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INTRODUCTION 
In a letter dated March 18, 1976, to Chairman 

Proxmire, Chairman Hills offered to provide a detailed 
analysis of information concerning illegal or questionable 
foreign payments contained in public documents filed with 
the Securities and Exchange Commission. The fullowing 
sets forth that report. 

The almost universal characteristic of the cases 
reviewed to date by the Commission has been the apparent 
frustration of our system of corporate accountability 
which has been designed to assure that there is a proper 
accounting of the use of corporate funds and that documents 
flied with the Commission and circulated to shareholders 
do not omit or misrepresent material facts. Millions of 
dollars of funds have been inaccurately recorded in cor- 
porate books and records to facilitate the making of 
questionable payments. Such falsification of records has 
been known to corporate employees and often to top man- 
agement, but often has been concealed from outside audi- 
tors and counsel and outside directors. 

Accordingly, the primary thrust of our actions has 
been to restore the efficacy of the system of corporate 
accountability and to encourage the boards of directors 
to exercise their authority to deal with the issue. 

To this end we have sought independent review of 
past disclosure in our enforcement actions and in our vol- 
untary disclosure program; we have requested the auditing 
profession to review its procedures and to make sugges- 
tions for dealing with the problem and we have asked the 
New York Stock Exchange and others to consider helping 
us strengthen the ability and resolve of the boards of our 
major corporations to act independently of operating 
management. 

Part 1 of this report provides a description of the 
Commission's activities in this area, as well as an analy- 
sis of public information that has been disclosed as a 
result of these activities and of the response of the private 
sector to the problems we have identified. 

Part II contains the Commission's analysis of, and 
recommendations with respect to, S. 3133, as well as its 
legislative proposal to deal with the matter of questionable 
and illegal corporate payments and a description of fur- 
ther actions taken by the Commission to encourage cor- 
porate accountability in this area. 

in order to restore the integrity of the disclosure 
system and to make corporate officials more fully ac- 
countable to their boards of directors and shareholders, 
the Commission's basic approach has been twofold: 

-- To insure that investors and shareholders 
receive material facts necessary to make informed 
investment decisions and to assess the quality of 
management; and 

-- To establish a climate in which corporate man- 
agement and the professionals that advise them be- 
come fully aware of these problems and deal with them = 

in an effective and responsible manner, i 
The Commission is confident that its legislative 

J proposals and the suggestions contained in Part II of this 
report will help foster a climate that will rectify many of 
the problems we have identified. 

PART I: 

TABLE OF CONTENTS 

The Commission's Activities and 
Conclusions 

A. Sources of Information: The Commission's 
B. Commission Practices with Respect to Dis- 

closure of Questionable Payments 
C. Nature and Detail of Disclosure 
D. Analysis of the Information Disclosed 
E. The Response of the Private Sector 
F. Conclusion 

PART If: 
A. 

B. Draft Legislation Proposed by the Commission 
C. Section-by-Section Analysis of the Commis- 

sion's Proposed Legislation 
D. An Approach to Encourage the Establishment 

of Independent Audit Committee and 
Independent Counsel to Advise the Board 
of Directors 

in the reports filed with the Commission make categorlza- 

ficult. Accordingly, we recognize that the matters re- 
ported in these exhibits may lead others to conclusions 
concerning the nature, extent and seriousness of the 
problem that differ from our own. The Commission, 
therefore,  is providing the Committee a copy of each of 
the underlying public documents on which our analysis is 
based so that Committee can reach it~ own determina- 
tions, where appropriate. 

PART I: THE COMMISSION'S ACTIVITIES AND 
CONCLUSIONS 

A synopsis of the public filings made with the 
Commission has been assembled in tabular form, attachec 
as Exhibit A. The Commission's staff, in preparing 
these tables, has analyzed the public disclosures filed 
with it by 89 corporations as of April 21, 1976, that refer 
to questionable or illegal foreign and domestic payments 
and practices. In addition, the staff has prepared sum- 
maries of the six special reports obtained as a result of 
our enforcement actions, attached as Exhibit B. Finally, 
we also have included as part of Exhibit B a description 
of the allegations made in eight other enforcement actions 
in which we have obtained judicial relief but where re- 
ports have not been completed or, in one instance, will 
not be required. 

The tremendous variation in the types and amounts ;i< 
of payments and the attendant circumstances disclosed 

lion or quantification of the extent and seriousness of the 
problem of questionable or i11egal foreign payments dif- ~i 

A. Sources of Information: The Commission's 
Disclosure and Enforcement Programs 

Before considering the extent of the problem of 
questionable or illegal foreign payments, it would be help- 
ful to describe the nature of the disclosure system and 
the enforcement efforts that produced the information set 
forth in the Exhibits. 

I. Enforcement Program 
In 1973, as a result of the work of the Office of 

the Special Prosecutor, several corporations and executive 
officers were charged with using corporate funds for ille- 
gal domestic political contributions. The Commission 
recognized that these activities involved matters of possi- 
ble significance to public investors, the nondisclosure of 
which might entail violations of the federal securities 
laws. On March 8, 1974, the Commission therefore pub- 
lished a statement expressing the view of its Division of 
Corporation Finance concerning disclosure of these 
matters in public filings, i_/ 

The Commission's inquiry into the circumstances 
surrounding alleged illegal political campaign contribu- 
tions revealed that violations of the federal securities laWS 
had indeed occurred. The staff discovered falsifications 
of corporate financial records, designed to disguise or 
conceal the source and application of corporate funds mis- 
used for illegal purposes, as well as the existence of 
secret "slush funds" disbursed outside the normal finan- 
cial accountability system. These secret funds were used 
for a number of purposes, including in some instances, 
questionable or illegal foreign payments. These prac- 
tices cast doubt on the integrity and reliability of the cor- 
porate books and records which are the very foundation 
of the disclosure system established by the federal secur- 
ities laws. 

r 

Legislative and Other Proposals ...... 
Discussion lJ Securities Act Release No. 5466 (Mar. 8, 1974). 
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The resul t ing investigations culminated in the in- 
stitution of injunctive actions against nine corporations 
during the one-year  period following the Spring of 1974. 
Subsequently, other cases were brought involving ques-  
tionable or i l legal  foreign and domestic payments and 
practices.  Details of the facts alleged and ultimately 
established in these enforcement actions are  contained in 
Exhibit B. 

In each of the fourteen cases filed as of May 10, 
1976, the corporate  defendants have, without admitting or 
denying the allegations of the complaint, consented to the 
entry of a judgment of permanent injunction prohibiting 
future violations of the federal securit ies laws. 2 /  In 
thirteen of these cases ,  the consent decree required the 
company to establish a special review committee, com- 
posed of independent members of its board of d i rec tors ,  
and to conduct a full investigation of the I r regular i t ies  
alleged in the Commission 's  complaint. These commit-  
tees generally have utilized independent accountants and 
legal counsel to conduct a thorough examination Of, among 
other things, the corporation's  books and records.  

The special  committees must submit complete 
reports  of the i r  investigations to the board of d i rec tors ,  
which, in turn,  is responsible for reviewing and imple-  
menting the recommendations they contain. Recommen- 
dations submitted by these special committees have dealt 
with such mat ters  as claims for reimbursement,  legal 
or disciplinary actions against individual members of 
management, mat ters  of corporate structure and policy 
designed to prevent recurrence ,  and related subjects. 
Restitution has been made to the corporation in some 
cases.  To date, six reports have been filed. 3[ 

Our enforcement activities are continuing. On 
May 10, 1975, the Commission commenced an enforcement 
action against the General Tire  and Rubber Company for  
alleged violations of the federal securit ies laws ar i s ing  
out of the nondisclosure of certain corporate pract ices.  
The Commission alleged, among other things, that, under 
the direction of its President, the company diverted cor -  
porate funds for  political purposes by means of purported 
bonuses and sa lary  increases .  

The Commission also charged the existence of 
various "slush funds,"  including one fund created with 
the knowledge and approval ef the senior management of 
the company's international division and administered 
by the manageria l  director  of one affiliate, whose act ivi-  
ties in connection with the fund were generally known to 
senior management. This fund was alleged to total as 
much as $3.9 million and was used, in part, for pay- 
ments to foreign government officials. The Commission 
also charged that another such fund, maintained by a 
foreign subsidiary,  was used to make payments, made 
in connection with payments by five other major t i r e  
companies, to finance an effort to obtain approval from 
a foreign government of a proposed price increase.  The 
Commission also alleged that an aggregate of $800,000 
was promised a foreign consultant for his assis tance in 
obtaIning favorable foreign government action with the 
understanding that a portion of that sum would be t rans -  

2/ See Exhibit B. One case, Securities and Exchange 
Commission v. Kalvex, Inc., CCH Fed. Sec. L. Rptr. 
~95,226 (July 7, 1975), was litigated with respect to some 
o2 the individual defendants. The Commission cannot, of 
course,  comment on actions presently pending, nor can 
we discuss the facts that have been uncovered in the ap- 
proximately 25 formal ,  private Commission ir~vestigations 
that have not yet resulted in public enforcement actions. 

3 /  The repor ts  are  required to be filed with the court 
as part of the record  in the action and with the Commission 
as an exhibit to the company's Current Report on Form 
8-K. The repor ts  generally provide a detailed and graphic 
account of the mat ters  examined by the committees. The 
Commission r e s e r v e s  the right to apply to the court for 
further re l ie f  if not satisfied with the report.  

ferred to foreign government officials. With out ad- 
mitting or denying the allegations in the Commission's 
complaint, the company consented to the entry of a per -  
rnanent order ef injunction against future violations of 
the federal securi t ies  laws. Moreover,  it consented to 
the establishment of a special committee,  s imilar  to 
those previously described, to conduct a thorough in- 
quiry and report  to the court,  the Commission, and the 
shareholders,  and to certain other rel ief .  

2. The Voluntary Disclosure  Program 
As the Commission 's  enforcement efforts unfolded, 

it became apparent that the potential magnitude of the 
problems required an additional disclosure mechanism 
to supplement the enforcement actions undertaken, and 
that the most appropriate means was to encourage vol- 

! untary corporate disclosure of questionable or illegal 
foreign payments. It therefore  was suggested in public 
statements, including the testimony of Commissioner 
Loomis before the Subcommittee on International Eco- 
nomic Policy of the House of RepreserCatives Committee 
on International Relations, that companies determining 
they might have engaged in such activities should con- 
duct a careful investigation of the facts under the aus- 
pices of persons not Involved in the questionable activities. 
If the investigation disclosed a problem, the company was 
encouraged to discuss the question of appropriate dlscios- 
ure of these matters with the Commission 's  staff before 
filing any documents. 5 /  

The sometimes unique problems involved in the 
disclosure of questionable or  i l legal foreign payments, 
however, and the resultant uncertainties concerning the 
nature and scope of required disclosures  prompted the 
Commission to develop special  procedures for regis-  
trants seeking guidance as to the proper disclosure of 
these matters.  

These procedures,  frequently re fer red  to as the 
"voluntary disclosure p rog ram,"  have been described 
in some detail in Chairman Hil ls '  testimony before the 
Subcommittee on Priorit ies and Economy in Government 
on January 14, 1976. 6 /  

4/ The Commission also alleged that the company 
made a $150,000 foreign payment in order  to have itself 
removed from the Arab Boycott list, and in connection 
with that effort sworn cer t i f icates  were  filed with the 
Arab League representing that General T i r e  and its sub- 
sidiaries did not, and would not provide technical ass is t -  
ance or know-how to any Is rae l i  company and that a par-  
t icular  major General T i r e  subsidiary would not provide 
technical assistance or make any investment in Israel.  

5[ Discussions of this nature are  contemplated by 
Rul-es l(d) and 2 of the Commission 's  Informal and Other 
Procedures,  17 CFR 202. l(d) and 202.2, pursuant to 
which the staff of the Commission 's  Division of Cor- 
poration Finance renders prefil ing assistance and inter- 
pretative advice. Similarly,  the staff of that Division 
routinely reviews the filings the Commission receives 
pursuant to the requirements  of the federal securit ies 
laws, and, when deficiencies are  apparent on the face 
thereof, may either contact the regis trant  and seek to 
have the appropriate correct ions made or may refer  
the matter to the Division of Enforcement. See Rule 
3(a) of the Commission's Informal and Other Procedures, 
17 CFR 202. 3(a); Securities Act Release No. 4936 
(Dec. 9, 1968). 

6_[ Although the voluntary disclosure program was 
originally conceived to apply only to foreign payment 
problems, in practice it has been applied to disclosures 
of certain domestic problems as well. In addition to re -  
quiring appropriate disclosure under the federal securities 
laws, the Commission re fe r s  matters  that appear to rep-  
resent  violations of domestic law to the appropriate law 
enforcement authorities. 
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In broad terms, the program requires that a com- 
pany determining that it may have a disclosure problem 
with respect to questionable or illegal activities, including 
the improper recording or accounting of such activities, 
promptly take the following steps: 7/ 

I. Authorize a careful in-de~h investigation of 
the facts relating to questionable or illegal foreign or 
domestic activities by persons not involved in the ac= 
ttvities in question. I/practicable, such persons 
should report and be responsible to a committee com- 
prised of members of the beard of directors who are 
not officers of the company and who were not involved 
in the suspected questionable or illegal practices. 

Generally, assistance should be sought from the 
independent accounting firm that regularly audits the 
the corporation unless the circumstances suggest 
otherwise. The committee also should consider re ~ 
taining outside counsel. The investigation Should en- 
compass the prior five years, the period co#ered by 
the financial statements required in annual reports 
and registration statements filed pursuant to the fed- 
eral securities laws, but also should examine any 
events occurring prior to that time that may appear Co 
be part of a continuing Program or to be related to 
existing material contracts or busi, ness operations. 
At the conclusion of the investigation, the committee 
should prepare and submit to the full board of direc- 
tors a report setting forth its findings. The report 
should, to the extent possible, contain detailed infor- 
mation about each payment; its purpose and amounti 
the recipient; the country in which the payment was 
madeand the circumstances in which payment 
occurred. 8/ 

2. The board of directors should issue an appro- 
priate policy s t a t e m e n t  with r e s p e c t  to t r ansac t ions  
involving i l l ega l  o r  ques t ionable  ac t iv i t ies  in the United 
States or  ab road ,  o r  r e i t e r a t e  any re levant ,  p r e -  
exis t ing policy statement. Normally, thisstatement 
should include a declaration of cessation of such • ac- 
tivities, if any, and a prohibition against the main- 
tenance of improper books and records and inadequate 
supporting documentation relating to such activities. 
The adoption of such a policy should be communicated 
to appropriate corporate personnel, implemented by 
adequate internal controls and safeguards, and moni- 
tored by auditing programs established by the inde- 
pendent auditors. 

3. The corporation should consider whether inter- 
im public disclosure of the results should be made 
prior to completion of the investigation. This dis- 
closure generally is made on a Form 8-K filed with 
the Commission, supplemented in some cases by 
the issuance of a press release. 

4. At the conclusion of the investigation, a final 
report of material facts must be filed with the Com- 
mission, generally on Form 8-K. 

Depending on the timing of the disclosure and the 
status of the investigation, a corporation's disclosure in 
a current or annual report, registration statement or 
other filing generally should include the following: 

7/ Although participation in the v~oluntary program 
does not insulate a company from Commission enforcement 
action, it does diminish the possibility that the Commis- 
sion will, in its discretion, institute an action. 

8_/ An:essential element of the voluntary disclosure 
program is that companies must agree to grant the Divi- 
sion of Enforcement access to the report and its under- 
lying documentation. 

Materials submitted to the Commission may be 
subject to release under the Freedom of Information Act 
or pursuant to Congressional requests. Specific claims 
of exemption from the Freedom of Information Act must 
be founded upon the provisions of that Act. 

I. The nature, scope and progress of the corpor- 
ation's investigation, including an identification of the 
persons conducting it and the persons to whom they 
are responsible; 

2. Th e company's undertaking regarding contin- 
uation or termination of the practices inquestion, and 
its policy with respect to assuring the integrity of its 
books and records and establishing adequate internal 
controls and procedures; 

3. The corporation's undertaking to complete the 
study and submit a final report;' 

4. The corporation'B undertaking to provide access 
to the Commission's staff to information and documents 
developed during the investigation; and 

5. Material information developed regarding ille- 
gal or questionable trarisactions that occurred during 
the last five years. This frequently would include 
their purpose; the amounts involved; the extent of 
possible knowledge, approval or authorization of the 
transactions by top management; details of any defal- 
cations by corporate officials or personal benefits 
accruing to them; the accounting treatment accorded 
to the transactions, including whether false, fictitious 
or misleading entries were made to record such trans- 
actions; the existence of any unreconciled funds, 
"slush funds," unrecorded bank accounts or similar 
"off book" accounts; th~ possible foreign and domestic 
tax consequences, if any, of the reported activities; 
and the amount of business related tO such payments 
and the PoSsible effect of their cessation on consoli- 
dated income, revenues and assets or business oper- 
ations of the company; as well as any other informa- 
tion that may be required on a case-by-case basis. 

Companies in the voluntary disclosure program 
can make disclosures without prior consultation with the 
Commission's staff and without jeopardizing their par- 
ticipation in the program. They can, however, seek the 
informal views of the Commission itself concerning the 
appropriate disclosure of certain matters. 9/ And the 
staff has, in its discretion, brought particu~r disclo- 
sure questions to the Commission to obtain its views 
and communicate them to the companies involved, 

Although this report and prior testimony have 
described the voluntary disclosure program in some 
detail, and it frequently has received congressional and 
public attentioi~, it is important to note that there is no 
refluirement that a company's disclosures concer~iing 
questionabl e payments he made within the framework 
of the program. Many registrants have Simply made 
what they consider to be appropriate disclosures without 
consulting with the Commission's s ta f f .  10_/. 

The nature and detail Of these disclosures reflect 
those companies' own independent judgments as to what 
is material, or what otherwise should b e disclosed to 
investors and shareholders as a matter of good corporate 
relations. II/ Moreover, a substantial number of the 
participants in the program have made disclosures after 
consultations with the staff, but without seeking the in- 

...... 

9/ Rule l(d) of the Commission's Informal and Other 
Pro-cedure s, supra note 5, provides that the staff, on 
request or on its own initiative, may present questions 
to the Commission for its informal views. The Com- 
mission's decision ~o grant a request for informal views 
is, however, completely discretionary. 

10/ These disclosures still are subject to review and 
comment by the staff of the Division of Corporation Fi- 
nance in appropriate cases, as well as to inquiry and 
action by the Division of Enforcement, if necessary. 

II__/Many of the companies that have made public dis- 
closure of these matters in public filings have included 
an explicit statement that disclosure should not be deemed 
an admission by the company of the materiallty of the 
facts contained therein. 
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formal views of the Commission. To date, fewer than 
twenty companies -- either by company or staff-initiated 
requests -- have obtained the Commission's informal 
views regarding the appropriate disclosures called for 
by the facts presented. 12__/ 

B. COhIMISSION PRACTICES WITH RESPECT TO 
DISCLOSURE OF QUESTIONABLE PAY~4ENTS 

To date, the informal views expressed by the 
Commission's staff and action taken by the Commission 
itself have been signifcantly influenced by the fact that 
virtually all questionable payment matters have involved 
the deliberate falsification of corporate books or records, 
or the maintenance of inaccurate or inadequate books 
and records which, among other things, prevented these 
p r a c t i c e s  f r o m  coming  to the  a t t en t ion  of the company ' s  
aud i to r s ,  ou t s ide  d i r e c t o r s  and s h a r e h o l d e r s .  The 
existence of inaccurate records has, in our judgment, 
often provided an independent basis for requiring some 
f o r m  of d i s c l o s u r e  or  the  in i t i a t ion  of C o m m i s s i o n  en -  
f o r c e m e n t  action, regardless of whether the payments 
t h e m s e l v e s  w e r e  of m a t e r i a l  s i ze  or  a m a t e r i a l  amount  
of b u s i n e s s  depended  on t h e i r  cont inuat ion.  

One cons equence  of the  en fo rcemen t  ca se s  has  
been a Oall accoun t ing ,  usua l ly  under taken  by an inde-  
pendent  c o m m i t t e e  of the  b o a r d  of d i r e c t o r s  a s s i s t e d  by 
independent  c o u n s e l  and t h e  company ' s  outs ide aud i to r s .  
In o ther  I n s t a n c e s ,  a r i s i n g  under  the  vo lun ta ry  d i s c l o s u r e  
p r o g r a m  o r  m a d e  on a v o l u n t a r y  b a s i s ,  d i s c l o s u r e s  of a 
g r e a t e r  or  l e s s e r  d e g r e e  have  been  made ,  depending on 
the  c i r c u m s t a n c e s  of a p a r t i c u l a r  c a se  and the  posi t ion of 
management and their professional advisers regarding 
disclosure of matters they deemed important to the 
company's shareholders. 

These Commission and staff actions, comple- 
mented by the increased efforts of the accounting pro- 
fession to discover these practices and bring them to the 
attention of management and the hoard, suggest that in 
the future there will be far fewer instances in which ques- 
tionable or illegal payments will be improperly recorded 
and made without the knowledge of the auditors or hoard 
of directors. Moreover, it should be recognized that, 
since there have been so few instances to date where the 
corporate records have been properly kept and the ques- 
tionable payments known to both the company's auditors 
and directors, past determinations by the Commission 
and i ts  s t a f f  m a y  not r e f l e c t  what  wil l  be  required in the  
fu ture  u n d e r  d i f f e ren t  c i r c u m s t a n c e s .  

Qui te  a p a r t  f r o m  t h e s e  cons i de r a t i ons ,  however ,  
the C o m m i s s i o n  h a s  been  of the  view tha t  ques t ionable  o r  
illegal payments that are significant in amount or that, 
although not significant in amount, relate ton significant 
amount of business, a r e  material and required to be 
disclosed. 

The Commission is also of the view that ques- 
tionable or illegal payments, if unknown to the board of 
directors, could be grounds for disclosure regardless of 
the size of the payment itself or its impact on dependent 
business because the fact that corporate officials have 
been willing to make repeated illegal payments without 
board knowledge and without proper accounting raises 
questions regarding improper exercise of corporate 
authority and may also be a circumstance relevant to 
the "quality of management" that should be disclosed to 
the shareholders. Moreover, even If expressly approved 
by the board of directors, a questionable or illegal pay- 
ment could cause repercussions of an unknown nature 
which might extend far beyond the question of the sig- 
nificance e i t h e r  of the  paym en t  i t se l f  or  the  bus ine s s  d i -  

12 /The  c o m p a n i e s  t ha t  made  public d i s c l o s u r e  of q u e s -  
t ion -h ie  or  i l l ega l  p a y m e n t s  a f t e r  obta in ing the C o m m i s -  
Sion's  i n f o r m a l  v iews  a r e  ident i f ied by a double a s t e r i s k  
(**) in Exhib i t  A.  T h r e e  o t h e r s  de t e rmined  not to make  
Public d i s c l o s u r e  and thus  a r e  not included in Exhibit  A. 

r e c t l y  dependent  upon it.  F o r  example ,  public knowledge 
tha t  a company i s  mak ing  such  i l l ega l  payments ,  even of 
a m i n o r  na tu r e ,  in one fo re ign  coun t ry  could cause  not 
only e x p r o p r i a t i o n  of a s s e t s  in t ha t  coun t ry  but a l so  a 
s i m i l a r  r e a c t i o n  or  a d i scon t inua t ion  of m a t e r i a l  amount s  
of b u s i n e s s  in  o ther  coun t r i e s  as  wel l .  13 /  

In a s ense ,  t h e r e f o r e ,  a c o r p o r a t i o n  tha t  dec ides  
to m a k e  ques t ionab le  o r  i l l ega l  paymen t s  for  r e a s o n s  i t s  
boa rd  c o n s i d e r s  to be good and suf f ic ien t  n e c e s s a r i l y  
m u s t  p roceed  a t  i t s  own per i l .  14 /  The  C o m m i s s i o n  may 
of ten not  be  able  to give cornfo~q-ng adv ice  to i s s u e r s  ~/aat 
w i sh  not  to make  even g e n e r i c  d i s c l o s u r e  of the  ex i s t ence  
of ques t i onab le  o r  i l legal  c o r p o r a t e  paymen t s .  15 /  The  
C o m m i s s i o n  wi l l ,  of c o u r s e ,  cont inue  to make  i t s  pos i -  
t ion  known and take  a p p r o p r i a t e  a c t i o n  when  i t  be l i eves  
the  f e d e r a l  s e c u r i t i e s  laws require d i s c l o s u r e  of c e r t a i n  
f a c t s .  

In s i tua t ions  tha t  have  c o m e  to  the  C o m m i s s i o n ' s  
a t t en t ion ,  we have  p roceeded  ca r e fu l l y  to examine  the  full 
f ac t s  and c i r c u m s t a n c e s  p r e s e n t e d  by any given case .  In 
so p roceed ing ,  we obviously  mus t  c o n s i d e r  a v a r i e t y  of 
f a c t o r s ,  including the  account ing  t r e a t m e n t  acco rded  the 
payments in question; the amount of the payment and its 
• legality under local law; the recipient of the payment and 
the purpose for which it was made; the knowledge or par- 
ticipation by senior management; the frequency and per- 
vasiveness o£ the payment practices; and whether the 
company has taken measures to terminate the activities. 
Only after this consideration has the Commission been 
able to come to an informed view as to whether some 
disclosure of certain matters was required. 

The discussion that follows should provide cor- 
porate managers and their professional advisors some 
guidance as to the manner in which they might analyze 
the many factors that might be presented in cases of 
this kind. 

I. Disclosure Not Otherwise Required By A Specific 
Statute Rule or Regulation Are Defined By Reference 
to the Dootri'ne of Materiallty. 

The Commission has broad discretion to require 
specific or generic disclosures of particular kinds of 
facts. The basic canon of the disclosure system is found 
in Schedule  A of the  S e c u r i t i e s  Ac t  of 1933, which  spec i -  
f i es  t he  i t e m s  of i n fo rma t ion  to be  suppl ied  in  r e g i s t r a -  
t ion s t a t e m e n t s  fo r  public  o f fe r ings  and  g r a n t s  the  Com-  
m i s s i o n  b r o a d  d i s c r e t i o n  to v a r y  t h e s e  r e q u i r e m e n t s  or 
to add o r  s u b t r a c t  i t ems .  16._./ 

In adopt ing Schedule A,  C o n g r e s s  d i r ec t ed  the 
d i s c l o s u r e  r e q u i r e m e n t s  toward  wha t  i t  v iewed as  a 
r e a s o n a b l e  i n v e s t o r ,  whose  needs  and  d e s i r e s  for  in for -  
mer /on  w e r e  bas ic  and included i n f o r m a t i o n  r e l a t i n g  to the  
f inanc ia l  and opera t ing  condi t ion of the  company and the 
qual i ty  of managemen t ;  conf l ic t s  of i n t e r e s t ;  ba l ance  
s h e e t s  and ea rn ings  s t a t e m e n t s ,  c ap i t a l  s t r u c t u r e ;  r igh t s  

13__/This occurred in the case of one major oil com- 
pany, whose payments in one country were asserted as 
a basis for expropriation of properties in another. 

14/Management determinations in this area are fur- 
the~-'affected by the disclosure policies of some compa- 
nies that have decided, for reasons of good shareholder 
relations, to make full disclosure of foreign payments, 
whether or not legal or material. 

15/ That does not mean that the Commission neces- 
sar~]-y would object to a filing that does not disclose a 
small questionable payment revealed to our staff. 
Rather, we would refuse to provide any comments in such 
a ca se .  

16 /  The  v iews exp re s sed  h e r e i n  r e l a t e  so le ly  to c i r -  
c u m s t a n c e s  and p r a c t i c e s  impac t ing  upon d i s c l o s u r e s  in 
proxy m a t e r i a l s  and r e g i s t r a t i o n  s t a t e m e n t s  f i led with the 
Commission under the Securities Act of 1933, and in 
annual and other periodic reports required to be filed 
under the Securities Exchange Act of 1934. 
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of security holders, especially of securities being offered; 
competition in the industry; significant customers; the 
backlog of orders; concessions held; lines of business; 
classes of products or services; the interests of manage- 
ment in certain transactions; certain corporate loans to 
management, etc. Implicit in such disclosure require- 
ments is the assumption that corporations conduct their 
business and sell their products on the basis of quality 
and price rather than bribes or kickbacks. Such prac- 
tices not only bear upon the quality of a registrant's bus- 
iness and the attendant risks, but also on the quality of 
a registrant 's earnings. 

In refining and adding to the items specifically 
required in Securities Act filings in order to meet chang- 
ing needs and standards, the Commission has adhered to 
the spirit of Schedule A. The philosophical approach 
underlying Schedule A also has prevailed in the Com- 
mission's development of the continuous reporting system 
based upon the Securities Exchange Act of 1934. 17__/ 
Public documents filed pursuant to these requirements 
are the primary source of information concerning ques- 
tionable or illegal corporate payments. 

