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The Cirand Juey charges:
Background
Euttigeny Hntities
L. A all times rebevynt g b Tndetimend, KEPMOG TLP{"EPY0)a

co-comspirator ot gamed as a doefendant herein, was a limiged liability parimershap
hendgoomtered in New York, SNew York, aod with e than 990 atfices netionwide.

RERIC LY s and wis 8 memiper frm of KPMG Intemateonal, a Swiss cooperative of



which all K Py firs werliwide ape membars At all iobes reles and ta thas Dndiceiment.
EEWEG was one of the laraest auditing Sms in the world, providing awdit ser ices Lo
mary of the lareest gompotiiions mthe Lnoed Sty and clsewhere.

2. T addition, FKERG was i e Maisiness of provading tax services o
curpora and mdividuat cliceis, including some ol he wealibiest individuats iy the
Uhitesd Stanes, These ton servives ineluded, s weere not Lomiied w, prepar i—“’.‘:‘- lax retums.
providing 1a% planoing and tax achvice, and cepresenting chends in Enteenal Revenue
Service (IR wadditg and Tax Cowrd itigition: with the IRS. The porlion of KNS
ta% practice that specialized o providiog s advice o mdividuals, inciuding wealthy
individuals, was Bnown sy Personal Fiomciad Plaoning, or "FEFREY The KEMNG group
fucused on desizoine. markering. and impicmentinge s sheiters for inedividual clents
was knove b differemt tmes as CaTS (Capatal Transuction Strategies™ L and 15

Tlmesvative Stralegies” L The KEMO prosp docused on desientg, markeling. am
mplenwrcnng te shelters fur camisrate clivets was known as Stratecon. KPAMO alse T
A departinent within tie fax pezeticr koman as Washimgton >ional Tax, which was
desipned o providye expest tax advive w KPMG pralesssonals in the Nebd. and wheh
partivipaied in clesigning tax shelwrs and drafling opinion leters redating s those
shelters,

i A tares relevame w ihis Indiciment, "Hank A was o [otenm

hank with us principal United States branch Jocated i SNew Vark, New Yok, and an



aadf slieet o BN

4. Aok emes reloevant tothis Indictment, "Bank BT was & foraipn
bt witle its prisiepab L e saates branch Juzated an Sew ark, Noew Y ork i an
awedin cliemd ot K PAGL

A, Atall times relevan: o this frehetmene, “Bank O was a foreign
munnk and an audil ehivnt of KIPWG.

. Al all times relevant w tbis Indicument, “Bank D™ s g feregn
Pank witl it principal Ukiled Sunes branch tocuted in Rew York, Nuw York,
The Defendants

7 Dicfendnpt SEFFELY STEIN, o lavever with o Magier™s in tax law,
was s Lex nariwr of K PO fron: m least in o ahoud (R 7 thesuel in or abont Japgaes
2004, Inoe abeut [ 5T became the parlnes-in-charge of KRG s intemational
Tax orotps in o about March [ STEEN became Vice Chatrman - Tax Operiations; i
ar abour 200 STETN boearre Vies Charrman of Tax Seevices; and in or abaut Agnl
2002, RTELDN hegwme Depury Chammaes of KEMCG,

k. Crefendant JOHKN LANNENG, o cextified puhlic accountant
0P ATY was @ oy partner af KGR from at least i or aboue 1982 through i o about
2000 T or abowt Octoler 1996 LANKING begame Viee Chuiomon -Tax Operatuns,
e st aboedal darcly TO9E L ANSING became Yice Chapman of 'Fax Sernvices,

9. Defendant RICHARD 5MITIL o lawyer, was 8 tax parther at



KPS o gt benss i or oo 95 nmena in er ahogl 20030 He weorkoed ae
Woshineston National Taxe became & leader o Washinguon Nativa] Tax, hevanze Arcd
Manmaeing fainer sor e woesienn Hegion of RFAIG 5w practive ol pamain Nz, ana
Uren o ay 26062 hecanoe @ Vice ¢haimman of KU in chaege of o

1. Defeedan JEFFREY LISCHEY, a CP &, wus 4 1ax partner in
KNG Atlanbi office S at least S 997 theough i or aboot 2003 Dering tha peried
ol tie, b serced os hesd o0 KOG s Inpovative Ststeries proep and Pmtper-In-
Charee of KIS Fersonal Fimoncial Maaring pooup.

o Petendams PHILIT WIESNER, o lavwver with a Master’s in tux w
anch & CT, weas o tax parter ot KPMOG Ero ot Teuse i or aboot 1954 throughb an or about
June 20003 served as Parnee- I Chaeges of Washingrion Natiomal Tax dunnyg 1995
and w portion of Wi

L2, Defeodant JOUIN LARSON, o Swver and o CPAL was o KPMG
stoor b manaper hased in KA s San Franctsce, Califerniu. office prioe to 1997, and
defendont ROBERT PFAFT, a lawyer and a CPA wag o KPMG tux paroner based an
KEXCs Derver, Colansdc, office prior w 19970 Inoee about (997, LARSO™N and
PEAFT resigned their posiens oy KPWO and foroed a limited lability contpany with i
primzipal offiee Tocated in San Francisce ane @ satetlite oftice logutedh i Depver. 1o or

abuoud i MEL LARSON, PFATE, and another individeal Dormeed another Lmied liakiiine

company with s poncival offee locaied o San Francisca aod a setlite office located in



Trenver, As deraled mwwe Bl beiew b OVERSON PFAFY aed otiers, used the pws
lirmited liaality compames descriied in thes pocapraph, and cena refated endtics
falootively reforred o herein s he darsen Prail Epvnes’ | e paricipate ) ertan
shelter munssetions &5, ampong eiher thnces. the parpurted imesiment acdyvisor

13, Defendant BEAYMOND T BURLE. also kuown os “R.1 Ruble.” a
Javw e, weas o tax partner in ke New Vork, New Yok office of @ prominent nutional isw
s fibe Law Fimir™,

4. Defeadont MARK WATSON o TPA L was 3 KPMO izx panner and
the perne: in charge of the PEFI division of Washinglen Sauonal Tox from at least Jene
T4 throwgh July 20000 Inor ahear Aot 00 WATSOMN was transterred w2
KM attiliow portnersiep bocated in Aneterdam

Tax Shelier Frand

15, Durnge the perioed SSoon ot least in o abeat 359906 throwgh at fcast m
or about 202, the deterndanes TEFTREY STEDS, JONNS T ANNNG. RICTIANL
SWUTH, JLFFREY FISUCHLELY, PHILIP WIESNER, MIHN LAKRSOMN, ROEBERT
PEAFE. RAYMOND I BURLE also known as “RUE Buble,” and MARK WATSON,
and athers known and unkrown o the Grand June {herenmatler theie “co-conspirators™)
participated ina scheme W detraud the [R5 By devising, mazketing, gnd ipplementing
frasdulen ax shullees, by propariog and caosamyg o e propaced. and iling and causing 1o

b filedwith the TRS false md frandulent Us . individuad imcome tax remrns contaiming



e Sramsduions tme sloedrer losse: . wng boe Daendu ek conceatons Froe the J=2S heome
shelivrs. -

ke, The conspirators designed ard muarketed those saoiiers s o means
Far wexltby individuads with teaable income or gains genetally in excess af 510 nnllion
0 1997 and of M0 milljon i L99E- 20060 frguduluntly o gioninate or reduce the 3 pasd
t Wi THE on that incenwe or gaims, As marketed apl noplemented, Snstemd of e
wealthy elivots paying LS, individual neome tes gencrally excesding 2000 uf the
income e pain, the clent could chense the amouarof s Joss duesived, e pay eorlein of
the conspirators and othes: an a1l in cost wenerally equal o approsomatety 5 e 70 of e
clesiredd tay loas. L his “allan™ cosginsluced the fees of KPMO be Darson P{al BEnurics,
e vartous bvw frms thae sapplicd opanien Ietters, inctuding the Loa Ziom. due gk
participants, amd ulhers, a3 wel ad o smoll portioe e wouks be ssed to ey et
purperied Misvesimenis” that were designed 1o muke iappear thar the shelters v ere
begititane “ievestoeins” miber than ax sheliers. The size of the pugponice
“investments,” the g of the ransactiens, and the amaoant of the fees o corian
conspiraters und parucipants wore all determtined based on the tx loss to be peosrare:d.

