
Background and impact
In any event, the business in corporate deferred prosecu-

tion agreements has certainly been brisk, particularly since
2003. The dozens of deferred prosecution agreements since
then have involved organizations large and small, public and
private, for-profit and not-for-profit. Two things happened
around that time that fueled the upsurge. (See, e.g., John C.
Coffee, Deferred Prosecution: Has It Gone Too Far? NAT’L

L.J., July 25, 2005, at 13.) One was the postindictment col-
lapse of Arthur Andersen, which was reportedly offered a
deferred prosecution agreement but refused the conditions,
and the other was a memorandum from the deputy attorney
general describing the nine factors the U.S. Department of
Justice (DOJ) considers in corporate charging decisions.
(Memorandum from Larry D. Thompson to Heads of
Department Components and U.S. Attorneys Re: Principles of
Federal Prosecution of Business Corporations (Jan. 20, 2003),
http://www.usdoj.gov/usao/eousa/foia_reading_room/usam/
title9/crm00161.htm.) That Thompson Memorandum signaled
there would be situations in which a corporation’s cooperation
might make “pretrial diversion” an option. Pretrial diver-
sion—deferred prosecution—began in the early 1900s as a
way to handle juveniles without stigmatizing them for life as
criminals. It was mostly associated with individuals and not
applied to companies until the early 1990s. (See Benjamin M.
Greenblum, What Happens to a Prosecution Deferred?
Judicial Oversight of Corporate Deferred Prosecution
Agreements, 105 COLUM. L. REV. 1863 (2005).) The DOJ,
therefore, did not have much in the way of standards
Thompson could point to when he issued his memo. Not
much help can be gleaned from other DOJ policies or the
United States Attorneys’Manual on corporate pretrial diver-
sion, and some have proposed that DOJ fill this void in its
policies. (See, e.g., F. Joseph Warin & Peter E. Jaffe, The
Deferred Prosecution Jigsaw Puzzle: A Modest Proposal for
Reform, 19 ANDREWS LITIG. REP., Sept. 2005, at 1.)

It is no surprise, then, that the combination of powerful
prosecutors, risk-averse companies, and few standards
would produce an upsurge in deferred prosecution agree-
ments for organizations. Not to mention an interesting
variety of provisions: requiring a hospital to give the pub-
lic millions of dollars of free health care, obligating a
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All of the punishment, none of the guilt. What’s not
to like about deferred prosecution agreements for
corporations? Prosecutors get another choice for

disposing of a corporate case other than declining or
indicting. And they can still make sure wayward compa-
nies will be fined, chastised, restructured, and reformed—
without unduly harming innocent constituencies. From the
company side, deferred prosecution helps it avoid the dis-
traction, risk, and often devastating consequences of
indictment, trial, and conviction. The board of directors
cleans house, pays money, and the company stays in busi-
ness; though not without (sometimes a good bit of) pain.

A corporate deferred prosecution agreement is basical-
ly a way of imposing a term of probation before a convic-
tion. The government files charges but then agrees to hold
them in abeyance pending the company’s successful com-
pletion of certain terms in the agreement for a period of
time. Sometimes companies get a “nonprosecution” agree-
ment, the effect of which is often eventually the same. I
do not distinguish between them here. 

If the conditions set forth in the agreement are met to the
government’s satisfaction—and to its satisfaction alone
because there is no judicial supervision—the charges get dis-
missed. Typical terms come more or less right out of the U.S.
Sentencing Guidelines and include an admission of wrongful
conduct supported by a detailed factual basis (admissible in a
later trial); payment of a fine (which can be quite large—
KPMG paid $456 million); cooperation with the govern-
ment’s ongoing investigation (which often obligates the com-
pany to make its employees available and includes privilege
waivers); the adoption of compliance programs and other
reform measures such as changes in corporate governance;
personnel actions (e.g., firings, demotions, reassignments);
and waivers of speedy trial rights and statutes of limitations
defenses. 