The disclosure system is oriented toward the 
basic interests of investors, but it does not speak exclu- 
sively to financial relationships and data. Disclosure 
requirements also should facilitate an evaluation of man- 
agement's stewardship over corporate assets, in this 
context, investors should be vitally interested in the 
quality and integrity of management. 2~ number of 
factors -- including the background of a director-nomineel 
changes .in management, conflicts of interest, the identity 
of promoters, interlocking directors and officers, special 
benefits to management and certain stockholders, and 
management's outside interests -- are relevant to these 
concerns. 

Disclosure of these matters reflects the deeply 
held belief that the managements of corporations are 
stewards actingon behalf of the shareholders, who are 
entitled to honest use of, and accounting for, the funds 
entrusted to the corporation and to procedures necessary 
to assure accountability and disclosure of the manner in 
which management performs its stewardship. 18__/ 

17/In addition to the various specific instructions and 
requ---irements incident to each of these filings, the Com- 
mission has promulgated rules generally requiring dis- 
closure of all material information concerning registered 
companies and of all information necessary to prevent 
other disclosures made from being misleading. See 
Rules 405(1), 17 CFR 230.405(1) and 408, 17 CFR 
230.408 (p~rtaining to registration statements tinder the 
Securities Act of 1933); Rule 12b-20, 17 CFR 240.12b-20 
(pertaining to registration statements and annual and 
periodic reports under the Securities Exchange Act of 
1934); and Rules 10b-5, and 14a-9, 17 CFR 240.10b-5, 
and 240.14a-9. 

18__/ The Commission considered these issues, although 
in a somewhat different context, In the Matter of Fran-  
chard Corporation, 42 S .E .G .  163, 170 (1964): 

"Evaluation of the quality of management - -  to what- 
ever extent it is possible - -  is an essential ingredient 
of informed investment decision. A need so important 
it cannot be ignored, and in a variety of ways the dis- 
closure requirements  of the Securities Act furnish 
factual information to fil l  this need. Appraisals of 
competency begin with information concerning man- 
agement's past business experience,  which is elicited 
by requirements  that a prospectus state the offices 
and positions held with the issuer  by each executive 
officer within the last 5 years  . . . .  
To permit judgments whether the corporation's affa/rs 
are  likely to be conducted in the interest of public 
shareholders,  the regis t ra t ion requirements elicit 
information as to the interests  of insiders which may 
conflict with their  duty of loyalty to the corporation. 

In determining whether to require  specific dis- 
c losures ,  the Commission generally has weighed the 
benefits of such disclosure against its assessment of the 
extent of investor interest and the cost and utility of the 
particular disclosure. 19/ Except for certain detailed 
affirmative statutory req---uirements, information must be 
furnished only if material 20/ And, while the Commis- 
sion has by regulation estab~shed general guidelines on 
specific problems of materiality, particularly as to 
financial in.formation, there is no comprehensive regula- 
tory guide with respect to the narrative disclosures. 

In attempting to determine whether a specific 
fact is material there is no litmus paper test. Each 
case normally presents unique combinations of facts, and 
the consideration ~vhether particular information should be 
disclosed necessarily depends on the context in which the 
question arises. In this regard, however, the falsifica- 
tion of corporate books and records and the accumulation 
of funds outside the system of corporate accountability -- 
problems presented in most instances of questionable or 
illegal activity considered by the Commission to date -- 
is of paramount concern to investors and Cannot be 
ignored. 

in an attemlX to provide some guidance for cor- 
porations faced with disclosure issues of this kind, the 
Commission has identified various factors that have given 
rise to disclosable events in the past. In actual practice, 
however, it must be recognized that these factors cannot 
be viewed in isolation. Thus, for example, the Come 
mission's comments concerning the recipients of of corPo- 
rate payments mustbe read in conjunction with the dis- 
cussion relating to the knowledge or participation of cor- 
porate management, defects in the system of corporate 
accountability and the impact on the business of the cor- 
poration; 

In the final analysis, the disclosure obligation may 
depend on combhmtions of these factors.  Thus, the views 
expressed herein cannot re l ieve corporate management 
of the obligation to evaluate the specific circumstances of 
any part icular  disclosure question. 

2. Payments Outside the Financial 
Aecountabilit), System 

An essential  component of the disclosure system 
has been the development of accurate,  complete, and r e -  
liable financial information, a process characterized by 
the development of increasingly sophisticated accounting 
principles and auditing and disclosure standards. Basic 
to the system is the principle that all funds belonging to 
the corporation, and thus to its shareholders,  are  ade- 

Disclosures  a re  also required with respect  to the 
remuneration and other benefits paid or proposed to 
be paid to management as well as mater ial  transactions 
bstween the corporation and its officers,  directors ,  
holders of more than 10 percent of its stock, and their 
associates .  " (footnotes omitted) 
19/ The matters  the Commission frequently faces in 

the'~-rea of questionable or illegal payments often are so 
fundamental to the corporate structure and the integrity of 
management as to be distinct f rom other types of cor-  
porate activity. 

20/ The Supreme Court in Affiliated Ute Citizens v. 
Unt"ted States, 406 U.S. 128, 150-151 (1972), adopted a 
standard of material i ty couched in terms of the likely in- 
t e res t  in the matter  by investors,  specifically defined by 
the Second Circuit Court of Appeals to include not only 
the long- term investor,  but the Wail Street speculator as 
well.  Securit ies and Exchange Commission v. Texas 
GuLf Sulphur, 401 F.2d 833, 849 (C.A.2 1968), cert.  
denied, 394 U.S. 976 (1969). Rule 405(1) of the 
Securit ies Act of 1933 defines material i ty as encompas- 
sing all  "those matters as to which an average prudent 
investor ought reasonably to be informed before purchas- 
mg securities.  " 17 CFR. 230. 401(1). 

P u b l i s h e d  by THE BUREAU OF NATIONAL AFFAIRS,  INC., WASHINGTON, D.C. 20037 
Rlght of reproduction and redlstribution r e s e r v e d  

~.m i v 



quately maintained within the corporation's system of 
f inanc ia l  accoun tab i l i t y .  

One of the  mos t  t r oub l e s om e  and p e r v a s i v e  c i r -  
c u m s t a n c e s  a s s o c i a t e d  with the  ca se s  brought  to the  
C o m m i s s i o n ' s  a t t en t i on  has  been  the  t r e a t m e n t  of q u e s -  
t ionable  or  i l l ega l  paymen t s  on the  company ' s  books and 
r e c o r d s .  T h e  a c c u m u l a t i o n  of iunds outs ide  the  n o r m a l  
channe l s  of f i n a n c i a l  accountab i l i ty ,  p laced  at the  d i s -  
c r e t i on  of one o r  a v e r y  s m a l l  n u m b e r  of c o r p o r a t e  exec -  
u t ives  not r e q u i r e d  to account  for  expend i tu res  f r o m  the  
fund; the  use  of non- func t iona l  s u b s i d i a r i e s  and s e c r e t  
bank accoun t s ;  and  the  l aunder ing  of funds or  o ther  
methods  of d i s g u i s i n g  t h e i r  sou rce  or  d i s b u r s e m e n t  qui te  
often have  been  o b s e r v e d .  T h e s e  s i tua t ions  genera l ly  ca l l  
for  d i s c l o s u r e  of the  ex i s t ence  of the  fund or  funds,  the  
g e n e r a l  m e t h o d  of funding  such accounts ,  t h e i r  p u r p o s e s ,  
and the  a m o u n t  of b u s i n e s s  involved.  The  need for  such  
d i s c l o s u r e s  i s  f u r t h e r  accen tua ted  if  s e n i o r  m a n a g e m e n t  
condoned or  a p p r o v e d  a pa t t e rn  of f a l s i f i ca t ion  of books 
and r e c o r d s ,  t h e r e b y  c a s t i n g  doubt upon the  whole s y s t e m  
of accoun t ing  and the  in t eg r i ty  of the c o m p a n y ' s  f inanc ia l  
s t a t e m e n t s .  

3. Lega l i t y  of the  Payment  Under  Local  Law 
The  l ega l i t y  of the  co rpora t e  payment  ha s  been  a 

p a r t i c u l a r l y  i m p o r t a n t  f ac to r .  W h e r e  the  payment  v i o -  
la tes  Uni ted  S ta te s  l aws ,  the  C o m m i s s i o n  ha s  adhe red  to 
pol ic ies  g o v e r n i n g  the  need fo r  d i s c l o s u r e  of v io la t ions  
of United S ta t e s  l aws  in o the r  contexts .  2 1 /  

If t h e  p a y m e n t  is  i l l ega l  unde r  th~- iocal  law of a 
f o r e i g n . s t a t e  - -  a fac t  which  may not a lways  be  r ead i ly  
a s c e r t a i n a b l e  - -  d i s c l o s u r e  may be  r e q u i r e d .  D i s c l o s u r e  
gene ra l l y  would not  be  r e q u i r e d  of payments  which a r e  
legal  unde r  d o m e s t i c  a s  wel l  as  fo re ign  law and a r e  
o the rwise  a p r o p e r  c o r p o r a t e  payment  a c c u r a t e l y  account -  
ed for ,  u n l e s s  ca l l ed  fo r  by o ther  g e n e r a l l y  app l icab le  
d i s c l o s u r e  c o n c e p t s .  

4. Recipients of the Payments 
The nature of the recipient often has been an im- 

portant factor in determining that a corporate payment 
was a disclosable event. Various classes of recipients 
have presented these considerations, including but not 
limited to government officials, commission agents and 
consultants of the paying company, and recipients of 
commercial bribery. 

G o v e r n m e n t  Off ic ia ls :  Typica l ly ,  a co r po ra t i on  
Would not ,  in the  o r d i n a r y  cou r se  of b u s i n e s s ,  make  pay-  
ments  to g o v e r n m e n t  off ic ia ls  in t h e i r  individual  c apac i -  
t ies .  Such p a y m e n t s ,  t h e r e f o r e ,  a r e  usua l ly  a fo rm of 
b r i b e r y  t ha t ,  w h e r e  m a t e r i a l ,  would g ive  r i s e  to  a d i s -  
c losab le  event .  

T h e  C o m m i s s i o n  h a s  observed  payments  to gov-  
e r n m e n t  o f f i c ia l s  f o r  four  p r inc ipa l  p u r p o s e s .  F i r s t ,  
c o r p o r a t e  p a y m e n t s  h a v e  been made  in an  ef for t  to p r o -  
cure  spec i a l  and  un jus t i f i ed  f avors  or  advan tages  in the  

• enac tmen t  o r  a d m i n i s t r a t i o n  of the  tax or  o the r  laws of 
the coun t ry  in  q u e s t i o n .  T h e  d i s c l o s u r e  of payments  f o r  
these  p u r p o s e s  h a s  b e e n  r equ i r ed  whe re  the  amounts  in -  
volved o r  t he  c o r p o r a t e  benef i t s  obtained have  been s i g -  
n/f icant  and the  p a y m e n t  i s  made to inf luence  the  e x e r -  
c i se  of j u d g m e n t  and  d i s c r e t i o n  in d i spos ing  of m a t t e r s  
on beha l f  of t he  g o v e r n m e n t .  

Second,  c o r p o r a t e  payments  may  be  made  wi th  
the intent to assist the company in obtaining or retaining 
government contracts. It may be possible to distinguish 
payments intended to secure the favorable exercise of 
judgment or discretion on bhalf of the governmental body 
from situations where the official, under applicable laws, 
regulations or customs, appears to have been permitted 
to act for suppliers in connection with government con- 

21/ The Commission also refers potential violations 
of U"ffnited States laws to the responsible law enforcement 
agencies. 

t r a c t s  and to be  paid fo r  such s e r v i c e s .  Where  th i s  is  
p e r m i t t e d ,  p a y m e n t s  to  g o v e r n m e n t a l  of f ic ia ls  so  em-  
ployed may  n e v e r t h e l e s s  be  m a t e r i a l  w h e r e  o the r  f ac to r s ,  
such  as  the  r e c i p i e n t ' s  i n s i s t e n c e  on the  m a i n t e n a n c e  of 
s e c r e c y  or  the  i n a c c u r a t e  r e f l ec t i on  of the  payments  on 
c o r p o r a t e  books and  r e c o r d s ,  sugges t  tha t  the  payment  is 
in fac t  a f o r m  of b r i b e r y .  

A th i rd  p u r p o s e  fo r  p a y m e n t s  is  to p e r s u a d e  low- 
level governmental officials to perform functions or 
services which they are obliged to perform as part of 
their governmental responsibilities, but which they may 
refuse or delay unless compensated. These so-called 
f a c i l i t a t i n g  paymen t s  have  been  d e e m e d  to be  m a t e r i a l  
w h e r e  the  paymen t s  to p a r t i c u l a r  p e r s o n s  a r e  l a r g e  in 
amount  o r  t he  a g g r e g a t e  amoun t s  a r e  l a r g e ,  o r  w h e r e  
c o r p o r a t e  m a n a g e m e n t  ha s  taken s t e p s  to concea l  t hem 
t h r o u g h  f a l s e  e n t r i e s  in  c o r p o r a t e  books  and r e c o r d s .  

A n o t h e r  type  of payment  is  t he  po l i t i ca l  c o n t r i b u -  
t ion.  W h e r e  t he se  con t r i bu t i ons  a r e  i l l ega l  under  local  
Law, they  can  be  a s s i m i l a t e d  to b r i b e r y .  Even  w h e r e  
l ega l  u n d e r  loca l  law,  such  paymen t s  may be m a t e r i a l  if 
the  e x p e n d i t u r e s  a r e  such  tha t  they a p p e a r  to be  des igned  
to unduly inf luence  publ ic  pol icy d e c i s i o n s .  

C o m m e r c i a l  Agen t s  and Consu l t an t s :  T h e  Com-  
m i s s i o n  r e c o g n i z e s  t h a t  c o r p o r a t i o n s  doing  b u s i n e s s  
a b r o a d  often engage  the  s e r v i c e s  of non-of f i c ia l  na t iona l s  
p o s s e s s i n g  s p e c i a l i z e d  in fo rma t ion  wi th  r e g a r d  to bus i -  
n e s s  oppor tun i t i e s  o r  r e l a t i o n s h i p s  which  a r e  of a s s i s t -  
ance  in s e c u r i n g  o r  m a i n t a l n l n g b u s l n e s s .  T h e r e  is noth ing 
i n h e r e n t  in th i s  p r a c t i c e  tha t  g ives  r i s e  to a d i s c l o s u r e  
ob l iga t ion  u n d e r  t he  f e d e r a l  s e c u r i t i e s  laws.  C e r t a i n  
f a c t o r s  may,  h o w e v e r ,  sugges t  tha t  paymen t s  t o  such  
p e r s o n s  should  be  d i s c lo sed .  

A v a r i e t y  of c o n s i d e r a t i o n s ,  s o m e  l e g i t i m a t e  and 
s o m e  ques t i onab l e ,  may  p rompt  the  use  of agen t s  o r  
c o n s u l t a n t s .  A m o n g  the  key f a c t o r s  to be c o n s i d e r e d  in 
d e t e r m i n i n g  w h e t h e r  d i s c l o s u r e  may  b e  r e q u i r e d  i s  the 
r e l a t i o n s h i p  of t he  agen t  to the  g o v e r n m e n t a l  ent i ty  or  
c o n t r a c t i n g  pa r ty ,  the  s i ze  and n a t u r e  of the  paymen t ,  
the  s e r v i c e s  to  be  p e r f o r m e d  by the  agen t ,  and the  method 
and m a n n e r  of payment .  

The  d i s c l o s u r e  obl iga t ion  cannot  be  avoided be -  
c a u s e  of c o r p o r a t e  m a n a g e m e n t ' s  ind i f fe rence  to the  
ques t ion  w h e t h e r  the  agen t s  a r e  a c t i n g  as  condui ts  for  
i m p r o p e r  p a y m e n t s .  Managemen t  m u s t  take  r e a s o n a b l e  
s t eps  to d e t e r m i n e  w h e t h e r  c o m m i s s i o n s  and f ee s  paid 
a r e  to be  t r a n s m i t t e d ,  in whole or  in p a r t ,  to g o v e r n -  
m e n t a l  of f ic ia l s  or  t h e i r  de s ignees .  

C o m m i s s i o n  or consultant paymen t s  substantially 
in excess of the going rate for such services may give 
rise to a disclosable event, depending upon the signifi- 
cance of the business involved. In many instances, this 
may suggest that a portion of the commission was, in 
fact, intended to be passed through to government offi- 
cials or their destgnees to influence government action. 
Similarly, other cixcumstances that give companies rea- 
son to believe that portions of commission payments will 
be passed on to government officials or their designees 
present the same problems as those discussed above. 

Commercial Bribery: The Commission also has 
observed payments made to improperly influence a non- 
governmental customer's use of a company's product or 
services. These payments may also give rise to a dis- 
closable event. 

5. Amount  of the  Payment  
As  a g e n e r a l  r u l e ,  a c o r p o r a t i o n  need not  d i s c l o s e  

rou t ine  expend i t u r e s  made  in the o r d i n a r y  c o u r s e  of b u s i -  
ne s s  u n l e s s  spec i f i c  d i s c l o s u r e  p rov i s ions  o t h e r w i s e  so 
reqni~:e. However ,  ques t ionab le  o r  i l l ega l  paymen t s  mus t  
be d i s c lo sed  w h e r e  they a r e  s ign i f i can t  in amount  o r  
w h e r e ,  even though not s igni f icant  in t e r m s  of abso lu t e  
amount ,  a r e  r e l a t e d  to a s ign i f ican t  amount  of b u s i n e s s  
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or other relevant financial indicia. 22/ 
Under most circumstances, ~ amount of the pay- 

ment is not dispositive of the materlality issue unless, 
of course, the payment is significant by itself. Where the 
size of the payment does not otherwise require disclosure, 
the materlality of such payments would depend on the rela- 
tive economic implications of the payment to the company 
as a whole or to a significant line of the company's busi- 
ness. Thus, for example, a questionable or illegal pay- 
ment that seems relatively small in relation to corporate 
revenues, income or assets may assume much greater 
importance when one assesses the amount of business 
that may be dependent on or affected by it. This in turn 
may be affected by whether foreign business as a whole, 
or in a particular country, is significant to the overall 
business of the company. 

6. Knowledge or Participation b)r Senior 
Management 

Investors have a right under the federal securities 
laws to be fully advised of facts concerning character and 
integrity of the officials relevant to their management 
of the corporation. This is particularly true when man- 
agement administers significant assets in foreign states, 
where investors may not have the same protections as 
exist in the United States. Accordingly, transactions 
that would not otherwise be material may become so by 
virtue of the role played by management. 

Whether disclosure is required on the basis that 
it relates to the in tegr i ty  of management is subject to a 
number, of va r i a t ions .  In s i tuat ions  involving a pervas ive  
pa t te rn  of encouragement, par t ic ipa t ion  in o r  knowledge 
of these  p rac t / ces  by sen ior  management ,  the need for  
d i sc losu re  is  c l ea r .  If, on the  o ther  hand, senior  man- 
agement  nei ther  knew nor should have  known of the pay- 
ments ,  d i sc losure  may not be r e q u i r e d ,  unless  they a re  
o therwise  mate r i a l ,  

Defalcat ions and misappropr ia t ions  by corpora te  
off ic ia ls  bear  d i rec t ly  on the in tegr i ty  of management 
and the adequacy of i ts  s t ewardsh ip  and should be d i s -  
c losed.  Of course ,  any indic tment  of the company or  any 
of i ts  pr incipals  a r i s ing  out of quest ionable  corpora te  
payments  may g i v e  r i s e  to a sepa ra t e ly  d isc losable  
event .  23__/ 

7. Pa t te rns  of Payments  That  A r e  an Integral  
Par t  of Opera t ing  a Business or  a Si~nifloant 
Se~-nent of the Business  . 

The fact  that a company has  engaged in a pattern 
of payments over  an extended per iod of t i m e  .--  which 
payments  when taken individually may not r equ i r e  d i s -  
c lo su re  - -  suggests  that the company ' s  product o r  se rv ice  
could not be success fu l ly  marke ted  in the absence of the 
payments  involved,  and tha t. f a i l u re  to continue t o  make. 
such payments  could endanger  the bus iness  operat ions.  
If o ther  companies  in the  s a m e  l ine  o£ bus iness  a r e  dot 
making,  or would not make,  such payments ,  a quest ion 
a r i s e s  r ega rd ing  the sa leabi l i ty  of the company 's  product 
or services. " 

Where such a pattern of conduct exists with respect 
to a significant line of business, or conversely, if termin- 
ation of the payments might be expected to change sig- 
nificantly the economic success of a significant line of 
business, disclosure is appropriate. 

8. Cessation of the Questionable Conduct 
A company's strong and adequate measures to 

22/ As previously indicated, the methods used to 
ma]~- or facilitate these payments are important factors 
to be considered, The facilitation of such payments 
through falsification of corporate records will give rise 
to a disclosure obligation even in cases where disclosure 
might otherwise not be required. 

23__/ See Securities Act Release No. 5466 (Mar. 8, 1974). 

a s s u r e  cessa t ion  of i ts  quest ionable  conduct is  a s ignif i -  
cant factor. T h e  Commission must, of course, consider 
each case on its particular facts. Where such measures 
have been taken, the Commission, particularly in its 
voluntary program, has given weight to this fact in 
assessing the need for disclosure. 

C. NATUKE AND DETAIL OF DISCLOSURE 
Except in egregious cases, the Commission has 

generally not objected to so-called "generic" disclosure 
of the circumstances and practices that have come to its 
attention under the voluntary program, particularly in 
those instances where the company has represented that 
ithas ceased its questionable or illegal activities. Gen- 
erally speaking, however, the more serious the proble m 
(and particularly where the company intends to continue 
such activities), the greater the detail which should be 
disclosed. 

Generic disclosure has included: 
I. The existence, amount of, duration, and the 

purpose for, the foreign p~yments; 
2. The role of management in such payments; 
3. The tax consequences, if any, of the payments 

made; 
4. Ird0rmation about the line of business, or 

class of product Or services in connection with which 
the payments have been made; 

5. The company's intention with respect to the 
continuation or termination of the practices; 

6. The impact that cessation of the payments 
referred to in items I through 4, above, may have 
on the corporation's consolidated revenues, net income 
or assets; and 

7. The method of effecting payments, including 
possible falsifications or inadequacies of corporate 
books and records. 

In cases arising under the voluntary program, the 
Commission generally has not required disclosure of the 
identity of recipients. On the other hand, the disclosure 
of the identity of senior management officials who have 
mtsappr0prlated corporate funds or actively encouraged 
and participated in the falsification of corporate books 
and records may be required to allow shareholders to 
critically assess the integrity of management. 

With respect to the form of disclosure of such 
conduct, where it is determined that some disclosure 
is required, the Form 8-K is normally the appropriate 
vehicle unless there is an Annual Report on Form 10-K 
being f i led  a t the  t ime  when the problem is being dealt  
with. Subsequent d i sc losu re  in r eg i s t r a t i on  s ta tements  
will  depend upon the t iming  and other  fac to rs .  If t h e r e  
is a pending r eg i s t r a t i on  s ta tement  and the informat ion 
has not o the rwise  been d isc losed ,  presumably  the dis-  
c losu re  would e i ther  be made in the r eg i s t r a t ion  s t a t e -  
merit o r  in a F o r m  8-K with a c r o s s - r e f e r e n c e  to that 
report in the registration statement. 

Disclosure of material facts pertaining to the 
conduct of persons standing for election has depended on 
the circumstances of the given case. Where such facts 
have been previously disclosed in a document generally 
circulated to shareholders, the Commission has generally 
not required further disclosure. 24__/ When the disclosure 
Is in a public filing not circulated to shareholders, dis- 
closure in the proxy statement may be required depending 
upon the nature of the conduct involved and management's 
knowledge of or participation in that conduct, the nature 
of the issues to be decided in the shareholders' meeting 
(including who the candidates for board elections may 

24/ Disclosure may be required when the conduct is 
parti---cularly relevant to the "quality of management" 
standing for election; where the earlier circulated docu- 
ment was not proximate in time to the proxy mailing; and 
where management has not disclosed its intention tO stop 
the practices. 
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be), and the company's intention wi£h respect to termina- 
tion of the practices. In some instances, the Commission 
has determined that a meaningful cross-reference to a 
previous filing would be sufficient. 

D. ANALYSIS OF INFORMATION DISCLOSED 

I. Tabular Presentation of Disclosure Results. 
The table attached as Exhibit A presents a gen- 

eral portrayal of the public disclosures received as of 
April 21, 1976, concerning questionable or il legal for-  
eign or domestic corporate practices.  The conduct r e -  
ported var ies  significantly; and the companies included 
can by no means universally be characterized as wrong- 
doers. Instead, they range from companies that have 
filed reports  re i terat ing previously-expressed corporate 
policies opposing illegal or questionable practices; to 
those indicating they are  conducting investigations; to 
those that report  serious and pervasive patterns of ques- 
tionable and il legal conduct. 

In compiling Exhibit A, the staff consulted ordy 
publicly filed documents. In cases in which these docu- 
ments appeared to suggest a category of conduct, an 
entry was made in the chart. Where no statement on an 
issue was made, however, the chart simply shows "not 
indicated." 

In general ,  Exhibit A reflects  the matters dis- 
closed in the public filings in as close to the corporation's 
own terms as is possible, given the format of the Exhibit. 
The staff has not relied on or included information that 
is not contained in the public filings and has likewise 
sought to avoid making substantive judgments as to the 
matters disclosed. 25__/ 

To the extent possible, we have attempted to 
divide the disclosures contained in the filings Into broad 
categories that provide a very general indication of the 
activities described by the reporting companies. Dis- 
closures made by the corporations vary significantly, 
both as to substance and detail, and often do not lend 
themselves to  easy classification. Frequently, for 
example,  the documents do not clearly indicate whether 
or to what extent foreign "commission-type payments" 
are made directly to employees or officials of foreign 
governments. Thus, the distinction between this cate- 
gory and "payments to foreign officials" is sometimes 
not as c lear  as the tabular presentation would suggest. 

Finally, it should be emphasized that an analysis 
of the information in Exhibit A must be undertaken with 
great caution. Although the Commission is confident that 
both the tables and the following narrat ive discussion 
present a reasonably accurate general description of the 
matters disclosed in these-filings, any evaluation of the 
conduct of a part icular  corporation based on the informa- 
tion set forth in Exhibit A inevitably suffers the Infirmi- 
ties inherent in attempting to compress a significant 
amount of information into a limited format, The Com- 
mission therefore strongly suggests that the assessment 
0f the activities of any partlcular corporation res t  on the 
actual filings themselves ra ther  than on the distillation 
of those documents contained in Exhibit A. 

2. Commission Analysis of Disclosures:  
The 95 companies 26__/that have made disclosures 

regarding possible questionable or illegal payments and 
related pract ices  fit into a wide variety of industry classif i -  
cations. The majori ty,  sixty-six,  were manufacturing 
companies. Among this number, the two largest  identifi- 

25/Inclusion of facts in these charts should not be 
cons'trued as a Commission affirmation of their  truth or 
accuracy. Many of the companies included in Exhibit A 
Currently are  under investigation by the Division of En- 
[orcement. These investigations should a11ow the Com- 
mission to test  the accuracy and adequacy of these dis- 
ClOSures under the federal securities laws. 

able groups were  drug manufacturers and companies 
engaged in petroleum refining and related services .  Each 
category is represented by twelve companies that have 
made public disclosure of the matters  set forth herein. 

The most common transactions reported were 
payments to foreign officials,  and fifty companies volun- 
tarily reported such payments. In addition, four of the 
six companies submitting reports  as a result  of Commis-  
sion enforcement action reported s imilar  payments. 
Twenty-five companies reported activities that are cate- 
gorized as "other foreign matters ,  " 2 7 / a s  well as two 
that submitted reports  as a result  of enforcement action. 
The activities reported in this category most commonly 
include payments of some kind, but also include other 
conduct, such as violations of foreign currency and ex- 
change laws. 28/ Additionally, many of the matters r e -  
ported in this category would appear to constitute a form 
of commercia l  br ibery.  

Fifteen companies voluntarily reported foreign 
political payments, as did two of the companies that filed 
reports  as a resul t  of commission enforcement action. 
Twenty-seven companies voluntarily reported foreign 
sales- type commissions ,  as well as two companies filing 
special reports .  In some eases,  the companies specifi-  
cally note that c i rcumstances  of the payments suggest that 
portions of those payments may have been used for other 
purposes, most frequently for possible payment to gov- 
ernment officials. 

The majority of the registrants that voluntarily 
reported payment of foreign political contributions indi- 
cate that such contributions a re  legal in the country in 
which they were made, and we have no basts for ques-  
tioning the validity of these assertions.  By contrast,  
although only some of the reports  are  sufficiently detailed 
to support a conclusion, we believe it a reasonable 
assumption that many of the cases of unusual sales com- 
missions actually represent  instances in which a portion 
of the payment to a foreign agent or consultant ult imate- 
ly was passed to foreign government officials in order  to 
obtain favorable t reatment  of some kind for the company. 