LY. Bnoarder o coneeul the rue nature of thes 1ax shelter o the [RR
and shivli the wealthy clivnts oo IRS penaltics for underpasmenn of L5, imsdivicdaak
ireotme taxes, KPMG andqor o lan em provided ibe elients waely opinion lesrs

comtaining talse and fraudulent reprerenations and statements and claimipg thar the tax

4]



shellet fonses seery move kely than oot e osarsce TRS cillenge. T he v e efTe
Frenm ut beast i or abous Segiss 7997 provided teas i a toxgrerer e o s bene(in
thee weas e disailesaed, tie RS would wpose sunsksits] pecattaes, wseally al lens:
200 ol the tan deficiency, unless the s benelfit was suppoarred Ty an mdependent
wnimaon relicd om I the sespaeer in good faith that 1ty s epelie was “neae Likely Than
nol™ 1o sy 1ve IRS challenge. Thus, the conspinmors ssued talse and traudulent apinion
letters swith the inwens that the chonts wold provide the epinion lever and or the Jalse and
Frmudulent representations and sistements contaioed therein wobie TS 18 and when the
client was andited.

18, Arong the Jracdulent ax sheiter wansactions desiened, markeied.
and implemented by the deiencdanns TEFFREY STRIN, RPN LANNENG, BRLICUEAGR:
EMITHOIETFREY ELSCHENY, PHILIY? WIRSNER, MOHS L ARSI, ROBFRY
PEAFF, BAYSOND L RUTE, alwo knewn s “BUE Buble)” ol A ARE WA TS0 ™.
and 1heir co-comspieators were FLIP ¢ Foreiza Teverared Lnvestment Progran™, 01495
((HEshore Portfolia Invesbment Sirutegy™), BLIPS " Hond Linked Bmsuwe Premiom
Structurc'}, 5015 {“Sho Option Steateey™r and their vamans,

T FLIP was mazketed and ol froo at 1onst moar about 1996 throoeh
at least in o gbeoat Y99 10 a1 leust S0 wealihy individuals and gencrated al least 310
Billion in phony wax losses; KPMOG S gross Fees from FEIT mansactions see ot least $17

ernllion: the Law Fiom s eross foes [rom FLLF transaciions were at least %3 million: the



AL

Earsor P B Eatities veess fevs From LI ransactions ware o) beagt 53 milieen

0. QRIS was mowrketed and sold Bom at least in or abaut 1490 through
o Test i or bt 190 ro ar beast 170 wealehy weividuals, and gereriled aeusi 520
Billivm i phony ax losses;, KPMG sross fees from OPIS irmsactions wore ot least 528
aullion: 1he Law Fim's cross fees from OFIS fransactions were af lemst 37 million: the
Larsun Piuff Fotives” pross fees from OP15 tmmsactions were al beast 31 2 million.

210 BN wos marketed aml sedé frome #t Teast s o about TR
through at icast in or absoet 2000 1o at Teast 150 wealthy indivaduals. aml penerared o
least 531 hillion in phoay 1ax losses; EPROGS mross Tees troms BLIPS iramgactions wene
al lenst $33 million: the Pas Firm's gross foes From B TPS mamspotions wene at beast 512
miellizne the Larson:PEff Entitics” rross fees o LIPS trunsastions were af beast 5323
rslliom.

I RS was markeled and sakd frone a1 least in ot about 1948 theeush
Al leass io o abont 2002 1o ot Teyst 163 wealthy imblividouls, aond penenaed ot beast 319
hullion n plumny 135 Tosses; REMO s gross foes fromn SO5 transactions were at least SE7
willien. Amony the individoals who ased BLIPS and SO8.0vpe shelwers o evade their
o axes were the defendant: JOTIN LABRSON and ROBERT PEAFY. @ Teast 14
KEXMG pantoecs, and other co-conspirators,

Jhe Fraudulem FLIP andg (301% Sheliers

230 Inoull material respeets, FLIF and OF1S wore the samee. FIIP and



LI

0% were ceneradly markshnd onbe e people who had capitad gains inexeess o S20
willion for FLIE and S2kmullion for OP1S. These shelters were designoed 10 genesne
substntial phomy capiud basses e, in cxoese of 34 million tor FLIP ard moaveess o
SO milie Tor OPIS tirowrh the use of an entay created iathe Cavinan Lslands fafus
b, fur prapaeses of the b shelier tnsaction. The clicnt purpontedly entered into oo
" estment” Hamsaciion with the Cayviman Islands entity by purchasing a pm}mrtcd
WarTan! o enlering inlo o purporied swap. The Cayman bstands ey then meade a pee-
artanged sedes of purponad investiments, inciuding the purchase rom either Bank A
{ahich at the time wae g KPMO audis client o Bank [ ofeither RBank A or Bank 2
stack using meaey purporicdy loaned by Baok A or Rank D, followed Iy redemptions
ud Mose sovk purchases by e pertinent bank. The papornied novessments were dovised
1 climmate ceomomie fisk 1o the client hevond the all-in cost 2ad minimiee e anesmes
ool the abl-in cost used for the investmett eomponent. The popaoed investiments were
il devised ro Last Tor only approsamately 16 w0 approximeeely 60 davs.

2 Inoretuen for fees wotaling approsimate v 2 of the desived 1ax Joss,
e luding i foe 1o KEPAG equal to approximately 1.25% of the desired sax Toss, the
defendznts JEFFREY STE, JOHK LANNING JEFFREY EISCHEID. JOH™N
LARSON, and ROBERT PFAFYE, and their co-conspiraters implemented wmed caused o
b impiemented TLIP ard OPIS transactioog and vencrated and eosed to be generined

lalse and Fraudulent docnmentation 1o suppott the transactions. includmg but net Tirded

|



1o b PR mpimon lotiers clmemicye thal e premorted S loeses penerted by the shelivrs
weie miare Jikehy than noeto withstand clallenps by the [R5 The defendunt

BAY RO S KL L ahso kot as PR Roble™ also dssied “more kel than oot
vpinion Jemers in ceturmn for fees bpivally of approximately $50.000 per opiniog, which
apimsoms trackes!, soretimes serkatiin, the KPMG upinion fetter, In general. all of these
vpinom letters wure wlentical, except tor the names of the clienis, the n.‘nncﬂlm'tht
ertitivs, the dites, amel the doller amounts involved mthe wansachons,

2E e defendantz JEFFREY STEIN, KEIN L ARNING, IFTFREY

FISCTIF JOHN T ARSON. ROBERT FFATF, and RAYMOND ), RLUBLE. also
ko as "R Buble,” amd their co-conspirstors wseed and cuused 1o be wsoed the
opanien itters aliboush. as they well knew, (00 the mx posinons laken wene fof more
kel than not o prevail against an IRS challenge it the e Bacls regarding 1hose
TrghFuclioms were honow i to the PRE, and 1) the opioiet ietters and other Jdocuments used
o irplesem FLIP gmad OFTS woeps false and traadulent i a samber of ways. inchuhing
but oot hmited 10 the foliowing:

i, J e opinioe 1etters began by falsely stating that the clicnt requoested
kFRC s opinion "regacchng the VS, federal ineome 1ax conseguences of cerladn
myvestner per [olic transavibons.)” when i trth and i fac?, the couspitators
targetnd wealthy clients basesd on b cliends” large 1axable yaing and in reuen for

subatanual fees 1w EPAG. the Varsop @0 ff Faines, the Law Fren, certain co-

It



vupspiczioes, and Wthem, oftered w o peneniie phony e losses e clinmme meoins
taas on that s, asd offered 1 provide o “more dikels than pet” aptnion letter.

(1 Foe apinon leeer conamaed I Sulsely staling ti (R I CEtIE
strutepy was hased on the sapectation that a leveraged position in the Foraign
Bank securities would provide incesor with the apoortunisy fur sapital
appreciution.” when in o and in tac the slategy wies based on ‘.ht:::?;pectr:d
pleany X benetys prommised by cortan conspuralors,

<. The opimion letters alse Falaely edaimed than e elients Treviewed
the economics underlying e invesiment strateey aod believed it had s reasonakle
oppEeiunity o carm o reasonakde profic [rom each of the transaclions .. in esoesy
of all assoeipted Beoes and costs aod noc ineledinge aey g benedits that moy oconr”
when in teoth aod m et there was 1o such epportanity

d. Phe opinions flsely claimed that one of the parhebzants io the
EAnsACTion (i awner of the Camman 1slands cntiie] was o foreian person
unrelated o the olther panticipants, when in truth and in fact tos toreign person
with S0Py a peminee whe received o fee o assist KEMO, other co-conspirators,
amd othee participants in genersting the phony tax lesses, aod one of the tareign
pursoas bl an owonership interest in the Larson: PEafY Entitics. which were
Farlicipants i many of Uese Eransaciion,

e. The opinion letens fabsely stated that money was pad by the FLEP



ad CIRLS 2l o an Ao esunent” companent of the ransactions i aral o
aswap), when in dath and in S b money constituted fecs paid w0 KEVG he
Law Firm, *he bank pazicioant, and e nominee foreign pesson . and oher
sarticipamis, as w el as money that was temporaeily parked o the dead b
ultimarely retamed o the elien

I. Uhe epinien: letters also falsely claimesd that there was no evidense
esf i lam and Oxed’ plan o complete the <teps making up the shelter o
particular manner, whes in taah and o fact, vhere was such a plar, and e
ramsactions in et were completed do Ot pammiculur manoer whivh was desigred
By menerale the nx boss.

