoice prices on its tax returns, tax authorities
may also have been defrauded.”**’

These facts came to light in a civil lawsuit filed against Trebol
challenging its pricing practices. In 1992, a group of individuals and
corporations filed a Federal class action lawsuit alleging that Volvo,
Trebol, and Jorge, Conchita, and Ricardo Gonzelez had engaged in a
conspiracy to violate the Racketeering Influenced and Corrupt
Organizations (RICO) Act “by engaging in hundreds of predicate acts of
mail and wire fraud” which were part of a complex “scheme to defraud

1 The First Circuit notes that Volvo also loaned AUM $2.7 million in 1993, “to cover Trebol’s
debts,” and Volvo later “authorized a transaction in which AUM swapped Trebol’s debt to it for
equity in Trebol.” Bonilla v. Volvo at 72. See also Gonzalez Sworn Statement at 19 10-11.
Both transactions offer added evidence that Volvo was unaware that AUM and Trebol were
commonly owned. See also Perez v, Volvo at 317 (“If the {1993] transaction proves anything, it
tends to prove that Voivo did not know, even at that late date, that AUM was a dummy
corporation. Elsewise, why would Volvo lend AUM so large a sum?”). See also Gonzalez
Sworn Statement at § 15 (discussing relationship between AUM and Trebol, but failing to
mention their common ownership and asserting: “I know that my family and company derived
no benefit from AUM commensurate with the extremely high guarantee cost per car.”).

2 Bonilla v, Volvo at 72.

*1d. See also discussion in Bonilla v. Volvo, 150 F.3d 88, 90 (1st Cir. 1998) (hereinafier
“Bonilla v. Volvo H")}(“A number of these invoices, as we now know, included inflated figures
significantly exceeding the original invoice prices.”™); Perez v. Volvo at 308-09.
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Puerto Rican purchasers by overcharging them” for certain Volvo
cars.”* This litigation resulted in four years of pre-trial discovery, a
three-week trial in 1996, multiple appeals decided in 1998, and
additional damage proceedings finally resolved years later.

In June 1996, three days before the primary trial in the litigation
was to start, Trebol and the Gonzalezes admitted that the facts alleged in
the third amended Complaint filed in the case were true, and the district
court entered a judgment against them on the issue of liability, reserving
the question of damages for later.” Volvo went to trial, lost, and was
found liable by a jury for damages of about $43 million, which the court
then trebled under RICO to about $130 million.”*® Because Trebol and
the Gonzalezes had admitted being engaged in a conspiracy with Volvo
to violate the RICO Act, the district court ruled, in October 1996, that
the $130 million damage award applied to them as well.”>’ Volvo,
Trebol, and the Gonzalezes appealed. In 1998, the First Circuit reversed
the judgment against Volvo entirely, because it found that the facts did
not sustain a finding of liability. The First Circuit allowed the judgment
to stand against Trebol and the Gonzalezes, however, due to their factual
admissions and remanded the case to the district court for a new hearing
on damages.™*

As a result of the litigation, Trebol declared bankruptey in
September 1996.%*° Since the district court decision applying the $130
million damage award to Trebol had been issued about a week later, in
October 1996, the First Circuit ruled that the damage award could not be
applied to Trebol due to the automatic stay that protects companies in
bankruptcy, and vacated the judgment pending a lifting of the stay 2
The end result was that, by 1998, Volvo was relieved of all RICO
liability, Trebol was protected from any judgment while in bankruptcy,
and the Gonzalezes faced new proceedings on their liability for RICO
damages, attorney fees, and costs.

In 1997, after the initial damage award of $130 million and before
the appeals court required the damage awards to be re-evaluated, the
Gonzalezes acted on the advice of LGT to acquire a new Liechtenstein

* Bonilla v. Volvo, at 65.

25 1d. at 65.

2014, at 62.

57 See Bonilla v. Trebol at 80.

% 1d. at 85. The First Circuit also vacated an award of $3.5 million against Volvo, Trebol, and
the Gonzalezes for attorney fees and costs related to improper conduct during the litigation, and
remanded the issue to the district court for a new hearing on the amount of attorney fees and
costs owed by the defendants. Bonilla v, Volvo IT at 90, 95.

9 1d. at 80,
2014 a1 87.
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foundation called Fondation Tragique and transfer their Liechtenstein
assets to that new entity. As an LGT internal document explained later:
“For the purpose of protection from creditors, who are litigating the
family in Puerto Rico, the assets already being held by the Tragunda
Foundation were transferred to the Fondation Tragique.”**" This
statement indicates that LGT was aware of the ongoing litigation, and
fully prepared to help the Gonzalezes hide their assets from the
“creditors” engaged in litigation against them.

In 1999, the district court drastically reduced the $130 million
damage award against the Gonzalezes, finding them liable for only
$200,000.%* The Gonzalezes apparently paid this judgment in 2000.%%

A 2001 internal LGT memorandum, prepared after several
members of the Gonzalez family met with an LGT private banker in
Zurich, Switzerland, indicates that LGT had been kept informed of these
developments.”™ The memorandum also indicates that Tragique’s initial
beneficiaries, from 1997 until 2001, had consisted of one or more of the
Gonzalez children, presumably to ensure that the assets transferred to
Tragique could not be attached in connection with a judgment against
Conchita or Ricardo Gonzalez in the Puerto Rican litigation. After the
threat of litigation had passed, however, the Tragique beneficiaries were
changed. The LGT memorandum put it this way:

“Now that the problems in Puerto Rico are resolved and a tax
investigation is no longer to be presumed, we discuss the situation
concerning the bylaws of the Foundation Tragique. In these
regards, Conchita, as protector, signs an order to change the
bylaws so that she appears as primary beneficiary, and that after
her death the children — who are the current primary beneficiaries —
appear as secondary beneficiaries with equal proportions.”**

This memorandum suggests that LGT had no qualms about changing the
beneficiaries of a foundation to prevent a creditor from attaching assets.
It also shows that Ms. Gonzalez exercised significant control over

260 L GT Background Information/Profile for Fondation Tragique, Vaduz (12/18/01), Bates No.
PSI-USMSTR-8711.

2 Subcommittee telephone conversation with Conlee Whiteley, Kanner & Whiteley, LLC, legal
counsel to the plaintiffs in the RICO suit (7/9/08).

263 Ld.

24 LGT Memorandum for the File (9/11/01), Bates No. PSI-USMSTR-8704-05. According to
the LGT memorandum, the meeting took place in Zurich, Switzerland, and was attended by an
LGT private banker, Ms. Gonzalez, her daughter, her son Ricardo, and his wife.

35 1d. The “tax investigation” referred to in the memorandum may refer to an inquiry that was
apparently initiated by Puerto Rican tax authorities but did not result in any tax assessment.
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Tragique, serving as the Foundation Protector, with authority to name
the Foundation’s beneficiaries.**

The memorandum also recounts other actions taken by Ms.
Gonzalez, demonstrating her control over the range of Liechtenstein
assets and entities associated with her family. The memorandum notes,
for example, that, “Conchita signs the order to dissolve the Tragunda
Foundation and to transfer the proceeds from liquidation ... to the
Foundation Tragique”; she signed the “mandate” transferring “monies,
including $550,000,” from AUM to Tragique; and she approved
transferring Tierzucht Investierungs, the Liechtenstein company once
owned by Tragunda, to the new foundation.”” The memorandum states:
“Conchita signs the Status of Assets of the Foundation Tragique 2000.”
It also recounts that the LGT private banker discussed “the investment of
Trangique’s assets,” and that Ms. Gonzalez approved investing “$1
million in cash” in fixed term deposits and “the rest in LGT Strategy
Class Funds 5 years!”**® In addition, the memorandum notes that the
LGT private banker had carried $10,000 in cash to give to Ms. Gonzalez
while in Zurich: “I deliver the amount of US$10,000.—to Conchita; the
cash withdrawal receipt, to be debited to the Foundation Trangique, is
initialed.”*® These actions show Ms. Gonzalez in control of the
administration and assets of Tragique, Tragunda, and AUM.

By 2002, the three Liechtenstein companies controlled by
Tragunda were gone. Asmeral had been dissolved;””® AUM had been
placed in liquidation;®”" and Tierzucht Investierungs had been
transferred to Fondation Tragique. LGT records show that Tragunda

had aiso been dissolved, and only about $2,000 remained in its LGT

%6 1d. Sec also untitled chart depicting Fondation Tragique (undated), Bates No. PSI-USMSTR-
8763. This chart shows that Tragique is administered by a “Foundation Board” and “Protector.”
It states that “All resolutions of the Foundation Board require the consent of the Protector.” It
also states, “The Protector can appoint and remove the beneficiaries” and “has all acces(s] on the
assets of the Foundation.” The chart also refers to the Foundation’s By Laws, where the
Foundation’s beneficiaries are named, as a “Last Will” which can be used by the Foundation
Protector to name the Foundation beneficiaries. The Foundation Protector for Tragique was Ms.
Gonzalez.

2714
26819
#9qq.

0 LGT report on Asmeral Investment Anstalt (undated), Bates No. PSI-USMSTR-966 (“Status:
Dissolved™).

2V L.GT Background Information/Profile-Existing Customer for Auto and Motoren AG
(3/10/01), Bates No. PSI-USMSTR-8729 (“Auto und Motoren AG in Liquidation. ... The
corporation does not conduct commercial activity anymore. It will be dissolved in the
foreseeable future.”).
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account.”” Tragique, in contrast, held assets valued at about 7.4 million
Swiss francs or about $4.5 million.””

The documents obtained by the Subcommittee do not indicate what
happened after 2002.

(6) Chong Accounts: Moving Funds Through Hidden
Accounts

Richard M. Chong (Mr. Chong) was bom in the United States,
lives in California, is a U.S. citizen, and specializes in venture capitalist
projects involving China.”’* His father, Antonio T. Chong, founded the
Yue Shing Tong Foundation at LGT in 1988, endowing it with funds
allegedl7y from a chemical business he had developed in Taiwan and
China.*”® Antonio Chong died in 1998, and his foundation passed onto
his wife Fanny L. Chong, a U.S. citizen and California resident who was
the sole beneficiary.””® Ms. Chong added her three children as
beneficiaries and reorganized the foundation by creating four funds, one
for herself called “Fund Mother”; one for Richard called “Fund Son R™;
one called “Fund Daughter T” and one called “Fund Son C.”*" In
2002, the four funds in the Yue Shing Tong Foundation had assets with
a combined value of about $9.4 million.*”

In 1999, Ms. Chong gave her son, Richard Chong, power of
attorney to “exercise [her] beneficial rights of the [Yue Shing Tong]

2 1, GT Bank account summary for Tragunda Foundation for the period 1/1/2002-9/30/2002,
(10/2/2002), Bates No. PSI-USMSTR-8719.

3 LLGT Bank account summary for Fondation Tragique as of 12/31/2001, (1/1/2002), Bates No.
PSI-USMSTR-8700.

™ The information about the Chong account is derived from internal LGT documents produced
to the Subcommittee and documents provided by Mr. Chong in response to a Subcommittee
subpoena. Mr. Chong did not provide an interview or deposition to the Subcommittee, instead
asserting his Constitutional rights under the Fifth Amendment.

5 LGT repott on Yue Shing Tong Foundation (undated), Bates No. PSI-USMSTR-2206; LGT
Background Information/Profile for Yue Shing Tong Foundation (2/6/02), Bates Nos. PSI-
USMSTR-2189-90 (“The original founder (father) built up a large and successful chemical
business in Taiwan and China. The assets originally deposited were profits generated out of this
business activity.”).

76 See LGT Background Information/Profile for Yue Shing Tong Foundation, (10/9/01), Bates
No. PSI-USMSTR 2207; By-Laws Yue Shing Tong Foundation, Vaduz (2/15/02), Bates Nos.
PSI-USMSTR-2191-98, at 92,

77 See By-Laws Yue Shing Tong Foundation, Vaduz (2/15/02), Bates Nos. PSI-USMSTR-2191-
98; Designation of Beneficiaries for Yue Sing Tong Foundation (6/27/01), Bates Nos. PSI-
USMSTR-2186-88.

278 See LGT bank summary (6/29/02), Bates No. PSI-USMSTR-2203 (showing Mother account
with $5.2 million); (6/29/02), Bates No. PSI-USMSTR-2204 (showing Son R account with $1.8
million); (1/1/02), Bates No. PSI-USMSTR-2202 (showing Daughter T account with $892,000);
(1/1/02), Bates No. PSI-USMSTR-2205 (showing Son C account with $1.7 million).
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Foundation on my behalf.”*® The documents obtained by the
Subcommittee show that, for the next six years, the foundation accounts
saw activity every few months, often involving large sums. Financial
documents produced to the Subcommittee inciude lists of incoming and
outgoing transfers from the Yue Shing Tong Foundation’s four funds
from 1992 to mid-2007.** These documents show such transactions as
a $1.5 million incoming transfer from “one of our clients”; a $1.3
million incoming transfer from “UBS”; incoming transfers over six
years from one source exceeding $7 million; $450,000 in incoming
transfers from “Acme Components,” a company for which Mr. Chong
once served as the managing director;”' and outgoing transfers over six
years to another source exceeding $1.3 million. The LGT records also
show occasional cash withdrawals in Hong Kong that over the six-year
period totaled $200,000. These and other documents obtained by the
Subcommittee indicate that, unlike many of the reviewed accounts at
LGT which saw only occasional activity, the Yue Shing Tong
Foundation funds appear to have been used for a variety of business and
personal transactions.

Another key development took place in 2004. That year, LGT
helped the Foundation set up what LGT has sometimes referred to as a
“transfer corporation” to help disguise asset flows into and out ot a
foundation’s accounts.”® A transfer corporation acts as a pass-through
entity that breaks the direct link between the foundation and other
persons with whom it is exchanging funds or assets, making it harder to
trace the origin and ultimate recipient of those funds and assets.

In this case, LGT’s office in Hong Kong helped Mr. Chong
establish Apex Assets Ltd., using a Hong Kong corporate service
provider called KCS Ltd.**® The documentation reviewed by the
Subcommittee is unclear as to whether .GT or Mr. Chong’s foundation
owned Apex. In any event, LGT opened a new account for Apex at the

77 See handwritten document by Ms. Chong giving Power of Attorney to her son, Richard

Chong (4/24/1998), Bates No. PSI-USMSTR-2199.

2% See documents entitled, “Yue Shing Tong Foundation (‘mother’)”, “Yuc Shing Tong

Foundation (*SUN R’ a/c),” “Yue Shing Tong Foundation (Daughter Account),” “Yue Shing
Tong C Foundation,” (all undated), Bates Nos. CH-PS147-52. Other documents reviewed by
the Subcommittee indicate that these lists were not comprehensive, however, and did not include
all of the wire transfers into or out of the Foundation’s funds,

281 See, e.g., biography of Mr. Chong on website of Sycamore Ventures, www.sycamoreve.com
(viewed 7/14/08).

82 For more information about LGT’s use of transfer corporations, see section 8 below, and
discussion of the Sewell transfer corporation used in connection with the Lowy accounts and
Luperla Foundation.

28 Gee KCS Ltd. invoice to Apex, c/o LGT Bank in Liechtenstein AG, Representative Office
Hong Kong (4/27/07), Bates No. CH-PSI 25. Other documents reviewed by the Subcommittee,
including wire transfers at other financial institutions referring to Apex, indicate that it had a post
office box address in Samoa.
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bank. Financial documents show that, after Apex was established,
virtually all funds deposited into or withdrawn from the Yue Shing Tong
accounts were routed through Apex.”® A series of four letters sent by
Mr. Chong to LGT from 2002 to 2006, for example, directed LGT to
route a total of about $200,000 in Foundation funds, through Apex, to
Dynamic Travel Service, allegedly to pay for “travel expenses to be
incurred by Apex.”™ LGT also recommended Apex’s use in other
aspects of Mr. Chong’s business. On one occasion, for example, when
goods had been delivered to the wrong address in one of Mr. Chong’s
business ventures and had to be returned, his LGT contact sent Mr.
Chong an email: “Can you ask your sender to ship them to Apex
instead? This would also be better from a safety point of view.”**

Because of the sums funneled through the foundation accounts,
Mr. Chong routinely communicated with LGT personnel in Hong Kong,
exchanging correspondence and emails most often with an LGT
representative named Silvan Colani.”*” The Chong account was the only
LGT account reviewed by the Subcommittee that made common use of
emails. The communications dealt with a variety of issues that appear
related to Mr. Chong’s business ventures including securities
transactions;”* payments to Dynamic Travel; and transfers of funds to
Sycamore Venture Capital L.P., a Silicon Valley venture capital
business where Mr. Chong was a partner.”*’ Other communications
forwarded documents received from KCS related to Apex, including
invoices™ and even a Schedule K-1 Form from a corporate U.S. tax
return listing Apex as a partner in a U.S. partnership.””' On one
occasion, LGT sent an email to Mr. Chong stating: “We have received
your delivery of 63,303 units to Apex.”*” A letter from Mr. Chong the

8 Qee documents entitled, “Yue Shing Tong Foundation (‘mother’)”, “Yue Shing Tong
Foundation (*SUN R’ a/c),” “Yue Shing Tong Foundation (Daughter Account),” “Yue Shing
Tong C Foundation,” (al! undated), Bates Nos. CH-PSI 47-52.

5 Compare letters from Mr. Chong to LGT contact Silvan Colani (9/12/06 regarding $30,000),
(3/7/06 regarding $60,000), (6/1/04 regarding $50,000), and (5/18/04 regarding $70,000), Bates
Nos. CH-PSI 59, 60, 94, 107, with letter from Mr. Chong to LGT contact Silvan Colani (5/30/02
regarding $85,000 sent directly from Fund Mother to Dynamic Travel, prior to the formation of
Apex), Bates No. CH-PS} 108.

% Email from LGT contact Silvan Colani to Mr. Chong {2/14/07), Bates No, CH-PS1 3. LGT
has employed similar tactics on other occasions to help clients disguise the flow of assets into
their LGT accounts, as examined below in Section 8.

7 See, e.g., letter from Mr. Chong to Sitvan Colani, Representative of LGT in Hong Kong
(3/7/06), Bates No, CH-PSI 59.

8 See, ¢.g., email from Mr. Chong to LGT comtact Silvan Colani (3/20/07), Bates No. CH-PSI
8

2 Letter from Mr. Chong to LGT (undated), Bates No, CH-PSI 65.

* See, e.g., email from LGT contact Silvan Colani to Mr. Chong (12/26/06), Bates No. CH-PS]
1

#* See email from LGT contact Silvan Colani to Mr. Chong (4/18/07), Bates No. CH-PSI 16.
2 Email from LGT contact Silvan Colani to Mr. Chong (2/28/07), Bates No. CH-PSI 5.
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next day instructed LGT “to wire US$63,303 ... from the account
number [redacted] to account number [redacted],” indicating that the
“units” that had arrived the day before referred to dollars in an incoming
wire transfer.””

Throughout the documentation, LGT personnel never appeared to
question the large sums moving through the foundation accounts and
willingly worked to keep the transactions secret through use of Apex,
allowing transfers without identifying information for the originating or
recipient parties, and even using code phrases to describe funding
transfers.

On February 20, 2008, LGT’s representative, Mr. Colani, sent Mr.
Chong an email stating: “There is some important news that you should
be aware of. Please have a look at www.lgt.com.”™" A historical
review of the LGT website shows that was the day LGT issued a news
announcement about the fact that a former LGT employee had released
information on LGT accounts. Mr. Chong wrote: “Is this disclosure
possibly affecting me?”**> Mr. Colani responded: “Yes. I’m afraid we
have to assume the possibility.” Later he wrote to Mr. Chong: “Suggest
you urgently seek local advice. Worst case, we must assume that all
files up to 2002 are out. I’'m very sorry.”*® LGT later gave Mr. Chong
the name of several lawyers in California.”’

The Subcommittee understands that Mr. Chong is now responding
to IRS inquiries related to Liechtenstein.

(7) Miskin Accounts: Hiding Assets from Courts and a Spouse

Michael Miskin is a citizen of the United Kingdom, has claimed
residency in Bermuda, but also lived in California for a decade, from
1991 to 2002.® In 2003, after his wife of nearly 40 years, Stephanie
Miskin, filed for divorce, he ignored court orders to transfer California
real estate and £3 million in alimony to his ex-wife, hid assets in
offshore jurisdictions around the world, and effectively disappeared. In
the early 1990s, LGT helped Mr. Miskin open an account in
Liechtenstein and transfer millions of Swiss francs to LGT, apparently

93 1 etter from Mr. Chong to LGT contact Silvan Colani (3/1/07), Bates No. CH-PSI 66. A
handwritten note on this letter indicates that the $63,303 may have been “Acme dividends.”

% Email from LGT eontact Sitvan Colani to Mr. Chong (2/20/08), Bates No. CH-PSI 35.
%% Email fromn Mr. Chong to LGT contact Silvan Colani (2/21/08), Bates No. CH-PSI 37.
9 Email from LGT contact Silvan Colani to Mr. Chong (2/21/08), Bates No. CH-PSI 38.
7 Email from LGT contaet Sonja Sprenger to Mr. Chong (2/21/08), Bates No. CH-PSI 39.

2% The information about the Miskin accounts is derived from internal LGT documents produced
to the Subcommittee and pleadings filed in court cases in Switzerland, the United Kingdom, and
United States. The Subcommittec was unable to contact Mr, Miskin despite extensive cfforts.
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from another Liechtenstein bank that had been disclosed to his wife’s
legal counsel. In 1998, LGT helped him form a Liechtenstein
foundation, called the Micronesia Foundation, and transferred his LGT
funds, then valued at nearly 10 million Swiss francs or $6.6 million, into
the foundation’s account, even though LGT believed Mr. Miskin had
earned the money “under the table.”*”” In 2001, Micronesia’s assets
were valued by LGT at about 9.8 million Swiss francs which, due to a
relative decline in the value of the dollar, was then equivalent to about
$9.6 million.

U.S. Residency. Mr. Miskin has spent substantial time in the
United States, but has denied being a U.S. resident subject to U.S. taxes.
In a 2003 sworn statement submitted to a U.S. court, Mr. Miskin
declared that he was a U.K. citizen and resident of Bermuda.*®® His then
ex-wife disagreed, asserting in pleadings filed in the United States and
the United Kingdom that he had resided in California from about 1991
until 2002.>”" Ms. Miskin indicated that Mr. Miskin had claimed
Bermudan residency in an effort to avoid having to admit U.S. residency
which, among other consequences, would have rendered him liable for
U.S. taxes. She offered the following explanation to the court:

“[Plerhaps ten years ago Defendant [Mr. Miskin] and I were
granted Bermudan residency by obtaining a residential address and
depositing a substantial sum of money with, I believe, the Bank of
Bermuda. The advantage of Bermudan residency to the Defendant
is that it provided him with a means to enter the United States
without being obliged to go through any registration process.
Defendant explained to me that all he needed to do was to have
with him, at any time when he entered the United States, a return
flight to Bermuda. Once his entry had been secured, it was simply
a matter, so the Defendant told me, of cancelling the return ticket
to Bermuda and securing a refund. This arrangement had the
added advantage to Defendant that by virtue of his entry into the
United States not being registered, his presence did not come to the
attention of any of the US authorities and particularly the Internal
Revenue Service. To minimize the risk of his presence as a
“permanent resident” becoming known to the IRS, Defendant was

% L GT memorandum regarding a new cstablishment for Mr. Miskin (6/30/98), Bates Nos. PSI-
USMSTR-6663-64.

300 See Miskin v. Miskin, Case No. 01111516, (Cal. Super. Ct. Anacapa Div, 2003) (hereinafter
“Miskin Property Dispute in California”), Declaration of Michael Miskin in Support of Motion
to Quash Service of Summons and Dismiss Action (8/1/03), at § 1; Declaration of Michaet
Miskin (9/4/03), at § 1.

3 See, e.g., Miskin Property Dispute in California, Opposition to Motion to Quash; Objections
to Evidence; Request for Judicial notice; Declaration of Judith Ilene Bloom (8/29/03) at 3-4;
Miskin v. Miskin, High Court of Justice, Family Division, Witness Statement of Stephanie Avril
Miskin (1/23/03) at §9 6-16.
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scrupulous to ensure that he did not own any real estate, motor
vehicle or indeed even hold bank accounts in his own name. This
was achieved through the employment of nominee accounts and
trust companies.™"

Mr. Miskin admitted in his sworn statement to the court that he had
lived at various times in California, but denied that his stays had been
sufficient to make him a U.S. resident: “I have visited Santa Barbara [in
California] in the past on a tourist visa permitting me to stay for only 90
days in the United States at any one time.”* He also declared,
“Although I have visited Santa Barbara in past years, I have stayed for
less than 90 days and have never been a resident. On occasion, when I
have stayed in the Seaview property [in California), my name has been
put on the mailbox. I understood that my name was removed on my
departure or shortly thereafter.”** Ms. Miskin, in contrast, told the
court that Mr. Miskin had lived in Santa Barbara “for many years,”
received mail there, was well-known by his neighbors and a local art
center, and had purchased a $700,000 condominium, the Seaview
property, which she helped remodel.**®

Internal LGT documents produced to the Subcommiittee indicate
that, from 1998 to 2001, Mr. Miskin provided the bank with contact
information, not in Bermuda, but in California, listing the address and
telephone number for the Seaview property,m6 a Post Office Box address
in Santa Barbara,”” and a business card bearing a Santa Barbara
telephone number.*® Other LGT documents indicate that the bank was
well aware of the fact that, while Mr. Miskin claimed Bermuda
residency, he often lived in the United States: “Mr. Mistin’s [sic]
registered place of residence is in Bermuda. Inthe U.S., he is a ‘visitor’
and lives most of the time in Santa Barbara. As a resident of Bermuda,

392 Miskin Property Dispute in California, Declaration of Stephanic Avril Miskin in Opposition
to Motion to Expunge Lis Pendens (4/4/2003), at § 6.

3% Miskin Property Dispute in California, Declaration of Michael Miskin in Support of Motion
to Quash Service of Summons and Dismiss Action (8/1/03), at § 3.

¥ Miskin Property Dispute in California, Declaration of Michael Miskin (9/4/03), at § 3.

3 Miskin Property Dispute in California, Opposition to Motion to Quash; Objections to

Evidence; Request for Judicial Notice; Declaration of Judith Hene Bloom, legal counsel to Ms.
Miskin (8/29/03) at 3-4; Miskin v. Miskin, High Court of Justice, Family Division, Witness
Statement of Stephanie Avril Miskin (1/23/03) at q 13.

3% See LGT Memorandum regarding a new establishment for Mr. Miskin (6/30/98), Bates Nos.
PSI-USMSTR-6663-64.

307 See, e.g., Letter of Wishes (7/28/00), Bates Nos. PSI-USMSTR-6653-54; Feststellung der
wirtschaftlich berechtigten Person (Establishment of Economically Entitled Persons) (7/18/01),
Bates No. PSI-USMSTR-6652.

3% Copy of business card for “Michael Miskin Ceramics” in “Santa Barbara, CA” (displaying a
California telephone number), Bates No. PSI-MSMSTR-6665.



159
83

he has unrestricted entry and exit to and from the US Y LGT
expressed no concern about Mr. Miskin’s conduct. To the contrary,
another LGT internal document suggests that LGT viewed Mr. Miskin’s
residency claim as a successful ploy to avoid U.S. taxation:
“IMPORTANT: The financial beneficiary has his PLACE OF
RESIDENCE IN BERMUDA and not in the U.S. Hence, he pays no
taxes in the U.S.1111171

California Realty. In 1998, Mr. Miskin acquired U.S. real estate
but used offshore entities to hide his beneficial ownership interest in the
property. The property is a condominium in Montecito, California,
bearing the address of 68 Seaview Drive (Seaview Property).*"

Mr. Miskin has admitted in court that the Seaview Property was
purchased in April 1998, by Belmont Assets Ltd., a shell corporation
formed in Guersey, and that Belmont Assets Ltd. is wholly owned by a
Guernsey trust called Bonnymede Trust.*'* Mr. Miskin has denied,
however, that he was the settlor, trustee, officer, or beneficiary of the
Guernsey entities:

“I do not now, nor have I ever, owned the property in Santa
Barbara commonly known as 68 Seaview Drive. I understand that
the property is owned by Belmont Assets Ltd. Although I have in
the past acted as an advisor and consultant to Belmont Assets Ltd.,
I do not now, nor have I ever owned any interest in that entity. ...
I believe that Belmont Assets Ltd. is owned by the Bonnymede
Trust which was established in Guernsey. That is an irrevocable
trust. The sole beneficiary is ‘The Royal Masonic Benevolent
Institution,’ a charitable institution for the benefit of poor and
distressed free masons. I was not the settlor of the Bonnymede
Trust, nor to the best of my knowledge have I ever been either a
trustee or a beneficiary of the Bonnymede Trust.”"

Mr. Miskin claims he was not the settlor, trustee, or a beneficiary
of the Bonnymede Trust, yet there is ample evidence that he controlled
it. He admits having been “an advisor and consultant to Belmont

*% LGT Memorandum regarding a new establishment for Mr. Miskin (6/30/98), Bates Nos. PSI-
USMSTR-6663-64. The 1998 memorandum mistakenly misspells Mr. Miskin’s nanie as
“Misten” and “Mistin.”

0 L GT report on Micronesia Foundation subsequent to 9/17/02, Bates No. PSI-USMSTR-6660.

31 Montecito is a city in Santa Barbara County, California. The property is referred to in various
documents as located in Montecito or Santa Barhara.

312 gee Miskin Property Dispute in California, Supporting Declaration of David Anfossi (3/6/03)
(stating that Mr. Anfossi and Douglas M. Tufts are the trustees of the Bonnymead Trust, sole
shareholders and directors of Belmont Assets Ltd., and confirming the facts related to the
purchase of the Seaview Property).

3 Miskin Property Dispute in California, Declaration of Michael Miskin in Support of Motion
to Quash Serviee of Summons and Dismiss Action (8/1/03), at Y 4-5.
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Assets,” which is a common means for beneficial owners to assert
control over a company that they do not ostensibly own.>'* Moreover, in
2002, his granddaughter was added as a beneficiary of the trust,” a fact
omitted from his court pleading. In addition, the Subcommittee
contacted an employee of Anfossi Management in Bermuda, Douglas M.
Tufts, who was a trustee of the Bonnymede Trust and a shareholder and
director of Belmont Assets Ltd. Mr. Tufts stated that there is “no doubt”
that Mr. Miskin initiated, controlled, and benefited from Bonnymede
and Belmont.*'

Mr. Tufts says he believes that Mr. Miskin paid Anfossi
Management a retainer in late 2002, to provide trustees to Bonnymede
and directors to Belmont. He said that expenses relating to Bonnymede,
Belmont, and the Seaview property were paid from an Anfossi escrow
account funded with the retainer. After the retainer was depleted, he
said that Anfossi Management began billing Mr. Miskin. He said that
the bills were sent to the Seaview Property — the same property Mr.
Miskin denied owning or living at — despite the fact that Mr. Miskin was
ostensibly a resident of Bermuda, and Anfossi Management is located in
Bermuda. Mr. Tufts said that Mr. Miskin did not pay all of his bills to
Anfossi Management, and estimated that $15,000 to $20,000 remains
outstanding.

In 2003, a UK. court adjudicating the Miskin divorce proceedings
found that Bonnymead Trust and Belmont Assets Ltd. were held “on a
bare trust for, and for the exclusive benefit of” Mr. Miskin, and ordered
the trust to transfer its assets to Ms. Miskin, including the Seaview
Property.’'’ After Ms. Miskin brought proceedings in California to
enforce the U.K. court order and obtained a second court decision in her
favor, the Guernsey entities complied, transferring the property to her in
late 2003.>'*

If Mr. Miskin had admitted to being the owner of the California
property from 1998 until 2003, this ownership interest would have
strengthened arguments that he was, in fact, a U.S. resident subject to
U.S. taxation.

3 gee, e.g., “Tax Haven Abuses: The Enablers, the Tools and Secrecy,” before the U.S. Senate

Permanent Subcommittee on Investigations, S. Hrg. 109-797, (8/1/06) at 218 (case history
involving Kurt Greaves who was made a “business consultant” to companies he secretly
controlled).

5 See “Deed of Appointment of Beneficiary” for the Bonnymead Trust (11/5/02).
3¢ Subcommittee interview of Douglas M. Tufts (7/7/08).

37 Order, Miskin v. Miskin, High Court of Justice, Family Division (7/31/03).

318 Subcommittee interview of Douglas M. Tufts (7/7/08).
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LGT Accounts. An internal LGT memorandum obtained by the
Subcommittee shows that, during the 1990s, LGT helped Mr. Miskin
hide millions of dollars in Liechtenstein from his wife and tax
authorities. The memorandum, dated June 30, 1998, provides the bank’s
initial analysis of Mr, Miskin’s request for a “New Establishment.”*"?

“Mr. Alois Beck (LGT) asks me to call Mr. Mistin in Santa
Barbara, CA (USA), because Mr. Mistin would like to have some
information about a foundation or a trust in FL.**°

“Mr. Mistin’s registered place of residence is in Bermuda. In the
U.S., he is a ‘visitor’ and lives most of the time in Santa Barbara.
As a resident of Bermuda, he has unrestricted entry and exit to and
from the U.S.

“About a few years ago, he made a rather large profit from the sale
of his company*' through the Credit Bank in Belgium. Back then
he still lived in England, as a non-resident. For tax reasons (I did
not understand how that works), the accounting firm [Touche] &
Ross recommended that he deposit annually the positive balance,
for the time period in which £25,000.00 net gets credited in
interest, into the account of his wife. The account was opened, and
he had the signature as well (but he’s not completely sure
anymore). Eight years ago, he and his wife came to a clash, and
since then he has been separated from her. Chagrined, he left
England, and instructed the bank to transfer the money to UBS in
Geneva.’** That is when it was noticed that the amount is still in
his wife’s account. The bank had not carried out his instruction to
transfer the principal back to his account after the interest was
credited. His wife was aware of these tax-related transactions, as
well as of the fact that the bank had not carried out her husband’s
instructions. She took advantage of this opportunity and charged
Mr. Mistin with having stolen the money from her and having
hastily fled the country!!! Thereupon he had the money transferred
from Geneva to the FL Landesbank. But after the Geneva bank

3% | GT memorandum regarding a new establishment for “Mr. Mistin” (6/30/98), Bates Nos.
PSI-USMSTR-6663-64. The memorandum misspelis Mr. Miskin’s name, referring to him as
“Mr. Mistin™ or “Mr. Misten.”

32 LGT documents often refer to Liechtenstein as “FL,” an abbreviation of the nation’s local

name “Fuerstentum Liechtenstein.”

321 A later LGT document describes it as a “real-estate company (England).” LGT Background
Information/Profile for Micronesia Foundation (12/13/01), Bates No. PSI-USMSTR-6666.

322 While this LGT memo indicates the funds were transferred through UBS Geneva, documents
obtained by the Subcommittee appear to show that funds were transferred through Citibank
Geneva.
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the money from to the BIL in cash - that was 8 years ago. In the
meantime, the charge has been withdrawn by his wife.

“His wife is still keen on the money, however, and hence does not
want to get divorced. The older son, very successful in business
himself, is more on his mother’s side; the younger son is more on
his father’s, but maintains good relations with the mother as well.
In order to make sure that his wife never finds out about the
foundation, the amounts are to be paid to his son ‘anonymously.”
The older son has several million himself and will for this reason
not benefit from the foundation.

“The assets, currently around 10 miilion Swiss francs, were earned
‘under the table” and were always separate from the official, so he
is not expecting to encounter problems related to the breach of the
disclosure.”

The LGT memo ends with the note: “We agreed that he will fax us
three name suggestions. We will send him the prepared STOM
[foundation without a mandate] documents via DHL tomorrow, July 1,
1998 to the following address: Michael Mistin, 68 Seaview Drive,
Montecato, CA 93108 USA.”

The LGT memorandum indicates that, eight years earlier, in or
around 1991, Mr. Miskin transferred funds from “FL Landesbank,” a
reference to another Liechtenstein bank, to “the BIL,” an abbreviation
for the LGT “Bank in Liechtenstein.” It is unclear whether Mr. Miskin
transferred these funds to an LGT account in his own name or in the
name of another person. In either event, the memorandum clearly
portrays the funds as beneficially owned by Mr. Miskin. The
memorandum states that the assets that had been deposited with LGT
eight years earlier were “currently around 10 million Swiss francs.”

The memorandum describes actions taken by Mr. Miskin over the
years to hide his funds from tax authorities and his wife, including
depositing funds from the sale of his business in his wife’s bank account,
transferring funds to a new bank to avoid his wife’s “English
attorneys,”3 ¥ and depositing additional funds that had been “earned

23 The Subcommittee reviewed documents which independently confirm Mr. Miskin’s transfer
of $1 million from his wife’s account to Citibank in Geneva and from there to Liechtensteinische
Landesbank in Vaduz. These documents were made part of a court filing in London. They
include a 1991 letter from Mr. Miskin’s personal secretary to a private banker at Brown Shipley
& Co. Lid. in London, where the Miskins held accounts:

“Following your telephone conversation with Mr. Miskin today, I would confirm that the
deposit in the sum of £1,000,000.00 deposited in Mrs S.A. Miskin’s name for tax
purposes, should have reverted to the name of Mr M Miskin on 30" November 1990.
This, obviously, has not taken place due to an oversight and I would confirm that this
deposit should have been changed into the name of Mr M Miskin as of today.”
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‘under the table.”” The memorandum also describes steps that will be
taken “to make sure that his wife never finds out about the [new]
foundation.” The author of the memorandum expresses no reservations
about Mr, Miskin’s conduct or forming a new “Establishment” for him.
Instead, the memorandum offers to act quickly by sending him an
overnight package with account opening documentation. The address to
be used is the very Seaview property that Mr. Miskin will later claim he
never resided in.

LGT actually formed the Micronesia Foundation for Mr. Miskin on
September 17, 1998, and opened an LGT account for the foundation
with the nearly 10 million in Swiss francs transferred from Mr. Miskin’s
other accounts at the bank.***

In 2000, Mr. Miskin gave LGT a letter of wishes detailing how the
Micronesia assets should be distributed upon his demise, further
demonstrating his control over the foundation.” The letter lists his
wife, son, and grandchildren as primary beneficiaries. The letter
specifies:

“The foundation board shall advise beneficiaries to treat sums due
to them with the utmost caution in respect of local taxes. The
board shall seek out and advise, the best possible way for
beneficiaries to receive monies either by debit card or by loan or
any other suitable method that should seek to avoid such local
taxes. Leaving principle sums allotted to each beneficiary in a
company or foundation in Liechtenstein should be recommended.
Any beneficiary who takes legal action against the foundation will
be automatically excluded from being a beneficiary.”

Other LGT documents reviewed by the Subcommittee also
demonstrate Mr. Miskin’s control over Micronesia. On one occasion in

Letter to Brown Shipley & Co. Ltd. (5/13/91), Bates No. 51 (handwritten). A Brown Shipley
letter stated that it had dealt only with Mr. Miskin, believed that he was the “ultimate beneficiary
of all funds placed with us,” and transferred the funds at his request to Citibank. Letter from
Brown Shipley to Forsyte Kerman Solicitors (7/29/91), Bates No. 57 (handwritten). On June
27, 1991, Mr. Miskin transferred more than £3.7 miilion from Brown Shipley, including the
funds formerly held in Mrs. Miskin’s name, to Citibank (Switzerland), Geneva Branch. On July
30, 1991, Citibank (Switzerland) transferred more than £3.4 million and $400,000 to
Liechtensteinische Landesbank in Vaduz. See letter from Citibank (Switzerland) to Lenz &
Stachelin (8/28/91), Bates Nos. 62-64 (handwritten). This series of funding transfers came to
light after a U.X. court had issued an *Injunction Prohibiting Disposal of Assets Worldwide,”
(1/24/03), to prevent Mr. Miskin from disposing of the marital assets. In response to a request
from the U.K. court, the District Court of Zurich ordered Citibank to provide Mrs. Miskin with
information about the transfers, resulting in the August 1991 letter by Citibank.

3% Gee LGT receipt for deposit of about £3.65 million or about $6.2 million, (10/21/98), Bates
No. PSEUSMSTR-6656 (showing Mr. Miskin with a California address).

35 L etter of Wishes for the Micronesia F oundation, (7/28/00), Bates Nos. PSI-USMSTR-6653-
54,
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2000, for example, Mr. Miskin sent an email to his LGT contact after an
apparent discussion of inheritance taxes on trust beneficiaries and Mr.
Miskin’s desire to ensure “my beneficiaries do not suffer taxes of 40%
and very possibly greater amounts.” He closes with the line, “I will be
sending you new instructions as soon as I have figured it out.”* A
2001 fax from Mr. Miskin to LGT directs the transfer of £111,106 from
Micronesia to a Barclays Bank in England “ASAP [as soon as possible]”
for “the purchase price of my sons [sic] new house.” The same fax
directs a transfer of £15,000 from Micronesia to an account in Mr,
Miskin’s name at a Lloyds TSB Bank branch in Jersey.**’

A 2002 letter to Mr. Miskin from his LGT account manager shows
that LGT provided him with advice on offshore structures and how to
continue to shield his assets from U.S. taxes:

“Dear Mr. Miskin,

“Thank you very much for your fax of February 23, 2002 and for
the patience you had.

“In the meantime I have spoken with an expert for structures of the
area of G.™** It turned out that with respect to the tax situation in
the US-area a re-domicilization of the company to another
Jjurisdiction would not be advisable and would additionally take a
very long time. Therefore at least the company’s seat has to
remain in G. But it is possible to transfer the domicile of the trust
as well as the representative office. In that case our suggestion
would be to transfer the whole structure including the holding to a
much more co-operative trust company [at] a representative office
on the Isle of Man. This office being an office of high reputation
would provide us with a nominee shareholder for the shares of the
company and also will support us in taking over and administering
the company as new trust officers in direct co-operation with us....

“T would like to inform you that after you having decided to

execute the transfer all the necessary details will be arranged by
$2329
us.

3% Email from Mr. Miskin to Peter Meier of LGT regarding “That Taxing Problem,” (1/19/00),
Bates No. PSI-USMSTR-6658.

337 Fax from Mr. Miskin to LGT contact Alouis Beck (7/25/01), Bates No. PSI-USMSTR-6655.

B may refer to Guernsey where the trust and corporation holding the Seaview Property
were domiciled.

3% Fax from “MMMag, Thomas Lungkofler” to Mr. Miskin (2/27/02), Bates No. PSI-USMSTR-
6657.
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This letter, faxed to Mr. Miskin at a Santa Barbara, California number,
demonstrates LGT’s ongoing willingness to help him place assets in
offshore structures.

Hiding Assets from the Courts. In 2003, Ms. Miskin filed for
divorce in London.” Mr. Miskin did not appear at the divorce
proceedings, and the divorce was finalized in July.*' The UK. court
ordered Mr. Miskin to make a lump sum alimony payment to Ms.
Miskin of £3 million, Mr. Miskin did not acknowledge the court order
or provide the funds.”*® The documents reviewed by the Subcommittee
indicate that the Micronesia Foundation was still active at LGT as of
December 31, 2001, about 18 months before the courtjudgment,333 S0 it
is possible that these funds could have been used to satisfy the alimony
payment. However, neither the court nor Ms. Miskin knew of the
existence of the LGT foundation and account.

The UK. court also awarded ownership of the Seaview Property to
Ms. Miskin.”** Real estate is not as easily hidden as funds, and Ms.
Miskin initiated action in the Superior Court of California, to enforce the
British court order and take possession of the property. Mr. Miskin,
through legal counsel, filed pleadings in opposition, contending among
other arguments that the court had no personal jurisdiction over him and
he did not own the property being transferred. Like the London court
before it, however, the California court rejected his arguments and
awarded the property to Ms. Miskin.

The documents reviewed by the Subcommittee do not indicate
whether the Micronesia Foundation’s assets, including the $9.6 million
identified in 2001, remain at LGT.

(8) Other LGT Practices
Internal LGT documentation obtained by the Subcommittee

provides additional information about LGT practices that could be used
to facilitate tax evasion.

330 M. Miskin had first initiated divorce proceedings in 1991, but then reconciled with Mr,
Miskin. On this occasion, she filed for divorce on January 13, 2003. See Miskin Property
Dispute in California, Declaration of Stephanie Avril Miskin in Opposition to Motion to
Expunge Lis Pendens (4/4/03), at § 1.

3 See Order, Miskin v, Miskin, High Court of Justice, Family Division (7/31/03).
332 See id.; Subcommittec interview with Judith Bloom (5/5/08).

333 See LGT Background Information/Profile for Micronesia Foundation, (12/13/01), Bates No.
PSI-USMSTR-6666.

3% «Order,” Miskin v. Miskin, High Court of Justice, Family Division (7/31/03). See also
Miskin Property Dispute in California, Opposition to Motion to Quash (8/29/03), at 2.
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Gap Between KYC and QI Obligations. In response to
Subcommittee questions, LGT’s most senior compliance officer, Mr.
Klein, stated that LGT principally relied on the declarations of their
clients to determine if they had U.S. or non-U.S. status for the purpose
of QI reporting.”*> Mr. Klein also stated that since QI rules are distinct
from Know-Your-Customer (KYC) due diligence rules, if LGT
determined during a KYC evaluation that the beneficial owner of a trust
or a company was a U.S. person, that information did not necessarily
impact on the client’s status for QI purposes.

This discrepancy is highlighted by LGT Bank’s approach to the QI
Audit Program. For example, LGT provided to the Subcommittee a
copy of the 2006 QI External Auditor’s Report, which was submitted by
Price WaterhouseCoopers AG to the IRS on June 26, 2007.3° This
report notes that the auditors had concluded that at least one
accountholder originally listed as a non-U.S. person may be a U.S.
person with tax liability. A letter from LGT Bank to the auditors states
that the bank will take corrective measures, including soliciting an
appropriate W-9 from the client.”®” LGT confirmed to the
Subcommittee that should questions arise during the QI audits about the
reliability of its information on the U.S. status of one of its clients, the
bank will rectify the matter and solicit appropriate documentation.

Thus, the contradiction between the QI and the KYC rules is clear: if
the bank is advised through a QI audit that one of its account holders
may be a U.S. person, it will actively seek to bring itself into compliance
with the QI program. However, if the bank itself learns, through its
KYC obligations, that the beneficial owner of an account holder is a
U.S. person, it will not apply that knowledge to its QI reporting
obligations.

This situation appears to demonstrate a gap in the QI Program. A
condition precedent to becoming a QI is that the bank must apply
appropriate KYC rules, which includes looking through a corporate
entity or trust to determine the ultimate beneficial owner, or, as Mr.
Klein described it, a “warm human body.” So even though a bank is
required to know the identity of the person behind a corporate account
holder, the QI Program does not require the bank to look beyond a
properly filed W-8BEN. Thus, consistent with the QI Program, LGT
Bank must document the beneficial owner of a corporation, but LGT

3 Subcommittee interview of Ivo Klein, Head of LGT Group Compliance (7/11/08). See also
LGT documents, “Impact of new US withholding tax regulations on non-US entities,” Bates
Nos. LGT 1-4; “Declaration of Non-US Status,” Bates Nos, LGT 5-8; “Tax form US
withholding tax/private individuals,” Bates Nos. LGT 9-10.