The number of companies reporting domestic 
political contributions and other questionable domestic 
payments is smal ler  than the number reporting foreign 
payments. Each of the six companies that filed reports  
as a result  of Commission enforcement actions disclosed 
domestic political contributions. Many of these were  
cleariy il legal,  and were  reported as such by the com- 
panies. Others, although not specifically identified as 
illegal, appear to have been made in circumstances that 
might suggest that conclusion. In addition to the six 
companies discussed above, twenty others voluntarily 
reported domestic  political contributions, many of which 
were identified as being illegal.  Thirteen companies r e -  
ported other domestic mat ters  of a questionable or illegal 
nature, as did two of the companies submittIng reports  
as a result  of the Commission 's  enforcement program. 29__/ 
. . . . . . 

26/ This includes eighty-nine companies that a re  
rec '~ded in Exhibit A and the six companies that sub- 
mitted reports  as a resul t  ol Commission actions, which 
are  summarized in Exhibit B. 

27/ These categories  Overlap to a considerable degree.  
For-'-example, it appears probable that some of the un- 
accounted for payments incident to foreign operations 
ultimately came into the hands of foreign officials or 
their designees. 

28[ It should be noted that many companies reported 
activ--ities that fall into a number of the categories and thus 
that the total numbers reported above reflect this 
repetition. 

29[ Two points should be borne in mind in reaching 
tenta'-hve conclusions f rom this data. F i r s t ,  some of the 
reporting companies indicate that state or federal con- 
tributions were made in circumstances that may have 
been or were legal. Secondly, some of the filings we 
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Aside from the nature of the payments, many of 
the filings have dealt with four other aspects of the prob- 
lem that we believe may be of interest to the Subcom- 
mittee: the potential tax consequences of these activities, 
their accounting treatment, the knowledge of management, 
and the possible impact of cessation of the practices. 

The Comn~ssion is not in a position to ascertain 
the possible tax consequences of the various questionable 
or  i l legal  p a y m e n t s  or  the  m a n n e r  in  which  they w e r e  
m a d e .  We no te ,  however ,  tha t  t h i r t y - s e v e n  compan ies  
in Exhibi t  A and f ive  of the  s ix  compan ie s  tha t  submi t t ed .  
r e p o r t s  as  a r e s u l t  of C o m m i s s i o n  e n f o r c e m e n t  act ion 
have  t h e m s e l v e s  indicated e i t h e r  tha t  s o m e  ad jus tmen t  
to t h e i r  f e d e r a l  tax  l i ab i l i t i e s  is pos s ib l e  or  tha t  the  m a t -  
t e r  is  be ing  d i s c u s s e d  wi th  o r  unde r  c o n s i d e r a t i o n  by. 
the  I n t e r n a l  Revenue  Se rv ice .  

Secondly ,  fo r ty  compan ie s  r e p o r t e d  in Exhibi t  A 
and each  of the  six compan ie s  tha t  fr ied r e p o r t s  as  a 
r e s u l t  o1 C o m m i s s i o n  e n f o r c e m e n t  ac t ion  have  d i sc losed  
the  p a r t i c u l a r l y  d i s t u r b i n g  fac t  tha t  a t  l e a s t  s o m e  m e m b e r  
or members of corporate management had knowledge of, 
approved  of, or  pa r t i c ipa t ed  in the ques t ionab le  and i l le -  
gal  a c t i v i t i e s  r e p o r t e d .  30~/ 

Third, most of the instances of reported abuse 
also involved some falsification of corporate records or 
the maintenance of records that appear to be inadequate. 
In many of the reports submitted voluntarily by corpora- 
tions, the description of the payments and their docu- 
mentation appears to have been inadequate to permit 
ready identification or verifieation'nf the purpose of the 
payments. Similarly, the reports the Commission obtained 
as a result of enforcement actions disclose flagrant in- 
stances of abuse of the system of corporate accountability, 
including the establishment and maintenance ofsubstantial 
off-book funds that were used for various purposes, some 
questionable and some clearly illegal. 

Many of the defects and evasions of the system of 
financial accountability represented intentional attempts 
to conceal certain activities. Not surprisingly, corporate 
officials are unlikely to engage in questionable or illegal 
conduct and simultaneously reflect it accurately on cor- 
porate books and records. We regard this to be a sig- 
nEicant point, and one that is central to the approach we 
outline in Part II of this report. 

Finally, although it Is not possible to draw 
deflrdtive conclusions regarding the posslble Impact of 
cessation of the practices reported on the foreign com- 
mercial activities of the companies that reported them, 
the indications in our data suggest that it will not seriou s- 
ly affect the ability of American business to compete in 
world markets. Nineteen of the companies reporting 
questionable or illegal payments or practices specifically 
noted that cessation of the practices Would have no 
material effect on their total revenues or overall busy 
ness. Generally, it has not been suggested that cessation 
would seriously hamper companies' overall oPerations. 

On the other hand, it is not possible to determine 
the amount of business associated with each of the 
reported payments~ The volume of sales or other reve- 
nues reported by some companies to be "related" to the 
practices ranged from 20 to in well in excess of I00 
times the amount of the payments themselves. One can- 
not determine whether some or all of those revenues 
could or would have been obtained without the payments 
or practices. 

have analyzed are not s uLficiently clear to support a firm 
determination that the payments or practices were do- 
mestic or loreign. For classification purposes, these 
have been entered in "other domestic matters," with a 
cross-reference to the foreign categories. These reports 
are also included in the above totals. 

30/ This is balanced to a degree, however, by the 
small number of companies that reported their intention 
to continue questionable or t11egal practices. 

E. THE RESPONSE OF THE PRIVATE SECTOR 
The Commission has attempted to ascertain the 

attitude of the business and accounting communities to 
the problems recently revealed in this area. We regard 
this to be a critical factor in dealing with these problems. 
The Commission, wlth its limited resources, must maxi- 
mize its own effectiveness by constantly seeking to 
prompt the private sector's increased assumption of 
initiative and responsibility in dealing with problem 
areas we identify. The responses In this case generally 
have been positive, and the Commission is hopeful that 
the attitudes of these two communities, Which are central 
to the resolution of this problem, will evolve in a manner 
which will help ensure that the problem of questionable 
or illegal foreign payments is alleviated. 

I. The Response of the Business Community 
American business leaders have not reacted uni- 

formly to disclosures concerning questionable or Illegal 
payments. For example, a survey taken by the Opinion 
Research Corporatio n in July of 1975 indicated that nearly 
half of America's business executives saw nothing wrong 
with paying foreign officials~in order to attract or retain 
contracts. Increasingly , corporate officers are begin- 
ning to speak out, however, indicating that American 
companies need not make such payments in order to 
compete effectively and urging the adoption of codes pro- 
hibiting unethical or improper conduct. Many companies 
have adopted such codes, including some that ha~,e re- 
ported no instances of questionable or illegal payments. 

Disclosures of questionable or Illegal corporate 
conduct also have prompted outside directors to increase 
their involvement in and knowledge of corporate affairs. 
In many cases, these outside directors reportedly have 
been instrumental in initiating internal Investigations 
and requiring more stringent auditing 6o~trols. 

2. Codes of Conduct 
Where questionable practices and payments have 

been discovered, the most common reaction has been the 
board of directors' issuance of a directive ordering 
cessation of such conduct. Additionally, many companies 
have adopted or reaffirmed and clarifled written corpor- 
ate policies prohibiting similar corporate practices in 
the future. A number of these corporate policy state- 
ments include reeltals that employees are to conduct 
themselves in accordance wlth the highest ethical stand- 
ards. The written policy statements generally have been 
disseminated to employees, often accompanied by letters 
from management emphasizing the importance of compli- 
ance. In many cases, moreover, corporations also 
have established procedures requiring periodic certifica- 
tion of compliance by key employees, and have specifically 
indicated that violators will be subject to disciplinary 
action. 

Many corporate pollcy statements broadly prohibit 
the use of:corporate funds or assets for any unlawful or 
improper purposes. Other. companies have adopted more 
Specific prohibitions. Some have prohibited political con- 
tributlons, regardless of whether they would be legal if 
made. In some cases the companies also have specifically 
prohibited payment of commissions, bribes, bonuses or 
kickbacks to governmental employees, and others have 
insisted that contracts with consultants or sales repre- 
sentatives specify that the payee not use any part of the 
payment for purpose s other than those indicated in the con- 
tract. Some companies have taken additional measures, 
i n s i s t i n g  tha t  the spec i f i c  s e r v i c e s  to be r e n d e r e d  be  r e -  
c i ted in the c o n t r a c t ;  tha t  the amounts  paid be r e a s o n a b l e ;  
and that  the  payee  a g r e e  to public d i sc losu re  of the c o n -  
t r a c t .  

F ina l ly ,  many of the co rpora t e  policy s t a t e m e n t s  
p roh ib i t  e s t a b l i s h m e n t  of any undisc losed  o r  u n r e c o r d e d  
funds or  a s s e t s  and  fa l se  o r  a r t i f i c i a l  e n t r i e s  in co rpo ra t e  
books and r e c o r d s .  In addi t ion ,  adequate and a c c u r a t e  

Published by THE BUREAU OF NATIONAL AFFAIRS, INC., WASHINGTON, D.C. 20037 
Rzght of  reproduct ion and r ed i s t r i bu t i on  r ese r ved  

i ! 



11 

documentation of all accounting entries often is required. 
To bols ter  these policies, the boards of directors  of some 
companies have directed management to institute additional 
fiumrnal auditing controls.  

Not all of the corporations with which the Commis- 
sion has dealt regard cessation of all questionable or im- 
proper payments to be a real is t ic  or desirable goal. Four 
companies have advised the. Commission that they intend to 
continue making certain questionable payments. 31/ Santa 
Fe International, while generally acknowledging ~ un- 
desirabili ty of payments to minor foreign government of- 
ficials to settle tax and custom claims,  has indicated that 
it will continue to make such payments "if no reasonable 
almrnative exists ,  "and if the payment ls approved by the 
President of the Company. Similarly, Core Laboratories 
has expressed its intention to continue the questionable 
commission-type payments in cases in which refusal to do 
so would "adversely affect its operations in that country, " 
provided the payment is authorized by the chief executive 
officer and "no reasonable alternative is available. " 

Rollins issued a s imilar  policy statement, in which 
it indicates an intention to continue certain payments, 
stating that it regards the practice to be a reflection of the 
fact that payments to government officials are "customary" 
in certain countries.  Finally, Castle & Cook, which has 
adopted a policy prohibiting the use of corporate funds for 
improper purposes, has advised the Commission that it 
intends to continue payments to foreign government em- 
ployees for legit imate services ,  such as security,  that the 
foreign government Is unable to perform at its own ex- 
pense. -The Company states that it considers these pay- 
ments to be proper,  and indicates that they were not bribes 
or attempts to obtain preferential  treatment. Furthermore 
it is attempting to arrange for such foreign governments 
to publish recognltlen of and procedures for these pay- 
ments. 

3. The Response of the Accounting Community 
Many of the instances of improper or  illegal 

foreign payments examined by the Commission have in- 
volved cases  in which inadequate or  improper corporate 
books and records concealed the existence of these ques-  
tionable payments from the independent auditors, as well 
as f rom some or all of the members of top management 
and the board of directors ,  Some cases also involved the 
maintenance of funds outside the normal accountability 
system for s imi la r  purposes. 

In a number of cases,  these falsifications or in- 
adequacies have been deliberate,  and represented careful 
attempts of some corporate executives or  members of the 
board of d i rec tors  to conceal their activit ies from the 
auditors, other company officials and members  of the 
board. In many instances, defects in the corporate ac- 
countability system were instituted at lower levels  in the 
corporate hierarchy. 

Whatever their origin, the Commission regards 
defects in the system of corporate accountability to be 
matters of serious concern. Implicit in the requirement 
to file accurate financial statements is the requirement 
that they be based on adequate and truthful books and I 
records. The integrity of corporate books and records is 
essential to the entire reporting system administered by i 
the Commission. 

One of the most important by-products of the Com- 
mission's program to ensure adequate discovery and dis- 
closure of questionable and illegal payments has been the 
increased sensitivity demonstrated by the accounting com- 

31/ k should also be noted that many of the declarations 
of C~sation specifically refer only to the cessation of 

practices or to the maintenance of standards con- 
sistent with the ethical standards of the countries in which i 
they operate. Some of these policy statements might also J be interpreted as permitting similar payments in certain 

munity. The independent accountant's responsibility is to 
certify that the financial statements of a corporation are 
fairly presented in accordance with generally accepted 
accounting principles. Accountants are not free to close 
their eyes to facts that come to their attention, and in 
order properly to satisfy their obligations, they must be 
reasonably sure that corporate books and records are free 
from defects that might compromise the validity of these 
statements. 

In many respects, both the Commission's and the 
public's awareness of the magnitude and implications of the 
problems presented by questionable and illegal foreign 
payments has been evolutionary. The accounting commu- 
nity has become more sensitive to this evolution. And, 
although the responses of the accounting system have var- 
ied from firm to firm, the overall response of the profes- 
sion is encouraging. An informal survey undertaken by 
our Chief Accountant indicates that the following are repre- 
sentative of the policies and procedures adopted by the 
accounting profession in response to the problems we have 
identified. 

Accounting firms have reviewed and distributed to 
their partners throughout the world copies or digests of 
relevant actions, news stories, speeches, testimony or 
any other data relating to these problem areas. Proce- 
dures have been established to assure that the materials 
disseminated are brought to the attention of all members 
of the firms, and that meetings are held to discuss the 
problem and to re inforce the accounting f i rms '  policy 
direct ives .  32___/ 

Major accounting f i rms additionally have taken 
specific steps to ass is t  their clients and to meet their 
responsibi l i t ies  to the public. For  example, they have: 

- -  Established procedures to assure that informa- 
tion relat ing to questionable payments is brought to the 
attention of appropriate senior personnel. In many 
cases,  the assignment of such responsibility to desig- 
mated individuals in a firm assures  that the accounting 
f i rm ' s  response is consistent with its responsibilities 
to its clients and to the public; 

- -  Established policies to assure that questionable 
or sensitive transactions are brought to the attention of 
the board of directors ,  preferably through the audit 
committee; 

- -Prepared  and distributed to corporate clients 
educational mater ia ls  to encourage their  adoption of 
policies relat ing to ethics in business transactions; 

--Adopted policies of encouraging clients to make 
voluntary disclosures of questionable or sensitive 
transactions to the Commission and encouraged con- 
sultation with the Commission regarding the procer 
dures to be followed, and the disclosures to be made; 

- - In  appropriate circumstances,  extended auditing 
procedures or required that additional procedures be 
followed; 

--Changed representation let ters to include repre-  
sentations relating to the problem of questionable,, 
improper or illegal payments. 33/ 

32/ One accounting firm, in reemphaslzing its policy 
directive that top management and the board of directors 
be timely advised of these matters, stated its position 
succinctly: 

rage cannot overemphasize the importance and neces- 
sity of bringing these mat ters  to the attention of top 
management and the board of di rectors  on a timely 
basis.  Any partner: who takes it upon himself  not to 
do this, must fully understand that he is seriously en- 
dangering the Fi rm and must be willing to accept the 
consequences. " 

33/ An example of such a representation from man- 
agement required by one accounting firm before signing 
the audit report is set forth below: 

"You have been informed of all 'sensitive' receipts instances. 
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Establishment of Professional Guidelines: 
Recently, the Auditing Standards Executive Com- 

mittee of the American Institute of Certified Public Ac- 
countants prepared an exposure draft of a proposed State- 
ment on Auditing Standards regarding "Illegal Acts by 
Clients, "34/attached as Exhibit C. The draft statement 
discusses how accountants may become aware of illegal 
conduct and the inquiries that should be made if such con- 
duct is suspected. For example, the draft indicates that, 
while an auditor's examination does not usually include 
procedures specifically designed to detect illegal acts, 
auditors should nevertheless be aware that illegal acts 
may have occurred which may have a material effect on 
financial statements. If an auditor believes illegal acts 
may have occurred, he is instructed to investigate further, 
consulting counsel if necessary. 

The draft also discusses examination procedures 
p e r f o r m e d  for  other  purposes  which may br ing i l l ega l  
ac ts  to light. F o r  example ,  i t  d i scusses  evaluation of 
in te rna l  controls  and r e l a t ed  tes ts  of t ransact ions  and 
ba lances  and addit ionally s ta tes  that the audi tor ' s  under -  
standing of tes ted  t ransac t ions  and their  business  purposes  
may  lead to the d i s cove ry  of t ransact ions  that appear  to 
the auditor  to have an unusual or  quest ionable purpose.  
The draf t  e x p r e s s e s  th'e view that the audi tor ' s  examina -  
tion should include inqu i r i es  of the management  r e g a r d i n g  
accounting for ,  and d i sc losu re  of, l o s s  contingencies  and 
r e l a t ed  communica t ion  with legal c o u n s e l  Audi tors  also 
a r e  ins t ruc ted  to inqu i re  about c l ients '  es tab l i shment  of 
policy d i r ec t i ve s  and the i r  compliance with laws, r egu la -  
tions a.nd p rocedures  r e l evan t  to detection and prevent ion 
of illegal acts. 

Finally, the draft provides guidance as to the 
possible materlality of illegal acts and the actions audi- 
tors should take upon discovering such acts. And, while 
it states that the auditor is under no legal obligation in 
the ordinary case to notify outside parties, it does Indl- 
care that, if the act is serious enough tO warrant the 
accountant's withdrawing from the relationship, he 
should consult legal counsel regarding what other actions~ 
if any, should be taken. 

While the exposure  draf t  is  present ly  under ac t ive  
cons idera t ion  and the Commiss ion  is  not now p repa red  to 
a s s e s s  the adequacy of this proposal ,  we have been en -  
couraged by the p r o f e s s i o n ' s  r e spons iveness .  M o r e -  
over ,  the p r o g r a m s  outlined above demonst ra te  that the 
in i t ia t ive  and profess iona l  competence in the accounting 
profess ion  ai:e a s ignif icant  r e s o u r c e  in our  continuing 

or disbursements and of any unrecorded cash or  non- 
cash funds out of which any such payments have been 
or might be made, to the full extent of our knowledge 
thereof, including any recommendations of counsel 
with respect to such matters and their disclosure. 
'Sensitive' receipts and disbursements, whether or 
not illegal, ,include (a) receipts from or payments to 
governmental officials or employees, or (b) commer- 
cial br ibes  or  kickbacks,  or  (c) amounts r ece ived  with 
an unders tanding that r eba t e s  or  refunds wil l  be made  
in contravent ion of  the laws of any jur i sd ic t ion  e i the r  
d i r ec t ly  or  through a third party,  or  (d) pol i t ical  con- 
t r ibut ions,  o r  (e) payments  or  commitments  (whether 
cas t  in the form of c o m m i s s i o n  payments or  fees for  
goods or  s e r v i c e s  r e c e i v e d ,  o r  o therwise)  made with 
the unders tanding  or  under  c i r cums tances  that would 
indicate  that a l l  or  pa r t  thereof  is to be paid by the 
rec ip ien t  to gove rnmen t  off icials  or  employees ,  o r  as 
a c o m m e r c i a l  br ibe,  inf luence payment or  kickback. " 
34 /  Rule 202 of the AICPA's  Code of Profess ional  

Ethi'-c's r e q u i r e s  adherence  to the applicable genera l ly  
accepted  audit ing s tandards  promulgated by the Institute.  
S ta tements  on Auditing Standards a re  recognized  as i n t e r -  
p re ta t ions  of those  s tandards ,  and Rule 202 r equ i r e s  that 
m e m b e r s  depar t ing  f rom these  s tandards be p repared  to 
jus t i fy  that depar tu re .  

program relating to questionable or illegal foreign and 
domestic payments. 

F. CONCLUSION 
Certain conclusions can be drawn from the Com- 

mission's experiences to date, the many reports filed, 
and the reaction of the private sector concerning the 
overall impact these questionable or illegal practices 
have had on public confidence in the Integrity of Ameri- 

• can business. First, the problem of questionable and 
illegal corporate payments is, by any measure, serious 
and sufficiently widespread to be a cause for deep con- 
cern, Unfortunately, the Commission is unable to con- 
clude that instances of illegal payments are either 
isolated or aberrations limited to a few unscrupulous 
individuals, To place the matter in perspective, how- 
ever, it should be noted that the I00 or so companies dis- 
cussed in thls report should be viewed in relation to the 
sigrdficant]y larger number of corporations that regularly 
f i le  with the Commiss ion ,  a total  exceeding 9000. 
Viewed in this b roade r  pe r spec t ive ,  the Commiss ion be- 
l i eves  that the p r e sen t  ev idence  of corpora te  abuse,  
while indeed se r ious ,  does not support  any genera l  con- 
demnation of A m e r i c a n  bus iness .  

We do not mean to sugges t  that the r epor t s  fried 
with the Commiss ion  po r t r ay  the total i ty of the possible 
problems in this a rea .  Our Divis ion of Enforcement  
present ly  i s  examining  the ac t iv i t i e s  of many companies 
that have made d i s c lo su re s ,  and the act iv i t ies  of yet  
o ther  companies  that  have made no d i sc losures  to date. 
Some of these  inqu i r i es  may r e su l t  in a determinat ion 
that the companies  engaged in questionable o r  i l legal  
ac t iv i t i e s  that should have been disc losed to shareholders .  
Moreover ,  we suspect  that some companies  have en-  
gaged in s i m i l a r  ac t iv i t i es  that will  r emain  undisclosed 
and undetected, and that o the r s  will  a t tempt to obscure 
such act iv i t ies  in the future .  We can only state that 
these companies  run  a substant ia l  r i s k  of d iscovery,  
s ince the coopera t ive  e f fo r t s  of the var ious  agencies  of 
the federa l  "government a r e  being brought to focus in-  
c reas ing ly  on these  ques t ions  and the exper t i se  and 
sophist icat ion of law en fo rcemen t  agenc ies  in d i scover -  
ing these activities is steadily growing. 

. Despite the troubling aspects of the information 
concerning past questionable or illegal payments, the 
Commiss ion  be l ieves  that there  l s  a considerable  basis  
f rom which to conclude that  the si tuation is  Improving,  
and that these ep i sodes  may s e r v e  to s trengthen the 
quality of corpora te  management  and public confidence 
in business  ove r  the long run.  This  opt imism r e s t s  both 
on the declarations of cessation, already,  mentioned, 
and, more fundamentally, on the "new governance" con- 
cept that the Commission's enforcement and disclosure 
programsareattempting to instill and its legislative 
and other proposals are designed to enhance. 

Thus, in the Commission's view, while the prob- 
lem of questionable or illegal corporate payments is 
both serious and widespread, it can be controlled and 
does not represent an Inherent defect in our economic 
system, While the Committee may wish to draw its own 
conclusions from the analysis we have supplied, hope- 
fully the foregoing comments concerning the patterns the 
Commission perceives in these data and the conclusions 
it draws from them, will provide a useful starting point. 

PART II: LEGISLATIVE AND O]~-IER PROPOSALS 

A. DISCUSSION 
As the foregoing d i scuss ion  makes c lear ,  the Com- 

miss ion  has proceeded  to apply its exist ing d i sc losure  r e -  
qu i rements  to ma t t e r s  brought  to its attention involving 
quest ionable  o r  i l legal  c o r p o r a t e  payments .  While we 
have not fe l t  hampered in our  enforcement  efforts  to date, 
the fact  never the less  r e m a i n s  that the extent of such pay-  
ments  is f a r  more  widespread  than anyone original ly  anti-  
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cipated, and the methods of effecting and concealing these 
payments are  varied and multifaceted, The Commission 
can, and intends to, continue to enforce its existing dis-  
c losure  requirements in those cases which appear to war-  
rant  enforcement action to compel disclosures about 
corporate  operations involving such payments. 

But, the question of i11egal or questionable pay- 
ments is obviously a matter  of nationsl and international 
concern, and the Commission, therefore,  is of the view 
that l imited-purpose legislation in this area is desirable 
in o rde r  to demonstrate c lear  Congressional policy with 
respect  to a thorny and controversial  problem. For this 
reason, the Commission wholeheartedly supports the 
philosophy underlying S. 3133, although we have drafted a 
modified vers ion of that bill as a preferable legislative 
approach to the issues raised in this area,  

In essence, we see three cri t ical  components for 
any legislat ive enactment governing the disclosure or  
making of [11egal or  questionable corporate payments. 

F i r s t ,  we believe that any legislation in this area 
should embody a prohibition against the falsification of 
corporate  accounting records,  The most devastating dis-  
closure that we have uncovered in our recent experience 
with il legal or  questionable payments has been the fact 
that, and the extent to which, some companies have fals i-  
fied entr ies  in their  own books and records,  A funda- 
mental tenet of the recordkeeping system of American 
companies is the notion of corporation accountability. It 
seems c l ea r  that investors are  entitled to rely on the im- 
plicit representat ions that corporations will account for 
their funds properly and will not "launder" or  otherwise 
channel funds out of or  omit to include such funds in the 
accounting system so that there are no checks possible on 
how much of the corporation's  funds are  being expended or  
whether in fact those funds are expended in the manner 
management la ter  claims. 

Concomitantly, we believe that any legislation in 
this area should also contain a prohibition against the 
making of false and misleading statements by corporate 
offlcials or  agents to those persons conducting audits of 
the company's books and records and financial operations. 

Finally, we believe that any legislation should re -  
quire management to establish and maintain its own sys-  
tem of internal  accounting controls designed to provide 
reasonable assurances that corporate transactions are  
executed in accordance with management's general o r  
specific authorization; and that such transactions as are  
authorized a re  properly reflected on the corporation's 
books and records  in such a manner as to permit the pre-  
paration of financial statements in conformity with gen- 
erally accepted accounting principles or  any other cr i ter ia  
applicable to such statements. 

The concept of internal accounting controls is not 
new. It has been recognized by the accounting profession 
as being an important responsibility of management. Be- 
cause the accounting profession has defined the objectives 
of a system of accounting control, the Commission has 
taken the definition of the objectives of such a system 
contained in our proposed legislation from the authorita- 
tive accounting l i terature.  American Institute of Cer t i -  
fied Public Accountants, Statement on Auditing Standards 
No. i, 320.28 (1973). 

The Commission is satisfied that the specifications 
of the objectives of a system of Internal accounting con- 
trols found in the accounting l i terature can be readily un- 
derstood by issuers  and accountants. Because the domi- 
nant character is t ic  observed by the Commission in its 
program has been the presence of deliberate evasions of 
the systems of corporate accountability, the Commission 
believes that its proposed legislative approach wiU help 
foster a cl imate in which such attempts will be frustrated 
by adequate internal controls. No system can insure or 
guarantee complete success,  but the Commission believes 
its approach is the appropriate one to address the prob- 
lems we have observed. 

We have redraf ted S. 3133 to embody the forego- 
ing legislat ive recommendations.  Before setting forth 
our revised legis la t ive  proposals,  however, a few com- 
ments about Sections 2, 3 and 4 of S. 3133 appear to be in 
order.  35/ 

Section 2 of S. 3133 wouId impose reporting re-  
quirements on cer ta in  i s suers  in connection with foreign 
payments of $1,000 or  more.  As we have already noted, 
the Commission has sufficient authority to prescribe ap- 
propriate report ing requi rements  for significant cor-  
porate i ssuers .  And, while we perceive some attraction 
in having the Congress  set cer ta in  specific levels  of 
questionable payments that must be disclosed, we are 
concerned that Section 2 might deny the Commission the 
necessa ry  flexibil i ty to vary its disclosure requirements 
to fit the precise  c i rcumstances  involved. Similarly, we 
are  reluctant to see imposed a hard-and-fast  rule re -  
quiring every repor t ing corporate  i ssuer ,  in every in- 
stance, to identify the recipients  of their  foreign pay- 
ments. In some cases ,  d isclosure  of the identity of the 
person receiving such payments may be important to an 
investor ' s  understanding of the transaction. More fre-  
quently, however, the identity of a part icular  foreign gov- 
ernment employee who received a payment may have l i t -  
tle or  no significance to the investor.  In addition to our 
desire  to see the Commiss ion ' s  flexibility preserved,  we 
are also cognizant of the fact that, as our experience to 
date demonstrates ,  in many instances corporations are 
unable to ver i fy  the i r  initial pronouncements concerning 
the recipients of these types of payments. 

Section 3 of the bill prohibits certain foreign pay- 
ments outright. The Commission believes that i ts present 
statutory authority is  adequate to permit  effective en- 
forcement of the federal  secur i t ies  laws. As previously 
indicated, the Commission has investigated questionable 
or i l legal  payments and related pract ices  and has sought 
the prophylactic r e l i e f  considered necessary  under the 
federal secur i t ies  laws. The Commission has, for ex- 
ample, in certain enforcement actions, sought and ob- 
tained by consent of the part ies  ancil lary equitable rel ief  
prohibiting the defendants f rom making such payments. 
We will continue to do so in the future. 