L. Tl cspitpione Tetiers stated that the clivols avre “more ikels tan ne”
1 sapvive 201 TRS chiallenge 1o the ransactions based on the “siep ransaction
doetrine” —- o Legal docteine peowmitting the 1RS 1o disregand corain fransaciions
havmg no coonontic substance o business purpese akl the purporied tas effects
of those distegarded transaclions. This assertion was talse, 88 the congpirators
well knew. Indeed. s co-conspiaator not pamed ax a defendant hersin (=00 17
Wl b tle tioe weEs 1 charge at Caly, stracted KPMO partmers ol ed e
macketinye OP1E. meloding the defendants JEFFREY EISCHELD and MARK
WATSON, vt 1o permnic RFMOG clivnts who were pAched (S o retain a copy

uf KPMNOG s powempoing presentation desenibing the fransacnon “under any



circumstanees” hecige e o s wangd CBESTRONY aoy chunee the shient may
have 1o avoid (e step rransacion doctripe ™

The Fraudidene 3 1PS Sheher

To. BLIPS was dewivned to penerute subziamial capital wnd ordinary @y
Towsed threneh a serivs of pre-arraneed transaztions tat involved the chent purpeortedly
Bormewene money fron one af finee banks - dank AL Bonk B.oor Bank (, all oy whach

were andid clicnts of KPMG at the tme - in order to moke purponte! foroipn cumeoey
mvestmenis amelnding surrencies that wese “pegyre:d” to the Uinimed States dollar. The
Bank irvelved inthe purpomed loan also served @5 the comderpany on ali of the
pureorted cumency and other transactions invalved in BLIYS, The traosacton was
designed by the defendunes RICHARD SMETH, IRFFREY 2ASCHENG, FET:IP
WIESKNER, JOHN LARSOMN, ROBERT PFAFT. MARKE WATSON, and RAYMONDY 1
BRLUBLYE, aiso known s "R Rable,” upeer the supervision of defendants JEFVYREY
STV N and JOHN LANNENG, anck (heir corconespirater:, mud others, 5o i afier a shon
pericd of tine (virmally always approsanuately 67 duvs b, the elient would gxil
puspeorted BLIFS wynsaction and trigger the desired ax Joss,

270 In s for fees totaling approximately T8 of e desized tax Toss,
including & foe o KI'MG cqual to appeaximately [L25% of the desired tax loss, a fec o

the Larsaen-Plafl Ronnes equad wo appeoximately 22759 of the desred tax Yoss, and o lec
I'l ]

1o e b Fimm penerally equal to approximauely 520000 per fransaction, the Jefesdants

12



JETFREY STELN, JOHNLANNMING, RICTEARD SMITH FEFIFREY S50,
FHILIP WIESNER, JOFS EARSON, ROBER T PEAFF. RAYMOND 1 RUTBI L also
wpeawn as RO Rabic,” omd MARK WATTSOES, thelr co-consperators amd clhems,
impiemanted snd cauged 4o be inplomenind the munsactions aond penerated and cagsed 1w
s seneratzd Fabse and fraudulent docwsientation  support the mansactions, including
bt not Himited 1o KEMO and the Law Fion, operion lerees slaimang that !]IL;} nuTpuTied
bk losses wenerated by e shelters were more likely than net o withstand challenge by
the LS. 1o general. all of these opinion Teners were identical. except for the nanws of
the clients and entitics Invobod. the dutes, suod the dedlar mpounts mvalved i the
tranEc ons

2. rhe gefendanes JEFFREEY STEIN, JOHN LARNNG, RICHARE
SMOTHL TEFFREY EISCTUERID. PHLIL TP WITANER, JOITN LARSON, ROBERT
PEAFE, MARK WATSON, and RAYVMOND I RUBLE. aiso knewwn ox "R Buable”
and shair vo-consparators jsseed and caused to be issoed the opinion leiters although, as
thew well Enew, (b the taa posttions taken sweerc e mcore likely than not 1o preval
agzinst an RS challenge 1f the wue facrs regarding those srapsastions were $nown to the
[R5, ancd () the apinien letters and other docwinents used to impdement BLIES were
fulse ond fraudulent in & number of ways including bat not limated 1o the followmg:

a. BLIPS wis {hisely and miskeadingly deseribed as an imvestment

prograny, when in treth amd e fact, BLIPS was desioned, naarketed. and

14



s lemeted L penesge phoae tax loeaes i order wclimenate Jocong tases or
weithy elicpts and sumer substantial Tees and inceane Jor KEMO the
Lasveeets PLad¥ Eotitaes, the Taw Fims. ihe e Tendmns JEFFREY 500 00N
LaNNING RICHARD SMITHOJEFFREY EISCHETY, PRILIP WIESNER,
JOHN LAKRSON. ROBFRT PFAVE, RAYMOND 1 RUBLE. also knaven s "R
lable,” sl WMARK WATSON, certyin eo-canspiraters, and others

k. BLIPS was falsely deserbaed ny o three-stape, Sev0on-year nvesimen!
prograr, when nomath unii in fact, oll paricipants were expected to witluloaw at
the earlicst opportunity and within the s 8y v inoorder o obtaan thedr toax
losses. Indeed, the dedendams RICHARTI SAMITL WEFFREY EISCHEND
PRTTP WIESYER, JOEN T ARSON, ROBERT FFAFF, BAYMOND 2
RUBLE also koewnoas "I Bubbe,” and MARK WATSON, cansed the eninion
letters Lo contain a false representatnn (which BLIPS clients adopied] that 1he
duration of the client’s particapation in the three-phice, seven-vear mveshnent
prograrm was dependent upon the performance of the progrmam relative
alturpaliive mvesimets. when in truth and inofacl, e duration of the chicnt’s
paricipation was dependant om the elient’s desire to obain the phamy 123 Tnsses m
e peavratal,

& BLIS was falsely desorbed as o levernged ™ invesanent progran,

when o trath and in fact, the purported loan teansactions that were part of 31005



Lt wers the aepeot ef LIS that prpested to peneate the ke losstwers shams
- o ey ever #0T the bank and none of the hanks assaigned any capial ens 1o
Muese purparted BLIES lnans. Indecd, a1 least one of the banks did not fund the
loans at all i nether set asuie trom its pwn tunds ner abtained from the market
oy morey o saver these puporied “loans’” and Cloun prenmams” e addition,
the sharn loans were pol inany wity used m the purported “mvesiment™ program
invedy ing trades reigting o pepged cormencies but, instead. were used oniy w
venerate o phens s luss, The omby moncy wsed in making and seeuring the
Tracles involving peoped currencivs us pace of BLIPS was oy contribated Ty
the client as pact ot the 7% all-in cogl.

d. The BLIEPS aminion leness talsely stared that the chivot (based on the
chien’™s puipontcd Cindependent review ™) as well as the LarsonPfafl Taines
“heheved nere was i reasonall2 oppartunity W eamm o reasotable pre-tax prolis
from the TBLITS | transnetions,” wlhen o tnudh and oo thet, there was no
"reasonahle likelihoml of carning o reasonsble pre-tax profit” fren BLIPS, and
imstend the “mvesiment” conmponent of BLIFS was negligible, unrelated o the
large shan “Toams™ 1hat were the Kew ¢lemenrs of the pumotted g benetils of
BLIFS, and was wimply winchow diessing tor the BLIPS ax shelter fraud. Indeed,
bhe detendmmt MARK WATSON valouined that becavse none af the parpoed

“loan” proceeds were wsod 1o any ivestments, the small “invesiment™ component

1t



funded with s nostion a1 the T all-in cost would have g generaee i 24005 anmal
retuem g order (o gaver a ponivn of the lege foes paed to the Tank. and waald
reguile ul gven higher retum to cover fovs paid 1o KPAG and cther consparators
and participants. *us1 10 break even. WATSON perfonned this calvalation and
Fistributed B0 to athers invelved in destaning, reviewing. anc approving BLIPS
prior o he nplementation of any BLIPS ransaction and pror 1o the issuanie al
any KKEMO BLIMS opinien leters.
The opinien letlers and ather dosuements were misleadingly deafted
tu ceeite the false impression that KI'G the Larson Pfatf Fwtiies, the Law Firm,
and the banks werve all indepenclent service providers and sdvisors, rather than co-
pronmters and desipners of the BLIPS sheber, Thos, for axample. the M0
BLIES opmion Tetter omsleadingly clmims that the cliond “recuestcd oar opinon
regardimg the LS frderal sncome 1ax cansequences of cottain ipveshment
traesactions that have beeo conchuded™ bat the opinion katers, which fubsely
dercribed o purpronied seven-year investient program and @ withdrwal Eroem that
roogram based on the pumpacted investoment pectormance of the program, wure
drabted price W the commmencement of any BLIES wrunsaction.