336 “Qualified Intermediary External Auditor’s Report for the Year 2006,” Bates Nos. LGT 136~
187, at 136.

3714, at LGT 179.
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Bank need not look through the non-U.S. status of the corporation that,
in fact, holds an account for a U.S. beneficial owner.

Using Transfer Corporations to “Cover Up the Tracks” of
Client Funds. As indicated in some of the case histories described
earlier, LGT documents obtained by the Subcommittee show that it was
not uncommon for LGT to set up intermediary, pass-through
corporations that were used by the bank, in the words of an LGT
employee, “to cover up the tracks” of funds moving into LGT client
accounts. When asked about these corporations, the head of compliance
for LGT Group confirmed their existence, explaining that these
“auxiliary services corporations” served several functions, including the
transmission of funds “conﬁdentially.”3 38

The documents show that LGT used BTS Management Ltd.,
formed in the British Virgin Islands (BVI), to establish a number of the
transfer corporations. The documents indicate that LGT typically asked
BTS Management to form a BVI corporation which then opened an
account at LGT or another bank, such as Bank du Gothard in
Luxembourg. The transfer corporation then received funds or securities
from an LGT client and immediately transferred those funds or
securities to LGT, if its account was at an outside bank. In some
instances the transfer corporation was then dissolved; in other instances,
it continued in existence. Once the funds or securities were delivered to
LGT bank, they were moved internally within the bank, using a
mechanism called “journaling” to transfer them from one LGT account
to another, here from the transfer corporation’s LGT account to the
client’s LGT account. This internal transfer mechanism makes it much
more difficult to trace the movement of funds and securities, since it
leaves no record outside of the bank showing that the assets were
transferred to the ultimate recipient, the LGT client.

The Subcommittee investigation uncovered several examples of
LGT engaging in this practice. For example, Sera Financial Corporation
is a BVI corporation that appears to have functioned as an LGT transfer
corporation. An internal LGT document describes Sera Financial as a
“[sIpecial purpose company (indirect subsidiary of LTV) for portfolio
transfers for assets which are to be brought into an LTV structure.”™ 3
The document shows, by account number, that Sera Financial held one
account at Banque du Gothard and eleven separate accounts at LGT

38 Subcommittee interview of Ivo Klein, Head of LGT Group Compliance (7/11/08).

% LGT report on Sera Financial Corporation (undated), Bates Nos, PSI-USMSTR-6553-54.
The document notes that Sera Financial was established on December 15, 1997, and that the
“share certificate” for Sera Financial was held “in the depository account of BTS Management
Ltd. at LGT Bank in Lichetenstein AG, Vaduz (since Apr 9, 1999).”



168

92

Bank in Liechtenstein,**

structure as follows:

The document explains this unusual account

“For each customer, a sub-account or deposit facility is opened
under a reference at BAG [Banque du Gothard] and at LGT. ...
Funds transfers as well as securities deliveries to BdG are in favor
of SERA. ... BdG is instructed to forward cash values and
securities without delay to LGT BIL [Bank in Liechtenstein] in
favor of Sera Financial Corp. with specification of the reference.
... As soon as the assets are credited at BIL, they are transferred to
the destination account ....”*"!

One example of how Sera Financial was used involves a new trust
set up for a U.S. client in 2000. An LGT memorandum to the file
discussing the transfer of assets to the new trust states: “The trust shall
open an account in the LGT Bank in Liechtenstein. The transfer of
assets should take place using this account. To cover up the tracks from
UBS Zurich to the trust in Liechtenstein, I recommend an intermediary
Single Purpose Company.”** LGT decided to use Sera Financial as the
transfer corporation. A wire transfer instruction from Gotthard Bank
shows how the transfer operation worked.**® It shows that on October
31, 2000, after $1.2 million had been credited to the Sera Financial
account at Banque du Gothard: “BTS Management Limited, Tortola, as
Managing Director of the company Sera Financial Corporation, Tortola,
B.V.L [h]ereby declares: ... that the following beneficiary(ies) is/are
entitled to the above-referenced transaction,” naming the U.S. citizen
from Florida, known to the Subcommittee as a U.S. client of LGT at that
time. The $1.2 million was then transferred to his account.

A second example involves Jaffra Development Inc., a BVI
corporation that appears to have been used by LGT as a transfer
corporation on a single occasion. An agreement in LGT files between
Jaffra and a named LGT client describes Jaffra as “an indirect subsidiary
of the LGT Trust Corporation,” solely administered by BTS
Management Ltd.*** In the agreement, the “contractor,” which is
Jaffra, agrees not to “effect any transaction” or provide services to any
“third party,” except as set out in the agreement. The agreement then
describes Jaftra’s contractual obligations as follows:

40 1.
Mg

*2 LGT Memorandum *“New Registration,” (11/2/00), Bates Nos. PSI-USMSTR-7696-97, at
7697.

33 Gotthard Bank wire transfer instruction for $1.2 million transaction (10/31/00), Bates No.
PSI-USMSTR 7680.

3 “Vereinbarung [Agreement],” (6/21/00), Bates Nos. PSI-USMSTR-7935-36. See also LGT
account summary, “Jaffra Development Inc.,” Bates No. PSI-USMSTR-7934 (describing Jaffra
as a “single purpose corporation™).
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“The contractor [Jaffra] undertakes to open a separate account at
the LGT Bank in Liechtenstein Corp., Vaduz, for the present
transactions, and after completion of the transactions, at the latest
by 01.01.2001, to liquidate this corporation. ... The client will
transfer to account no. [redacted] of the contractor at the LGT
Bank ... an amount of approximately CHF 6 million (six million
0/00 Swiss francs) in one or more installments after notice by
telephone to the administrative board. ... The contractor will, in
each case after receipt of a credit voucher, transfer the total value
of assets, or the total value of assets less commission, fees
(including account cancellation costs) as well as compensation,
from account no. [redacted] of the contractor to the account no.
[redacted], under the name of CHARIVARI FOUNDATION,
Vaduz (Recipient), at the LGT Bank in Liechtenstein, in cash.”

The contract states further: “BTS Management Ltd. receives a flat fee of
CHF 5,000.00 for the completion of all transactions, as well as receiving
outside costs, each of which is assessed on the day of deposit to the
account of the contractor. The founding and liquidation costs for the
JAFFRA DEVELOPMENT INC. are included in this compensation.”

A third example involves Sewell Services Ltd., a BVI corporation
which, like Jaffra, appears to have been used for a single client, in this
case the Lowys, discussed earlier. A 1997 internal LGT memorandum
described plans to move assets into a new foundation set up for the
Lowys called Luperla Foundation. *** The memorandum states that $54
million “are going to the Sewell account with us ... subsequently Sewell
pays ... the amount to Luperla.” It states that an “additional roughly $3
million will go to Sewell (account LGT)” from outside banks which
Sewell is then to pay “to account Luperla at LGT.” The memorandum
states that after the transactions, “The Sewell account is to be closed on
May 31, 1997, and the company [is] to be dissolved.” As indicated in
the earlier discussion of the Lowy accounts, over $54 million was, in
fact, passed through the Sewell LGT account into the Luperla
Foundation account at LGT.**®

3 % Aktenvermerk [Memorandum for the Record], Luperla Foundation, (5/2/97), Bates Nos.
PSI-USMSTR-8864-65. See also letter from J.H. Gelbard to LGT re “Formation of a
Foundation by the name Luperla Foundation,” (3/12/97), Bates Nos, PSI-USMSTR-8860-61
(describing the corporation to be established as a “transfer company”).

3 Sewell, however, was not immediately dissolved, but was apparently used for additional pass-
through transactions for Luperla in October 1997. It was apparently dissolved in 1998. See LGT
memorandum re “Luperla Stiftung/Sewell Services Ltd. B.V.1,” (10/23/97), Bates No. PSI-
USMSTR-8896; LGT report on Luperla Foundation (undated, subsequent to 4/2/01), Bates Nos.
PSI-USMSTR-8862-63 (noting that Sewell was deleted from the registry in the British Virgin
Istands on 11/1/98).
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A final example involves Apex Assets Ltd., a corporation set up
for Mr. Chong by LGT in 2004, as described earlier. It is unclear from
the documentation reviewed by the Subcommittee whether Apex was
owned by LGT or Mr. Chong’s foundation. What the documents do
show is that, from 2004 into 2007, virtually all funds transferred to or
from Mr. Chong’s foundation were routed through Apex.

Hiding Telephone Communications. Another strategy employed
by LGT to enhance secrecy and client anonymity was to limit the ability
of outside parties to trace client communications back to Liechtenstein.
To achieve this objective, LGT not only instituted a policy of retaining
client mail at the bank in Liechtenstein, or sending mail to locations
outside of a client’s home jurisdiction, but also undertook efforts to
minimize the ability of outside parties to trace telephone calls back to
the bank and even the country itself. One LGT document obtained by
the Subcommittee, for example, providing information on how to
contact a client, contained the following instruction:

“CAUTION: Calls may be made only from public phone booths,
preferably not from a FL [Liechtenstein] phone booth 111**

A second, similar instruction was included later in the same document:

“CAUTION: Calls may be made only from public phone booths
abroad (Switzerland, Austria, etc.) 111"*

In addition, the Subcommittee learned from a former LGT
employee that after the country of Liechtenstein received its own area
code for its telephones, LGT employees began using cell phones with
the Liechtenstein area code to contact clients. However, shortly
thereafter, tax authorities in another country began to conduct tax audits
of individuals who had made calls to, or received calls from, telephone
numbers with the Liechtenstein area code. The Subcommittee was told
that, after learning of these audits, LGT employees abandoned use of
telephone numbers with the Liechtenstein area code and instead used
numbers with Swiss or Austrian area codes.

Enabling Bribery in the United States and Elsewhere. Perhaps
one of the most disturbing documents reviewed by the Subcommittee
involves an LGT analysis of a request to establish a new foundation and
LGT account for an existing client which LGT states may be used, in
part, to facilitate the payment of bribes in the United States. The key
LGT memorandum follows a meeting that took place in September

7 LGT report on Tissit Invest and Trade Inc. (undated, subsequent o its establishment in
January 2001), Bates Nos. PSI-USMSTR-8004-5.

g
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2002, with the client, one or two LGT trust officers, and an LGT
compliance officer regarding the client’s request to establish LRAB
Foundation to receive funds from transactions involving Glencore
International, an oil trading firm founded by Marc Rich.** The
memorandum states the following:

“1. Private Account with LGT BIL, Vaduz

Relatively large sums will be transferred into the existing account
with LGT BIL [Bank in Liechtenstein]. For this reason, Mr.
Skwaric has called on Mr. Karl Frick from Compliance for a client
meeting. The assessment from Karl Frick is attached as a copy.

“2. Marc Rich

Marc Rich was the proprietor of a network of firms in Switzerland
which were primarily active in merchandising. At times, over
1,500 persons in Switzerland alone were employed by him and a
turnover of over USD 44.5 billion (2001, see copy) was achieved.
He sold his portion to an employee, who continued to run the
business as a firm under the name Glencore International. Marc
Rich is a controversial person and very questionable with his
methods. On the other side, in this year, one can see that
subsequent deposits from Glencore were made into the private
account of the [client] couple and therefore confirm the
information of the clients.

“3. Evaluation of Compliance LGT BIL

The good impression which I have from the clients is also
confirmed in the attached email from Karl Frick of the bank. |
would like to add the following. The out-going transfers from the
private account with LGT BIL have an amount of ca. USD 1
Million/per year. These are the office costs, carrying costs and
payments in the realm of their commercial activity. A small
portion of the payments go however to the USA and Panama
and may be classified as bribes. Glencore International asked its
largest partner in Ecuador to pass these payments on to third
parties. This system was first established in 2002 and, for this
reason, the clients are very unlucky. Previously, the payments from
Glencore International were made directly to said persons. [The
client] declares that he will speak with Glencore again, but is also
afraid that they could lose Glencore as clients.

“4. Panama Corporation
I have discussed the possibility of a Panama Corporation as
account holder and “transit account” with the clients. I have

9 LGT Note re “New Establishment of LRAB Foundation, Vaduz,” (9/13/02), Bates No. PSI-
USMSTR 8555 (emphasis added).



172
96

however, in agreement with SPR, dismissed our acting as director
of such a corporation. My impression is that the clients know their
situation very well; they can also assess the risks very well, but
cannot change any part of their situation at the moment. The
payments are however discussed with Karl Frick and can occur
further.”

The memorandum seems to indicate that the clients already had
LGT accounts and already conducted substantial business with Glencore
International through those accounts, but were interested in setting up a
new foundation and Panama corporation to channel business-related
transactions through their accounts. The memorandum states that “[a]
small portion of the payments” that already went through the clients’
LGT accounts and which would go through the proposed accounts “may
be classified as bribes.” Rather than object to these payments or bar
them or the clients from the bank, however, the LGT trust officer states
that he has a “good impression ... from the clients” which is “confirmed
in the attached email” from the LGT compliance officer. When asked
about this memorandum, the head of compliance for LGT Group would
not discuss any client-specific information, but commented that, prior to
2002, LGT, like all banks in Liechtenstein, were “not as diligent as we
should have been.”*® He declined to disclose whether the LRAB
Foundation or Panama corporation had been formed in response to the
clients’ request.

C. Analysis

The LGT information reviewed by the Subcommittee investigation
indicates that, too often, LGT personnel viewed the bank’s role to be,
not just as a guardian of client assets or trusted financial advisor to
investors, but also a willing partner to clients wishing to hide their assets
from tax authorities, creditors, and courts. In that context, bank secrecy
laws begin to serve as a cloak not only for client misconduct, but also for
banks colluding with clients to evade taxes, dodge creditors, and defy
court orders.

It is also instructive that when the LGT tax scandal broke in
February 2008, the immediate reaction of the Liechtenstein government
was not to condemn the taxpayers who misused the jurisdiction, promise
tough action against LGT if it knowingly assisted tax fraud, or pledge to
disclose relevant information. Instead, the Liechtenstein government
deplored the breach of its secrecy laws, expressed indignation that any
country would purchase Liechtenstein financial data from a private
individual, and issued an arrest warrant for the former LGT employee

350 Subcommittee interview of Ivo Klein, head of LGT Group Compliance (7/11/08),
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who allegedly disclosed the information.' In June 2008, an Internet
website offered a $7 million reward for information leading to the arrest
of the former LGT employee; the Subcommittee traced this reward offer
to a web hosting company in Liechtenstein.>**

In July, the Liechtenstein government advised the Subcommittee
that it had initiated a special investigation into the conduct of LGT Bank
and Mario Staggl, and established a commission to examine
Liechtenstein Jaws, including the question of whether it does or should
violate Liechtenstein law if a Liechtenstein financial institution were to
aid or abet tax evasion or tax fraud by a U.S. client. When the
Subcommittee asked Mr. Klein about the status of this investigation, he
replied that he was not aware of it, despite his position as head of
compliance for LGT Group. Liechtenstein is also considering entering
into a tax information exchange agreement with the United States to
provide wider cooperation in tax enforcement matters.

IV. UBS AG CASE HISTORY

UBS AG of Switzerland is one of the largest financial institutions
in the world, and has one of the world’s largest private banks catering to
wealthy individuals. From at least 2000 to 2007, UBS made a concerted
effort to open accounts in Switzerland for wealthy U.S. clients,
employing practices that could facilitate, and have resulted in, tax
evasion by U.S. clients. These UBS practices included maintaining for
an estimated 19,000 U.S. clients “undeclared” accounts in Switzerland
with billions of dollars in assets that have not been disclosed to U.S. tax
authorities; assisting U.S. clients in structuring their accounts to avoid
QI reporting requirements; and allowing its Swiss bankers to market
securities and banking services on U.S. soil without an appropriate
license in apparent violation of U.S. law and UBS policy. In 2007, after
its activities within the United States came to the attention of U.S.
authorities, UBS banned its Swiss bankers from traveling to the United
States and took action to revamp its practices. UBS is now under
investigation by the IRS, SEC, and U.S. Department of Justice.

331 See “Press Release from the (Liechtenstein) Office of the Public Prosecutor,” (2/27/08),
available at www liechtenstein.li/fen/pdf-fl-med-aktuell-staatsanwaltschaft1.pdf (viewed
7/14/08); Press Release by the Liechtenstein Police, (3/11/08); “Liechtenstein Prince Defends
Bank Secrecy as Scandal Threatens Country’s Haven Status,” Daily Tax Report, International
Tax and Accounting (2/22/08), No. ISSN 0092-6884, at 1; Mark Landler, “Liechtenstein issues
international arrest warrant for tax informant,” (3/12/08), International Herald Tribune.

3 See www.eugen-von-hoffen.com (viewed 7/13/08).



174
98
A. UBS Bank Profile

UBS AG (UBS) is one of the largest banks in the world, currently
managing client assets in excess of $2.8 trillion.’>® UBS is the product
of a 1998 merger between two leading Swiss banks, Union Bank of
Switzerland and Swiss Bank Corporation. In 2000, it grew even larger
after merging with PaineWebber Inc., a U.S. securities firm with more
than 8,000 brokers, nearly $500 billion in client assets, and a substantial
U.S. clientele.”*

Today, UBS is incorporated and domiciled in Switzerland, but
operates in 50 countries with more than 80,000 employees, of which
about 38% work in the Americas, 33% in Switzerland, 17% in the rest of
Europe, and 12% in Asia Pacific.”® UBS shares are listed on the Swiss
Exchange, New York Stock Exchange, and Tokyo Stock Exchange.**

UBS AG is the parent company of the UBS Group which includes
numerous subsidiaries and affiliates.’*” UBS Group is managed by a
Board of Directors, which oversees a Group Executive Board. The
Chairman of the Board of Directors is Peter Kurer; the Group CEQO is
Marcel Rohner.”**

UBS Group is organized into three major business lines: Global
Wealth Management & Business Banking, Global Asset Management,
and an Investment Bank. UBS has one of the largest private banking
operations in the world, with hundreds of private bankers dedicated to
providing financial services to wealthy individuals and their families
around the world. UBS also maintains a Corporate Center that provides
group-wide policies, financial reporting, marketing, information
technology infrastructure, and service centers, and an Industrial
Holdings segment which includes UBS’ own holdings and non-financial
businesses.”’

UBS’ private banking operations are included within the Global
Wealth Management & Business Banking division, whose Chairman and
CEOQ is Raoul Weil. That division is further divided into five regional
segments: Wealth Management Americas; Wealth Management Asia
Pacific; Wealth Management & Business Banking Switzerland; Wealth

333 “Facts&Figures,” (undated) available at www.ubs.com (viewed 5/28/08).

354 “The Making of UBS,” (undated) at 16, available at www.ubs.com (viewed 5/28/08).
3% «Facts&Figures,” (undated) available at www.ubs.com (viewed 5/28/08).

3% UBS Annual Report 2007, Financial Statements, at 167,

7 1d. at 25, 96-99.

358 «Organizational Structure,” (undated) available at www.ubs.com (viewed 5/28/08).

39 UBS Annual Report 2007, Financial Statements, at 41.
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Management North, East & Central Europe; and Wealth Management
Western Europe, Mediterranean, Middle East & Africa.>®

In the United States, UBS maintains a large banking and securities
presence, operating dozens of subsidiaries and affiliates. Its operations
include a UBS AG branch office headquartered in Stamford,
Connecticut; UBS Bank USA, a federally regulated bank chartered in
Utah; three broker-dealers registered with the SEC, UBS International
Inc., UBS Financial Services, Inc., and UBS Services LLC; and a variety
of other businesses including UBS Fiduciary Trust Company in New
Jersey; UBS Real Estate Securities Inc. in Delaware; UBS Trust
Company National Association in New York; and UBS Life Insurance
Company USA in California.’®' In 2007, UBS described its U.S.
banking operations as follows: “Wealth Management US is a US
financial services firm providing sophisticated wealth management
services to affluent US clients through a highly trained financial advisor
network.”%

In addition to its U.S.-based operations, UBS services U.S. clients
through business units based in Switzerland and other countries. For
example, beginning in about 2003, UBS established “U.S. International
Desks” in three of its Swiss locations, Geneva, Lugano, and Zurich.
These desks, staffed with private bankers known as Client Advisors,
deal exclusively with U.S. clients.”® The U.S. International Desks
originally categorized their U.S. clients according to the U.S. region
where they lived, but in 2004, re-classified them according to the
magnitude of their assets. “Core Affluent” clients were defined as those
with assets ranging from 250 to 2 million Swiss Francs; “High Net
Worth Individuals” (HNWI) had assets ranging from 2 million to 50
million Swiss Francs; and “Key Clients™ had assets worth more than 50
million Swiss Francs.*®' In 2005, UBS formed a new Swiss subsidiary,
called “Swiss Financial Advisers,” which is an investment adviser
registered with the SEC. SFA is tasked with “serving US clients outside
of Switzerland.” All U.S. clients of SFA are required to file W-9 Forms.
UBS AG’s North American International Wealth Management Division

30 «Global Wealth Management & Business Banking,” (undated), organizational chart available
at www.ubs.com (viewed 5/28/08). These five regional segments were established in a
reorganization that took effect in 2007. Prior to that reorganization, the Global Weaith
Management & Business Banking division had just three segments: Weaith Management US,
Wealth Management International & Switzerland, and Business Banking Switzerland. UBS
Annual Report 2007, Financial Statements, at 41.

3 UBS Annual Report 2007, Financial Statements, at 96-99; Strategy, Performance and
Responsibility, at 104,

32 UBS Annual Report 2007, Financial Statements, at 41, Wealth Management US is now
included within Wealth Management Americas.

363 Subcommittee interview of UBS, represented by outside legal counsel (6/19/08).
364
Id.
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also noted that “[a]ssets of clients [in SFA are] under Swiss law,”
meaning that creditors seeking to attach the assets would be required to
file in Swiss courts.”® U.S. clients who are unwilling to declare their
accounts to the United States are not permitted by UBS to hold U.S.
securities in their Swiss accounts, but can be serviced by Client Advisors
in the Geneva, Lugano, and Zurich offices.**

B. UBS Swiss Accounts for U.S. Clients

Although UBS has extensive banking and securities operations in
the United States that could accommodate its U.S. clients, from at least
2000 to 2007, UBS directed its Swiss bankers to target U.S. clients
willing to open bank accounts in Switzerland. UBS told the
Subcommittee it now has Swiss accounts for about 19,000 U.S. clients
with in the range of $18 billion in undeclared assets. In 2002, UBS
assured its U.S. clients with undeclared accounts that U.S. authorities
would not learn of them, because the bank is not required to disclose
them; UBS procedures, practices and services protect against disclosure;
and the account information is further shielded by Swiss bank secrecy
laws. Until recently, UBS encouraged its Swiss bankers to travel to the
United States to recruit new U.S. clients, organized events to help them
meet wealthy U.S. individuals, and set annual performance goals for
obtaining new U.S. business. It also encouraged its Swiss bankers to
service U.S, client accounts in ways that would minimize notice to U.S.
authorities. The evidence suggest that UBS Swiss bankers marketed
securities and banking products and services in the United States without
an appropriate license to do so and in apparent violation of U.S. law and
the bank’s own policies.

Information obtained by the Subcommittee about UBS Swiss
accounts opened for U.S. citizens came in part from former UBS
employee, Bradley Birkenfeld. Mr. Birkenfeld is a U.S. citizen who
worked as a private banker in Switzerland from 1996 until his arrest in
the United States in 2008, He worked for UBS in its private banking
operations in Geneva from 2001 to 2005, until he resigned from the
bank.”” In 2007, while in the United States, Mr. Birkenfeld was
subpoenaed by the Subcommittee to provide documentation and
testimony related to his employment as a private banker. In a sworn
deposition before Subcommittee staff, Mr. Birkenfeld provided detailed
information about a wide range of issues related to UBS business
dealings with U.S. clients. In 2008, Mr. Birkenfeld was arrested,

%65 UBS Minutes of Geneva Wealth Management North America International Meeting

(10/13/04), Bates No. UPS] 49952-54, at 49952.
3% Subcommittee interview of UBS, represented by outside legal counsel (6/19/08).

397 Birkenfeld deposition (10/11/07), at 14, Prior to UBS, he worked for private banking
operations in Geneva at Credit Suisse and Barclays Bank.
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indicted, and pled guilty to conspiring with a U.S. taxpayer, Igor
Olenicoff, to hide $200 million in assets in Switzerland and
Liechtenstein, to evade $7.2 million in U.S. taxes.>%

(1) Opening Undeclared Accounts with Billions in Assets

From at least 2000 to 2007, UBS has opened tens of thousands of
accounts in Switzerland that are beneficially owned by U.S. clients, hold
billions of dollars in assets, and have not been reported to U.S. tax
authorities. These Swiss accounts were opened by U.S. clients, but, for
a variety of reasons, the clients did not file W-9 Forms with UBS for the
accounts. Because the clients did not file W-9 reports with the bank,
UBS did not file 1099 Forms with the IRS reporting the account
information. UBS refers to these accounts internally as “undeclared
accounts.”

In response to Subcommittee inquiries, UBS has estimated that it
today has accounts in Switzerland for about 20,000 U.S. clients, of
which roughly 1,000 have declared accounts and the remainder have
undeclared accounts that have not been disclosed to the IRS.*® UBS
also estimated that those accounts contain assets with a combined value
of about 18.2 biltion in Swiss francs or about $17.9 billion. UBS was
unable to specify the breakdown in assets between the undeclared and
declared accounts, except to note that the amount of assets in the
undeclared accounts would be much greater.

These figures suggest that the number of U.S. client accounts in
Switzerland and the amount of assets contained in those accounts have
nearly doubled since 2002, when a UBS document reported that the
Swiss private banking operation then had more than 11,000 accounts for
clients in “North America,” meaning the United States and Canada, with
combined assets in excess of 21 billion Swiss francs or about $13.3
billion.*”® The UBS document also calculates that, in 2002, these
accounts had earned the bank “net revenues” of about 150 million Swiss
francs.””" Since then, the Swiss private banking operations have
reported opening many more U.S. client accounts in Switzerland with
additional billions of dollars in assets.””

38 United States v. Birkenfeld.
% Subcommittee interview with UBS (7/14/08).

370 Key Clients in NAM [North America}: Business Case 2003-2005, (undated), at 26 (chart
entitled, “Assessment of Current KC {Key Client] Base™).

Iy

%2 See, e.g., email from Martin Liechti re “Happy New Year” (undated) (stating UBS Swiss

client advisors had quadrupled their intake of net new money into Switzerland from 4 million
Swiss francs per client advisor in 2004 to 16 million Swiss francs per client advisor in 2006).
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The UBS figures for 2008 also appear consistent with internal UBS
documents from 2004 and 2005, which suggest that a substantial portion
of the UBS Swiss accounts opened for U.S. clients at that time were
undeclared. This information is contained in a set of monthly reports for
select months in 2004 and 2005, which tracked key information for
Swiss accounts opened for North American clients, meaning clients
from the United States and Canada.’” These reports also break down
the data for both declared and undeclared accounts.’™ The data suggests
that the undeclared accounts not only held more assets, but also brought
in more new money and were more profitable for the bank than the
declared accounts.

The first data element in the reports is the total amount of assets in
the specified accounts. Each month shows substantially greater assets in
the undeclared accounts for U.S. clients than in the declared accounts.
In October 2005, for example, the data shows a total of about 18 billion
Swiss francs of assets in the undeclared accounts for U.S. clients’” and
2.6 billion Swiss francs in the declared accounts.”™ Clearly, the assets
in the undeclared accounts vastly outweigh the assets in the declared
accounts for U.S. clients.

The monthly reports also track the extent to which the accounts
brought in new money to UBS, referred to as “net new money” or NNM.
The October 2005 report appears to show that, for the year to date, the
undeclared accounts for U.S. clients had brought in more than 1.3 billion

373 See “BS North America Report: Overview Figures North America,” prepared in July, August,
September, October, Noveniber, and December 2004, and January, February, March, August,
September, and October 2005, These reports appear to be excerpts from larger reports. Thesc
documents, on their face, present data for Swiss accounts opened for U.S. and Canadian clients.
According to UBS, however, it is possible that the data may include some Swiss accounts
opened for persons from other countries.

%74 The 2004 monthly reports, for example, show data for “W9” accounts and “NON W9
accounts, which correspond to declared and undeclared accounts. The March 2005 report
provides data for “W9” accounts and “SFA™ accounts, which at that time corresponded to the
declared accounts, as well as data for “NON W9 accounts, which corresponded to the
undeclared accounts. “SFA” refers to Swiss Financial Advisers, the UBS subsidiary in
Switzerland that is a repistered U.S. investment adviser, opens securities accounts only for U.S.
clients who submit W-9 Forms, and reports all such accounts to the IRS. Mr. Birkenfeld told the
Subcommittec that SFA was referred to within UBS as “’the declared desk.”™ Birkenfeld
deposition at 84. He also explained that all Swiss bankers who formerly had declared accounts
had been required to transfer them to SFA. Id. at 85. That meant U.S. clients in Switzerland
with accounts outside of SFA were necessarily undeclared accounts. Reports later in 2005 use
different terminology again, providing data for “US International” accounts, which correspond to
the undeclared accounts, and data for a “W9 Business Row” and SFA accounts, which
correspond to the declared accounts.

375 1d. The 18 billion figure is derived from the amount shown for “US International” (18.5
billion) after subtracting the amount shown for “W9 Business Row” (0.5 billion). The
Subcommittee also asked UBS to produce similar data for 2006 and 2007, but has yet to receive
it.

38 1d. The 2.6 billion figure is derived from adding together the figures shown for “W9 Business
Row” (0.5 billion) and “SFA™ (2.1 billion).
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Swiss francs in net new money for UBS,”” while the declared accounts
had collectively lost about 333 million Swiss francs over the same time
period.3 " These figures indicate that, in 2004 and 2005, the undeclared
account assets were growing, while the declared account assets were
shrinking.

The last data element in the monthly reports tracks the revenue
generated by the accounts for UBS. Each month shows that UBS earned
significantly more in revenues from the undeclared accounts for U.S.
clients than from the declared accounts. For example, the October 2005
report shows that UBS obtained year-to-date revenues of about 180.9
million Swiss francs from the undeclared accounts®” versus 22.1 million
Swiss francs from the declared accounts.”® By every measure employed
by UBS in these monthly reports, the undeclared U.S. client accounts
were more popular and more lucrative for the bank.

Still another UBS document, prepared in 2004 for a meeting of
Swiss private banking officials in Geneva, to reach an “Executive Board
Decision” on several matters, shows the bank’s awareness of the
undeclared and declared accounts opened for U.S. clients.”®' About
mid-way through, this document includes two flow charts showing how
a UBS client advisor should handle an account with a “U.S. person.”
The first flow chart shows that accounts for U.S. persons domiciled in
the United States should go to certain offices if a W-9 is filed, and to the
North American desk in Zurich if “no W9 form” is filed. The second
flow chart shows that, for U.S. persons domiciled outside of the United
States, accounts with a W-9 form should go to WBS in Zurich to the
“W9 Team,” while accounts with “no W9 form signed” should go to the
“Country team” in the country where the U.S. person was domiciled.
These two flow charts provide additional evidence that the top
management of UBS in Switzerland was well aware of the bank’s
practice of maintaining declared and undeclared accounts for U.S.
clients, and had even institutionalized the administration of these
accounts in different offices.

77 The 1 billion figure is derived from the amount shown for “US International” (1.054 biltion)
after eliminating the loss shown for “W9 Business Row” (loss of 309.8 million), resulting in
NNM of about 1.364 billion.

8 The 333 million figure is derived from adding together the figures shown for “W9 Business
Row” (loss of 309.8 million) and “SFA” (loss of 23.8 million).

37 The 180.9 miltion figure is derived from the amount shown for “US International” (194.3
million) after subtracting the amount shown for “W9 Business Row” (13.4 million).

380 The 22.1 million figure is reached by adding together the figures shown for “W9 Business
Row” (13.4 million) and “SFA” (8.7 million).

! UBS presentation entitled, “North America Meeting[:] Update U.S. NewCo (W9),” (9/15/04),
Bates Nos. UPSI 49907-27, at 17-18.
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In his deposition before the Subcommittee, Mr. Birkenfeld
indicated that, while he was employed at UBS from 2001 to 2005, it was
his understanding that UBS had thousands of Swiss accounts opened by
U.S. clients, the majority of which were undeclared and never disclosed
to the IRS. He stated that, “I didn’t see anyone declare any of those
[Swiss] accounts in my entire career.”"

In the recent U.S. criminal case involving Mr. Birkenfeld, the U.S.
Government filed a Statement of Facts, signed by Mr. Birkenfeld, stating
that UBS Switzerland had “$20 billion of assets under management in
the United States undeclared business, which earned the bank
approximately $200 million per year in revenues.”®’

(2) Ensuring Bank Secrecy

UBS has not only maintained undeclared Swiss accounts for U.S.
clients containing billions of dollars in assets, it has also adopted
practices to ensure that, in keeping with Swiss bank secrecy laws, those
undeclared accounts would not be disclosed to U.S. authorities.

Promising Bank Secrecy. UBS has assured its U.S. clients in
writing that UBS will take steps to protect their undeclared accounts
from disclosure to U.S. tax authorities. In November 2002, for example,
senior officials in the UBS private banking operations in Switzerland
sent the following letter to its U.S. clients about their Swiss accounts:

“Dear client:

“From our recent conversations we understand that you are
concerned that UBS’ stance on keeping its U.S. customers’
information strictly confidential may have changed especially as a
result of the acquisition of Paine Webber. We are writing to
reassure you that your fear is unjustified and wish to outline only
some of the reasons why the protection of client data can not
possibly be compromised upon:

“— The sharing of customer data with a UBS unit/affiliate
located abroad without sufficient customer consent constitutes a
violation of Swiss banking secrecy provisions and exposes the
bank employee concerned to severe criminal sanctions. Further,
we should like to underscore that a Swiss bank which runs afoul
of Swiss privacy laws will face sanctions by its Swiss regulator
... up to the revocation of the bank’s charter. Already against
this background, it must be clear that information relative to

2 Birkenfeld deposition (10/11/07), at 28.
3 United States v. Birkenfeld, Statement of Facts, at 3.
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your Swiss banking relationship is as safe as ever and that the
possibility of putting pressure on our U.S. units does not change
anything. Our bank has had offices in the United States as early
as 1939 and has therefore been exposed to the risk of US
authorities asserting jurisdiction over assets booked abroad
since decades. Please note that our bank has a successful track
record of challenging such attempts.

“— As you are aware of, UBS (as all other major Swiss banks)
has asked for and obtained the status of a Qualified
Intermediary under U.S. tax laws. The QI regime fully respects
client confidentiality as customer information are only disclosed
to U.S. tax authorities based on the provision of a W-9 form.
Should a customer choose not to execute such a form, the client
is barred from investments in US securities but under no
circumstances will his/her identity be revealed. Consequently,
UBS’s entire compliance with its QI obligations does not create
the risk that his/her identity be shared with U.S. authorities.”**

This letter plainly asserts that UBS will not disclose to the IRS a
Swiss account opened by a U.S. client, so long as that account contains
no U.S. securities, even if UBS knows the accountholder is a U.S.
taxpayer obligated under U.S. tax law to report the account and its
contents to the U.S. Government.

UBS told the Subcommittee that it has no legal obligation to report
such undeclared accounts to the IRS, provided that UBS ensures that the
accounts do not contain U.S. securities and, thus, are not subject to
reporting under the QI Program. UBS also told the Subcommittee that it
recognizes that a U.S. accountholder may have a legal obligation to
report a foreign trust, foreign bank account, or foreign income to the
IRS. UBS pointed out, however, that those reporting obligations apply
to the accountholder personally and not to UBS. UBS, thus, asserts that
it has broken no law or QI obligation by allowing U.S. clients to open
and maintain undeclared accounts in Switzerland, if those accounts do
not contain U.S. securities.***

Helping U.S. Clients Avoid QI Disclosure. UBS has not only
maintained undeclared accounts in Switzerland for numerous U.S.
clients, it took steps to assist its U.S. clients to structure their Swiss
accounts in ways that avoided U.S. reporting rules under the QI
Program.

344 UBS letter addressed to “Dear client” (11/4/02).

5 Subcommittee interview of UBS, represented by outside legal counsel (6/19/08).
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UBS informed the Subcommittee that, after it joined the QI
Program in 2001, and informed its U.S. clients about its QI disclosure
obligations, many of its U.S. clients elected to sell U.S. securities or
open new accounts to avoid the QI reporting obligations attached.*
UBS told the Subcommittee, for example, that in 2001, hundreds of its
U.S. clients sold their U.S. securities so that their Swiss accounts would
not be covered by the QI Program. UBS told the Subcommittee that it
estimates that, in 2001, its U.S. clients sold over $2 billion in U.S.
securities from their Swiss accounts. UBS allowed these U.S. clients to
continue to maintain accounts in Switzerland, and helped them reinvest
in other types of securities that did not trigger reporting obligations to
the IRS, despite evidence that these U.S. clients were using their Swiss
accounts to hide assets from the IRS.

UBS also told the Subcommittee that, in 2001, about 250 of its
U.S. clients with Swiss accounts took action to establish corporations,
trusts, foundations, or other entities in non-U.S. countries, open new
UBS accounts in the names of those foreign entities, and then, in a
number of instances, transfer U.S. securities from the client’s personal
accounts to those new accounts. The offshore entities included
corporations, trusts, and foundations set up in the British Virgin Islands,
Hong Kong, Liechtenstein, Panama, and Switzerland.*®” UBS then
accepted W-8BEN Forms from these offshore entities in which they
claimed ownership of the assets had been transferred from the U.S.
clients’ personal accounts. UBS treated the new accounts as held by
non-U.S. persons whose identities did not have to be disclosed to the
IRS, even though UBS knew that the true beneficial owners were U.S.
persons.

These facts indicate that, soon after it joined the QI Program, UBS
helped its U.S. clients structure their Swiss accounts to avoid reporting
billions of dollars in assets to the IRS. Among other actions, UBS
allowed some of its U.S. clients to establish offshore structures to
assume nominal ownership of assets, and allowed U.S. clients to
continue to hold undisclosed accounts that were not reported to the IRS.
Such actions, while not violations of the QI agreements per se, clearly
undermined the program’s effectiveness and led to the formation of
offshore structures and undeclared accounts that could facilitate, and
have resulted in, tax evasion by U.S. clients.

The actions taken by UBS, in many ways, matched LGT’s
response to the QI Program. Both UBS and LGT advised the
Subcommittee that most of their U.S. clients engaged in a massive sell-
off of U.S. securities after the banks signed QI agreements in 2001. In

3614,
387 United States v. Birkenfeld, Statement of Facts, at 3.
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addition, both UBS and LGT allowed a number of U.S. clients to
establish offshore corporations to hold U.S. securities. It appears that
UBS exploited the gap between KYC rules and the QI Program in the
same manner as LGT, by treating offshore corporations as non-U.S.
persons for QI reporting purposes, despite knowing for KYC purposes
that the offshore corporations and their assets were beneficially owned
by U.S. persons. Both banks continued to maintain accounts for their
U.S. clients, despite evidence that the clients were hiding their assets and
accounts from the IRS. In this way, both UBS and LGT employed QI
practices that kept the U.S. clients’ accounts secret from the IRS and
thereby facilitated tax evasion by the U.S. clients holding undeclared
accounts.

The Statement of Facts in the Birkenfeld criminal case
characterizes these actions as follows: “By concealing the U.S. clients’
ownership and control in the assets held offshore, defendant Birkenfeld,
the Swiss Bank, its managers and bankers evaded the requirements of
the Q.Iégrogram, defrauded the IRS and evaded United States income
taxes.”

(3) Targeting U.S. Clients

In addition to discovering that UBS maintained billions of dollars
in undeclared accounts in Switzerland for U.S. clients and took steps to
help U.S. client circumvent QI reporting requirements, the
Subcommittee discovered that, from at least 2000 to 2007, UBS Swiss
bankers engaged in an intensive effort to target U.S. clients to open
Swiss accounts. UBS repeatedly sent its Swiss bankers onto U.S. soil to
recruit new clients, expand existing accounts, and meet increasing
business demands to bring new client money from the United States into
Switzerland.

Legal and Policy Restrictions on U.S. Activities. U.S. securities
law prohibits non-U.S. persons from advertising securities products or
services or executing securities transactions within the United States,
unless registered with the Securities and Exchange Commission
(SEC).m In addition, securities products offered to U.S. persons must

W1,
¥ See, e.g., Section 15(a)(1) of the Exchange Act, 15 U.S.C. § 780(a)(1):

“(a) Registration of all persons utilizing exchange facilities to effect transactions;
exemptions.

(1) It shall be unlawful for any broker or dealer which is either a person other than a
natural person or a natural person not associated with a broker or dealer which is a person
other than a natural person (other than such a broker or dealer whose business is
exclusively intrastate and who does not make use of any facility of a national securities
exchange) to make use of the mails or any means or instrumentality of interstate
commerce to effect any transactions in, or to induce or attempt to induce the purchase or
sale of, any security (other than an exempted security or commercial paper, bankers’
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comply with U.S. securities laws, which generally means they must be
registered with the SEC, a condition that may not be met by non-U.S.
securities, mutual funds, and other investment products. In addition,
although UBS AG is licensed to operate as a bank and broker-dealer in
the United States, those licenses do not extend to its non-U.S. offices or
affiliates providing banking or securities services to U.S. residents.’’
Similar prohibitions may appear in State securities and banking laws.
Moreover, in provisions known as “deemed sales” rules, U.S. tax laws
and the standard QI agreement require sales of non-U.S. securities to be
reported by foreign financial institutions on 1099 Forms sent to the IRS,
if those sales were effected in the United States, such as arranged by a
broker physically in the United States or through telephone calls or
emails originating in the United States.””’

To avoid violating U.S. law, exceeding its SEC and banking
licenses, or triggering 1099 reporting requirements for deemed sales,
since at least 2002, UBS has maintained written policies restricting the
marketing and client-related activities that may be undertaken in the
United States by UBS employees from outside of the country.

2002 UBS Restrictions on U.S. Activities. In 2002, for example,
UBS issued a set of guidelines for its Swiss bankers administering
securities accounts for U.S. clients.””” These guidelines stated that,
under U.S. tax regulations, securities trades in non-U.S. securities on
behalf of a U.S. person trigger reporting requirements to the IRS under
QI or IRS deemed sales rules, unless the trades are effected “by a UBS
portfolio manager with discretion from a bank office of a non-US bank
outside the territory of the US.” To qualify for the exception and avoid
reporting any securities trades or accounts to the IRS, the guidelines
provide a long list of actions that UBS Swiss bankers cannot undertake
with respect to their U.S. clients. Essentially, the guidelines instruct the
Swiss bankers to persuade their U.S. clients to enter into a “discretionary
asset management relationship” with the bank and then to “[c]ease to
aceept customer instructions from US territory™ so that no securities
trades are effected within the United States that might require reporting
to the IRS.

acceptances, or commercial bills) unless such broker or dealer is registered in accordance
with subsection (b) of this section.”

3% UBS makes this statement in its 2004 policy statement. See “Cross-Border Banking
Activities into the United States (version November 2004),” prepared by UBS, Bates Nos. PSI-
OPB 103-105, at 103 (emphasis in original).

¥ See, e.g,, “U.S. Tax and Reporting Obligations for Foreign Intermediaries® Non-U.S.
Securities,” 47 Tax Notes Int’l 913 (9/3/07).

3%2 See “Wealth Management and Business Banking Client Advisor’s Guidelines for
Implementation and Management of Discretionary Asset Management Relationship with U.S.
Clients,” (undated but likely late 2001). See also UBS letter to Mr. Birkenfeld (3/17/06), Bates
Nos. PSI-OPB 84-85, at 1 (“{T]he rules which set forth UBS approach to servicing US resident
clients have been posted on the UBS-intranet already since early 2002.).
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The 2002 UBS guidelines tell the Swiss bankers, for example, to
ensure that there is “no use of US mails, e-mail, courier delivery or
facsimile regarding the client’s securities portfolio;” “no use of
telephone calls into the US regarding the client’s securities portfolio;”
“no account statements, confirmations, performance reports or any other
communications” while in the United States; “no further instructions ...
from ... clients while they are in the US;” “no marketing of advisory or
brokerage services regarding securities;” “no discussion of or delivery of
documents concerning the client’s securities portfolio while on visits in
the US;” “no discussion of performance, securities purchased or sold or
changes in the investment mandate for the client” while in the United
States; and “no delivery of documents regarding performance, securities
purchased or sold or changes in the investment mandate for the client.”

2004 Restatement of U.S. Restrictions. A 2004 UBS policy
statement on “Cross-Border Banking Activities into the United States,”
replaced the 2002 guidelines, while repeating most of the prohibitions.
This policy statement informed UBS non-U.S. bankers, for example, that
U.S. Federal and State laws restrict the actions that they can take while
in the United States.’” 1t states:

“UBS AG has several U.S. branches and agencies and various non-
banking subsidiaries all properly licensed, but these licenses do
not encompass cross-border services provided to U.S. residents by
UBS AG offices or affiliates outside of the United States. ...

Some state laws prohibit banks without a banking license from that
state from soliciting deposits from that state’s residents. States
also may prohibit non-licensed lenders from making certain loans
to consumers in such states. Any entity outside of the United
States that is not registered with the SEC ... may not advertise
securities services or products in the United States.”*"*

The 2004 UBS policy statement goes on to list specific restrictions
on activities that may be undertaken by its non-U.S. personnel while in
the United States. These restrictions include the following:

“UBS will not advertise and market for its services with material
going beyond generic information relating to the image of UBS
AGQG and its brand in the U.S. UBS AG may not organize, absent an
opinion from Legal, events in the U.S.>

3% See “Cross-Border Banking Activities into the United States (version November 2004),”
prepared by UBS, Bates Nos, PSI-OPB, at 103-105 (emphasis in original).

Ly

514,
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“UBS AG may not establish relationships for securities products or
services with new clients resident in the United States with the use
of U.S. jurisdictional means. Thus, it must ensure that it does not
contact securities clients in the United States through teleﬁphone,
mail, e-mail, advertising, the internet or personal visits.*®

“UBS AG should ensure that:

e No marketing or advertising activity targeted to U.S. persons
takes place in the United States;

¢ No solicitation of account opening takes place in the United
States;

» No cold calling or prospecting into the United States takes
place;

* No negotiating or concluding of contracts takes place in the
United States;

» No carrying or transmitting of cash or other valuables of
whatever nature out of the United States takes place; ...