The Commission believes that the question whether 
there should be a general  statutory prohibition against the 
making of certain kinds of foreign payments presents a 
broad issue of national policy with important implications 
for international t rade and commerce ,  the appropriateness 
of application of United States law to transactions by 
United States ci t izens in foreign countries, and the possi- 
ble impact of such legislation upon the foreign relations 
of the United States. 36/ In this context the purposes of 
the federal  secur l t ies ' laws,  while important, are not the 
only or  even the overr iding consideration, and we believe 
that the issue should be considered separately from the 
federal secur i t ies  laws. 

Finally, Section 4 of S. 3133 would give the Com- 
mission authority to initiate, prosecute and appeal c r imi -  
nal actions ar is ing under any of the provisions of the 
Securities Act of 1933 andt~e Securities Exchange Act of 

35/  Section 1 of S. 3133 largely  embodies the f irs t  
major tenet of our legislat ive recommendation, and we 
therefore have not specifically commented on this provi- 
sion but, rather ,  have modified it to comport with the 
overall  approach we are  recommend~g.  

36/ See "The Activi t ies of Amer ican  Multinational 
Co~-orati0ns Abroad. " Hearings before the Subcomm. on 
International Economic Policy of the House Comm, on 
International Relations. 94th Cong..  1st Sess . ,  23-24 
(1975), where a representat ive  of the Department of State 
suggested that such legislation "would be widely resented 
abroad" and could be viewed by other governments . . . 
"as a sign of U.S. arrogance or  even as interference in 
their internal affairs. " 
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1934. Whether or not this provision has merit as a 
general policy proposition, we think that it would be un- 
wise to divert attention from the critical policy issues 
posed by S. 3133 to what, in the context of this legislation, 
must surely be characterized as a peripheral issue. We 
prefer that any such provision be contained in separate 
legislation, at a time when full and careful debate could 
be had on its merits. 

B. DRAFT LEGISLATION PROPOSED BY THE 
COMMISSION 

The Commission proposes the following for Con- 
gressional consideration: 

A BILL 
To amend the Securities Exchange Act of 1934 to pro- 
hibtt certain issuers  of securit ies from falsifying their 
books and records, and for related purposes. 

Be it enacted by the Senate and House of Repre- 
sentatives of the United SLates of America in Congress 
assembled, 

That Sectio n 13(b) of the Securities Exchange Act, 
I5 U.S.C. 78m(b), is amended by renumbering existing 
Section 13(b) as "Section 13(b)(I)", and by adding at the 
end of new Section 13(b)(1), the following subparagraphs: 

"(b)(2) Every issuer which has a class of securi- 
ties registered pursuant to section 12 of this title and 
every issuer which is required to file reports pursuant to 
Section 15(d) of this title shall 

"(A) make and keep books, records and accounts, 
which accurately and fairly reflect the transactions and 
dispQsitions of the assets of the issuer; and 

"03) devise and maintain an adequate system of 
internal accounting controls sufficient to provide 
reasonable assurances that 

"(i) transactions are executed in accordance 
with management's general or specific authoriza- 
tion; 

"(ii) transactions are recorded as necessary 
(1) to permit preparation of financial statements 
in conformity with generally accepted accountLag 
principles or any other criteria applicable to such 
statements and (2) to maintain accountability for 
as sets; 

"(iil) access to assets is permitted only in 
accordance with management's authorization; and 

"(iv) the recorded accountability for assets 
is compared with the existing assets at reasonable 
intervals and appropriate action is taken with 
respec t to  any d i f ferences .  
"Co)(3) It shall be unlawful for any person, directly 

or indirectly, to falsify, or cause to be falsified, any 
book, record,  account or document, made or required 
to be made for any accounting purpose, of any issuer 
which has a class of securities registered pursuant to 
section 12 of this title or which is required to file reports 
pursuant to Section 15(d) of this title. 

"Co)(4) It shall be unlawful for any person, direct- 
ly or indirectly, 

"(A) to make, or cause to be made, a materially 
false or misleading statement, or 

"(B) to omit to state, or cause another person to 
omit to state, any material fact necessary in order to 
make statements made, in the light of the circum- 
stances under which they were made, not misleading. 

to an accountant in connection with any examination or 
audit of an issuer which has a class of securities regis- 
tered pursuant to section 12 of this title or which is re- 
quired to file reports pursuant to Section 1S(d) of this 
title, or in connection with any examination or audit of an 
issuer with respect to an offering registered or to be 
registered under the Securities Act of 1933. " 

! 
C. SECTION-BY-SECTION ANALYSIS OF COMMISSION'S .,' 

PROPOSED LEGISLATION 
The proposal amends Section 13(b) of the Securi- 

ties Exchange Act, 15 U. S. C. 78m(b) by adding new sub- 
sections (b)(2), (b)(3) and (b)(4). 

Subsection (b)(2) would apply to issuers  which 
have securities l isted on an exchange pursuant to Section 
12(b) of the Securities Exchange Act, 15 U. S. C. 781Co), 
to issuers which meet the requirements of Section T2(g) 
of that Act, 15 U.S.C. 781(g), and to issuers subject to 
the reporting requiremen~ of Section 15(d) of the Act, 

on these issuers both to maintain books and records 
which accurately and fairly reflect the transactions and 
the dispositions of the assets of the issuers, and to de- 
vise and maintain an adequate system of internal account7 i~ 
ins controls sufficient to provide reasonable assurances .:. 
that, among other things, transactions are recorded as ~ il 
necessary to permit the preparation of financial state- [!~ 
ments in conformity with generally accepted accounting 
principles or any other applicable criteria. Because the 
accounting profession has defined the objectives of a 
system of accounting control, the definition of the objec- 
tives contained in this subsection is taken from the author- 7 
itative accounting literature. American Institute of 
Certified Public Accountants, Statement on Auditing 
Standards No. I, 320.28 (1973). 

Subsection (b)(3) of the proposal would make it un- 
lawful for any person, directly or indirectly, to falsify 
any book, record, account or document maintained, or 
required to be maintained, for an accounting purpose with 
respect to each of the three classes of issuers subject to 
subsection (b)(2) of Section 13 of the Securities Exchange 
Act of 1934 ("Act"), 15 U. S.C. 78re(b). This subsection 
prohibits not only affirmative false Statements but also the 
failure to make entries, or the failure to obtain or create 
documents, necessary for proper accounting records, 
Concepts of aiding and abetting, and joint participation in, 
a violation, would be applicable under this provision, in 
the same manner as they have traditionally been applied in 
both Commission actions and private actions brought 
under the securities laws generally. 

Subsection (b) (4)would prohibit making false or 
misleading statements or omitting to state facts neces- 
sary to be stated to an accountant in connection with any 
audit of the three classes of issuers identified in subsec- 
tion (b)(2) of Section 13 of the Act. This subsection :: 
would also apply audits in connection with a securities 
offering registered or to be registered under the Securi- 
ties Act of 1933. As with subsection Co)(3) of the proposal 
discussed above, aiding and abetting and joint pamticipa.- 
lion would be subject to this provision. 

D. AN APPROACH TO ENCOURAGE THE ESTABLISH- 
MENT OF INDEPENDENT AUDIT COMM.ITTEES 
AND INDEPENDENT COUNSEL ~ ADVISE THE 
BOARD OF DIRECTORS 

The legislation we have proposed should remedy 
the most pervasive characteristic of the cases brought to 
the Commission's attention in this area, namely, the 
deliberate falsification of corporate books and records 
and other methods of disguising the source or disburse- 
ment of corporate funds. Action to further enhance the 
creation by public corporations of audit committees com- 
posed of independent directors to work with outside 
auditors would, however, serve as a valuable adjunct to 
these legislative proposals. Similarly, corporate ac- 
countability can be strengthened by making the role of the 
board of directors more meaningful and separating the 
crldcal aspects of the functions of the board and independ- 
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ent counsel. This, of course, raises questions concern- 
ing optimum relationship between outside and inside di- 
rectors and whether members of law firms which have 
the responsibility of advising the corporation, including 
the board, should also serve as members of that board of 
directors. 

The importance of the role of the board of direc- 
tors, independent audit committees and independent coun- 
sel has been illustrated by the Commission's enforce- 
ment actions in the area of questionable or i11egal cor- 
porate payments. Significantly, in some of these cases 
no audit committee existed. In the others, with a single 
exception, audit committees either operated only during 
a portion of the time when the questionable payments 
were alleged to have been made, or were not wholly in- 
dependent of management. Accordingly, the resolution of 
these proceedings typically has involved establishment of 
a committee comprised of independent members of the 
Board of Directors, charged to conduct a full investiga- 
tion, utilizing independent legal counsel and outside audi- 
tors to conduct the necessary detailed inquiries. The 
thoroughness and vigor with which these committees have 
conducted their investigations demonstrates the impor- 
tance of enhancing the role of the board of directors, es- 
tablishing entirety independent audit committees as 
permanent, rather than extraordinary, corporate organs 
and encouraging the Board to rely on independent counsel. 

With these  thoughts  in mind the C o m m i s s i o n  ha s  
been  c o n s i d e r i n g  va r ious  app roaches  to a c c o m p l i s h  these  
i m p o r t a n t  ob jec t ives .  As an in i t ia l  s tep ,  we have  asked  
fo r  the v iews  of the New York Stock Exchange  with r e -  
spec t  to a r e v i s i o n  of i t s  po l i c i e s  and p r a c t i c e s  as  a 
p r a c t i c a l  m e a n s  of ef fec t ing them.  3 7 /  Act ion in i t i a ted  
by the New York Stock Exchange  at t-h~s t ime  would 
d i m i n i s h  the need for  f u r t h e r  d i r e c t  g o v e r n m e n t  r e g u l a -  
t ion and se t  an  i m p o r t a n t  example  fo r  o the r  s e l f - r e g u l a -  
to ry  organizations. 

EXHIBIT A 
The  fol lowing t a b l e s  s u m m a r i z e  the in fo rmat ion  

publ ic ly  d i s c l o s e d  in f i l ings  submi t t ed  to the  Secur i t i e s  
and Exchange  C o m m i s s i o n  on or  be fore  Apr i l  21, 1976. 
The f i l ings  of  e igh ty -n ine  c o r p o r a t i o n s  a r e  ana lyzed  
h e r e i n .  * The  fol lowing p r a c t i c e s  were  fol lowed In c o m -  
pi l ing  t h e s e  t ab l e s .  

3 7 /  See Exhib i t  D h e r e t o ,  l e t t e r  da ted  May 11, 1976 
from--Roderick M. Hil ls  to Wi l l iam Batten. 
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The  c o m p a n i e s  t ha t  ob ta ined  the in formal  v iews  
of the  C o m m i s s i o n  p r i o r  to mak ing  d i s c l o s u r e s  a r e  
ident i f ied  by a double  a s t e r i s k  (**). In some c a s e s  
b rough t  to the  C o m m i s s i o n ,  i t  took no posi t ion.  

The  C o m m i s s i o n ' s  s ta f f  a t t emp ted  to avoid making  
sub jec t ive  j u d g m e n t s  to the  ex ten t  poss ib l e  in compi l ing  
the c h a r t s .  W h e n e v e r  p o s s i b l e ,  the  s ta f f  sought to 
c h a r a c t e r i z e  the  conduc t  in as  c lo se  to the company ' s  own 
t e r m s  as  the l imi t ed  f o r m a t  a l lowed.  The  g a f f  addi t ion-  
a l ly  avoided i n t roduc ing  non -pub l i c  in fo rmat ion  into the 
c h a r t s .  

The  c a t e g o r i e s  t ha t  a r e  d e s c r i b e d  in these  
t ab l e s  p rov ide  only g e n e r a l  b r eakdowns  of the r e p o r t e d  
conduct .  Obvious ly ,  conduc t  of the  n a t u r e  and v a r i e t y  
of tha t  se t  fo r th  h e r e i n  does  not lend i t s e l f  to easy  
categorization, and t h e r e  i s  a c o n s i d e r a b l e  over lap  among  
the  c l a s s i f i c a t i o n s  c o n t a i n e d  in the  t ab l e s .  

In c a s e s  in which  the  c o r p o r a t i o n  made  a s t a t e -  
m e n t  tha t  a p p e a r e d  to r e p o r t  a c a t ego ry  of conduct  con-  
t a ined  in the  table, a r e p r e s e n t a t i o n  was en t e red  in the 
c h a r t s .  Where  no s t a t e m e n t  of any kind was made  r e -  
g a r d i n g  a p a r t i c u l a r  c a t e g o r y  of conduct ,  that  ca tegory  
was r e p o r t e d  as  "not  i n d i c a t e d . "  

In compi l ing  the  t a b l e s ,  the C o m m i s s i o n  and i t s  
s ta f f  m a d e  no e f fo r t  to  v e r i f y  the  in fo rma t ion  con ta ined  
in the  publ ic  f i l ings .  T h u s ,  the  C o m m i s s i o n ' s  r e p o r t  of 
th i s  i n f o r m a t i o n  should  in no m a n n e r  be  c o n s i d e r e d  an 
a f f i r m a t i o n  of i t s  a c c u r a c y  o r  a judgment  as  to the  adequacy 
of the  d i s c l o s u r e s  u n d e r  the  f e d e r a l  s e c u r i t i e s  laws.  

F i n a l l y ,  a l though the  C o m m i s s i o n  be l i eves  tha t  
the  t a b l e s  p rov ide  an a c c u r a t e  ove ra l l  p i c tu re  of the k inds  
of conduct  r e p o r t e d  h e r e i n ,  the  l i m i t a t i o n s  i nhe ren t  in 
s u m m a r i z a t i o n  of t h i s  k ind  of i n f o r m a t i o n  r e n d e r  the  
c h a r t s  an  i n a p p r o p r i a t e  s o u r c e  fo r  d e t e r m i n i n g  the p r e -  
c i s e  conduct  of any p a r t i c u l a r  c o r p o r a t i o n .  The C o m m i s -  
s ion s u g g e s t s  t ha t  p e r s o n s  i n t e r e s t e d  in t h i s  in fo rmat ion  
ins t ead  consu l t  the publ ic  d o c u m e n t s  on which t he se  t ab les  
a r e  based .  

* / The  c o m p a n i e s  t ha t  s u b m i t t e d  m o r e  de ta i led  
repo'--rts p u r s u a n t  to c o u r t  o r d e r  a r e  se t  fo r th  s e p a r a t e l y  
in Exhib i t  B. Exhib i t  A does  con ta in ,  however ,  public  
d i s c l o s u r e s  m a d e  by  c o m p a n i e s  tha t  have  se t t led  C o m -  
m i s s i o n  ac t ions  but  h a v e  not  comple ted  and  submi t t ed  
r e p o r t s .  Exhibi t  A does  not  conta in  the s u b m i s s i o n s  of 
the J . I .  C a s e  Company  and  the M i d w e s t e r n  Gas T r a n s -  
m i s s i o n  Company.  Both a r e  s u b s i d i a r i e s  of the Tenneco  
Corpo ra t i on ,  and t h e i r  f i l i ngs  l a rge ly  dup!icate  tha t  of 
Tenneco ,  which i s  d i s c u s s e d  h e r e i n .  

""i 
.~ i ~ 
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~eDANY 

&bbott 
Labs * *  

Allergan 
Pharmaceu- 
t i c * I s  

h ~ e r i c a n  
A i r l i n e s  

Amer ican 
Cyanamid 

CO. **  

A ~ r  i can  
Home " *  

P r o d u c t s  

A ~ e r i c a n  
S t a n d a r d ,  

I n c .  

/ m t r i c a n  
~ e l e p h o n e  

& 

T e l e g r a p h  
Cmpeny  

TOTAL 
REVENUES 

FY 1874 
(In TRa~mk) 

765,415 

2 5 , ) 9 6  

1 , 6 4 1 , 3 0 7  

1 , 7 7 9 , 5 7 2  

2 , 0 4 8 , 7 4 1  

1,576,973 

1 , 0 0 0 , 0 0 0  

2 6 , 3 6 5 , 6 7 0  

TYPE OF 
STATEMENT 

Form 8-K r e p o r t i n g  
r e s u l t s  e l  cow- 
pany'~ Lnves t t  m 
g a t i o n  c o v e r i n g  
t h r e e  year p e r i o d ,  

DOMESTIC 
POLITICAL 

CONTRIBUTIONS 

OTHER 
DOMEST~ 
MATTERS 

@or i n d i c a t e d  

FOREIGN 
POLITICAL 

CONTRIBUTION6 

NOt indicate~ 

Fern  9-K r e p o r t l n q  
r e s u l t s  o£ i n v e s t i g a -  
t i o n  c o v e r i n g  ~ lve 
year  p e r i o 6 .  

Ro i l l e g ] l  
po l i t i ca l  
c o n t r i b u t i o n s  

No payments  
tO US g o v e r n -  
ment off icLals 

Not indicated 

Repor t  contaLned 
in ~ r o x y  s t a t e -  

. merit o~ A p r i l ,  
1975 

Form $ -7  and 
Form 6-K r e p o r t -  
imJ J e s u i t s  eL 
i n v e s t i g a t i o n  

~ ' l~ lLy  flea to the 
Waterqate 5 r e c i n l  
P rosecu to r  for  i l -  
l e g a l  c o n t r i b u t i o n s  
o{ $~5,000.  Other  pay-  
ments  of $5U,~T5 from 
1971-73,  b e l i e v e d  
l e g a l .  Another  
0117,4T4 be lLeved  
c o n t r i b u t e d  d u r i n g  
pe r i od  b e g i n n i n g  as 
e a r l y  as 1964. 

t ier i n d i c a t e d  

FO~E~N 
8ALl 'TYPE 

~ redominan t  p a r t  of 
payments ~ere com- 
• LSSLon type"  that 
t o t a l e d  553d,000 
from 1973-75,  ~ t t h  
r e l a t e d  sales tOtal- 
in~ $S.4 : L l l i o n .  

Fayn~nts  agora-  
g o r i n g  $1) ,~g~ 
pa id  ove~ Live yeacs 
in rive c o u n t r i e s  
Ln c o n n e c t i o n  ~ i t h  
s a l e s  of  $251,004.  

For~ 9-K announc ing  
i n v e s t i g a t i o n  and 
provLdLng a g e n e r a l  
d e s c r L p t i o n  of  
the  oay~e~t~ 
p rob lems .  

Form IO-K r e p o r t i n g  
r e s u l t s  of  i n v e u t l g i -  
tL0n  c o v e r i n g  t h r e e  
y e a r s .  

~one 
Hot L n d i c a t e d  

~o u n l a w f u l  payments  
t o  government  c o n n e c t -  
ed i n d i v i d u a l l .  

~ot  i n d i c a t e d  Not i nd l c~ t ed  

From 1971-75# pay -  
ments of  010,000  tO P i l m e n t s  d u r i n g  the  
020,000 a n n u a l l y .  These  Inc ludAng amounts 

f o r e i g n  governments 
were  l e g a l  u n t  LI 1574 Range E~o~ $72,000 
and i l l e g a l  t h e r e a f t e r .  y e a r .  

Form 9-~  a n n o ~ n c i n g  
t n i t L a t t o ~  Of i n v e s -  
t i g a t i o n  coverLng f i v e  
y e a r •  t o  exa~Lne 
f o r e L g n  payments .  

Hot i n d i c a t e d  
Mot i n d i c a t e d  

C o n t r t b u t L o n s  i n  
fou r  c o u n t r  l e a .  The 5se "Payments to 
l e g a l i t y  of  some o!  government  
t h e  c o n t r i b u t L o n s  O f f i c i a l s "  
appears q u e s t i o n a b l e  

f o rm  5 -7  s t a t e -  
l e n t  d i s c l o s e s  Pending  l n v e i t i g a -  
SZC i n v e s t i g a t i o n  l i o n  c o n c e r n i n g  
i n t o  domes t i c  p o l i t i c a l  c o n t [ i -  
D o l i t l c & l  r e n a l -  b u t i o n s  t o  o b t a i n  
b u t i o n a  of  s o u t h -  f a v o r a b l e  t r e a t -  
w e s t e r n  B e l l  and merit £rall s t a t e  
o t h e r s .  ¢ ~ i a a i o n a r a .  

Not L n d i c a t l d  

No i l l e g a l  c o n t r i b u -  
t i o n s .  Lega l  con -  Commt*sions paid 
t r l b u t i o n B  of  less and b e l i e v e d  passed 
t h a n  0500 pe r  y e a r .  t h r o u g h  tO govern -  

ment o f f i c i a l s .  

Not  L n d i c s t e d  NQt i n d i c a t e d  

Nanageznent does no t  be 
ha~ a msterlal effect 
t h e  r e s u l t s  Of tJ~e cam 

Not i n d i c a t e d  Hot i n d i c o t e d  

L '--'~ 

Bamter 4 6 6 , 2 8 4  
Porm 8-X r e p o r t -  
ing  t he  r e s u l t s  Hone 
of i n v e s t i g a t i o n .  

S u b s l d i a r l e •  p u r c h a s e d  Payment o f  01 ,943 ,600  s ince  
$300 of  t i c k e t s  f o r  l gT0  to  r e l a t i v e s  oE govern- 
rued r a i s i n g  d i n n e r , a n d  ment employees which company 
c o n t r i b u t i o n  of $120 c h s r e c t e z i x e s  •s  l e g a l  Ln 
were s i d e  t o  • p o l t t i -  c o u n t r y  where made. S i m i l a r  
©al  p a r t y .  Both a C t • v • -  p a y r ~ n t s  Of $28,000 Ln 
t i e |  were l e g a l .  £ i v t  o t h e r  c o u n t r i e s .  The 

p a y B e n t s  d id  no t  exceed 
$$62 ,000  in  any s i n g l e  
y e a r .  

r . . bs * *  Ho t  i n d i c a t e d  

F o r e  8-E r e p o [ t l n g  On the  b a s i s  
t h e  SEC'e i n v e a t i g a -  of  the p r e s e n t  
a~d i n d i c a t i n g  t l ~ t  l n v e s ~ i g a t i o n ,  
t h e  oompany i s  con-  t he  conpany be-  
duc tLng  an I n v e • t l g ~ -  l l e v e •  i t  made 
t L o n .  no i l l e g a l  

c o n t r i b u t i o n s .  

Use of f o r e l g h  agen t |  
indicated, but  "nO 
s u g g e s t i o n  of [mpro- 

Boe i r~  
Co. 

3 , 7 7 8 , 0 0 0  

Hot i n d i c a t e d  ~ot  i n d i c a t e d  
p [ l e t y . "  

P u b l i s h e d  by T HE  BUREAU OF NATIONAL AFFAIRS,  INC.,  WASHINGTON, D.C.  20037 
R i g h t  Of r e p r o d u c t i o n  mid r e d i s t r z b u t i o n  r e s e r v e d  
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PAYMINl ITO OTHER FOREIQN 
FOREI@NOFFICIAet MATTERB 

Paymemt8 made i n  con- 
n e c t i o n  with *o the r  
f o r e i g n  governmenta l  
actions* of $21,000 Ln Not LndLcate~ 
1975 and $121,000 in 
1~74. The commission- type pay~eflta were 
p a s s e d  t h r o u g h  tO ~ o v t .  o f f i c i a l s  and a~enctes. 
Payment o f  $4,000 *n 
1974 to government 
o f f L c t a i  tO ob t0 i n  a 
p r i c e  increase fo r  i t s  Suspic ious (not  
p r o d u c t s .  ~iso, an conf i rmed)  payment 
unconfirmed LndicatLon o! $15 ,U0~  to am- 
of  a payment o f  ployees o l  p a r t i a l -  
$1~,500 tO a cu£toms l y  owned s~bs id i a r y  
o ~ f i c t a i ,  in connection ~ i t h  

governaent sa les.  

Hot indicated ~ot indLcated 

EOOKS& HE(~DI~DS 
TREATMENT 

Entered as "sa les 
and prumotLone) 
exoens~s" but in -  
complete docu~en- 
t s t i o n .  

A l l  payments re- 
corded as c~mLs -  
s ions or o~dinary 
business expen£ec. 

Company main ta ined 
an o f f * t h e - b o o k s  
fund qoinq back to 
1954 t h a t  was ~unoed 
by Lalse charges,  
f ~ i l u c e  to record 
items, etc .  The 
fond ~nounted to 
$275,000. 

l a s t  f i v e  yearB Payments were 
p a i d  employees o f  " r e c o r d e d  Ln Cya- 

t o t a l  e l , I S 0 , 0 0 0 ,  nan id*s  f i n a n c i a l  
tO  $40g,OOO per Hot  Lndicsted r e c o r d s . "  

commie|Los-type p a y l e s s  to 
g o v e r n m e n t  employee|  f rom A l l  ueymn ta  mere 
1971-75, not exceeding $659, L e g a l  c h a r i t a b l e  reco¢ded on bOOks in  
00O p e r  y e a r  and  ~ g g r e q s t i n g  c o n t r i b u t i o n  o f  a c c o r d a n c e  w i t h  r e g u -  
$2,~82,000.  The r e l a t e d  sa les $30,000 f o r  an l a r  sccoun t l r~  proce-  
t~ere $40.5 m i l l i o n .  A lso ,  " e s s e n t i a l l y  p o l l s  - dures~ a l though  sup-- 
payments t o  p r o m o t e  s a l e s  t o  c a l  p u r p o s e "  ~hLch  
governments  no t  e x c e e d i n g  was f a v o r e d  by 
$770,000 a n n u a l l y  and sggre-  a h igh government 
g • t i n g  $3~442,000 f r o ~  1971- o f f i c i a l .  
75 .  A l s o ,  payment•  tO obtain 
government  sPo rova l | .  

Payments in  tWO 
c o u n t r i e s  o f  
~66,000 over th ree  
years  to "persons 
deaLgnated by c u s -  
tomers b e l i e v s d  t o  
be c o n t r o l l e d  by a 
n a t i o n a l  gove rn -  
mer i t . "  P a y M n t s  of  
abo~t  $5,000 tO employees 
i n  one c o t m t r y .  ExceS- 
s i ve  sa les  ccm~issLons 
b e l L e v ~ J  I?innod t h ¢ o s ~ h  
$lgS,OOd i n  1 ~ 7 5 .  

p o c t i r ~  d i l l  or La te r -  
v iews e r e  r esu l t ed  to  
i d e n t i f y  c e r t a i n  
e n t r i e s .  

P a y ~ e s t s  r e f l e c t e d  
to  e p p r o p c L a t s  
bOOkl Of I~ '~O~nt  

t ~  TAX 
I!J~U_.LITY 

Company has n o t i f i e d  
the I~S  and taken 
steps t o  assure tha t  
no improper deduct ions 
v i i 1  be taken in 1975. 
P r i o r  returns also be- 
~ q  r e v i e w e d .  

Company has r epo r t ed  
payments as commissions 
or o r d i n a r y  business 
expenses and taken 
d e d u c t i o n s .  A d d L t i o n a l  
tax s ta ted  to be 
• in imalo howevsc. 

A d d i t i o n a l  t a x e s  
o~ $ 1 7 , 4 6 0  p l u s  
$ g , 1 5 t  Ln i n t e r e s t  
was p a i d .  

~o d e d u c t i o n •  ~ e r e  
taken.  P O s s i b l e  e f f e c t  
on l i s h  t l  Lty not  ~t 
d e t e r m i n e d .  Company 
believes t h e  p o s s i b l e  
e f f e c t  i m m a t e r i a l .  

Axehdsd t • l  r e t u r n s  
~ e r e  f S led  f o r  the  
y e a r •  l J72-74 .  

The company bellevue 
t h a t  t h e r e  w i l l  he 
no  e f f e c t  on t u  
l / | h l t i t y .  

KNOWL£DQE OF 

Mess,ares tu i neu r :  cessa- 
t i on  adopted, as we l l  as 
reou i tement  of  c o n s u l t s -  

NOt indicated tics vl th to= management 
when dev ia t i ons  n~y o c c u r .  
T ~ r r t n ~ t i o n  w i l l  have no 
~atorial advera* e f f e c t .  

The senior employee Stated to be the 
a b r o a d  was ~ a r e  o~ or c o m p a n y ' s  P ~ l l c y  
authorized some of the not to make | l -  
payments. I t  also i a  legal f o r e i q n  pay- 
pOssib le  t ha t  som~ U~ seats.  The b o a r d  
employees wvre  a w a r e .  ~o h a l  d i rec ted  man- 
evidence tha t  the o f f i c e r s  a g e m e n t  to e a t i b -  
o~ the comFany ~ r e  a v • r e ,  lash a w r i t t e n  
an= the d i r e c t o r s  were not ps i  icy .  

,~,ueationed. 

