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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—left 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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1 See Exhibit No. 104, which appears in the Appendix on page 564. 

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 
that 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 
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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,1 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. 
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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,1 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 
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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, MLATs exclude outright 
tax crimes altogether, while other MLATs 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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1 See Exhibit No. 104, which appears in the Appendix on page 564. 

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.1 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 I 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.1 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-
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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 
estimate 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 

VerDate Aug 31 2005 14:02 Dec 05, 2008 Jkt 044127 PO 00000 Frm 00032 Fmt 6633 Sfmt 6633 P:\DOCS\44127.TXT SAFFAIRS PsN: PAT



19 

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. 

Senator 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 
doing 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 MLATs with tax havens? 

Mr. O’CONNOR. Well, not surprisingly, obviously MLATs 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 MLATs, 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. 
securities, 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. 
Senator 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 
going to be here for 5 years. We are going to make this a major 
focus. 

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. 
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1 See Exhibit No. 92, which appears in the Appendix on page 518. 

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. 
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1 See Exhibit No. 5.a., which appears in the Appendix on page 213. 

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 
Subcommittee 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 
than the content. There is a transcript of this interview at Exhibit 
No. 5.a.1 

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-
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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, 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 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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1 Exhibit No. 5.b., which appears in the Appendix on page 222. 

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.1 
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-
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1 See Exhibit No. 1, which appears in the Appendix on page 209. 
2 See Exhibit No. 7, which appears in the Appendix on page 224. 
3 See Exhibit No. 2, which appears in the Appendix on page 210. 

tions.1 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 
of you by this Subcommittee, you are excused. You are free to 
leave. 

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,3 the buyer was a British Virgin Is-
lands company with a Hong Kong address, and it was wholly 
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3 See Exhibit No. 54, which appears in the Appendix on page 367. 

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.1 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 
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2 See Exhibit No. 122, which appears in the Appendix on page 699. 

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.1 

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. 
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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 
to any 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. BRANSON. 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 system 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. BRANSON. 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 
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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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1 See Exhibit No. 88, which appears in the Appendix on page 502. 

Senator LEVIN. Will you take a look at Exhibit 88?1 
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 I 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—let 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-
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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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TAX HAVEN BANKS 
AND U.S. TAX COMPLIANCE 

FRIDAY, JULY 25, 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 10:05 a.m., in 

Room SD–106, Dirksen Senate Office Building, Hon. Carl Levin, 
Chairman of the Subcommittee, presiding. 

Present: Senators Levin and Coleman. 
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; 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 Director and Chief Counsel 
to the Minority; Michael P. Flowers, Counsel to the Minority; Adam 
Pullano, Staff Assistant to the Minority; Erica Flint, Staff Assist-
ant to the Minority; Kelly Brannigan; and Thomas Caballero, Sen-
ate Legal Counsel’s Office. 

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, 
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1 See 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. 

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.1 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 
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1 See Exhibit No. 3, which appears in the Appendix on page 211. 
2 See Exhibit No. 54, which appears in the Appendix on page 367. 

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. 
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1 See Exhibit No. 114, which appears in the Appendix on page 629. 

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-
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1 See Exhibit Nos. 48 thru 50, which appear in the Appendix on pages 342–352. 
2 See 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. 
4 See Exhibit No. 110, which appears in the Appendix on page 599. 

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 
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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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1 See Exhibit No. 122, for correspondence between Mr. Lowy’s attorney and the Subcommittee 
on this matter, which appears in the Appendix on page 699. 

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.1 
Senator LEVIN. We stand adjourned. 
[Whereupon, at 10:31 a.m., the Subcommittee was adjourned.] 
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