» No routine certification of signatures, transmission of completed
account documentation, or related administrative activity on
behalf of UBS AG takes place;

* Employees do not carry on substantial activities at fixed
location(s) while in the United States thereby establishing on
office or maintaining a place of business.”®’

In his deposition before the Subcommittee, Mr. Birkenfeld claimed to
have been unaware of these types of restrictions on his conduct until a
colleague brought them to his attention in May 2005, by showing him
the 2004 policy statement on UBS’ internal computer system.*”® He told
the Subcommiittee, “When I read it, I was very concerned about what
was going on in the bank, because this contradicted entirely what my job
description was.”” UBS has countered that its Swiss personnel were
informed about the restrictions shortly after they were re-issued, in
training sessions held during September 2004, which Mr. Birkenfeld
attended."”

Sponsoring Travel to the United States. Despite the explicit and
extensive restrictions on allowable U.S. activities set out in its policy
statements, in interviews with the Subcommittee, UBS confirmed that,

396 172

7 1d. at 103-104.

3% Birkenfeld deposition, (10/11/07), at 105.
¥ 1d. at 106.

0 See UBS letter to Mr. Birkenfeld (3/17/06), Bates Nos. PSI-OPB 84-83, at 84 (stating Mr.
Birkenfeld had been informed of the restrictions during two training sessions in September
2004).
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from at least 2000 to 2007, it routinely authorized and paid for its Swiss
bankers to travel to the United States to develop new business and
service existing clients.*' Documents obtained by the Subcommittee
related to UBS Swiss bankers also frequently reference travel to the
United States. A 2003 “Action Plan” for the UBS private banking
operation in Switzerland, for example, called for increased client contact
“through business trips” to the United States and directed Swiss private
bankers to seck “active referrals from existing clients for new
relationships.”*% A 2005 document called for “frequent travelling” and
“selective travelling” by UBS Swiss bankers to the United States as part
of the services to be provided to U.S. clientele.*”

During his deposition, Mr. Birkenfeld told the Subcommittee that,
during his years at UBS, the private bankers from Switzerland who dealt
with U.S. clients typically traveled to the United States four to six times
per year, using their trips to search for new clients and provide financial
services to existing clients.

“[Wle had a very large group of people in Lugano, Geneva, and
Zurich that marketed directly into the U.S. market. The private
bankers would travel anywhere between four and six times a year
to the U.S., spend anywhere from one to two weeks in the U.S.,
prospecting, visiting existing clients, so on and so forth. ... Asl
remember, there [were] around 25 people in Geneva, 50 peopie in
Zurich, and five to ten in Lugano. This is a formidable force.”**

Mr. Birkenfeld testified that UBS not only authorized and paid for
the business trips to the United States, but also provided the Swiss
bankers with tickets and funds to go to events attended by wealthy U.S.
individuals, so that they could solicit new business for the bank in
Switzerland. He said that UBS sponsored U.S. events likely to attract
wealthy clients, such as the Art Basel Air Fair in Miami; performances
in major U.S. cities by the UBS Vervier Orchestra featuring talented
young musicians; and U.S. yachting events attended by the elite Swiss
yachting team, Alinghi, which was also sponsored by UBS. An internal
UBS document laying out marketing strategies to attract U.S. and
Canadian clients confirms that the bank “organized VIP events” and
engaged in the “Sponsorship of Major Events” such as “Golf, Tennis

%% Subcommitiee interview of UBS, represented by outside legal counsel (6/15/08).
92 Chart entitled, “Action Plan 2003 for Country Team,” (undated).

48 «“Organizational changes NAM,” Powerpoint presentation by Michel Guignard of UBS
private banking in Switzerland (5/10/05), at 7.

44 Birkenfeld deposition (10/11/07), at 46, 47-48. Mr. Birkenfeld clarified during the deposition
that the numbers he gave referred to “just the bankers™ at the three Swiss offices.
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Tournaments, Art, Special Events.”*® This document even identified
the 25 most affluent housing areas in the United States to provide
“targeted locations where to organize events.”"*

Mr. Birkenfeld described to the Subcommittee how Swiss private
bankers used these events and other means to find new U.S. clients
during their trips to the United States:

“You might go to sporting events. You might go to car shows,
wine tastings. You might deal with real estate agents. You might
deal with attorneys. ... It’s really where do the rich people hang
out, go and talk to them. ... [I]t wasn’t difficult to walk into a
party with a ... business card, and then someone ask([s] you, ‘What
do you do?’ and you say, ‘Well, I work for a bank in Switzerland,
and we manage money there and open accounts.” And people
immediately would recognize, oh, this is someone who could open
new business by opening accounts.”*"”

While travel by Swiss bankers to the United States was generally
not only allowed, but encouraged, UBS told the Subcommittee that, on
four occasions since 2000, for a variety of reasons, it had imposed
temporary bans on Swiss travel to the United States.*”® These short-term
travel bans were imposed: (1) in 2001, following the 9/11 attack on the
United States; (2) in 2003, coinciding with an IRS announcement of an
Offshore Voluntary Compliance Initiative encouraging U.S. taxpayers
with offshore credit cards to disclose their offshore accounts in exchange
for avoiding certain penalties;m (3) in 2003 again, following the SARS
epidemic outbreak; and (4) in September 2004, in response to the
questioning of a UBS private banker by the IRS. Each of these travel
bans was lifted shortly after it was imposed. In November 2007,
however, UBS fundamentally changed its travel policy, instituting for
the first time a prohibition on business travel by its Swiss private
bankers to the United States, examined further below.*”

To gain a better understanding of the extent to which UBS Swiss
private bankers traveled to the United States in recent years, the

405 «K eyClients in NAM: Business Case 2003-2003,” prepared by UBS Wealth Management
(undated), at 38-39. “NAM?” refers to UBS” North American division within its private banking
operations in Switzerland.

6 1d. at 40.
714, at 36-37.
498 Syubcommittee interview of UBS, represented by outside legal counsel (6/19/08).

49914, See also Birkenfeld deposition before the Subcommittee (10/11/07), at 157. For more
information about this IRS initiative, see the IRS website at www.irs.gov.

10 5ce, ¢.g., UBS internal memorandum addressed to “Colleagues” regarding “Changes in
business model for U.S. private clients,” (11/15/08).
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Subcommittee conducted an analysis of over 500 travel records
compiled by the Department of Homeland Security, at the
Subcommittee’s request, of persons traveling from Switzerland to the
United States from 2001 to 2008, to identify UBS Swiss employees
known to have provided banking and securities services to U.S.
clients.”"" The Subcommittee determined that, from 2001 to 2008,
roughly twenty UBS client advisors made an aggregate total of over 300
visits to the United States. Only two of these visits took place from
2001 to 2002; the rest occurred from 2003 to 2008. On several
occasions, the visits appear to have involved multiple UBS client
advisors traveling together to UBS-sponsored events in the United
States. Some of these client advisors designated their visits as travel for
a non-business purpose on the 1-94 Customs declaration forms that all
visitors must complete prior to entry into the United States.*'* Closer
analysis, however, reveals that the dates and ports of entry for such trips
coincided with the UBS-sponsored events, suggesting the visits were, in
fact, business-related.

For example, the Subcommittee found that at least five UBS Swiss
client advisors travelled to the United States for trips coinciding with the
Art Basel Art Fair, an annual UBS-sponsored event held in early
December in Miami Beach since 2002. The data shows that, over the
years, several UBS Swiss client advisors were in Miami during the art
show, including three in 2007. On the customs forms completed over
the years by UBS travelers prior to landing at Miami International
airport, only one client advisor stated that the purpose of the trip was for
business, while five described the visit as for pleasure. These client
advisors’ trips, however, coincided closely with the dates of the Art
Basel event, including an invitation-only private showing. Moreover,
the Subcommittee’s analysis of the customs and travel records obtained
from the Department of Homeland Security show that a Swiss-based
UBS client advisor traveled to New England from June 20-25, 2004, a
trip coinciding with the UBS Regatta Cup held in Newport, Rhode
Island from June 19-26, 2004.

1 To find likely UBS client advisors — as opposed to persons whose names coincidentally
maiched those persons identified to the Subcommittee as UBS personnel — the analysis
eliminated all persons from the sample born after a given date who would be too young to be
likely candidates. The data was then sorted by date traveled and the ports of entry used, to
identify persons traveling at the same time to the same location. This data enabled the
Subcommittee to identify UBS client advisors who, for example, made visits to Miami during the
dates of the Art Basel event. The Subcommittee chose to eliminate from the analysis persons
who did not appear to have a traveling correlation with other known UBS bankers or a link to a
UBS event such as Art Basel, as well as persons with similar names to known UBS personnel but
who reported different birthdays. The resulting figures, thus, represent a conservative analysis of
the number of trips made by UBS Swiss personnel to the United States over the last seven years.
The Subgommittee would like to express its appreciation for the assistance rendered by the U.S.
Department of Homeland Security in securing, compiling, and analyzing this travel data.

“12 See Arrival-Departure Record, CBP Form 1-94, for Nonimmigrant Visitors with a Visa for the
United States, discussed in the website of the Customs and Border Patrol, at www.cbp.gov.
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The Subcommittee’s analysis also showed patterns of travel by
Swiss-based UBS client advisors who made regular U.S. visits. One
UBS employee, for example, travelled to the United States three times
per year, at roughly four-month intervals, from 2003 to 2007. A senior
UBS Swiss private bank official — Michel Guignard ~ visited the United
States nearly every other month for a significant portion of the period
examined by the Subcommittee. Martin Liechti, an even more senior
Swiss private banking official, visited the United States up to eight times
in a year.

This travel data provides additional evidence regarding the
personne! and resources that have been dedicated by UBS to recruiting
and servicing U.S. clients with Swiss accounts.

Assigning NNM Targets. UBS not only paid for its Swiss
bankers to travel to the United States and helped them attend U.S. events
to prospect for new U.S. clients, it also gave its Swiss bankers specific
performance goals for bringing new money into the bank from the
United States. These performance goals may have intensified the efforts
of UBS Swiss bankers to recruit U.S. clients.

Mr. Birkenfeld told the Subcommittee that, during his tenure at
UBS, his superiors at UBS gave him a specific, annual monetary goal,
referred to as a “net new money” (NNM) target that he was expected to
bring into the bank by the end of the year from U.S. clients. He said that
it was his understanding that an NNM target was established for each
Swiss client advisor who dealt with U.S. clients. He indicated that the
amount varied according to the seniority and track record of the
particular client advisor. He told the Subcommittee: “So my job as a
private banker predominantly was to bring in net new money, and then
on top of it create return on assets, ROA. ... A rough estimate would be
probably to bring in probably $50 million a year or $40 million.”*"

Mr. Birkenfeld explained that the NNM target could be met by
securing additional assets from existing clients or by securing one or
more new clients.

“[O]ne client could make your numbers or 10 or 25 could make
your numbers. It’s very hard to gauge that. And, again, when
people aren’t paying tax in the three areas I told you — inheritance,
income, and capital gains — it’s quite easy for people to bring
money to you. They’re very interested to bring as much money to
the bank as possible.””*'*

3 Birkenfeld deposition at 20, 23.
1d, at 22,
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Internal UBS documents confirm that the bank carefully tracked
annual figures for net new money and return on assets, among other
performance measures for its Swiss private banking operations targeting
clients in North America.*'* The documents also show that UBS took a
variety of steps to encourage its bankers to meet their NNM goals. In
2003, for example, the head of the Wealth Management Americas
division in Switzerland, Martin Liechti, sent a letter to his colleagues,
urging each of them to refer at least five clients to Switzerland and
promising to award the person with the most referrals with an expensive
Swiss watch:

“Net New Money is, as you know, a key element for our success.
This means that we all have to work hard to achieve our NNM
goals for 2003 and the years to come. In order to reach this goal,
two main initiatives have been launched: The KeyClient initiative
and the Referral Program within UBS. ...

“Each Country Team making a referral will get 0.33% of the
revenues generated by the Financial Advisor over a time period of
four years. As you know, we set, at the beginning of the year, a
target of 5 referrals per CA [Client Advisor] to be made. [ am
aware that it is a challenge to reach this goal. In acknowledgement
of your effort and commitment, I would like to award the Client
Advisor in each Country Team who achieves, until the 31% of
December 2003, the most referrals (amount of money and number
of referrals), but at least the 5 referrals set as target, with a
Breitling wristwatch. The same will be valid for the Rep Officer
(including all Rep Offices in Latin America) who achieves this
goal. Since 2003 will be a unique ‘brand year’ in UBS’ history,
each B4r}gitling watch we award will be ‘customized’ with the UBS
logo.”

In early 2007, Mr. Liechti sent an email setting a new NNM goal
for all of UBS Swiss bankers with clients in the “Americas,” including
the United States. His email states:

“Welcome to the new year! Ihope you enjoyed the holidays with
your family and friends and took the opportunity to relax and
‘recharge your batteries’.

4% See, e.g., “BS North America Report: Overview Figures North America,” prepared by UBS
(July 2004) (providing data on NNM, ROA, and other performance measures for 2004 and
2005), Bates Nos. UPSI 00060246-257; “UBS Management Summary Report-Graphs” (YTD
[Year To Date] October 2002), Bates No, PSI-OPB-137 (providing ROA and NNM data for
Swiss offices dealing with U).S. clients),

“16 Letter entitled, “Referral Campain BU Americas,” from UBS private banking head Martin
Liechti to his “Colleagues,” (6/2/03), apparently printed in an internal UBS publication, “PB
Americas International News.”
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“We achieved much in 2006 and I thank you for your huge efforts
and dedication to the Americas.

“The markets are growing fast, and our competition is catching up.
... The answer to guarantee our future is GROWTH. We have
grown from CHF 4 million per Client Advisor in 2004 to 17
million in 2006. We need to keep up with our ambitions and go to
60 million per Client Advisor! ...

“Qur ambitions:

“100 RoA [Return on Assets]
60 NNM per CA [Client Advisor]
100% Satistied Clients ...

“In the Chinese Horoscope, 2007 is the year of the pig. In many
cultures, the pig is a symbol for ‘luck’. While it’s always good to
have [a] bit of luck, it is not luck that leads to success. Success is
the result of vision and purpose, hard work and passion. ...
Together as a team [ am convinced we will succeed!™"”

This email indicates that in two years, from 2004 to 2006, UBS Swiss
bankers had quadrupled the amount of net new money being drawn into
UBS from the “Americas,” and that the bank’s management sought to
quadruple that figure again in a single year, 2007. This email helps to
convey the pressure that UBS placed on its Swiss private bankers to
bring in new money from the United States into Switzerland.

Another UBS document entitled, “KeyClients in NAM: Business
Case 2003-2005,” provides context for the Swiss private banking
operations’ focus on obtaining U.S. clients. This document observes
that “31% of World’s UHNWIs [Ultra High Net Worth Individuals] are
in North America (USA + Canada).”*"® Tt also observes that the United
States has 222 billionaires with a combined net worth of $706 billion.*"”
This type of information helps explain why UBS dedicated significant
resources to obtaining U.S. clients for its private banking operations in
Switzerland.

Massive Machine. Mr. Birkenfeld told the Subcommittee that the
overall effort of the UBS Swiss private banking operation to secure U.S.

7 Email from Martin Liechti re “Happy New Year” (undated).
“s “KeyClients in NAM: Business Case 2003-2005,” at 4.
g ats.
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clients was the most extensive he had observed in his 12 years working
in Swiss private banking. He stated:

“This was a massive machine. I had never seen such a large bank
making such a dedicated effort to market to the U.S. market. And
from my understanding and my work experience in Switzerland, it
was the largest bank with the largest number of clients and assets
under management of U.S. clients.”**

He said that the Swiss bankers he worked with typically had an “existing
book of business,” that included numerous U.S. clients and had “a very
regimented cycle of going out and acquiring new clients, taking care of
your existing clients, make sure the revenue was there.”**' He described
one private banker who saw as many as 30 or 40 existing clients on a
single trip.*** He estimated that the UBS Swiss bankers in the Geneva
office where he worked maintained thousands of Swiss accounts for
U.S. clients.**

When asked what motivated U.S. clients to open accounts in
Switzerland instead of banking with UBS in their home country, Mr.
Birkenfeld gave two reasons: “Tax evasion. ... And most of the time,
people always liked the idea that they could hide some from their spouse
or maybe a business partner or what have you, because the secrecy of
having a bank account in Switzerland gave them anonymity and
discretion.”*** When asked whether he ever said to his U.S. clients,
“You don’t have to pay taxes,” or whether that was just understood, Mr.
Birkenfeld responded, “It was clearly understood. Clearly
understood,™?

(4) Servicing U.S. Clients with Swiss Accounts

UBS not only allowed U.S. clients to open undeclared accounts in
Switzerland and assured them it would not disclose these accounts
unless compelled by law, UBS also took steps to ensure that its Swiss
bankers serviced their U.S. clients in ways that minimized disclosure of
information to U.S. authorities. These measures included refraining
from mailing Swiss account information into the United States, ensuring
Swiss bankers traveling to the United States carried minimal or

“® Rirkenfeld deposition at 46.
211d. at 76.

2214 at 121,

B at 71,

2414 at 33,

5 1d. at 151
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encrypted client account information, and providing training to help its
bankers avoid surveillance by U.S. authorities.

In his deposition, Mr. Birkenfeld indicated that, during his tenure
at UBS from 2001 to 2005, he worked closely with Swiss bankers who
were servicing U.S. clients in the United States. He said the Swiss
bankers he worked with typically had an “existing book of business,”
with numerous U.S. clients, and had “a very regimented cycle of ...
taking care of your existing clients, mak[ing] sure the revenue was
there.”**® He said: “So getting out into the field as we called it, was
very, very important. You had to travel. Traveling was critical;
otherwise the client would say, ‘What do you mean you’re not coming to
visit mti; What’s wrong?” So, you know, you don’t want to upset the
client.”

Mr. Birkenfeld told the Subcommittee that, to his knowledge,
almost all U.S. clients with Swiss accounts declined to have their
account statements mailed to them in the United States.*?® Instead, UBS
held client mail in Switzerland until the client was able to view the
account documentation in person, after which the information was
shredded. He explained:

“You paid 500 francs a year to have all of the statements and all of
the transactions held in their folder, sealed, so when they came to
the bank, 6 months, a year later, they could come and look at it, go
through it, and then we would shred it .... So I’ve had some
clients who would sit there for an hour or two hours, and then they
come back and say, ‘Okay. Everything’s fine.” And they’d give
the documents and say, ‘You can shred them.” And we’d go and
take it in the big shredding room and just shred everything. And
then you’d start from zero again.”™**

Mr. Birkenfeld said that, in between visits to Switzerland to review
their account information, many U.S. clients expected their Swiss banker
to visit them in the United States and provide updated information about
their accounts. He said that, prior to a business trip in which they
planned to meet with specific clients, UBS Swiss private bankers
typically collected and reviewed the relevant client account information.
He said that the Swiss bankers did not normally bring the actual account
statements with them into the United States, but took elaborate measures
to disguise or encrypt client information to prevent it from falling into

“2 Birkenfeld deposition at 76.
“71d. at 76-77.
28 1d, at61.
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the wrong hands. He said, for example, some bankers kept “cryptic
notes” on each account and took only those notes into the United
States.”® He described one Swiss banker who directed his assistant to
transcribe by hand the information in his clients” account statements
onto spreadsheets, omitting any identifying information other than a
code name, and then sent the handwritten spreadsheets by overnight mail
to his hotel in the United States, after which he would provide the
spreadsheets to his U.S. clients in individual meetings.”' Mr.
Birkenfeld described other Swiss private bankers who brought into the
United States UBS-supplied laptop computers, referred to as TAS
computers, programmed to receive only highly encrypted information
that, allegedly, [e]ven if the [U.S.] Customs opened it, for instance, they
wouldn’t see anything.”**> He said that the TAS computers could be
used to “access the client’s private bank statements from America and
print them out, as well as view and print out product offerings.”***

UBS cautioned its bankers, when traveling to the United States, to
take measures to safeguard client information and supplied the TAS
computers that some Swiss bankers used. A 2004 UBS policy statement
provides: “When traveling cross-border, UBS AG employees always
must remember that all clients of UBS AG expect us to take all
necessary steps to safeguard confidentiality. Client advisors are referred
to separate guidance on the protection of confidential information and
other available resources that may assist.”*** Mr. Birkenfeld told the
Subcommittee that UBS also cautioned its Swiss bankers to keep a low
profile during their business trips to the United States so they would not
attract attention from U.S. authorities. He noted, for example, that UBS
business cards did not include a reference to a private banker’s
involvement in “wealth management.”*”* He also said that some UBS
Swiss private bankers who visited the United States on business told
U.S. customs officials that they were instead in the country for
“pleasure.”*®

Documentation obtained by the Subcommittee indicates that UBS
also provided training to its client advisors on how to detect — and avoid

014, at 55.
$lyd. at 121-122.
114, at 56-57.

43314, at 55. See also reference to TAS in UBS Minutes of a May 2003 mecting of the Geneva
Private Bank North America International group (5/14/03), Bates Nos. PSI-OPB-119-20 at 119.
34 «Cross-Border Banking Activities into the United States (version November 2004),”
prepared by UBS, Bates Nos. PSI-OPB, at 104 (emphasis in original).

3% Birkenfeld deposition, at 158. Sce also UBS Minutes of a May 2003 meeting of the Geneva

Private Bank North America International group (5/14/03) at 2 (“Do not indicate Wealth
Management but only UBS AG on the new business cards”).

3 Birkenfeld deposition, at 166,
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- surveillance by U.S. customs agents and law enforcement officers. An
undated UBS training document entitled, “Case Studies Cross-Border
Workshop NAM?” provides a series of scenarios designed to train its
personnel.”’” An excerpt from one of the scenarios is as follows:

“After passing immigration desk during your trip to
USA/Canada, you are intercepted by the authorities. By
checking your Palm, they find all your client meetings.
Fortunately you stored only very short remarks of the
different meetings and no names.

“As you spend around one week in the same hotel, the longer
you stay there, the more you get the feeling of being
observed. Sometimes you even doubt if all of the hotel
employees are working for the hotel. A lot of client meetings
are held in the suite of your hotel.

“One morning you are intercepted by an FBI-agent. He looks
for some information about one of your clients and explains
to you, that your client is involved in illegal activities.

“Question 1:  What would you do in such a situation?

“Question 2:  What are the signs indicating that
something is going on?”

The document does not indicate UBS’ preferred responses to these
questions.

Mr. Birkenfeld told the Subcommittee that the UBS Swiss offices
also employed techniques to help existing U.S. clients transfer money
into and out of their accounts without identifying documentation. He
noted, for example, that while he was at UBS, the bank typically wired
funds and engaged in securities transactions without including client-
specific information; instead the bank typically stated on the required
documentation that the transaction was “on behalf of UBS for one of our
clients.”** He indicated that as the European Union tightened the rules
for wire transfers, requiring the originating bank to identify the
beneficial owner of the assets involved in a transaction, UBS
increasingly restricted its Swiss bankers’ use of wire transfers.*”” He
said that UBS began to require clients to fly to Switzerland to withdraw
cash from an account.

7 Case Studies Cross-Border Workshop NAM, (undated) (emphasis in original). “NAM” refers
to the North American division at UBS Switzerland.

¥ Birkenfeld deposition, at 247.
14, at251.
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The Statement of Facts in the Birkenfeld criminal case describes
additional actions taken by UBS bankers to help U.S. clients manage
their Swiss accounts without alerting U.S. authorities. It states, for
example, that UBS bankers advised U.S. clients to withdraw funds from
their accounts using Swiss credit cards that “could not be discovered by
United States authorities”; to “destroy all off-shore banking records
existing in the United States”; and to “misrepresent the receipt of funds
from the Swiss bank account in the United States as loans from the
Swiss Bank.”**’ The Statement of Facts also discloses that, on one
occasion, “at the request of a U.S. client, defendant Birkenfeld
purchased diamonds using that U.S. client’s Swiss bank account funds
and smuggled the diamonds into the United States in a toothpaste tube,”
presumably so that the U.S. client could obtain possession of his Swiss
assets without alerting U.S. authorities.**" It also states that Mr.
Birkenteld and his business associate Mario Staggl “accepted bundles of
checks from U.S. clients and facilitated the deposit of those checks into
accounts at the Swiss bank” and elsewhere, presumably to assist the
clients in making transfers to their Swiss accounts, again without
alerting U.S. authorities.***

Hold mail accounts, encrypted computers, wire transfers without
client names, Swiss credit cards, requirements that clients travel outside
of the United States to get information about their accounts - the
consistent element in all of these UBS techniques is the effort to help
U.S. clients hide assets sent to Switzerland. These UBS procedures,
practices, and policies can also facilitate, and in some cases have
resulted in, tax evasion by the bank’s U.S. clients.

(5) Violating Restrictions on U.S. Activities

The UBS practices just described, related to Swiss banker
activities undertaken in the United States to recruit and service U.S.
clients, may have violated U.S. law as well as UBS policy. As explained
earlier, U.S. securities and banking laws prohibit non-U.S. persons from
advertising securities services or products, executing securities
transactions, or performing banking services within the United States,
without an appropriate license. Moreover, U.S. tax laws may require a
foreign financial institution to report to the IRS on 1099 Forms sales of
non-U.S. securities effected in the United States, such as by executing a
transaction by a broker physically in the United States or ordering the
completion of a transaction through telephone calls or emails originating
from the United States.

0 Rirkenfeld Statement of Facts, at 3.
Md. at 4.

“yg
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It was to avoid violating U.S. law, exceeding its licensed activities,
or triggering 1099 reporting requirements, that caused UBS to issue
policy statements restricting the activities that its non-U.S. bankers could
undertake while in the United States. Its 2002 and 2004 policy
statements, for example, prohibited UBS Swiss bankers, while in the
United States, from advertising securities products to their clients,
informing clients of how their security portfolios were performing,
providing copies of account statements, or using U.S. mails, faxes,
telephone calls or email to discuss a client’s securities portfolio."* UBS
also prohibited its Swiss bankers from prospecting for new clients while
in the United States, soliciting new accounts, or obtaining signatures on
account opening documentation.

Despite these prohibitions, it appears that UBS Swiss bankers in
the United States servicing U.S. clients routinely undertook actions that
contravened the UBS restrictions. Mr. Birkenfeld described, for
example, an art festival sponsored by UBS in Miami each year, which he
attended with other Swiss bankers for the express purpose of soliciting
new accounts. “We went to these events. We went to dinners, we went
to art exhibitions, we went to private homes as private bankers,
knowingly by management that they were paying for our hotel, paying
for our airfare, paying us our salary, and getting us tickets to the UBS
VIP tent to drink champagne with clients.”*** He testified that he
witnessed Swiss bankers soliciting new accounts and completing
account opening documentation while in the United States. He testified
that in some cases, “instead of saying, ‘I signed it in New York,” they
brought the forms back to Geneva and they put in ‘Geneva.””*** When
asked whether he had promoted securities products during his trips to the
United States, he responded, “We were promoting anything.”**

Mr. Birkenfeld also told the Subcommittee that UBS Swiss
bankers routinely communicated with their U.S. clients about the status
of their accounts, including their securities portfolios. He said that some
Swiss private bankers communicated with their U.S. clients by telephone
or fax, or by sending occasional documents to them in the United States
by overnight mail.*’ He said the bankers sometimes used code names
during the telephone calls, so that the U.S. client would not have to

43 See “Wealth Management and Business Banking Client Advisor’s Guidelines for
Implementation and Management of Discretionary Asset Management Relationship with U.S.
Clents,” (undated but likely late 2001); “Cross-Border Banking Activities into the United States
(version November 2004),” prepared by UBS, Bates Nos. PSI-OPB, at 103-105 (emphasis in
original).

““Birkenfeld deposition, at 114.

“1d. at 115,125,

HO1d. at 111,

#71d. at 60.



199
123

identify themselves by name, in case anyone was listening.*** He said
that U.S. clients generally did not like sending or receiving emails via
computer, “because they didn’t want that link, for obvious reasons.”**
Nevertheless, some clients did use email, as shown in the case involving
Mr. Birkenfeld and Mr. Olenicoff, examined further below. Mr.
Birkenfeld also described how Swiss bankers brought into the United
States information about clients’ accounts and securities portfolios. He
told the Subcommittee that his day-to-day interactions with clients were
in direct contradiction to the restrictions set out in UBS’ policy
statements. He indicated those policies simply were not enforced while
he was at the bank.**°

2007 UBS Restrictions on U.S. Activities. In June 2007, UBS
issued a new version of its policy statement restricting activities in the
United States by its non-U.S. bankers.*' This document repeated the
prohibitions in the 2004 policy statement, while adding extensive new
restrictions. For example, the 2007 policy statement states that, while
non-U.S. UBS bankers could continue to travel to the United States,
“[tlravels must be kept to a minimum,” and each traveling officer must
be trained in and sign a certificate confirming compliance with the travel
restrictions, inform his or her superior prior to a trip of planned events
and clients to be visited, and report after the trip to the supervisor about
all trip developments.*** The policy statement goes on to state that
“UBS will abstain from any active prospecting of any U.S. based
persons,” although it would continue to accept referrals from existing
clients or “U.S. Licensed Officers.” In addition, it states that non-U.S,
UBS bankers “must abstain from any activity that could be construed as
soliciting securities or banking business from persons located in the
United States,” and “must not give any advice to prospective or existing
clients on how to evade taxes or circumvent any other relevant
restrictions.”**

8 14. at 63-64.
14, at 61.

% Mr, Birkenfeld told the Subcommittee that he was not even aware of the restrictions until
May 2003, when a colleague showed him the 2004 policy statement on an internal UBS
computer system. He said that after being shown the 2004 policy statement, he sent emails, in
June 2003, to the UBS legal and compliance divisions asking about the contradiction between
the policy statement and his day-to-day activities. He provided copies of these emails, which he
said were never responded to in writing. Birkenfeld deposition, at 108-109, 125-26. He told the
Subcommittee that he also brought the issue to the attention of his immediate supervisor whom
he said, “yelled at me and said, *Why are you getting everyone riled up?”” Id. at 126-27. He
testified that he then brought the 2004 policy statement to two outside law firms, both of which
advised him to resign. Id. at 127. Mr. Birkenfeld resigned from UBS in October 2005.

5! gee “Restrictions on Cross-Border Banking and Financia] Services Activities; Country Paper
USA (Effective Date June, 1st, 2007),” (otherwise undated).

$21d. at 4.
31d. at 8,

5414, at 5, 6 (emphasis in original).
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2007 Travel Ban to the United States. In November 2007, UBS
went further, essentially ending all travel by its Swiss bankers to the
United States to solicit new business.*”> UBS stated in an internal
memorandum that it had decided “to realign the business model for U.S.
clients by focusing our resources on our wealth management operations
based in the United States ... and UBS Swiss Financial Advisors in
Zurich.”*** UBS materials stated that UBS would permit “new account
opening for securities related services only within those units”**’ and
would service existing U.S. clients only when those clients were outside
of the United States and, for example, visiting Switzerland or utilizing
telephone calls, faxes or other communication systems from outside the
United States.”® A document providing talking points to UBS bankers
on how to inform their U.S. clients about the new policy suggests telling
them: “Client advisors, including myself, will no longer be traveling
outside of Switzerland to meet you. ... [W]e will not be able to
communicate with you about your securities account when you are in the
United States. ... [W]e will not be able to execute your securities
instructions if we are not satisfied that you are outside the U.S. when
giving such orders.”*"

The talking points also indicate that for a client who asked: “If I
decide to transfer my assets to SFA [Swiss Financial Advisers], will
Swiss client confidentiality still apply?,” the recommended response
was: “An SFA representative would be the best person to answer that
question, but my understanding is that, although your information would
be reported to the IRS and potentially available to the SEC, it otherwise
generally would be covered by Swiss financial privacy protections.”*®
For a client who asked: “What if | do not want U.S. tax reporting
services or to supply a W-9?2,” the recommended response was: “Then
you may retain your current account subject to the modifications I just
described.”®' Those modifications included keeping all
communications about the account outside of the United States.

45 See, ¢. g., UBS internal memorandum addressed to “Colleagues” regarding “Changes in
business modetl for U.S. private clients,” (11/15/08).

$o1d at 1.
457 1d.

8BS prepared document with the heading, “Privileged and Confidential: Letters to Existing
U.S. Clients with More than CHF 50,000 Who have Not been Informed Orally either fo Retained
Mail or Send to Non-U.S, Address,” (undated but likely in or after November 2007) (heading
using all capital letters converted to initial capital format) (apparent form letter providing
guidance to U.S. clients on the November 2007 policy).

#9 UBS prepared document with the heading, “Talking Points for Informing U.S. Private Clients
with Securities Holdings about the Realignment of our Business Mode! Plus Q&A,” (undated but
likely in or after November 2007) (heading using all capital letters converted to initial capital
format).

014, at 3.

4119, at 1-2.
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According to UBS, the new policy, including the travel ban,
became effective in November 2007, although a few previously planned
business trips to the United States were allowed in December. UBS
informed the Committee that, since January 2008, none of its Swiss
private bankers has made a business trip to the United States."®

Contrary to this representation by UBS, however, a Subcommittee
review of the relevant travel data for the Swiss bankers determined that,
from January to April 2008, UBS client advisors made twelve trips to
the United States, travelling from Switzerland to New York, Miami, San
Francisco, and Las Vegas. The Customs [-94 Forms indicate that, on
half of these trips, the Swiss bankers indicated they were travelling for
business purposes, while on the other half, the Swiss bankers indicated
they were travelling to the United States for non-business purposes.
With respect to Mr. Liechti, head of the UBS Wealth Management
Americas division, the [-94 Form shows that he arrived in the United
States on April 20, 2008, on business. There is no record of his
departure to date.

The clear contrast between the UBS policy restrictions dating back
to at least 2002, and the activities undertaken by UBS Swiss bankers
while traveling in the United States, as described by Mr. Birkenfeld in
his deposition, in connection with his recent indictment, and in internal
UBS documents, suggests that until recently, the UBS restrictions were
not being enforced. This lack of enforcement, in turn, raises concerns
that UBS Swiss bankers with U.S. clients may have been routinely
violating not only the bank’s internal policies, but also U.S. law. UBS is
currently under investigation by the SEC, IRS, and Department of
Justice regarding the activities of its Swiss bankers in the United States.

C. Olenicoff Accounts

Concerns raised by the activities of UBS Swiss bankers servicing
accounts for U.S. clients are further illustrated by the UBS accounts
opened in Switzerland by Mr. Birkenfeld for [gor Olenicoff.

Mr. Olenicoff is a billionaire real estate developer, U.S. citizen,
and resident of California and Florida.*®® He is President and owner of
Olen Properties Corporation. From 1992 until 2005, Mr. Olenicoff
opened multiple accounts at banks in the Bahamas, England,
Liechtenstein, and Switzerland. These accounts were opened in the
name of multiple offshore corporations he controlled, including
Guardian Guarantee Co., L.td., New Guardian Bancorp ApS, Continental

462 Subcommittee interview of UBS, represented by outside legal counsel (6/19/08).

3 See pleadings in United States v. Olenicoff, Case No. SA CR No. 07-227-CJC (C.D. Cal)
(hereinafter “United States v. Olenicoff); and United States v, Birkenfeld.
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Realty Funding Corp., National Depository Corp., Sovereign Bancorp
Ltd., and Swiss Finance Corp.”** Some of his accounts were opened at
UBS in Switzerland, and for a time, Mr. Olenicoff was Mr. Birkenfeld’s
largest private banking client.

In 2007, Mr. Olenicoff pled guilty to one criminal count of filing a
false income tax return by failing to disclose the foreign bank accounts
he controlled.*® He was sentenced 1o two years probation and 120
hours of community service, and paid about $52 million to the IRS for
six years of back taxes, interest, and penalties owed on assets and
income hidden in foreign bank accounts.*®® In 2008, Mr. Birkenfeld
pled guilty to conspiring with Mr. Olenicoff to defraud the IRS and
avoid payment of taxes owed on about $200 million in assets transferred
to accounts in Switzerland and Liechtenstein.*®’

The Subcommittee obtained a number of documents related to the
Olenicoff and Birkenfeld matters which help illustrate the actions taken
by UBS private bankers and others to help U.S. clients conceal their
assets and evade U.S. taxes.

Account Opening. Mr. Birkenfeld told the Subcommittee that he
first heard Mr. Olenicoff’s name while working at Barclays Bank.**® In
2001, soon after he began working for UBS, he contacted Mr. Olenicoff
in California, flew to California for a meeting with Mr. Olenicoff and his
son, and persuaded them to move their account to UBS in
Switzerland.*”

Mr. Olenicoff told Mr. Birkenfeld that he would like to open the
UBS account in the name of Guardian Guarantee Corp. (GGC), one of
the Bahamas corporations he controlled.”’® Mr. Birkenfeld provided the

#4 United States v. Olenicoff, Plea Agreement for Defendant Igor M. Olenicoff (12/10/07)
(hereinafter Olenicoff Plea Agreement), at 4.

465 1,

#6 See “California Real Estate Developer Sentenced for Filing a False Tax Return and Failure to
Disclose Foreign Bank Accounts to IRS,” in “Examples of General Tax Fraud Investigations
FY2008,” Internal Revenue Service,

http://www.irs. gov/comphiance/enforcement/article/0,,id=174630,00.htmi (viewed 7/14/08).

47 Birkenfeld Statement of Facts.

468 According to Mr. Birkenfeld, Mr. Olenicoff had been a client at Barclays Bank in the
Bahamas. Mr. Birkenfeld was then working for Barclays Bank in Switzerland. He said that,
after joining the QI Program in 2001, Barclays decided to close all of its Bahamas accounts with
U.S. clients, including Mr. Olenicoff. Mr. Birkenfeld said that the Barclays account manager in
the Bahamas telephoned him to sce if the Swiss office could accept the Olenicoff account. Mr.
Birkenfeld said that he was then in the process of changing jobs from Barclays to UBS.
Birkenfeld Deposition at 206-209.

9 Birkenfeld deposition at 206-209; email from Mr. Birkenld to Mr. Olenicoff and his son
(7/26/01), Batcs No. SW 67087.

470 See, ¢.g., email from M. Olenicoff to Mr. Bitkenfeld (10/11/01), Bates Nos. SW 66660-61.
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account opening documentation to Mr. Olenicoff in California, and to a
Bahamas firm that administered GGC."”" Mr. Olenicoff returned the
completed forms.*”? On a UBS form that asked for the identity of the
“beneficial owner of the assets” to be deposited into the account, Mr.
Olenicoff identified GGC as the beneficial owner and listed himself and
his son as the “contracting partners” who would inform UBS of any
ownership change.*” Mr. Olenicoff also made himself and other family
members account signatories.'” Mr. Birkenfeld agreed to open the
account on those terms, even though he knew Mr. Olenicoff was the true
beneficial owner of the assets, and the Bahamas corporation was being
used to conceal that ownership.

As part of the account opening process, Mr. Olenicoff and his son
signed a UBS form that “instruct[ed] UBS AG with respect to the above
mentioned account not to invest in or hold US securities within the
meaning of the relevant Qualified Intermediary Agreement.”475 By
ruling out U.S. security investments, the Olenicoffs ensured that the
account would not be reported to the IRS under the QI Program. In
December 2001, Mr. Olenicoff transferred about $89 million from
Barclays Bank in the Bahamas to the new GGC account at UBS in
Switzerland.*’®

Restructuring Olenicoff Assets. To help develop the Olenicoff
account, Mr. Birkenfeld enlisted the services of Mario Staggl, part
owner of a Liechtenstein trust company, New Haven Treuhand AG. In
November 2001, Mr. Olenicoff and his son travelled to Liechtenstein
and met with Mr. Staggl and his partner, Klaus Biedermann.*”’ During
that meeting and in subsequent discussions, Mr. Olenicoff sought advice
on how to restructure his offshore assets, taking into consideration the
twin goals of avoiding taxes and maintaining “anonymity.”

The documents show that a number of proposals were considered.
In one email, Mr. Staggl stated: “The shares in OLEN US are ‘owned’

! Olenicoff Plea Agreement, at 4; Birkenfeld Statement of Facts, at 5; handwritten note from
Mr. Birkenfeld (undated), Bates No. SW 67527, letter from McKinney, Bancroft & Hughes of
the Bahamas to Mr. Olenicoff (10/17/01), Bates No. SW 17013.

472 etter from Mr. Olenicoff to Mr. Birkenfeld, (10/23/01), Bates No. SW 66645,

473 UBS Verification of the beneficial owner’s identity, signed by Mr. Olenicoff and his son,
(10/23/01), Bates No. SW66648. Another document identified Mr. Olenicoff as GGC’s
president and his son as GGC’s secretary. UBS Authorized signatories (10/23/01), Bates No.
SW 66649.

M UBS Authorized signataries (10/23/01), Bates No. SW 66649.

45UBS waiver of right to invest in U.S. securities, signed by Mr. Olenicoff and his son
(10/23/01), Bates No. SW 66652.

78 Olenicoff Plea Agreement, at 4.

77 See email from Mr. Olenicoff to Mr. Staggl, (12/1/01), Bates No. SW 65109 (“we all enjoyed
our stay in your beautiful country™).
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by the Bahamian Company. In order to avoid any potential exposure in
a tax point of view we would recommend to transfer the Bahamian
company shares into a Danish Holding Company. The Danish Holding
Company would be owned by the first of the Liechtenstein Trusts.”*”®
He also wrote:

“The cash available for UBS and Neue Bank can basically be held
by the second Liechtenstein Trust. ... There is an easy way to get
around [VAT taxes] by interposing an ‘off-shore” jurisdiction since
services rendered and charged to non Swiss or non Liechtenstein
entities are not liable to VAT. We would recommend the second
Liechtenstein Trust being the shareholder of the investment ‘off-
shore” vehicle. The jurisdiction could be the British Virgin Islands
(BVI), Panama, Gibraltar. ... The administration would be looked
after by New Haven in Liechtenstein. The second advantage of
interposing the ‘off-shore’ vehicle would lead to another ‘saffe]ty-
break’ in a tax and anonymity aspect.”™”’

Mr. Olenicoff responded in part by stating: “It is the preference of
the current holder of the stock, a Bahamian Corporation to move the
ownership to an onshore entity, but one which provided complete
anonymity as to the beneficial owners.”** In a later email, Mr. Staggl
observed: “Subsequent to our telephone discussion of last week your
most recent e-mail made it very clear to me — you want to become on-
shore — b%lstill maintain an off-shore status in tax and protection point
of view.”

In late 2001, Mr. Olenicoff authorized Mr. Staggl’s trust company,
New Haven, to establish a Liechtenstein trust, The Landmark
Settlement, and a Danish corporation, New Guardian Bancorp, on his
behalf. Mr. Staggl caused to be executed a “Letter of Intent” which
stated that New Haven would hold the trust property for the benefit of
Mr. Olenicoff and, after his demise, for his children.*** Mr. Staggl wrote
to Mr. Olenicoff:

“First, we will establish the Liechtenstein Trust to be known as
‘The Landmark Settlement.” All the information we need in order
to proceed are available at our offices. New Haven will be the
trustee. Sheltons, our correspondent in Danemark, agreed to

78 Email from Mr, Staggle to Mr. Olenicoff re “Various,” (12/4/01), Bates No, $W 65110,
479 Id. See also Birkenfeld Statement of Facts, at 3.

0 Email from Mr. Olenicoff to Mr. Stagg! re “Structure Discussion,” (12/8/01), Bates No, SW
65111,

*! Email from Mr. Staggl to Mr. Olenicoff re “Structure,” (Jan. 2002), Bates No. SW 67200,

82 Birkenfeld Statement of Facts, at 5.
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incorporate ‘New Guardian Bancorp’ wholly owned by the
Liechtenstein ‘The Landmark Settlement.””*®

At Mr. Olenicoff’s direction, Mr. Birkenfeld arranged a transfer of
$40,000 from the GGC account at UBS to finance the set up of the two
new entities.** Mr. Olenicoff then opened accounts in the name of New
Guardian Bancorp (NBG) at UBS in Switzerland and in the name of
NBG and Landmark Settlement at Neue Bank in Liechtenstein.

In January 2002, Mr. Olenicoff’s companion, Jeanette Bullington,
opened a personal account at UBS in Switzerland.™® As part of the
account opening documentation, she signed one document instructing
UBS not to invest her funds in U.S. securities “within the meaning of the
relevant Qualified Intermediary Agreement.”**® She signed another
stating: “I am aware of the new tax regulations. To this end, I declare
that I expressly agree that my account shall be frozen for all investments
in US securities.”” These documents appear designed to ensure her
account would not be disclosed to the IRS under the QI Program.

Transferring U.S. Securities Portfolio. In March 2002, Mr.
Birkenfeld and Mr. Staggl helped Mr. Olenicoff transfer $60 million in
U.S. securities from a “Smith Barney portfolio” to the NGB account at
Neue Bank in Liechtenstein. Mr. Staggl explained that the transfer
could go directly to NGB or, alternatively, to Landmark Settlement
which owned NGB, but advised against sending the securities to an
account opened in Mr. Olenicoff’s personal name, since that could
“jeopardize” the structure by exposing his association with the assets:

“[TThe transfer of the Smith Barney portfolio to Neue Bank ...
would be [in] no danger or exposure whatsoever. ... [T]o put your
mind at rest, the portfolio arriving from Smith Barney will be put
into Landmark Settlement account held with Neue Bank for the
time being. ... I would not recommend to open a personal account
in your name since this could potentially jeopardize the structure.
For the time being you and Andrei are signatories on Landmark
Settlement’s bank account with Neue Bank. You may remember
that you signed blank account signature cards for Neue Bank at the

8 Email from Mr. Olenicoff to Mr. Stagg] re “Structure,” (1/8/02), Bates No. SW 65103, See
also Danish Commerce and Companies Agency Extract for New Guardian Bancorp ApS,
(1/18/02), Bates No. SW 66922,

1 See, ¢.g., email from Mr. Olenicoff to Mr. Birkenfeld authorizing transfer, (12/27/01), Bates
No. SW 67081.

85 UBS Verification of beneficial owner’s Identity, (1/22/02), Bates No. SW 66974,
486 (JBS Waiver of right to invest in US securities, (1/22/02), Bates No. SW 66977.

“T UBS Supplement for new Account US Status: Assets and Income/Declaration for US
Taxable Persons, (undated but likely 1/22/02), Bates No. SW 66982,



206
130

occasion of our meeting in Liechtenstein and one card has been
used for New Guardian Bancorp and the other for Landmark
Settlement.”*®®

In April 2002, Mr. Staggl provided Mr. Olenicoff with wire
transfer instructions to move the $60 million in U.S. securities directly to
the NGB account at Neue Bank. The wire transfer instructions
specified, however, that Smith Barney send the securities to “Neue
Bank” without specifying the ultimate recipient of the securities. Mr.
Staggl’s email explained: “For secrecy purpose, there is no need to
mention ‘New Guardian Bancorp. Aps’, but, if you prefer to do so the
name of the beneficiary can be mentioned.”®® The transfer took place in
April.”®® Although the Neue account afterwards contained substantial
U.S. securities, the account was apparently never disclosed to the IRS
under the QI Program.