F. Simlatly, the KPMO engagement Tetier used for BLIPS contuned
the following Fukie aned fraudelent stateonen:, armuong wthers, (00 hat the elient had

cigagred KPMG "o provide tax consalbiog semvices |, with cespect to



paripating i o ipvestmend progsan ol ving 1 Csimends in lreien cumeney
positians.” when motrouh and in lact KOG markesed 4 tax shebter to the dies,
o e clients eteagred KIPMOG 1o agsisi the clicns in generoing phomy fax losses
ustae the tx sheltcr; (ii) that KPRIG “understands ihar Clicat intends to enguge”
the Larsoou P redf Enties ™o provide Clicnl with investment advisony serviges and
rrading strategics,” when in wath and in fact, the Larson'P lhr"r"Enti'liu:*_- WELS
enpaged to assist the clionts mogencrating plony e losses using a tax shelter, (0}
that the Larson-Tiaff Fatities “had advised the Client tha the widivation o= high
deprew of Jeverawe s integral wotbhe Investment Program,” when in truth and in
tact, the purpored ey erape™ was 2 shome loan designed only ta suppeoct the
creating of phony tax forses; and (v that KPMO'S Jees woald not be dependen
on “the mmount ol aoy wx sivings pronccted.™ when o truth end o fact the
amaun: of KPR fee, us well gy the siee of the nommnal invesmment madde as par
of the fraudulent tax shelhter, and feas for the Larson D faft Emiities and other
paiicipants in the tramsaction were all determined by the ammount of pheny 192
[osges desired by the client to ufiset ineome or gain teccived from other sorces.
29, Arvaruws puonts douring the development of BLIPS, the detendants
RICIHLARLD SMTTH, PINLIT WIESNER, ind MARK WATSON, their cao-conspimitors,
andd others, identified various significunt defects ol BLIPS. including that the description

nf BLIES and the factua) represeotations comtamed in the BLIPS opinion letter and in
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suhor documerts were [alee, but pevertbeless SMITHOWIFSNER and WATSON, and
their co-conspizators, approved the marketing of BLEPS and the issuanee of BLITS
epinion beteers. When Washinelon National Tux approved dhe BLIPS documsnzation 16
Aupust 1995 oue of e KPRMU tax shelter salesmen whe helped devise BLIES (a vo-
conspicaer not numed as 2 defendant beveiny wrore to the defendant RAY OS] L
RUBI.E. aiso khown os "R Ruble™ W have reeeived our “pet cut of juil-free card’
{rom [Washington National Fax]”

ik Tnooc abowt Felbmury 24, 20008, she defendam PHILIP WIESWER
wererbe oo the defendanes JEFFREY ST, JOSN LAMYING, MARK WATSON, and
etheers that ¢a) of the BLEPS unsactions teplenwented in 19949, all clienis termioated the
traenszection af their carlies? oppornsnany and priee o vear-end 70 and (B questiooed
whether e {foctw] representations in firure BLIT'S transactiones would be eredible. T
nevertneless recommended tha BLIFS opisen letters For the 19949 transncions be issued
wilhow! mevision.

210 D addition, in or abour March 2000, and peive to the issuanee of any
BLIMS opinion lewters to clicnds. during a mecting anensked by the defendinls JEFFREY
STEDS JONN LANNING, EICHARD SMITH, JEFFREY EISCHLID, cenan cu-
consparaters, and others, a (op KPMG technical expert involved io reviewing the KEMG
BLIMS apimion tald the aeber paticipants in substance and in par that of the 13 litiges

BLIVS in court, the BLIER parbeipants woukl “luse.”™ In sddition, anather member of

14



LPRG s s leadershup infnned the paticipants at the macting a sebstanee sl in part,
that the 1ax position Luken in BLIFS was “elose 1w frivolons.™ During thal meeting. the
et ieants 2iso disenssad the risks of proveeding with e sheies nmsaclions PG
LIPS, fnclwchng the risk of criminal fovestpation, civil penalties, civit lability o
feaued, wetion by the RS s Dhrector of Professional Practice, and agtivn by state Boards of
Accounancy, Meverlheless, and despite the shaiously fraudukent nature of IIELL!IF‘S and
the warnines sonveved. the defendants JEFFREY STEIN and JOHN LANKING. and
ebiers. Jeciled 1 proceed 1) with the waganee of "more Hkely than wot™" opimon letters
o atl of the 1089 ransaciicnms, and (117 contimued o implement more BLIPS 1ax shelter
ransacens im 2008

The Frandalent S0 Shelter

320 SO and oty voranis wers designed to generate substantial capital
and ordinary g losses through a series ob pre-amanged wansactions that imvalved the
clients cmerng indo vinaably offsetding foreipn currenay optich positions with o bank,
ingludimg but not linuted to Bank A, wansferrimg the offseting pogitions L 2 panmership
or athun entity, and then withdrowme from the fratsaction, claiming a loss 10 the desired
aenount. KPMO's Washington National Tax office and the defencdant RICHARD
SMITTH considered whether KIWIG should 1ssue “more Tkely than not™ opinions
regarding SCOS-tvpe wansactions, sud they conciuded that the phony Josses geoeraied by

those transactions were nat more likely than not o withstand 1RS cholleoye. Mareaver,



Lhe delendunt RICHAR S8ITT resiewed a deafl “more BRely than not™ 30N opimdo
levrer prepared by the delendimt RAY MOND 1L RUBLE, also known as "R.). Hubie”
md dermuned thal s wis et seee lkeke g not o wstnsemd RS chasienpe.

“ew ertheless, merw een W35S and M02. the defendants RICHARID SMITH and IEFIREY
FISCTTEILY, and theie co-conapicators, assisted in impletmending SO8-1ype wansactions
leor BIPWCE claents Lo o oo o KPMG gencradly caual to 1% of the tax 1-::-::5&5;;?'[:1 be
gererated. ung prepared uned canged o be prepared tax refurns based on Uie phony 5054
inx fosacs, For many of these SO8-nvpe transacions, KPS i not dssue an opinon
letter, Bt insterd corton Tawvers including RUBLE, issued “more BEely than not™
opimen leters with 1espect o those rransactens The SO5 opioien Tenters, and ather
aasocsated decemants, wene false and Smodkulont ie o number of wass well konown 1o fhe
defendants SWTTH, 11SCHERY. RUBLE. and their co-conspirators. meluwbing the
fullow mg:

a. They misrepresented S05 as an investmen, when io rath and in
fact, i was o tax shelrer designed 1o generate 135 owses in order 10 ¢liminate
e taaes for wealthy cliens and parner substantial fees and income for
R PAIG the Law Finn, cortam co-conspintars, and others |

b, They faiscly claimed that the clicnt wouk! have entered into the
oprtion pusitiens itdepencdent of the other sicps that made up 505, when nouth

and 1o Tact, the clicmts woulid nes have entered indo these positions absend the
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Anuciprted ey s e e pengrater,

5 TheyCalseby chaien that the uption pasitions were contabuted 1o
pastneeship or piher oty 1o “deversidy the clent s Zinsesunen: when in 170t
and in Feet, e coptributon was simply o necessarny siep in the tx shelter, was
wrecuted Forihe purpose ot wenerating the lax loss, and was no execsted o
cdiversif” any vinvesiment.” ‘

