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CAYMAN ISLANDS — Kellogg Brown
& Root, the nation’s top Iraq war contrac-
tor and until last vear a subsidiary of Halli-
burton Corp., has avoided paying hun-
dreds of millions of dollars in federal
Medicare and Social Security taxes by hir-
ing workers through shell companies
based in this tropical tax haven.

More than 21,000 people working for
KBR in Iraq — including about 10,500
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Top Iraq contractor skirts US taxes ofishore

Shell companies in Cayman Islands allow KBR to avoid Medicare, Social Security deductions

Americans — are listed as employees of
two companies that exist in a computer file
on the fourth floor of a building on a palm-
studded boulevard here in the Caribbean.
Neither company has an office or phone
number in the Cayman Islands.

The Defense Department has known
since at least 2004 that KBR was avoiding
taxes by declaring its American workers as
employees of Cayman Islands shell compa-
nies, and officials said the move allowed
EBR to perform the work more cheaply,

saving Defense dollars,

But the use of the loophole results in a
significantly greater loss of revenue to the
government as a whole, particularly to the
Social Security and Medicare trust funds.
And the creation of shell companies in
places such as the Cayman Islands to avoid
taxes has long been attacked by members
of Congress.

A Globe survey found that the practice
is unusual enough that only one other ma-

OFFSHORE, Page A20

According to US Central Command, there
are 163,000 contractors working in lrag.
KBR says that it has 54,000 people
working on its projects in Iraq. Of those:

Just over 21,
are Cayman lsland hires
13,288 are direct hires

The rest are subcontractors
from other companies

SOURCE: KBR
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U.S. Among Countries Investigating Tax Evasion

By CARTER DOUGHERTY

FRANKFURT — Following the
lead of Germany and Britain, at
least eight other countries, in-
cluding the United States, said
Tuesday that they were investi-
gating whether some of their citi-
zens were using banks in Liech-
tenstein to evade taxes.

The countries involved in the
investigations also threw their
combined weight behind efforts
to change banking secrecy rules
in Liechtenstein, a principality
nestled between Austria and
Switzerland that has a thriving
business in managing outsiders’
money.

German prosecutors, aided by
stolen bank records, began their
crackdown nearly two weeks ago,
when the police searched the
home of a prominent German ex-
ecutive,

Since then, 91 of the 150 people
being investigated so far have
confessed to evading taxes, the
prosecutors said, and 72 people
have turned themseives in with-
out a visit from the authorities.

Targets in the inquiry have al-
ready paid 27.8 million euros, or
$41.5 million, to begin settling
their cases, and German prosecu-
tors made clear Tuesday that
they expected to collect much
more before their investigation is
over.

“At the moment, this sum is
rising daily,” one prosecutor,
Hans-Ulrich Kriick, said in a brief
statement in Bochum, Germany.
“We have already been notified
of more voluntary payments.”

The investigation goes back to
2006, when German intelligence
services paid nearly 5 million
euros for confidential banking
data to an informant, apparently
a former employee of the LGT
Group, a Liechtenstein bank.

Later, the British authorities
paid money to the same person
for data on British subjects who
had sheltered money in Liechten-
stein, and they are investigating
about 100 people in Britain, ac-
cording to an official close to the
inquiry who spoke on the condi-
tion of anonymity because the
case was continuing.

Australia, Canada, France, Ita-
ly, the Netherlands, New Zealand
and Sweden are also looking into
tax evasion by their citizens in
Liechtenstein, according to state-
ments from Britain and other
countries.

The Internal Revenue Service
said Tuesday that it was begin-
ning enforcement action against
“more than 100 U.S, taxpayers”
on suspicion of evading taxes
through investments in Liechten-
stein. The LR.S. was approached
last year by an informant with
data from the LGT Group, said
Barry Shott, deputy commission-
er for international affairs in the
agency’s large and medium-size
business division.

“We get information from a lot
of people in a lot of different ways

Sarah Plass contributed report-
ing.
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Hans-Ulrich Kriick, a prosecutor, spoke to the news media on Tuesday in Bochum, Germany. He
said a growing number of taxpayers were making voluntary payments to settle their cases.

all the time,” said Mr. Shott, who
did not identify the informant.
“We came into possession of the
information and it seemed to be
interesting.”

He stressed that the United
States did not pay for the in-
formation upfront. But he noted
that under federal law, a person
who gives the LR.S. useful in-
formation can file a claim to re-
ceive a percentage of the money
that is collected based on the
data.

Audits in the United States
have gotten under way, and the

The LR.S., like the
German authorities, is
looking at investments
in Liechtenstein.