Many other documents reviewed by the Subcommittee
demonstrate Mr. Olenicoff’s direct control of the UBS accounts opened
in the names of GCC and NBC and the millions of dollars in assets held
within those accounts. For example, on several occasions Mr. Olenicoft
directed Mr. Birkenfeld to open new accounts for the corporate entities,
move substantial funds from one UBS account to another, and close two
of the accounts after a new one had been opened.”’ On another
occasion, Mr. Olenicoff appears to have transferred substantial real
estate assets in the United States from an entity he controlled in the
Bahamas, National Depository Company, Ltd., to the Landmark
Settlement in Liechtenstein.*”* On still another occasion, Mr. Olenicoff
authorized Mr. Birkenfeld to issue five UBS credit cards for one of the
UBS corporate accounts, and then appears to have cancelled those cards
two weeks later.'”

By 2005, Mr. Olenicoff had transferred a total of about $200
million in assets into the Swiss and Liechtenstein accounts opened in the

** Ermail from Mr, Stagg! to Mr. Birkenfeld and Mr. Olenicoff re “New Guardian — Status,”
(3/7/02), Bates No. SW 67196.

¥ Email from Mr. Staggl to Mr. Olenicoff re “Smith Barney Transfer,” (4/23/02), Bates No. SW
65120; Email from Mr. Olenicoff to Mr. Staggle re “Smith Barney Transfer,” (4/25/02); Bates
No. SW 67331.

0 Olenicoff Plea Agreement, at 4-5.

! Gee, e.g., letter from Mr. Olenicoff to Mr. Birkenfeld, (4/6/02), Bates No. SW 66782; Letter
from Andrei Olenicoff to Mr. Birkenfeld, (9/3/02), Bates No. SW 67659.

2 See, ¢.g., email from Mr. Staggl to Mr. Olenicoff, with copy to Mr. Birkenfeld, (6/8/04),
Bates No. SW 16153; letter from Andrei Olenicoff to Mr. Staggl, (undated), Bates Nos. 67934~
37).

*3 Birkenfeld Statement of Facts, at 5; Letter from Mr. Olenicoff to Mr. Birkenfeld, (3/25/02),
Bates No. SW 66783 (authorizing $100,000 to be transferred to a new UBS account to allow
“issuance of the five credit cards we discussed™); letter from Mr. Olenicoff to Mr, Birkenfeld,
(4/6/02), Bates No. SW 66782 (cancelling the five credit cards two weeks later).
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name of entities that he controlled. Although Mr. Olenicoff clearly
exercised control over the UBS accounts and assets, Mr. Olenicoff never
submitted a W-9 Form to UBS admitting he was the beneficial owner,
and UBS never filed a 1099 Form with the IRS reporting the accounts.
As Mr. Birkenfeld put it, when asked if the accounts were undeclared, he
responded, “Yes. Every bit.”***

In 2005, after Mr. Birkenfeld left UBS, he and Mr. Staggl met with
Mr. Olenicoff in Liechtenstein and advised him to transfer his assets
from UBS to Neue Bank in Liechtenstein, “because Liechtenstein had
better bank secrecy laws than Switzerland.” Mr. Olenicoff agreed, and
transferred his assets from UBS to Neue Bank that year.*”

By 2007, Mr. Olenicoft’s offshore assets had been discovered by
the IRS. By the end of the year, he had pled guilty; Mr. Birkenfeld pled
guilty by mid-2008. Mr. Staggl, who is under indictment for his role in
managing the Olenicoff assets, remains at large in Liechtenstein and has
been declared by the U.S. Government to be a fugitive.

The Olenicoff accounts at UBS were open for about four years,
from 2001 until 2005. During that time, Mr. Birkenfeld has admitted
that he conspired with Mr. Olenicoff to help him evade U.S. taxes by
hiding his assets in Switzerland and Liechtenstein. To accomplish that
end, Mr. Birkenfeld assisted Mr. Olenicoff in forming a Liechtenstein
trust and Danish corporation by directing him to a Liechtenstein trust
company that offered formation services, opening UBS accounts in the
names of those entities, allowing Mr. Olenicoff to omit his beneficial
ownership of the account assets on internal UBS forms, and helping him
circumvent disclosure of the accounts to the IRS under the QI Program
by signing forms instructing UBS not to purchase U.S. securities for
those accounts. Mr. Birkenfeld allowed Mr. Olenicoff to transfer tens of
millions of dollars from other offshore accounts into the new UBS
accounts, with no apparent questions about the source of the funds. He
took instructions from Mr. Olenicoff about how to invest the funds in the
UBS accounts, using email, letters, and faxes to and from the United
States, even though Mr, Birkenfeld was not licensed to handle securities
in the United States.

The Subcommittee does not know the extent to which Mr.
Birkenfeld’s actions were typical of UBS Swiss bankers; it has been
unable to obtain internal UBS account documentation comparable to the
documentation obtained from LGT. Mr. Birkenfeld told the
Subcommittee that he did not view his actions as out of the ordinary. If

% Birkenfeld Deposition, at 209,
4% Birkenfeld Statement of Facts, at 6; Birkenfeld deposition, at 209-210,
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true, the Olenicoff case history may be one of many within UBS Swiss
operations that raise concerns.

D. Analysis

Unlike LGT, UBS did not generally refrain from conducting
banking operations within the United States. UBS Swiss bankers
targeted U.S. clients, traveled across the country in search of wealthy
individuals, and aggressively marketed their services to U.S. taxpayers
who might otherwise never have opened Swiss accounts. UBS practices
resulted in its U.S. clients maintaining undeclared Swiss accounts that
collectively held billions of dollars in assets that were not disclosed to
the IRS. UBS serviced these accounts, in part, by offering banking and
securities products and services within the United States that UBS Swiss
bankers were not licensed to provide. Swiss bank secrecy laws hid not
only the misconduct of U.S. taxpayers hiding assets at UBS in
Switzerland, but also the actions taken by UBS bankers to assist those
U.S. clients.

UBS has now stopped all travel by its Swiss bankers to the United
States, issued more restrictive policies, and is conducting an internal
review to gauge the nature and extent of the problem. UBS also
cooperated with this Subcommittee in its efforts to gain a full
understanding of the facts and issues.

# ##
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MR. ROACH: Good morning, sir. My name is Bob Roach. I am
counsel for the Democratic staff of the Permanent Subcommittee on
Investigations. With me is my colleague, Mike Flowers, who is counsel
for the Republican staff of the Subcommittee.

MR. FLOWERS: Good morning, sir.
CONFIDENTIAL INFORMANT: Good morning.

MR. ROACH: Thank you for joining us.

I understand you have a statement to make after which we will ask
you a few gquestions about the banking and trust operations of the LGT
Group. Please proceed.

CONFIDENTIAL INFORMANT: Good morning.
I swear that the testimony I am about to give will be the truth,
the whole truth, and nothing but the truth so help me God.

In 2000, the LGT Trust was evaluating the so-called “paperless
office.” A project to scan every document of each client’s legal
entity and index them electronically, encoding an internal “bak track”
code, a b-a-k. The project requires to hire over 20 new staff
members. Based on my education and skills, I, then named Heinrich
Kieber, worked--started to work at the LGT Trust in Vaduz in October
2000, and I worked there for more than 2 years until the date 2002.

The LGT Group in Liechtenstein is a provider of a vast range of
financial services. The key business of the LGT Group consists of the
LGT Bank and the LGT Trust services. Both are independent, commercial
companies, and both use autonomous computer data storage systems.

The core trade of the LGT Trust, with head office in Vaduz and
several branches in Switzerland, is selling and managing Liechtenstein
legal entities such as foundations or establishments. They cater for
clients from many different countries including the USA. Generally,
the client transfers his/her bank assets, such asg securities and cash
accounts and often also the nonbank assets, such as real estate,
expensive paintings, patents, rights, et cetera, into the ownership of
a selected one or more legal entity.

The client becomes then the beneficial owner of the legal entity.
Every single legal entity from Liechtenstein has to pay on average a
worldwide matchless flat tax rate of only $1000 Swiss francs per year,
regardless of the millions of different type of assets they own and
income they gain.

The LGT Trust, back in the year 2002, had over 3,500 active legal
entities under management, with the combined total bank assets of
around 7.2 billion Swiss francs of which about & were invested at the
LGT Bank and the rest in other Liechtenstein banks or Swiss banks.
Back then, the LGT Bank had around 50 to 60 billion Swiss francs in
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their bocks. Today they hold over 100 billion Swiss francs. The real
value of the nonbank assets are never recorded in the books.

The first couple of months I was in charge of the correct
handling of all clients’ legal entities’ files to make sure that they
are scanned properly and that not one of the very sensitive documents
where all the data concerning the beneficial owners are recorded is
lost in the process. Because of the nature of my job, I had access to
all documents of all legal entities, active ones and the inactive
ones.

The biggest task of the second stage was the proper indexing of
all scanned documents. To be able to index the documents, we had to
read every single one on our screens. It was then when I began to
realize the very questionable business the LGT was often involved in
and the dubious clients they were serving, the kind of business that
goes beyond just facilitating massive tax evasion. Going through
thousands of documents, I got very--I got the very clear picture of
the highly sophisticated and sometimes surprisingly simple tricks and
methods used to (a) help any clients to bring his or her bank assets
to Liechtenstein and nonbank assets under the control of the one or
more selective legal entity; (b) help any clients to keep his or her
assets out of the reach of the taxman and people who may have a legal
right to it or interest in it; {(c} get around the laws of
Liechtenstein and other countries; {d)--and {(d)--avoid the attention
of international law enforcement agencies and the international media.

Liechtenstein has implemented real tough new compliance laws in
January 2001. In addition, in July 2002, they signed a mutual
assistance treaty with the United States of America. This treaty was
designed to protect the international financial markets against
terror, organized and economic crimes. However, the business
practices of LGT undermines those reforms that Liechtenstein enacted.

The LGT deliberately ignores the basic principles of the know-your-
customer rules. For sure, I can frankly declare that in the vast
majority of all legal entities, LGT does not have a clue about the
real sources of their clients’ huge wealth they manage, as it has been
verified in the files I delivered to the U.S5. Government.

The final part of my job was to conduct training programs for all
of the 85 staff members of the LGT Trust, including CEO, members of
the company’s board--and members of the company’s board. When I was
teaching the CEO or a member of the board or a trust client advisor, I
confronted them about the LGT’s guestionable practices that I have
seen in many files. Sometimes I always raised this topic with
foundations’ bank account managers from the LGT Bank. All these
discussions were about files with strong indication to corruption,
links to dictators, or business deals to avoid a U.S. embargo, for
example. The answer was always the same: None of your business.

Just stick to your designated job.
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I obtained copies of the data of every legal entity and,
furthermore, copies of vast internal documents before I left the
company. All documents provided are authentic, original copies and
have not been in any way changed or manipulated.

MR. ROACH: Thank you, sir.
CONFIDENTIAL INFORMANT: That’s my statement.

MR. ROACH: Thank you, sir. 1I’'d now like to ask you a few
guestions. First of all, in your statement you referred to tricks
that LGT used to help clients bring their assets into the bank,
including--would you mind commenting on that, including the use of
shell companies to move funds internationally.

CONFIDENTIAL INFORMANT: Yes. There are several methods in use,
depending on the type of assets the client wants to transfer into his
or her legal entity in Liechtenstein. For bank assets, the LGT Group
establishes, indirectly manages, and ultimately owns a number of legal
entities, so called “special purpose vehicles,” SPV. For the purpose
of high-grade camouflage, there are two types of SPVs. Type A: big
bank accounts around the world; and Type B: which do not have any bank
accounts but own and control Type A. To protect the LGT Group, those
types used are never from Liechtenstein. The LGT uses only SPV
registered in Panama, in the British Virgin Islands, or sometimes even
in Nigeria.

In practical terms, for a U.S. client, the LGT will transfer the
bank’s assets out of the United States through a chain of several Type
A SPVs. Firstly, always into a country, for example, Canada, which
from the IRS point of view is not suspicious. Next, through a series
of other countries and therefore different jurisdictions. Preferably
countries with very weak or, better, non-existing compliance laws.
Before reaching Liechtenstein, it will run through a Swiss bank, for
example the Banca del Gottardo in Lugano. This bank, in turn, has
reciprocal rights to use the LGT Bank for its own customers.

For an additional layer of concealment, either the Swiss bank or
the LGT Bank often perform a fake cash-out transaction to make it look
like the monies have been paid out in cash over the counter where in
fact they have been transferred into the concentration account of the
LGT Bank and, at the same time, an egual amount has been credited into
the client’s legal entity’s bank account. After one or two years in
use, the SPVs are put into liguidation, then deleted, and new ones
established.

The only purpose of all this is to make it extremely complicated
for law enforcement agencies to follow the trail, as each step serves
as a filter to hide the track of the client’s money. For any bank or
trust company in Liechtenstein, the matter of SPVs is commercially
very sensitive material. The better sys--sorry. The better the
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system put in place, actually the less it will be detected. There’s a
lot of effort put into general research and checks of any possible
legal implications, so that the LGT Group can always be many steps
ahead of the tax authorities.

All of the clients’ trust advisors and bank account managers of
the LGT Group get regular in-house training in relation to the latest
tricks and methods used so they can keep their knowledge up to date
and can offer it to any existing or future customers.

MR. FLOWERS: Thank you, sir.

Sir, you mentioned during your statement that LGT helped clients
to keep their assets out of reach of tax agencies or persons with
legal claims on those assets. Could you please explain how that was
accomplished?

CONFIDENTIAL WITNESS: Yes. What happens, the LGT strongly
recommends to all clients to follow instructions such as, firstly, not
to tell anybody concerning the legal entity to their lawyers, to other
family members or relatives who are not part of the pool of beneficial
owners, to friends or business partners. The reason is, any human
relationship can go wrong and the client may end up in a situation
where blackmailing is possible. Secondly, not to call the LGT Group
from home--not from home, not from work. Use public phones instead.
As Liechtenstein has an own country code number, the IRS may use the
same plan as the Italian tax police did some years ago. They ordered
the state-run phone company to record over a certain period the
caller’s i.d.; the time, date, and number dialed from a big city in
Italy to Liechtenstein, to a Liechtenstein number. When the number
called did not match a phone number--sorry--did match a phone number
registered to a bank, trust company, or a lawyer, the tax police of
Italy conducted a special assessment of the Italian callers. Thirdly,
a third recommendation, only make calls in emergency to the nominated
cell phone numbers of the clients’ trust advisors. The LGT Trust only
uses cell phone numbers from Switzerland or Austria. Again, because
of the existence of a Liechtenstein-own country code number. When
calling, the clients should always use the code words agreed and never
state their own names or name of the legal entities. 1In addition, the
LGT Group itself does not send any mail to their customers out of--
from Liechtenstein. If at all, mail gets sent out via Swiss or
Austrian post office to avoid the attention of any tax enforcement
agency around the world looking for mail coming from Liechtenstein.

In addition, any documents sent out are specially prepared in the way
that the name of the bank, the client’s name, or the legal entities’
name is not revealed. The LGT Group does not call the clients at home
or at work or on her or his phone--cell phones and does not
communicate with their clients via email. The fact that all the LGT
Trust’s clients do not need their assets hidden in legal entities for
their daily living helps very much to avoid detection and to keep the
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personal contact between the parties to a minimum, on average once per
year.

MR. ROACH: Thank you.

You said that LGT used methods to allow it to get around
compliance with the laws of Liechtenstein and other countries. How
did LGT do that?

CONFIDENTIAL WITNESS: Yes, they’re very sophisticated in that
way. The know-your-customer rules necessitate a lot of up-to-date
documentation concerning the client’s identity and the true source of
assets. In addition, a profile of every client has to be created, and
any movement outside the set profile has to be reported to a
preferably independent government entity, for example, to the
financial intelligence unit. The LGT not only fails to keep the basic
documentation up to date, often there is no clear indication of the
beneficial owner or the source of the monies at all. Furthermore,
they, the LGT Trust, predetermine the threshold of a client’s profile
in such an unrealistic way that it would--that it will not trigger the
compulsive report even so when according to compliance law, the
transaction is regarded as more than suspicious.

MR. FLOWERS: Thank you, sir.

Sir, based on your experiences while working at LGT, did LGT ever
assist U.S. persons in repatriating their assets back to the United
States in a manner that would have reduced the attentions of the
United States Government?

CONFIDENTIAL WITNESS: Yes, there are several tricks in use, and
I recall one. Then, at times, actually the LGT Trust would adjust the
legal entities’ documents to designate a new beneficial owner who will
cause or result in the lowest tax obligation or, if possible, a zero
tax obligation. Often this means creating a--new trust documents and
changing the name of the real beneficial owner into the name of a
person or relative who has recently died or, in some cases, is
unfortunately in the process of dying. When the assets are
transferred back to the United States, the real beneficial owners
explain to the IRS that they have just inherited a large amount which
was only discovered in recent times.

MR. ROACH: ©Now, in your statement, you also said that LGT sought
to avoid the attention of international law enforcement and the media.
How did LGT do that?

CONFIDENTIAL WITNESS: After some major scandals in the past 15
years, in an effort to avoid bad and further damage to their
reputation, many powerful financial key players in Liechtenstein
established smaller banks or trust companies whose names nobody
recognizes. They have transferred their risky group of clients into
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those new banks or trust companies. In that way, i1f the risky clients
are exposed in a scandal overseas, the larger well-known banks or
trust companies are out of trouble and the media spotlight. The LGT
Trust, but not so much the LGT Bank, did not accept new clients from
Russia, for example, but would refer them to such smaller trust
companies.

MR. FLOWERS: 8ir, you made references in your statement to LGT's
role in assisting in corruptive--or corruption, acts of corruption
including breaking embargoes, for example. Could you please elaborate
on that?

CONFIDENTIAL WITNESS: Yeah. The words I say here is that one
set of documents indicate its pride in government cofficials in another
country--in other countries including the United States. The LGT Bank
introduced the client to the LGT Trust. The LGT Trust did accept the
client but refused to nominate staff onto a new Panama company where
such payments should be done in the future. At the end, in this file,
the payments continued to be facilitated through the LGT Bank.

And there’s another file which has a very strong indication to--
of corruption in a third world country. A head of a social government
department owns over $5 million U.S. dollars with no explanation in
the files whatever in regard to the source of the vast amount.

MR. ROACH: In an answer to a previous question, you identified
some problems with LGT’s know-your-customer program. What about LGT's
compliance with the gualified intermediary program?

CONFIDENTIAL WITNESS: Yeah, I strongly believe that they are
violating this one too. The IRS implemented the qualified
intermediary stages QI to be able to collect the withholding tax on
interest and dividends on U.S. securities through foreign
intermediaries. The LGT Group realized quickly that without the QI
stages, the banking secrecy for their U.S. clients cannot be
sustained, because only as a QI the LGT Group can avoid having to
report the underlying beneficial owners to the IRS. The IRS approved
the QI stages to Liechtenstein as a country and to the LGT Group as a
foreign intermediary in early 2001, as both were able to persuade the
IRS that Liechtenstein’s know-your-customer rules were top standard.
All U.S. clients from the LGT Group with U.S. securities in the bank
portfolios have been informed about the QI regulations. These clients
had two options: Get out of the U.S. security--sell them or keep
them. The clients wanting to keep the U.S. securities had great fears
that the IRS may eventually find out who the ultimate beneficial
owners are, for instance, through the external auditors’ working paper
the IRS can request to examine.

To reduce the panic, the LGT came up with the solutions: (a) to
transfer all U.S. securities held by a legal entity of a U.S. tax
person into a newly established Panama corporation. To add a further
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layer of secrecy between the foundation and that Panama corporation,
another offshore company will own the Panama corporation. The LGT's
argument for the Panama corporation solution was that the IRS regards
it as a per se corporation; (b) having added enough offshore companies
in between the U.S. client as a beneficial owner and the entity
holding the U.S. securities, the LGT Trust declares the whole
structure as being a non-U.S. status. This should keep the client out
of trouble and taxes.

MR. ROACH: Thank you very much, sir. We appreciate your
comments.

This concludes our questions.
MR. FLOWERS: Thank you, sir.
CONFIDENTIAL WITNESS: Thank you very much.

###
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= Redacted by the Permanent
Subcommittee on Investigations

—

Shannon Neal Marsh

LETTER OF WISHES

I, the undersigned, Shannon Neal Marsh, born (D,
being Principal of

LINCOL FOURDATIOM, VADUZ

hereby express my wish that:

In case of my death or incapacity and in case of death of all
the Principals of LINCOL FOUNDATION, VADUZ, the right to
give instructions shall pass to

- James Genery Marsh, born SENINENGGGNGGE_

and/ox

- G -:rch,  born GENEENENNER

vaduz, October 15, 1985

(Shannon Neal Marsh)

Lornoe el Wl

Permapent Subcommittee on Investigations

EXHIBIT #6

PSI-USMSTR - 000605
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B BANK N LECHTENSTEIN

FL-5490 Vadu: Postfach 85 - Tel, 075/5 1127 - Telex 77865 Vaduz,den 15. Oktober 1985 pb

LINCOL POUNDATION, VADUZ | . oo oo s < e s o e

Wir haben heute von thnen erhalten:

US$ 2°629!700,-~ _Noten . _

Gutschrift auf
{0 Konto _
D Dopot US$§-Eonto

erhaften Sie separat.

AF-1302 0984 10T BVD

Permapent Subcommittee on Investipations
EXHIBIT #7

PSI-USMSTR - 000607
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BANK IN LIECHTENSTEIN

AG
(Address, Phone, fax) Vaduz, October 15, 1985 pb
LINCOL FOFUNDATION, VADUZ

Today we received from you:

USS$ 2,629,700.00  Notes
“« 691,000.00 “

US$ 3,320,700 in cash / (/. Agio about $3,800.00)

US Dollar account BANK IN LIECHTENSTEIN
AG
(Two illegible signatures)
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LT B Aluete , ...ge)(e”}
S S R T lay
_-./49&/.%@».,47/2&57{ oo PECAUTLRA. _ Ao reviest. .

ol docomenti wad  recse ,Q;f} N

. .t.....,./.).fJTJ[C'/'/H'rz/“ fo  Ldincel Fondotion and

18685 Chateaws  Fouudaliva . . Pleose. ~Grevp. ovr
b ruerdmeats . v fhat e poy  av
- L. Lar . panible. .. in Comnisions s
oo r:‘(?/;)tfc‘uf.’{:c/ /(U'?L o year wifA m/
brobher /r{”n’»kf 7 701:;‘4 .

—— | %45 yuu

J/rmm{zr /4 /’70/'.;/: p l

e T hanmen L, / Lhona 4 KON 635

Permanent Subcommittee on Investigations
EXHIBIT #8

PSI-USMSTR - 000231
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Zusatz zum Mandatsvertrag

Gs
QQ@*Q

mvnmem = Redacted by the Permanent ,,0 /'

Instruction ment o
Subcommittee on Investigations Uif

In addition to the principals as per today Mrs. (SiRENEEGENR
Mersh, born on * is also empowered to act as a
principal with individual signing power according to the Agency

Agreement of LINCOL FOUNDATION, VADUZ, dated October 15,
1985.

The following two persons are also empowered lo aet as a
principal with individual signing power after reaching the age of
25 according to the Agency Agreement of LINCOL FOUNDATION,
VADUZ, dated October 15, 1985:

- Miss 4IRS !i:rsh, born
- Mr. Michael Kerry Marsh, born

Vaduz, 17th November 1993 [

i

%V%/W N

Shannon Neal Marsh voe. 635 !
KONTR BOO 11

I Permanent Subcommittee on Investigations

EXHIBIT #9

PSI-USMSTR - 000612
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selege..mpiar

e rIie

Mr. Peter Meier:
Please change the management of LINCOL lrom Zurich
to Vaduz as we discussed on Oclober 4,1994
In addition please change LINCOL and CHATEAU so @
that they are gross oriented as per our discussion on
Oclober 4, 1994.

4/10/994 ‘ C oA Wﬁ/ ‘

James A. Marsh Jr.

KONTR. 635
.

%f/ Cg@czé

e Cop i e
| ””7%&/\
A0 STy

MAR 09507

Permanent Subcommittee on Investigations

EXHIBIT #10
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_ el
Letter of wishes

Y -9/
I, the undersigned, LW@/;}@{/"A/, born ..... SHRE———

primary Beneficiary of

ing

Lincol Foundation, Vaduz

. , hereby express my wish that:

A

Mme
shall be %@? Beneficiaries for life. The beneficial interest shall be

undivided; within the framework of the Articles each primary Beneficiary may
dispose freely of the entire beneficial interest (100%).

In case of death or incapacity of all the primary Beneficiaries, the sole second
Beneficiary shal! be Mr. James Genery Marsh, bom on the

Beneficiaries' rights shall remain quiescent until the completion of their_18 year
of life. Separated, the quiescent share of the beneficial interest shall be
administered by the Foundation Board with the care of a pater familias. Upon
the age limit being reached, the Foundation Board shall on the Beneficiaries'
request submit accounts for the entire period of quiescence.

Notwithstanding the provisions in the above paragraph, the Foundation Board
may unanimously resolve 1o grant benefits even before the age limit has been

reached, if this is deemed necessary in order to safeguard the interests of the
Beneficiaries concerned.

Before the age limit has been reached, neither the Beneficiaries concerned nor
the natural or juridical persons entrusted with their legal representation shall be
entitled to inspect, or to receive information or statements of account.

Date / place: /m ot A Z@CDG)

&/qu @MM’ cof / oD
<Al bopesy

Permanent Subcommittee on Investigations MAR-00019
EXHIBIT #11
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AL, UL Ll AKATULLS W
U806
Letter Of Wishes . | e = Redacted by the Permanent
| Subcommittee on Investigations

L, the undersigned, kaﬁﬂ%}ﬁ/% bom F being
primary Beneficiary of

Fondation Chateau, Vaduz

-Mr ShannonNeaJ MARSH, bom on th
~ Mrs. (SRR M/ SH, born on the (HJRNNEND
- Mss (NN 1A RSH, born on thefSTNINENS
- Mr. Michael K bom on th-
ne buyn on
S shall be pemsasy Beneficiaries for life. The beneficial interest shall be
undivided; within the framework of the Articles each primary Beneficiary may
dispase freely of the entire beneficial interest (100%).

¢ In case of death or incapacity of all the primary Beneficiaries, the sole second
Beneficiary shall be Mr. James Genery Marsh, born on the{i NN

Beneficiaries' rights shall remain quiescent until the completion of their_18 year
of life. Separated, the quiescent share of the beneficial interest shall be
administered by the Foundation Board with the care of a pater familias. Upon
the age limit being reached, the Foundation Board shall on the Beneficiaries'
request submit accounts for the entire period of quiescence.

Notwithstanding the provisions in the above paragraph, the Foundation Board
may unanimously resolve to grant benefits even before the age limit has been
reached, if this is deemed necessary in order to safeguard the interests of the
Beneficiaries concerned.

Before the age limit has been reached, neither the Beneficiaries concerned nor

the natural or juridical persons entrusted with their legal representation shall be
entitled to inspect, or to receive information or statements of account.

Date / place: /@/éz e ﬂ&//oao

Jgﬂm WM Lyt (/ oo
v G /gé,// W{

MAR-00573
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Aktenvermerk

Beir. LINCOL FOUNDATION / CHATEAU FOUNDATION
zur Erl,

zur, Kennt LGT Trevhand

Datum Donnerstag, 7. Februar 2002

Erinnerungs- - Aktenvermerk

Am 11. Oktober 2000 besuchte mich auf sehr kurzfristige Vereinbarung Herr James G. Marsh
zusammen mit seinem Vater, James Albright Marsh,

Herr Knecht LGT unterbreitete die Performance der beiden Stiftungen mit den entsprechenden
Erlinterungen. Die Herren waren grundsétzlich zufrieden. Die Situation am Markt war jhnen auch
bekannt.

Als weiteres Thema wurde die Situation wegen QI besprochen. Beide Hetren gaben den Aufirag,
aus allen US Titeln auszusteigen und im Euro Gebiet zu investieren. Die US steuerbefreiten
Obligationen sind zu belassen.

Ich erklire den Herren die STOM im Vergleich mit dem amerikanischen Trust. Sie sind damit
einverstanden, die Akten in eine Discretionary Stiftung umzuriisten. Leider war nicht gemigend
Zeit, um die Unterlagen konform vorzubereiten. Wir erstellen in der Eile einen Letter of wishes,
worin der Wunsch gefiussert wird, dass James Albright Marsh als Erstbegiinstigte bestellt werden
sollte. Die Liste der Zweitbegiinstigten wird auf der Vorlage etwas komigiert wnd dann
unterzeichnet. Nachdem bisher keine Beistatuten bestanden haben, sind die Akten fiir den nfichsten
‘Besuch entsprechend vorzubereiten, Ich habe den Herren den Mindestsatz von 0.2 0/00 angeboten.

Wie tiblich war die Diskussion sehr hastig und etwas oberflichlich. Deshalb ist die Situation auch
beim nichsten Besuch erneut zu erliutern.

N

Permanent Subcommittee on Investigations
EXHIBIT #12
———

PSI-USMSTR - 000614
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Note to the File

Subject: LINCOL FOUNDATION/ CHATEAU FOUNDATION
Information copy: LFT Treuhand

Date: Thursday, February 7, 2002

Reminder - Note to file

On October 11, 2000, Mr. James G. Marsh, along with his father, Mr. James Albright
Marsh visited me very briefly.

Mr. Knecht LGT, presented the performance of both foundations with the corresponding
explanations. The men were basically satisfied. The market status was also made known
to them.

As a further topic, the QI situation was discussed. Both men gave the order to get out of
all US securities and to invest in the Euro area. The US tax exempt bonds should be left
alone.

T explained the STOM to the men along with American trusts. They understand that the
shares must be converted into a discretionary foundation. Unfortunately, there was not
enough time to prepare the concurring documents. We quickly prepared a letter of wishes
in which the wish was expressed that James Albright Marsh should be named as first
beneficiary. The list of second beneficiaries will be corrected before the presentation and
then signed. The documents for the next meeting will be prepared since there are no by-
laws to date. 1 offered the men a minimal rate of 0.2 0/00.

As usual the discussion was very hurried and a bit shallow. So the situation will also be
discussed at the next meeting.

(Tllegible signature)
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DEED OF SIGNATURE

I, the undersigned

Mr Kerry Michael Marsh

hereby accept my appointment as Protector of the
CHATEAU FOUNDATION, Vaduz
and shall sign in this capacity by affixing my signature as follows:

LA

Kétry Michael Marsh

Vaduz, the 10% November 2004

IPermanent Subcommittee on Investigations I

EXHIBIT #13 MAR 09518
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DEED OF SIGNATURE

1, the undersigned

Mr Shannon Neal Marsh

hereby accept my appointment as Protector of the
CHATEAU FOUNDATION, Vaduz

and shall sign in this capacity by affixing my signature as follows:

Nitoves [ Rl 4
Shannon Neal Marsh

Lime,

Vaduz,

MAR 09519
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DEED OF SIGNATURE

I, the undersigned

Mr James Albright Marsh jun.

hereby accept my appointment as Protector of the

CHATEAU FOUNDATION, Vaduz

and shall sign in this capacity by affixing my signature as follows:

Albright Marsh jun.

Vaduz,

MAR 09520
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DEED OF APPOINTMENT OF SUCCESSORS

l e = Redacted by the Pcrmanm.t ]
1, the undersigned, Mr James Albright Marsh jun. Subcommittee on Investigations l

in my capacity as Protector of

CHATEAU FOUNDATION,

pursuant to the provisions of the pertinent By-Laws hereby revocably appoint as my successor as
Protector:

Mrs G Marsh.

If Mrs ENENEEE Marsh does not become Successor Protector on the occasion of my
ceasing to be a Protector, I herewith appoint revocably as her substitute to become Successor
Protector:

Miss AN, Marsh.
If Miss (NI Marsh does not become Successor Protector on the occasion of my
ceasing to be a Protector, I herewith appoint revocably as her substitute to become Successor
Protector:

Master Michael Kerry Marsh.
If Master Michael Kerry Marsh does not become Successor Protector on the occasion of my

ceasing to be a Protector, I herewith appoint revocably as his substitute to become Successor
Protector: ’ ) .

Master (NI Marsh.

%w Albright Marsh jun. OK’” ’

Vaduz,

MAR 09521
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Resolution

The Foundation Board of the

Fondation CHATEAU, Vaduz

hereby resolves:

1. The inventory of assets and liabilities at 31. December 2000 showing a total of
USD 10'015'623,50, which is attached to this resolution as Schedule 1, is
hereby approved and adopted.

2. The investments made in 2000 according to Schedule 2 are hereby approved
and adopted.

3. No distributions have been made in 2000.

4. LGT Treuhand AG, Vaduz, is entrusted with drawing up the inventory of as-
sets and liabilities for the next business year.

Vaduz, 12. Septembex 2003

Profile Management Trust

e ol LA ddlune //L/ -

The undersigned beneficiary/beneficiaries
;. MargitBackie ) has/have taken due note of this resolution.

Vadu, ..... A0 /(‘ZQQL[ .............. .

Permanent Subcommittee on Investigations
EXHIBIT #14

J USRI MAR-00623
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Marsh James Albright jun., Florida

LGT Treuhand
Aktiengesellschaft
Stadtle 28
FL-9490 Vaduz

Vaduz, November 10, 2004 ANA/mvg

Fondation Chateau, Vaduz

Dear Sirs

In my capacity as economic founder and primary beneficiary of the above mentioned
foundation, I hereby imevocably grant formal approval and release to ‘any and all
administrational and management activities as well as any and all actions of LGT
Treuhand AG as representative and the relevant employees of LGT Treuhand AG as
Members of the Board of Directors during the entire mandate period.

I further declare that I will arrange for settlement of the final note of LGT Treuhand AG.

Yours sincerely,

| Oﬂwwﬁ/mz@/,.

Permanent Subcommittee on Investigations
EXHIBIT #13

MAR 09509
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Shannon Neal Marsh
703 Harrison St., Hollywood , Florida

To the Members of the Foundation Council of Date: Vaduz, November 4, 2004
CHATEAU Foundation

P.O. Box 129

9490 Vaduz

Dear Sirs

Upon my request you have agreed to be appointed members of the Foundation Council of
CHATEAU Foundation.

T herewith declare to hold you harmless and to indemnify you against any and all charges, expenses,
claims, demands, procedures, costs, damages or liabilities whatsoever direct or consequential arising
out of or in connection with your duties as Members of the Foundation Council of the above
mentioned Foundation except for gross negligent acts (which term does not include omissions).

In case that your acts or omissions are in conformity with any of the wishes or recommendations of
the Protector (if any) of the above mentioned Foundation or with the provisions of the letter of

wishes (if any) I shall hold you harmless and indemnify you as declared above but without any
reservations or exceptions.

May I kindly ask you to declare your approval of the above by countersigning and returning a copy of
this letter to me,

Yours smcerely, s

S
ShkzlmgonNea.I aréh /k\

Permanent Subcommittee on Investigations
EXHIBIT #16 MAR 09517
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ESTATE OF JAMES A. MARSH

2006
INCOME TAX RETURNS

MORRISON, BROWN, ARGIZ

CCertified Public iV ecountants OGN

MAR-01442

Permanent Subcommittee on Investigations

EXHIBIT #17
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Form 706 (Rev. 10-2006}

[Estate of; JAMES A MARSH
' SCHEDULE G - Transfers During Decedent’s Life

{if you efect section 2032A you must Gand A1}
tem Description. Fos securities, give CUSIP sumber. i trust, - Aternate
fumber ip, or closely held enty, give EIN valuation date Aernale value Value at date of death
A Gift tax paid or payable by the decedsnt or the estate for all gifts made
by the decedent or his of her spouse within 3 years before the decedent's . .
death {section 2035(h)) : XXXX

B. Transfers includible under section 2035(a), 2036, 2037, o 2038
1 ILINCOL FOUNDATION -~ VALUE IS BASED
ON MARKET VALUE OF UNDERLYING
INVESTMENTS, WHICH ARE PRINCIPALLY
MARKETABLE SECURITIES. (SEE
ATTACHED STATUTES OF LINCOL
FOUNDATION, SEE ATTACHED FINANCIAL
TATEMENTS) (SEE ATTACHED
TATEMENT POR SCHEDULE M)

2 [FOUNDATION CHATEAU - VALUE IS
ED ON MARKET VALUE OF
ERLYING INVESTMENTS, WHICH ARE
RINCIPALLY MARRETABLE SECURITIES.
{SEE ATTACHED STATUTES OF

Totat from continuation schedules {or additional sheets) attached to this schedule

13,029,701.

32,027,702,

TOTAL, {Als enter 06 Part § - Recapitulation, page 3, atitem 7.)

45,057,403,

SCHEDULE H - Powers of Appointment
{Inctude 'S and 5 kapsing® powers (Smﬂ 204 1(b)(£)) held by the decedent}

{tf you elect section 2032A Schedule H and Schedule A1)
itesmn . . Alternate
number Description valuation date Atarrate vakie

Value at date of death

Totaf fram continuation schedules {or additional sheets} attached 1o this schedule

MAR-01451

' TOTAL. (Also enter on Part § - Recapitulation, page 3, atitem 8.)
{f mare space is needed, aftach the continuation schedula irom the end of this package or additional sheets of the same size.)

(The instructions to Schedules G and H are in the separate instructions. )
ec3et N

Redacted by the Permanent
Subcommittee on Investigations

, 6 .
2006.06000 MARSH, JAMES A

Schedules G and H - Page 21

MARSH 1
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Estate of: JAMES A MARSH

CONTINUATION SCHEDULE
Continuation of Schedule

{Enter istter of schodide you are mm)
m:tr;‘:er Descriptian ’ “,':‘m,, e Alerrate value Value at date of death
FOUNDATION CHATEAU, SEE ATTACHED
FINMANCIAYL STATEMENTS)(SEE ATTACHED . _
TATEMENT FOR SCHEDULE M) 11,295,644.

3 [POPANGA FOUNDATION (JMLPM)- VALUR

RINCIPALLY MARKETABLE SECURITIES.
(SEE ATTACHED STATUTES OF TOPANGA :
OUNDATION) . 8,893,712,

GELLA FOUNDATION (LANDERT), -

ALUE IS BASED ON MARKET VALUE OF
ERLYING INVESTMENTS, WHICH ARE
RINCIPALLY MARKETABLE SECURITIES.
(SEE ATTACHED STATUTES OF LARGELLA
OUNDATION, SEE ATTACHED FINANCIAL
TATEMENTS) (SEE ATTACHED STATEMENT
'OR SCHEDULE M) 11,838, 346.

MAR-01452

TOTAL. {Carry forward to main schedule.}
805031
£5-01-08

32,027,702,

7
Redacted by the Permanent 2006.06000 MARSH, JAMES A MARSH 1
Subcommitice on Investigations '
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Estate of: JAMES A MARSH

"SCHEDULE K - Debts of the Decedent, and Mortgages and Liens

o Bebis ofthe ﬁmﬂ?ﬁ“" ofesim. Amount unpaid to date Amountin contest M":“::m:" b
1 [ESTIMATE OF U.S. INCOME TAX,
[INTEREST AND PENALTIES ON
TNCOME NOT PREVIOUSLY REPORTED
FOR ASSETS LISTED ON SCHEDU_LE G 5,500,000.
Total from continuation schedules (or additional sheets) attached to this schedule
JOTAL. (Alsq enter on Part § - Recapitulati e 3, atitem 14.), 5.500,000.
m::r:er Mortgages and Liens - Description Amount
MAR-01455
Totalfrom confinuation schedules (or addition shests) attached to this schedule i
__TOTAL (Ao enter on Part 5 - Recapituabo, page 3. ot fom 15)

(i more space is needed, attach the continuation schedule from the end of this package or additional sheets of the same size.)

(The instructions to Schedule K are in the separata instrucgions.)
241
10-13-08

. 10
Redacted by the Permanent 2006.06000 MARSH, JAMES A
Subcommittee on Investigations | -

Schedule K - Page 25

MARSH 1
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Baker & McKerzie LLP

Melion Financial Center

1111 Brickel Avenue, Suite 1700
Miami, Plonda 33131, USA

Tel: +1 305 789 BS00
Fax: +1 305 789 8953
www_hakernet.com

- May 12, 2008

Revenue Agent l e = Redcted by the Permancnt
Subcommittee on Investigations

Re:  AnnaMarsh (SSN ) and
James A. Marsh, deceased (SS#_)

Reasonable Cause Statement
Failure to timely report foreign income on Forms 1040
Calendar Years: 2002 - 2006

Dear Mr. (N

As you know, the undersigned represent Anna Marsh, a U.S. citizen
taxpayer with SS# (“Mrs. Marsh”) and the Estate of James A.
Marsh, a deceased U.S. citizen taxpayer with SS# NS (‘Vr. Marsh®,
and together with Mrs. Marsh, the "Taxpayers”) and have previously filed
Forms 2848, Power of Attomey.

Enciosed please find completed and executed amended Forms 1040X,

- Amended U.S. individual Income Tax Return, for calendar years 2002 through

2006 (colectively referred to as “Forms”), filed on behalf of the Taxpayers.
Form 1040 for 2007 is currently under extension. The Taxpayers' failure to
timely report certain foreign income on their Forms 1040 for the years
specified was due to reasonable cause, and not any wiliful act or specific
intent on the part of the Taxpayers, as explained herein below.

Many years ago, Mr. Marsh funded several foundations in
Liechtenstein, called Foundation Chateau, Lincol Foundation, Largeila
Foundation and Topanga Foundation {collectively, the *Foundations”).

Over theyears and prior to the death of Mr. Marsh in June 2006,
neither Mr. Marsh nor Mrs. Marsh received any distributions from the
Foundations.

Permanent Subcommittee on Inyestigations
EXHIBIT #18 MAR-01185

Baker & McKenzge LLP is 8 ferein,
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e = Redacted by the Permanent
Subcommittee on Investigations

As a U.S. person under IRC § 7701(a)(30), and the substantive settier
of the Foundations, Mr. Marsh was required to report income earned from the
Foundations pursuant to IRC § 641(a)(4).

Mr. Marsh, a construction contractor, was unsophisticated in the area of
U.S. tax reporting requirements. it is believed that he did not know that the
passive income eamed in the Foundations was taxable in the United States.
We believe that Mr. Marsh was under the erroneous belief that his income
from the Foundations was not required to be reported until such time as the
funds were repatnated to the United States. This may explain why he
apparently did not spend any of the money in the Foundations for over twenty
years.

Mr. Marsh refied on his U.S.-based accountant(s) to handle all of his
IRS filings. The U.S. accountant(s) apparently did not advise Mr. Marsh
regarding his U.S. tax reporting obligations with respect to the Foundations,
nor was Mr. Marsh aware of the necessity to disciose the passive income in
the Foundations to his U.S. accountant(s). As a consequence, the passive
income earned from the Foundations was never reported, and Mr. Marsh
remained unaware of his U.S. tax reporting obligations under IRC § 641(a)}(4)
to the IRS.

Mrs. Marsh, who will be 85 years old on - 2008, was not aware
of the existence of the Foundations until the commencement of an {RS
examination after her husband's death. Her husband was extremely private
and did not discuss financial issues with her. He was the one in their
relationship who took care of business and financial matters, paying the bills
and dealing with the tax retum preparer so that even if Mrs. Marsh had been
aware of the Foundations, she would have assumed that ber husband had
taken care of any reporting requirements. : o

Recently, while assisting Mrs. Marsh and her sons with the IRS
examination, we brought to her attention that her husband's passive income in
respect to the Foundations needed to be reported. Mrs. Marsh agreed without
any hesitation fo do everything that was required to meet her tax reporting
requirements. She requested that we assist her in seeking the financial data
necessary to meet the tfax filing requirements. Pursuant thereto, after many
months of dogged effort, all of the necessary financial information was finalty
obtained from Liechtenstein and carefully analyzed by U.S. tax accountants
(particularly because the Foundations had many mutual fund/PFIC

MAR-01186
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investments). This financial data collection and complicated tax analysis was
done at great expense in professional fees, both legal and accounting, in
Liechtenstein and in the United States.

The facts above clearly demonstrate that Mrs. Marsh has acted in a
responsible manner, exercising business care and prudence, and making
more than reasonable efforts to determine the Taxpayers’' tax reporting
_obligations as quickly as possible. Promptly upon being notified of their U.S.
tax reporting obligations, Mrs. Marsh has cooperated fully with counsel to
assist in filing these tax retums.

This lefter and the enclosed Forms are intended to satisfy all of the
Taxpayers' U.S. tax reporting obligations and any tax liability owed for
calendar years 2002 through 2006.

We believe the facts, circumstances and reasons set forth above
demonstrate an affirmative showing that the Taxpayers’ failure to report the
Foundation income in a timely manner was due fo reasonable cause, and not
willful neglect. We respectfully request that any possible penalties which
otherwise could be imposed for the Taxpayer's failure to report timely income
for calendar years 2002 through 2006 be waived.

Please note that Mrs. Marsh has attested below to the facts stated
above under penalties of perjury. If you require any further information, we
request that you contact Alan L. Weisberg, Esq. at (305) 374-5544. Thank you
for your understanding and consideration of this matter. '
Very truly yours,

Weisberg and Kainen Baker & McKenzie LLP

By: % «él é? By: f—///m[m, i—

Alan L. Weisberg "Rober’F. Hudson, Jr.

MAR-01187
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Attestation

Under penalties of perjury, I, Anna Marsh, individually and as Personal
Representative for the Estate of James A. Marsh, do hereby declare that |
have examined the above reasonable cause statement, and to the best of my

knowledge and belief, it is true, correct and complete.