. They Ialsehy claim that the client entered 1 the ofisemng option
positions foar “substantiol non-1as bosipess reasons.” and contribwted e option
positivas 10 the parersing o other enzity Tor “sistantial nun-rax bosiness
reasons.” when in trath and in et the ranssenons were undertaken v ornder o
rerteriate the phany s tosses S0 aumpeoried o generate and nol Yer amy
"substmial non-ax business ceason,”

320 Eoooddivion, from ac least i o zhowi PSS throueh w deest o oor
sbout 2002, a KPMO panner. whe s a co consgerator nol named s a defendant berem
("0 270 wnh the approval ol moabers of BEPMU s ax leadership, marketed and
implemented dogens of SO5-tvpe tomsactions ) KPMO clienes, ofton charping fees well
im exgess uf 15, of the phony tax foss o be penerated. OO 2 also aranged SOS -1
ramsactions for at least 14 KPMG partiers so bat those purmgers could evade their owen
tases, o conmection with the SO S-tyvpe trunsaciions arrangeed b OO0 2 OO 2 issuemd

KIS opimion letiers o cansed others 1o ssue opindon betters that falsely clanned that

F
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et Josses purparisdly generited by S0 woere mess likely than nat s withstand TEE
chalienpe, These ogimons were falsy amd frasbnlent in o oumber ol wavs well knowi to
£0 2wl the consprrators, ineluding bt net limted fo o foltowing:
a. They misrepresenied SO5 as an investiment, when in truth and in
Facl. i was a1 1% shelter desipgned o penesine s wesies in vnder e eliminste
incemns taxes for wealthy clicnts and garner substantial fees Tor KPMO. certain co-
cunsparators. aml others
b. They falsely chuamed thit the clien: weuld have entercd mto the
cptickn positions indepemdem of the other steps shag orade ep 5305, when n: truth
and in fact, the clienss would net have eotered inte those positions ahsent the
antappaled tax Josy o b senoemted
. They falsely claim tha the aption poesitions wore contsibated 1o o
parinership or et entity o “drversify™ the clivat™s “myveatment”™ wiwn 1o ath
anid in fact, the contnibution was simpiv o necessary siep in the e shelfer, wis
vxecuted for the pumpese of gegecanng the uix loss, amd o not execoted 10
“divessily any tinvesnncnt,”
i They fabsely clain tha the client eatered inte the olfseiting ophon
positions for "substaniial nen-1ax busioess seasons,” and comnboled the ontion
positions to the parnership or other eonty for “subsmantial non-fax busimess

teasons,” when i truth snd i fact, the ansactiong were apdertaken b onder 6o



wenesnle the phomy e [osses SO purported 10 generate anad ned (or any
“withatanliad pon-1as husiness reason.”

Fraudulent Concgabment of Tax Shelters

Gd In addition 10 prepazing and cousing to be prepared false ol
Famndnlem dactmentation relating e and inplementing the shelier uosactions, and m
acdditaen to proparing and causing to e propaced tax retuems thid fraudulcnﬂj{-
incomporated the phumy tax shelter kosses, the delendants JEFFREY STEIN, JOETN
LAMNNING, RICHARTISNETT. JEFFREY ELISCHED. PHELLE WIESNER. IOHN
EARSON, ROBERT PFAYE, RANYMOND 1 RUIBLE, also known as “R.J. Ruhle,” and
MARK WA TSON anel their co-conspirators emploved varions means frandulently o
cornecal from the ERS the frandulem e shelers they desioned, markered aned
irnplerncnted. incdwling bud not linied o the fallowing: (1) ot registenng the ux
shedters with the IRS as required by luw (30 preparing and causing to be prepared tax
returps that froudulently comcealed the phony Tusses [romn the TRS: (ii1) attempiing 10
conceal from the IRS the 1ax shelter iosses ane rensactions with sham attamey-clicn
privilege claims:, and {1v] obsiregcning LIRS and Senate investigations inio their tax shelter
activities,

wister Ty Shelters

350 Linder the las in efect a0 all dmes celevarnt o this Indictment, un

oreatizer of 2 1ax shefter was sequited 1o "register™ the shelter by filing a form with the



RS deseribing the srmaaction The TRS i taen wobd 1ssue o numbner o the shelier, and
all individuals of entities elaiming a benefi from the shelnee were requiret we inelude
witl their meome ax retuens o foro disclosimg that they had paricipated woa regisened
tax shelter, and disclosing the assimed repisteation number. Notwithsanding these legal
reguirerients, the defendants JEFFREY STETN, JOHN LANNDNG, JEFVREY
EISCHEID, JOPN LARSON, ROBERT PFAFF, and RAYMOND & RUBLL, also
kuown as R Roble,” and theit co-conspiralors caused the entities with which they
were assecialed not 1o repister as required any of the s sheliers they devised. marketed
amd implemented, and therehy ensored tha registeation nnmbers wochd not Be inclnfed
om retums telsting o untegistered shelters,

36 The deferdatts JOHN TANNING and JEVTREY STEM und their
cn-conspiraturs decnded not 1o register FLEP, QPLS. or BETPS based onoa "husiness
decision’ that 10 repister the shelters would haooper KPRME s ability to aell them, and thas
the RS peoalues applicable to o failure worepister would he dworled by abe lucranve fees
KPMG stood w collect from selling unrepisiered tax shelters. Indeed, OO 5. g head of
e CaTS praciice, woowe a memortandwn w the delendant FEFFREY STYEIN arguing
tnat, assuming OF1S was required (o be vegistered, KPMG should make a "business
decizion™ not te register OPIS hecause (1} registering the shelters would put KPMOrat o
competitive diszdvaniage as compared to other aceonnting firmes, Iaw s, and other

firms that were promotiog tax shelters; and (3i) selling unregistered shelters would be so



lugrative that 19e bernelits outweighed the sisk of civil penalties that waight I impuosed.
Morsaver, KIPAG s office of venerad counsel, among others, sdvised thac by de¢iding
1ot 1o register tax shelters, KPAMG dsked cominal prosecution, bur Jike the Ua i's groug.
wivised Mat PMOTs mx lemlemship could noverthedess make @ usmes decision @ not
Fepister the aotivity as @ lux sheller ™

Fraudulently Concealing Shetter Losses and |ncome on Tax Retrns

17, The conspiratars w ould and did prepare and cuuse to e prepared tax
rettamns that were {alse and misleadinge aod were intwrded {raudulently to conccal e
fraudulent tax shelicrs from the TRS in i owumber of wavs, including but not Timited o the
Forllemwing:

Q. Although the law requires that an individual™s items of Income, gain,
and loss e reported on an iodividual income tax retuem, the defendants JEFTFREY
EISCHEID und JONN LARSON and their co-conspirmons advised certain clicnts
that the phony 1ax shelter losses and the income or gains that wers W be sheltersd
sheawld not be repactd on the chient’s individoal iocome 1ax retarn, amd instead
only the net of those twa {igures shoald be reported on the retirn. One methed of
"netting” pursoed by the conspirators in order frawdolently to hide the tix shelter
transactions friom the IRS mvolved uring a “erantor trust.™ A grantor st is a
trusl than, Because of cerrain features enumerated in the 1ax code, 15 disrepacded as

an enity for federa] ipcome tax purpozes. OO 1 and lis co-cunspiratons devised a



soheme W mscn g peansur irnst into o G shelter transaction, and then, rather 1ham
disregarding the prenior 1must as requircd by the 1ax code, seporting the lurge
phons lax shelter loss and the txable gain or incmae those tosses were used 10
offser anly on the rantor st nfenmation retae, whale reporting only the snadl
ner ol those numbers on the client’s individeal incomue iy retarm. Althoagh the
defemdant MARK WATSON notified nther members of the lnnovative Slratepies
group, includmg the defendant JEFFREY ELSCHEID, that 1 parsac this “grantar
st neting” sehemie was aof s proper reporting position, and in fact wonjd resub
i the Niing of {alsc ncome 1ax retums, RISCTIENDY instructed KPMOG partners
1hat wawh could decide for biunsell or berself whether ke engage 1n grantor fnost
neing. As o result dozens of tx eeloms for FLIE. QPIS. and BLIPS clicnts oscd
saantor trusts raadulently 1o hide the taa shelier bosses (and she gams they were
desiyned w sheller) oo the clioms” individual Ineone @y cedums,

k. In vrder tr conceu] tax shelter lasses 1rom the RS, w co-conspinstor
not named &% o defemclant herein O 370, and others, adyvised at Teast ooe client
that phony tax sheller Tnsses coutd be conecaled and made to look like losses from
the zale of o number of publicly taded siwocks. In order io 5o conceal the Tosses,
the Lursas Fratf Entitics purchased poblicly truded stock on bebalf of the shedter

cliend, and then dizimbunad those siocks o the cliens upoo the client’s withdrawal

[ron the imansaction, 07 3 and others then advised thar the shelter conld be
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comeealed vn the client™ ey retuns and instead reporud as lusses resulling Trom
the sale of the stuck so diswriinated. Inorder 1o furher comeeal the phons tax
sheiter losses from the 1RS. i some instanees UL > wnd others purchised stocks
thavt Tad already seffervd Lirse losses during the vear as the stovks to which the
ahelter losses would be attached, fnorder to mislaad the ERS imo believing thae
tie losses resuled Fron these stecks” peor perfermance, rather than Tom ihe

Traudulent tax sheloers.