I.R.S. is already experiencing “a
range of cooperation” with the
taxpayers involved, Mr. Shott
said. He stressed that the LR.S.
would look favorably on people
who report themselves, but that
the agency would go to them if
necessary.

“We know who they are,” he
said.

Other countries have long
sought to pressure Liechtenstein
to adopt rules of the Organization
for Economic Cooperation and
Development aimed at curbing
tax evasion. The organization,
based in Paris, has called Liech-
tenstein, Monaco and Andorra
“uncooperative tax havens.”

Dave Hartnett, acting chair-
man of Revenue and Customs,
the British tax agency, said in a
statement, “In the light of recent
developments involving Liech-
tenstein bank accounts, there

needs to be a significant move
toward full implementation of
0.E.C.D. standards on transpar-
ency and effective exchange of
information in tax matters.”

Peer Steinbriick, the German
finance minister, said last week-
end that Germany would also
push for change in other coun-
tries, including Switzerland, Lux-
embourg and Austria.

Those countries have agreed to
limited efforts directed by the Eu-
ropean Union to provide account
information or tax revenue, and
Germany is pressing for further
action. Germany plans to raise
the issue at a meeting of finance
ministers from the 27-nation Eu-
ropean Union next week, and
with Prince Albert IT of Monaco,
who is visiting Berlin this week.

“Liechtenstein is the tip of the
iceberg,” said Grace Perez-
Navarro, deputy director of the
Center for Tax Policy and Admin-
istration at the O.E.C.D. “They
are interested in seeing change in
other places, too.”

Fears that Germany and other
countries might mount a sus-
tained effort to curb investments
in Switzerland have prompted
sharp reactions in that country, a
well-known  destination  for
money from around the world.

Michel Y. Dérobert, head of the
Swiss Private Bankers Associa-
tion, said that disclosures that
Germany’s spy agency was ‘in-
volved in obtaining data on its cit-
izens from abroad sat uneasily
with his members.

“I think this type of episode
will discourage German-speak-
ing banks from hiring Germans,”
Mr. Dérobert told the newspaper
Le Matin in Switzerland. “That
would be logical, although until
now we have had good relations
with Germany.”

The Munich newspaper Siid-
deutsche Zeitung reported Tues-
day that German prosecutors

had trained their sights on Vonto-
bel Treuhand, the Liechtenstein
subsidiary of the prominent
Swiss bank Vontobel.

The prosecutors in Bochum
confirmed Tuesday that they be-
lieved “a second foreign bank” —
in addition to LGT — had helped
Germans evade taxes, but did not
identify it.

Vontobel said Tuesday that no
client data from its Liechtenstein
affiliate had been “obtained un-
lawfully or used for improper
purposes.”

LGT, which is owned by the
royal family of Liechtenstein,
said Sunday that the data ob-
tained by the German authorities
covered 1400 clients, 600 of
whom are German citizens.

The information is thought to
have been taken by a former em-
ployee, Heinrich Kieber, who of-
fered it to at least two European
countries, Germany and Britain.

The data was from LGT Treu-
hand, a subsidiary of the bank
that specializes in setting up
foundations, where money can be
sheltered and then invested with-
out reporting capital gains to gov-
ernments outside Liechtenstein.
German prosecutors said Tues-
day their investigation involved
mere than 200 million euros that
had been put in such foundations.

After Germany and Britain ob-
tained their data, authorities be-
gan sharing it, according to an-
other official close to the investi-
gation, since a network of tax
treaties foresees just such a step.
Torsten Albig, a spokesman for
the German Finance Ministry,
said Monday that Germany
would share the information, and
the Dutch finance minister, Wou-
ter Bos, said he had already re-
quested it from the Germans.

Eric Woerth, the French budg-
et minister, said France was
scouring a list of hundreds of
names.

Page 41




Bush Blocks: Efforts to Close Tax [Loophoeles

Leophele closers in bills Bush threatened to veto:

e Codifying econemic substance — prohibiting
transactions with ne econemic rationale, done
selely to evade taxes

Shutting downi schemes, te lease foreign subway.
and sewer systems and depreciate assets (SILOs)

Ending defierrall ofi effshore compensation by hedge
fiund managers trying to evade current taxation

Expanding broker information repoerting

Tlaxing people who use expatriation to evade taxes




Budget Enforcement
In Budget Resolution

Discretionary caps for 2008 and 2009

Maintains strong paygo rule

Point of order against long-term deficit Increases
Allews reconciliation for deficit reduction only

Point of order against mandatoery spending on an
apprepriations bill




Budget Resolution Provisions Addressing
Long-Term Fiscal Challenges

Comparative Effectiveness reserve fund
and cap adjustment

Program integrity initiatives to crack
down on waste, fraud, and abuse

Long-term deficit iIncrease point of
order