By: @M/Zzﬁféf/é’ Date:

Anna A. Marsh

. -

By; @« . \.jp»]/‘-aff w,/// Date:
Anna A. Marsh, as Personal
Representative for the Estate
of James A. Marsh

Reasorable Cause lef 1040X 5-12-08

MIADMS/336440.4
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Baker & McKenzie LLP

Melion Fnancial Center

1111 Brickelt Avenue, Suite 1700
Miami, Flonda 33131, USA

Tel: +1 305 783 8300
Fax: +1 305 783 8953
www.bakermet.com

Asia

Paciic May 12, 2008
Banghok
Beijing *
Haenoi .
g Revenue Agent
Jakarta
:::»::me e = Redacted by the Permanent
Memourne Subcommittee on Investigations
Shanghat
Sinpapore.
Syoney
Taipet
“Tokyn
Enrope &
st RE: Anna Marsh (SSN_ and
Ammectan James A. Marsh, deceased (SS#JNENENEGD
Bavain Reasonable Cause Statement
Baku
Barceicha
iy Failure to timely report foreign bank and financial
:T;i; accounts
oo Calendar Years: 2002 - 2006
Dusseldorf
Frankfurt / Main
Gerewn Dear Mr_
S
joi As you know, the undersi represent Anna Marsh, a U.S.
i citizen taxpayer with SS# ("Mrs. Marsh™) and the Estate of
pens James A. Marsh, a deceased U.S. citizen taxpayer with SS#
oo (“Mr. Marsh” or the *Taxpayer”) and have previously filed Formis 2848,
o retermburg Power of Attorney.
Stockhotm
Vienna
waraw Enclosed please find completed and executed Forms TD F 80-22.1,
i::&m“ Report of Foreign Bank and Financial Accounts, for calendar years 2002
Amarica through 2006 (collectively referred to as “Forms™), filed on behalf of the
e Taxpayer. The Taxpayer's failure to timely report certain foreign.bank and-
Summon s account information for the years specified was due to reasonable cause,
Sheso and not any willful act or specific intent on the part of the Taxpayer, as
O explained herein below.
Guadalajra
Houston -
s The Taxpayer, a U.S. citizen, opened several foreign bank
M accounts in the mid-1980s via the establishment of several foundations in
Nox o Liechtenstein, called Foundation Chateau, Lincol Foundation, Largella
T Hgrn Foundation and Topanga Foundation {collectively, the “Foundations”).
2 e Those accounts that were open at any time during the period from
San Franeisen January 1, 2002 through December 31, 2006 are listed in the chart below
. (collectively, the “Accounts™):
a
Vatencia
washinglon, DT

MAR-01189
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Bank Foundation Account No. Relevant
Years
2006
Centrum Bank Chateau 2006
2006
LGT Bank Chateau 8 2002 — 2006
LGT Bank Lingol = 2002 - 2006
E 2002- 2006
8 _ 2002- 2006
2 g 2002- 2006
|70 =)
E ‘3 2002- 2006
Liechtensteinische LU-Te 2002- 2006
Largefia =]
Landesbank = o 2002. 2003
E 2 -
o2 2002
o =B
A~ o 2002- 2006
1 ? &
i -] 2003 - 2005
E 2003, 2004
N
&
Verwaltungs und ]
Privathank AG Topanga > 2002 - 2006
&
2002 - 2006
Privatbank von Topanga 2002 - 2006
Graffenreid AG 2002 — 2006
2002 - 2004

The Taxpayer, a construction confractor, was unsophisticated in the
area of U.S. tax and reporting requirements. It is believed that he did not
know that the existence of these Foundations or the passive income in the
Accounts was required to be reported to the U.S. Department of Treasury.
We believe that The Taxpayer was under the erroneous belief that his
interest in the Accounts was not required to be reported until such time as
the funds in the Accounts were repatriated to the United States. This
seemingly may explain why he apparently did not spend any of the money
in the Accounts for over twenty years.

The Taxpayer relied on his U.S. accountant(s) to handle all of his
[RS filings. The U.S. accountant(s) apparently never advised the Taxpayer

MAR-0119(
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regarding his U.S. reporting obligations with respect to non-U.S. bank
accounts, nor was the Taxpayer aware of the necessity fo disclose his
passive income in the Accounts to his U.S. accountant(s). As a
consequence, the Accounts were never reported, and the Taxpayer
apparently remained unaware of his reporting obfigations under 31 USC
§5314.

Mrs. Marsh, who will be 85 years oid on- 2008, was not
aware of the existence of the Accounts until the commencement of an (RS
examination after her husband's death. Her husband was extremely
private and did not discuss financial issues with her. He was the one in
their relationship who took care of business and financial matters, paying
the bills and dealing with the tax retumn preparer so that even if Mrs. Marsh
had been aware of the Foundations, she would have assumed that her
husband had taken care of any reporting requirements.

Recently, while assisting Mrs. Marsh and her sons with the IRS
examination, we brought to her attention that her husband's interest in the
Accounts needed to be properly reported. Mrs. Marsh agreed without any
hesitation to do everything that was required to meet her tax reporting
requirements. She requested that we assist her in seeking the financial
data necessary to meet the filing requirements. Pursuant therefo, after
many months of dogged effort, all of the necessary financial information
was finally obtained from Liechtenstein and carefully analyzed by U.S. tax
accountants. This financial data collection and complicated tax analysis
was done at great expense in professional fees, both legal and
accounting, in Liechtenstein and in the United States.

The facts above clearly demonstrate that Mrs. Marsh, individually
and on behalf of her deceased husband as Personal Representative of the
Estate of James A. Marsh, has acted in a responsible manner, exercising
business care and prudence, and making more than reasonable efforts fo
determine the Taxpayers tax and information reporting obligations as
quickly as possible. Promptly upon being notified of the Taxpayer's U.S.
tax reporting obligations, Mrs. Marsh cooperated fully with counsel to
assist in filing these reporting forms. o N

This letter and the enclosed Forms are intended to satisfy the
Taxpayer's 31 U.S.C. §5314 reporting obligations for calendar years 2002
through 2006. We believe the acts, circumstances and reasons set forth
above demonstrate an affirnative showing that the Taxpayer's failure to
report the Accounts in a timely manner was due fo reasonable cause, and
not willfut neglect. We respectfully request that, pursuant to 31 U.S.C.
§5321(a)(5)(B)ii), any and all possible penalties which otherwise couid be
imposed for the Taxpayer's failure to report timely the Accounts for
calendar years 2002 through 2006 be waived.

—

= Redacted by the Permanent
Subcommiftee o0 Tnvestigations
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Please note that Mrs. Marsh, individually and on behalf of her
deceased husband as Personal Representative of the Estate of James A.
Marsh, has attested below to the facts stated above under penalties of
perjury. If you require any further information, we request that you contact
Alan L. Weisberg, Esg. at (305) 374-5544. Thank you for your
understanding and consideration of this matter.

\/ery truly yours,

Weisberg and Kainen Baker & McKenzie LLP

. 3 é% A flutren

Alan L. Weisberg Roberf F. Hudsor, Jr

wEE

Attestation

Under penalties of perjury, [, Anna Marsh, individually and as Personal
Representative for the Estate of James A. Marsh, do hereby declare that |
have examined the above reasonable cause statement and, to the best of
my knowledge and belief, it is true, correct and complete.

— iy /
By: C////:%?'Zﬂ'/f//‘-)j‘?w//{ Date: \j_// //K

Anna A. Marsh

By: @;ﬁﬂ/’“;ﬂ/ -/ 77/*72’/{ Date: L5//9’/ o8
Anna A. Marsh, as Personal

Representative for the Estate
of James A. Marsh

Reasonable Cause fet FBAR 5-13-08 .

MIADMS/336445.5
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Baker & McKenzie LLP

Mefon Financial Center

1111 Brickell Avenue, Suwte 1700
Miami, Forida 33131, USA

Tet: +1 305 789 B0Q
Fax: +1 305 789 8953
www.bakemet.com

May 12, 2008

Revenue Agent

v = Redacted by the Permanent
Subcommittee on Investigations

RE: Kerry Marsh (SSN (RN
Shannon Marsh (SSN QIIEENEES)
Reasonable Cause Statement
Failure to Timely File Form 3520
Calendar Year: 2006

Dear Mr.-

As you know, the undersigned represent Kerry Marsh, a U.S.
citizen taxpayer with SS# * (“Kerry Marsh™) and Shannon

Marsh, a U.S. citizen taxpayer with SS# “Shannon Marsh”)
and have previously filed Forms 2848, Power of Attormey.

Enclosed please find the following completed and executed Forms
3520, Annual Return to Report Transactions With Foreign Trusts and
Receipt of Certain Foreign Gifts, for calendar year 2006 (the “Forms”), -
filed on behalf of Kerry Marsh; Shannon Marsh; B Marsh, a U.S.
taxpayer with SS# ") Marsh, a
U.S. taxpayer with SS# Marsh
a U.S. taxpayer with SS#
Marsh, a U.S. taxpayer with SS# Kerry
Marsh, Shannon Marsh, {iiRREEAND.

R e referred to hereln as 'the “Taxpayers”).

The Taxpayers’ failure to file these Forms in a timely manner was
due to reasonable cause, and not any willful act or specific intent on the
part of the Taxpayers, as explained herein below.

Many years ago, Jarmes A. Marsh, the father of Kerry Marsh and .
Shannon Marsh, funded several foundations in Liechtenstein, including
one called Topanga Foundation (the “Foundation”).

MIADMS/336548.2
MAR-01175
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After the death of James A. Marsh and the commencement of an
IRS examination; Kerry Marsh and Shannon Marsh learned that each of
the Taxpayers was a beneficiary of the Foundation, and that such
Foundation is a simple trust whose income is required to be distributed to
each of the Taxpayers as a beneficiary. As such, we informed Kerry
Marsh and Shannon Marsh that under IRC §6048(b), each of the
Taxpayers is required to file Form 3520 with respect to the Foundation
because they are each deemed to receive annual distributions despite the
fact that they did not actually receive any income (or other) distributions in
2006 from the Foundation. Kerry Marsh and Shannon Marsh agreed
without any hesitation to do everything that was required to meet the
Taxpayers' tax reporting requirements. They requested that we assist
them in seeking the financial data necessary to meet the filing
requirement. Pursuant thereto, after many months of dogged effort, all of
the necessary financial information was finally obtained from Liechtenstein
and carefully analyzed by U.S. tax accountants. However, such financial
and tax data was only received well after the last filing deadline for 2006
and only just now completed to be able to file the enclosed Forms. This
financial data collection and complicated tax analysis (due principally to
the substantial number of PFIC investments involved) was done at great
expense in professional fees, both legal and accounting, in Liechtenstein
and in the United States.

The facts above clearly demonstrate that Kerry Marsh and
Shannon Marsh, on behalf of all of the Taxpayers, have acted in a
responsible manner, exercising business care and prudence, and making
more than reasonable efforts to determine their tax and information
reporting obligations as quickly as possible. Promptly upon being notified
of their U.S. tax reporting obligations, they cooperated fully with counsel to
assist in filing the enclosed Forms. -

We believe the foregoing facts, circumstances and reasons set
forth above demonstrate an affirmative showing that the Taxpayers' failure
to file the enclosed Forms in a timely manner was due to reasonable
cause, and not willful neglect. Accordingly, we respectiully request that
any and all possible penalties which otherwise could be imposed pursuant
to IRC § 6677(a) and (b) be waived.

Please note that Kerry Marsh and Shannon Marsh have attested
below to the facts stated above under penaities of perjury. if you require
any further information, we request that you contact Alan L. Weisberg,

MIADMS/336548.2 MARD1177
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Esqg. at (305) 374-5544. Thank you for your understanding and
consideration of this matter.

Very truly yours, 4
Weisberg and Kainen Baker & McKenzie LLP
BY%
Rober{ F."Hudson, Jr.
dededk
Attestation

Under penaities of perjury, |, Kerry Marsh, do hereby declare that | have
examined the above. raasonable cause statement, and fo the best of my
ief il is trye, correct and complete. .

Date: {/’&I}// £

By:

Kerry Marsh /

Under penalties of perjury, |, Shannon Marsh, do hereby declare that |
have examined the above reasonable cause statement, and to the best of

my knowledge and belief, it is true, Zﬂ and complete.
By: ‘/%/x Date: xf/ 7 l/Q/)jg

\Sﬁ%nnon Marsh

Reasonable Cause iet 3520 (Tpg) 5-12-08

MIADMS/336548.2
MAR-01178
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JCMA Foundation , 9490 Vaduz Mand.Nr.: R
KB: Sprenger Sonja L Kundenbesuch: 27.08.2002
Status: Aktiv

Grindungsdatum: 20.06.1996

Verwaltungs- / Stiftungsrite
Profile Management Trust reg., Vad Zeichnungsrecht: Einzeln

s = Redacted by the Permanent

Feuerstein Nicola Dr., Triesenberg  Zeichnungsrecht: Koliekiv ittee on Investigations
Banken ’ .
LGT Bank in Lischienstein AG, Vaduz AB: Miller Boat Tel. QUSRI  Zio-Kto: GRS
Diverses
Anlageberater: Miilier Beat,
Protektor. WU Veronica,
Protakiar. WU Margarst S.8.,
Reprasentant: LGT Treuhand AG, Vaduz
Varmittler; LGT investment Management, Hong Kon
Auftraggeber: Privater Auftraggeber
Fix-Honorare
Domizithonorar 800,00 20.06.2003 LGY Treuhand AG, Vaduz
Kapitalstauer 1'000.00  20.08.2003 Liechtensteinische Steuarverwaltung, Vaduz
Stiftungsratshonorar 3'000.00 20.06.2003 LGT Treuhand AG, Yaduz
Pauschal-Honorare
0.00 fallig am:
Verméogenswert per 0.00 Fakturi P wrar: 0.00
Zwéck i

- 100%ige Beteiligung: -

{iberwiesen.

. .

Sandalwood International Limited, Bahamas
Verwaltung durch Byrne {T. Corkhill}, Hong Kong
axtienzertifikat --> ins Depot JCMA 14.1.97
einziger Zweck von von Sandalwood ist das Halten der
Tai Lung Worldwide Ltd., BVI

Tai Lung hilt ein Haus in New York, das vermietet ist.
Die Mieteinkinfte werden auf das Konto der Standard Chartered Bank

* Cobyrne Ltd. + Declare Limited sind Directors / beides nominee company von Byrme, welche
Sandalwood treuhidinderisch fir die JCMA halten (siehe diesbeziiglich auch
Declaration of Trust und Service Agreement)

Besltznachwels, Vertrige, Volimachten .
- die zwel Schwestern des Kunden, Mrs wu und Mrs Wu
haben auf dem LGT-Eonto seit 1.8.96 bzw. 25.7.97 Einzelzeichnungsrecht

Weisungen (Verwaltung, Buchhaltung, Beistatut usw.)

~ Statuten und Beistatuten mit Protektor

Pendenzen / Geschichte

~ LTV hat Auftraggeber noch nie éetroffen

Privatadresse von

wWu erhalten {s. Schr. Ph. Jehle vom 21.7.97):

bei der nichsten Beistatuten-Aenderung berticksichtigen; Mrs WUsProtektor

die 3 Tochter des 1B leben an der selben Adresse wie der 1B (Brief PJ 10.8.99)

Adresse des Sohnes fehlt --> Beistatuten

~ Annahmeerklirung mit Nachfolgeregelung i.S. Protektor unterzeichnen
(s. Schreiben HK 27.06.2002 - wird erfolgen)

ACHTUNG Us-Citizen

Permanent Subcommittee on Investigations
EXHIBIT #19

PSI-USMSTR - 004988
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W ~-lb=coon  sds il

ummmme = Redacted by the Permanent
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JCMA Foundation 9450 Vadux Client No.:
SB: Dagmar Gichter KB: Sonja Sprenger Client Request: 6/27/2002

Founding date: 6/20/1996 Status: Active

Management/ Foundstion Board

Profile Management Trust re., Vaduz Signature right: Individua}

Dr. Nicola Feuersigin, Triesenberg Signature right: Joint

Banks

LGT Bank in Liechtenstein AG, Vaduz AD: Beat Mutler Tel, AN Z:; - .. SEENGD
Miscellaneous

Investment Adviser: Beat Miller

Protector: Veronica WU

Protector: Margaret $.B. WU

Representative: LGT Treuhand AG, Vaduz

Agent: LGT Investment Management, Hong Kong

Clicnt: Private Client

Fixed Fees

Domicile fee 800.00 6/20/2003 LGT Trevband AG, Vaduz

Capital Tax 1,000.00 6/20/2003 Liechtenstein Tax Authority, Vaduz
Foundation Board Fee  3,000.00 6202003 LGT Treuhand AG. Vaduz

Lump Sum Fee

{no entry)

Purpose

- 100% Sharc: - Sandalwond International limited, Bahamas
- Mansged by Byme (T, Corkholl), Hong Kong
- - Stock certificate -- on deposit JOMA 1/14/97
. - sole purpose of Sandalwood is the holding of Tai Lung Worldwide, 1td., BVT

Tai Lung has a houst in New York that s rented.
The rental income i transferred to the account of Standard Chartcred Bank,

Cobymne Lid. + Declare Limited arc &i /both i ies of Byrne, which Sandaiwood
holds in rrust for JCMA (Also see Declaration of Trust and Service Agreement conceming this.)

Prool of Ownership, Contracty, Powers of Attorney

« from 8/1/96 to 7/25/97 the two sisters of the client, Mrs. (Sl Wu a0d Mrs (ENRENNND W o, had
individual signature rights 1o the LGT account.

Instructions (Management, accounting, by-laws, efc.)
- statutes and by-laws with Protector.

Pending/History

- LTV bas never met the client.

- The private address for '« maimtained {See 7/21/97 Ph. Jehle document):
Allowed for in the next by-laws alteration; Mrs, WU = Protector

- the 3 daughters in 1B live al the same address as 1D {8/10/99 PJ letier)
son’s address is missing -- by-laws

- signed explanation with succcssion regulations aceording to Protector (See HK 6/27/2002
document .)

ATTENTION US citizen

OCT-16~2885 11:35 9o% P.@3
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L1 BOG, {UV) 1040 ALYV W T

DECLARATION OF TRUSY

THIS TRUST DEED is made 1 October 1996 between Cobyrne Limited of 37/F., Wa
Chung House, 213 Queen’ s Road East, Wanchal, Hong Kong (hereinafier called the trastee}
oftb:onepartmd J0A Fondation, p.o. box 683, FL9490 Vaduz/Principality of
Liechtenstein (hereivafier called the beneficiary) of the other part,

WHEREAS the beneficiary is the beneficial owner of the following shaves:

Name of Company:  Sandalwood Infernational Limited

Address: Providence House, East Hili Street, P O Box N-3944, Nassau,
Bahamaes

Number of shaxes: 1

Share Number: - 1

AND WHEREAS the beneficiary has requested the trustes to register the qid shares in the
trustee’s name, and it was agreed that the tnustee should exscute such declaration of trust as is
hercinafter contained.

NOW THIS DEED WITNESSETH a¢ follows:

1 The trustee hereby declares that it holds the shares specified as aforesaid and all dividends
and interest accrued or to accrue upon the same or any of them upon tust for the
beneficiary and its successors in title and agrees to transfer pay and deal with the said
shares and the dividends and interest payable in respeet of the same in such mamer as the
beneficiary shall from time to time direct in writing subject to the following terms 2od
conditions:

Directions to transfer shares from one beneficiary to another will be subject to the Articles
of Association of the company voncerned and the trustee reserves the right to notify the
company concemned of changes in the beneficial owpership where it is considered
necessary. In cases where notification is given and where uoder the Asticles of
Association of the compsny concemed the directors indicate 0 unwillingness 1o accept
the transfer of beneficlal interest the tnumtes will be under no obligation to accept the
instructions given to him.

2. The trustee will at the request of the bencficiary or fis in title attend all
meetings of sharcholders or otherwise which it shall be entitled to attend by virtue of
being the registered proprictor of the said shares or sy of them and will vote at every
such meeting in such manner as the beneficiary or its successors in title shall have
previously dirceted in writing and in defanlt of and suhject to 2y such direction at the
discretion of the trustee end further will if so required by the beneficiary or its successors
in tifle execute all proxics or other documents which shall be necessary or proper to enable
the benehiciary, its personal representatives or assigns or its ar their nominees to vote at
any such meeting in the place of the trustes. The trustee rescrves the right fo give notice

1o the company when voting on any resohion that he is acting on specific mstructions
from the beneficiary.

w2

Permanent Subcommittee on Investigations
EXHIBIT #20
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3. The trostee shall keep the beneficiary or its soccessors in title reasonsbly informed of the
operations of the aforesaid company. Failore to notify the beneficiary of any specific
matter will not be construed as a breach of this trust,

4. The trustee shall render debit notes for services rendered through Byme Corporate
Services Limited of 37th Floor, Wu Chung House, 213 Queen’ s Road East, Wanchai,
Hong Kong as their agents and Byme Corporate Services Limited shall have a ien op the
shares the subject of the trust to the extent of any unpaid fees due to them so rendered,
Should fees property rendered by Byme Corporate Services Limiied remain outstanding
for more than three (3) consecutive months after the date of the rendeting of the debit note
concemed {22 trustee is hereby empowered by the beneficiary 1o transfer all or such pert
of the shares held under this trost to bis own name and to sell same or to dispose of them
according to Iis best advantage and the trustee shall be under no further obbipatiog to the
bencficiary, Provided however that the right o transfer and sell shall not be acted upon
until fourteen days (14) sfter a final raminder requesting payment hay been sent by
registered post to the beneficiary at his last known address,

s The beneficiary hereby undertakes to indemmify the trustee to the full extent of any and all
obligations which arises out of the trusise holding the seid shates on behalf of the
heneficiary.

the parties hereto bave now set their signatures on the day and in the
year beforementioned.

WITNESSED BY:

Fox mod op bobalf of
COBYRNE LIMITED

bt i d”’"“‘”’) 7

Cobyrne Limited -

Trustee
WITNESSED BY:
JOMA Foundation
Yuegh Lanady
Fartina Toggerborg! Peter Scwid
Beneficiary

Vadz, 2lst Novesber 1996 mto

WWU-PSI-00015
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-

CONSULT YOUR LAWYER BEFORE SIGNING THTE WSTRUMERS - YrilS INSTRUMENT SHOULD AF USED WY LAWYLIRS OMLY

THIS INDENTURE, madethe 2180 dagal  January o nineteen husdsed and DLNELY- geyen
BETWEEN i id

ik
GINAL
WILLIAN 5. WU, residing at Forest Rills, NY

e = Redacted by the Permanent
Subcommittee on Investigations

panty of the first part, und

TA¢ JUNG WORLDWIBE, LTD., huving 1ta princlpal place »f businers at
213 Queens Road East, 37th Floor, Wu Chung House, Wan Chai, Hoag Xong

pants of the secumd part,

WITNESSETH, that the jaits of the Sint part, in ennsideration of Ten Dollare and sther valuable connideration

paid by the party of the secund part, doea hereby graat and tekease unto the party of the sevond part, the heir

or seceresors and arsigna of the party of the second part furever,

ALL shat svriain phid. piece or pareel of Jand, with the buildings wud improvememia thereon errcied, situate,
the

Iying aad heing ia

See snnexed Schedule A

TOGETHER with alt tight, site and inierest, i any. of the party of the hint part in and to any sireets and
tomh shutting e ghove desribed premises tn the center lines theirnf; POGETHER with the appurtszncen
and ull the tatsie aml vights of the purty of (e fitet part in and to mit) premizes: TO BAVE AND TO HOLD
the premines berein granted wnto the pary of the meond pert the heim or surcessors and sssigan of the party of
the second pary foreves.

ARD the party of thr Bant jiaet covenants that the junty of the Srat pant has not done o suffered anyihiog wherehy
the said premises beve been envambersd 0 any way whatever, except ax aforrsaid, )
AN the parly of the first part. in romphasce with Nevtion 13 of the fien Law. cosenants that the party of the it
part whll receive the consideration for this conveyanre. a5 il hodd the right o trecivr nich voidesathos 1o s
tru fund to he applied Siat for the purpese of r-yim the ved of the improvement snd will apply the same fing to
Yhe payment of the cot of the inprovement hefure uring anx part of the tdad of the same fur ony uther purpose,
The ward “party” sholl be comtetnd an i1 1end “panties™ whenever the aenne of i ndenture s requires,

IN.:'I:TNBS WHEREOF, the party of ske first part has duly execuiced this denl the duy and yesr fint ahove
writlen.

IN Paxsgnce oF; .

A\ .
WILLIAN 5. WU
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ALL that certain plot, parcel of land, with the buildings
and improvements thereon erected, situate lying and being
in the Becond Ward, Borough and County of Queens, City
and State of Now York, being shown as a part of Block 4
on a certain map entitled, "Map No. 3 of Forest Hills
Gardens, situated at PForast Hills, Borough of Quaens,
Cicy of New York, surveyed for Sage PFoundation Homea
Company, duted April, 1913 by C,B. Pancy, C.E." and filed
in thea offirce of the clerk, now Register, of Quaens
County on 7/15/13 as map No. 97 bounded and deacribed as
follows:

BEGINNING at a point on tha wasterly side of atreet known
as , as laid down on said distant
279,94 feet measurad along said side of

scutherly form the corner form the ction of
the said westerly » of with the
southerly side of as now laid cut 50 feet

wide; and

RUNNING THENCE southerly along the westerly side of

on an arc of a circle bearing to the
right and at a radius of 888.26 feet a distance of 30.06
faest)

THENCE Soutk 71 degraes 25 mi-utes 13 seconds West and
part of the distance through a party wall 78.50 feet;

THENCE south 26 degrees 25 minutes 13 seconds west 6.36
feet)

THENCE south 71 degrees 29 minutes 13 seconds west 17.73
feet)

THENCE north 63 degrees 30 minutes 47 seconds west 6.36
feot;

THENCE north 1& degrees 30 minutes 47 seconds west 16.03;
THENCE scuth 71 degrees 29 minutes 13 seconds west 5.50
feet to the east side of a private lane hereinafter
desoribed;

THENCE along esaid lane north 18 degrees 30 minutes 47
seconds west 13,97 feet;
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REELUS 7624ty

THENCE north 71 degrees 29 minutes 13 seconds east and
part of the distance through a party wall 112.73 fest to
the westerly side of QUM to the point or
place of baginning.

TOGETHER with an undivided interest of, in and to the
rear service lane or driveway which lane or driveway is
bounded and described as follows:

BEGINNING at & point on ths southerly side of *
@ a5 now laid out, 50 feet wide distant 127,30 fest
wepterly maasured along said side of on
a course running south 46 Adegrees 34 a saconds

wast from the corner formed by the intersection of said

southerly side of said place with tha westerly side of
said street known as bnd

RUNNING THENCE south 41 degrees 4 minutes 20 saconds,
aast 52.42 feet;

THENCE south 74 degrees 47 minutes 37/ seconds east 16,75
faot;

THENCE south 15 degrees 1l ninutes 19 seconds east 48,03
feat;

THENCE south 16 degrees 30 minutes 47 seconds sast 120
feet:

THENCE north 71 degrees 29 minutes 13 seconds eamt 11.10
Leot;

THENCE south 18 degrecs 30 minutea 47 seconds east 21.97
feek)

THENCE south 71 degrees 22 minutes 13 seconds west 23.60
feat)

THENCE north 18 degrees 30 minutes 47 seconds west 176,40
feet)

THENCE north 41 degrees & minutes 28 ssconds west 72,92
feet to the said southsxly side of Middleswy Flace and

THENCE north 48 degreas 34 minutes 35 ssconds east along

said side of said place 10 feet to the point or place of
beginning.

BAYL ing known as and by street address 81
Forest Hills, New York.
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STATE OF NEW YORK, COUNTY OF o

thy the duy of U]

 helore me
pervanally canme

fu e Rnowa g0 de the individual  describet m nd who
eswcuind the furepoing intrumen, and sckpowledred that
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STATI OF NEW YORN, COUNTY OF se: | STATE OF NAW YORK, COWNTY OF L
Gn the day of 12, before me | Un the duy of 19 brloreme
prrsanally came prersanally came

e e known, whe, Im; hy e duly eworn, did depase and
:-) that e rrides at

thet  he in the '
o

+ the corporation dectihed
in a3d which rxscuted the foregoing mstrament; that  he
kiuows the wes) of sud corporation; that the seal afived
tn mid instroment s such rorporele eal; thed it was =

affiaed by order ul rh' hoard of directors of sald vospars
-I ko signed b name therols by like arder.

sad Sale By

n
Wrver Govewaws Acamst Caawvon'y Aoty

LEP2E0

WILLIAM §. WU
O

TAL LUNG WORLOWIDE, LTD

the subscribing wikeess tu the («wqmn; inroment, with
whom | am personally urqunmlgvl lmn by me duly
nwom, did deposc and say that t Mo,

that  be knmee

1o be the individual
dewtibed in and who exeentrd the forrgoing mstrument;
that e, naid sobocrihing witness, was presest and saw

rxecyle the same; and that b, wairl witoess,
a1 the saive lime subscribed b name ss witness Uhareta.
B
=
wn
~a
=
SECTION =
WOk 3251 ~
wr ™ -
wn

COUNTY OR TOWN
5 vl g s

QUEERT
INE L Qs

RETURN RY MAIL

TAL LUNG WORLIWIDE, LTD.
C/0 FRANK J, DIDERU, ESQ.
47-14 1SRth Street
Flushing, Mev York

Zp Re 11358

+ Rurgerve this spece der ave of Reseviing Ofcs.
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LGT Bank in Liechtenstein LGT Bank in Liechterstein AG  Telephone (852) 2523 6180
A Member of Lichtznstein Global Trust Representatie Office Hong Koy ekl e e
Two Exchange Square E-Mail igthk@lgt.com
8 Connaught Place Central
GPO Box 13398 Hong Kong
Memorandum 1/1
Subject JCMA Foundation
Author/dept /tel. Kim Choy
Date June 26, 2002
For action by
For information BM, PW, Sonja Sprenger
Meeting held on 25 June 2002.

Attendees : Mr William Wu
LGT ~ Beat Muller, Kim Choy

KC joined the meeting following BM’s presertation of Mr Wu’s account(s) with LGT Bank to discuss
the JCMA Foundation.

Mr Wu confirmed that he and all family members named in the By-laws except his wife hold US
passports and all live in the US. His wife has retained her Singapore passport (N.B. Singapore does
not permit dual nationality).

‘The JCMA Foundation’s assets consist of an account with LGT Bank and shares in a BVI company
(Sandatwood) which in turns owns the family home in the US.

KC explained the reporting requirements imposed on a US grantor, e.g. creation of the foundation,
ensuring the Board Members file annnal returns with the IRS. Also, as the income of the Foundation
is taxed to the gramtor, further annual filing of income of the foundation and payment of income tax on
worldwide income of the foundation. Furthermore, if US beneficiaries bave received distributions
from the Foundation, the Board Members must provide a Beneficiary Statcrment to each recipient
which should be attach to his/her income tax retum to the IRS. Upon the death of the US grantor, the
Board Members may be considered the statutory executor of his estate and will bear lLiability and
exposure for any non-compliance by the grantor during his lifetime of reporting and other
requirements to the IRS, the filing of the deceased’s US estate tax return and payment of estate taxes
on the assets of the Foundation at the date of his death.

KC informed Mr Wu that the JCMA Foundation must be re-structured and that LGT & Treuhand were
looking at formulating solutions. We raised the possibility of an insurance product which Mr Wu
didn’t seem interested in. Other possibilities included:

» lifetime transfers to his beneficiaries;
» making use of Mr Wu’s non-US siblings to restructure the Foundation ;
e  private/corporate account.

Mr Wu acknowiedged the need to restructure the Foundation and was receptive to any ideas we could
come up with. Similaddy, we would welcome any solutions from him or his advisers. Mr Wu has
interests in other ventures/companies unconnected with LGT which require restructuring to address
US tax/reporting requirement:

T ot e i i EXHIBIT #22 PSI-USMSTR - 004989
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LGT Treuhand AG
18 Stidtle
FL-9490 Vaduz
Liechtenstein

Dear Sirs,

Re: JCMA Foundation, Ref. no. 328.1

Please arrange to buy a bank draft for USD100,000.00 in favour of
William-WU by debiting the above account. The undersigned will collect the
bank draft in person.

Thank you for your attention.

Yours truly,

Permanent Subcommittee on Investigatjons

EXHIBIT #23 PSI-USMSTR - 004980
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-, - K939026 e
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O HKH-H

Ondeant* WILLTAM WLtk

order of
USD ONE HUNDRED THOUSAND DN!.Y i . USD100,000. 00%

& To HSBC Bank USA :

H - For The Boogkong and Shanghai B Corporation Li

§ h‘&BYr;BWIy ‘ s Boogkos ’;w.dmwu;:%mm;gﬁ}m

§ Nvioosusa CHIN EWAN YUET » wd

Payable at any branch of BSBC Bank USA in the USA  ROSANNA

v/ RS

Acknowledge receipt of cheque (ENND.

(bl

\WALRvAY

PSI-USMSTR - 004981
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~1he ¥iongkong and dhangnal $anking Lorporanon Lamiea

Member HSBC Grog

Brancy HONG KONG OFFICE

ON-LINE REMITTANCES ADVICE Date 28 JUN 2002
Drawy On / To / From
rerprency D0 HSBC BANK USA
NEW YORK
-

[THE AMOUNT OF A DEMAND DRAFT

IREMITTANCE AMOUNT
ICOMMISSION HKD
TOTAL CHARGES

USD*¥x100,000.00
*976.38
USDAkIoR¥k 125, 00

DR AMOUNT USD***100, 125.00

won 26 JUN 2002 WITH REEERM wu

= Redacted by the Permanent J
Subcommittee on Investigations

By order of
LGT BANK IN L AKT

Paymeat Details

Bk Bk
tafor

o LT BANK—IN-TIECHTENSTEIN-AS
P 0 BOX 85 9480 VADUZ
LIECHTENSTEIN

REMTOIRA (/50%9%)

Note: 1. For inward remittance transacuions, amount crediled s subject 1o final settlement and any addisional charges will be debited 10 your account under advict @ yott
2. For clean cheque transactions, the interes! charged represents the interim cost 10 the bank between the immediate credifing of your accgunt and the recaipt of the

cleared funds.

£

PSI-USMSTR - 004982
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Resolution

The Foundation Board of the
JCMA Foundation, Vaduz
pursuant to Art. 8 and 10 of the Articles and to Art. 1 of the By-Laws as well

as in accordance to the request of the first beneficiary hereby resolves to carry
out the following distribution:

Amount USD*100'000.--* by cheque

Beneficiary William WU

Bank HSBC Hong Kong and Shanghai Banking Corp.
Hong Kong

Daie 26 June 2002

Vaduz, 26 June 2002 SSP/dgc

The Foundation Board
Profile Management Trusf regg. __<—————>
/ v /%l
y 2Lt
/7 v (¢oja Sprenger Dr Nicola Penerstein

PSIi-USMSTR - 004983
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Resolution

The Foundation Board of
JCMA FOUNDATION, Vaduz

has passed the following resolution:

1. The statement of assets as per 31 t December 2001 in the total amount of
USD*4'283'473.49* to enclosure /1 is herewith approved.

2. All investments carried out in 2001 according to enclosures .2 are
herewith approved.

3. All distributions carried out in 2001 according to enclosures /2 are
herewith approved.

4. LGT Treuhand Aktiengesellschaft, Vaduz, will be instructed to establish
. the statement of assets for the next year.

Vaduz, 07 February 2002/ dgc -

The Foundation Board:

Proﬁl}Mmagement t reg.

ﬁwﬂ ﬁ%/&

Dagmar Gachter a Sprenger

Permanent Subcommittee on Investigations

EXHIBIT #24

WWU-PSI-00027



271

LGT Bank in Liechtenstein 16T Bank in ochtenstein  Telelon  +423 235 11 22
P A Aktiengeselischaft fax  +
A Member of Liechtenstein Global Trust =y fog
A-5450 Vaduz E-Mail info@lgt.com
MWST-Nr_ 50 11

JCMA Foundation

9490 Vaduz
Vaduz, January 1, 2002 1/3
BEML / BHK / 20:22:38 ECopy
} st = Redacted by the Permanent
Sub. ittee on Investigati
Performance -
Period 01.01,2001 - 31.12.2001 ref. currency: USD
Assets as of 31.12.2000 incleding accr. isterests ( 8,642.11 } 1,666,442.19
sits .
Bithdrawals 304,086.86-
Balance trapsfer fraa/to amcther accomnt g
Balaace deliveries of securities including accr. interests { 0.00 ) 0.00
. 4,362,355.33
Assets as of 31.12.2001 including acer. imterests { 821,52 } . 172.49
Performance 18,882.84-
Details of performance
Profit or loss 130,864, 45~
Dividends / credit jnterests 56,319.10 _/
Debit interests 453.11-
Expenses and commissions 3,944.32-
Performance 78,882.84~
Average capital 100.00 % 4,138,475.83
Performance 1.18-% 18,882,848~

We do nmot accept responsibility for the accuracy or completeness of the information previded above.

WWU-PSI-00033
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Resolution

The Foundation Board of the

JCMA Foundation, Vaduz

‘hereby resolves:

1. The inventory of assets and Liabilities at 31 Decemnber 2003 showing 2 total of
USD*2'172'145.97*, which is attached to this resolution as Schedule 1, is
hereby approved and adopted.

2. ‘The investments made in 2003 according to Schedule 2 are hereby approved
and adopted.

3. The distributions and payments made in 2003 according to Schedule 2 are
hereby approved and adopted.

4. LGT Treuband AG, Vaduz, is entrusted with drawing up the inventory of as-
sets and lisbilities for the next business year.

Vaduz, 10 March 2004 / dgc

The Foundation Board

Profile Management Trust reg. Dr Nicola Feuerstein
sl Feac?' v 4 M

Dagmar Gachter lic.fur. Marco Sacchet

l Permanent Subcommittee on Investigations I

EXHIBIT #25

WWU-PSI-00055
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JCMA Foundation

9490 vaduz
Vaduz, January 2, 2004 173
BML / BHK / 01:25:14 E
| ammemwewan = Redacted by the Permanent
Subcommittee on Investigations |
Performance a
Period 01.01.2003 ~ 31.12.2003 ref. currescy: UsD
Assets as of 31.12,2002 including accr. leterests { 0.00 } 3,23,22.78
Depasits 525,000.00
®ithdrawala 4,630,735.10-
Balance trapsfer from/to avotber accoubt 0.00
Balance deliveries of securities including accr. interests { 0.00 } ., 650, 000,00
1,721,432.68

Assets as of 31.12.2003 including acer. Interests { 5,451.85-) 2,112,149
Performance 434,712.29

[
Details of performance
Profit oz loss 464,967, 46
Dividends / credit isterests 6, 491.85
Debit interests 13,521, 26~
Expenses and commissions 2,236.04~
Perfopsance 484,7112.29

——

Average capital 100.00 % 2,067, 800.55
Performance 2351 ¢ 444,712.29

Oaly the Banks official account and sefe custody advices are bindisg.

WWU-PSI-00061
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Resolution

of the Foundation Board of
JCMA Foundation, Vaduz

The Foundation Board takes note of the Statements of Assets as per
31 December 2004 together with its notes and schedules which shall form an in-
tegral part of this resolution. After due consideration the Foundation Board
states:

1. The Foundation's net assets as per 31 December 2004 amount to
USD 1'202'636.25.

2. During the course the business year 2004 an amount of USD 1'026'250.00
was distributed to the first beneficiary.

3. The investments are in line with the statutory object of the Foundation and
the declaration of intent of the founder.

4. In compliance with its statutory object the Foundation has not pursued any i
commercial activities in the business year 2004.

Based on these facts the Foundation Board herewith unanimously approves and
adopts the said Statement of Assets and resolves to entrust the Legal Representa-
tive with the drawing up of the Statements of Assets for the business year to
come.

Vaduz, 13 February 2006/SSP/xpt

The Foundation Board

Profile Management Trust reg. Sonjd Sprenger

g ic. fur. Marco Sacchet

Permanent Subcommittee on Investigations

EXHIBIT #26

WWU-PSI-00064
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JCMA Foundation, Vaduz

Notes to the Statement of Assets as per 31 December 2004

4.

Participations

Sandalwood International Limited, B.V.1.
100% owned by the Foundation

Authorized Capitat: USD 50'000.00
divided into 50°000 shares of USD 1.-- each
Issued Capital: 1 share of USD 1.-- sach

Dickinson Holding & Finance Lid., B.V.J.
100% owned and controlled by the Foundation

Authorized Capital: USD 50'000.00

divided into 50°000 shares of USD 1.~ each
issued Capital: 1°000 shares of USD 1.- each
A staternent of assets as of 31 December 2004

was provided by the directors on 15 September 2004,
it shows a total of fair market value of USD 1°349'698.71

Loans

August 2004 Principal loan amount paid

2004 2003
usp usb
1.00 1.00
1'000.00 0.00
1'001.00 1.00
2005 2004
usb usb
1'178'515.46 0.00
1'178'515.46 0.00

In August 2004 an interest free loan in the amount of USD 1'179'515.46 was granted to DICKINSON
HOLDING & FINANCE LTD, BV, for an indefinite period of time. A loan agreement was made in writing on

13 February 2006.

Page 3of 4

WWU-PSI-00069
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JCMA Foundation, Vaduz

Notes to the Statement of Assets as per 31 December 2004

6. Liabilities 2004 2003
usb usb
Lombard Loan

On 31 May 1999 the Foundation entered into a lombard loan
contract with LGT Bank in Liechtenstein AG, Vaduz. in this respect a
general deed of pledge and of assignment was signed. 0.00 -1'522'690.18

The Foundation Board has no notice of any other fiabilities, commitments or obligations
the effect of which should be considered for disdosure in the Statement of Assets or as a
basis for recording a contingency or making adjustment or provision. To-date there are
neither annuities nor titles nor enforceable legal daims against the Foundation.

Page 4of 4

WWU-PSI-00070
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JCMA Foundation, Vaduz

Endowments and Distributions in 2004

Endowments usD

none 0.00

Distributions uso

To the first benefidary according 1o a board resolution dated 12 February 2004 525'000.00

To the first benefidary according to a board resolution dated 24 May 2004 200'500.00

To the first benefidary according to a board resolution dated 10 August 2004 300°750.00
1'026'250.00

WWU-PSI-00071
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WLGT Bank Hemengasse 12, FL-5490 Vadw

Tel. +423 235 11 22 - Fax 4423 235 15 22
infodigt.com - www.igt.com
OR H. 842/97, Sitzz 9400 Vaduz - MWSH-Nr. 50119

JCMA Foundation

9480 Vaduz
Vaduz, January 2, 2005 1/3
EML / BHK / 04:54:45 E
v = Redacted by the Permanent
Subcommittee on Investigations
Performance L]
Period 01.01,2004 ~ 31.12.2004 ref. currency: USD
Assets as of 31.12.2003 including accr. interssts { 5,491.85-) 2,172,144.97
Deposits 307,330,
Rithdrawals 1,242,355.13~
Balance transfer froa/to another accoust 0.00
Balance deljveriea of securities including accr. imterests { 1,850.00-) 5, 503,506.84-
,778.05-

Assets as of 31.12.2004 including acer. isterests ( 0.00 ) 23,119.79
Performarce 28,897.84

P ey
Details of performance
Profit or loss 15,002,86
Dividends / credit interests 13,358,52
Deblt interests 22,53~
Rxpenses and commissions 558.99
Perforsance 28,897.84

emesTaRe R
Average capital 100.00 & 1,061,926.94
Performance 2,12 % 28,897.84

This performance statement is meant oply for information purposes aud is not legally binding.

WWU-PSI-00075
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Resolution

of the Foundation Board of
JCMA Foundation, Vaduz

The Foundation Board takes note of the Statements of Assets as per
31 December 2005 together with its notes and schedules which shall form an in-
tegral part of this resolution. After due consideration the Foundation Board
states:

1. The Foundation’s net assets as per 31 December 2005 amount to
USD 1'188'957.64.

2. The assets development for the business year 2005 shows a decrease in
Foundation's assets of USD 463'754.13.

3. During the course the business year 2005 an amount of USD 49'939.93
(equivalent of HKD 387'600.--) was endowed to the Foundation and an
amount of USD 500'000.-- was distributed to the first beneficiary. The en-
dowment and distributions were entered in the Statement of Assets as re-
demption/additions to the loan of Dickinson Holding & Finance Ltd., BVL

4, The investments are in line with the statutory object of the Foundation and
the declaration of intent of the founder.

5. In compliance with its statutory object the Foundation has not pursued any
commercial activities in the business year 2005.

Based on these facts the Foundation Board herewith unanimously approves and
adopts the said Statement of Assets and resolves to entrust the Legal Representa-
tive with the drawing up of the Statements of Assets for the business year to
come.

Vaduz, 30 March 2006/SSP/xpt

The Foundation Board

Profile Management Trust reg. SonjgSprenger

Permanent Subcommittee on Investigations

EXHIBIT #27

WWU-PSI-00078



JCMA Foundation, Vaduz

Notes to the Statement of Assets as per 31 December 2005

280

s = Redacted by the Permanent J
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1.

General information on the Foundation

The formation documents of JCMA Foundation were deposited with the pubiic registry in Vaduz on 20 June

1996.

The currently valid Articles of the Foundation date back to 20 June 1996. in compliance with the said
Articles, Beneficiaries of the Foundation were appointed in separate By-Laws on 25 June 1996.

As from 18 October 2004 the Foundation Board consists of two members, namely Sonja Sprenger (PGR Art.
180a) and Profile Management Trust reg., Vaduz. While Sonja Sprenger has joint signatory power, Profile
Management Trust reg., Vaduz is entitled to represent and bind the Foundation by its sole signature.

The statutory minimum Foundation fund amounts to CHF 30°000.--.

Cash at banks 2005 2004

UsD usb
LGT Bank in Liechtenstei Vaduz
Account No. .
USD Account 328.35 550.63
SGD Account SGD 1133 6.82 6.93
HKD Account HKD 798.52 103.03 37.75
Total LGT Bank in Liechtenstein AG, Vaduz 438.20 595.31
Total Cash at banks 438.20 595.31

Please refer to the attached bank statements for details.

Profile Management Trust reg. is the sole authorized signatory on the bank accounts of the Foundation.

Securities 2005 2004

uUsD UsD
LGT Bank in Liechtenstei Vaduz
Safe Custody Account No i
Money Market Funds 9'002.98 22'524.48
Total Securities 9'002.98 22'524 .48
Total Securities 9'002.98 22'524.48

Page 1of 3
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JCMA Foundation, Vaduz

Notes to the Statement of Assets as per 31 December 2005

Generally the valuation of the above securities is made on a market value basis (daily rates) as of the end of
the year in accordance with the information provided by the bank. Please note that the total includes

unrealized profits and losses.

When managing the assets the Foundation Board takes into consideration the recommendations coming
from LGT Bank in Liechtenstein AG, Vaduz. Alt securities transactions are detailied in the Schedules.

For further details on the asset and currency allocation, security transactions and the performance please

refer to the Schedules.

Participations 2005
usD

2004
usD

SANDALWOOD INTERNATIONAL LIMITED, BVI
100% owned by the Foundation

Authorized Capital: USD 50°000.00
divided into 50'000 shares of USD 1.-- each
issued Capital: 1 share of USD 1.-- each 1.00

Sandalwood is the shareholder of a company called Tai Lung
Worldwide Ltd., which owns a property in New York. Financial
Statements were not provided by the directors.

DICKINSON HOLDING & FINANCE LTD.
100% owned and controfled by the Foundation

Authorized Capital: USD 50'000.00
divided into 50°000 shares of USD 1.-- each
issued Capital: 1°000 shares of USD 1. each 1'000.00

The Foundation granted a loan to DICKINSON, which is operating a
bank account with LGT Bank in Liechtenstein AG. The attached
statement of assets as of the year-end show a market vafue of USD
3'443'753.94 (2004) and USD 3'774'387.02 (2005).

