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Bank Settles
Shelter Suits

By Investors

By LYNNLEY BROWNING

Deutsche Bank has reached a set-
tlement with hundreds of wealthy in-
vestors 10 whom it sold aggressive
tax shelters, a major shift in how it is
dealing with the lagal woes sutround-
ing its tax shelter work.,

The bank, Germany's largest, ag-
greasively fought the olvil claims un-
ttl early January and reached an
agreement with the investors' law-
yers several weeks ago, the lawyers
said yesterday. The slze of the settle-
ment was not disclosed but it ig likely
ta be at least tens of mitlions of dols
lars,

Deutsche Bank was & major cre-
ator and seller of the tax shelters
from the late 19903 through recent
years and is now the foeus of a wid-
ening federal criminal investigation.

The bank hag yet to reach a final
agreament with federal prosecutors
in Manhattan and with the Justice
Departiment. Two tax lawyers said

yesterday that the bank could po-
tentially face a criminal penalty of
up to §1 billion, az well as a re-
gquirement to admit to criminal
wrongdoing.

It was unclear whether Deutsche
Batk's sudden settlement of the bulk
af ity civil claims presages a settie-
ment of its criminal case with the
ZOVernment,

A Deutsche Bank spokesman acs
fhowledged the seitlement yester-
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. day but declined to provide defails.

The hank worked with accounting,
law and financial firms to make and
sell questioriable tax shelters that
lmproperly deprived the United

' States Treéasury of billions of dollars

in unpaid taxes, . ‘
- Last quarter, In a supplemental fil-
Ing to the Securities and Exchange

Cotnrisslon, the bank sald that tor |
its previously filed earnings for the’

fourth quarter of 2008, it had in-
creased “additions to provisions faor
legal exposures™ by about 350 million
euros ($455 million),

. That move was not previously
highlighted in news reports, It was

not  immediately  ¢lear  what

Deutsche Bank’s total reserves were
for such exposures. Last March, it

" reduced Its 2005 earnings by nearly

$300 million to cover what It called
“newly discovered” legal costs relat-
ed to its tax shelter work.

Neither the bank nor lawyers for

investors have disclosed the size ar

terms of the civil settlement, citing a
confidentizlity agreement. The deal
covers about 340 investors, approxl-
mately half of whom filed a total of

about 60 lawsuits against the bank in |

state and federal courts after the In-
ternial Revenue Service had disal-
lowed their deductions, said the laad
lawyer for the investgrs, David R,
Deary of Dallas. )

. The seitlement could potentially
be higher than the tens of millions of

dotiars if the civil settlements with |

other tax-shelter promoters are a
gulide,

Those other settlements have var-
led widely. In 2003, a federal judge tn
New Yark approved an $81.6 milllon
gettlement between the law firm Jen.
kens & Gilehrist and about 1,100 indi-

vidual Investors who had bought ag- |

gressive tax shelters through the
firm. The LR.§, found those shelters
Invalid, and thé bank paid an aver-
age settlement of $74,000 apiece.
~ Deutsche Bank, which ¢ollaborat-
ed with Jenkens on some of the shel-
ters, appealed the Jenkens settle-
ment. It sought to force the investors
to subtnit to arbitration to resalve
their dispute with the bank, but last
month It quietly withdrew its ob-
jections, ' -
In June, a federal judge ln New
Jersey gave final approval to a §154
million settlement between the ac-

counting firtn KPMG and moare than

200 investors, who received an aver-

age of £770,000 apleca. - S

Mr. Deary, the lawyet who repre-
sents the 340 investors, decllned to
provide details yesterday, saying
only that “my clients are very
pleased,” and that he had filed mo-
tions seeking to have Deutsche Bank
dismissed as a defendant in the law-
suits. Firms including Ernst &
Young, BDO Seidman and a unit of
American Express are atill defend-
ants in the cases,

Mr. Deary wiil probably earn up to
tens of milllons of dollars in fees
from the settlement.

Hiz clients paid {ees ranging from
millions of dollars to tens of millions
of dollars to promoters, including
Deutsche Bank, for shelters with
tiames llke Cobra, Homer, Blips,
Pica and Pops. Each shelter sought
to shield income ranging from sev-
geral million dallars to $200 million
from federal income taxes,

The tax shelters typically invalved
fake loans and fake trades to gener-
ate artificial losses that were then
used to improperly offset taxable in-
come frotn legitimate sources,

Investors began to sue Deutsche
Bank around 2004, In responge, it
filed scores of procedural motions
seeking to force the investors to sub-
mit to arbitration and to have the |
cases distnissed, But with some of
the civil cases nearing trial in state
and federal courts, and with current
and former Deutsche Bank employ-
ees facing the prospect of being de-

- posed ar testifying, the bank dropped

its counteraffenstve,

Asked if the recent settlement
marked a change In approach by the
bank, a person close to the ¢ivij and
criminal matters, whe spoke anony-
mously becatse of the sensitivity of
the issue, said yes but declined to
pravide detalls.

Deutsche Bank stlll faces some
clvil clalms from investors. At least
ohe lawyer for those investors, Blair .
Fensterstack of New York, said yes-
terday that he was not negotiating
with the bank for a settlement,

Federal prosecutors looking into
the tax shelters have also gone after
KPMG, which reached a $465 miilion
deferred-prosecution agreement in
2003, the largest of its kind: Ernsat &
Young, which is still under eriminal
Investigation; and the law firm §i-
dley Austin Brown & Weod, as well
as ah array of other accounting, fi-
hancial and law firms, according to
various civil lawsuits filed against
the bank in recent years,