Other provisions that may appear in these deferred
agreements include limits on public statements, restrictions
on a company’s ongoing business practices, and the
appointment of a government-selected monitor to oversee
the company’s compliance with the agreement’s terms. The
period of time in which compliance with the terms is
required before the charges are dismissed varies from
agreement to agreement and can be 12 months (e.g., Banco
Popular), 15 months (e.g., Williams Power), 24 months
(e.g., America Online); 36 months (e.g., Monsanto), or
even longer.
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company to endow a chair in business ethics at the U.S.
attorney’s alma mater, or requiring a company to create
1,600 new jobs in the state over 10 years.

That not everyone is completely delighted by the devel-
opment is also no surprise. The reasons for the displeasure
vary, of course, depending on whom you are hearing from
among practitioners, professors, and bloggers. Some com-
mentators criticize the practice precisely because it allows
“corporate criminals” to opt out of the criminal justice sys-
tem and avoid conviction. Defense lawyers are happy to
have another tool to help corporate clients—for whom often
the only real question is how soon to cooperate—avoid con-
viction. At the same time, there is concern that there may be
a negative effect on criminal justice. For instance, some pro-
visions may hinder a person’s ability to defend him- or her-
self, and privilege waivers may contribute to the perception
that the government is imposing a “culture of waiver” and
eroding the privilege. These concerns are not calmed by the
fact that prosecutors retain the sole discretion to determine
whether a company has materially breached an agreement. 

Indeed, the concessions that companies make in these
agreements and the invasive nature that federal “cooperation”
often entails have raised the question of whether the practice
has “gone too far.” (See John C. Coffee, supra.) Not only
have some proposed that DOJ provide more policy guidance,
there have also been proposals that some level of judicial
involvement is necessary to check prosecutorial power. (See,
e.g., Benjamin M. Greenblum, supra.) Because of concerns
on a number of fronts, a working group of the American Bar
Association Section of Criminal Justice’s Corrections and
Sentencing Committee is analyzing some 40 deferred and
nonprosecution agreements and preparing a report for the
committee. The members include David Axelrod, Barry
Boss, Kirby Behre, Peter Jaffee, Samuel Buffone, and Eric
Jaso, and many look forward to the fruits of their efforts.

A sampling of provisions sparking debate
Listed below are a few types of provisions in corporate

deferred prosecutions that have engendered argument.
Briefly discussing some of these terms raises just some of
the myriad challenges and questions for companies and
their defense counsel, not the least of which is whether the
price the company pays for peace may be too high. Such a
discussion also highlights some of the challenges and
questions for the justice system more broadly. 

Waiver provisions. The American Bar Association,
among others, has spoken out about DOJ practices and
policies embodied, for instance, in the Thompson
Memorandum of making waiver of the attorney-client and
work product privileges a sign of a company’s good faith
cooperation in an investigation. Practitioners’ widespread
concern, based on experience, that there is a corrosive cul-
ture of waiver among prosecutors that is eroding the privi-

lege is reflected, among other places, in a recent survey
done by a coalition of organizations and presented to the
Congress and the U.S. Sentencing Commission. (See The
Decline of the Attorney-Client Privilege in the Corporate
Context, http://www.acca.com/Surveys/attyclient2.pdf.) 

Waiver provisions are fairly common in deferred prosecu-
tion agreements. As part of the promise to cooperate with the
government in exchange for a prosecution deferral, compa-
nies often must agree to waive attorney-client and work prod-
uct privileges regarding the company’s investigation and the
conduct at issue. Naturally, the government often insists that
waiver is critical to its efforts to get fully at what wrongdoing
occurred. And perhaps the waiver issue is different when a
company waives as part of getting the benefit of deferred
prosecution after it has admitted to wrongful conduct. 

Of course, when a company is negotiating an agreement
to avoid prosecution, its leverage to resist a waiver provi-
sion is not at its highest. And, to the extent that deferred
prosecution agreements are getting more prevalent—some
question whether the government is getting deferred prose-
cution agreements in cases it would otherwise decline;
companies certainly would be hard pressed to see if the
government were bluffing in any particular case—waiver
becomes more and more simply business as usual. 