1'000.00

1°001.00

1'001.00

Page2of3
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JCMA Foundation, Vaduz

‘Notes to the Statement of Assets as per 31 December 2005

5.

Loans 2005 2004
usD UsD
DICKINSON HOLDING & FINANCE LTD.
Principal foan amount paid 1'178'515.46 1'178'515.46
Additions during the year 49'939.93 0.00
Redemptions during the year -500'015.45 0.00
728'439.94 1°178'515.46

In August 2004 an interest free loan in the amount of USD 1'178'515.46 was granted to DICKINSON
HOLDING & FINANCE LTD, BV, for an indefinite period of time. A loan agreement was made in writing on 13
February 2006.

During the course of 2005 DICKINSON HOLDING & FINANCE LTD, BV, received monies and effected
payments for and on behaif of the Foundation. These payments are registered in the books as
additions/redemptions of the principal loan amount.

Liabilities 2005 2004
usD UsD
Lombard Loan

On 31 May 1999 the Foundation entered into a lombard loan
contract with LGT Bank in Liechtenstein AG, Vaduz. in this respect a
general deed of pledge and of assignment was signed. 0.00 0.00

The Foundation Board has no notice of any other liabilities, commitments or obligations the effect of which
shouid be considered for disclosure in the Statement of Assets or as a basis for recording a contingency or
making adjustment or provision. To-date there are neither annuities nor titles nor enforceable legal claims
against the Foundation.

Page3of3
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JCMA Foundation, Vaduz

Endowments and Distributions in 2005

Endowments Usp

- according 1o a declaration of endowment dated 13 September 2005 49'939.93
transferred to Dickinson Holding & Finance Ltd, BVI HKD 387°600.00

Total 49'939.93

Distributions usp

- according o a board resolution dated 27 May 2005 200°007.72 %
transferred from the bank account of Dickinson Holding &
Finance Ltd, BV

- according to a board resolution dated 17 August 2005 300'007.73 4
transferred from the bank account of Dickinson Holding &
Finance Ltd, BV

Total 500'015.45

*) incl. charges, fees & commissions

WWU-PS1-00084
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3 /1
Lo nVN UV 1YL NK. 20b2 b 1/1h

Resolution

of the Foundation Board of

Desert Rose Foundation, Vaduz

The Foundation Board takes note of the Statement of Assets as per
31 December 2006 together with its notes and schedules which shall form an
integral part of this resolution. After due ideration the Foundation Board
states:

1. The Foundation's net assets as par 31 Decamber 2006 mmount to
USD 4221249,10.

2. The Cash Flow Statement for the business year 2006 shows e decrease in
Poundation's assets of USD 316'633.02.

3. Duting the course of the said business year no endowmenis were made
and a total of USD 300'000.00 was distributed.

4, The investments of assets are in line with the statutory object of the
Foundation end the declaration of intent of the founder,

5. In compliance with its statutory object the Foundation has not pursued any
commercial activities in the bosiness year 2006,
Based on these facts the Foundation Board herewith unanimously approves and
6dopts the said Statement of Assets and tesolves to emtrust the Lepal
Representative with the drawing vp of the Statement of Assets for the business
year to come.

Vaduz, 18 April 2007/SSP/rwe

The Foundation Board

Profile Management Trust reg. Sonjar §;
ﬁuﬁahﬁ@ @Qmm

Permapent Subcommittee on Investigations
EXHIBIT #28
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L4 AVU JUVT 1833 KR. 2061 8. 5/16

Desert Rose Foundation, Vaduz

Notes to the Statement of Assets as per 31 December 2006

Generally the valuation of the above securities is made on a market value basls (daily rates as per
31 December) in accordance with the information provided by the bank. Please note that the total
indudes unrealized profits and losses on exchange rates and currency exchange.

When managing the assets the Foundation Board takes into consideration the recommendations coming
from LGT Bank in Liechtenstein AG, Vaduz. All securities transactions are detailled In the Schedules.

For further details on the asset and currency aliocation, securities transactions and the performance please
refer to the Schedules.

4. Partidpations 2006 2005
usb Usp

SANDALWOOD INTERNATIONAL LIMITED, BV
100% beneficially owned by the Foundation

Authorized Capltal: USD 5'000.00
divided into 5000 shares of USD 1.~ each
lssued Capital: 1 share of USD 1. sach 1.00 1.00

Sandatwood is the shareholder of 2 company called Tai Lung
Waorldwide Ltd., which owns a property in New York. Finandial
Statements have not been provided by the direciors. During the
course of 2006 it was resoived to distribute the shares to the first
Benefidary, however, the planned share transfer has not yet been
completed.

DICKINSON HOLDING & FINANCE LTD.
100% owned and controlled by the Foundation

Authorized Capital: USD 50'000.00
divided into 50'000 shares of USD 1.~ sach
Issued Capital: 1'000 shares of USD 1.— each 1°000.00 1'000.00

The Foundation granted a loan to DICKINSON, which is operating a
bank account with LGT Bank in Liechtenstein AG. The attached
statementt of assets as of the year-end show a market value of
USD 3'774'387.02 (2005) and USD 4'250'013.53 (2006),

Total Partidipations 1001.00 1001.00

Page 20f3
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Desert Rose Foundstion, Vaduz

Notes to the Statement of Assets as per 31 December 2006

5. loans 2006 2005

usD usD
DICKINSON HOLDING & FINANCE LTD.
Principal foan amount paid 728'439.94 1'178'515.46
Additions in 2005 0.00 49'939.93
Redemptions in 2005 0.00 -500'015.45
Redemptions during the year -324'311.87 0.00

404*128.07 728'439.94

In Augqust 2004 an interest free loan in the amount of USD 1°178'515.46 was granted to DICKINSON
HOLDING & FINANCE LTD., BVI, for an indefinite period of time. A loan agreement was made in writing
on 13 February 2006.

During the course of 2005 and 2006 DICKINSON HOLDING & ANANCE LTD., BV, received monies and

effected payments for and on behalf of the Foundation. These payments are registered in the books as
additions/redemptions of the principal loan amount.

6. Liabilities

The Foundation Board has no notice of labllities, commitments or obligations the effect of which should
be considered for disclosure in the Statement of Assets or as a basis for recording a contingency or
making adjustment or provision. To-date there are neither annufties nor titkes nor enforceable legal daims
against the Foundation,

Page3of 3
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12 AUG. 2007 18:33 NR.2062 S /18

Desert Rose Foundation, Vaduz

Endowments and Distributions in 2006

E ments usD

none 0.00
0.00

Distributions usp

- according to a Board Resolution dated 20 Novermber 2006 300'000.00 »

transferred from the bank account of Dickinson Hokding & Finance L1d,
300'000,00

*) includes bank charges peid by Dickison Holding & Fnance Ll

WWU-PSI-00098
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Veline Foundation - geléscht am 19.04.2001 , 9490 Vaduz wandn::

S$8: Gachter Dagmar KB: Sprenger Sonja L Kundenbesuch: 27.03.2000

Grandungsdatum: 21.08.1997 Status: Geldscht

| edacted by the Permanent
Verwaltungs- / Stiftungsrite Subcommittee on Investigations

Profile Management Trust reg., Vad Zeichnungsrecht: Einzein

Feuerstein Nicola Dr.,, Vaduz Zeichnungsrecht: Kollektiv
Banken
LGT Bank in Lischtenstein AG, Vaduz AB: Jehle Philip /LGT HK  ZR-NrqIEEED Zig-kto: SN
Diverses
Antageberater. Jehla Philip / LGT HK,
Aktien / Zessionen: LGT Bank Depot Ordinario,
Repriasentant: LGT Treuhand AG, Vaduz
Vermittler: LGT investment Managsment, Hong Kon
Auftraggeber: Privater Auftraggeber
Fix-Honorare
Domizithonorar 800.00 21.08.2001 LGT Treuhand AG, Vaduz
Kapitaisteuer 1000.00 21.08.2001 Li inische Steuerver Vaduz
Stiftungsratshonorar 3000.00 21.08.2001 LGT Treuhand AG, Vaduz
Pauschal-Honorare
0.00 {allig am:
Vermdgenswaert per: 0.00 Fakturierbares Pauschathonorar: 0.00
Zweck

~ 100%ige Beteiligung: ~ Manta Company Limited, Western Samoa 27
- Zweck: s. Organigramm mit div. Angaben
-~ 1 Inhaber-Aktienzertifikat im LGT-Depot der Veline
~~> siehe auch Pendenzen!
ARTIE am 12.04.2001 nach Hong Rong /Rep. Office per UPS gesandt zur Weiterleitung an Kunde

Besitznachweis, Vertrage, Volimachten

Weisungen (Verwaltung, Buchhaltung, Belstatut usw.)
- unsere Kontaktperson flir simtliche Pendenzen Mrs Ann Mary Pak, KK Young & Co., Hong Kong
{siehe AV psc vom 14.6.99}

Pendenzen / Geschichte
- Pasgkopien der Dritt- und Viertbeglinstigten fehlen (vorliufig abgelehnt
durch die Kundin am 11.12.97}
- siehe AV scp vom 11.12.97 und cc-mail scp an Ph. Jehle vom 18.2.98 betr.
Menta bzw. Strukbur:
- sind alle Unterlagen ok, insbesondere das *neue* eingelieferte Aktien-
zertifikat Manta? (Ropie beiliegend)
Ist Manta 100%ige Beteiligung von Veline?

--> gcp mit Kundin und XK Young besprechen (siehe Schr. K.K. Young 30.7.
98 und u/Fax an KK Young vom 13,8.98})
{~ SAB: M2 und Akt ev. anpassen)

~ Financial Statements bei NALA MANAGEMENT am Jahresanfang anfordern.
- VS00 von Kunde unterzeichnen per Fax nach HK 05.02.00

Permanent Subcommittee on Investigations
EXHIBIT #29 PSI-USMSTR - 005887
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OCT-16-2B96 14:12 e == Redacted by the Permanent

Sub ittee on In

Veline Foundation ~ closed an 4/19/2001 9450 Vaduz ClientNo:  SNEEG—_—_-
SB: Dagmar Gichter KB: Sonja Sprenger Clicot Request:  3/27/2000

Founding date: 8/21/1997 Status: closed

Management/ Foundation Board

Profile Management Trust re., Vaduz Signature right: Individual

Dr. Nicola Fenerstein, Vaduz Signatare right: Joint

Banks

LGT Bank in Liechtenstein AG, Vaduz AB: Phillip Jehle / LGT Hong Kong ZRASMES 7igAcct- SSNIVINENND:
Miscellaneous

Investment Adviser: Phillip Jehle / LGT Hong Kong

Shares/Assignments: LGT Rank Depot Ordinano

Representative: LGT Truchand AG, Vaduz

Agent: LGT Investment Management, Hong Kong

Clicnt: Private Client

Fixed Fees

Domicile fee 800.00 8/21/2001 LGT Treuhand AG, Vaduz

Capitat Tax 1,000.00 82172001 Licchiconstein Tax Authority, Vaduz
Foundation Board Fee  3,000.00 8/21/2001 LGT Treuhand AG. Vaduz

Lump Sum Fee

{no entry}

Purpose

« 100% Share: - Manta Company F.imited, Western Sarnoa ??

- Purpose: S, organization with miscell assers
« | bearer stock certificate in Veline LGT-Deposit
- also see Pending

SHARE scnt on 4/12/2001 1o Hong Kong /Rep. Office by UPS to pass on to clicnt

Proof of Ownership, Contracts, Powers of Attorncy
{uo entry}

Instructions (Management, accounting, by-laws, efe.)
- Our contacl person for all pending matters, Mrs. Ann Mary Pak, KK Young & Co., Hong Kong
(See AV psc of 6/14/99)

Pending/History
- pass capies of the third and fourth beneficiaries are missing (
121197
- see AV sep of 12/11/97 and cc mail scp to Ph. Jehle dated 2/18/98 conceming Manta and
smucture;
- are all documznts ok, especially the new Manra stock certificate issued? (Sce attachment )
Is Manta owmed 100% by Veline?

"

d by the client on

e 4
L Wy

- scp discussed with client and KK Young (See KK Young letter of 7/30/98 and our fax to KK
Young of 8/13/98.)
(SAB: M2 and Akt will adapt)

- Financial Statements ordered from NALA MANAGEMENT at heginning of year,

- Client VSOQO signed by fax per Hani Koni

OCT-16-2806 11:36 sax -p.o9
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Statements of assets as per 31.12.2000

05.02.2001

Veline Foundation
Vaduz

Assets

EUR ACCOUNT
EUR FIDUCIARY DEPOSIT
Total LGT Baukin Liechtenstein AG Vaduz

Tota}l Cash in banks

SAFE CUSTODY ACCOUNT
Total LGT Bank in Liechtenstein AG Vadnz

Total Securities

Manta Company Limited
Total

Total Participations

Liabilities

Total Net worth

xchange d EUR 0932516

Permanent Subcommittee on Investigations

EXHIBIT #30

e = Redacted by the Permanent
Subcommittee on Investigations

USD

EUR 13°624.57 12770494
EUR 323'369.05 301°546.81
31425195

31425175

57437007
574'570.07

57457007

1.00
100

18°404.91
§70"417.91
8887822.82

888°82282

888°822.82

1-%. 260

PSI-USMSTR - 005885




291

BEARER SHARE CERTIFICATE
Transferable by Delivery
This Share Certificate is issued by

MANTA COMPANY LIMITED

pursuant to its Memorandum and Articles of Association and pursuant to the
provisions of the International Companies Act 1987 of Westerm Samoa.

Registered office of the Company:
Level 2, Chandra House
Convent Street
Apla, Western Samoa
Shares covered by this Certificate total ONE (1)
and numbered from 1
Description of Shares: ORDINARY USD1.00 each
Certificate Numbers 1
This is to certify that the Bearer of this Share Certificate is entitied to the shares

described herein.

This Certificate was sealed by the Company on 3rd day of Sept T,
19 97 embe:
Fot and on behail of

BRO S LIMITED SEAL

...»J 1 HEREBY ACENOWLEDGE RECEIPT OF THE
r%;RéF\%T Oglm‘ F CERTIF'IIEATB.
onet i T

¥, B 1

SECRETARY - ™ Jf L
Control Numher: 0 N .

pate: |9 L Z2e0!

Dividend p d in i tion with this Share Certificate. 1 and 2

THIS SHARE CERTIFICATE IS ISSUED WITHOUT
ALTERATION OR ERASURE

Permanent Subcommittee on Investigations

EXHIBIT #31 PSI-USMSTR - 005878
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I.GTBankleed\tenstem LGT Bank in Liectitensteln Telefon 075235 13 22
A Member of Lischtenstein Global mvw??k };‘:‘;&’,7522’5“‘522
Foaa0 ekt
Aktenvermerk 12
Thema Westficlds, Adelphi, Crofton

Verfasserivabt/Tel.  Peter Widmer / R22 /1296
Datumn 26. November 1996
Zur Eredigung

Zur Kenntnisnahme Dr. K. Biichinger

s e —= Ay A

KD Westfields ﬁ yi¢
Treffen mit: - Frank Lowy
- David Lowy
- David Gonski
- Joshua Gelbard
Datum: 21. November 1996 (in Sydney)
LGT Bank: P. Widmer
1. Zuerst ist s darum gegangen, die Kreditrlickzahlungsformalititen bei Adelphi zu regeln, Dies ist

erfolgt und im beiliegenden cc:mail an Ebmar Mattle vom 21. November 1996 festgehalten.
Beigeheftet sind fir Elmar Mattle auch dic Instruktionen der Crofton Foundation zur vorliufigen
Anlage det Gelder bei LGT Bank fir jeweils 1 Monat, visiert durch Joshua Gelbard.

2. Weiten# Vorgehen:
8} Errichtuag ciner neuen Stiftung

Nemenswehl ist Sache von LGT; es gibt keine Preferenzen. Statuten kimnen soweit als
mbglich jencn der Crofton Foundation entsprechen. (Falls diese bei LGT Treuhand nicht

vorliegen, habe ich eine Kopie.)
b) Protektor
Eine weitere neu zu grilndende Geselischaft soll als Protektor eufireten; Joshua H- Gelbard

soll wiederum deren Board angehSren. Daneb d 1-3LGTLeu!egswﬁnscht(P
Widmer und evtl, Dr. K. Bachinger, W. Orvati oder jemand von der Anlageseite).

¢) Ubertrige von Crofion auf neve Foundation

Diese sollen Gber cine Zwischengesellschaft erfolgen, wobei wiederum Joshua Gelbard
Ansprechpartner sein wicd, Er wird hiefar nach Vaduz kommen,

Permanent Subcommittee on Investizations

T EXHIBIT #33 PSI-USMS¥R«+608773
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@ LT Bank in Liechtenstain
A Member of Lischtenstein Glohal Tust
Aktenvermerk 2/2

d) Dokumentation

Die Draft-Dokumentation bezliglich nev zu grilndender Gesellschaft sollte bis spitestens Eade
Dezember an folgende Adresse gesandt werden:
Josbue H. Gelbard

Advocate e = Redacted by the Permanent
i_:lv_l (éelﬂ;b:d & Co. Subcommittee on Investigations

S Manne Street
Tel Aviv 64168
Israel

(Joshua méchte in dieser Sache im telefonischen Kontekt auf deutsch verketren. Tel, Y
ORI Sct.iftvorkehr bleibt Englisch.

3. Die Lowys baben entschieden, dass sie im Zusammenhang mit diesen Gesellschaften nie mehe
nach FL oder CH reisen mbchten. Aus diesem Grund ist von einem Treffen in Los Angeles
(anstelle des fiir den 17.12.1996 in Vaduz geplanten Meetings), an dem auch noch weitere Lowy~
Familienmitgfieder (v.a. Peter) teilnchmen sollen, gesprochen worden. Dieses Treffen sollte
frithestens in der 2. Halfis Jenuer stattfinden. Ych babe offen gelassen, wer und ob fiberhaupt
jemand von der Bank daran teiloeh wird E 11 gibt cs euch die Mbglichkeit einer
Videokonferenz.

Ansprechpartner wird in Zuknn® susschiiesslich Joshua Gélbard sein.

4, Ich werde die Koordination der Aktivitdten nach meiner Riickkehr an die Hand nehmen. Fiir
mbgliche Vorarbeiten wire ich aber schon jetzt dankbar.

0. G o

P. Widrmer

2t - WESTRELEOC - 96 1.4996.- U133 PSI-USM&J’.B‘:,,DOBTT4
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{logojLGT Treuhand LGT Trust Telephone: 075 235 11 22
A Member of Liechtensiein Giobal Trust Corporation Telefax: 075 235 15 22
Herrengasse 12 Telex: 889 222
FL-3490 Vaduz
12
Memorandum for the Record
Subject Westfields, Adelphi, Crofton
Compfle} / Tel - VPe’Vte;' WiArﬁe;/'RZQ / 1'296 o S T
Date: Nov. 26, 1996
For Follow up:
cc: Dr. K. Bachinger
E. Mattle
W. Orvati, LGT Treuhand Nov. 17, 1996 — [illegible] order
KD Westfields [illegible)
Meeting with: - Frank Lowy
- David Lowy
- David Gonski

- Joshua Gelbard

Date: Nov. 21, 1996 (in Sydney)

LGT Bank: P. Widmer

1. The first issue at hand was to settle the credit repayment formalities at Adelphi. This was
done, and recorded in the enclosed cc: e-mail to Elmar Mattle of Nov. 21, 1996. Attached for
Elmar Mattle are also the instructions from the Crofton Foundation for the preliminary
investment of the monies at LGT for one month each, signed off by Joshua Gelbard.

2. Future approach:

a) Establishment of a new foundation

Choice of name is a matter for LGT; there are no preferences. Insofar as possible, laws can
correspond to those of the Crofton Foundation. (In case these are not available at LGT
Treuhand, I have a copy.)

b} Protector

An additional newly to be established company is to act as protector; Joshua H. Gelbard, in
turn, is to be a member of this new board. Additionally, 1 —3 LGT people are desired (P.
Widmer and possibly Dr. K. Béchinger, W. Orvati or someone from the investment side.)
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e == Redacted by the Permanent
llogo]LGT Treuhand Subcommittee on Investigations

A Member of Liechtenstein Global Trust

Memorandum for the Record 2/2

¢) Transfers from Crofton to new foundation

" These are to be carried out by a holding company, whereby once again Joshua Gelbard will
be contact person. He will come to Vaduz for this.

d) Documentation

The draft documentation regarding the newly to be established company should be sent no
later than end of December to the following address:

Joshua H. Gelbard
Advocate

J. H. Gelbard & Co.
Law Office

5 Manne Street

Tel Aviv 64168
Israel

(In this matter, Joshua would like to correspond in German during phone conversations. Tel.
fax 4NN v ritten communication remains in English.

3. The Lowys have decided that they never want to travel to Liechtenstein or Switzerland in
connection with these companies again. For this reason, there was talk of a meeting in Los
Angeles (instead of the one planned for Dec. 17, 1996 in Vaduz), at which other Lowy family
members (Peter, among others) should participate. The earliest this meeting should take place
is in the second half of January. I left open who and if someone from the bank will
participate. Possibly there will also be the option of a video conference.

Contact person will be in the future exclusively Joshua Gelbard.

4.1 will take on the details of the activities after my return. I'd be thankful already, however,
for preparatory work, if possible.

ow behalf of fllegible]

P. Widmer



LGT Treuhand LT Treshand Telsion &1-75-235 27 27
@ AMesmber of Uechienstein Global Tust Adsengesolictath e am
FL-G490 Vst
Aktenvermerk

Thema ngrﬁndlm.g Xstﬁddﬁul.gjy

Vertasser(in} / Tel, Werner Orvati
Datum 27. November 1996/ pfi

Bestirmmt far Dr.P. Iob-

ZurKenntnisnabme  Dr, K. Bichinger, Dr. P. Schiachter, P. Widmer

Nengrindung Westfields / Lowy

Beiliegender Aktenvermerk vom 26 November 1996 von Peter Widmer.
Vorgehen:
1. Kopie der Crofton Foundation Statuten von P. Widmer einholen.

Welche Bestimmungen befinden sich in den Statuten Crofton bzw. Beistatuten betreffand
den Protektor?

3. Werist Aktiondr der Protektor Gesellschaft und wo ist sie zu domizilisren?

Sorgfaltspflichtvereinbarung; Ist die LGT BIL geniigend dokumentiert tiber die
Vermbgenswerte, die auf die nev zu emrichfende Stiftung tibertragen werden?
Soll die Berufsgeheimnistrigerarkifinung Gberhaupt abgegeben werden?

5. Erstellung erster Entwiirfe fir die folgenden Unterlagen:

|/Erridmmgsauﬁngﬁstloslmﬂ{. Gelbard Aufiraggeber?)
V' Statuten der neu zu errichtenden Stiftung
V. sofern mogfich Beistatutenentworf
- Zuszmmenstelhmg der dblichen Angaben fiir die Protektorgesellschaft wie Jurisdiktion,
Name, Kapital, Aktionfre, Verwaltungsratmitghieder, etc.

s 13.12. 1996

m : A
- 2L v o Permanent Subcommittee on Investizations

oY SEnons
EXHIBIT #34 ] PSIUSMSTR - 008775
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[iogo]L.GT Treuhand LGT Trust Telephone: 41-75-235 27 27
A Member of Liechienstein Giobal Trust Corporation Telefax; 41-75-235 27 15
Stadtle 18 - 22 Telex: BE 92 27 bilt

FL-8490 Vaduz

171

Memorandum for the Record
Subject New Establishment Westfields / Lowy

{by hand:] Group (ALS)
Compiler / Tel.: Wemer Orvati
Date: Nov. 27, 1996 / pfi
For follow up: Dr. P. Iob
ce: Dr. K. Bachinger, Dr. P. Schlachter, P. Widmer

New establishment Westfields / Lowy

Enclosed memo of Nov. 26, 1996 from Peter Widmer.

Approach:

1. Get copy of the Crofton Foundation laws from P. Widmer.

2. Which rulings are in the Crofton laws and/or bylaws regarding the protector?

3. Who is stockholder of the protector company and where is it to be domiciled?

4. Due ditigence agreement: Is LGT BIL sufficiently documented on the asset values that will be
transferred to the newly to be established foundation?
Should the declaration of the job-secrecy carrier even be submitted?

5. Compilation of first drafts for the following documents:

V - Establishment order (is Joshua H. Gelbard [sic] the client?)

v - laws of the newly to be established foundation

v - insofar as possible, bylaw draft
- listing of the usnal data for the protector company like jurisdiction, name, capital,

stockholders, members of the management board, etc.
[N marks by hand]
APPOINTMENT: Dec. 13, 1996

[signed]

AVWESTF_DOC -~ NOY. 28, 1996~ 08,22 DV 1403-C-015fillegible}
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AGT Bankcin Gachtsnstsin Telefon 675 235 11 22
e T e Aot T s 2
FL-9450 Vacho
Aktenvermerk 172
Thema Westfields, Adelphi, Crofton
VerfasserkvAbtyTel P, Widmer /R22/ 1296
Datum 17. Dezemmber 1996
2ur Ededigung
Zur Kenptninahme H. Nipp (Pt. 3)
Dr. K. Bachi i
W. Orvati — /’4
KD Westfi
- Telefon mit: -~ Frank Lowy (17.12.96)

- Joshua Gelbard (16.12.96)

Unter Bezpnahme auf meine beiden AV vom 26,11 wnd 10.12.1996 beziiglich den eus der
Adelphi-Kreditriickzahlung frei gewordenen Gelder in FiShe von rd. USD 53 Mio. und deren Einbrin-

gung in cine nene Struktur mit anschiiessender Ubergabe ins PM, méchte ich den letzten Stand der
Verhandivngen festhalten,

1

GeMdlmtmdenmﬁngduEntwﬁr&ﬂh’dmehﬁungmddemMngebezﬂgﬁch
Protekior bestatigt, Lowy wax zu jenem Zeitpuokt auch in Israel und hat die Unterlagen bereits
ecingesehen. Grundsitzlich sind diese in Ordomng. Die offenen Fragen, welche jetzt schon beant-
wortet werden kimpen, werden direltt an LGT Trenhand (Dr. Job) pefaxt.

Von der rechtlichen Seite werden die Abklfrungen frihestens im Februar / Mirz 1997 ededigt
sein. Die Unterzeichnung der Doknmente keon danmrumal in London oder Awmsterdam erfolgen.

Bezhglich Ausarbeiting von Anlagestrategie und Kostenstrukinr insistiert Lowy auf einem Tref-
fen in Los Angeles, an dem anch seine SGime David und Peter sowis ev. Stephen teilnslmen
sollen, Meinen Vorschlag fir eine Videokonferenz hat er abgelehnt, Br michte, dass ich m mit
der Person, welche fir “scino Anlagen® damn auch versntwortlich sein wird, in Los Angeles
treffe. .

Der Grund hiefiir sind DiskretionsBberlegungen sowic die Tetsache, dass er md seine Familie
sich nach diesem entscheidenden Meeting weitestgehend von der Verwaltang dieser Vermdgens-
milemﬁnkzidmnmﬁcmm.

Mit Lowy bin ich so verblicben, dass ich im nach dem 10.1.1997 in Los Angeles kontektieren
werde, nm das Treffen von vorsussichtlich 20. oder 21.1,1997 zn bestatigen.

Vorgingig zom LA-Treffen sollten wir unsere ersten Vorschlfige schriftlich nnterbreiten, wobei
diess guf neutralem Papier und olme Bezug auf irgend cine Person oder Geselischaft sns dem

Lowy Umiftld erfolgen soflten. Die Ubcrmitthmg soll erst nach persinlicher Absprache dorch
mich mit Frank crfolgen.

Permanent Subcommittee on Investigations

S PSI-USMS]R,;,08769
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LaT Bank In Llechtenstein
A Member of Liachtanstein Glabal Trust

Aktenvermerk 2/2

3. Dardf ich Heinz Nipp ersuchen, die Person zn bestimmen, welche fir den Besuch in Los Angeles
in Frage kommt und mit mir die Ausarbeitong der ersten schriflichen Vorschlige vornimmt.
4, Die Festgelder sind voriaufig auf 1-Mooats-Rollover-Basis bei uns angelegt. Sofem die Bereini-

= en-Creselisel

P, Widmer

R « MWESTEOC - $2.12.1995 - 1528

PSI-USMSAR«£008770
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LGT Bank in Liechtenstein
Corporation

Staedtle 18+22

FL-8490 Vaduz

Telephone: +423 235 27 27
Telefax:  +423 23527 15
Internet: www.igt.com
E-Mail info@igt.com

Principality of Liechtenstein
VAT-No. 50119

Note for File 172
Subject: Westfields, Adelphi, Crofton

Writer/ Tel.: P. Widmer/R22/1296

Date: 17 December 1996

For follow up:

To the attention oft

H. Nipp

Dr. K. Baechinger

W. Orvati - [SIGNED]
KD Westfields

Telephone Conversations with:

-Frank Lowy (12.17.96)
-Joshua Gelbard (12.16.96)

In reference to my two memos from 11.26 and 12.10.1996 regarding the fyee funds in the amount of rd.
USD 53 million from the Adelphi-Credit Repayment and their insertion into a new strusture with
subsequent transfer in the PM, I would like to record the Iast condition of the proceedings.

IR

R22rmni~ A-WEST.DOC -~ 12.18.1996 - 10,32

Gelbard has confirmed to me the receipt of the designs/drafts for the new Foundation and the
proposals regarding the protector. Lowy was also in Israel at that time and has already accepted
the documents. In principle, they are in orde:. The open questions, which can now be answered,
will be faxed directly to LGT Treuhand (Dr. Iob).

On the legal side, the clarifications will be completed by February/March 1997 at the earliest. The
signing of the documents can then occur in London or Amsterdam.

Regarding the composition of the portfolio strategy and the cost structure, Lowy insists on a
meeting in Los Angeles, in which his sons David and Peter as well as possibly Stephen should
take part. He refused my suggestion for a video conference. He would like that I meet with him in
Los Angeles with the person who will also be responsible for “his establishment”.

The reason for this is considerations of discretion as well as the fact that be and his family would
like to withdraw themselves as far as possible from the management following this scheduled
meeting.

1 determine with Lowy that I will contact him in Los Angeles after the 1.10.1997 in order to
confirm the meeting likely on the 20% or 21* of January 1997.

Before the meeting in LA, we should prepare our first proposals in writing. These should be

written on neutyal paper and without reference to any person or corporation in the Lowy field. The
forwarding should first occur vie personal consultation with Frank through me.

IDV 1403-C-0195



302

[Logo]
LGT Treuhand
A Member of Liechtenstein Global Trust

Note for File 2/2

3. May I ask Heinz Nipp to certify the person who comes into question regarding the meeting in Los

Angeles and to conduct the composition of the first written proposals.

The fixed deposits are applied by us preliminarily on a 1-month-roliover-basis. If the adjustment

of the Tegal questions lasts Jonger than expected, Lowy can introquce that the PM-Order should
also already be informed through the “old” corporations.

[SIGNED]
P. Widmer

R22mni ~ A-WEST.DOC - 12.18.1996 - 10,32 IDV 1403-C-0195



303

LGT Bank In Liechienstein Is[mhmm Telafon 75 235 1122

A Mamber of Lischtenstelr Global Tust m;ﬁ ;ﬂmwszgs 1522
FR-9490 Vaduz

Aktenvermerk

1/2

Jhema . Westfield /Y owy Family

VerfasseryAbL/Tel.  Peter Widmer /R22/ 1296

Datum 23, Yangar 1997
Zur Erledigung
Zur Kenntnisnahme ~ H. Nipp

Dr. K. Biichinger

Th. Piske

W. Ospelt

LGT T (Dr. P. Iob)

KD Adelphi
Treffen mit: - Frank Lowy

« David Lowy

- Peter Lowy
Ort/Datim: Los Angeles, 20. Jamuar 1997
LGT Bank: -Wﬂﬁ'iedOspdt

- Peter Widmer

Beim Treffen ist es darum gegangen, de Anlagestrategic filr aus einer Spezialfinanziermng
stammends und bei uns angelcgie Festgelder in Hahe von rund US$ 54,2 Mio, festzulegen und
gleicheeitig die Uberfithrng in eine nene Struktur zu diskutieren resp. festzulegen.

Unsere Diskussion ist zn unserer vollen Zufriedenheit veraufen. Wir konnmien unsere
Minimalzisle mehr als exveichen: Das Geld bleibt bei uns resp. wird ins PM

fibergefittnt.
Beztiglich Fees haben wir einc AllIn-Losung (inkL. LGT Treuhand und Fremde) zn 70 bp (bei
einem Minimalziel von 45 bp) durchgesetzt.

Anlagestrategic:

Strategie: Extrag USD

Horizont: mind. 5 Jahe, eher aber 5 - 10 Jahre

Benchmark: Inflation USA +2 %

Individaclies Mandat, Sondervermbgen in Einzelfiflen nicht ansgeschlossen
Beimischung spezicller Strategien: cher nicht erwiinscht

L)

I Permanent Subcommittee on Investigations
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LGerkmue&ﬂ:ensteln
Membar of Lischtenstain Global Trust

Aktenvermerk 2/2

3. Awus der Disknssion sind folgende weiteren Punkie festonhalten:

- Die Lowys betrachten diess Gelder als “Varsicherung”, dh. sie werden sehr Iangfristig wnd
eher kemservativ angelept

- "Wirtschaftlich Begiinstigte® sind der Vater und dic drei Shoe David, Peter und Stefen.

- Bis dic Strukinr definitiv feststeht, bleiben die Gelder bei uns als FestgeM angelegt und
weiter jeweils 1 Monat verlingert.

- Die Lowys michten ein- bis zweimsl jihrlich anhand einer Préisentafion Gber dic
Zussmmensetzung und Performence informiert werden. Eine dieser Prisentationen kann in
Europa staftfinden.

- Sowohl mit dem Vater wie auch den S$5hnen k¥nnen wir einzzin und in miindlicher Form
verkebren.

+ Den Wunsch nach Mithestimmung beim Anlageprozess kovnten wir ihnen ausreden, mit
dem Hinweis, dass jede dirckie Binfiussashme auf die Stiftung Nachteile bringen kenn.

- W‘nhahmmgsxchemdassdemﬁmehmgmmemﬂe(KcyAmmﬂ

bleiben wird und dass Wilfried Ospelt sich dem Depot “anlagestrategriemdssip™
annchmen wird. Die Kontakte sollen vorifnfig ausschiiesstich fiber mich laxfen.

4,  Beziglich Strokiur bendtigen dis Lowys moch 1 - 2 Monate, bis die Grindmgen bei LGTT

statifinden kdnoen. Grond: Man mpchte alle bisher involvi Partejen , db, Leute
wie Gelbard, Leibler oder Sinitns Tmnbmdsuﬂmmnlﬂm&rmdnenmlmgembamgm
werden.

Mit Joshua Gelbard diirfen wir weiter offen sprechen. So wie es im Moment aussicht, wird
auch auf den "Protector” verzichtet werden.

Wenn alles erledipt ist, mSchte man, dass LGTT simtliche Akten dber dic alten Strukturen

vernichiet, soweit wir diese nicht ans rechtlichen Grinden anfbewahren miissen, Diesbeziglich
mdawhmmnmﬁb«mhmgmmenmmspmeumuﬁmhm

.
:

Peter Widmer

PSI-USMSTR - 008772
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{iogojL.GT Treuhand LGT Trust Telephone: 075 235 11 22
A Member of Liechtenstein Giobal Trust Corporation Telefax; 075 235 1522

Hemrengasse 12 Telex: B89 222

FL-9450 Vaduz

172

Memorandum for the Record
Subject Westfield / Lowy Family
Compiler / Tel.: Peter Widmer / R22 / 1296
Date: Jan. 23, 1997

For follow up:

cc: H. Nipp
Dr. XK. Béchinger
Th. Piske
W. Ospelt
LGT T (Dr. P. Tob)
KD Adelphi

Meeting with: - Frank Lowy
- David Lowy
- Peter Lowy

Place / Date: Los Angeles, Jan. 20, 1997

LGT Bank: - Wilfried Ospelt
- Peter Widmer

1. The meeting concerned determining the investment strategy for fixed deposits invested
with us stemming from special financing in the amount of around US$ 54.2 million, and
simultaneous discussion or determination of the transfer to a new structure.

Our discussion went to our complete satisfaction. We were able to more than reach our
minimum goals: The money will stay with us, or be transferred into the PM. Regarding fees,

we have pushed through an “all-in” solution (incl. LGT Trust and external people) at 70 bp
(with a minimum goal of 45 bp).

2. Investment strategy:

- Strategy: proceeds USD

- Projected timeline: minimum 5 years, probably more around 5 ~ 10 years
- Benchmark: Inflation USA +2 %

- Individual mandate, special assets possible in individual cases

- Add-in of special strategies: rather undesired
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{logo}L GT Treuhand
A Member of Liechtenstein Global Trust

Memorandum for the Record 2/2

3. The following additional points from the discussion are to be recorded:

- The Lowys view these monies as “insurance,” i.e., they will be invested very long-term
and rather conservatively.

- “financial beneficiaries™ are the father and the three sons David, Peter, and Stefen.

- Until the structure is determined definitively, the monies will remnain invested as fixed
deposits with us and continue to be extended 1 month at a time.

- The Lowys would like to be informed about the composition and performance once to

twice a year by means of a presentation. One of these presentations can take place in
Europe.

- We can communicate individually and verbally both with the father as well as with the
sons.

- We were able to talk them out of the desire for co-management of the investment

process by pointing out that every direct influence on the foundation can have
disadvantages.

- We promised that the total relationship will remain under my control (key account) and
that Wilfried Ospelt will personally take over the depot in an investment-strategic
manner. For the short-term, the contacts should go exclusively through me.

4, Regarding structure, the Lowys still need 1 — 2 months until the establishments at
LGTT can take place. Reason: One wants to replace all previously involved parties, i.e.,
people like Gelbard, Leibler, or Sinitus Trust should not be included in the new solution.

We are allowed to continue talking openly to Joshua Gelbard. The way it looks at the
moment, one will also do without the “protector.”

When everything is completed, one wants LGTT to destroy all files on the old structures,
insofar as we don’t have to keep them for legal reasons. Regarding this matter, I will
specifically get in touch with LGTT after the transfer into the new structure.

[signed]

Peter Widmer
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1GT Treuhand LGT Trauhand Teleion 41-75-235 27 27

Akt o oo bt o i e
R-548D Vaduz

Aktenvermerk 1

Thema Termin London: 12.3.1997, 15.00 Uhr

Verfasser(in) / Tel. Wemer Orvati

Datum 4, Mirz 1997 /SKO

2 Erledigung Dr. P. Iob

2ur Kenntnisnahme P.O. 6. Mirz 1997

Telefon vom 3.3.1997 mit Peter Widmer.
Am 23.1,1997 haben P. Widmer und W. Ospelt die Farnilie L. in Los Angeles getroffen.

Grundsatzlich ist eine Vereinbarung betreffend die Vermbgensverwaltung von zirka USD 54
Mio. erzielt worden

Unsererseits wurde Ende 1996 an den Anwalt Joshua Gelbert in Israel ein Entwurf fiir
Stiftungsunteriagen zugesandt.

Anlisslich der Besprechung vom 12.3.1997, 15,00 Uhr in London mit F.L. sowie J. Gelbert
soll die definitive Struktur sowie die VermogensGbertragung besprochen werden.

P. Widmer sage ich bis zum 6.3.1997 die Namhaftmachung des LGTT Vertreters an dieser
Besprechung zu (P. Schiachter ader P. lob).

LD L Sl

W. Orvati

l Permanent Subcommittee on Investigations

| EXHIBIT #37 l PSI-USMSTR - 008765
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{iogo]LGT Treuhand LGT Trust Telephone: 41-75-235 27 27
A Member of Liechtenstein Giobal Trust Corporation Telefax: 41-75-235 27 15
Stadte 18 - 22 Telex B8 92 27 bit
FL-9490 Vaduz
171
Memorandum for the Record
Subject Appointment London: March 12, 1997, 3 p.m.
Compiler / Tel.: Wermner Orvati
Date: March 4, 1997 / SKO
For action: Dr. P. Iob
ce: P. O. March 6, 1997

Phone call of March 3, 1997 with Peter Widmer.
On Jan. 23, 1997, P. Widmer and W. Ospelt met the L. family in Los Angeles.

Fundamentally, an agreement was reached regarding the asset management of around USD 54
million.

From our side, a draft for foundation documents was sent to the attorney Joshua Gelbert in Israel
at the end of 1996.

On the occasion of the discussion of March 12, 1997, 3 p.m. in London with F. L. and J. Gelbert,
the definitive structure as well as the asset transfer is to be discussed.

I promise P, Widmer to name the LGTT representative at this discussion by March 6, 1997
(P. Schlachter or P. Iob).

[by hand:] on behalf of S. [illegible]

W. Orvati
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2.

J. L Gelbard

LGT Treuhand Akticngeselischaft
att. Werner Orvati / Dr. Paolo lob
Stadtle 18

FL-9490 Vaduz

London, 12 March 1997
Formation of a Foundation by the name Luperla Foundation

Dear Sirs,

I kindly request you to set up the Luperla Foundationaccording to the following
enclosed documents

~ Formation Deed in English (Appendix A)
- Statutes of Foundation (Appendix B)
~ Regulation of Foundation (Appendix C)

The payment of the capital in the amount of sFr. 30'000.-- will be effected to the
Foundation's account with LGT Bank in Liechtenstein AG, Vaduz.

As legal representative of the Foundation shall be appointed:

-~ LGT Treuhsnd Aktiengesellschaft

As Board Members of the Foundation with authority to sign any two jointly shall be
appointed

~ Dr. Konrad Bichinger, c¢/o LGT Bank in Liechtenstein

- Mr. Hans-Werner Ritter, Eichgasse 4a, FL-9490 Vaduz

~ M. Peter Widmer, c/o LGT Bank in Liechtenstein AG, Vaduz
~ Mr. Wemer Orvati, c/o LGT Treuhand AG, Vaduz

Signatories on the account of the Foundation with LGT Bank in Liechtenstein shall
be

~ the Members of the Foundation Board according to their right to represent
- LGT Treuhand, singly

Permanent Subcommittee on Investigations

EXHIBIT #38 PSI-USMSTR - 008860



272

310

The Foundation is to enter into a Management Agreement with LGT Bank in
Liechtenstein AG, Vaduz as set out in Appendix D.

1 agree that an annual all-in-fee of 0.7 % of the average Foundations’ assets shall be
debited to the Foundation im accordsnce with the above referred Management
Agreement. This fee includes

the management of the Foundation’s assets

the formation and administration of the Foundation and its bank accounts
the formation and administration of a transfer company (with legal situs in
the British Virgin Islands) and its bank accounts

the annual tax and registration payments for the Foundation and the transfer
company in Liechtenstein and the British Virgin Islands

1 also have taken note of the fact that LGT Treuhend AG and LGT Bank in
Liechtenstein AG accepts liability for any damage suffered by ourselves and or the
Foundation and its Beneficiaries due to any breach of duty of the members of the
Foundation Board delegated by LGT Treuband AG and LGT Bank in Licchtenstein

AG.

Yours sincerely,

i 6dhad

PSI-USMSTR - 008861
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P k bn Liechtenstain
LG Bank in Liechtensteln e ot Tectm e iR 338
1 Telcx BBY 222
A-3430 Vaduz
Aktenvermerk 12
Thema Frank Lowy

Verfasserin/Abt /Tel Peter Widmer / R22 / 1296
Datum 13, Marz 1997

Zur Eredigung W. Ospelt, PBA
E. Mattle, SF1
Dr. P. Tob, LGTT

Zur Kesntnisnahme S.D. Prinz Philipp von und zu Liechtenstein (Pt 3)
H. Nipp, GDV
Dr. K. Bichinger, GB2
W. Orvati, LGTT
H.W. Ritter, LGTT

Besuch bei: - Frank Lowy

- Josua Gelbard
Daturn/Ort: 12, Mirz 1997 in London
LGT: ~ Dr, Paolo Iob

- Wilfried Ospelt

- Peter Widmer

1. Der Entscheid zur Uberfihrung der Crofton VermGgenswerte von rund USD 55 Mia. (weiters
Betrige, dic bisher bei SBG waren, sollen folgen) ins PM ist definitiv gefallen. Die neue Struktur
steht, Stiftungsunteriagen und Mandatsvertrag sind unterzeichnet, und die Zwischengesellschaft ist
bestimmt (Stiftungsriite W. Orvati, H.W. Ritter, Dr. K., Bichinger, P. Widmer). Was wir jetzt noch
bendtigen, sind die U hriften der zeick berechti Personen anf den Verglitungsanfirs-

-gen.

2. Die Uberfitrung der Festgelder wird bei Filligkeit stattfinden. Die Anlagen im PM werden im
Laufe von 1 - 2 Monsten erfolgen. W. Ospelt wird defir verantwortlich zeichnen.

Ausgehandelt wurde gine All-in Fee von 0,7 %, wobei darin auch alle Kosten der LGT Treuhand
eingeschlossen sind. MLE. kann LGTT fur effektive Kosten plus eines Nominalbetrag fir deren
Bembhungen Rechnung an PM stelien.

3. Lowy scheint mit unserem Service sehr zufrieden gewesen zu sein und mbchte diesen Sommer

5.D. Prinz Philipp, Dr. K. Bichinger und P, Widmer zu einem speziellen Anlass nach London
einladen,

4, Westfield Intemnational mbehte wieder an die Bérse und hat dafir in den USA per voraussichtlich
7. Mai 1997 ein [PO vorgesehen.

l Permanent Subcommittee on Investigations
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LGT Bank in Liedttenstein
A Mamber of Lischtenstein Global Trust

Aktenvermerk 2/2

5. Wir haben nochmals versprochen, dass elle Unterfagen von Crofton vernichtet werden, soweit
diese aus rechtlichen Grilnden nicht aufbewalrt werden mi Crofton wird nach Obertrag der
Aktiven saldiert.

6, Die Adelphi-Aktiven werden uicht in die neue Struktur eingeschiossen.

7. Besten Dank an alle, die mit ihrer konstruktiven Mitarbeit diesen Abschluss ermbglicht haben.

Peter Widmer

RZ2feng - WOWDOC ~ 11LOA 09T - 0952 PS"USMSWR@‘OOBTBB
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[logo] LGT Trust LGT Trust Telepbone +4232352727
A Member of the Liechtenstein Global Trust Corporation Telefax +423 2352715
Staedtie 28 Internet
FL - 9490 Vaduz www lgt com/lgttreuhand
Principality of Liechienstein Email lgttrust@let.com
VAT # 50119
Memorandum for the file 1/2
Subject Frank Lowy
From / Tel. Peter Widmer / R22 / 1296
Date 13 March 1997
For follow-up: W. Ospelt, PBA
E. Mattle, SFI
Dr. P. Iob, LGTT
cc S.D. Prince Philipp from and to Liechtenstein (Pt 3)
H. Nipp, GDV
Dr. K. Baechinger, GB2
W. Orvati, LGTT

H.W.Ritter, LGTT

Visit by: - Frank Lowy

- Josua Gelbard
Date / Place: 12 March 1997 in London
LGT: - Dr. Paolo Iob

- Wilfried Ospelt

- Peter Widmer

1. The decision of the transfer of the Crofton assets, worth around USD 55 million (further amounts, that
were formerly with SBG, shall follow) is definitely cancelled in the PM. The new structure stands,
foundation documents and engagement contracts are signed, and the mediating company is determined
(board of directors W. Orvati, H.W. Ritter, Dr. K. Baechinger, P.Widmer). What we now will require, are the
signature of the signatory beneficiary person on the payment contract.