Cuncesling Shelers with Shurm Attormey-Uhent Provileps Cloims

33, The comspirsters also attempted o conceal their fraodulcat tox
shelcr aotivitics by attempring to ¢luak commumacitions repardmg those activities and
certaim of the activatios themselves with the anomew-client privileee, although the
conmnuincalivns in question were ool privaleged, For esaomple, CC 2 aftempted to
canczal his acthivities in this manuer by purport:ng to have KPEMG elivnts engage o laow
firm to provede legal advice, which law Brn would then pugee o engape KPMG o
work ooder the dirvetion of the law Q. Under Owivedd Seres v Keved, comemumicalions
e non-lTawswet professionals seeh as accounlmis ace protecied under the aticemey-client
privilege when the accoomant is in tact working ander the disection of an atturney.
Mumerons Koved artangements estahlshed by OO 2 were sham amangements because the
cients did ngt dervetly engage the w iiom, imomsny insances never even spoke te the

laa vers whom they fud purported]y engaged, and CC 275 work was done oulside of the



oumerted luwsee-cliom privilege, The parpese of this frasdelent conduct wis o enable
the clicnt, with the assistance of £ 2 and the law {iom, w0 congeal the frandulent 1ax
shelter root the RS by ausmpimg 1o closk all of the work for tne shebter i the attomey-
client privilege.

Obxrucnen of IRS and Senate Investiealions

3. Despite the conspirators’ effoms o prevent IR S serunny of these
fraudubent tax shelters, wy Oetober 20000 she i85 initiated an examinmtion of KPNG for
tts fulure 1o pepister the transactions with the [RS. As part of this cxamination, in eurly
U2 the TRS issucd 25 aunmmeonses to KPMG caliing for infonmation redatiog o
nmuerens s sheliers with which KPMOG may lave been involved. fn addition. the IRS
sumimenses requiled EPMG 0 designate a knowledpeable persumn to testi!y ender cath o
the TRS. KEMO designanad the defoendint JEFFREY RISCHELD, who at the winie was the
e in eharge of KPS Personal Fmansial Planmiog geoup. to testity, KTISCRED s
teatiteny was False, misleading, and vvasive, [nelegd, atter one duy of westimomy, aneother
RO partaey who aticnded the testmony reported i an enmi] toa KIPMG e [eader
o KOPMCH s Offrce of General Coungel and ouiside counse] “determimed that the best
sicatepy wis “the leas said the better™™ el ihas EISCHEDT “felt that b basd o ehoice bt
to b “Morgeifub” And g0 the record will reflect repeated *| don't knows™, [ don't recalls,”
and “F wos ool ol e loops” 1he rope-s-dope:Enron delense.”

i, RS sommuenses culled for production of decaments relating rx 305



tax shelters, ameny sther things, The defendant 2ICTEAREY SMITH was amnomg e
K PME personnel dirccting KIS s respeonge Lo the JRS summenses and SMUTH was
aware of EFMO s mvolvement in pometing SO ramsactions. Nevertheless, nong of the
L0151k shetters marketed or implemented by KPMU. ot imowhich KPMCG persinnel
participated, were disclosed o the 1195 and oo o sumber of vecasions, SMITH amad others
caesed KOG fabely to clain to e IRE thu the produciion of docwments a}nj
Tnformation relating b the summonzes was substantiatly complete.

AL Inowddition, when e IRS in Moy 2007 spcetfically inguired abow
KPRICG s fuilure w produce 208 infonnation. the defendame JEFFREY EISCHERND
itentionally caused KPMO s copresentiiives w falzely respond that KFMG wis no
itvalved in SC05, but may hase prepared o couple of fax reterns contaminge S008 losses,

A, In Iasdary 2003, a Subcornanitiee of the Elnited States Senare issued
asubpocna 1o KEML ealling for documents and infemmution relating 1o ies tax shelier
mclavitees. meleding a spec:fic request for docoiments relating to tax shellors vsed by
KM partmers to ovade their own laxes. The subpoena specifically named OO 2 as well
as at least two KEMU partoers wheo, o fact, hag wsed S05 trangaciions to evade their
ow taxes, The tetendane RICHARD SMIT1 was among the KPMO personael
darecring KPMG s respomse 1o the Senate mvestigation. In sddiion, SMITH was waare
of at least ong KEA partner who used an 505 bvpe shelier 1w offset the partnes s oun

IMCOTNE 0T nain, and was awate of felawed docaments responsive to the Senate subpoens.
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Fiowever, the defencdant SMETH and Fs co-conspirsiors cawsod KFAMG s represenlatives
falsely 1 responed 0 the subpocna as fallows: =i the hest ol its knowledge and helivf,
alter reasomable ibquiry 1o date, the (irm bas nol vel identifizd any decuments that ary
responsave 1o this request.”

43 Inorabout Nevember 2003, the defercdants RICTHARD SMUTTLL
JEFERTY LISCHIED, FITN WIFESKER, JOHN LARSUN. cortain EH-UIjle]JirﬂTDES.
ard others wstified befare the Senate Subcomminec investigatme Lot shelter acivines ot
KEAIG and ethers The defendants SMITEHL EESCHEITY and WIESNER 151174
wgether ip panel format  Prinng this festimony. anwne other thimgs, EYSCHLED falsely
denied that KPR s Tee was o percentage of the s 10s% w0 be genetawed by the shelters,
fo wdeleion, when asked by o Senator whether TLIP, OPTS and BLITE were “designed
and marketed privarily a5 wx redugtion sieacies.” FISCHEID talsely stawed "Senalor, |
would ret agree with et characterisation.™ Io addition, smong eiber Silse and
insleading testimony presented al the hearing, SMITH guve evusive testimmony regardimg
EPMG S myolvement o designing, marketing, smd impicmenting tax shelters.
[ARSON also provided false and mislcading wstimeny by, amony atce things, Dlsely
denyang that BLIPE was desipned so that ipvestos weould exit on day 00 al the
transaction repantless of the purpened 7-vear stroctore of the purported Boan, and Talsely

denying that FTIP was desgied primanly for ax deductions.



Stalutory Allepattons

44, Freom at least i or ghout 1996 tkrough at lzast in or abonr 2002
FEFFREY S EDR I0LN LANNING. RICILART AMiTh ITFFREY RSO,
PHILIE WIESNEWR, JOHN LARSON, ROBERT PFAFF, RAYMOND | RUBLE, alse
knowwr g 1T Buhbe, " and MARK W ATSON, the defendansy, and their co-
carspitators, enlawfully, willfully and knewingly, did combine, conspire, n::-:::nfmlf:ra'.t
and agree tngether and with cach other 1o defrand the United Slatcs and an ageney
thereod, ewit, the Imersal Kevenue Sorviee MRS o the United States Departmen, of
Treasury, and o comnit affenses against the Linised States, wown, violaions of Tille 26,
U'oited Stotes Conde, Sections 7200 720601, anad 720602

Ohijccts of the Congpiracy

45, Tewas o parl and an abject of the conspiracy that JLEFREY STEIM,
JOHN LANNING, RICHARL SMITH, JUFFREY EISCHEID, FHILIP WIESNEER,
TN LAKSON, ROBERT PIFAFF, RAYMOND P RUBLE, also known az "R 1,
Euble,” and MARK WATSON, the defendants, and ther co-conspiratons, anbss fully,
williully and knewingly would and did dlelfrasd the Unined Siates of Amwerics aned the (RS
oy impeding, impinne, defeatine and chstructing the Tawful governmental functions of
the IRS m the ascedainment, evaluation, assessment, atd eollection of ineome taxes.