Even if waivers have been negotiated rather than sim-
ply demanded as a condition of cooperation, it hardly
requires comment that their impact is the same. Certainly,
the effect on the company’s pending or future civil litiga-
tion is obvious. Some have also noted that waiver can
actually harm corporate governance by discouraging con-
sultation with lawyers and making it more difficult to
detect and fix wrongdoing early. (Elkan Abramowitz &
Barry A. Bohrer, Waiver of Corporate Attorney-Client and
Work Product Protection, 234 N.Y. L.J. ___ (Nov. 1,
2005.) So the erosion of the privilege could be at odds
with the very reforms the government has achieved
through these agreements. 

Noncontradiction provisions. An organization getting
a deferred prosecution must accept responsibility for the
wrongful conduct. This is done, in part, by the company’s
admitting to a factual basis for the offense. This basis is
usually set forth in a sometimes quite extensive statement
of facts, which may be attached as an exhibit to the agree-
ment. For instance, the statement of facts for the
FirstEnergy Nuclear Operating Company agreement is at
least as long as the agreement itself. It contains a detailed
version of events pertaining to problems at the Davis-
Besse Nuclear Power Station in Ohio along with several
false statements FirstEnergy says its employees made to
the Nuclear Regulatory Commission.

A company then also typically agrees that it, as well as
its lawyers, employees, or agents, will make no statement
“contradicting” anything in the statement of facts. A typi-
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cal example is the Roger Williams Medical Center’s agree-
ment prohibiting any contradictory statement by “present
or future attorneys, agents, officers, directors, trustees, or
employees.” And, as in the KPMG agreement, it is in the
sole discretion of the government whether that contradicto-
ry statement should be imputed to the organization. The
government, also in its sole discretion, will decide whether
any such contradictory statement is a material breach of
the agreement. To avoid being in breach, the organization
must—usually within 48 hours—repudiate the statement to
the DOJ as well as to the recipient of the statement, and
agree to the DOJ’s public release of the repudiation. 

Of course, it could be difficult for a large organization
to keep tabs on every statement generated by its agents
and employees. (The KPMG agreement requires the DOJ
to notify KPMG of the supposedly contradictory state-
ment.) Not to mention that this provision, like the waiver
provision, raises the cost of any parallel civil cases. 

Aside from the impact on the company of such a provi-
sion, it affects employees’ ability to defend themselves in any
ongoing government investigation. Not only are they told
they must cooperate with the government (indeed, their jobs
may depend on it), but they may feel pressure to testify con-
sistently with the agreed-upon version of facts. If an execu-
tive strays from the detailed factual statement the company
has agreed to, the company’s repudiation of his or her state-
ment or testimony may be the least of his or her problems. 

Neither will the job of those defending former employees
who have been charged be made any easier. It creates one
more obstacle to access to current employee witnesses and
raises the question of whether their testimony has already
been signed and sealed in any event. Further, this assumes
counsel is getting paid; some organizations may feel pres-
sured to refuse to indemnify an employee for the costs of a
defense on the ground that the government will view organi-
zations making such payments as being less than cooperative. 

Business limitation and governance reform provi-
sions. All deferred prosecution agreements require a com-
pany to commit to future compliance. Some have provi-
sions that restrict the organization’s ongoing business
activities. For instance, in the government’s tax shelter
investigation, KPMG agreed, among other things, to per-
manently cease its private client and compensation and
benefits tax practice. It also agreed to certain detailed
thresholds it would apply in providing clients with “cov-
ered opinions” under the agreement. Bayerische Hypo-
und Vereinsbank AG, in the agreement arising from its tax
shelter problems, agreed to similar restrictions on its
involvement in tax advice and transactions. 

The agreements also can provide for various types of
corporate governance reforms. Usually, the company at a

minimum must agree to institute a new, or beef up an
existing, compliance and ethics program, appoint a com-
pliance officer, and ensure all employees have access to a
hotline of some type to allow anonymous reporting of any
noncompliance. The government may very well require
changes in board of directors composition or the creation
of board committees. Some of these more creative provi-
sions have caused commentators such as Professor Coffee
to express concern that shareholders’ rights to choose
directors might be sacrificed to a prosecutor’s experiment
in corporate governance. (See John C. Coffee, supra.) 