2. The transfer of the fixed deposits will take place at the payment date. The arrangernents in the PM will
follow after a duration of 1 — 2 months. W. Ospelt will be responsible for showing this.

R22/nig - LOWY2.doc — 03.13.1997 — 09,51 IDV 1403 C 0196
{logo} LGT Trust
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A Member of the Liechtenstein Global Trust
Memorandum for the file 2/2
An All-in Fee of 0,7 % was negotiated, where by all costs of the LGT Trust are included. M.E. can adjust for

effective costs plus a nominal amount for their service bill.

3. Lowy seems to have been very pleased with our service and would like to invite S.D. Prince Philipp, Dr.
K. Baechinger and P. Widmer to London this summer for a special occasion.

4. Westfield international would like to be listed on the stock exchange again and has scheduled in advance
an [PO in the USA on 7 May 1997.

[end of page 1]

5. We have promised once again, that all documents of Crofton will be destroyed, as long as will not have to
be protected for legal reasons. After the transfer of the assets, Crofton will be closed.

6. The Adelphi — assets will not be included in the new structure.

7. Many thanks to everyone, who with their constructive team work, have made this conclusion possible.

{sipnature]
Peter Widmer

R22 / nig -~ LOWY2.doc - 03.13.1997 - 09,51 IDV 1404 C 0196
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LGT Treuhand LGT Trouhand Telbton 41-75-236 27 27

Abeobr ot ot s fnpwlewr R
FL-8430 Vaduz

Aktenvermerk "

Thema Luperia Fonndation

Verfasserlin} / Tel.  pio
Datum 16. Mirz 1997 / pio
2ur Erledigung pio

Zur Kevntnisnahme  pio

Neugriindung Luperla Foundation / Meeting mit F.L. vom 12.3.97 / London

Das Meeting findet im Connaught Hotel, Mayfair, London statt. Anwesend sind F.L., dessen
Anwalt Joshua Gelbart sowie unsererseits Peter Widmer, Wilfried Ospelt und pic. Es wird fol-
gendes besprochen:

1. FL. ist zur Griindung entschlossen. Es ist jedoch besondere Vorsicht anzuwenden, da er
den australischen Stevesbehdrden nicht abnimmt, dass der Fall mit der Bezahlung der 25M
endgiiltig abgeschlossen ist. Die ganze Dolanmentation und Aufbau ist so abzufassen, dass
F.L. sowie dessen Anwilte in Australien vor Gericht bedenkenlos aussagen konnien.

2. Die Luperla ist eine Stiftung ohne Mandatsvertrag. Aufiraggeber ist J. Gelbart.

3. Die Griindung soll anhand der durch F.L. vorgelegten Dokumente erfolgen, welche entspre-
chend mit den Anwilten in Australien abgesprochen sind. J. G. und ich machen verschiede-
ne Vorschlige zur Erginzung der Dokumente. Es sind dies:

Statuten-

Emmachtigungsnorm zur Zuwahl eines Protektors
Arbitrage-Klausel

Beistatuten:

Nomination des Protektors sowic Festlegung von dessen Rechten und Pflichten

Einfohrung eines Letztbeginstigten

Einschréinlung betreffend alifiilliger Gesetzesinderungen in Liechtenstein hinsichtlich der
Auskunfispflichten gegentiber Behérden oder Dritten

4. Es wird die Vergabe eines Vermagensverwaltungsauftrages verabredet. J. Gelbart als Aufe
traggeber unterzeichnet das Belegexemplar.

5. Die Gelder sollen wvon Crofton via eine extra i{bernommene BVI-Gesellschaft
(Name:d2W €/} ) oberwiesen werden. Der Aufirag an LGT BIL fir Crofton muss von
Sinitus Treuhand in Ziirich erfolgen. Den Aufirag an Sinitus wird J. Gelbart veranlassen
(Beilage: Entwurf eines Schreibens an Sinitus/am 12.3.97 an J.G. iibergeben).

Permanent Subcommittee on Investigations
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LGT Treuhand
A Member of Uechtenstsin Global Trost

Aktenvermerk 212
Weiteres Vorgehen:

1. Grindung der Luperla Foundation veranlassen und Konti bei LGT BIL einrichten.

2. Ubemahme der BVI-Gesellschaft veranlassen und Konti bei LGT BIL einrichten.

3. Kontonummern an J. Gelbard mitteilen (pes Telefon, keine Schriftstiicke)

4, VV-Auftrag an LGT-BIL vergeben

5. Geldtransfer iberwachen

6. Instruktion von J. Gelbart betreffend Anderung/Erginzung Statuten/Beistatuten abwarten

L i0
16.

Luperla Foundation / AV 16.3.97

PSI-USMSTR - 008903
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{logo)L.GT Treuhand LGT Trust Teiephone: 41-75-235 27 27
A Member of Liechtenstein Global Trust Corporation Telefax; 41-75-235 27 15
Stadte 18 - 22 Telex: B8 92 27 bilt

FL-9480 Vaduz

172
Memorandum for the Record

Subject Luperla Foundation

Compiler / Tel.: Roger pio

Date: March 16, 1997 / pio
For action: pio
cc: pio

New Establishment Luperla Foundation / Meeting with F. L. of March 12, 1997/ London

The meeting takes place in the Connaught Hotel, Mayfair, London. In attendance are F. L., his
attorney Joshua Gelbart [sic), as well as from our side Peter Widmer, Wilfried Ospelt, and pio.
The following is discussed:

1. F. L. is resolute about the establishment. Special caution is to be used, however, since he
doesn’t believe the Australian tax authorities that the case with the payment of the 25 M is settled
for good. The entire documentation and assembly is to be done in such a manner that F. L. and his
attorneys can testify before court in Australia without hesitation.

2. Luperla is a foundation without engagement contract. Client is J. Gelbart.

3. The establishment is to be carried out by means of the documents presented by F. L., which
have been discussed with the attorneys in Australia accordingly. J. G. and I make various
suggestions for amendment of the documents. These are:

Laws:
Authorization standard for addition of a protector
Arbitrage clause

Bylaws:
Nomination of the protector as well as determination of his rights and duties
Introduction of a final beneficiary

Restriction regarding possible legal changes in Liechtenstein regarding the disclosure duties
toward agencies or third parties

4. The assignment of an asset-management contract is agreed upon. J. Gelbart as client signs the
file copy.

[initialed]
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[logoJLGT Treuhand
A Member of Liechtenstein Giobal Trust

Memorandum for the Record 212

5. The monies are to be transferred from Crofton via a specially taken-over BVI company (name:
Sewell [by hand]). The order to LGT BIL for Crofton has to come from Sinitus Trust in Zurich.

J. Gelbart will request the order to Sinitus. (Enclosure: Draft of a letter to Sinitus / handed over to
J. G.on March 12, 1997).

Further Approach:

1. Request establishment of Luperla Foundation and set up account at LGT BIL.
2. Request takeover of BV] company and set up accounts at LGT BIL.

3. Give account numbers to J. Gelbard [sic] (by phone, no papers).

4. Assign asset-management contract to LGT BIL.

5. Monitor money transfer.

6. Wait for instructions from J. Gelbart regarding change/amendment laws/bylaws.

LTV / pio
March 16, 1997

[initialed]

Luperla Foundation / Memo March 16, 1997
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Belegexemplar

Regulations
Luperla Foundation, Vaduz

Permanent Subcommittee on Investigations

EXHIBIT #41
PSI-USMSTR - 008838
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Based on the power contained in Art. 4 of the Statutes of Luperla
Foundation with seat in Vaduz, Liechtenstein, and zll other powers it
enabling the Board of Foundation hereby issueg’the following

REGULATIONS ay repliieinaud

P

e d thTn e [Fhae

The persons, companies or other entities from time to time notified in
writing to the Board of Foundation by the company {(Company) in
which Beverly Park Corporation, a company formed in Delaware,
United States of America on 3 January 1997, (Corparation) for the
time being holds any share and if there is more than one such com-
pany, then the company in which the Corporation last became a share-
holder before the notification (a certificate to that effect from any of-
fice bearer for the time being of the Corporation may be refied upon
by the Board of the Foundation) shali be within the class of distribu-
tees of the Foundation assets and the income therefrom, provided that
the Company for the time being or its legal successor may revoke any
such notification at any time by a further notice in writing to the
Board of Foundation, and provided further that no Company shall di-
rectly or indirectly become 2 distributee or benefit therefrom.

The Board of Foundation may pay to any one or more of the distribu-
tees appointed under 1. above, to the exclusion of any of the other
distributees, such portions or all of the Foundation assets or the in-
come therefrom at such time or fimes as the Board of Foundation shall
think fit in its absolute and uncontrolled discretion.

Any expenses and costs including legal costs, if any, related to the
maintenance and administration, the asset management, the execution
of the present Regulations and the dissolution of the Foundation shall
be charged to the income, if and when they become due, and only in
the event that the income does not cover sufficiently the aforemen-
tioned expenses and costs, to the Foundation assets.

At present there is no public, governmental or other supervisory
authority or agency or similar person or institution to supervise the
Foundation except as expressly provided for in the Statutes or
Regutations of the Foundation. If any such authority or agency is
introduced in Liechtenstein, the Foundation Board is to immediately
inform the Corporation accordingly.

The present Regulations shall have the same legal effects as the
Statutes. In case of differences between the Statutes and the
Regulations the provisions of the latter shall prevail provided they do
not violate any compulsory provisions of the Statutes.

oL 0N

Regulations of Luperla Foundation, Vadiz dated Aprit 30, 1997 PS"%MSTR - 008839
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The Board of Foundation may change, alter, amend or revoke these
Regnlations at any time.

Vaduz, April 30, 1997 £nyERSTANDEN: gg !
Approved: -

The Foundation Board:
Dr. Konrad Bachinger Peter Widmer
Hans-Werner Ritter Werner Orvati

Regulations of Luperla Foundation, Vaduz dated April 30, 1997 PS"%MSTR'OOSB“O
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Mamber of {echiznstein Global Trust

Aktenvermerk

Thema Luperia Foundation, Vadez ;
Verfasserin/Abt/Tel.  Peter Widmer/R22 /1296 A?e' Y
Datum 2. Mai 1997 \?“_

2Zur Erledigung g‘_f }é

o (M%&fa?)

Treffen mit:

- JH. Gelbard

30, April 1997 im Hotel Savoy, Ziirich

P. Widmer
R S :

1. Die Herren weren in Zirich um mit Sinitus Treuhand die Ubertrige der Vermogenswerte auf
Luperla vorzubereiten. Ich bin mit Ihnen das Vorgehen nochroals durchgegangen:

2) Ca. USD 54 Mio. (Saldxmﬁunbexms)phenmf!(mm Sewell bei uns (Anfirag kommt
von Sinitos); nnschhesscndvu'gﬁtetSewell(AnﬁngknmmeGrT)demgm
Laperia. v

b) Weitere rd. USD 3 Mio. werden durch Dritthankvergiitung bei Sewell (Konto LGT) eingehen,
wlch::bmﬁﬂsanfkmbanahbdlﬂvanngsbd(AmhagMTD.%G\;%\;g.
. g K Lan

¢) Crofton wird deren Konto bei Union Bank of Isracl, Tel-Aviv schiisssen lassen und Saido (ca.
USDOlNﬁm)meunmynllvugﬁtm;SewcﬂnhltmnhdiemBmngMbci
LGT (Aufirag LGT T).

Lupa:‘.asolldeSDZSO‘OOO — anf deren Konto (durch LGT T bereits extifnet) bei Union
Bank of Israel vergiten.

d) Des Konto Sewallist,y}l.s.l‘jm mm saidieren und die Gesellschaft zn I5schen. Aufirag
durch LGT T.

2. DwBeleguxcmplam"Rzgnlanms und “Statntes” der Luperla Foundation habe ich von §, Gelbard
gegenzeichnen lassen, diese lisgen diesem AV fiir P, Iob bel.

BeazGglich der Stiftung ist somit alles 1.0,

smoremmcmmmrenn | EXHIBIT #42 PSI-USMSTRH08864

l Permanent Subcommittee on Investigations
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LST Bank in Liechtenstein
A Mernber of Lecitenstein Global Tnst

Aktenvermerk 2/2

3. Bezfiplich Anlagesirategie und Fees bleibt alles beim alten Ertrag USD, All-in 70bp (siche AV
vom 23.1.1997).

Die neuen Tnvestitionsvorschiige habe ich tibergeben. Diese wurden geschdtzt und als 0. in
Empiang genotomen.
Nach Eingang der Gelder, vormussichtlich ab niichster Woche, resp. nach Aunslaufen der Festgelder

Junn it dem Anlageprozess begomnen werden, wobei ich nochmals festpehalten habe, dags es bis
zux vollen Investition 1-2 Monaie danem kann,

4, Ich bitte die Geldfilsse mit E. Matfle za koordinieren.
5. Nach Abschluss dicser Transaktionen sollen dann definitiv alle Unteriagen von “Crofton™ und

"Jelnav" vernichtet werden, soweit dies aus rechifichen Grinden mbglich ist. Ick bitte Dr, Iob um
Bestatigang der Briedignng bis 30.6.1997.

Beilsge fir Dr. Tob

AL RO 55 o PSI-USMSTR.:008865
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isamp:] COMPLETED

[logolLGT Treuhand LGT Trust Telephone: 075 235 11 22
A Member of Liechienstein Global Trust Corporation Telefax: 075 235 15 22
Hemengasse 12 Telex: BBS 222

FL-94390 Vaduz

1/2
Memorandum for the Record
Subject Luperla Foundation, Vaduz
Compiler / Tel.: Peter Widmer / R22/ 1296 {by hand:] filegible initials] — cpr
Date: May 2, 1997 Y1 (and file?)
[initialed]
For action: Dr. P, Iob, LGT Trust
Wilfried Ospelt
E. Mattle
ce: H. Nipp

Dr. K. Béchinger

Meeting with: - David Lowy

- J. H. Gelbard
Date: April 30, 1997 in the Hotel Savoy, Zurich
LGT Bank: - Wilfried Ospelt

- Peter Widmer

[The top half of this page is struck through by hand ]

1. The gentlemen were in Zurich to prepare with Sinitus Trust the asset transfers to Luperla. [
reviewed the approach with them once more:

a) Around USD 54 million (balance Crofton with us) are going to the Sewell account with us

(assignment from Sinitus); subsequently Sewell pays (assignment from LGT T) the amount 1o
Luperia.

b) An additional roughly USD 3 million will go to Sewell (account LGT) through third-bank
payments, which are likewise to be paid to account Luperla at LGT (assignment LGT T).
[by hand:] — CHF 3.& willion according to K. Ulrich

c) Crofton will close its account with Union Bank of Israel, Tel Aviv and send balance (around

USD 0.2 million) to account Sewell; Sewell also pays this amount to Luperla at LGT (assignment
LGTT).

ABT/kz LUPERTA[sic).dos- May 2, 1987 — 10,01 DV 1403-C-D185
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{logojLGT Treuhand
A Member of Liechtenstein Global Trust

Memorandum for the Record 212

Lupertla is then to remunerate USD 250,000.00 to its account (already opened by LGT T) with
Union Bank of Israel.

d) The Sewell account is to be closed on May 31, 1997 and the company to be dissolved.
Assignment through LGT T.

{all ¥ by hand]

2. T have had the file copies “Regulations” and “Statutes™ of the Luperla Foundation counter-
signed by J. Gelbard; these are attached to this memo for P. Iob.

Regarding the foundation, everything is herewith in order.

3. Regarding investment strategy and fees everything remains the same: proceeds USD, all-in 70
bp (see memo of Jan. 23, 1997).

[ have turned over the new investment suggestions. These were appreciated and received as in
order.

After in payment of monies, probably starting next week, or after the fixed deposits run out, the
investment process can be started, whereby I stated once more that it can take 1 ~ 2 months for
full investment.

4. I request that the money flows be coordinated with E. Mattle.

5. After completion of these transactions, all documents from “Crofton” and “Jelnav” are
definitely to be destroyed, insofar as this is legally possible. I ask Dr. Iob for confirmation of
completion by June 30, 1997.

[signed]

P. Widmer

Enclosure for Dr. Iob
[not at hand for translation}

ABT/AKz LUPERTA[sicl.doc- May 2, 1997 ~ 10,01 DV 1403-C-0195
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ERLLUIL ¢
Linchtenstsin Barik i echitenstein dedon 075 235 11 22
m&mwm ) wﬂ‘:ﬂw:‘u ;ﬂsg’g“gn

f-9450 Vaduz

Aktenvermerk 11

Thema._ Yuperia Foundation, Vadus
Verfasserin/Abt/Tel. Peter Widmer /R22 / 1296

Datwm 14, Mai 1997
Zuy Ededigung
2Zur ¥eswtnisnahme H.
Dr. K Bichinger
Dr., P. Iob, LGT Trenhand
Wilfried Ospelt
KD

Im Anschinss sn meinen AV vom 2, Msi 1997 mbchte ich mitieflen, dass die Ubertrige dex Verms-
auf die Luperla Foundation abgewickelt wurden. Nach Abschiuss dieser Transakftionen

verfligt dic Loperia Foundation iber Guthaben von USD 54,7 Mio. und CHF 3,6 Mio.

Der Investitionsprozess hat bereits angefangen und wird bis zum Abschiuss in bezng anf das richtige

Titning der Anlagen noch cine geravme Zeit dauern,

Wit in obigem AV erwahat, werden wir per Ende Mai veranlassen, dass die alten Konti geschlossen

werder. Offcn bletht darum nor noch die Bestitipung von Dr. Ioh, dass die alten "Crofton” nnd
"Jelnav® Akien bei LGTT eatfernt wurden.

~

P. Widmer

IPermanem Subcommittee on Investigations

— — EXHIBIT #43 PSI-USMSTR - 008883




327

COMPLETED (stamped]

{logo} LGT Bank in Liechtenstein LGT Bark in Liechtenstein Telephone 075 235 11 22
A Member of Liechtenstein Glabal Trust Corporation Fax 07523515 22

Herrengasse 12 Telex 889 222

FL-9450 Vaduz
Memorandum for the File 171
Topic: Luperia Foundation, Vaduz
Author / Tel.: Peter Widmer / R22/ 1296
Date: 14 May 1997

For Follow-Up:

To the Attention of: ~ H. Nipp
Dr. K. Bichinger
Dr. P, Tob, LGT Treuhand
Wilfried Ospelt
KD

1 would like to disclose, in connection to my memorandum for the file from 2 May 1997 that the transfer
of assets to the Luperla Foundation has been carried out. Upon completion of this the Luperla
Foundation will have assets of USD 54.7 Mil. and CHF 3.6 Mil. at its disposal.

The investment process has already begun and, with reference to the right timing of the investments, will
take a fairly long time until completion.

As mentioned in the above mentioned memorandum for the file, we will arrange as per the end of May

for the old accounts to be closed. Therefore, all that remains outstanding is the confirmation from Dr.
lob that the old “Crofton” and “Jelnav™ shares at LGTT have been removed.

[signature)

P. Widmer
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Aktenvermerk "
e i el Services Lid, B.V.L
Verfasser{in} / Tdl. NMU
. 23. Oktober 1997 / nmn smmmmann = Redacted by the Permanent
' Subcommitiee 01 Investigatians 1
Zur Erfedigung

Zur Kenntrisnahme RT,EVO

Herr Elmar Mattle (arbeitet bei Peter Widmer, wdd:erSummmwnLupahFomdmmunddm
Koutakt zum Aufiraggeher hilt) von der LGT BIL ruft an nnd teilf fhigendss mir

Von einer Gesallschaft pamens Crofton, welche das Konto bei der LGT BIL bat werden ca. USD
30°000.~ anf das Komto der Sewell Services Lid.  wramsfeviert (Sewell Services Lod ist die
Tochtergesellschaft der Lupesiz Stiftomg). Ich habs e Exbffimg cines USD-Kontos veranlasst =>
@ENE'SD). Von der Sewell soll dieser Betrag danm auf das Konto der Laperia vergitet werden,
Dies wurde auscheinend schon Gfters so gemacht.

Nach Durchsicht der Aktem stefle ich fest, dass vom Konto der Sewell am 7.5.1997 USD 54.7 Mio. und
CHF 3.6 M. sowie am 12.5,1997 USD 211°000.— mitiels Vﬁgﬁhmgsmﬁmmandml.npeda

ﬁbuwmwmdm,ohneNmmgdnAuﬁmggebus.Amlﬁj 1997 wurde damn die
bei dor LGT BIL geltischt.

EVO/RT bitte mit ORV Kontakt anfnchmen, o Hintergrondinformationen fiber die gesarnte Straktur
zu erfahven. Falls ORV micht informiert sein soltte, an Peter Widmer gelangen.

Femer sind noch folgends Pendenren offen:

helig® Belepexemplare der Statuten und Beistatuten wurden noch nicht unferzeichnet (=> worden am
25.4.97 an Herrn Widmer zor Weiterdeitung an Konden gesandt)
e Dic schriftliche

Bestifipnng, bar. Akicovemichtong der Unterlagen Crofion/Yelnarf der
Rechtsabteitung LGT BIL st noch héngig (s. Av PIO v, 3.7.97)

Stifungsrate der Luperle stnd: Dr. Bachinger

LY

Werner Orvati
Hans-Werner Riter

Permanent Subcommittee on Iovestigations

EXHIBIT #44

PSI-USMSTR - 008896
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[fogo]
LGT Trust LGT Treuhand Telephone 41-75-235 27 27
A Member of Licchtenstein Global Trust Corporation Tefax 41-75-23527 15

Stadtle 18-22 Telex BB 9227 bilt

FL-9490 Vaduz Email  lstrus@leeiolli

Principality of Liechtenstein 100653,2664 CompuServe
Memorandum for the File 11
Concerned lssues Luperia Foundation / Sewell Service Ltd. B.V.I.
Author / Tel, NMU

- 10221997 frms semsmnna = Redacted by the Parmalnen.(
Subcommittee on Investigations l

For Follow-Up

For the informationof ~ RT, EVO

Mr. Elmar Mattle (who works with Peter Widmer, 2 member of the board of trustees of the Luperla Foundation,
who maintains contact with the client), from the LGT BIL, calls and communicates the following:

Approximately 30,000.~ is being transferred from a corporation named Crofton, which has the account at the
LGT BIL, to the account of the Sewell Services Ltd. (Sewell Services Ltd. is the subsidiary of the Luperla
Foundation). I have brought about the opening of a USD account => (Sl USD). This amount shall then
be paid to the account of the Luperla from the Sewell. This has apparently already been done on many occasions.

After review of the files T establish that on 05.07.1997 USD 54.7 million and CHF 3.6 million, and on 05.12.1997
USD 211,000.--, was transferred from the account of the Sewell to the Luperla by means of authorized payment
orders, without mention of the client. Then, on 05.16.1997, the account relationship at the LGT BIL was cancelled.

EVO/RT, please establishment contact with ORV to procure background information concerning the entire
structure. If ORV does not have this information, make a request with Peter Widmer.

Furthermore, the following pending items are left open:

- File copies of the statutes and bylaws have still not been signed (=> were sent to Mr. Widmer on
04.25.1997 to be forwarded to the client). completed

- The written authorization regarding file destruction of the Crofton/Yelnarf documents of the LGT BIL
legal department is still pending (see memo PIO dated 07.03.1997). P

Members of the board of trustees of the Luperta are: Dr. Béchinger
Peter Widmer
Werner Orvati
Hans-Wermner Ritter

[signature]
Natalie Miiller
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Waﬂm okl Tust Mdmien m B2

Firstertum Lischianstein k! CompuSene
Aktenvermerk 1

~Thema ‘Faperis Foundation; Vadur (' Luperia®)

Verfasserfin) / T em/ 2621
Datuen 29. Januar 1998
2ur Eredigung

Zur Kenptrisnahime ’mpﬁ'

Besprechung vom 28.01.1998 mit Herm Peter Widmer (wp) in Bendern

Anfasslich unserer Besprechung erlfinfert wp im wesentlichen die Hintergriinde der Luperla.
Hinter dieser Stiftung steht Herr Frank P. Lowy, einer der reichsten Minner Australiens
(Hauptaktiondr und Chairman der Westfields Holdings, verdient ca. USD 5,5 Mio p.a.=Rang
2 in Australien), Privatvjermogen dber mehrere Milliarden USD). Seine drei Sohme, chenfills
in der Westfields in Top-Positionen tatig, sind wp ebenso persénlich bekannt.

Das Stiftungsvermogen soll sich auf ca. 100 Mio. USD belaufen und stammt aus einer realtiv
komplexen Transaktion, die zum Ziel hatte, die borsenkotierten Akfien der Westfields wieder
in Famileinbesitz zuriickzufithren, was schiiesstich anch gelomgen ist.

ORYV hat angeblich mitgewirkt und ist im Detail dariiber informiert. Es sall sich wp zufolge um
keineriei "Risikogelder” handeln.

Das Wesentliche unseser Beosprechung ist, dass der Kiient diese Gelder nicht offizicll in sein
australisches Vermbgen zuriickfohren kann Es bleibt somit in der Stiffung und wp ist
iberzeugt, dass sich daran auch nichts #ndem wind, solange das PMi-Mandat ordentlich
ausgefiibrt wird. Das Mandat ist als eines der prossten Geschifte der LGT BIL einmstofen
(hat bisher ca 7 Mio CHE gebracht!), Gerade deshalb ist darauf zu achten, dass keine
Belastungen oder Transaktionen Gber dss Lupera-Konto getitigt werden, die den Klienten
grundsatzlich "nervs” machen.

Ich versichere wp, dass dies nicht mebr geschehen werde (5. VG iiber USD 600,— unter
namentficher Anfiibrung der Sewell). Ich werde sen, dass jede Transaktion vor
Ausfubrung wp vorgelest wird. /f /T i1 nofiest frae.,

Beziiglich der Sewell informiere ich wp, dass die Streichung veranlasst wurde.
Was die Riickvergitung der shpebuchten USD 600,~ Trident-fees betrifft, so wird wp diese

bei Herr M. Knecht veranlassen. Die Rickvergiitung seitens der Trident ist auf ein internes
Tra{handkomogutmsdra‘umundm%spmdxemhMKnenhtmLGTBmwétd-

mleften.
LTV
VoY 5 WPLIP
Permanent Subcommittee on Investigations

EXHIBIT #45 PSI-USMSTR - 008901
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[fogo}
LGT Trust LGT Treuhand Telephone 41-75-23527 27
A Member of Liechtensizgin Global Trust Corporation Tefax 41-75-23527 15
Stadtie 18-22 Telex 889227 bilt
FL-9490 Vaduz Email  lgtrust@igtt ol Ji
Principality of Liechtenstein 100653,2664 CompuServe
Memorandum for the File 11
Concerned Issues Luperla Foundation, Vaduz (“Luperia™)
Author / Tel. erm /2621
Date 01.29.1998

For Foliow-Up

For the information of ~ nmu [initialed], pfr

Meeting on 01.28.1998 with Mr. Peter Widmer (wp) in Bendem

On the occasion of our meeting, wp provides basic background information of the Luperia. Behind this
foundation is Mr. Frank P. Lowy, one of the richest men in Australia (primary shareholder and chairman of the
Westfields Holdings, earning approximately USD 5.5 million annually = second place in Australia, with private
assets of several billion USD). His three sons, likewise active in top positions of the Westfields, are just as well-
known to wp.

The foundation assets shall come to the amount of approximately USD 100 million and originate from a relatively
complex transaction, with the goal of bringing shares listed in the stock market back into the family’s possession,
which was successfully completed.

ORYV apparently assisted in this and is informed of the details. According to wp, no activities involving “risk
money” are to be involved.

The substance of this meeting is that the client cannot officially bring these funds back into his Australian assets.
Therefore, they remain in the foundation and wp is convinced that nothing along these lines will change, so long
as the PM-mandate is properly conducted. The mandate is to be classified as one of the largest business affairs of
the LGT BIL (has up to this point brought in CHF 7 million!). For exactly this reason it must be ensured that no
fees or transactions occur through the Luperta account that make the clients “nervous” in principle.

I reassure wp that this wili no longer occur (see assets fee of USD 600.-- under quotation of the name “Sewell”). I

will determine that every transaction be presented to wp before being carried out. noted again in F4 /
{initialed]

As concerns the Sewell, I inform wp that the abatement has already been initiated.

Mr. M. Knecht will determine what the written-off USD 600.-- Trident fees concern (which are being repaid). The
repayment is to be credited to an internal trust account on the part of the Trident and to be continued after
consultation with M. Knecht.

LTV/em
01.29.1998
[signature}
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6T Treuhand Teldon  +423 352727
LGT Treuhand Akfiengeseltschaft m +H4B3 28527 15
A Member of Liechtenstein Global st e | omgmbnd
MWSTNL 50119
Aktenvermerk 1n

Thema LUPERLA STIFTUNG

Verfasser{in} / Tel Werner Orvati /ORV (Sandra Schneider /ssn/2640)
Datumn 26, Juni 2001

Zur Erledigung

2ur Kenrtnisnahme an D, K. Bachinger

2 e

Beiliegend Kopien aus der Zeit der Errichtung von Luperla Foundation:

1. Herkunft der Mittel

Aus diesen Aktenvermerken, wie anch aus meiner Erinnerong ergibt sich, dass die
Mitte! der Loperia Stifhtmg aus einer Kreditfinanzierung der LGT Benk in Liechten-
stein stammen, die seinerzeit fiber eine Gesellschaft Crofton abgewickelt wurde.
Aus den beiliegenden Aktenvermerken ergibt sich, dass die Instruktionen betref-
fend Crofion von Sinms Treuhand, Zirich, erteilt wurden. Ich bin davon ausge-
gangen, dass Crofion bei Dr. Karlheinz Ritter verwaltet worden sei.

2. Beginstigung

Hinweise betreffend die Interpretation der Beistatuten betreffend Nomination von Be-
gimstigten bei Vorliegen von Instruktionen durch die Company oder im Falle des Wi-
derrufs solcher Instruktionen oder i Falle des Fehlens solcher Instruktionen, habe ich
in den Akten nicht gefunden. Ich gehe davon sus, dass Instruktionen betreffend die
Nomination von Begfinstigten durch die in den Beistatoten aufgefthite "Company™
gemacht werden, falls diese Instruktionen widerrufen werden oder micht vorhanden
wiiren, knnte sich der Stiftungsrat auf Instruktionen abstiitzen, welche durch diejeni-
ge Gesellschaft gegeben wiirde, von welcher Beverley Park Corp. zuletzt Aktien er-
worben héite.

Auns den Aktenvermerken ist eindeutig ersichtlich, dass gemiss Stifterwille FL und
seine drei SGhne DL, PL und SL wirtschafitich begiinstigt werden sollen. AV von Pe-
ter Widmer vom 23.01.1997, S. 2, Linie 4.

In den Aktenvermerken wird anch die bei uns fiber Jahre gefiihrte Struktur "Yelparf®
erwahnt,

Beilagen:
Aktenvermerke vom 27.11.1996 - 29.01.1998

Permanent Subcommittee on Investigations

EXHIBIT #46 PSI-USMSTR - 008897
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LGT Trust LGT Trust Telephone  +423 235 27 27

A Member of Liechtenstein Giobal Trust Corporation Fax +423 23527 16
Stadtle 28 internet
FL-9490 Vaduz www gt com/igttreuhand
Principality of Liechtenstein E-Mail Igttrust@igt.com
VAT-No. 50119

Memorandum for the File 11

Topic: LUPERLA FOUNDATION

Author / Tel.: Wemer Orvati / ORV (Sandra Schneider / ssn/2640)

Date: 26 June 2001

For Follow-Up:

To the Attention of:  Dr. K. Bachinger

Dr. E. Miiller

Copies

1.

from the time of the Establishment of the Luperla Foundation attached:

Origin of Funds

The result from these memorandums for the file as well as from my memory is that the funds of
the Luperla Foundation stem from a credit financing of the LGT Bank in Liechtenstein that at
the time was carried out through a company Crofton. The result from the attached
memorandums for the file is that the instructions regarding Crofton were issued by Sinus
Treuhand, Zitrich. I assumed that Crofton was being managed by Dr. Karlheinz Ritter.

Benpefit

1 didn’t find information regarding the interpretation of the by-laws with regard to the
nomination of beneficiaries upon presentation of instructions by the Company or in the case of
revocation or absence of such instructions in the file. I assume that instructions regarding the
nomination of beneficiaries will be made by the “Company” listed in the by-laws, if these
instructions are revoked or don’t exist, the foundation board can support itself on instructions
that are given by the company from which Beverley Park Corp. last acquired shares.

1t is explicitly apparent from the memorandums for the file that, in accordance with the intention
of the founder, FL and his three sons DL, PL and SL are to be financial beneficiaries.
Memorandum for the file from Peter Widmer from 01.23.1997, page 2, line 4.

The memorandums for the file also mention the “Yelnarf” structure which we’ve been

conducting for years.

Attachments:
Memorandums for the file from 11.27.1996 - 01.25.1998
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Thema LUPERLA FOUNDATION, VADUZ
Verfasser{in} / Tel. Dr. Erik Miiller
Datum 16. Juli 2001 / nmu

zur Erledigung /&46{( Q‘_\&Z* fe 2t / Mot og

A
Zur Kenntnisnahme  Dr. K. Béchinger, lic. oec. HS % Orvati, Dr. N. Feuerstei -

3.2 O

Bestellung von moglichen Begiinstigten bzw. Vornahme von Ausschiittungen an Begiin-
stigte unter Beriicksichtigung der geltenden Stiftungsstatuten und Regulations sowie des
Stifterwillens:

1. Gesellschafisrechtlich massgebende Bestimmungen

1.1. Gemiss Art. 5 der geltenden Statuten bestimmt der Stiftungsrat im Rahmen der
Reglemente fiber Ausmass und Art von Aunsschiittungen an die Stiftungsbeglinstigten.
Femer werden "Beglinstigte der Stiftung und der Inhalt der Begiinstigung [...] vom
Stiftungsrat bestimmt. Die nihere Regelung erfolgt in einem eigenen Beistatut.”
(Art. 4). Der Begriff des Beistatuts wird synonym mit dem des Reglements verwen-
det. Die Englischversion nennt "Regulations”, welche rechisgiiliig erlassen wurden.

1.2. Auch die statutarische Zweckdefinition unter Art. 3 sieht vor, dass die Stiftung
(tber den eigentlichen Stiftungszweck gemiss Abs. 1 hinaus) "in Auslegung der Re-
glemente auch Zuwendungen an natiirliche oder juristische Personen sowie Institu-
tionen etc. machen" kann.

1.3. Schliesslich ist gemiss Art. 11 der gelienden Statuten, welcher unter anderem
die Stiftungsaufldsung regelt, der Stiftungsrat "jederzeit berechtigt, durch einstimmi-
gen Beschluss die Stiftung aufzuldsen." Ferner ist bei der Aufldsung der Stiftung
“das Stiftungsvermdgen nach Massgabe der Beginstigungsbestimmungen [in der
Englischversion: Regulations] zu verwenden."

1.4. Damit kommt den Begiinstigungsbestimmungen auf jeden Fall - sei es im Fall
einer vollumfinglichen und endghiltigen Ausschiittung des Stiftungsvermdgens mit
anschliessender L&schung der Stiftung oder im Zuge einer Verwendung des Stif-
tungsvermdgens im Sinne des Art. 11 der Statuten - eine zentrale Bedeutung zu. Um-
so mehr als den Regulations unter Art. 5 derselben grundsatzlich dieselbe Rechts-
kraft wie den Statuten und im Fall entgegenlaufender Bestimmungen das grdssere
Gewicht beigemessen wird.

I Permanent Subcommittee on Investigations
XHI #4 I '
EXHIBS PSI-USMSTR - 00%37
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2. Regulations

Die Begiinstigungsbestimmungen sehen fir die Vomahme von Ausschiittungen zwei zwin-
gende Schritte vor:

2.1. Notifikation(en)

Grundsitzlich werden mégliche Begiinstipte ("members of the class of distributees™)
durch eine Gesellschaft ("Company"), an welcher die am 3. Januar 1997 gegriindete
und in Delaware/USA domizilierte Beverly Park Corporation ("Corporation®) beteiligt
ist, dem Stiftungsrat bekanntgegeben/notifiziert. Ist die Corporation an mehreren
Companies beteiligt, fallt diese Bestellungskompetenz jener Company zu, an welcher
die Corporation vor der Notifikation zuletzt Beteiligung genommen hat.

Begiinstigte konnen "persons, companies or other entities” sein.

Zwingende (kumulative) Voraussetzungen fiir die Aufnabme in den Kreis der Begiin-
stigten sind, dass

¢ die Company selbst weder direkt noch indirekt begiinstigt ist (somit kann sie ge-
wissermassen als "excluded person” betrachtet werden) und dass

» eine (bereits erfolgte) Beginstigtenbestellung durch die Company oder deren
Rechtsnachfolger jederzeit durch schrifiliche Miiteilung an den Stiftungsrat wider-
rufen werden kann.

2.2. Ausschiittung(en)

Besteht ein nach den oben beschriebenen Bestimmungen bestellter Beglinstigtenkreis,
liegt es im uneingeschriinkten Ermessen des Stiftungsrats ("absolute and uncontrolled
discretion"), eine oder mehrere Ausschiittungen zu Gunsten eines oder mehrerer Be-
giinstigten ("member of the class of distributees") zu titigen.

3. Stifterwille

Die Aktenlage dokumentiert den Stifterwillen dahingehend, dass der wirtschaftliche
Stifter und dessen drei S6hne wirtschaftlich begiinstigt werden sollen (siche auch Ak-
tenvermerk von Herm Orvati vom 26. Juni 2001). Zu einer erwiinschten Begiinsti-
gungsreihenfolge, verschiedenen Begiinstigtenquoten, zeiflichen Rahmen oder Begiin-
stigungsumfang liegen - mit Ausnahme der Bestimmungen von Statuten und Regula-
tions - keine Hinweise vor. Die Existenz eines schriftlich zum Ausdruck gebrachten
Stifterwillens in der Form eines Letter of Wishes (Side Letter, Record of Intent) geht
aus den Akten nicht hervor.

PSI-USMSTR - 0(%\8
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4. Couclusio

Die gegenstindliche Stifftung wurde in der Form einer "Discretionary Foundation" ausge-
staltet, wobei ein Letter of Wishes nicht vorliegt.

Die statutarischen Bestimmungen definieren einen sehr weitreichenden Zweck und sehen
keinen bestimmten Begiimstigtenkreis vor, sondem verweisen auf mogliche Reglemente
bzw. Beistatuten, die die ordentliche Begiinstigung regeln.

Die bestehenden Regulations schreiben eine klare Vorgehensweise mit zwei getrennten
Kompetenzbereichen sowie bestimmte Voraussetzungen vor:

4.1. Die Notifikationskompetenz liegt bei der Company, wobei keine Kriterien zur
Auswahl moglicher Begiinstigter ("members of the class of distributees”) festgelegt
wurden. Hingegen gibt es zwingende Voraussetzungen fiir eine solche Notifikation:

Schriftlichkeit;

Adressat ist der Stiftungsrat;

Company darf nicht direkt oder indirekt begiinstigt sein;
Notifikation muss (auf schriftlichem Wege) widerruflich sein;

Beziiglich der notifizierenden Company sind folgende Voraussetzungen gegeben:

» die Corporation muss an der Company beteiligt sein;

» falls mehrere solcher Beteiliguogen bestehen, muss die notifizierende Company
die vor der Notifikation zuletzt erworbene sein;

4.2. Die Ausschiittungskompetenz wurde uneingeschrénkt und vollumfinglich dem
Stiftungsrat zugewiesen ("absolute and uncontrolled discretion™).

5. Masspnahmen
5.1. Im vorliegenden Fall wurden bereits folgende Massnahmen gesetzt:

e Zickularbeschluss vom 25. Juni 2001, die Stiftung im Hinblick auf eine
endgiiltige und vollumfzngliche Ausschiittung in Liquidation zu setzen, da
diese danach den Stiftungszweck nicht mehr erfiillen kann sowie sémtliche
Vermdgensanlagen in liquide Form zu bringen;

s entsprechende Veranlassung bei der depotfiihrenden und vermégensver-
waltenden LGT Bank in Liechtenstein AG;

* entsprechende Benachrichtigung des ORA als Stiftungsregister,

5.2. Im Hinblick auf 0.a. Ausschiittung sollte Folgendes schriftlich vorliegen:

s Notifikationsschreiben der Company wie oben ausgefiihrt;

PSI-USMSTR - 008870
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* Rechtsgiiltiger Nachweis der Corporation dariiber, dass sie an der Company
beteiligt ist und dass die Company die vor dem Notifikationsdatum zuletzt
erworbene Beteiligung ist;

»  Geeigneter Nachweis daritber, dass die Company nicht direkt oder indirekt
besiinstiat

s (Formeller) Stiftungsratsbeschluss iber die Deutung des Stifterwillens;

» Stiftngsratsbeschiuss iber Umfang der Beginstigung und Ausschiit-
tungsmodalitéiten;

» Einverstindnis des wirtschaftlichen Stifters, sofern er nicht selbst vollum-
fanglich in den Genuss der Stiftungsreinvermdgens kornimnt;

Abschliessend und der Vollstindigkeit halber sei darauf hingewiesen, dass keine Unabinder-
lichkeitsklansel in den geltenden Stiftungsbestimmungen vorgesehen ist, der Stiftungsrat ge-
miss Art. 11 der Statuten-dieselben.jederzeit .abdndern und gemdss Art. 6 der Regulations
auch diese abéndern, vervollstindigen oder widerrufen kann, wobei gleichzeitig der Stifter-
wille grundsétzlich seine Beriicksichtigung zu finden hat.

RIS

PSI-USMSTR - 008869
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Concerned Issues LUPERLA FOUNDATION, VADUZ

Author / Tel. Dr. Erik Miiller

Date 07.16.2001 / nmu

For Follow-Up
already delivered/ 07.18.2001
For the information of ~ Dr. K. Béchinger, lic. oec. HSG W. Orvati, Dr. N. Feuerstein [initialed]

regard to the

1. Authoritative stipulations ander company law

1.1. According to Article 5 of the effective statutes, the board of trustees determines the size and type of
disbursement to the beneficiaries of the foundation in the framework of the regulations. Furthermore,
the “beneficiaries of the foundation and the content of the benefit (...} are determined by the board of
trustees. The more detailed specifications are to resuit from their own bylaw.” (Article 4). The terms
of the bylaw are synonymous with those used in the regulations. The English version names
“regulations” [English], which were issued with legal force.

2.2. Also, the statutory definition of purpose under Article 3 specifies that the foundation (by virtue of its
own foundation purpose, according to Paragraph 1 forward) can “also make donations to natural or
Jjuridical persons as well as institutions through the issue of regulations.”

3.3.Finally, according to Article 11 of the effective statutes, which govern the dissolution of the
foundation, among other things, the board of trustees of the foundation is “empowered at any time to
dissolve the foundation by means of a unanimous resolution.” Furthermore, upon the dissolution of
the foundation, “the assets of the foundation are to be utilized under the authority of the regulations of
benefit (in the English version: regulations).”

4.4, Thus the regulations of benefit assume a central meaning in any case - be it in the case of a complete
and final disbursement of the assets of the foundation with the subsequent dissolution of the
foundation or of the process of utilization of the assets of the foundation according to the terms of
Article 11 of the statutes. The same legal force is imputed [to the above-mentioned regulations] as to
the statutes, even more than to the regulations under Article 5 (of the regulations), and in the case of
contradictory regulations, greater importance is imputed [to the above-regulations].
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3.

2. Regulations

The regulations of benefit require two mandatory steps for the execution of disbursements:

2.1. Notification(s)

The board of trustees must categorically be notified of the identities of possible beneficiaries
(“members of the class of distributees” [English]) through a corporation (“Company” [English]), of
which the Beverly Park Corporation (“Corporation” [English]) has shares; the Beverly Park
Corporation was founded on 01.03.1997 and is domiciled in Delaware / USA. If the “Corporation™
holds several “Companies,” then the capacity to designate falls to that company of which the
“Corporation” most recently took up shares before the notification.

Beneficiaries can be “persons, companies, or other entities” [English].
Mandatory (cumulative) premises for entry into the exclusive group of beneficiaries are that

- the “Company” itself is neither directly nor indirectly befiefited (therefore it can be specifically
regarded as an “excluded person” {English}), and that

- an (already effective) designation of beneficiary can be revoked by the “Company” or its Jegal
successors at any time by means of written message to the board of trustees.

2.2.Disbursement(s)

If there does exist an exclusive group of designated beneficiaries as described above, then it falls to
the unrestricted discretion of the board of trustees (“absolute and uncontrolled discretion” [English])
whether to effect one or more disbursements in favor of one or more beneficiaries (“member of the
class of distributees™ [English]).

Intent of the benefactor

The records document the intent of the benefactor to the effect that the economic benefactor and his three
sons shall be financial beneficiaries (see also memo from Mr. Orvati dated 06.26.2001). No directions exist
pertaining to desired succession of beneficiaries, different beneficiary proportions, time frames, or extent of
benefit - with the exception of the stipulations of statutes and regulations. The existence of the intent of the

benefactor, brought to written expression in the form of a Letter of Wishes (Side Letter, Record of Intent),
does not appear in the files.
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4. Conclusion

The above-described foundation was structured in the form of a “Discretionary Foundation”, whereupon a
Letter of Wishes is not present.

The statutory stipulations define a very far-reaching purpose and specify no certain group of beneficiaries, but
rather refer to possible regulations and/or bylaws that regulate the proper benefit.

The existing Regulations prescribe clear proceedings with two divided realms of competence as well as certain
requirements:

4.

. The capacity of notification rests with the Company, whereby no criteria were established for the
selection of possibie beneficiaries (“members of the class of distributees™). On the other hand, there
are mandatory requisites for such a notification:

- Written Form

- Addressee is the Board of Trustees

- Company may not be directly or indirectly benefited
- Notification must be revocable (by written means)

Concerning the notifying Company, the following requisites are given:

- the Corporation must be a shareholder of the Cornpany

- if several such holdings exist, then the notifying Company must be the last acquired before the
notification

4.2. The capacity for disbursement was allotted completely and without restriction to the board of
trustees (“absolute and uncontrolled discretion™).
5. Proceedings
5.1.1In the case at hand, the following proceedings have already occurred:

- Circular resolution dated 06.25.2001, regarding a complete and final disbursement, to place the
foundation in liguidation (since it can no longer fulfill the purpose of the foundation after this),
and to bring all investments of assets into liquid form;

- Corresponding initiation at the custodiat (for the depot) and asset-managing bank, the LGT Ban}
in Liechtenstein AG; .