6. Ttwwas Murthee a pan and an obiect ol the conspiracy that SEFEREY

ST, JOUN LANNKNING, RICHARD SMITH, JEFFEEY ETSCHENY, PHILIEP



WIRSNER, IO LARSON, ROBRRT PEAFY, BAYMOND L RUDBLE, also keew:
w T Rable ard MAREWATSON, the defendants, and their eo-conspirators.
sl Ly, wilifally amd know:nely wouid and did anempt o evade and defeat s
abstamiaal part of the e axes doe and owing o the L aited States by ax shebier
cliens and wthers, in veolation of Tile 26, Urited Stores Code, Section 7200

47, Nwas Funther o part and an object of the comspivacy that IEFFREY
STEIN. JOMUN LANNING. RICHAKD SMITH, JEFFRTY EISCHEILD, FHILIP
WIESMER, IO LARSON, RORBLERET PFAFE. RAYMONTY F RUBLE, aleo kpowr as
SR Wulle,” and BIARE WA TS0, he defendands, snd 1heir co-conspioators,
wolas fullyv, wittully a:d knowingly would and dad make and subseribe and cause others
iu amake and subseribe 1Uniked States individual, eorpoition, and pannership nomne s
returns, Which retums coolained and woere vertlicd by wrten declarations that they weee
made urekher the peoaltics of pegjuee, wosl thad the defendants and their co-consparstors Jid
niot Beleve to be ime aned correct a5 ta every watenial matier, i violation of Tale 36
Utnled States Code, Sccnon T20841).

dE, Iwas further o part aodt an object of The eonspiracy that ICFFREY
STEEN. FOHN LANNING, BEICHARD SYMITHOMFFREN EISCHLEIT, IPHILLP
WIESKNER, JOHN LARSON, ROBRERT PFAFF, RAYMOND 1 RUBLE. also known as
TRV Ruble” and MARK WATSON, the delomdanis, and ihelr vo-conspimrs,

unlaw tully, wiltully and knowingly would and did aid aod assest in, sml procare. coansel,
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andd advise she preparation snd preseotacion undee, the intemal sevenue laws, of ortain
Lnited Seates individual, toeporation. wnd parnership inconte s rems which were
[rocelulent and filse 2 0 muteral nattels. i siolaeen of Trle 26, Enited States {ode

Seelaom T2

Aeans god Methods ol the Conspiragy

19 Among the meues and metbods by which JEFFREY STEIN, JOHK
LANNING, RICITARD SMITH. JEFFREY FISCHETD, PILLLIP WIFANER, JOHN
LARSON. ROBERT PEAFF, REAYMOND L RUBLE. als known as "R Roble.” amd
MARK WATSON, the defindants, unsh theis co-conspirators would and did carme out the
eonspariay were the following:

They would and did concost tax sheles mansactivns and false and
fravdulent factunl scenanos 10 suppon them sn that wealthy United Siaes citizens
wold poy cenuin of the consmizatocs and othier participants in the ransact:ons
appromaatcly 5w %5 ol inceme or gam instead of paying fedenal and slate teces
on thal income or faa.

L. They wenld ard o3 prepare fulse and froudulent documents 1o
deceive the RS, including bt nat limed to, engagement leters, ansactiona

documents, represeniation detiers and opnion letters.

Ihey would and didh conceal the contents of tax shelter sales

prescolaitons m ovder to prevent the 1RE from discoverng the true fucts cegaeding
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those sheller tratsaeiiongs,

k. Theywould and did propare and provide to their clicnts false and
{ranulaient repeseniations that e clivsts were reguired 10 ke moorder o obtan
opinion leters that purpocted to justify using the phoy s sheler losies 1o otlae
income ur gam. At tmes, the conseiraters presentaed to thewr clivnts these Llse
amd Fraudulent chicot representations afer the afl-in ¢osts ﬁfﬂp|:-m:-;in'}u1r:ly St
T of the desired {ux loss were collected froam the tax sheher clients.

e, Tiey would and did prepare and ciuse vo be grepared W et
hae were False and fmwdulent beeause, anwnyg, other thimgs. they incorporated the
pheny tax [nsses and therefore substmially uoderstated the 1ax due and owing by
the sheltor citents,

! Thew would aud did G triusledently omit on cetain 1y retutes the
logses and the paio or meeme they sheltereds and {103 dispaise the shelier losses on
curladn X rehims in aomanner intencded o decerve the 1RE.

i They would and did 1nke vanous steps to prevent the creanon and
retcntion of dacuments that oyight reveal 1o the 1BS the true facts regarding the
fravdulent (v sheltera as well as centain conspirnons” Tole In designimg,
marketing. snd implementing theat, inelucdine bue nef hmted o conecaling {from
the TS that the opimon letters proaded by KPMG, the Law B, and other fims

were nob melependent and were instewl prepared by entitics invobved an the destgn,

Lk
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urk orie. wned smplementatzon of the ey sheliers,
. Theywould and did tike varioas additionnd steps to conceal fram
e TRt existence of e shelters, their o facs, and corain conspisatons” ro
o desipning, marketing, and implementing the shebters, including, but e imited
t, failinge te vepister the shelwers, nsing sham amornoy-client privilege elaims. amd
eancealing docwments and providing filse aod ousicading il'lf::l-rlt‘l:l'l'ii;ur‘l L VeSS E
10 TR wmcd Senabe mvestigatons,
et Acts
s, Ji fwitherance of the cotspiraey wmd 1o cffeet the sllegal abjeers
thervof, JEFFREY STEIN, TOIN La™NING, RICHARD SMITH, JEFFREY
FISCUERD, PHILIP WIESNER, JONN LARSON, ROBERT PFAFF. RAYMOND
RUBLE. alse known as “RJRuble,” and ATARE WATSON, the defendamis, and their
co-plnspitaters, comnutted the follewing overt acts.mnong others, in the Southern
istrict of New York aed elscwhere:
& Cir o shout Jamuary 36, 1907 delendanes JEFFREY TISCHEILD
and JOHN LARSCHY advised a FLIF client and his retumn preparer 1o ceeate a
prantor trust for the purposes of conecalimg on the client’s tax relurn ihe FLIP tax
loss 10 by genecated and the clivnt™s gan from other soucces.
. Un or about Julv 18, 19972 the defendant ROBERT PFATL preparcd

4 memotapdum 10 the delepdants JOHMN LANKING and IEFFREY STRIN
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digcwseing how KNI amd the Dirsot PAad botities shouhd joiatly devise.
market, and irmyptement s shelter rransaciuns and how their fees should be
divided,

e L or shont Avugase 1o, 1997, the defendant JTOHN LANNING sem
an ematl 10 the derindants JEFFREY STEIN, JLFFREY EISCHEID, JONTN
EARSON, BOBLERT PEAFE, OO 1, and others cepardimy a meplng t:ﬂ-:using_.r an
suctesstully completing LARSON and PEAFF enpagements, conliuing: 1o 2row
and evpand the “Tax Advamuged Tiansacions” pragtice that LARSON anl
PEAFF had been overseeing, and endeavering fo foroe an ongoing and success{il
relationship with the "PoatflLarson firm."”

if. In or abour September 1949700 1 an boehall of KPMOG and the
defendkmt TOHN LARSON on behadf of the arson /PRt Enuties signed an
Toperating agreenent” regarding joimGmarkehing and implemnentation of FLIP
transuctens.