Chairman of Boars Yes.  Company 
t o o k  ces~onsibl- has a d o p t e d  
l i t y  f o r  po l i t i ca l  p o l i c y  
~ay~ents.  Ch ie f  s ta tement .  
F i n a n c i a l  O~f i ce r  
had a lso cooperated 
in  the ac t i v i t i es .  

Mane 

P s ~ , ~  s t a r e s  
tO h a y s  b e e n  
a g a i n s t  com]?~ny 
ps i  icy .  M r i t t e n  
p o l i c y  i t a t e l m n t  
b e i n g  p ~ e t ~ t e d .  

Yes. Company o t a t e 8  
t h a t  t e r m l f l s t i o a  
s a y  r e s u l t  i n  p o s e  

Cos~ogate o f f i c ~ s r j ,  l o s •  o f  sales sad 
L n c l u d l n g  ~ of  top cause d i f f i c ~ l t i e a  
w a n a g e g a m t ,  k n w  Of and d • i e y s  t h a t  ace 
payments t o  f o r e i g n  p r e d i c t e d  to  he 
o f  f a c i a l s ,  i n consequen t i a l  An 

r e l a t i o n  tO o v e r a l l  
s e l m a  s a d  e a r n i n q i .  

Company a t t ~ t -  
The s a l t s  c m s m t s e L o n s  i n s  t o  d i e p o ~  
~ r e  Imo~m t o  some Of s u b s i d i a r y  
s e n i o r  n a n a g m n t  an4  that made ~ey- 
SOIls m r s  o f  t h e  manta . 
b o • r d .  

An unchacacte[  l s e d  
s u n  of  $1,$00,000 
pa id  over • f i v e  

IkDt i n d i c a t e d  y e a r  p e r i o d .  The 
company i n d i c a t e s  

Llov~ t h a t  m m t t e r 8  u n d e r  s t u d y  w i l l  t h a t  t h i s  n a s  a= 
on b u s i n e s s ,  f i n a n c i a l  p o s i t i o n ,  o r  J O t S  essmina t ion .  

pan~ o r  i t s  8ubsldig|~9| ~ 

Payments were re -  
f l e c t e d  on the 
conso l i da ted  
f i n a n c i a l  s t a t e -  
manta. NOr docu- 
mented adequate ly ,  
h o w e v e r .  

The company  h a s  
I~OtifLed t h e  XJ~S o f  
i t s  i n v e s t i g a t i o n .  

game i~y lmn ta  t m r o  made  Yes. COllpeny h • s  
w i t h  the k n o w l e d g e  o f  p o l i c y  p r o h i b i t -  
o f f i c e r s ,  | m s  o f  v h m  Ln9 b ¢ l b e ¢ y  end 
are board meubera, but  i l l e g a l  p o l i t i c a l  
t h e  * q u e s t i o n a b l e  na tu re "  c o n t r l h e t l o n l  sad 
o f  t h e  p o y m e n t h  m a  not  r e q u i r i n g  c ~ p l L -  
apparent  t o  thee.  snc t  w i t h  Isles Of 

o t h e r  ¢ ~ a t f  |aS. 

HOt IndLcsted Rot  i n d i c a t e d  Mot i n d i c a t e d  
N o t  i n d i c a t e d  Not  indicated Not  i n d i c a t e d  

Payment o f  $136,000 to  
government  ~ p l o y e e s  ahd 
t h e i r  r e l a t i v e s  to o b t a i n  
p s y m n t  Of pas t  due  
r e c e L v s b l e 8  o f  $ 2 , 8 4 0 , d 0 0 ,  
The  pmypnenta  ~ r a  t r e a t e d  
as |ales d e d u c c t i o n s .  

Cunpany also r e p o r t s  pay-  
Bent o f  $37,400 tO govern-  
sen t  employees or  r e l a t i v e s  
to " f a v o r a b l y  i n f l u e n c e  
goverruJent a c t i o n "  in o ther  

t h a n  8•1e8 matt•re. 

Some s a l e s  • g e n t s  had 
posit ion w i t h  government 
but the company believes 
t h a t  n o n e  h ~  t h e  s u t h o c i t y  
t o  a p p r o v e  p u r c h a s e  o f  i ts  
g o o d s  a n d  s e r v i c e s ,  

Unspec i f ied  bat 
" ques t i onab le *  

payment of  
$14,000. 

S0t indicated 

V a r i o u s  t r e a t s e n t  
i n  b o o k s :  M l e s  
d e d u c t i o n • ,  
espef ls•s,  special 
cou,~ioslonu. 
r e i m b u r s e d  employee 
expenses, e tc .  

Company s t e r e s  
t h a t  a l l  f o r e i g n  
payments were  r e -  
f l e c t e d  on the 
b o o k s  and tbere vase 
no d i v e r s i o n  t o ,  
or ex is tence  o f ,  
s lush  f u n d s .  

& p p r o x i n a t e i y  $1,150 
o f  paymeets w e e  deduc ted  
L I p r o 1 ~ r l y  on U.S.  t u  
ZRS v i i i  be in fo rmed of  
the c i r cuseS•noes .  

Hot indlcat•d 

No e m b e r  of • e n i d :  Yee, Po l i cy  
~ n a g e l e n t  h a d  knowledge s t • t ~ t  
o f  the p a y N n t e ,  n d o p t e S .  

Not indicated Mot indicated 

A-I  
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~ A ~ W  

S r a n i t ~  
I n t n ' l  

B r i s t o l  
Hyets  Co. 

BtoVninq- 
P e r t i l s  *~ 
I n d ~ e t r l e s  

B e t r o t h s  
COrp. 

But-let 
N a t i o n a l  

C a r ~ a t i o n  t *  

C a r r i e r  
Corp.  

C a s t l e  & 
Cook e* 

\ 

C e l a n e ~ . ,  
Corp.  

C a r t s  
Corp.  

TOTAk 
REVENUES 

FY 1974 
( I s ~ . m . . v b l  

598,856  

256,331 

1 , 5 1 0 , 8 3 5  

1,409 

1,889,353 

984~681 

753,131  

1 , ) 2 8 , 0 0 0  

981 ,g01  

DOMESTIC 
TYPE OF POLITICAL 

STATEMENT CONTRI BUTION8 

Form S-7 d e s c r i b i n g  G u L l t y  p lea  to the 
CA5 a c t i o n  r e l s t i ~  CO ~ a t e r g a t e  Spec ia l  
d o . e s t e r  c o n t r i b u t i o n s  Prosecutor  fo r  [ l -  
and o f f - b o o k  fund and l e a a l  p o l i t i c a l  
t he  e x i s t e n c e  of an $£C = o n t r i b u t i o n s  cf  
i n v e s t i g a t i o n .  $40,U00. ' 

OTHER FOREIGN 
DOMESTIG POLITICAL 
MATTERS CONTRIBUTIONS 

Rot i n d i c a t e d  Not i n d i c a t e d  

Form E-K a n n o u n c i n g  P r e l i m i n a r y  resul ts 
L n L t t a t i n g  of Ln- make company con-  

v e s t t g a t i o n ,  t tdent  that  no i l -  
legal  c o n t r i b u t i o n s  
~ere made. 

Not i n d i c a t e d  

FOREIGN 
SALE~TlqIE 

COMM~S~O~I 

T i c k e t  ~und used " to  promote 
i n t e r n a t i o n a l  and f o r e i g n  
s i r  t r a v e l  busLness through 
p rac tLces  wh ich  E r a n i f [  and 
the Ind l v l d u s l  respondents 
b e l i e v e  ~ere common competi- 
t i v e  p r a c t i c e s  in the i n -  
d u s t r y , "  i n c l u d i n g  ex t ra  
c o n s i d e r a t i o n  to t r a v e l  
a g e n t s ,  t ou r  group0 and 
promoters. Some violated 
F e d e r a l  A v i a t i o n  ACt, and 
mly have v i o l o t e d  IATA 
r e s o l u t i o n s  and f o r e i g n  lay.  

Apparen t  $10,UO0 
c o n t r i b u t i o n  tn a 

For= 8-K Repor t  " ~ u r i a d i c t i o n  in ' 
y i t h  r e s u l t s  Of wh l ch  c o r p s [ a t e  
invest iqat ion that p o l t t l c a l  cont r ibu-  
covered f ou r  yeac Lions a t e  n o t  
p e r i o d ,  u n l a w f u l . "  C o n t r i b u -  

t i o n  was ~ade a g a i n s t  
management o r d e r s .  

P r e l i m i n a r y  r e s u l t s  
make company con- 
CLdent t h a t  no 

• i l l e q a l  c o n t r i b u -  
t i o n s  were made. 

$-K i n d i c a t i n g  $RC 
i n v e s t i g a t i o n  end 
the  company 's  
i n v e s t i g a t i o n .  

Payments of aome ~ l l 0 , U g u  
i n  p o s s i b l e  v i o l a t i o n  of 
s t a t e  a ~  l o c a l  l aw.  Sone 
~15U0-3500 f o r  e n t e r t a i n m e n t  
and e ~ p e n s e s . k n  ~82,500 pay-  Hot i n d i c a t e d  
meat to  government  o f f i c i a l .  
G i f t s  Of $11 ,$00  over  ~OUr 
y e a r s  t o  p u b l i c  o[  p r i v a t e  
employees of  o r g a n i z a t i o n s  
w i t h  ~n ich  cm~pany does 
b u s i n e s s .  

Not i n d i c a t e d  ~ot  i n d i c a t e d  Sot  Lndica ted  

Not  i n d i c a t e d  

Payment of some 
. $200,000 to  ~ap loyees  

Amendment to POre or  e n t i t i e s  h ~ t n q  
1O-R i n d i c a t i n g  Not i n d i c a t e d  b u s i n e s s  r e l a t i o n s  
one i n s t a n c e  oE w i t h  company. Not 
p s y s e n t ,  i d e n t i f i e d  aS Eo re lqn  

or  d o a e s t i c .  

Form g-X and Prosy  • 
S t a t e n e n k  r e p o r t i n g  Not i n d i c a t e d  Not i n d i c a t e d  Not i n d i c a t e d  
l hvee t i qa t l on  

Rune Not i n d i c a t e d  

Form 8-R r e p o r t i n g  
t h e  i s s u a n c e  o f  s 
p r e s s  r e l e a s e  c o n c e r n -  
r e s u l t s  o f  i nves t iga-  
t i on .  

Money yea passed t h r o u g h  
s p e c i a l  accoun t  to  US 

Fo¢m E-X Repo r t  i n -  f o r  u8e i n  c o n n e c t i o n  $lOn0E0 i n  two con -  
d i c o t i n g  r e s u l t s  of  Not i n d i c a t e d  w i t h  a n t i c i p a t e d  p o r t  t r i b u t i o n a  t h a t  
i n v e s t i g a t i o n  s t r i k e .  Some $140,000 were  l e g a l  where 

p a i d  t o  c o n t r a c t o r  t o  made. 
a r r a n g e  foc  u n l o a d i n g  
v e s s e l s .  Counse l  i s  o!  
o p i n i o n  t h a t  t h e  p a y -  
n e a t  van  l e g a l .  

Not i n d i c a t e d  Sot i n d i c a t e d  Rot IndlceCed 

A n n u a l  Repor t  i n d i -  
c a t e s  t h a t  r e v i e w  
r e v e a l e d  n o t h i n g  
"o f  a m a t e r i a l  
n o t u r e . "  

Hot indicated Not indicated Hot indicated 
Proxy s t a t e m e n t  
d i a c l o e l n q  SEC 
i n q u i r y .  

Publ i shed  by THE BUREAU OF NATIONAL AFFAIRS, INC., WASHINGTON, D.C, 20037 
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See "Payments tO 
F o r e i g n  O l f i c i a l s "  

"Not i n d i c a t e d  

S ~  l u t h e r  
F o r e i g n '  
R a t t e r s *  

Hot i n d i c a t e d  

NoC Indlcatsd 

$2 ,161 ,000  pa id  
over  p e r i o d  of  four 
y e a r s ,  o f  whioh 
$4Sl,OOD yam paid  
t o  9 o v e r n l e n t  
employees .  

Sot  i n d i c a t e d  

fOad~ 
I 

f 
pre: 
Ind 
of ' 

t 1o 
| s t  
co l  
not 
the 
ba~ 
e£J 

l i  

0 

d 

p~ 
tc 
st 
tl 

Sot ind ica ted 

1 

Company h u  r e v e a l  
SEC i nves t iga t ion  i n t o  
matters - n o t  m a t e ¢ l a l "  
to  i t s  c o n t i ~  
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pAYMINTITO 

~ot i ndLca ted  

OTHER FO~[IO~ 

Not indicated 

A i l e q s t  ion¢ Of 
o f f - b o o k  fund 
c r e a t e d  t h r o u g h  
e x c e l s  i re  t i c k e t  
s a l e s  ~h lch  were 
no~ adeoua te l  y 
r e f l e c t e d  on the 
bOOks. 

UI  TAX 
LU~MLJrlrY _ 

1K5 is i n g u L r i n g  
ra ta  the l i t t e r .  

KN~WtJ~GE OF 
T O ~ m  

R e . e r e  of  t he  boa rd  
of d i r e c t o r s  i nd  some 
top  o f f i c e r s  had 
knowledge .  

CF.JIIAT)O~ 

:our 

Ld " 

p r e l i m i n a r y  i n v e s t i g a t i o n  
ind  L c l t e e  t h a t  "payments  
>f q u e e t i o n t b l e  p r o p r i e t y "  
~ave been made in connec -  
t i on  w i t h  males t o  
[ o r e i g n  g o v ~ t n a e n t l .  The 
=onpany t h i n k s  t hey  a r e  
~oe me t e r i a l  and t h a t  
~heir  t e c a i m l t t o n  w i l l  
1eve ho m e t e ~ l a l  ndve rae  
i f f s c t  on ~ m i n e l s .  

HOt i n d i c a t e d  

we "O the r  F o r e i g n  
l i t e r s "  

Not i n d i c a t e d  

Not i n d i c a t e d  

Hot i n d i c a t e d  

One l u h l i d i s r y  
engaged Ln domes t i c  
and f o r e i s n  b u l l -  
n e l l  had i nco lP  
p l a t e  r e c o r d l .  

a m i s s / o n  o f  ~ 1 0 2 , 0 0 0 ,  
+ r o l i l l t e l y  36 t  o t  t h e  
l ien p r i c e ,  t o  gove rnmen t  
~ l o y e e  who " c o u l d  b a r e  
bf lusoced"  g o v e t n m a n t ' a  
! o | a l on .  

n e a t  of  $1 ,261 ,000  f rom 1968 
1976 to e x p e d i t e  o r  i n f l u -  
• r e g u l a t o r y  a c t i o n  by 
e i gn  gove rnmen ts .  The p a y -  
t s  d id  not  v i o l a t e  US l aw,  
some were i l l e g a l  or  

roper  under  f o r e i g n  live. 

From 1S73-75,  l one  
$1 .5  mil l ion v i a  
w i t h d r a w n  ~ron a 
f o r e i g n  s u b s i d i a r y  
and U l l d  l a  Comfier- 
t / o n  v l t h  emi l e  e i n c l u -  
d i n g  aOiUl tO agenc ies  Of 
f o r e i g n  g o e e r m l e n t .  The 
IlUmS n o r m a l | y  v e i l  
added to  t he  p r i c e  of  
t h e  g l a d e  I o l d .  

See "O the r  Domest ic"  

Not i n d i c a t e d  

53,000 d u r i n g  Not  i n d i c a t e d  
~r year  p e r i o d  

:-: Hot i n d i c a t e d  

n t O 1 ' : .  1 

" ' . l i  Rot indicated 

herons s B a l l  paymentep  a v e r a g i n g  about  $80,000 
y e a r .  Nost  made t o  a r l y  p e r s o n n e l  who 

i r d  p l a n t  and employees  In  remote a reas ,  and 
minor  p o r t  o f f i c i a l s .  

=pany does n o t  c o n l i d e r  t h e s e  payments  to  
improper ,  and s t a t e s  t h a t  t h e y  were not  

~ - . d  ea b r i b Q s  or  a t t e m p t s  to  o b t a i n  p r e f e r -  
e n t i a l  t r e a t m e n t .  

F i c t i t i o u s  i n v o i c e s  
. r e  . l i d  t o  v i t h -  
d r a v  money erOS 
l u b a l d l a r y .  

111.  Company IWlO-  
helmed two l x p r o p a r  
"cash  funds"  of  e l l i s  
$270,000 over  a f i v e  
year  p e r i o d .  They 
were funded  by 
f i c t i t i o u s  p u r c h a s e s  
and f a l l s  e l p u n l l  
r e p o r t s .  

A 8 ~ l m i a l  accoun t  was 
~ J n t a i n e d  f o r  p a y -  
ments on t he  book8.  

NOt Indlcated 

MOat payments  made 
from a s p e c i a l  c h e c k -  
ing a c c o u n t  m a i n t a i n -  
ed f o r  t h a t  pu rpose  
and a r e c o r d  Of t h e  
account was transmit- 
ted m o n t h l y  tO 
a c c o u n t i n g  h e l d q u a r -  
t ees .  

rot indicated 

Co,  pony Lnd ica fes  
that the  l i t t e r  
ha l  been r e f e r r e d  
to  t u  c o u n s e l .  

A i r m a i l . o f  w i t h d r a w a l s  
mere inc luded  as deduc-  
t a b l e  expemsel  fo r  
Lneole t u  p u r p o l e 8 .  + 

Not IMicat ed 

Jmlnded t M  r l t u r n s  
f i lnd a f f e c t i n g  
l o i s  c n r r y f o r v a r d s .  

Yea, i n  lame 
| a l t t n C e l  

No d e d u c t i o n s  had 
been t a k e n  r e l a t i n g  
t o  the  payments .  

110 m r  Of board  
o f  d i r e c t o r a  had any 
knovledge  of t h e  
t r l n l a c t i o n l .  

Not i n d i c a t e d  

HOt i n d i c a t e d  

HOt i n d i c a t e d  

Hot indicated Hot indicated Mot indicated 

Five  d i r e c t o r s ,  a l l  of 
vhom were n o l l n e e a  f o r  
r e e l e c t i o n  and i n c l u d i n g  
C h a l r l a n  of t he  Board ,  
P r e s i d e n t ,  ~ a e c u t i v e  V i c e -  
P r e s i d e n t  and S e n i o r  V i c e -  
P r e s i d e n t ,  knew of " v i r t u a l l y  
a l l "  of  t h e  payments .  

NOt i n d i c a t e d  Not i n d i c a t e d  

Not l r ~ i c a t  ed 

Sen io r  management yam 
aware of the  payment  
a r r a n g e m e n t s .  

Not ind ica ted  Not  i n d i c a t e d  

Hot  i n d i c a t e d  

Publ ished by THE BUREAU OF NATIONAL AFFAIRS, INC., WASHINGTON, D.C. 20037 
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Yea. POl icy 
s ta tement  
i d o p t e d .  
C s l l i t l o n  w i l l  
have no l i t e r i a l  
e f f e c t .  

Yes. P o l i c y  
a t a t e l s en t  a d o p t e d .  
T e e s / n a t i o n  v i i i  
haV1~ 110 m a t e r i e l  
a d v e r l e  e f f e c t  on 
b u e i n e u .  

TIm. 

Yes 

Yea. COllNIny is 
ho t  c e r t a i n  of  
~ p a c t  on f 0 t u c e  
b u s i n e s s .  

Yea 

Ha, P i y l l n t l  
c l a i m e d  to be 
= g e n e r a l l y  ac-  
cep ted  i n  the  
eoan t rLes  = and 
e l l e n t i a l  to  the 
p r o t e c t i o n  o f  
employees ,  

COmpany s t e r e s  
t h a t  "any 
g u e l t t o n a h l e  
p r a c t i c e l  were 
t e r m i n a t e d . "  
I t  e x p e c t s  
no | t g n i f t c a n t  
I l l s  of  revenue |  
as  r emu l t  of 
t e r n i n e t l o n .  

Not I n d i © a t e d  

A-2 
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~ r ~  

CLtLeo 
ge tvLce  *~ 

C o a s t a l  
8 t l l t l l l  
GO• 

Coherent 
RodLat ton  

c o l g a t e -  
Pslmol Lve 
Company 

TOTAL 
IIEVENUEII 

F,f l m  
O~ l ~ u m m }  

2 , 8 0 6 , ] 0 0  

1 , 3 1 5 , 2 6 5  

14,4~N 

2,615,445 

I "Y~  OF 
~rrATgMgKr 

?orm ~-s Repor to ,  
ll;Id Forp S- I  

For! O-N lln~oo.cing 
L n v e o t t g o t l o n .  

~nnua l  Repor t  f o r  
1975; Notes to  
F i n a n c t a l s  

?arm O-K co~tILW" 
inn company po l i cy  
an~ r e s u l t s  of  Lnvss-  
tLgo tLon  t h a t  c o v e r -  
ed fLve yea r s .  

POLITICAL 

HOt indicated 

Hone ye t  
d i s c o v e r e d  

Hot ind ica t ed  

Hone 

OTHER 
DOMEfTIC 
MAI11ER8 , 

NOt i n d i c a t e d  

None yet 
discovered  

Hot Lndicated 

HOt i n d i c a t e d  

POlq l l~ t  
POLITICAL 

CONTRIIUTION8 
i 

~ O ~ m  

CxpendLtu res  Of $30,000 
fo r  " p o l i t i c a l  p u r p o s e s . "  t h a t  
were disgu iaed on books and 
record•  of s u b s i d i a r y .  
Company was in£ormed that 
s u b l l i ~ i a r y  belLeved t h a t  none 
Ot the funds ~ r e  p~id tO 
government o f f i c i a l s .  

~ot indicated 

Hone ye t  
d i s c o v e r e d  

/Sot Lnd l ca ted  

AS ye t  ~ c o n f i r s e d  
r epo r t  t h a t  par t  O~ 
brokerage c O l a | I l i O n !  

f o r e i g n  government 
employee.  The 
b roke rage  ~Oll l  
t o t a l e d  $8,000,000.  

Paymmnt of  
~20,3Nd to  sa les  
r e p r e e a n t l t L v e .  
P o r t i o n  pa id  to 
o f£Lc t a l  of 
£ o r e i g n  agency.  

Hose Hot Lndicat~d 

ii+ 
L'. 

I~Sl 
:-:: Ldm 

.... Ill|, 

" Nat 

'! tS 
y01 

tel 
o~ 
t|¢ 
COl 
to 

Ccmbanka 

CoOk 
Indoatr  l o s  

Cook Uniter1 
I n c .  

Core 
L a b • r a t • t i e s ,  

eric, 

15 ,160  

4 5 6 , 6 3 8  

446~135 

24,202 

Form 8-X indicat- 
ing investlNatlon 
prompted by t e | t l -  
mony g i v e n  by 
company p r e s i d e n t  
u~de t  g~ant  of 
4 ~ i t y  

?o rs  10-K and 8-X 
d i s c l o s i n g  g o v e r n -  
mint l n v e l t i g a t L o n  

FOrm 8-K 
r e p o r t i n g  the 
r e s u l t •  of  
t n v e s t i g a t L o n .  

Form O-K 
repoc tLng  re -  
s u l t s  of inves-  
t i g a ~ t o n  

P r e s i d e n t  made c o n t r i b u -  
t i 6 n s  of  same $100,000 
from 1967-73,  to  f e d e r a l ,  
s t a t e ,  and l o c a l  o f f i c i a l s  
f ~ a e c o u m t  main ta ined  
by o f f i c e r  of  a f f i l i a t e d  
bank. p r e s i d e n t  t m e t l f i ~  
~ha t ,  a l though  money was 
t h a t  o f  t he  o f f i c e s ,  both 
thought  t h a t  i t  ~ l s  a v a i l -  
able  ~or p o l i t i c a l  o o n L t i *  
bOtlOnO* 

~Ot lndlcated 

Hot Indtcl l ted 

O u e s t i o n a b l e  t r a n s a c t i o n s  
i n  ~h~ch t he  P r e s i d e n t  and 
c o r p o r a t l o n  purchased  and 
sold shares  in t~O s e p a r a t e  
Y l o r i d s  banks.  

I n v e s t i g a t i o n  not  comp le te  
bu t  c m p l m y  b e l i e v e s  
t h a t  c e r t a i n  of ( to 
employees may have been 
i nvo l ved  In  v i o l a t i o n s  r e -  
l s t L n g  t o  g / a i n  t r o n s s c t t o n a  
and o t h e r  SuCh ma t t e r s  as  
b r i be ry  and I n t t m l d a t t o n  
of Y e d e r a l l y  l i c e n s e d  
g r a i n  o f f i c i a l • ,  and the 
company hal "SO~ b a s i s  
to  b e l i e v e  that c e r t a i n  of 
i t s  employees,  w i t h o u t  the  
hnov ledge of sen io r  ~anage- 
meat,  nay have been / nvo l ved  
i n  v i o l a t i o n s  of t he  
( f e d e r a l )  A c t s . "  

payment of ~6,1112.66 
to  "persons  not employed 
by Heg t s t r a n t  oc i t s  
s u b s [ d l a r i e s . "  It i s  not  
c l e a r  v h e t h e r  payment  
r e p o t t e d  ~ •  domest ic  
or f o r e ign ,  however. 

None 

Not ind ica t ed  

Hot i n d i c a t e d  

Hot i n d i c a t e d  

None 

Hot i n d i c a t e d  

NOt lad i ca ted  

Hot i nd lca ted  

Not i nd i ca t ed  

Del Nonte 1,274,000 

Annua l  Report  dLs- 
c l o s ino  e x i s t e n c e  
of  Guatemalan 
investtglltion i n t o  
the c l rcums~ances o~ 
pu rchase  of banana 
p r o p e r t i e s .  R~qu- 
l a t o r y  agencies  in  
US were n o t i f i e d .  

HOt i nd ica ted  Not i n d i c a t e d  Not ind~cllted 

J 

The ~ n v e o t t g s r i o n ,  
wh tch  hl ld not  been 
c o n c l u d e d ,  cen te red  
on payments to a con" 
s u l t a n t  r e g a r d i n g  
n e g o t t l l t L o n s  of  pro-  
p e t t y  purchases. ~he 
COmpany thdLca ted  
re•  b e l i e f  t h a t  Lt 
wall t m l t k e l y  to  •U~" 
Eer any adverse  
f i n a n c i a l  e f f e c t  a l  • 
rmaul t  o( [ n q u t r y ~ . . . ~  

m 
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p A m  IO 

i n d i c a t e d  

OINER FORi~GN ~ • RICOlml UI TAX 

i U b l t d i a r y  m o l n t l I n e d  Yea. I v i l l  bSflk Sa le  UIproper  de-  
o f l - ~ k  fmld  of S e l l  S l i d  to t r i o s | i T  d u c t i o n l ,  sod amended 
$600,000 sLnct 1973. some of moneys and tie r e t u r n  f i l e d .  ?he 
c r e a t e d  ~rom reba tes  on improper records of . lP.~ wi l l  be c o n t a c t e d .  
SaleS. Pun~ll a p p l e  a u b a l d i a r i e l ,  in- 
to  hove been used for  e l u d i n g  m i l i t a t e d  ! 
b u l i n e l a  purposes ,  revenues.  The pay-  

r~ent tO ]obbyis t  
Payment 0£ ; 1 5 , 0 0 0  to or i g i h a l l y  Wel r e -  }, 
~ o t e i g n  l obby i s t  corded a l  t e c h n i c a l  

sa tv  ice,  
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KNOWLEDGE Of  
MANAGEMENT CI[IIATIt0N 

Sen io r  w n s g e m e n t ,  i n c l u d i n g  
a o ~  who were d L [ e c t o r s ,  knew Yes. Po l i c y  
o~ the ~30,000 payment but s ta temen t  
were to ld  t h a t  the subsldlary adopted. 
had been informed by l o c a l  
counsel  that the payment was 
l oqa l .  The l e g a l i t y  of the 
payment now " i s  not ~ree [ ram 
doubt ,"  however. 

ipect~d payment 
i n t i f L s d  Ln " f o r e i g n  
~ I I -Typ t  Commissions" 

Lndicatad 

~ n t e  t O t S l L n q  ~315,000 
o i l  c D u n t r  leo OVer f i v e  

i ra ,  of wh i ch  $260,000 
, po r t  of "Oous l "  t r s ~ e  d i s -  
, s i s .  R ~ I I . I ~  p s y N n t l  fo r  
~ce lncr lesem,  oet t le-  
i t s ,  e t c .  A l i a ,  c o l p l n y  
= r t s  P o y l ~ n t s  of  $550,000 

,m d e s i g n i t ~ d  by • ~o re ign  
itooer WhO r e s o l d  prOdUCtS 
t he  govermnen t .  