Finally, the agreement may require the appointment of
an independent, government-selected monitor for some
period to oversee compliance with its terms—at the com-
pany’s expense. The deferred prosecution agreement for
the University of Medicine and Dentistry of New Jersey
offers an interesting example. As is typical, the monitor is
responsible for tracking compliance with the terms of the
deferral agreement, as well as with all other laws and reg-
ulations. The monitor is to be promptly notified by the
university of any “allegations of unlawful conduct or other
wrongdoing” and kept abreast of any investigation. The
agreement charges the monitor with reviewing and evalu-
ating corporate structure, effectiveness of legal and audit
functions, health program billing, training, security pro-
grams, and management compensation, among other
things. It also gives the monitor unfettered access to all
information, documents, and employees as he or she
deems necessary. Aside from the business issues of coping
with an independent monitor, complicated legal issues
may arise—from insurance coverage for the acts of the
monitor (sometimes the agreement mentions indemnifica-
tion, as in Roger Williams Medical Center) to the privi-
leged status of information to which the monitor has
access (which is effectively everything). 

While some question the impact of prosecutor-imposed
corporate reforms—for which there may be no empirical
support of their effectiveness—on the country’s system of
business, others view these reform provisions as a good
thing, an innovative form of “responsive regulation” of
corporate activities. 

These are just a few of the interesting issues for debate
that appear to be arising from deferred prosecution agree-
ments. There are likely to be more calls for some change:
fuller DOJ standards, judicial involvement, or something else
triggered by a court challenge. Given the importance of these
agreements to the prosecution and defense of corporate white
collar cases, we can be assured of an interesting debate. 

Editor’s note: For more on this topic, see Ethics,
Page 42. 