- Corresponding notice in writing from ORA as a foundation record

5.2. With regard to the above-listed disbursement, the following should be in our possession in writing:

- Letter of notification of the Company as listed above;



341

[logo]
LGT Trust

Memorandum for the File 4/4

- Legal verification from the Corporation attesting that it is a shareholder of the Company and that
the Company is the holding last acquired before the date of notification;

- Proper verification aftesting that the Company is neither directly nor indirectly benefited;

- (Formal) resolution of the board of trustees concerning the interpretation of the intent of the
benefactor,

Consent of the economic benefactor masmuch as he does not himself exclusxvely receive the
complete benefit of the net assets of the foundation.

In conclusion and for the sake of completeness it is established that no immutable stipulation is specified in the
effective regulations of the foundation, that that board of trustees can alter the statutes at any time according to
Article 11 (of these statutes), and that it can alter, supplement, or revoke these according to Article 6 of the
Regulations, whereby the intention of the benefactor as a rule must always be taken into consideration.

{signature]
Dr. Erik Miilier
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Verfasser(in) / Tel, Dr. Erik Miiller
Datum 17. Dezember 2001 / ssn

2ur Ededigung

Zur Kenntnisnshme  Dr, K. Bachinger, Dr. N. Feuerstein

Im Hinblick auf die endgiiltige Ausschiittung des gesamten Stiftungsvermégens der Luperla
Foundation sind folgende Voraussetzungen gemiss meinem Aktenvermerk vom 16.07.2001
zu erfillen:

1. Notifikationsschreiben der Company;

2. Rechtsgiiltiger Nachweis der Corporation dariiber, dass sie an der Company beteiligt ist
und dass die Company die vor dem Notifikationsschreiben zuletzt erworbene Beteiligung
ist;

3. Geeigneter Nachweis dariiber, dass die Company nicht direkt oder indirekt begiin-
stigt ist;

4, (Formeller) Stiftungsratsbeschiuss dber die Deutung des Stifterwillens;

5. Stiftungsratsbeschluss iber Umfang der Begiinstigung und Ausschiittungsmodalititen;

6. Einversténdnis des wirtschaftlichen Stifters, sofern er nicht selbst vollumfanglich in den
Genuss des Stiftungsreinvermdgens kommt.

Zu 6.: Das diesbeziigliche Telefongesprich mit dem wirtschaftlichen Stifter und einem seiner
Sohne gefiihrt vnd /oder Joshua H. Gelbard, wird aufgenommen werden.

Zu 4. und 5.; Interne Dokumente, die noch erstellt werden.
Zu 1., 2. und 3.: Folgende Dokumente wurden am 14.12.2001 zur Priifung vorgelegt:
Zur Beverly Park Corporation:

s Vollmacht vom 13.12.2001 von Beverly Park Corp. zu Gunsten von Joshua Gelbard im
Namen derselben zu handeln, unterschrieben durch den Director Leon C. Janks (Kopie);
Original notwendig.

o Notarielle Bestitigung vom 13.12.2001 iber die Richtigkeit der Vollmacht vom
13.12.2001, wonach Leon C. Janks Director & Officer von Beverly Park Corp. ist (Ko-
pie); Original notwendig.

» Passkopie Joshua Gelbard: Kopie ab Original bestatigt durch Dr. K. Bachinger;

e Certificate of Qualification vom 04.02.1997 betreffend Beverly Park Corp., unterschrie-
ben vom Secretary of State of California (Kopie);

Permanent Subcommittee an Investigations

EXHIBIT #48
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s Bestitigung des Secretary of State (datiert vom 04.01.1997) fiber die Echtheit des Certifi-
cate of Incorporation betreffend Beverly Park Corp., die am 03.01.1997 ausgestellt wurde
(Kopie);

» To whom it may concern, ausgestellt von Joshua Gelbard am 13.12.2001, wonach er be-

statigt, dass sich die Beverly Park Corp. nach dem 24.07.2001 an keiner Gesellschaft be-

teiligt hat (Original; handschriftlich);

Certificate-o 4
Corp. (Kopie); Original notwendig.
¢ Opinion der Kanzlei Debevoise & Plimmpton, New York, wonach Beverly Park Corp.
"duly formed, validly existing and in good standing under the law of the states of Delawa-
re” ist (Kopie); Original notwendig.

Zur LopasIid., B.V.L:

s Alktienzertifikat der Lonas Limited, B.V.L. (incorporated on 24.07.2001) (iiber eine Aktie
4 USD 1,--, Aktienzertifikat Nr. 1) vom 06.08.2001: Kopie ab Original bestétigt durch Dr.
K. Bachinger;

o Certificate of the Registered Agent of Lonas Ltd., datiert vom 06.08.2001, wonach die
Beverly Park Corp. eine Aktie in der Form des Zertifikats Nr. 1, ausgestellt am
06.08.2001, hilt (Original);

» Deed of Appointment von Lonas Ltd. vom 24.07.2001 und unterschrieben vom Registered
Agent, wonach Joshna H. Gelbard zum first sole Director der Lonas bestellt wird (Origi-
nal);

e Memorandum of matters resolved by the company's sole director on the 06.08.2001, un-
terschrieben von Joshua H. Gelbard (Kopie);

e Certificate of Incorporation vom Gritndungstag 24.07.2001 (Original);

» Memorandum end Articles of Association of Lonas Ltd., B.V.I, vom Grindungstag
24.07.2001 (Original),

e Auftrag von Lonas Ltd. (Notifikationsschreiben) vom 13.12.2001, unterschrieben von
Joshua H. Gelbard, Sole Director beziiglich der Auschiittung aller Stiftungsvermdgens-
werte (Original).

Aufgrund der oben beschriebenen Sachlage sind meines Erachtens folgende Dokumente im
Original einzuholen, bevor die Ausschiittung vorgenommen wird:

e Certificate of Good Standing des Secretary of State vom 17.12.2001 zur Beverly Park
Corp.;

* Opinion der Kanzlei Debevoise & Plimpton, New York, wonach Beverly Park Corp.
"duly formed, validly existing and in good standing under the law of the states of Delawa-
re" ist;

» Vollmacht vom 13.12.2001 von Beverly Park Corp. zu Gunsten von Joshua Gelbard im
Namen derselben zu handeln, unterschrieben durch den Director Leon C. Janks;

s Notarielle Bestitigung vom 13.12.2001 dber die Richtigkeit der Vollmacht vom
13.12.2001, wonach Leon C. Janks Director & Officer von Beverly Park Corp. ist;

o Gesigneter Nachweis dariiber, dass die Company nicht direkt oder indirekt begimstigt ist;
eine solche Bestitigung kenn durch Joshua Gelbard in seiner Eigenschaft als Director der
Lonas unter Verwendung des Firmenstempels ausgestellt werden.

PSI-USMSTR - 008879



344

@ LGT Treuhand

Aktenvermerk 3/3

= Redacted by the Permanent

Subcommittee on Investigations

Telefonat mit David Lowy vom 17.12.2001:

Ich informiere Herrn Lowy iiber die Notwendigkeit der oben sufgefiihrten Originaldokumen-
te. Er texlt mir mlt, dass er mit Ausnahme des ersterwahnten Certificate of Good Standing alle

e B ger bermitteln werde, Die Notwendigkeit des besagten
Certlﬁcate of Good Snmd.mg vom 17 12.2001 relativiert sich meines Erachtens, nachdem sich
die zweitgenannte Legal Opinion auf dieses Certificate bezieht und das good standing der Be-
verly Park Corp. bestitigt.

Ich teile Herm Lowy ferner mit, dass nach Erhalt der Originaldokumente die Ausschittung
vorgenommen werden kdnne. Die entsprechenden Beschlisse werden unsererseits bereits
vorbereitst.

Herr David Lowy ist unter der Nummer @SSl (isracl) erreichbar.

Telefonkonferenz mit Dr, Konrad Bichinger und David Lowy vom 18.12.2001:

Der Nachweis dariiber, dass die Lonas Ltd. weder direkt nocht indirekt begiinstigt ist, wurde
uns per Fax (bestitigt und unterfertigt durch Joshua Gelbard in seiner Eigenschaft als Direc-
tor) zugestellt und ist in Ordnung.

Zusatzlich zu den oben aufgefihrien Dokumenten wird meinerseits ein Telefonat mit der
Overseas Management Company (OMC) gefithrt und ein aktnelles Unterschriftenverzeichnis
angefordert, aus dem die Unterschrifisberechtignng von Fran Geidis Dixon, die das Certificate
of the Registered Agent und das Deed of Appointment von Joshua Gelbard als Director unter-
schrieben hat.

Abschliessend und im Hinblick anf die Ausfihrung des Vergitungsaufirags im Sinne des No-
tifikationsschreibens vom 13.12.2001 zeigt sich David Lowy damit einverstanden, sémtliche
Fremdwahrungskonten der Luperla in USD zu konvertieren und suf dem USD-Konto zusam-
menzufithren. Schliesslich zeigt er sich mit einer Pauschalfaktura der LGT Treuhand AG fir
alle Bemithungen im Zusammenhang rait der Liquidation, Endausschittung und Léschung der
Luperla Foundation in H6he von CHF 25.000,~ zuziiglich MWSt einverstanden.

SItn,

PSI-USMSTR - 008880
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Concerned Issues Luperla Foundation, Vaduz

Author / Tel. Dr. Erk Miilier

Date 12.17.2001 / ssn

For Follow-Up

For the information of ~ Dr. K. Béchinger, Dr. N. Feuerstein

In consideration of the final disbursement of the total foundation assets of the Luperla Foundation, the following
prerequisites must be fulfilled according to my memo for the file dated 07.16.2001:

1. Notification letter of the company;

2. Legally valid authorization of the corporation attesting that it holds the company and that the company is
the holding last acquired before the notification letter;

Proper authorization that the company is not directly or indirectly benefited;

(Formal) resolution of the board of trustees concerning the interpretation of the founder’s intention;

Resolution of the board of trustees concerning the extent of benefit and the form of disbursements;

Consent of the economic benefactor, insofar as he himself does not exclusively benefit from the net assets
of the foundation.

A

Pertaining to 6.; The telephone conversation in this regard will be taken up with the economic benefactor and one
of his sons and/or Joshua H. Gelbard.

Pertaining to 4. and 5.: Internal documents, which still must be issued.
Pertaining to 1., 2., and 3.: The following documents were presented for review on 12.14.2001:
Pertaining to Beverly Park Corporation;

- Power of attorney dated 12.13.2001 from Beverly Park Corp. in favor of Joshua Gelbard to act in his own
name, signed by the director Leon C. Janks (copy); original is necessary.

- Notarized certification dated 12.13.2001 attesting to the accuracy of the authorization dated 12.13.2001,
which states that Leon C. Janks is director and officer of Beverly Park Corp. (copy); original is necessary.

- Copy of the passport of Joshua Gelbard: copy from the original certified by Dr. K. Béchinger;

- Certificate of Qualification dated 02.04.1997 regarding Beverly Park Corp., signed by the Secretary of
State of California (copy);
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- Certification of the Secretary of State (dated 01.04.1997) attesting to the anthenticity of the Certificate of
Incorporation regarding Beverly Park Corp., which was issued on 01.03.1997 (copy);

- “To whom it may concern,” issued by Joshua Gelbard on 12.13.2001, in which he specifies that the
Beverly Park Corp. does not hold shares of any corporation after 07.24.2001 (original, hand-written);

- Certificate of Good Standing of the Secretary of State dated 12.17.200}regarding Beverly Park Corp.

{copy); original is necessary,
- Opinion of the office of Debeviose & Plimpton, New York, which states that Beverly Park Corp. is “duly

formed, validly existing and in good standing under the law of the state of Delaware” (copy); original is
necessary.

Pertaining to the Lonas I.td., B.V.L.;

- Shares certificate of the Lonas Limited, B.V I. (incorporated on 07.24.2001) (of a share at USD 1.00,
shares certificate No. 1) dated 08.06.2001: copy from the original certified by Dr. K Béchinger;

- Certificate of the Registered Agent of Lonas Ltd., dated 08.06.2001, in which is stated that the Beverly
Park Corp. holds a share in the form of the certificate No. 1, issued on 08.06.2001 (original);

- Deed of Appointment from Lonas Ltd. dated 07.24.2001 and signed by the registered agent, which states
that Joshua H. Gelbard is appointed as first sole director of the Lonas (original);

- Memorandum of matters resolved by the company’s sole director on 08.06.2001, signed by Joshua H.
Gelbard (copy);

- Certificate of Incorporation from the day of founding, 07.24.2001 (original);

- Memorandum and Articles of Association of the Lonas Ltd., B.V.L, from the day of founding, 07.24.2001
(original);

- Mandate from Lonas Ltd. {notification letter) dated 12.13.2001, signed by Joshua H. Gelbard, sole
director, regarding the disbursement of all assets of the foundation (original).

On the basis of the state of affairs as described above, it is my consideration that the following documents must be
obtained in original form before the disbursement can be initiated:

- Certificate of Good Standing of the Secretary of State dated 12.17.2001 regarding Beverly Park Corp.;

- Opinion of the office of Debeviose & Plimpton, New York, which states that Beverly Park Corp. is “duly
formed, validly existing and in good standing under the law of the state of Delaware™;

- Power of attorney dated 12.13.2001 from Beverly Park Corp. in favor of Joshua Gelbard to act in his own
name, signed by the director Leon C. Janks;

- Notarized certification dated 12.13.2001 attesting to the accuracy of the authorization dated 12.13.2001,
which states that Leon C. Janks is director and officer of Beverly Park Corp.;

- Proper authorization that the company is not directly or indirectly benefited; such certification can be

issued by Joshua Gelbard in his capacity as director of the Lonas through utilization of the stamp of the
firm.
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Telephone conversation with David Lowy dated 12.17.2001:

T inform Mr. Lowy of the importance of the above-listed documents in original form. He says to me that he will
transmit all documents to Dr. Konrad Béchinger with the exception of the first Certificate of Good Standing. The
necessity of the aforementioned Certificate of Good Standing dated 12.17.2001 becomes relative in my

onsideration 1o this certificate and \\certifies the

ond-named iegal opinion perfam

good standing of the Beverly Park Corp.

I communicate to Mr. Lowy that the disbursement can be initiated after receipt of the original documents. The
appropriate resolutions are already being prepared on our part.

Mr. David Lowy is attainable at the number GRS ([sract).

Telephone conference with Dr. Konrad Biichinger and David Lowy dated 12.18.2001:

The verification that the Lonas Ltd. is neither directly nor indirectly benefited was delivered to us per fax
(certified and signed by Joshua Gelbard in his capacity as director) and is satisfactory.

In addition to the documents listed above, a telephone conversation is taken up with the Overseas Management
Company (OMC) on my part and a current list of authorized signatories is requested, on which {appears] the
signatory rights of Ms. Geidis Dixon, who undersigned the Certificate of the Registered Agent and the Deed of
Appointment of Joshua Gelbard as director.

Lastly, and in view of the execution of the authorized payment order along the terms of the notification letter from
12.13.2001, David Lowy states that he gives consent to convert all foreign-currency accounts of the Luperia to
USD and to collect them in the USD account. Subsequently, he agrees to a flat fee of the LGT Trust Corp. for all
endeavors associated with the liquidation, final disbursement, and dissolution of the Luperla Foundation in the
amount of CHF 25,000.-- in addition to value-added tax.

[signature]
Dr. Erik Miiller
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MWST-Nr. 50118
Aktenvermerk 12
Thema Luperla Foundation, Vaduz
Verfasser(in} / Tel. Dr. Erik Miiller
Datum 18, Dezember 2001 / ssn
Zur Erledigung

Zur Kenntnisnahme Dr. K. Bichinger, Dr. N. Fenerstein

Telefonat mit Dr. Konrad Biichinger und David Lowy vom 18.12.2001:

Der Nachweis daritber, dass die Lonas Ltd. weder direkt nocht indirekt begtinstigt ist, wurde
uns heute per Fax (besttigt und unterfertipt durch Joshua Gelbard in seiner Eigenschaft als
Director) zugestellt und ist in Ordoung.

Zusdtzlich zu den in meinem gestripen Aktenvermerk aufgefithrten Dokumenten wird ein
Telefonat mit der Overseas Management Company gefithrt und ein aktuelles Unterschrifien-
verzeichnis angefordert, aus dem die Unterschriftsberechtigung von Fran Geidis Dixon, die
das Certificate of the Registered Agent und das Deed of Appointment von Joshua Gelbard als
Director unterschrieben hat.

David Lowy wird iiber Joshua Gelbard OMC informieren lassen, dass wir mit ihnen in Kon-
takt treten werden, um die Frage der zeichnungsberechtigten Personen der OMC zu kldren.
Am 18.12.2001 bei uns eingelangte Dokumente:

Faxmitteilung von Joshua Gelbard mit den Koordinaten von Frau Geidis Dixon (OMC) unter
Beilage eines Faxes an Frau Dixon, wonach er sie iiber unsere bevorstehende Kontaktauf:
nshme informiert und diese beaufiragt, uns umfassend Anskunft zu erteilen.

Telefonat mit Frau Geidis Dixon vor OMC vom 18.12.2001 (ca. 15.00h MEZ):

Nach einem Telefonat mit Frau Dixon sendet fibermittelt mir diese eine List of Authorized
Signatories for Overseas Management Company Trust (B.V.1.) Lid.

Ich stelle fest, dass diese lediglich vom Director der OMC unterschrieben ist, ohne Beglaubi-
gung,

Permanent Subcommittee on Investigations

EXHIBIT #49 PSI-USMSTR - 008873
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Telefonat mit Frau Dixon vom 18.12.2001 (ca 20.30h MEZ):

Ich teile Frau Dixon mit, dass wir eine beglanbigte Version des Unterschriftenverzeichnisses
bendtigen, verbunden mit dem Nachweis {iber ein 6ffentlich nachgewiesenes Zeichnungs-
recht.

Sie wird uns diese per Fex zusenden; das Original soll per Kurier folgen.

o da i

PSI-USMSTR - 008874
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Memorandum for the Record 12
Subject: Luperla Foundation, Vaduz

Compiler / Tel.: Dr. Erik Miiller

Date: Dec. 18, 2001 / ssn
For action:
Ce: Dr. K. Bichinger, Dr. N. Feuerstein

Phone conversation with Dr. Konrad Béchinger and David Lowy of Dec. 18, 2001:

The confirmation that Lonas Ltd. is not benefited directly or indirectly was sent to us today by fax
(confirmed and signed by Joshua Gelbard in his capacity as director) and deemed to be in order.

In addition to the documents listed in my memo of yesterday, a phone conversation is conducted
with Overseas Management Company and a current signature directory requested, from which the
signatory authorization of Ms. Geidis Dixon [word missing}, who has signed the Certificate of the
Registered Agent and the Deed of Appointment from Joshua Gelbard as director.

David Lowy will have OMC informed via Joshua Gelbard that we will get in touch with them in
order to clarify the question of the persons who have signatory rights for OMC.
Documents received by us on Dec. 18, 2001:

Fax from Joshua Gelbard with information on Ms. Geidis Dixon (OMC) with enclosure of a fax
to Ms. Dixon, in which he informs her of our upcoming approach and instructs her to give us
comprehensive information,

Phone conversation with Ms. Geidis Dixon of OMC of Dec. 18, 2002 (around 3 p.m. Middle
European Time):

After the phone call with Mr. Dixon, she sends me a List of Authorized Signatories for Overseas
Management Company Trust (B. V. 1.) Ltd.

I discover that it is signed merely by the OMC director, without notarization.
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Phone conversation with Ms, Dixon of Dec. 18,2001 (around 8:30 p.m. Middle European
Time):

I inform Ms. Dixon that we need a notarized version of the signature directory, connected witt
confirmation of a publicly verified signatory right.

She will send us these by fax; the original is to follow by courier.

[signed]

Dr. Erik Miiller
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Thema Luperls Foundation, Vaduz
Verfasser(in) / Tel, Dr, Erik Miiller
Datum 20. Dezember 2001 / ssn

Zur Erledigung

Zur Kenntnisnahme Dr. K. Bichinger, Dr. N. Feuerstein

E-mai} axi Fran Dixon (OMC) vom 19.12.2001

zur Erinnerung, ups ehestméglich das gewiinschte Unterschriftenverzeichnis im voraus per
Fax und anschliessend per Kurier zuzustellen (unter Angabe der Adresse).

Priifung der am 18.12.2001 Herrn Dr. Konrad Bichinger an seine Privatadresse per-
sonlich iiberbrachten (bei uns am 19.12. eingelangten) Origiginaldokumente:

Zur Beverly Park Corporation:

» Vollmacht vom 13.12.2001 von Beverly Park Corp. zu Gunsten von Joshna Gelbard im
Namen derselben zu handeln, unterschrieben durch den Director Leon C. Janks (Kopie
war bereits vorhanden; siehe AV vom 17.12.2001);

» Notarielle Bestitigung vom 13.12.2001 iber die Richtigkeit der Vollmacht vom
13.12.2001, wonach Leon C. Janks Director & Officer von Beverly Park Corp. ist (Kopie
war bereits voranden; siche AV vom 17.12.2001);

s Certificate of Qualification vom 04.02.1997 betreffend Beverly Park Corp., unterschrie-
ben vom Secretary of State of California (Kopie war bereits voranden; siche AV vom
17.12.2001);

s Certificate of Good Standing des Secretary of State vom 24.03.1997 zur Beverly Park
Corp. (die bereits vorhandene Kopie datiert zwar vom 17.12.2001, deren Richtigkeit wird
jedoch von der Kanzlei Debevoise & Plimpton, N.Y. bestitigt: siche unten);

« Opinion der Kanzlei Debevoise & Plimpton, New York, wonach Beverly Park Corp.
"duly formed, validly existing and in good standing under the law of the states of Delawa-
re” ist (Kopie war bereits voranden; siche AV vom 17.12.2001);

» Certificate of Amendment of Beverly Park Corporation vom 19.03.1997 (betreffen Kapi-
talerh6hung) sowie Certificate of Incorporation vom 03.01.1997 in Kopie.

ZurYonas Ltd. B.V.I:

e der bereits per Fax {ibermittelte Nachweis dariiber, dass die Lonas Ltd. weder direkt nocht
indirekt begiinstigt ist, (bestitigt und vnterfertigt durch Joshua Gelbard in seiner Bigen-
schaft als Director). »

N—
Permanent Subcommittee on Investi ation:l
L_ EXHIBIT #50 PSI-USMSTR - 008875
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Damit sind die im Original erforderlichen Dokumente, die gemfss AV vom 17.12.2001 ein-
zuholen waren, bevor die Ausschiittung vorgenommen wird, eingelangt.

Telefonkonferenz mit Dr, Konrad Bichinger und David Lowy vom 19.12.2001:

Die Telefonkonferenz wird anfgenommen und anschliessend auf Band zur Aufbewahrung im
Akt iiberspielt.

Wir informieren David Lowy fiber des Ergebnis unserer Priifung obgenannter Dokumente:

Die Legal Opinion der Kanzlei Debevoise & Plimpton liegt zwar im Original vor, jedoch ist
nicht ersichtlich, welche Person diese ausgestellt hat, da kein Kurzzeichen vorhanden und
Unterschrift handschriftlich unter dem Titel "Debevoise & Plimpton™ erfolgt ist.

David Lowy wird veranlassen, dass Kanzleipartmer Peter R. Schwartz eine spezielle Bestéti-
gung ausstellt, wonach er selbst die besagte Legal Opinion ausgefertigt hat.

Femer teilen wir David Lowy mit, dass die List of Authorized Sigantories von OMC noch
nicht eingetroffen ist. David Lowy wird sich darum kiimmermn.

Abschlessend wiederholt Dr. Konrad Bachinger den Aufirag von Joshua Gelbard zur Vergi-
tung/Ausschiittung des Stiftungsvermdgens auf zwei verschiedene Genfer Bankverbindungen
im Verhéltnis 60:40, Neben der miindlichen Bestitigung von David Lowy betreffend die
Richtigkeit des Aufirags gibt David Lowy sein Einverstindnis dazu, dass die Familie Lowy
setbst im Rahmen der beaufiragten Transaktion nicht direkt begiinstipt wird.

Die aufgenommenen Bander werden im Gesellschaftsakt aufbewahrt.

Am 19.12.2001 bef uns eingelangte Dokumente:

s Schriftliche Faxbestitigung von Peter R. Schwarz, wonach er Partner von Debevoise &
Pariner ist, die legal opinion selbst unterfertigt hat und dazu legitimiert ist;

s Faxbestiitigung von J. Gelbard, wopach die Lonas Ltd. die jingste Beteiligung der Be-
verly Park Corporation ist;

» List of Authorized Signatories legalized by Apostille per Fax (Original folgt per Kurier);

Telefonat mit Dr. Konrad Béchinger vom 19.12.2001:
Wir werden die Originalunterschriftenliste abwarten bevor wie die Verglitung veranlassen,
was ich anch David Lowy mitteile. Die {ibrigen Unterlagen sind vollstindig vorhanden; iiber

Sabrina Venturi, Niederlassung Lugano, die mehrere Jahre bei Morgan & Morgan gearbeitet
hat erfabre ich, das OMC eine effeldtiv titige Treuhandgesellschaft ist.

PSI-USMSTR - 008876
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Kurier vom 20.12.2001:

Wie vereinbart erhalten wir die Originalunterschriftenliste von OMC, notariell beglaubigt und
apostilliert. Damit sind alle erforderlichen Dokumente im Original vorhanden.

Telefonat mit David Lowy vom 20.12.2001:

Ich bestitige den Erhalt der Dokumente und die Ausﬁihmng der Transaktion, die er mir
nochmals bestatigt.

St

PSI-USMSTR - 008877
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Principality of Licchtenstein

VAT-No. 50119
Memorandum for the File 13
Concerned Issues Luperia Foundation, Vaduz
Author / Tel. Dr. Erik Miiller
Dhate 12.20.2001 / ssn

For Follow-Up

For the information of  Dr. K. BAchinger, Dr, N. Feuerstein

Email to Ms. Dixon (OMC) dated 12.19.2001

as a reminder to provide us with the requested lst of suthorized sigoatories as soon as possible per fax and
subsequently per courier (under the address specified).

Review of the original documents personally delivered to Dr. Konrad Béichinger at his private address on
12.18.2001 (delivered to us 12,19):

Pertaining to the Beverly Park Corporation:

Power of attorney dated 12.13.2001 from Beverly Park Corp. in favor of Joshua Gelbard o act under hiz
own name, signed by the director, Leon C. Janks {copy was already available, see memo dated
12.18.2001%

Notarized certification dated 12.13.2001 atfesting to the accuracy of the anthorization dated 12.13.2001,
according to which Leon C. Janks is the director and officer of the Beverly Park Corp. (copy was already
available, see memo dated 12.17.2001);

Certificate of Qualification dated 02.04.1997 regarding Beverly Park Corp, signed by the Secretary of
State of California (copy was already available, see memo dated 12.17.2001);

Certificate of Good Standing of the Secretary of State dated 03.24.1997 regarding Beverly Park Corp. (the
already available copy actually dates from 12.17.2001, but its accuracy is certified by the offices of
Debevoise & Plimpton, N.Y.: see below);

Opinion of the office of Debevoise & Plimpton, New York, which reads that Beverly Park Corp. is “duly
formed, validly existing and in good standing under the law of the state of Delaware” (copy was already
available, see memo dated 12.17.2001);

Certificate of Amendment of Beverly Park Corporation dated 03.13.1998 {conceming increase in capital)
as well as Certificate of Incorporation in copy form dated §1.03.1997.

Pertaining to the Lonas Ltd,. B.V.1;

the already transmitted authentication that the Lonas Ltd. is neither directly nor indirectly benefited
(certified and signed by Joshua Gelbard in his capacity as director).
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Hereby the originals of the required documents have arrived; they needed to be obtained according to the memo
dated 12.17.2001 before the disbursement could be effected.

Telephone conference with Dr. Konrad Bichinger and David Lowy dated 12.19.2601:
The telephone conference commences and is subsequently stored by recording on electronic tape.
We inform David Lowy of the result of our review of the above-named documents.

The legal opinion of the office of Debevoise & Plimpton does appear in the original, but it is not apparent which
Al opmion P pp 2 1 not app

person issued it since no department code can be seen, nor does there appear a hand-written signature under the

title “Debevoise & Plimpton.”

David Lowy will order that his colleague Poter R. Schwartz issue a special certificate in which he himself will
sign the legal opinion in question.

Further, we tell David Lowy that we still do not have the List of Authorized Signatories from OMC in our
possession, David Lowy will look into this.

In closing, Dr, Konrad Bichinger brings up the order from Joshua Gelbard for the payment/disbursement of the
foundation assets to two separate bank connections in Geneva in the ratio of 60:40. Besides verbal attestation to
the accuracy of the order, David Lowy gives his consent that the Lowy family itself not be directly benefited in
the framework of the commissioned transactions.

The recorded electronic tape is stored in the corporation’s file.

Documents arriving to us on 12,19.2001:

- Written fax certificate from Peter R. Schwarz which states that he is a partner of Debevoise & Plimpion;
also included is the Jegal opinion that he has personally signed, which authorizes it;
Fax certificate from I. Gelbard which states that the Lonas Ltd. is the most recently holding of the
Beverly Park Corporation;

- List of Authorized Signatories legalized by apostilie per fax {original arrives per courier).

Telephone conversation with Dr. Kourad Biichinger dated 12.19.2001:
We will wait for the original authorized signatory list before we initiate the payment, which I also say to David

Lowy. The other documents are al} available; I learn that OMC is an effective trust corporation from Sabrina
Venturi, at the Lugano branch, who has worked for several years with Morgan & Morgan.
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Courier dated 12.26.2801:

As arranged, we receive the original list of authorized signatories from OMC, certified by notary and apostillized.
Herewith all required documents are in our possession in original form.

Telephone conversation with David Lowy dated 12,20.2001:

1 certify the receipt of the documents and the execution of the fransactions, which he authorizes for me once more.

{signature]
Dr, Erik Miiller
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Departinent of the Treasury Request Number
Form 4564 Interoal Revenue Service 1
Information Docwment Request
To: (Name of Taxpayer and Company, Divisson or | Subject
Branch) Formn 1120~ 200506
Submitted to:

Beverly Park Corporation Bevedy Park Comporation

10990 Wilshire Bivd, Suite 1600 Diates of Previous Requests:

Los Angeles, CA 90024 None

Description of Decuseents Reguesteds
Background Information

1. A worldwide organization chart listing a1l related enfities, including foreign and demestic, in
existence in 2004 and 2005, where swnership of each entity is 5% or greater (directly and
indirectly), including, but not limited to Corders Holding (Sydney, Australia). This chart
should include:
« Enlity name,
e Enfity address,
« Entity type (Le. partnership, sole proprietor, corporation, trust, joint venture, limited
liability company, branches, efc.),
Percentage of ownership,
Diate of formation,
Counlry of formation, and
Business activity.
“This chact should also indicate names and address of individual shareholders or owners
which own at least 5% (directly and indirectly) of these related enfities.
Comporate By-Law for Beverly Park Corp
Axticles of Incorporation for Bevedy Park Corp
Corporate minutes fom date of inception 3/25/07 to fiscal year ended 200706,
Copies of Beverly Fark's toorp s income tax rebam for 200406, 200606 and 200796, o
<A1 loan agreements jn existence in 200506
All bank staiements, including but not limited to, checking and savings, from April |, 2005 to
July 31, 2606.

8. Al brokerage statements, from April 1, 2005 o July 31, 2006,

g

. Copies of resolution from Board of director naming the person authorized to draw checks on
the bank account.

& @ ® %

N

2

Please be advised that we may require additional information and documents as we determine
necessary as the examination progresses,

s = Redacted by the Penmanent
Subcommittes on Investigations

It S Dise By Now. 26, 200 Af Mot Appod ¢t X Mail In
g Titie of Requestor
Wy 07
Page 1
Workpager £1 610-
LOWY-PSI-000035

CONFIDENTIAL
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CORDERA HOLDINGS PTY LIMITED
{Incorporeied in New South Wales)
ALK, 000 6599 242
24t Floar
100 Willlam Strest
SYDHNEY NEW 2011
Tel: 61 2 9358 7180
Fax: 61 2 9358 7015

21 March 1997

Wit Peter Lowy

Preaident

Beverly Park Corporstion
12® Floor

11601 Wilshire Boulevard
Lus Angeles CA 90025
USA

By Fexz 1 310478 4519

Diear Mrx Lowy

Cordera Holdings Pty Limlted heyeby offers to subscribe for 11,486 shaves of the
authorised common shares par velue $0.61 sach of Beverly Park Corporation for an
issuance price of USS$1,000 per share. Please advise if acceptable, and we will wire
funds for value March 25, 1997,

Yery truly yours
CORDERA HOLDINGS PTY LIMITED

by: ;WL\/
T § SEDDON
SECRETARY

witd STBIRGES 219 SMOLOEIG TTALLLSE SEET 46, T8 WM

LOWY-PSE003714
CONFIDENTIAL
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LIST OF OFFICERS/DIRECTORS

NOTE: DISTRIBUTION OF THIS PAGE TO THE FOLLOWING ONLY:
RICHARD GREEN, PETER LOWY, IRV HEPNER, MARK STEFANEK, ROGER PORTER,
ARTHUR SCHRAMM

Beverly Park Corporation

Officers
FPeler S, Lowy Prasident
Righard £. Groen Vice President
Mark A Sisfansk Treasurer and Secrelary
Leon Janks Assistant Secralary
Directors
Patsr S. Lowy

Richard E. Green
Arthur E, Schramm

Execufive Commiftes

19
NACORPORATEWsts of Officers and DirscctarsORficers and Direciors ~ curmentdoc
082671999

LOWY-PSI-043743
CONFIDENTIAL
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IDR 22-1: Please have Peter Lowy, Director, complete the attached questionnaire
regarding foreign bank accounts snd foreign entities. Please have him sign the
questionnaire and initial cach page.

1. I was appointed President and g Direcior of Beverly Park Corporation (the "Company™)
on January 3, 1997,

2. 1have not been personally involved with the Company's day-to-day operations.

3. Ido not have sufficient personal knowledge to complets the questionnaire attached to
this IDR and have asked Leon Janks, who has been the Secretary of the Company since
November 30, 2001, to inguire into the matters raised.

4. Mr. Janks has done so, and the response to IDR 23-1 contains all relevent information
he is able fo provide to the questions presented.

5. Thave reviewed Mr. Janks's response to IDR 23-1 and have no reason to doubt the
accuracy of any of the facts stated therein.

Dated: Jamnary 28, 2008

LOWY-P5EI-001975
CONFIDENTIAL

| Permanent Subcommittee on Investigations |
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IDR 23-1: Please have Leon Janks, Director, complete the attached questionnaire
regarding foreign bank accounis and foreign entities. Please bave him sign the
fuestionnaire and initial each page.

Since October 1, 1998, my firm, Green, Hasson & Janks LLP, has handled the
books and records for Beverly Park Corporation (the "Company™). I became the
Assistant Secretary of the Company on February 22, 1999, and I became a Director and
Vice President, Treasurer, and Secretary on November 30, 2001, For the period of time
beginning October 1, 1998, through the present, I have no recollection of the Company or
its snbsidiaries having any legal or beneficial interest in, or of the Company, its
subsidiaries, officers, employees, or agents having any direct or indirect signature,
management, investment, or other authority over any foreign bank accounts, brokerage
accounts, or mutual funds as described in Part 1 or Part I of the guestionnaire attached to
this IDR. Similarly, for the period of time beginning October 1, 1998, through the
present, I have no recollection of the Company or its subsidiaries having any legal or
beneficial interest in, or of the Company, its subsidiaries, officers, employees, or agents
having any direct or indirect signature, rnanagement, investment, or other authority over
any foreign entities, trusts, corporations, partnerships, or foundations ss described in Part
{1 or Part IV of the questiohpaire attached to this TDR.

In December 2001, the Company granted a power of attorney 1o an Isrzeli lawyer,
Mr. Joshua Gelbard of Gelbard, Amit, Wexler, who 1 understand was completing certain
formalities concemning the wind-up of an overseas entity associated with the parent of the
Company. I was not directly involved in any of the activities undertaken by Mr. Gelbard,
but it is ray undesstanding that the Company was not associated with the overseas entity
and had po financial interest in the wind-up.

For the period of time between Jarwary 3, 1997, when the Company was
incorporated, and September 30, 1998, I have reviewed the books and records of the
Cornpany that are in the care, custody, and control of Green, Hasson & Janks LLP. From
that review, 1 have found no indication of the Company or its subsidiaries having any
legal or beneficial interest in, or of the Company, its subsidiaries, officers, employees, or
agents having any direct or indirect signabure, management, investment, or other
autharity over any foreign bank accounts, brokerage aceounts, or mutual funds as
described in Part [ or Part I of the questionnaire attached to this IDR. Similarly, based
upon my review of the books and records of the Company for that pericd of time, T have
found no indication of the Company or its subsidiaries having any legal or beneficial
interest in, or of the Company, its subsidiaries, officers, employees, or agents having any
direct or indirect signature, management, investment, or other authority over any foreign
entities, trusts, corporations, partnerships, or foundations as described in Part T or Part

IV of the guestionnaire attached to this IDR. o
%ﬁ“
Leon Janks s
Dated: January 28, 2008

LOWY-PST-801976
CONFIDENTIAL
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Please indicate who owns Frank Lowy Family Trust and % of ownership.

The Frank Lowy Family Trusts described in the organization chart provided on
November 26, 2007, is a reference to the Australian discretionary trusts of Frank Lowy,
which together own all of the inferests in LFG Holdings Pty Limited. Each has its own
tax identification number provided by the Australian Taxation Office. Each of the family
discretionary frusts was established more than 20 years ago, and provides for a class of
potential beneficiaries who may benefit at the discretion of the trustee. No personhasa
fixed or other absolute interest, or percentage ownership, in the trust assets,

The trusts were each established under Ausiralian law and are recognized in Australis as
discretionary trusts, with no fixed owners. The trustee of each of the discretionary family
trusts is an Australian corporation.

Please indicate whether Beverly Park Corporation and B 00 L0
Corporation owns any entities,

Beverly Park Com@ra‘imn (the ”Company") did not and does not own any entities. S
. ‘ . pnor to its liquidation, did own stock in

vach of the foﬁewmg cntmes T

Redacted
by
Permanent Subcommittee
on ietiatns -

- 52
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A Member of Lischtenstein Global Trust ?F&%o’ﬁéﬁ ‘"‘i""ettw fgttreshand
Fiirstentum Lechtenstein E-Mall lgtirust@igt.com
MWST-Nr. 50119
Aktenvermerk 3
Thema MAVERICK FOUNDATION
verfasserfin) / Tel. Christina Meusburger /‘LJ ip~ /gq;uﬂ‘ﬁ.., .
Datum 27. Miirz 2001 /{a 27 3 94
Zur Erledigung Dagmar Gichier

Zur Kenntnisnahme Dr. Pius Schlachter &g

Zeit und Ort dex Besprechung
Freitag, 23 Mérz 2001, 10:00 bis 15:30 Uhr, LGT Bank in Liechtenstein AG, Vaduz

Anwesende

Harvey Greenfield {Erstbegiinstigter der Maverick Foundation)

Steven David Greenfield  (Zweitheginstigter und Instruktionsberechtigter der Mavernick
Foundation)

Dr. Henry Leimer (HL)

Gerhard Walch (GW)

S.D. Prinz Philip von und zu Liechtenstein (teilweise)

Christina Meusburger

BESPRECHUNGSPUNKTE

1. Allgemeines

Die Maverick Foundation warde im Januar 1992 gegrundet Derzeit befinden sich in der
Maverick Foundation rund USD 2,2 Mio. Weiters hilt die Maverick Foundation zwel
BVI Companies. Beide wurden im Januar 1992 mit dem Zweck gegriindet, die
Vermbgenswerte in die Maverick Foundstion einzuschleusen. Anschliessend sollten
beide BVI Companies geschlossen werden, was bis heute nicht passiert ist.

Neben der Maverick Foundation verfiigt der Kunde {iber einen Trust mit der Bank of
Bermuda in Hong Kong. In diesem Trust befinden sich Vermdgenswerte irn Ausmass von
rund USD 30 Mio. Der Kunde als Erstbegiinstigter und seine Kinder die
Zweitbegilinstigte der Maverick Foundation sind, sind US Passport Holders und
leben zum Teil in New York. Die Begiinstigtenregelung fiir den Trust, den der Kunde
mit der Bank of Bermuda hilt, diirften &hnlich gelagert sein wie in der Maverick
Foundation. Die Bank of Bermuda hat gegeniiber dem Kunden signalisiert, dass sie die
Geschifisbeziehung mit ihm als US-Persons beenden méchte. Aufgrund dieser Umstiinde
ist der Kuode nun auf der buche nach emem Safe Heaven fir sein Offshore Assets.
Neben den bankable As : Yesellschafien gehalten, die

Permanent ﬁubc@mm}ttee on Invcstlgatmn

EXHIBIT #54
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operativ titig sind. Bs ist jedoch besbsichtigt, diese Gesellschaften demnfichst zu
schliessen.

Es folgt eine lange Diskussion Gber den Bankplatz Liechtenstein, das Bankgeheimnis
sowie die Sicherheit und Stabilitdt, die Liechtenstein als Bankplatz und souveriner Staat
seinen Kunden gewshrleisten kann. Von Seiten der Bank und inshesondere von HL wird
grosser Interesse signalisiert, die 30 Mio USD entgegenzunehmen. Die Investitionsseite
scheint nicht vollstindig abgeldirt zo sein. Es wird gegeniiber dem Kunden zwar
klargestellt, dass er als US-Person nicht direkt in US-Securities investieren kann. Die
Modglichkeit in Fonds zu investieren, wird jedoch nicht ansgeschlossen. Meines Wissens
gibt es eine Entscheidung der Generaldirektion der LGT Bank in Liechtenstein AG, nach
der LGT-in house Fonds US-Persons nicht angeboten werden. Damit bliebe die
Mdglichkeit in andere Offshore Fonds zu investieren, wobel diese grossteils fir US-
Persons nicht zuginglich sind.

2. Struktar .

Die Maverick Foundation wurde seinerzeit als Stiftung mit Mandatsvertrag gegriindet.
Ich zeige die Nachieile, die der Mandatsvertrag fiir den Kunden bewirken kann auf, Der
Kunde kann meiner Argwmentation folgen und ist schliesslich der Meinung, dass wir
diesen Mandatsvertrag qufldsen missten, wobei ich auch auf die mit der Aufldsung des
Mandatsvertrages verbundenen héheren Kosten fiir die Stiftung aufmerksam mache. Die
beiden BVI-Gesellschaften sollen bis auf weiteres erhalten bleiben. Moglicherweise

kdnnen sie wieder zur Einschleusung von Vermbgenswerten in die Maverick Foundation
Verwendung finden.

3. Vermigensstatus und Belegexemplare

Der Kunde zeichnet den Vermbgensstatus per 31.12.1999 und 31.12.2000 ab. Weigert
sich jedoch verschiedens Belegexemplare sbzuzeichnen, da diese ja chnehin durch die
Abzeichnung der Vermdgensstati erledigt seien. Ich gebe zu bedenken, dass wir aufgrund
des Mandatsvertrages nur seine Weisungen susfilhren und er uns dies durch seine

Unterschrift auf den Belegexemplaren zu dokumentieren habe. Dennoch unterzeichnet
der Kunde die Belegexemplare nicht, '

4. Weiteres Vorgehen

Der Instruktionsberechtigte wird Ende April in Hong Kong sein. Ich biete an, dass ich thn
bei dieser Gelegenheit, da ich ja voraussichtlich Ende April ebenfalls in Hong Kong sein
werde, treffen kann, Bis dann will sich der Instruktionsberechtigte entscheiden, ob und in
welcher Form eine Ubertragung des derzeit im Trust befindlichen Vermdgens in die

Maverick Foundation vor sich gehen soll. Als Alternativen habe ich folgendes
aufgezeigt:

s Ausschiittung der Vermdgenswerte aus dem Trust und anschliessende Widmung an
die Maverick Foundation (unter Zwischenschaltung der BVI Companies)
» Ubernahme des Trusts durch LGT Trust Management Ltd. als never Trustee
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5. Schlussbemerkung

Die Kunden sind sehr vorsichtig und bestrebt den Trust mit der Bank of Bermuda unter
Hinterlassung so weniger Spuren wie miglich sufzulfsen. Auch von anderen
Institutionen wurde ihuen signalisiert, dass US-Persons nicht die Kunden sind, die man
sich in Offshore-Business wiinscht.

Fiir mich war dieses Meeting ein anschauliches Beispiel dafiir, dass Trevhandgeschifte,
wemn sie von Vertretern der Bankseite eingefidelt und gemanaged werden villig
nebensichlich betrachtet werden. Dieser Eindruck entstand vor allem dadurch, dass HL
die Frage der Aufldsung des Mandatsvertrages wortlich als "Peanuts" bezeichnete, wobei
ich der Meioung bin, dass diese Frage noch wvor der Annshme zusitzlicher
Vermogenswerte durch den Stiftungsrat zu 16sen ist.

0. [&um&a 7

Christina Meusburger
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Memorandum for the Record

Subject MAVERICK FOUNDATION

Author Christina Meusburger  (handwriting: discussed with (iflegible}, inftlal, March 3, 2001)
Date March 27, 2001

For execution Dagmar Gichter

Noted by D, Pius Schiachter (initial)

Time and Place of Meeting
Friday, March 23, 2001, 10:00 a.m. to 3:30 p.m., LGT Bank at Liechtenstein corporation, Vaduz
Attendees

Harvey Greenfield
Steven David Greenfield

(sole beneficiary of the Maverick Foundation)

(second beneficiary and holder of power of attorney to give instructions of the
Maverick Foundation)

Dr. Henry Leimer (HL)

Gerhard Walch (GW)

S.D. Prinz Philip von und zu Liechtenstein {partial attendance)

Christina Meusburger

TOPICS FOR DISCUSSION

1. Preface

The Maverick Foundation was established in January 1992, There are currently U.5.3 2.2 million in the Maverick
Foundation. In addition, the Maverick Foundation holds two BVI companies. Both were established in January
1992 with the purpose of channeling the assets into the Maverick Foundation. Afterwards, both BVI companies
were to be closed, which has not happened to date.

In addition to the Maverick Foundation, the client has a Trust with the Bank of Bermuda in Hong Kong, This
Trust has assets in the magnitude of around U.S. § 30 million. The client as sole beneficiary, and his children
as secondary beneficiaries of the Maverick Fo