, t  i n d i c a t e d  

~ t  i n d i c a t e d  

Not i nd ica ted  None yet  Hot i n d i c a t e d  
d [scove¢od 

NOt indLca ted  Hot ind ica ted  

Not i n d i c a t e d  

Not i nd i ca t ed  

~Ot i nd l c s tUd  

NOt i nd i ca t ed  

k p p r o a i m s t e l y  Cali l~my r e p o r t s  t h a t  
;dT,dO0 may not  any t ax  I L a b l l i t y  
hive been p r o p e r l y  " w i l l  be m i n i m a l . "  
r e f l e c t e d  on the 
books of s 
OubS Id IS r¥. 

Not i n d i c a t e d  

l n d t © t m e n t s  
s l i e q e  L lp rope t  
end f r a u d u l e n t  
~qtLghir~ of g raLn  
ood f l l l L E L c o t i o n  
a t  records  and 
ILeense c e r t i f i -  
ca tes .  

P o s s i b l e  t a x  1 lab i l i t y  
to be indemnified by 
the p r e s i d e n t .  

HOt i n d i c a t e d  

None yet  ¥o¢. Po l icy  
d iscovered  s t a t e m e n t  i~opted 

The comoeny was 
advised a t  t he  
t i l e  the payment 
was i ~ h .  

HOt Lndlcated 

Nana9e=ent was Yea. P o l l c y  
swore of poy-  s t a t e m e n t  
Nots made to adop ted .  
c o r p o r a t i o n  
desLgnated by 
f o r e i g n  o f f i c i a l  

Yes, am l e  RoJJJmtrakment by P r l s i -  
i n d i c a t e d ,  den t  ~ C e l l l t ~ o n  Of 

a c t ~ v L t i e s  by him. 

I n [ e P i s t l e s  o b t a i n e d  
to  date  i n d i c O t a l  t h a t  2as .  ~ l i c y  I t a t e -  
tha a c t / v i r i l e  mete l e n t  adopted .  
conducted w i t h o u t  the 
knowledge o( s e n i o r  
m |n lgemen t .  

Not t n d t c s t e d ,  
hu t  Joe " O t h e r  
D O l ~ i t i c "  

~qot Led l e a f e d .  
l ~ t  see -O the r  
Domest ic"  

~ot i n d i c a t e d  

Not i n d i c a t e d  ~tot in~ Leered 
Yes. P o l l c y  
s t a t e m e n t  
adop ted .  

~ N n t s  of some $86,000 
) employeel Of s s i n g l e  
)reign government t h r o u g h  
~£1ated b |ds and Invoices .  
I 19TSr $g6,365 was pald In 
le s ~ e  c o u n t r y  in  connec-  
Lon with settlement of tax 
Llama, and $2 ,100  won paid 

c o n n e c t i o n  with n l i c e n s e  
enewsl .  

payments recop ied am 
outsLde commiss ions,  
cos t  of sa l es  and 
sa les  commiss ions.  

Company w i l l  e l l = -  
annie s $2000 de-  
duc t ion  p rev ious ly  
c l a i m e d  and Jmend 
tax r e t u r n .  

Company s t a t e s  t h a t  i t  Ls not 
i t s  p o l i c y  t o  make payments 
oE t h i s  n a t u r e  and t h a t  i t  
does not  intend to i n i t i a t e  
or uoggest  them in  the Euture .  
I [  r e (usa1  to  make requested 
payment  would adverse ly  e f f e c t  
o p e r a t  IONS, payn~nts  m igh t  he 
a u t h o r i z e d  Where no reasonable 
a l t e r n a t L v e  is  a v a i l a b l e .  I n  
such cases ,  the payment must 
be approved i n  advance by the 
c h i e f  e x e c u t i v e  of E l c e r ,  re- 
corded p r o p e r l y  on books, and 
~ i s c l o o e d .  

P o s s i b l e .  
l ee  " F o r e i g n  
Ss lea -?ype  
CalSmlss|ons" 

Not l n d i c a t o d  
Rot ind ica ted  Not i n d i c a t e d  Hot i nd i ca t ed  Not indicated  

A - 3  
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TOTAL 
REVENUIE8 

FY1074 

bismond 
I n t n l .  782 ,568  

D i v e r s i f i e d  
I n d u s t r i e s  261 ,065  

Dresser  
I n d u s t r i e s  1 , 3 9 7 , 5 7 0  

STATEM~JIIT 

Form 8-S 

For~ 10-K for 
f i s c a l  year  
ended  Oct.  
1975 

FOrm B~R announc ing  
. i n v e s t i g a t i o n .  

E l e c t r o n i c  Po t s  8"~( 
& s l ~ c i s t e s ,  N e g a t i v e  ~ e p o r t i n g  r e -  

I n c .  revenues  s u i t e  e l  i nvea -  
t l g a t t o n  

Exxon 45,7~2.858 

Fairchild 256,654 
I f ldh ls tc i ss  

G e r d l m l -  433 ,000  
Deriver Co. eu 

Genera l  
Telephone 2,841~850 

B l e c t r o n t c s  
Corp. 

Genera l  Tics 
S Rubber Co. 1.756,646 

DOMESTIC 
FOLmCAL 

OONTRIBUTI(~41 

Revealed v o l u n t a r y  
d i s c l o s u r e  to f e d e r a l  
a u t h o r i t i e s  of i l -  
l e g a l  p o l i t i c a l  con-  
t r i b u t i o n s  end g u i l t y  
p le~  o~ the company 
and a Vice P r e s i d e n t  
tO c o n t r i b u t i o n 8  e l  
$6,000, 

HOt i n d i c a t e d  

HOt Lnd i c a t e d  

OTH~ER 

MATrEI~I • 

FOREIGN 
;~R.ITICAL 

C O N T R I ~ -  

NOt ~ n d l c a t e d  fTot i n d i c a t e d  

A l l e g a t i o n  in c i v i l  s u i t  
t h a t  cash  £und of some 
J270 .d00  yam m a i n t a i n e d  
from 1~72-75 ,  end t h e e  
payments of $200,~00 made 
to  company e~p loyees.  One 
~5,000 payment a l l e g e d  in 
a n o t h e r  company d i v i s i o n  for  
unknovn pu rpose .  Rema inde t  
not  v e r i f i e d ,  but  $35,BOU 
was r e t u c n e d  to g e n e r a l  f u n d s .  

~Ot i n d i c a t e d  

HOt i n d i c a t e d  NOt Led Lasted 

FOIIIEI~ll 
IAUE&TYI~ 

~ot  i n d l c a t ~ d  

~Ot i n d i c a t e d  

HOt Lnd ica ted  

Form S-7 i n d i c a t i n g  
s h a r e h o l d e r s '  d e t l v s t ~ v e  
s u i t  a l l e g i n g  inp rope r  
e x p e n d L t u r e  of $59 
m i l l i o n ,  as v e i l  es 
5EC end CongressLons l  
inquiries. 

P o s s i b l y  same 
$1 ,150 paid t o  
domes t ic  p o l i t i -  
ca l  p o t t i e s  .by 
f o r n e r  o f t l c e r  
vpo was r e i m -  
bursed  by t he  
cowpany. 

Not i n d i c a t e d  

Not i ndLce t ed  

Hot i n d i c a t e d  

Not i n d i c a t e d  Not indicated 

C o n t r i b u t i o n s  in I t a L y ,  
l e g a l  in  that c o u n t r y ,  
a v e r a g i n g  $3 m i l l i o n  
per  year  and t o t & l t n Q  
~27 ~ t l l  ion f r e e  1963 
tO 1971. & d d | t i o n a l  
uneuthorixed p o l i t i c a l  
c o n t r i b u t i o n s  of • 
© l J i ~ d  u o u n t  o f  $19 
aillion w r e  made by 
M n s g L n g  d i r e c t o r  o f  
I t a l i a n  sub.  Raneq lng  
d i r e c t s (  c laLned  t h e s e  
t o  be p o l t t i © s l  c o n t r i -  
buklonsp but ~anagelee~t 
c a n ' t  v e r i f y  that f a c t .  
C o n t r i l ~ l t i o n s  of  $31.000 
in  two o t h e r  c o u n t r i e s  in ~D721 

Hot i n d i c a t e d  

P o r n  8 - g  r e p o r t i n g  
r e s u l t s  of  i n v e s t l g e -  
t ion .  

HOt lad I c e t e d  
Not L n d i c s t e d  Hot indies~ed Hot i n d i c a t l K I  

Form 8-E r e -  No i l l e g a l  
p o r t i n g  r e s u l t s  c o n t r i b u t i o n s  
o f  i n v e s t i g a t i o n  Hot i n d i c a t e d  HOt Led i ca ted  

Form 8-g r e p o r t -  8o i l l e g a l  
ing the  r e s u l t s  p o l i t i c a l  
o f  i n v e s t i g a t i o n ,  conttLbutlon~ 

Hot Lnd ica t ed  

Payments oZ 
a p p r o x i m a t e l y  
$182,000  over 
f i v e  y e a r s  
t h a t  ve re  l e ~ s l  
where  made. One 
L~proper ly  
r e c o r d e d ,  

10-K r e v e a l i n ?  Lnves- 
t t g a t l o n  reques ted  I n v e s t i g a t i o n  
by SEC after dLsc lo -  w i l l  i n q u i r e  
s u r e  of  C h i l e a n  i n t o  t h i s  m a t t e r .  
t r a n s a c t i o n .  Pre-  ~o d i s c l o s u r e s  
l i m i n a r y  r e s u l t s  of made. 
i n v e s t i g a t i o n  
r a p o ~ t e d .  

Not L n d i c e t e d  Not i n d i c a t e d  

P u b l i s h e d  by THE BUREAU OF NATIONAL AFFAIRS, INC.,  WASHINGTON, D.C. 20037 
R i g h t  o f  r e p r ~ d ~ c t i o r L  m~d ~ e c l i s t r ) o u t i o n  r e s e r v e d  

'#q 

i ! 

I n v o l v e  or a u p p l i e r ' e  
c e r t i f i c a t e  i n  f ou r  
c o u n t r i e s  i n d i c a t e  
s m e l l e r  commiss ions  
t han  were p a i d ,  bu t  
t h e  f u l l  cos ln ixs ion  yam 
on the bOOkS fo r  t ax  
purpmsae.  This  p r a c t i c e  
hxs been d i s c o n t L n u e d . . .  

psy l l en t  of  $176,000 
by S u b s i d i a r y  t o  
m a r k e t i n g  r e p r e -  
s e n t a t i v e  and i t  
Ls not  c l e a r  t h a t  
improp[  ie tLee vats 
no t  p r e s e n t .  

Consultant fees Of 
P~rrocan p r i v a t e  
and l i c e n s e s -  The 
b u t  not indictS. 
with one of the 

Payment of $90.000 
cent[act negotiation, 
not known, however. 
sultlng in payment of 
cash fund, formed 
y e a r s  f o r  e x e c u t i v e  
Off-bOOk fund once 
Yiolated local~ "ii 

I 
/ 

I~o, 

! 

p 
a 
o 
t 
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P A I ~  
~ m + ~ o ~ m ~  I & ~  I TAX Ir~ONLE~Q~ OF 

Mot i n d i c a t e d  Not i n d i c a t e d  Net I n d i c a t e d  NOt i n d i c a t e d  
Y e n . T h e  c o r p o r i -  
r i o t ' s  f l n e  l l l O  
WII ¢o|mbursed 
by t he  C h i e f  
g l e c u t i v e  
O f f i c e r .  

Sot L n d i c s t ~  Not t n d i c a t e d  

The two "cash 
funds  ~ere ~ i n -  
t a  ined t h t o o q h  
f a l s e  S l l l l  ml~l 
f a l s e  e x p o n s e  
s u b m i s s i o n s .  

C a ~ p a . y  f i l e d  i e n d e d  
r e t u r n s  a~d  r e p o r t s  no  
• d d l t | o n a l  t ~  [ s q u i r e d .  
Ccmt~rN i n d i c a t e s  
t h a t  i t  v i i i  have 
tO d e c I l a l e i t l  
ne t  q p e r a k i n g  1OI I  
c s r t y f o ¢ ~ r d  

NOt i n d i c a t e d  

f e e .  ~01 i cy  
i t a t e l t n t  
adOpted.  
N l t t a r i  d i s -  
covered do not  
r e q u i t e  change 
t n  t he  f i n a n -  
c i a l  ltltemnts. 

E s l I t e n c e  o f  " u n -  
r e c e i p t e d  payment"  
of  $24,000 i n  
connec t i on  w i t h  a 
tS I  s e t t l e m e n t .  

~Ot i n d i c a t e d  

The t m r s c e t p t e d  
payment to  s e t t l e  
tan l i a b i l i t y  lima 
d i s c r i b e d  o~ t h e  
b o o k s  a s  ouch, 

lO ~ u c t  | o n e  
t s k ~  ~0¢ m t -  
r tee  i p t e d  p a ~ e n t .  

Not L ~ l c s t ~  YeI 

t-c 

. n y N n t s  o f  $83,000 t o  
i | n o r  g o v e r n m e n t  o f f i c i a l s  
f I~ c o u n t r i e s  d u r i n ?  
he ! ~ s r s  1971-75 

, ay lmn t I  Of l O B  
740,000 f r o m  1~63 
o 1975. Of t h i s  sum, 
10 ,000  V I I  IMde a f t e r  
, id -1973.  Paysants  Of 
13,000 per  )~nsr t o  l a b i a -  
s ta r  vbo sar~ed IS COn-- 
; U l t I n t .  SO~e $8 ,000  Of 
i p r o p e r  P a y m e n t s  t o  
S W t ~ S  o f f i c i a l s  Ln 1973 
,nd 1 ~ 7 4 .  

Not i n d i c a t e d  

Co~[~my h a l  I e s f f l ~ -  
S u b s t a n t i a l l y  a l l  ~ r e  I t ~  p o ~ t ~ y  ~ w a l n e t  
r e c o r d e d  tO be I ~ t  l o t  S a m  o f f i c e r s  and  i l l e g a l  Or l ~ p a ~ t  
c o m n t s m L o n J ,  c o s t  o f  d e t e r m i n e d , b u t  d i r e c t o r s  ~ o f  comJo©t  k ~ t  i ~ i ¢ I k O l  
11111 or ~ b t t c  r e l O -  c~ tps f~f  b e l i e v e s  p I Y ~ H t  Ln ant  Lit- u n c e l r t o L n t y  o f  i t s  " 
l i o n s  e x p a n s e s ,  t h a t  r e v l s t o m ~ ,  i f  s t a n c e  ~ d i d  ;me I m p a c t  i n  ~ m n t r i e o  
I n v e s t i g a t i o n  I W ,  ~ m u l d  be  t ek~  a c t i o n .  ~ e r o  graph ~k~ymmto 
d L I ¢ O ~ I ~  ~ o f f -  i I ~ I k l | o  I c e  ~ ¢ y .  
book f U n d l .  

Unautbo t  LI~KI t r i m s -  
a c t i o n s  and  peyJents  The I t a l i a n  ~ l i t l c a l  
by m s n e g i n ~  d i r e c t o r  con t r ib~J t~on I  ve re  
Of I t a l i a n  s u b o i d i a z y  c e C o r d e d  t h rough  
of  abot:t $1g s t i l t o n ;  I n v o i c e s  foe s e r v i c e s  
payment Of S ~ u t  &I p a y m e n t l  tO I ~ l e s  
$10 I L l l [ o n  t o  ~ t l l t s n  o r g a n i a m t L ~ o .  Other  
o i l  o r g l n i s s t t o n  fob p a y m e n t s  m r s  i d a  i n  
c e r t a i n  e l l i s  a t r s n g P  c a i ~  f r m a  o f f - b O O k  
s t u n t s ,  f u n d .  k]L l~,  / p r o p e ¢  

r e c o c d U l g  o f  Io~Q 
o ~ e ¢  t M y l m n t  I 
~ [ n t e n a n ~ e  of  ~ ¢ t t  
l ~ a k  i o n i a  n o t  
e a L n t o t r ~ d  m thm 
b o ~ k | .  

O f f t e l t l  ~ 0  ~ r e  P o L I ¢ L u  m d  
zeal&an p a y I a n t 8  I l l  Of b a i r d  of  p t o c o ~ l m e  
d ~  N t  I d ~ l  U8 d | r l c t O r l  ~ I d H t ~ e -  IN~@~.~ ~ I t ~  
tail It l W tI~. N a t  o f  r ~ 1 0 n a t  o f f l c e i  LLlOt la]  

e i t h e r  k n w  Of t h e  i m  a i d  t&e 
t r a n s a c t  Lone o r  £ 0 2 1 1 1  I ¢ l b I N  
l U t h O r i l e d  t J I I .  ~ M SIC@Ida. 

Ot [ n d l c a t t d  NOt ~ l ¢ 8 t e d  NOt Lad leafed 

| 71 -76 ,  
) was p a i d  
~rnmeht em- 
ees .  ALSO, a 
=aym/n t  t o  s 
~en t  e m p l o y e e  
~ e c t i o n  with 

f ~ , 2 1 0 , 6 3 5  from 
I w e l l  as p a y -  
~[ [d  p a t t i e s  Of 
w h e r e  it seems  

: some ~ r t l o n  
on to 
o f f i c i a l s .  

f o r e i g n  s u b s i d i a r y  
h a s  made s a l e s  tO 
f O t e i 9 ~  r e u n i f y  t h a t  
US co IpsnLes  sod t h e i r  A l l  poymmnts ~ r e  
s u b s i d i a r i e s  e r e  n o t  recorded on s u b -  
p e ~ i t t e d  t o  des1 wlth, s L d i s r t e s '  bOOkS 
T h i s  WaS v o l u n t I r  I l y  r e -  excep t  f o r  the  
p o t t e d  tc C~eMerce Dept .  $7,00D p s y c h e ,  
Sl~  ceased.  AIOO, $ 2 7 , 0 0 0  which  yes c e c o r d e d  
p a i d  to  an ~ p l o y e e  of an on books of the 
i ndependen t  d L s t r i b ~ t o r  p a t e n t .  
t +  ~ o m o t e  I S l e t .  

F a l s e  i n v o i c e s  u s e d  
Payments relat ing to to g e n e r a t e  c a s h  f o r  
b r i b e r y  of o f f  t r ess  some pay.~ents. So~e 
O( f o r e i g n  co~p~nte~ of  s u b s i d i a r i e s '  
Of SS,ObS,0ZB from books d i d  not r evea l  
1971-75.  n a t u r e  Of t h e  t r a n s -  

a c t i o n s .  Some o f f -  
book accounts  ~ l so  
ve re  d i s c o v e r e d .  

)f which 5300,000 has been paid to d a t e  to 
connection with nssotlation of contracts 

was  u n d e r  I n v e s t i g a t i o n  f o r  s ~ e  t L ~ e ,  
nn o f f i c i a l s  w e r e  i n d i c t e d  i n  c ~ n n e c t l o n  
h o w e v e r .  

Romsnlan citizen in connection with 
! legitimate by company. For reasons 
lid from INSA foreign hank account, re- 
to Chilean gover~nt. Unrecorded 

; ,  from which $24,000 was p a i d  o v e r  s lX  
ion and improper and illegal purposes: 
~ly  $435,000 that appears to have 

NO~ i nd i ca to r s  MOt i n d i c a t e d  

A ~ k l i t i o n a l  
t U  l i a b i l L t y  
[ , d | c o t e d  

CoIpany has adv i sed  
t he  I ~  

NOt I n d i c a t e d  Not L ~ d L c a t e d  

T e e .  C O r p o r a t e  
m m q m m t  t am  
r ~ L ~  I t S  
p o l i c i e s .  5rim 
mqa&t~ o f  
t h e  W ~ t  |cam 
is Ibs~II tO 
no t  s m e a r | h i  tO 
f u t u r e  bum L e a s e .  

He Yes. C m l ~ n y  
has a d o p t e d  
p o l i c y  s t a t e -  
ment 

o u t s i d e  d i r e c t o r s  n o t  
n v s r e .  N a n s g e m e n t  direc- Yes .  M a t t e r s  
tars were  Lnvolve~  Ln some d i s c o v e r e d  wlll 
t [ a n s s c t i o n s ,  but  may so t  have no t  ~ t e t i a l l y  
b e e .  aware of  c i r c u m s t a n c e s  o r  a f f e c t  a s s e t s .  
o¢ s e t i o u s n e s ~  of c o h d u c t .  

Not Indicated but 
said to be subject 
of continuing 
investigation, 

A-4 
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S . F .  
Good r ich 
CO. 

Goed~e¢ 
T i r e  & 
Rubber Co. 

| i t r l h * l  

| o n e y w e ] l  

N o S p L t o I  
Corp.  of  

"~I I IC[Cl  

T O Y ~  
HVIIN~U~il 

P~ 11'/4 
(k, ~-, ,, 

1 ,975 ,244  

5 , 2 5 6 , 2 t 7  

127,815 

2,600,000 

2~7,747 

nn~ o~ munc~ 
l f fA 

s l w  

Form 8-K with 
with p r e l i m i n a r y  None 
r e p o r t  o~ i n v e s -  
t i g a t i o n  

A" f o t e [ ~ n  bank 
accoun t ,  funded from 
VOI~om di$cOw41tS on 
~o re ign  ~alee ua~ 
used  i s  t h e  s o u r c e  

F r o l y  e t s t e ~ e n t  of domest ic  c o n t [ t -  
r s p o r t l n q  domestic b u t i o n s .  The "~ccount 
c o n t r i b u t i o n s  and  wee s t a r t s ]  in 198'4. 
POEm S-~ r e p o r t i n ~  Over I t s  yea r s+  some 
r a l o l t l  o+ i n v e l t i g l -  ++60.000 v i i  t r l n l -  
l i o n  i n t o  f o r e i g n  C h a t r l a .  of  the 
m a t t e r s .  B a i r d  and comp4my 

p l ~ l ~  g u i l t y  to 
making I n  i l l e g a l  
SbO,O00 ¢ o e t r i b u t L o e  
in  1~72 .  

Con t rLbu t i cms  o~ 
$1~,+00 i n  p o s s i -  

FO¢~ 8 -7  b l e  v i o l a t i o n  o f  No t  I n d i c s t s ~  
F e d e r l !  ~ l e c t l o n  
Cwtpa i~ t  ACt.  Company 
was ~s. lnburl lmd by 
Hr .  H e r r e n .  

OTHER FOREIGN 
IX:mEITC POLITICAL 
~ T r l ~ B  ¢ 0 N 1 1 ~ I ~ .  ,, 

Not i n d i c a t e d  NO~e 

NOt indicated Not i n d i c a t e d  

Not [nd i c s ted  

None n c e p t  fo r  
t e n [ b i t  tO rO01 nomina l  l i l t /  I d  
S-K, r e p o r t i ~ J  l o c a l  c o n t ~ L b u ~ L o ~ s  
r e s u l t s  of  L n v e s t i -  t h a t  ~re l e g a l  vhe re  No v i o l a t i o n  Of No i l l e g a l  
~ r t l o n ,  msdle and d i s c o n t i n u e d  ~ p p l t ¢ s b l e  g~ I s w S  c o n t r l b u t ~ o n s  

in  1,974. 

Form S - 7  
R e g i s t r a t i o n  Not i n d i c a t e d  ~ot i n d i c a t e d  Xoc ind l c a t e d  
Sts~emen~ 

I ~ l l l m  

-c 

Coam i l l  t o n - t  Yl;m iP~ 
enped i t  in9 Payment| 
to  9overnment  o£~i¢- . 
isis in two countries Of -': 
not more than $i]+0~ 
t o t a l  t~o~ 1~71-75. .  
SalPS re la~ed to the 
commi=s ions were 
:~ 276 ,0UO.  " +~..'i 

+': 

. :++. 

As r e p o r t e d  in . ':';?~ 
"POre  iqn  o f t  i c ia lm"  : 2 "):! 

Yi. 
..i:il 

.% 

Not tnd l ca ted  "~ '+'il 

-!ii 
"!"-5 

P a y m e n t  t o  f.~Or~[~ 
c o n s u l t a n t  p u t l u i n t  
to  c o n t r l e t .  The full 
e x t e n t  o¢ s e r v t c e ~  
and d i e p o s l t i o f l  ~ I  
Lees no t  knovn~ but  
company b e l i e v e s  tha t  
payments  and c o n t r s c t  
were l e q i l .  

P v: 

Zngersol]- 
Rand Co.  

I n t e r c o n -  
t i n e n t ~ l  
D i v e r s i f i e d  
CO¢p. 

]+4J4 ,YB8 

b4 ,143  

Form 8-K 
ennouncinej 
i n v e s t i g a t i o n  

Form 1OaK 
for  ~ [ e c a l  
yeec endin~ 
October  31,  i~75 

~ot i n d i c a t e d  

Not indicated 

Not i n d i c a t e d  Not i n d i c a t e d  ~Ot  indicated 

~o t  indicated 

C o n t r i b u t i o n s  from 
1971-75 as p e r m i t -  
ted by l o c a l  l aw.  Not indicated 

J 

,+i i 

ZTT 11,154,401 

From 1971-75 ,  
v a r i o u s  s u b s i d i a r i e s  
expended app=ox imate-  
l y  $4,300 Ln p u t -  Sma l l  payments to  
chas in9 t Lckets in  9 o v e r n a e n t  f u n c t i o n -  Fo re [qn  and d o = a s t i r  

Form IO-K and fund  r a i s l n q  e v e n t s ,  a r i e s  to e x p e d i t e  p o J i t i c a l  c o n t c i b u -  
Proxy  S ta temen t  [ n c u r r i n 9  o ther  a d m i n i s t r a t i v e  a c t i o n  l i o n s  t o t a l e d  $64,3U0 
re p o r t / n  9 r e -  = [nor  expenses and oc secu re  p ~ o c e d u r e l  " ~rom 1~71-75,  oE 
SUI t s  of ~ n v e s t i -  makln~ minor  con t rL  ~ a s s i s t a n c e .  The wh ich  $b0,000 ~as 
g a t t o n  b u t i o n s  t h a t  cou ld  t o t a l  amount a t  9 i van  Ln ] u r i s d L c -  

be cons ide red  d[=ect- these payments is l i o n s  where c o n t r i b u -  
l y  or i n d i r e c t l y  t o  c o n s i d e r e d  ins  a n t i -  l i o n s  are  l e g a l .  
be contr ibut ions to  [ c a n t .  
f e d e r a l  e l e c t i o n  
caep~ igns .  
?he 8o=estic and 
~o re ign  c o n t r i b u -  
t i o n s  t o t a l e d  
564,300 from 1971-75,  
Of wh i ch  $60,000 was 
made i n  ~u/[sd~ctLone 
where l e g a l .  

I n  a d d i t i o n  to  cus-  
tomary commissions+ 
a p p r o z t m a t e l y  
$ 3 . b  m i l l i o n  pa id  
f rom 1971-75 to  
aSSiSt in developing 
or Improv ing b~s{ne!S 
o p p o r t u n i t i e s  and 
r e l a t i o n s h i p s .  The " 
c o r p o r a t i o n  has 
reason to b e l i e v e  
t h a t  a11 o¢ s subs tan-  
t t a Z  portion of t b i s  
sum was ultimately 
r e c e i v e d  by e m p l o y e e s  
or persons  c~oae l¢  
r e l a t e d  to comme:c ia l  
and ~ o v e r n m e n t l l  
c u s t o m e r s .  

¢ 
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P & ~ B ¢ I ~ I  I 0  

see " O t h e r  
Fore iqn 
payments"  

OYNI~ 
IIMl11~1 

Payments t o t a l ' i N  
~elS t h i n  ;~]eOUO 
IrO~ lg?l-?S to third 
pattles th~r ~ay have 
been passed on to 
some government 
O ( f i c i a l s  for  e x p e d i t -  
ing pu[posee.  

D i sc l osed  on b~ok'. 
~ut not f u l l y  d l s -  
c]n~nd on inv0 ice~ ,  

UII TAX KNO~, ~l~mr OF 
*- ' -~P~.'ITY TOP u - - L ~ = ~ - ~  T 

l;One ;lone 

-P~mT~0N 

Yes. Termina-  
t i o n  w i l l  not  
have m a t e r i a l  
s e l e c t  nn 
bus iness ,  

D i r e c t  pay t~ent l  O~ $120~000 
over I L l  year  per rod ,  p l u s  
i n d i r e c t  psymen t l  of 
S375~000 t h a t  p r n b a b l y  went  
to gov~  employees,  P O l n i b l y  
a n o t h e r  $ ] 5 0 , 0 0 0  i n . c m m l s -  
| f o a l  to  ? o v e [ n s e n t  e l p l a y e e l  
ia a l l  y s l r l  i n  c o n n e c t i o n  w i t h  
i s l e s  o[  abou t  Sg s { l l i o n .  
UnnpocteLed number n i  pr/- 
l l ~ n t l  Or S e l l  thin $1~OSO 
ea©h to  minor  ¢ u n c t t o ~ n r i e a  
[0¢ s e r v i c e s  t h a t  th@ [ o t l [ g ~  
l u b s i d | a r y  w a l  e n t i t l e d  to  
r e c e i v e ,  

NOt i n d i c a t e d  

FurB i sh  fund used 
fo r  domest ic  con-  
t r i b u t i o n s .  ~ l s o ,  
t h r e e  Eore~qn Sub- 
s i d l a r i e a  had o [ [ -  
book |wads ~ros 
wh ich  | o m  Enre tgn  
payments were l a d e ,  
In  I L l  yea rs ,  about  
$660,000 went t h rough  
the~e funds ,  SOlVe 
?St O~ ~lh lch van used 
~ot legitimate 
i ~ I s i n e l l  pu rposes .  

s o ~  o f f i c e r !  had 
Company s t a t e s  t h a t  knowledge o¢ domest lc  
a d d ~ t i o n a l  t a x e s ,  i f  p~l l t l ca l  contrlbu- 
any,  w i l l  he m~n ima l ,  a l one  bu t  not  o| 

f o r e i g n  t r a n s a c t i o n s  

Yes. P o l i c y  
s t a t e , e a t  adop t -  
ed.  The company 
s t a t e s  t h a t  
t e r m i n a t i o n  w i l l  
have no m a t e r i a l  
adve r se  e ~ e c t .  

