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In an extraordinary move, Siemens has extracted financial settlements from former directors and 
managers to pay for their failures in Germany’s biggest corporate bribery scandal. 
 
In the U.S., the company has become a high-profile example of regulators’ efforts to step up 
enforcement of the Foreign Corrupt Practices Act. Although FCPA compliance is a board-level issue, 
experts are divided on how much the Siemens case will affect U.S.-based directors. 
 
Nine individuals at Siemens have agreed to pay between €1 million and €5 million each in damages 
after the company spent $1.78 billion in fines, disgorgements and back taxes to U.S. and German 
authorities and more than $1.9 billion for internal investigations and reforms, according to 
BusinessInsurance.com. The individuals, however, can satisfy the payments by giving up their rights to 
any unpaid deferred compensation, stock awards and stock options. 
 
Two more managers were threatened with legal action unless they also agreed to pay. But both of them 
let the mid-November deadline pass without settlements. Yet Siemens’ shareholders will have the last 
word. 
 
On Jan. 26, they’ll vote at the annual meeting on whether to approve the package settlement. If 
shareholders balk, or if the other directors don’t get on board, the company says it will take them to 
court to recover “legitimate claims.” 
 
Siemens agreed to pursue the settlements against its own officials in return for a group of shareholders’ 
agreeing to drop a derivative suit against several Siemens executives and directors last autumn. 
 
Once the individuals settled, however, Siemens indemnified them against future shareholder claims 
related to the wrongdoing, according to Dan Goldwasser, an attorney with law firm Vedder Price in 
New York. On the other hand, Siemens itself still faces prosecution in several countries. 
 
The SEC found that between 2001 and 2007 Siemens executives and salesmen paid $1.4 billion in 
“useful expenditures” to various government officials around the world. The payments guaranteed that 
Siemens would land projects in at least 17 countries. 
 
German and U.S. prosecutors discovered that the company’s compliance program actually existed only 
on paper. Siemens agreed with the SEC’s 2008 statement of offense that several managing and 
supervisory board directors knew about bribery payments in Greece, Nigeria, Italy and other countries 
yet tolerated them. 
 
In 2008, Siemens pled guilty in the U.S. to criminal charges of knowingly circumventing and failing to 
maintain adequate internal controls, and failing to comply with the books and records provisions of the 
FCPA. 
 
German companies are required to use both a board of managers, or Vorstand, and a supervisory 
board. Supervisory boards, which have a very narrow function, mostly appoint and remove Vorstand 



members. Management decisions at Siemens were made by an executive committee within the 
Vorstand. 
 
After an internal investigation by the law firm Debevoise & Plimpton, Siemens’ new supervisory 
board charged only two persons from the former supervisory board with having some knowledge about 
the corruption but not attempting to stop it. The former CEO and supervisory board chairman, Heinrich 
von Pierer, had to pay €5 million, or $7.55 million, because he had been head of both the managing 
and supervisory boards. Another former supervisory chairman, Karl-Hermann Baumann, also failed in 
his duties. Yet because he was on the supervisory board for a short period of time and supervisory 
boards have lesser responsibilities than the managing boards, including not overseeing compliance, 
Baumann was forced to make a relatively small payment of €5 million, or about $1.51 million. 
 
In the recent notice of the annual shareholders’ meeting, the new CEO and board at Siemens accuse the 
former leaders of having breached their supervisory and compliance duties, which resulted in financial 
burdens for the company. 
 
Yet because of the unusual charges, a former SEC commissioner doesn’t see immediate repercussions 
for directors on this side of the Atlantic. 
 
“I think the implications are limited,” says Joe Grundfest, who now co-directs Stanford University’s 
center on corporate governance. “That a director actively participated in a fraud is rarely even alleged, 
much less proven, in the U.S.” 
 
Meanwhile, Goldwasser, who is an audit committee member at Forest Laboratories, isn’t sure the case 
amps up the likelihood that U.S. directors will be held more liable. 
 
“Unless a whistleblower makes an allegation, board members have no way of knowing that illegal acts 
are taking place. Sure, a U.S. corporation is required to have internal controls that would prohibit 
corporate bribes, but senior executives can override those controls,” Goldwasser wrote in a statement. 
Yet the Siemens case does continue a trend of shareholders’ holding directors accountable for 
managers’ wrongdoing. 
 
Donna Boehme, the former global compliance chief at BP, calls Siemens the “quintessential” failed 
corporate culture. Yet she says that in the past two years the company has corrected its culture more 
than any she has seen. “But they had to,” she says. Had the company been convicted of a criminal 
felony, it would have been blacklisted from future government contracts, which is its license to 
operate. 
 
At the annual meeting in two weeks, Siemens’s shareholders also must vote on whether to approve a 
settlement the company worked out with its directors’ and officers’ liability insurance companies. The 
insurers, led by Allianz Global Corporate & Specialty, agreed to pay less than half of the contracted 
D&O limit of $371 million. 
 
Kevin LaCroix, a partner at Oakbridge Insurance Services, says that Siemens may not have had much 
choice about accepting the lowball offer. “D&O [policies] do not cover intentional misconduct such as 
bribery,” he says. In addition, the amount the insurance companies ultimately agreed upon may have 
been dictated by their ability to pay, says Goldwasser, who defends business clients in disciplinary 
proceedings. 
 
According to its Form 20-F from last September, Siemens is integrating various controls under the 
watch of its new Vorstand. A compliance monitor is watching the company under the terms of the U.S. 



settlement. Theo Waigel, a former German federal minister of finance, will evaluate how well Siemens 
implements its new compliance program for up to four years.  
 
 

 
 