<<
  /ASCII85EncodePages false
  /AllowTransparency false
  /AutoPositionEPSFiles true
  /AutoRotatePages /None
  /Binding /Left
  /CalGrayProfile (Dot Gain 20%)
  /CalRGBProfile (Adobe RGB \0501998\051)
  /CalCMYKProfile (U.S. Web Coated \050SWOP\051 v2)
  /sRGBProfile (sRGB IEC61966-2.1)
  /CannotEmbedFontPolicy /Error
  /CompatibilityLevel 1.3
  /CompressObjects /Tags
  /CompressPages true
  /ConvertImagesToIndexed true
  /PassThroughJPEGImages true
  /CreateJDFFile false
  /CreateJobTicket false
  /DefaultRenderingIntent /Default
  /DetectBlends true
  /DetectCurves 0.0000
  /ColorConversionStrategy /LeaveColorUnchanged
  /DoThumbnails false
  /EmbedAllFonts true
  /EmbedOpenType false
  /ParseICCProfilesInComments true
  /EmbedJobOptions true
  /DSCReportingLevel 0
  /EmitDSCWarnings false
  /EndPage -1
  /ImageMemory 1048576
  /LockDistillerParams true
  /MaxSubsetPct 100
  /Optimize true
  /OPM 1
  /ParseDSCComments true
  /ParseDSCCommentsForDocInfo true
  /PreserveCopyPage true
  /PreserveDICMYKValues true
  /PreserveEPSInfo true
  /PreserveFlatness true
  /PreserveHalftoneInfo true
  /PreserveOPIComments false
  /PreserveOverprintSettings true
  /StartPage 1
  /SubsetFonts true
  /TransferFunctionInfo /Apply
  /UCRandBGInfo /Preserve
  /UsePrologue false
  /ColorSettingsFile (None)
  /AlwaysEmbed [ true
  ]
  /NeverEmbed [ true
  ]
  /AntiAliasColorImages false
  /CropColorImages true
  /ColorImageMinResolution 212
  /ColorImageMinResolutionPolicy /Warning
  /DownsampleColorImages false
  /ColorImageDownsampleType /Average
  /ColorImageResolution 300
  /ColorImageDepth -1
  /ColorImageMinDownsampleDepth 1
  /ColorImageDownsampleThreshold 1.10000
  /EncodeColorImages true
  /ColorImageFilter /DCTEncode
  /AutoFilterColorImages true
  /ColorImageAutoFilterStrategy /JPEG
  /ColorACSImageDict <<
    /QFactor 0.25
    /HSamples [1 1 1 1] /VSamples [1 1 1 1]
  >>
  /ColorImageDict <<
    /QFactor 0.25
    /HSamples [1 1 1 1] /VSamples [1 1 1 1]
  >>
  /JPEG2000ColorACSImageDict <<
    /TileWidth 256
    /TileHeight 256
    /Quality 30
  >>
  /JPEG2000ColorImageDict <<
    /TileWidth 256
    /TileHeight 256
    /Quality 30
  >>
  /AntiAliasGrayImages false
  /CropGrayImages true
  /GrayImageMinResolution 212
  /GrayImageMinResolutionPolicy /Warning
  /DownsampleGrayImages false
  /GrayImageDownsampleType /Average
  /GrayImageResolution 300
  /GrayImageDepth -1
  /GrayImageMinDownsampleDepth 2
  /GrayImageDownsampleThreshold 1.10000
  /EncodeGrayImages true
  /GrayImageFilter /DCTEncode
  /AutoFilterGrayImages true
  /GrayImageAutoFilterStrategy /JPEG
  /GrayACSImageDict <<
    /QFactor 0.25
    /HSamples [1 1 1 1] /VSamples [1 1 1 1]
  >>
  /GrayImageDict <<
    /QFactor 0.25
    /HSamples [1 1 1 1] /VSamples [1 1 1 1]
  >>
  /JPEG2000GrayACSImageDict <<
    /TileWidth 256
    /TileHeight 256
    /Quality 30
  >>
  /JPEG2000GrayImageDict <<
    /TileWidth 256
    /TileHeight 256
    /Quality 30
  >>
  /AntiAliasMonoImages false
  /CropMonoImages true
  /MonoImageMinResolution 600
  /MonoImageMinResolutionPolicy /Warning
  /DownsampleMonoImages false
  /MonoImageDownsampleType /Average
  /MonoImageResolution 1200
  /MonoImageDepth -1
  /MonoImageDownsampleThreshold 1.10000
  /EncodeMonoImages true
  /MonoImageFilter /CCITTFaxEncode
  /MonoImageDict <<
    /K -1
  >>
  /AllowPSXObjects false
  /CheckCompliance [
    /None
  ]
  /PDFX1aCheck false
  /PDFX3Check false
  /PDFXCompliantPDFOnly false
  /PDFXNoTrimBoxError true
  /PDFXTrimBoxToMediaBoxOffset [
    0.00000
    0.00000
    0.00000
    0.00000
  ]
  /PDFXSetBleedBoxToMediaBox true
  /PDFXBleedBoxToTrimBoxOffset [
    0.00000
    0.00000
    0.00000
    0.00000
  ]
  /PDFXOutputIntentProfile (None)
  /PDFXOutputConditionIdentifier ()
  /PDFXOutputCondition ()
  /PDFXRegistryName ()
  /PDFXTrapped /False