Uo¢ Lad |ca red  NOt [ n d l c a t e d  HOt i ndLce ted  NOt i n d i c a t e d  ~o t  i n d i c a t e d  Yen 

. ' j  

~ l y l e n t  o !  l o s e  ~saoouoo Company r e p o r t s  
[ ro~ 1971-75 to  l o c a l  payments  o~ $600.000 Three aSa l l  ~n-  
Qove rn l~n t  o ~ i ¢ l a l i  and to e l p l o l ~ l e l  of p r | -  reco rded  bank 
i ~ p l o y e e a ,  m o s t l y  a t  n r a t e  ¢~Jstc~ars Ln con-  a c c o u n t s  of  sub-  
low l e v e l ,  Ln c o n n e c t i o n  n e c t i o n  w i t h  s t i e s .  I n  a i d t a r | e s  t n v o l v -  
w i t h  s a l e s ,  I n  some ~any caBBie the  payments inq laSS than  
r i l e s  rheas  were ro t  verb  Car t e c h n i c a l  $250 ,000 .  P n u l t y  
t e c h n i c a l  lerv|ces that s e r v i c e s  that were d o e u ~ e n t k t t n n  of 
would have 13e~ pe r fo rmed  a c t u a l l y  r ende red ,  Othe r  o t h e r  payments.  
by o t h e t e .  T h i c t e s n  i n d i c a t i o n s  t h a t  auba td~sc ie8  
e a p e d i t i n ~  p a y l e n t a  O~ engaged c o n s u l t a n t s  k agents  
~1~0,000 { tom 1971-75 .  w i t h o u t  f o r l a l  c o n t r a c t /  or 

ln¥oLceaeb~t  n t r v l c l a  were r n n d n r e d .  

No involvement  or 
No rev i l L o n s  i r e  p r i o r  k n o v l t d q s  of 
r ~ . u | r ~  tn  US payment[  by d i r e c t o [ ~  
C O n l O l [ d l t e d  r e t u r n s ,  o r  O | [ i e I r S ,  

~ot i n d i c a t e d  Not Lndtcared 

P a y ~ i n t l  to  con-  
rultants r e p o r t e d  
on books as 
" s e r v i c e s  per£orm-  
e d . "  

NOt lad Leered Yes 

Not i n d i c a t e d  Not i n d i c a t e d  Not i n d i c a t e d  

Management b e l i e v e s  the  m a t t e r s  under s tudy  
w i l l  not  have a m a t e r i a l  e f f e c t  off co~oany 'a  
a | a n t s  or  r e p o r t e d  e a r n i n g s .  

Pol i t ical  eontribu- 
~ayments d ~ r i ~  1970-72 t i d a l  i n c l u d e d  tn 
o~ $329,320 to  f o r e i g n  ~ i n a n c i a l  a ta~e~ents  

Not Indicated c o r p o r a t i o n  in c o n n e r -  as charge against i n -  
t t o n  ~ith s p i n - n i t  come. pocpoae o~ pay-  
type  t r a n s a c t i o n s ,  meats in c o n n e c t i o n  

w i t h  Sp ih-O[fS  not  
i n d i c a t e d .  

Yea. P o l i c y  
s t a t e m e n t  
adop ted .  

Rot i n d i c a t e d  

See " ~ o r e i g n  S a l e s -  
Type C ~ m i s s i o n s . "  
~2nO, payments  or 
p r e s e n t s  o¢ modest 
Va~ue to  government  
f u n c t i o n a r i e s  to  
e x p e d i t e  admLnLstEa-  
L ive act ion or  to  
secure procedural 
a s s i s t a n c e ,  

See "For¢ iqn  
S a l e s - t y p e  
Commissions" 

S u b s t a n t ( a l l y  a l l  of 
the s a l e s - t y p e  c o , -  
m iss ions  were [ eco rded ,  
but the a¢coun t i n~  
e n t r i e s  were some- 
t i ~ e s  i n s u f f i c i e n t .  
A minor  po zt~on of 
the domes t i c  p o l i t i c a l  
eontr iburlons were 
not  recorded or were 
i m p r o p e r l y  r e c o r d e d .  
Some l e g a l  t r a n s -  
a c t i o n s  were lmoroper -  
l y  r eco rded .  
C o r p o r a t e  bOOkS of 
rome [ o r e l g n  s u b s i d i -  
~¢ ies  d i d  not r e f l e c t  
t ax  l i a b i l i t y  when 
they  were a c g u t r e d .  
Company has s u b s t a n -  
t i a l l y  completed i t s  
n e g o e i a t i o n l  With 
9ove rn~en ts  and 
r e g u l a r i z e d  the  books. 

Not i n d i c a t e d  Hot i n d i c a t e d  Not l n d l c s t e d  

Hone I lot  |ndlcated Hot ~ndlCsted 

Company e x p e c t s  N e i t h e r  the  Boarn 
no s ~ n l ~ i c a n t  no [  s~n io r  o f f i c e r ~  
t f t e c r  on U~ ~ u t h o r i z e d  the  
tax  l i a b i l i t y  practices. 

Publ i shed  by THE BUREAU OF NATIONAL AFFAIRS, INC., WASHINGTON, D.C. 20037 
R i g h t  o f  r e p r o d u c t i o n  a n d  r e d i s t r i b u t i o n  r e s e r v e d  

~ p p r o p r L a t e  s teps  
w i l l  be t~ken  to 
assure  t h e r e  is  
no r © ~ e t i t i o n .  The 
comnenirs agatns~ 
such p r a r t t c e s  were 
aL f t rmed  and ne~ 
p rve~dqre~  were 
a ~ , p t e d .  
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C O l i C k Y  

Johnson 

Johnson 

~oppere Co. 
I n c .  

8 ¢ a t t ¢ o  **  
Co[p ,  

LIV[ 
St rauso  

McDonnell 
Douglas 

M e r c a n t i l e  
Bankco~pota-  
k l a n ,  I n c .  

Netck & 
CO. 

HLasour~ 
P u b l i c  
~ecv ice  
Co, 

TOTAL 
REVENUE| D~EIITIC 

FY 11r74 TVIHE OF POLITICAL : 
tin Th~md~)  ~rrATEMENT CONTRIBUTIONS 

Fosm ~-K ~epo t t  n 9 r e -  
1 ,967 ,885  sulfa o{ l n v e e t L p a t L o n .  No 

OTHER FOREIGN 
DOME&TIC. POLITICAL 
MATrERB CONTRIBUTIONS 

ho ~ay~ento to  ~o 
r e c i o L e n t ~  Ln US 

Not LndLcated No L11egsl 
e o n t r l b u t L o ~ a  

C o n t r L b u t L o n e  " t o t a i L n g  
~0500 £[om 1 ~ 7 2 - ? 6  i n  

Not l ndLca ted  c o u n t r t e l  w~ere l e g a l .  

Ik~t LndLoated Not l nd~ca ted  

Nob lndLca t~d  Not Lnd Looted 

9~4,184 ~0£~ 8-K r e -  None 
~o~ttng r e s u l t s  
o~ ( n v e a t ~ g n t i o n  

4 , 5 0 0 , 0 0 0  

i 

C o n b ~ i b ~ t L o n i  t o t a l -  
gorm 8-K LndLeat -  Lag $550 f r ~  1972- 
|rig r e s u l t s  0£ 76 t h a t  may hove 
[ n v s s t L g h t i o n .  b~en i l l e g a l .  

tO r~  8-K announc-  Not" Lnd l ca ted  
4 . 5 0 0 , 0 0 0  [n9 Lnvee tLqa tLon . .  

897,700 Fosm 1 0 - [  announc -  
'ltu~ r e e u l t B  o£ 
t n v e n b t g a t L o n  

NO L11egal  
p o l L t L c a l  
¢ o n t r L b u t L o n |  

O t t L c e r a  e o t a b l i o h -  
£uhd,  e x i s t i n g  ~ o l  Loans ~nd advances on  
196~-75, f o r  OolLt- ~ v a t a b Z e  teems to 
i leal  c o n t ~ L b u t i o n s ,  t r u s t  sponsored by 
The bank  dLd not p a r -  oh /e£  exoc~t  Lye o f -  

Two Form 6 - K ' s  ~ c i p a t s  s t  r e imburse  £ l c e r .  Loans and 
3 ,11? ,869  v t t h  r e p o r t s  t he  o t £ L e e r l .  Con t rL -  purchase o£ s e e u r i t L e s  Not LndLcated 

bu tLons  ave[aged L~ ezce l s  O~ ~ a ~ k e t .  
$10,OOU per  y~ar and p t [ ¢ l l .  
wece not  coerced .  
Company indlc~tes 
t h a t  rum van l e g a l ,  
and t h a t  i t  h i s  bae~ 
d £ s c o n t | n u e ~ .  

Payments t o t a l l h g  

Form 9-K ~ i t h  p [ t l l s i n a ~ y  r e -  Ha Not L n d i c s t e d  t h a t  v l ~ e  l e g a l  under  
l o c a l  . lay  bu t  Lmproper ly  

po r t  o~ r e s u l t ~  ~ecorded on books.  
O~ tnvestlgation. 

1 , 3 2 9 , 5 5 0  

Registration ContrLbution~ o~ 
63 ,971  S ta temen t  on ~51,8~5 £~om 1968-  

~orm 5 - ? .  76 made by c l ub  
~ocmed by senLor 
employees.  

"HOt LndLcated . Not ~nd ica ted 

Publ ished by THE BUREAU OF NATIONAL AFFAIRS, INC., WASHINGTON, D.C. 20037 
R ~ g h t  o f  r e p r o d u c t i o n  a n d  r e d i  s t r ~ b u t J o n  r e s e r v e d  

FO~qEIGN 
8ALE&TYPE 

Paymen t s  ~ade w | t h  
underBtandLnq t h a t  
t h e y  w~uZd oo to 
qover~m~nt  O t L L e i ~ | s .  
~ee "Covern~ent  
~ r L c L a l s , -  

A p p c o x L m a t e l y  
; 1 . 5  m i l l L o n  paLd 
tn v L o l a t i o n  of 
company p o l i c y  aS 
comsLssions LR 
f o r e t g n  c o u n t r i e s ,  
p ~ i s a r t l y  t o ,  ~nd 
a t  the t s a ~ e s t  .o~ a 
persons  connec ted  
wLth the c ~ l t o ~ t .  
eayments dLd not  
exceed the reasonab le  
a n o u n t . f o r  c o m l l l l | O n s f  
h o v l v e t .  

Not Lad ica ted  

Not [hd~ca te~  

DurLng $ 1 /2  year  
peTlod~ a poe t | on  
O~ COmi[SJ(Ohi  
appears  be h s ~ s  
gone tO ~o [e i gn  
o f f l c L o l a .  ~he 
t o t l l  lmounb i n -  
Vo lved  ~aO 
T2.5 m L l l l o n .  

Not Lnd lca ted  

3ome comm|ssion-  
t y l ~  p o y ~ e n t l  
passed on to 
qove [nment  
o f f L c l e l m .  

Not l n d i c a t e d  

i 

L~ 

/ i  
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I~YIIIBITI TO ~ FOIIII~I 
OFIqCIAUI IKItIIR'ERI 

~ S t v ~ h  I U b I L + I I r  t e l  made 
p U y ~ n t •  o f  $990,000 Psy~nts o~ $12,300 
from l g T l - 7 S  w i t h  the o r i q i n a t e d  in US t h a t  
u n d e r s t a n d l n ~  t h l t  q o v o r n -  w e r e  a s s o c i a t e d  w i t h  
merit o ~ t l c l ~ l s  were invo lved,  expor ts .  
AboUt 94t ~ere c o - m i s s i o n - t y p e ;  
r e m a i n d e r  veto e x p e d i t i n g  
payments. 

• RECORDS 
TREAlI~f~T 

Charged to v a r i e t y  
of  accounts but 
were SUb~ect t o  
r egu la r  con t ro l  o~ 
the ~ubs id i a r y  
i nvo l ved .  

t ~  TAX 
LI)JIILITY 

I ~ p r o p e r  deduc t ion  o~ 
$2B0 .00 .  IP~ w i l l  
b~ n o t i [ i e d ,  b u t  no US 
return ¢o be amended or  

KNOWLEDGE OF 
TI0ffMANAQEMENT CESSATION 

No ~embers o[ hoard n~ Yes, Company 
execu t i ve  committee and s t a t ~ s  t~4t  the 
no present execut ive +~f- r e l a t e d  hu~kne~c 
r i c e r s  knew ~f ~r n~Oroved was not m a l a r i a | .  
payments. 

Hone ~Ot  i nd |cs ted  No book• and 
r e c o r d s  p t o b l e m l  
t~ l re  d iscovered,  

The IR$ h a •  been 
a d v i s e d  o f  d e v e l o p -  
~ n t s  and  p r i o r  ill 
returnm are being 
/ e v i c ved .  

N e i t h e r  senior  N na~e- 
sent  nor the board of 
d i r e c t o r s  had  knowledqe 
o~ the payments. 

r('S 

p a y m e n t s  t o t a l l n c j  a b o u t  ~ accounts n o t  r e -  Yes, t ~  o f f - b o o k  
200,OdO f r o m  1 9 7 0 - 7 5  t o  t a x  ~ l e c t e d  on b o o k s  o v e r  a c c o u n t s  in  e o r e i g n  
c o n s u l t a n t s ,  minor l i s t  ten y e a r s  l n v o l -  c o ~ n t r i e l ,  but one of  
qovernment employees wing expend i tu res  o~ these accounts was 
snd  unLon o f f i c i a l s ,  $ 4 9 1 , 0 0 0  over • i q b t  i n c l u d e d  Ln the 
k b o ~ t  $145,000 o f  t b ~ s  years .  Plyment•  [ o r  cm~bony'a c o n s o l l d s -  
s ~  ~ s  pa id  to a ~sz e m p l o y e e  coBpensation ted (inancLal s t a t e -  
c o n s u i t l r i t ,  and the and ~ymnts to tflk¢d ments. 
company b i b  no know- p a r t i e s  OE q u e s t i o n • h i e  
I e d 9 •  o~ i m p r o p r i e t y ,  l e q s l t t y  or  peop r i e t y .  

~one 
Severa l  members Of 
manaqement were a w s r e  
q e n e r a l l y  o f  the O f f -  
I=~ok accounts.  

Yes 

Payments Of about 
$75,000 in  1974-1975. 
Company cannot d e t | r -  
mine t /nether payment• 
Led to  tmproFmr b e n e f i t s  
s i n c e  i t  r e c e i v e d  l b s I I s r  
b e n e f i t s ,  p r ' i m u r l l y  t u g  
c r e d i t • ,  in pc tOt year •  
without ~ • k i n g  paynlents. 

HOt ind ica ted  Not ~ndLcsted 
mot i n d i c a t e d  Not Lnd~c•ted Yes 

Paymeflt• to f o r e i g n  
o f [ i c l l l s l  s e e  
"Ccmmlss  ion-Type 
payments" 

None 

COml:~ny's i n d e p e r ~  
~ e n t  accountants  are 
of t h e  up | s tun  t h a t  
o x p @ n d t t o r e s  w e r e  
p r o p e r l y  i d e n t l f t s d  
in a c c o u n t i n g  r e c o r d s  
and r e f l e c t e d  tn the 
f i n a n c i a l  •hs tements .  

A c l d i t L o n a l  t a x e s  
w i l l  be p a i d  on  
such m o u n t s  a |  
u l t t m u t e l y  d e t e r -  
=~ned to be - 
nondeduc t i b l e ,  

Hot i nd i ca ted  NOt l n d i c l t e d  

NOt i nd i ca ted  NOt ~ndicsted Not i nd i ca ted  NOt [ n d i c a t e d  Yes Yes 

r r c l l  ~ySS-75+ $3 +603~63$ 
, o£ which $2,30S,000 r e p -  
resents  spec ia l  c o ~ l t s u l o n s ,  
p a r d  tO t h i r d  p i r t l e s  who say 
have p i l l e d  ~ n e y  on t o  
q o v e r n M n t  employees. Hot i nd i ca ted  
Campany i n d i c a t e s  hhst  
not a l l  o f  payments may h~ve 
been L ~ p r o p e r ,  
G e n e r s l l y  p a i d  t o  mtd end  
l o ve r  l e v e l  o f f i c i a l s .  One 
$12,50U payment made t o  c a b i n e t -  
l e v e l  o f f i c i a l  r h o w e v e r .  

HOt i nd i ca ted  NOt i nd ica ted  

I m p r o p e r  deduc-  
payments c l a s s i f i e d  l i o n s  prLor  t© 
a l  b U l t n e l l  expenses, 1974. k ~ e n d e d  r e  
c o ~ m l s s t o n s ,  ¢ees, t u r n s  r o t  1972 t 
market ing  se r v i ces ,  197] ¢ i l e d  and a~- General  knowledqe 
e t c .  P o l i t i c a l  con- d l t t o n a l  $264,000 was o [ a  number of the 
t r [ b u t i o n 8  e n t e r l d  IS p a i d .  IR5 is p r e s e n t l y  oaymenta 
p [ o e o t t o n a l  expenses rev iewing the mat te .  
or p u b l i c  r e l a t i o n s  
expenses. 

Amounts deducted 
f r o m  e m p l o y e e  
s a l a r i e s  fo r  
p o l i t i c a l  c o n t r l b u -  
t i o n s  i n c l u d e d  in 
ope ra t i ng  expenses. 

~ o t  i nd i ca ted  

~embecs v[ the bused 
of d i r e c t o r s  t~volved 
in the conduct t e l • t i n ?  
t o  p o l i t i c a l  c o n t r i b u -  
t i o n s .  

Yes. p o l i c y  
statement 
sdopte~. 

¥est 
~ursuant to  
se t t l emen t  aore- 
emerita ~ l t h  s ta te  
and fedp ra l  
o f f i c i a l s .  

A ' 6  

P u b l L s h e d  b y  T H E  B U R E A U  O F  N A T I O N A L  A F F A I R S .  I N C , ,  W A S H I N G T O N ,  D . C .  2 0 0 3 7  

R i g h t  o f  r e p r o d u c t i o n  a n d  r e d i s t r i b u t i o n  r e s e r v e d  
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C O . A N Y  

~;CR 
Co=p. 

N o t ~ v e i t  
Z n d U l t r i a l ,  
I n c .  

The  
O c t e h o r e  

CO. 

TOTAL 
REVIINUL d 

FY 1074 
IIn Thmml~ll| 

899,787 

103,700 

133 ,400  

TYPE OP 
~TATEM|NT 

I ~ L . I l l r . ~  
CONTRIBUTIONS 

O Y ~ R  

hlAI~ER~ 

FO~q|IGN 
POLITle.A~ 

CQNI~IIIUYIONI 

None F o r ~  8-K announc -  
Ln~ L n v e s t i g a t ~ o n  

NOt i n d i c a t e d  ~o¢ ( n d i c e ~ e d  

r o r ~  O-K r s -  
p o r t i n g  r e s u l t s  
o f  i ~ v e s t ~ g a t l o n  

Not i n d i c a t e d  NS~ i n d i c a t e d  Not i n d i c a t e d  

Form 6-~  announC- 
ing [ ~ r s l l ~ i n a e y  
r e s u l t s  o f  t n v e l -  
t i g a t i b n  

Bone NO~4F Hone None 

~ E m  

I M I ~ N S  

Yroffi l ~ l T - T b ,  amounLs 
added tO pr ice oE 
eauLpmen~ o~ $]00,UOU 
t o  ~SO0,OUU, alLeqmd-. 
[or  p ~ r t s ,  t r a l n L n ~ ,  
s .ppor~ s e r v ~ c e s , e ~ c . ,  
buic t~ey nay have 
been  utilLzed £or 
unau t~o r  kzed p u r -  
poses. 

Not  i n d i c a t e d  

l 

- ~  

" ~:i 

,] 

r 

N 

I 

;lOt 

FaY 
OUt 
leer 
Ln 
ja l  

$2: 
re 
OP 
Jn 
th 
IU~ 
wt 
JL~ 
~n 

oI 
| !  
t l  
pl 

I 
e 

Ogden 
Co rp ;  

O t i s  
E l e v a t o r  

1 , 0 $ 8 , 1 1 9  P o r n  0 -~  r e -  
p o r t i n g  r e s p i t e  
of  I n v e s t t g a t  i on  

C e r t a i n  ~ I r l O . S  
vhO m i r a  not  - 
s n n o u n ¢ ~  can-  
d i d a t s a  p r o -  
v i d e ~ a e t V i e e S  
o f  company  a i r -  
p l a n s  u n t i l  
1974  s t  s c o s t  
St  $ 4 0 , 0 0 0 ,  
F o r m e r  s u b s i d -  
i d a r l e a  Bade 
i l l e g a l  c o n t r i -  
b u t i o n s  of 
$16 ,200 .  

HOt i n d i c a t e d  I ib t  I n d i c a t e d  

r o r b  8 - I  i n d i c a t i n g  
I n i t i a t i o n  o f  an  Onder  ~ n v e s t t -  
~ n v e s t t g a t L o n .  . ~o t  i n d i c a t e d  Hot i n d i c a t e d  ga tLon .  

T e l .  The =r~pany 
L n d l c i t s s  t hH t  Lt 
b e l i e v e s  t hey  were 
r e a s o n a b l e .  

Under ln -  
vnot igat4on.  

P a c i f i c  
Vege tab le  
0 i l  

210,317 
Form lO-H 
announc ing  
r e s u l t s  of  
i n v e s t i g a t i o n  

~o t  i n d i c a t e d  Hot [ n d l c a t e d  Hot L n d L c a t e d  Hot I n d i c a t e d  

) l I z e r , I n c .  1 , 5 7 1 , 8 8 7  Por= 8-K r e p o r t -  Not i n d i c a t e d  P o s s i b l e  payments,  see 
Lng = e s u l t s  Of " O t h e r  F o r e i g n  P a y -  
i n v e s t i g a t i o n  Hot  i n d i c a t e d  m e n t s , '  
c o v e t i n g  t h r e e  
y e a r s  

Publ i shed  by THE BUREAU OF NATIONAL AFFAIRS, INC., WASHINGTON, D.C, 20037 
R i g h t  o f  r e p r o d u c t i o n  a n d  r e d i s t r l b u t i o n  r e s e r v e d  

Hot i n d i c a t e d  
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. _ . ~ l m  OMI~IIALI 

~Ot i n d i c a t e d  

OTNIM FO~E~N 

Not indicated 

l O o l l  & M ~ O I ~ I  
1 1 ~ u n N ~ r  

h s p e c i a l  [und ~.~ed 
fO~ t r a i n i n g  ne t -  
senna% and support 
germ ices appears 
to h*ve been used 
[ o [  payment [  as 
~ e l l .  ~und was 
formed by overbLl l -  
i r~ customers w i t h  
t h e i ¢  knowledge.  

UIYAX 
LIAI~MTY 

There ~re no US 
tax  conseouences 
with respect to the 
payments. 

K ~ O F  
l r O ~ M ~ E I ~ I N T  

[~o member o{ sen io r  
msnaqemen¢ or hoard 
n [  d L r e c t o r s  wa~ 
aware o| the psv-  
ments. 

CEIIAI~Ofl 

Yes. PoLicy 
statement ~ o n t -  
.~d. Company dops 
no~ hel~ove that 
c e s s a t i o n  w i l l  
m ~ t e [ i a l l y  ~ [ [ e c t  
rev+:nues or 
acscts. 

p a y l e n t o  l a d e  by one 
e u h e l d | m r ¥  t o  gove r~ -  
~ent  connec ted  p o t i o n s  
In  cnmnectJon w i t h  
i i l l l  no t  e x c e e d i n g  
8102.000 I n  1973, 
$LSB~000 Ln 1974~ and 
t212 ,000  i n  1975. The 
r e l a t a d  males  t o t a l e d  
approx ima te ly  I~4 ,  $17 
end 1L$ m i l l i o n  i n  
the r m c p e c t l v e  ) ,ea rs .  
Another euboLdLmry made 
s i m i l a r  payments  o~ 
a p p r o x i m a t e l y  $35 ,000  
end $65,000 Ln 1973 
und 19?4 In  c o n n e c t i o n  
mLkh onnua I  p u r c h l l l l  
O! mole $~ e l i l l o n .  
some p o r t i o n  o !  a l l  o~ 
t ~ e l l  p a l m e n t e ,  t h e  
p r e c i s e  eo~4~nt O~ 
~ i C b  canno t  be d e t e ¢ -  
l i n l d .  ~ l l  Eor l l l ~ I d i t -  
l~q por~ ¢ leeranc~o+ 
a h | p p i n g  a r t u n g o l e . t l +  
et~-  

Not Indicated 

No t r a n s e c t | c o l  were 
d*ac=vermd that mi re  
n o t  p r o F ~ r l y  r e c o r d -  
ed on t he  a p p r o p r [ a t e  
ac¢cmnt .  The c01pany 
d l l O  l t l t e s  t h e t  t he  
i n v e s t i g a t i o n  uncove r -  
the  e x i e t e n c e  o~ no 
11~ lh  f unds  and no 
l n s t a n C l l  o f  l aundered  
~oney.  

The ~1~ h a l  
~ l n  adv i sed  
t h a t  r e t u r n s  
w i l l  bo c o r -  
r e c t e d  to  t he  
e x t a n t  t hak  
any l xp tope  r 
d e d u c t l o , l  have 
n ~ l t S k e n i y  
been r e f l e c t e d  
on the  r e t u r n s .  

No d i r e c t o r |  had any 
knowledge o !  khe 
p a y ~ n t s .  

Yes. Ceeedt ion w i l l  
no t  have d m a t e r i e l  
a t t a c k  on c o n s o l i -  
da ted  b u e l n e s l .  

Payments to  e x p e d i t e  
~ ¥ m t n m e n t  I C t i O n l w  
u = u n t i n g  to  l e s s  t h l n  

P l y u n t !  to  two c o p  
s u ; t a n t s  to  e x p e d i t e  
t c g m l s t o c y  apptovaLsw 
t o t a l i n g  $154 ,000 .  
The company h l l  no 
knowledge Vnethec the 
payments  vere  made to 
government  d f i c l a l n .  

Smme $150,000 p a i d  i n  From 1973-75,  $140,000 
s e l l  g r a t u i t i e s  tO pa id  In f o t e t ~  c o u n t r y  
e t p e d i t e  p o r t  c l eacance  t o  Imployee Of cus tomer  
In f o r e i g n  c o m m i t | e l ,  in  wh ich  the  government  

had a major  eO.uity 
Payment of  @2S,OOO by i n t e r m i t .  
s u b s i d i a r y  fo~ a v a r i e t y  Prom 1970-75,  mona 
O¢ s e r v i c e s ,  some Of w h i c h  $ 2 . ]  I I L l l i o n  added to  
~ r e  per fo rmed by g o v e r n -  l i l l e  F¢ ice am a©como- 
ment employees,  datlo~ to  customers and 

d e p o s i t e d  In bank in 
t h i r d  c o u n t r y  acco rd ing  
t o  ¢uc tomer t£  i n s t r u c -  
t ions .  

% r t e g u L s r i t i e s  
in the eC¢OIJUtthKJ 
system of f o r e i g n  
subs ld ear lee were 
d i s c o v e r e d .  ¢~c 
payment8 were 
c e c o r d e d ,  but  
in some cases 
i nadequa te  doeu- 
~ n t a t i o n  was 
p r o v i d e d .  

No t c a n i s © t i o n m  
t h a t  were not 
recorded on books 
or  where the u |e  
oE money was 
f a l s e l y  d e s c r i b e d .  