., O o ahowt Pecerber 15, 1997, the defenekans LAY SOND 1
ELBLE, also knrewn as “R.1 Roble,” told cerlam co-conspirators thal his
managing pannet had approved bis warking with KPMO oo a joinst basis Lo
develop and market tax products and joinidy 1o shave in the fees.

i O or about March 14, | 9494, the defendant JEEFREEY STEIN sont

an cmail 10 the defendant JONN LANKING und athers tecommending, in



substance and i pan. that rovisie credit for QP18 rransactions be divided amosng
KPMG practice groups in o particuias manner baged on the similarities hetween
FI.0P amdl LS

B kv oor abaal May 26, 1994, (U0 1 advised the defendant JEFERTY
STEIN o others that KBS should not register OPES beoause 10 do s would
pat KM 2 severs competitive disadvantage in marketing tax ﬁhé}lcrs.

h. On or about June 8 199%, O 1 advised the KPMG wam markeliog
OPT3 nol e leave the CGPIS Powerbotne presentation “with clients or targels under
aty circumstances” becanse doing secwil] DESTRON any chance the elient may
have 10 gvoid the swep ronsaction decieine,”™

i, Cm or about Seprember (0, 19LE the defondant JEFTREY
ETSCHED sent an email to delendant JOHN EANNING and athers proposiog an
“allanee™ with a competitor of the L arson Pfafl Ertities w implement OP1S
trasisactions and noting that ™we have verw Bitle time 1o waork with if soc 2re gaing
10 execute rades such that our clients can penerate the desired hencing in calendar
R

1. Om o about December 20 199%, the delendant RAYMONTY 5
RUELE, alzo known as .1, Ruble,” prepared o memorandum to certain ceo-
CONSPIrlrs proposing structanng BEIYS with a tixed-rote loan tor porposes of

avolchng a rale that would block the penecation of BLIPS phony as bosses,



k. O o oabowrt Diocember Ty, VRS the delendan BAYSOND L
HLUBLE. ulso knewn as "R.J. Buble. sent an email o his management statiag that
i Tl worked cioscly with PO i developing taa produces and had sgreed o
lssse oomewrring” Umore likehy tham not” opinion Jefters oo hese products io
retarm S a feu frenm RPN of SARG00 per deu? For 1997, and a fue for 1998
laged on deal sive.

I (o7 abont Tanuwary 220 1999 the defendant JEFFREY BISCHETD
imstructed B PMOr partnens that cach partner should deckde for himeel or heescll
whetbier to atienpt 1o conceal losses fromy the IRS uning a ormlor nust.

m. Dnoooraboont Aprid 30, 1999 ancl May 10 1999 the defendmmits
TEFEFREY EISCHEN, MARK WATSON, 1O LARSON, CC 3, and cortain
co-uespirators me 10 Dallas, Texas fon o BLIPS ask force meeting.

n. O o alwt a9, L9YYOhe defendand MARR WATISON
propased faise representations 1o be included inthe BLIYS opinion leter.

0. U oor aboal May 10 1999 the defendant MARK WATION
propased o MElse representation w be incladed in the BLITE opmon letier.

p. o ur about bMaw 10,1999, the defendant JEFFREY STEIN sent an

cmail woothers inowluch be recommended that KEMG market and implement

BLIFS.

1. Oin or aheat Augast 4, T999,0the defendam PHILIP WIESNER
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anpiumeed Ehat BLIFS was approved for marketing by KPMO personnc]

T. Cin o ahoted Ategust 5, 19U, g co-conspintar nl naned a8 3
delendant hercin semt an email 1o the defendamt RAYAMIOND 5 RUBLE. alse
known as 1F Roble™ i the Soutiven Distece of Mew Yaork stating that he and
the attorney had received o “iet ot of jil free card” g% result of obaiing
permission from Washingico Navonal Tax to proceed with BLIPS,

5. [p o about September of Quetober 1499499, Domemck DeGiosgio, @
co-conspirator nod nomed as 4 defendant herein, owt at the offices ol RBank B in
the Scouthem District of ~ew Yok with the defendant ROBERT PFAFF, and on
apothor nogasion, with JOMN TARSON and others, including o co-conspirtor not
naened as o cdetendant herein (O 47

t. [ asr about 1999 0n the Southem Mhstrict of New Yok amd
elsewhere, Banks A, I3 and . prepured and caused w be prepared mransaclional
dogwments relating i BLIPES tax shelier transactions.

1t U or about Septembor 270 1999 00 4 prepured o " oan premium
ratienale” desipned 1o falsely make it appear that there wery legitime business
and coonenie purpoascs for stragturing the BLIFS puperted loan in the manoer it
was striectared.

V. it o about Querobar 199, 0 4 requeswad a treasury official of Bank

i i the Southern Disired of New York to exconts o swapr ieamsactiion sivobvipg a
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LBLIES “loan’ b ermalaving twa separale trode Uekats rather than a simyle swap
trunsaction foker. -

W In oF st mik-Ueraber 1583 3 co-conspirasor o numed as &
defendant herein. eaused KPMO protessionals 1o be deploved o the New Yars,
sew Vaork offices of Bank B o uid in processing vomnous BLIPS ransactions in

oreler to allow the trunsactions W be initiuted and teminated by the eno of te

calendar vear,

% i oor about Movember 311995, OO 3 advised a BLEPY chert o
divide the phony tux sheller losses among L stocks that have been fosers,

V. Cdn or about Decembes 8, 1999, the defendant MARK WATSDN
advised others involved in markeuno and implementing B1LEMS that o dozwment
on which the client selected how much of the BLIPS loss shoukd e ordimary and
hew ymuch should be capital should not be kept io the 1 beeause 1 e H2S
were i discover such a decement it could lock veey bad for the client.”

7. O ar gbpun March 7. 2000, the defenelants IEFFREY STEIN,
JOTIN LANNIMG, JEFFREY EISCHEID, and RICILARL SMITH, and others
il in the Southemn Dhistot of Mew York i discuss the osks af civil peralties amd
criminal investigaton assocated with compleating the impiementation of 1494
OF1S and BLIPS transacnons,

aa. O oor about Barch 21, 2000, a co-consgerator mt named as s
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defendam et advisesd othees sncloed in macketing BLPS shin they should
"NV put s oy of ™ am emmiail in their BLIPS {ils becanse “itis 2 roadmap tor the
raxing suwtharities wall the viber listed ansnclions.”

b, (oo about Mareh and Apeil 2000, in e Southern District of Sew
York., the defendent EAYMOND [ RUBLT also known as "K.), Ruble.”
prepared anc caused wy be prepuced dozens of BLIPS opinion Leticrs.

el Inor about 1995, 19949, and 2000, in the Southern Distric: of New
York and clsewhere, certain conspirators, mcioding KPMOG personnc] and chients,
and cthers imvoleed i FLIE anct QP15 tay shelier ransactions preparedl, signed
andl filed tax returps that Talselyv and fravdulently claimed over $4.2 Billion in
phony tox Tosses geoeraied by FLIP and QTS transactens.

dd. I of ahen 2000 and 2007, a0 the Southeen Cistrics ol »ew York
umd elsewlere, certain conspirators. including KPMO peesonnel and clicots, and
athers involved m BLIPS 1 shoelter transactiong prepared, signed and filed ax
retms that falsely aod fravdulemby cloimed over 5.1 billion in phony 103 Josses
cenerated By BLIPS runsacrions.

B I owr about 19090, 200100, and 2000, in the Seuthorn sy of Mew
Voark and elsewhere, centain conspirators, includmg, KPMO persoane] and clients,
and orthets involved in SO tay shelicr tramsactions prepared, signed amnd fled s

refums hat falscly and fravdolently claimed over $1.9 billeon in phoom e Josses
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generaled by 5005,

iT. 1 or-phout Mareh 2000, defendant JEFFREY EISCHEID and & co-
comnspirator ol named as a detondant herein 7O 570 atemnpted (o procare an
additiomal law Tirm 1o auther o evorabie opinion letter fora BLIPS clieat who had
proviously demanded that KPMG cetaen all of his Fees ta him.

gg.  Choor pbout Februany 13 apd 27, 2002, the deleodam JEFEREY
ETSCHEY provided false and misteading testimony under oath 1o the (R

ith, O op abouat Oeleter 2, 2002, the defendant RICHARDY 5241 1H send
a lener 1o the LIRS in the Sowbem Disidet of Wew York falsely claimmg that
“KEMG has ot thas vne vimweally completed its comphance with the summonses”
although az S3MUTH well knew, KPMO had produccd oo documens or
information regarding s invobvernent in marketmp and imelementing 505
ITunsactlons.

. Cnor abet February 19, 2003, OO % and others covsed KM s
oursnde counsel o falsely represcit to the Scnate thar “afier reasonable mgquiry w
date, the firm has et vet identificd any ducwments” relating to shelier transaciuons
usecl by KPMG partners (o sheller their o income or gains, @lithouph OO 3 well
knew bar KPMG had varieus docuwiments respoosive to this subpoena reguest.

- O o about Movember 15 2003, 1he defendam JEFFREY

EISCHELD prowvided false and misleading testimony under vath 10 a
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subcomomiiee of the United Soites Sonate.
kk,  Omorabout Sovember 18 2003 the delendant RICHARD 53M1TH

pravidied evasive testimony under sath o a Sobcammitiee of the Unitecd Stotes

Senate.
1T be 18, Upited Stones Code, Section 3710
. s
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