  /Description <<
    /CHS <FEFF4f7f75288fd94e9b8bbe5b9a521b5efa7684002000410064006f006200650020005000440046002065876863900275284e8e9ad88d2891cf76845370524d53705237300260a853ef4ee54f7f75280020004100630072006f0062006100740020548c002000410064006f00620065002000520065006100640065007200200035002e003000204ee553ca66f49ad87248672c676562535f00521b5efa768400200050004400460020658768633002>
    /CHT <FEFF4f7f752890194e9b8a2d7f6e5efa7acb7684002000410064006f006200650020005000440046002065874ef69069752865bc9ad854c18cea76845370524d5370523786557406300260a853ef4ee54f7f75280020004100630072006f0062006100740020548c002000410064006f00620065002000520065006100640065007200200035002e003000204ee553ca66f49ad87248672c4f86958b555f5df25efa7acb76840020005000440046002065874ef63002>
    /DAN <>
    /DEU <>
    /ESP <>
    /FRA <>
    /ITA <>
    /JPN <FEFF9ad854c18cea306a30d730ea30d730ec30b951fa529b7528002000410064006f0062006500200050004400460020658766f8306e4f5c6210306b4f7f75283057307e305930023053306e8a2d5b9a30674f5c62103055308c305f0020005000440046002030d530a130a430eb306f3001004100630072006f0062006100740020304a30883073002000410064006f00620065002000520065006100640065007200200035002e003000204ee5964d3067958b304f30533068304c3067304d307e305930023053306e8a2d5b9a306b306f30d530a930f330c8306e57cb30818fbc307f304c5fc59808306730593002>
    /KOR <FEFFc7740020c124c815c7440020c0acc6a9d558c5ec0020ace0d488c9c80020c2dcd5d80020c778c1c4c5d00020ac00c7a50020c801d569d55c002000410064006f0062006500200050004400460020bb38c11cb97c0020c791c131d569b2c8b2e4002e0020c774b807ac8c0020c791c131b41c00200050004400460020bb38c11cb2940020004100630072006f0062006100740020bc0f002000410064006f00620065002000520065006100640065007200200035002e00300020c774c0c1c5d0c11c0020c5f40020c2180020c788c2b5b2c8b2e4002e>
    /NLD (Gebruik deze instellingen om Adobe PDF-documenten te maken die zijn geoptimaliseerd voor prepress-afdrukken van hoge kwaliteit. De gemaakte PDF-documenten kunnen worden geopend met Acrobat en Adobe Reader 5.0 en hoger.)
    /NOR <>
    /PTB <>
    /SUO <>
    /SVE <>
    /ENU (IPC Print Services, Inc. Please use these settings with Acrobat 7. These settings should work well for every type of job; B/W, Color or Spot Color. We will be happy to customize settings for your needs - please contact Pre-press Helpdesk at \(888\) 563 3220 or prepress_helpdesk@ipcjci.com)
  >>
  /Namespace [
    (Adobe)
    (Common)
    (1.0)
  ]
  /OtherNamespaces [
    <<
      /AsReaderSpreads false
      /CropImagesToFrames true
      /ErrorControl /WarnAndContinue
      /FlattenerIgnoreSpreadOverrides false
      /IncludeGuidesGrids false
      /IncludeNonPrinting false
      /IncludeSlug false
      /Namespace [
        (Adobe)
        (InDesign)
        (4.0)
      ]
      /OmitPlacedBitmaps false
      /OmitPlacedEPS false
      /OmitPlacedPDF false
      /SimulateOverprint /Legacy
    >>
    <<
      /AddBleedMarks false
      /AddColorBars false
      /AddCropMarks false
      /AddPageInfo false
      /AddRegMarks false
      /ConvertColors /ConvertToCMYK
      /DestinationProfileName ()
      /DestinationProfileSelector /DocumentCMYK
      /Downsample16BitImages true
      /FlattenerPreset <<
        /PresetSelector /MediumResolution
      >>
      /FormElements false
      /GenerateStructure false
      /IncludeBookmarks false
      /IncludeHyperlinks false
      /IncludeInteractive false
      /IncludeLayers false
      /IncludeProfiles false
      /MultimediaHandling /UseObjectSettings
      /Namespace [
        (Adobe)
        (CreativeSuite)
        (2.0)
      ]
      /PDFXOutputIntentProfileSelector /DocumentCMYK
      /PreserveEditing true
      /UntaggedCMYKHandling /LeaveUntagged
      /UntaggedRGBHandling /UseDocumentProfile
      /UseDocumentBleed false
    >>
  ]
>> setdistillerparams
<<
  /HWResolution [2400 2400]
  /PageSize [792.000 1224.000]
>> setpagedevice