~nne 

HOt i n d i c a t e d  Yea 

Genera l  awareness 
and in sore cases 
app rova l  

Yes 

Yea. The company 
| n d i c e t e l  t h a t  
thece  v i i i  be no 
m a t e r i a l  e [ f e e t  
on Immanuel and 
incomes 

0nder Under i n -  
i n v e s t i g a t i o n  v e s t i g a t l o n  

Hot i n d i c a t e d  Not i n d i c a t e d  Not i n d i c a t e d  Hot i n d i c a t e d  

Hot i n d i c a t e d  

• r o t  l a s t  two f i s c a l  Tax r e p o r t s  in 
yesrs ,company r e c e i v e d  c o u n t r y  exc lude  
$1 ,170 ,000  as a dis- c e c t a i n  ma t te rs  
t £ 1 b u t i o n  Of p i o f i t s ,  but  c o n s o l i d a t e d  
In v i o l a t i o n  t o r e i g n  books a te  a c c u r a t e .  
c o u n t r y ' s  w i t h h o l d i n g  
and exchange l aws .  

I t  is  not  c l e a r  
whe ther  p e n a l t i e s  
f o r  ~o /e i qn  taxes  
w i l l  have any 
e f f e c t .  

Not ind ~cated Net i - d i ca ted  

Ten inatancem, t o t s l l n q  $22,500 payment to  Not indicated 
$28,500,  Of e x p e d l t i r ~  p a y -  f o r e i g n  t / a d e  a B e o e l a t i o n  
meats; $45,000 a n n u a l l y  f o r  p o s e i b l e  n o l L t i c s l  
t e l  4-5 year  per  iod in  payments and the payment 
c o n n e c t i o n  w i t h  s a l e s ,  o( $21t00d in " p r o [ e s s i o n a I  
?o ra l  of  $10 ,000  pa id  fees"  p a r t  OL wh ich  may 
in ~ t t e r 8  involving have cone to government 
OOve[nment busineBm, employees.  

COW, p i n y  i n d i c a t e s  t h a t  the  a90regatR o~ 
I l L  payments was $265,000.  

Hot Lndicated Not Lndicate~ 

Lon~ s t a n o i n g  
p o l i c y  [ o r b i d  ing 
b c i b e r y  o£ gov t .  
o [ f i c i a l s  and 
p o l i t i c a l  c o n t r i -  
b u t i o n s  p o l i c y  
rea££irmed by the 
company and the 
a u d i t  procedures 
were strenothrn~d. 

' A - 7  

P u b l i s h e d  b y  T H E  B U R E A U  O F  N A T I O N A L  A F F A I R S ,  I N C . ,  W A S H I N G T O N ,  D . C .  2 0 0 3 7  

R i f . h t  o f  r e p r o d u c t i o n  a n d  r e d i s t . b u t i o n  r e m e r y e d  
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Ca~P~lW 

P u b l i c  
~ l r v i c l  CO. 
of Nov 
RIILCO 

Pul l l lah  lhC. 

• opubl tc 
Carp. 

It I c b a r d s o n -  
M e r r i l l .  l h c .  

Nock~el l  
l n t k '  l 

RO h~' i 
a m  Co, 

Rol l  ins, ** 
Inc .  

Sande:o, 
&nsociatee 

Santa re **  
Z n t n ' l  

S c h e r l n g -  
P l o ~ h  
~'orp. 

'rQ-AL 
RINlr~JR 

FY 117d 
• .  ( l ~ ' r ~ )  

67,367 

IrrATEMENT 

Form S-7 

OOMIII~ 
K)LmCAL 

CONT~IIIUTIONI 

Coeplny t ndLca tes  
existence of g r a n d  
Jury i nvea tLqa tLon  
~egardtng poleLble 
v i o l | e l a n  o{ federal 
law Ln connectLon 
v i t h  possible con- 
t r L b u t L o n .  $~,656r 
paLd a pr ivate com- 
pany, mly have been 
passed  on to c a n -  
d i d a t e .  

0~11111 FO~EiON 
O~MIWYiC POLITICAl. 
MA~rlIRI (:IO~TRIIUTIONI 

1 , 4 2 5 , $ 8 7  
Form 10*K repor t -  
Leg InveatLgstton 
covering f ive 
y l l t l  

Hone 

Not indicated Not indicated Not Lndicated 

Hone, altb.o~q~h sole 
co~miH ion payment a 
may have been pal led 
on .  

225,668 Annual Repor t  
w i t h  l t e t e S ; . t  
in no t t  to 
f inancLa) i  

Hot LndLcetod 

Hone 

* i 

5 0 2 , 1 4 4  Form 10-~ 
repor t ing 
resu l t s  of 
[nveetLgatton 

};one 

Not indlcatod , ROt indicated 

4 , 4 D 6 , 5 0 0  
FOI~II 8~ almn~Jifl9 
previous Form 
8-S end repor t ing 
r e s u l t s  of Ir~eo- 
t Lga~ Lob. 

HOt i n d i c a t e d  

N~ne None 

$0,300 Ln Canada, 
where the coflt~Lbu- 
t ton van l e g | ~  

1,022,736 Form 10-X contalnLn~ 
rosa l i e  of inves t iga-  
t i o n  

Ron@ H~ne None 

lg3,~g7 

Form B-K v t t h  
r e p o r t  of  
f i n d i n g s  

t@Ot i n d i c a t e d  

HOt i f l d i C S t ~  

180,936 

Annual Re~Ort 
quotes the rep ly  
of  a corporate 
o f f i c e r  to  a 
q u e s t i o n  off 
f o r e i g n  payments  
caiaed by a 
shareholder 

Not i~dLcated Not indicated 

NOt i n d i c s t e d  Not i n d i c a t e d  Not i n d i c a t e d  

C o n t i n u i n g  i n q u i r y  
Amendment t o  Form C o n t i n u i n g  i n q u i r y  has r e v e a l e d  no 

255,912 5-7. Form S-K and has revealed no Not Lndicated L l lega l  contcibu- 
amendment on Form L l lnga l  con t r ibo t iona ,  roans. 
8. 

Form 8-X announc-  
726,872 ing int ia t ion of NO i l l ega l  

investigation, conrtibutlons Not Indicated ~ot indicated 

Published by THE BUREAU OF NATIONAL AFFAIRS, INC., WASHINGTON, D.C. 20037 
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From 1§73-75. 
$100,000 and 
$25,665 in 
foreign currency. 
paLd to eecQre 

ro reL~  sa le l  were a ide . '  
through ~-~emianLon ngen~ 
?he col,pony's [avLev ot • 
the pr&~tL¢em doom n o t ,  
i n d i c ~ t t  Uhat cO~rJctLve 
stOLon iS nm:ea|o[y, 
ho~ve r .  COmpany ind i -  
cates that the N~C Ls . 
cevievihg the matta~. 

See "o~her 
Fete ign Fayments" 

Not indicated . i : ,  

NOt |nd Lcetea 

"The company ind i -  
cates that  i t  pays 
ealeo ¢ol~ iaBion|  
in connection with 
foreign bulinsss. 
Review of Itm ar- 
t anqement$ shows 
none in v i o l a t i o n  
of US policy. 

Not indicated 

See "Forelqn 
Officlalm" 

.t 

!t 

Li ~ : 
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PAYIdIWf111~ 
FO~WN O~FI~AIJI 

Not i nd i ca t ed  

Fre~  l fT3-LtT5 ,  sons 
$2 ,150 ,000  paid  sO fees 
and eommts l ieno  to  
secure VO~R. 

~ot indicated 

Not | n d / c a t e d  

;668,000 ~ r e  o r  may 
have been p a i d  Ln 
connect ion with s a l e s  
of $10.1  n X l l L o n .  

rro~ 1971-1975,  some 
$427,400 paLd tO lOWer 
l e v e l  smployees i n  con-  
n e c t i o n  w i t h  males of  
$3 m i l l i o n !  pernLts, and 
loans .  Payments o f  $165,000 
Ln customs m e l t e r s .  

f [ ~  1~71-1975,  payments 
of  $127,000 o~ " q ~ l t ~ O n -  
ab le  l e g a l i t y ~ a O e  tO 
lU~lLClpa l  O f ~ l C L I L l  tO 
ineta11 e q u i p m e n t .  Revenues 
• e l a t e d  to  payments  are  
so~e $2 m L l l L o n  a n n u a l l y .  

OTmER ~ t ~  
l l A 1 " r l l l  

BOOK8 • RE(OR[N; US TAX 
TREATMENT LIABILITY 

| 

Not i n d i c a t e d  L~ot Lndiceted Hot i ndLca ted  

NOt i ndLca ted  Recorded as f e e l  Company h i s  dLscuased 
and comminsLona, the m a t t e r  with the X~S. 

I I I I  I I 

K N O ~ L E ~ E  O~ 
TOP Iltll~AQ IEMENT 

Not i n d i c a t e 5  

Company'S o f f i c e r s  
a re  [nc luded  in 
LnveatLQatLon. 

Not I n d i c a t e d  NOt i n d L c a t e d  

Faymef l t l  Of q u e a t L o n -  
a b l e  l e g a l i t y  l h  c e l a -  
tLon  to  l a l e l .  A l o u n t e  
of  t he  peynent8 a M  
t he  r e l a t e d  l i l t s  ace  
cons idered  not  to  be 
m a t e r t s l  by t h e  
company. 

Not i n d i c a t e d  

Rot LndLcsted 

£Z~ICtSd tO be 
I i n i l J l  

Recorded as s a l e s  
c o | m i l l i O n | ,  but so l e  
q u e s t i o n s  as to lobe 
of the  payments. Company Ls 

revLeu ing  i l l  
tax r e t u r n s .  

Mot i n d i c a t e d  

Fro~ 1971-1975,  pay -  
ments  of $157,000 t h a t  
v i o l a t e d  e l c h a n q t  and 
p c / c a  c o n t r o l s .  

Of the t o t a l .  
$463.000 was no t  The maximum tax  
r e f l e c t e d  on t he  d e f l c t e n c y  t h a t  c o u l d  
l o c a l  books and r e l u l t  f r o~  d i s a l l o w -  
records  and ance of f o r e ign  tax 
5219.000 was c r e d i t s  v i i i  be l eas  
m i a c l a l s t I L e d ,  t h a n  $100 ,000 .  

None Not ind ica ted  

Some awa¢eneaa of 
of l ose  Of the 
p r a c t i c a l  by . t u b e r s  
of top  management. 

NO.a 

Not I n d i c a t e d  Not Lad/cased Not Ind Lcated Hot L n d i c a t e d  

0 U e l t l o n a b l e  payments  
a g g r e g a t i n g  $66.140 
d u r i n g  pas t  foul  y e a r n ,  
The p a y ~ n t s  ~ ¢ e  made 
in 8n a t t e m p t  to  r e -  
l o i r e  c l a i m s  i n i t i a t e d  
by foceLgn o f f L c i a / a  i n  
COnnect ion w i t h  t a x  and 
~dItoma m a t t e r s ,  w h i c h  
t he  cOlpany c o n l i d e r l  
iBFco_~r or i l l e g a l ,  

~nte not 
excoQdin9 $207,000 
p i t  year i n  connec -  
t i o n  w~t~ $2 .3  m t l -  

J ~ o n  p r  I . = .  . 

Yea 

ROt I n d i c a t e d  

Con tLnu [n  9 i n q u i r y  
has revea led  no 
" s l u s h  funds"  
maLntotned o u t -  
side the System 
of  c o r p o r a t e  
a c c o u n t a b i l i t y  or 
" k i c k b a c k S . "  

Not LndLcated Not IndLcated 

Rot i n d i c a t e d  
Not i n d i c a t e d  ROt i nd i caeed  ~Ot i n d i c a t e d  

P u b l i s h e d  b y  T H E  B U R E A U  O F  N A T I O N A L  A F F A I R S ,  I N C . ,  W A S H I N G T O N ,  D . C .  20037 

R i K h t  o f  r e p r o d u c t i o n  m i d  reds s t r = o u t i o n  r e s e r v e d  
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CERIATION 

Not Lnd~cnted 

Co~psny p o l i c y  
a g a i n s t  v i o l a t i o n  of 
domest ic  and {o :eLgn  
la~m a f f i r m e d .  
Fore Lgn agents now 
requLred to r e p r e -  
sen t  t h a t  commts- 
l i ons  v i i i  not be 
p s s | ed  on to  o t t e r s .  

Sot [ndLcated 

XOO 

Yea, &r~ a 
¢ e a f f i ~ l M i z i o n  
Of c o l p a n y  
Pa 1 i cy .  

Yea. Cessa t i on  
r i l l  no t  have a 
m a t e r i a l  e f f e c t  
oh r e v e n u e s .  

Re. The company 
s t l t e i  t h a t  the  
payment |  a re  
"cuatommry*  Ln the 
c o u n t r y  and t h a t  Lt 
w L | I  a u t h o r i z e  
s i nL lo r  payments Ln 
t he  f u t u r e  ~nan "no 
r e a s o n a b l e  o l t e r n a t i v e  
L~ a v a i l a b l e . "  

NOt Lnd tca ted  

Comaany LndLcatss 
t h a t  payments are 
u n d e s i r a b l e  bu t  t h a t  
i t  w L l l  c o n t i n u e  to  
make bhem "L f  no 
ceason~b le  a l t e r n a -  
t i v e  e x i s t s "  and the 
payment i s  approved 
by the P r e s i d e n t .  

No~ indicated 

A - 8  
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COMPANY 

d . 5 .  5 e a r l e  
and Co, 

S e c u r i t y  New 
York Corp.  

The 
l n g e :  

Co, 

TOTAL 
REVEN| 'ES 

FY 1R~4 
l inT 1 mummY) 

6=1,310 

2,5dT,U0u 

2,587,000 

TYPE OF 
STATEMENT 

Form o-K and 
Form 

Form S-K 

Repor t  of 
[ n v e t [ g a t i o n  
on Form 10-K 
and Proxy .  

o ~ r r l c  
POLITW.&I. 

CONTRIBUI~ONI 

No ~lleaal 
contributions 

u ( t i c e r a  of the  
company have been 
subpoenaed in con- 
n e c t i o n  w i t h  an [n -  
v e s t ~ q a t i o n  for  v i -  
o l a t i O n S  of New ~or~ 
Elec t i on  Law, The 
company b e l i e v e s  
t h a t  i t  ac ted within 
t he  scope of the law 

Grand Ju ry  I n d i c t -  
ment [ n v o l v t n q  
$15,000 c o n t r i b u t i o n  
c h a r g i n g  company and 
lower l~ve l  employee. 

OTN|R 
DOMUTIC 
MATTERS 

None 

O f f i c e r s  r e c e i v e d  
fees  wh ich  were l a t e r  
a l l e g e d l y  c o n t r i b u t e d  
to  polLt|cal  eampaLgnl .  

Not i n d i c a t e d  

FOREION 
POEJTICJIM. 

CONTRIliUTIONe 

None 

NOt Lnd i ca ted  

Rot indicated 

FOR|Iml  

¢ O l a W ~  

See " F o r e i g n  
O f f i c i a l s "  

Not i n d i c a t e d  

Not i nd ica ted  

:i 

Smi th  
I n t n ' l  

199,501 Amendment to 
Form S-~ 

NOt i n d i c a t e d  

Not i n d i c a t e d  NOt i n d i c a t e d  Rot i nd i ca t ed  

Sou the rn  B e l l  
Te lephone  and 
T e l e g r a p h  Co. 

Form S-9 Former employees 
made a l l e g a t i o n s  
of i l l e q a l  con-  
i F [ b u t t o n s .  

Nor th  C a r o l i n a  
COaStaaion found 
t h a t  $142,000 yes 
~ p r o p e r l y  accoun ted  
~O¢. The I~lcpoae Of 
thll mo~ey wan not 
d i S c l o s e d ,  however .  

NOt i n d i c a t e d  ( . 

$1O,O00 payment in 1970 Frem 1970 -73 ,  $617, O00 

Not i n d i c a t e d  

S t a n d a r d  O i l  
Of IndLana  ss 

S t a n l e y  

2 ,016 ,710  
Form B-K 
announc ing  
r e s u l t s  of 
i n v e s t i g a t i o n  

Probab le  l l l e q a l  s t a t e  
c o n t r i b u t i o n  o!  
$10,005 in  1970. 

to  t r a d e  a s s o c i a t i o n  for 
ps i  i t [ c o l  contr ibut ions. 
Aggreqate  Of $289 ,000  in  
promotional  a l lowances  
f rom s u p p l i e s  not recorded 
as a s s e t s .  

in I t a l y . F r o m  1970-75,  
$35,~00 In Canada. The 
c o n t r  l b u t i o n ~  ~ [ e  
l e g a l  [n these  coun-  
t r i e s  durLn?  the  
p e r i o d s  in q u e s t i o n .  

None None 

See "Payments 
to Foreign 
O f f i c i a l s "  

Not I n d i c a t e d  

Bole  
P r o d u c t s ,  

S t e r l i n g  Drug 

Sybron Corp. 

Tenneco I n c .  

164,521 

89g,787 

455,093 

5,S01,470 

Repor t  of 
I n v e s t i g a t i o n  
on Fore 8-R 

Form S-K an -  
nounc ing  r e s u l t s  
Of i n v e s t i g a t i o n  
covering f i v e  y e a r s .  

Form S-K 
announcing 
r e s u l t s  of  
investi~mtion 

Focm 5-K 
announc ing  
results of 
~ n v e e t l g a t i o n  

None 

No i l l e g a l  Not i n d i c a t e d  No i l l e g a l  
c o n t r i b u t i o n s  c o n t r i b u t i o n s  

Rot i n d i c a t e d  Not i n d i c a t e d  Not i n d i c a t e d  

Funds e s t a b l i s h e d  to 
r e c e i v e  VOlUntaRy em- 
p loyee c o n t r i b u t i o n s  to  
be used in accordance 
with a p p l i c a b l e  law. 
5 u b s i d i a r i e s  r~de laW- 
fu l  contributions o~ 
$18U,SOU in C a l i f o r n i a .  
Some $3,000 c o n t r i b u t e d  
illegally by s u b s i d i a r y  
in LOUS ions, 

Payments -o f  $2000 a month 
tO i s .  S h e r i f f  p r e s e n t l y  Not i n d i c a t e d  
under i n v e s t i g a t i o n .  V a r i o u s  
payments of $200-2000 may 
have been made tO s t a t e  u t i l i t y  
commiss ione rs ,  bu t  employee who p r o v i d e d  
i n f o r m a t i o n  now s t a t e s  t h a t  he was in 
e r r o r .  C o n t r i b u t i o n  to us Sena to r  wh ich  
two employees r e p o r t  as h a v i n g  been pa id  
to  obtain i n ~ l ~ e n c e  in Gene ra l  S e r v i c e s  
~:¢i~ is t rat ion d e c i s i o n .  

Compan F made payments 
from $103,000 to  
$180,000 [ rom 1970-75 
r e l a t e d  to  sa les  of 
$1.96 to 4 . ]  mi11Ion 
to  agenc ies  t h a t  were 
a f f i l i a t e d  with 
~ove tnments .  

NOt [rid l cmted 

Pay=ents to  c o n s u l t -  
an ts  o u t s i d e  c o n s u l t -  
t a n t ' s  d o m i c i l e .  

UOP, 
Inc. 

615,046 Form S-K 
ahnouncing 
r e s u l t s  of 
i n v e s t i g a t i o n  

~one Not i n d i c a t e d  None Not i n d i c a t e d  
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7 
pAYMEN'TI TO OTHEIq p O f ~ l m  

Payments" h'o ae'c~¢e ~ork ,  
t o t a l  [nrl ~I,3U3,~JOU {ram 
1973-75, which wece r e l a t e d  
to sa les  of $11.5 m i l l i o n .  
l 'ne les~ality of these 
payments under l o c a l  
l lw i~ "not 
f r e e  from d o u b t . "  

NOt indicated 

~ 1 -  LIMNLITY TOP M~N~BEMEN~r ' , 

" ' "  i n a p p r o p r i a t e  ...... M a n ' n e t s  of  subsi- 
d e d u c t i o n s  in d i a r i e s  authorized 

Recorded in the c o n n e c t i o n  w i t h  t he  payments* C e r t a i n  
books as marRet inn  payments.  E~t ' ima:*d members of dorpo ra te  
ex~enscs l i a b i l i t y  of manaqe~ent wore g e n e r a l l y  

Sb4,Ud0 f o r  1~73-74.  aware of some payments 
and in so~ cases a~tho- 
r t z e d  them. 

NOt ind [cared 

Not i n d i c a t e d  

- -  IP~ymeflt: 0¢ $13,.349 tO. 
t e l  C o l l l g l t a n ¢  tRzlCh v i i  
tO be $1111e~ 'oft. ,tO g o v l l [ n -  
m i n t  Off  l c  i,&IS." -Th'e' 
c ~ p a n y  c a n n o t  ~ e t t ~ y  " 
w h e t h e r  some o f  the 
money Will .in ~mCt pa |aed  
on to  t he  o l £ i c i a l f  however' .  

NOt i n d i c a t e d  

Not indicated 

Not [nd tcmted NOt I n d i c a t e d  " 

- -  l ad  Cat iOnS t h a t  ~ c o n - .  T U  consultant pa ld 
s u l t u n t  p a i d  I~lm" ~¢ h l s  $386,000 trom 1g?0-75.  
Zle8 ~o'r e x p e n s e s ,  of  R e t a i n e d  c o n s u l t a n t  to  
government  o f f  [ c ' t a l s .  o b t a i n  e x p l o r a t i o n  and 
Alm©, f¢Om 1~7~" t ~  l g 7 5 ,  p r o d u c t i o n  r i g h t s  pa id  
t he  e6mRany pa id  t r a v e l  $21~,000.  Sa les  p r i c e  
a s s i s t a n c e  tO gpvernmegt  i nc reases  to accomodate 
~eraonmel  and t h e i r  - .  customers in  1974 in  
£ a m i l i e ~  i n  aggr.e~am 9 t o t a l  ~ o u n t  of 
c o s t  Of $86 ,000 ,  $16 ,?00 .  

payment o~ $ 5 0 ; 0 0 0  " CompenlatLon bE 
to c o n s u l t a n t s  who employeea i n  a 
may have p a l a e d  most manner d e l l g n e d  
or  a p o r t i o n  0¢ t h a t  to a v o i d  f o r e i g n  
sum to  m ino r  g o v e r n -  t axe~ .  

~" I m n t  o f f l c l m l I .  

Payments o f  $33,000 
; to  ~252,000 In v a r i o u s  

years  to  o b t a i n  p r i c e  Not i n d i c a t e d  
l m c c e ~ e s ,  p r o d u c t  
r e g i s t r a t i o n s ,  and 

i "  w o t K , c o n s t r ~ c t i o n ,  
and po£t  permits. 

' P~y ran t s  to government 
employee~ acting as Not Lndlcsted 
p u r c h a s i n g  agen ts  or  
engLneers  ot  $76,500 
in 1974-19~5~related tO 
gales of 51.9 million. 

- -  ~50Q,O00 to  m i l i t a r y  
$1O,OOO to government  p e r s o n n e l ,  $330,000 

• employee.  S25,000 i nves ted  f o r  s c h o l a r s h i p  pmts. 
in domes t i c  conce rn  in p u [ s u a n t  to c o h e r e s -  

ii!. wh ich ~o re lgn  government  t u a l  a r rangemen ts .  
employees p r o b a b l y  had a Co. a lso  w i t h h o l d s  
~ e n e f i c i a l  i n t e r e s t ,  all or oar~ of foreign 

L Merchandise valued at  dealers' commission, 
$480 glven tO employee~ on reaoest, and pays 
Of @overnment purchast~ to desiqnated foreign 

banks. - -  a q e n c y .  

T r a n s f e r s  to administra- 
tive personnel eouivalent 
to $50,000 related to ~ales 
Of $1.2 million ann~ally. Not zndicated 
~ayments in similar amount~ 
f o r  f i v e  years .  Similar pay- 
ment to higher level official 
~ 1973 of ~40a000. 

Not i n d i c a t e d  

Not i n d i c a t e d  

Not i n d i c t . t e d  

Nor th  C a r o l i n a  
Commission found 
t h a t  $142,000 #as 
l ~ p r o p e r l y  accounted 
~or In  c a t , o / a t e  
books end ~ e c o r d l .  

O¢~-bOok-Eund t o t a ~ -  
In~ $333,000 mince 
1970. When c l o l e d ,  
money t r a n n ~ e t r e d  ~n 
technical violation 
Of t o r e t g n  e x c h a n g e  
l aws .  Some p o l i t i c a l  
c o n t r i b u t i o n s  were 

ecorded e l  sdve r -  
t i a i n q  e x p e n l e l ~  e t c .  

TWO o f t - b o o k  accoun ts  
malntai~ld b m 
f o r e i ? n  s u b l ~ d i a r y  
to ta l ing $~0,000.  

Not ~nd ica ted  Not i n d i c a t e d  

• . . - . • 

NOt i n d i c s t s d  

f l0t  Lnd i ca ted  

HOt i n d i c a t e d  

Some o [  the pay-  • 
min ts  were Improper -  
l y  deduc ted  for  
US tax  p u r p o l e s ,  

Ro liabillty 

Top management 
was not aware 
of the c o n t r i b u -  
t i o n n .  

i-Na " : ' .  

Rot . I n d i c a t e d  
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Crdl~t1~ON 

Yen. Policy 
ttate,~ent 
adopted. 

Not i n d i c a t e d  

Not  Imd i ca ted  

. ~ t s ,  und p¢~v im~!  
po l  try r e a f f i r m e d  . 

NOt i n d i c a t e d  

yes .  P o l i c y  
• Yes I tateA~ent 

adopted.  

Pay l l en l s  ~ppear t o  
have been a u t h o r i z e d  Yes, C e a l a t i o n  
by  one or  more v i i i  have no 
dri f ters/directors of  m a t e r i a l  adverse 
t h e  COBpIny. e f f e c t .  

Recorded as o r d i n a r y  Nana?emsnt of f oce ign  
s u b s i d i a r i e s  knew. 

buiimess expenses 
and description did amended returns One member of board of Yes. Termination 
not  i n d i c a t e  t r u e  f i l e d  for  1970-74.  d i r e c t o r s  a l so  knew w i l l  have no 
n a t u r e .  A l s o ,  o f~ -  of the payments,  m a t e r i a l  e f f e c t ,  

book fund~ r e p o r t e d .  

Recorded on books ~one 
Plannlng to 
p r o p o s e  pol  i cy  
$tatement. 

Some payments Im- Company is 
properly d e s c r i b e d  lnformatlon to Knowledqe of some 
on hooks and be turned over of the paymentS, developtnq • policy to assure 
records, to IRS. cessatzon. 

paymen t s  not  sup -  
p o r t e d  by adeoua te  R e p r e s e n t s : i r e  a t  
documentetton. None manaqe.ren~ was in- 

formed in I~73, 

~-9 
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CCM~A/fY 

TOTAl, 
IqEVENU~8 

I " f  ~d74 l ~ q O F  
ITATEM~NI" 

P ~ m C A L  
m m m n ~ l  

OTHER PORE~/e POf l t l~e 
++. • ~ IAUIITYPll  

MUIIPrE~I • ( ~ I T m I U T m ~ I  - ~ l l ~ m l ~ m  

U~t ted  FOrd) 8 - K ,  Form 
8 r M d l  3 , 8 1 1 . 8 S O  e n d  Proxy S t a t e -  

J ~ n t .  
Not | r l d i c a t e d  Not  l n d t c s ~ l +  NOt J ~ d $ c a t e d  

0 o l t n d  l l~ Iom 1~4) 
T e c h n o l o g  Ie4) r4 )vemle8  

F o r e  0- i t  
r a p o r t  l ag  r e -  
l U ~ t l  Oil i s r -  
t I g a t  I o l  

No I l lngal 
c a n t  r l b u t d o n l  Ha v i o ) s t l o n a  NO L i b e l  

o f  I ~  l a v a  e o n t r i l l ~ I t l O O l l  

The  Up~oh~ 805 .744  
Company 

e a r ~ I r -  
~ u ~ o r t  1 . 9 4 6 , 0 6 3  

CO. 

For4)  001  r e p o r t -  
l o g  r e l u l t e  of  
t n V e l t i ~ t | o n  

F o r m  8 - I  r e p o r t -  
i n g  r e s u l t s  o f  
i n m t l g o t i o n .  

l ~ n e  

~lone 

HOt I n d i c a t e d  • Hone .  

P l a O  l g ? l - l ~ ) S , c o ~  
t r i b a t L o o o  o f  

loot Lnd i¢4) ted $ 1 5 , 3 0 0 .  5 ~ e  l o c a l  
4 ) l f l n g l l l  u e r e  ~ l ~ l l e d  
t h a t  t M  c a n e r  l b a t i o n 8  
. e r e  l o g o 1 .  

NOt i n d i c a t e d  Ho~ i n d i c a t e d  

Not i n d i c a t e d  Hone 

~ s t L n g h o u s e  $ , 0 3 0 , 1 1 t  
B loc .  Corp. 

I~nLte C a n a l -  1 , 0 1 6 , 6 2 1  
1Ldated Znd.  

F O r l  S r e p o r t i n g  
r e s u l t s  o f  
I n v e s t  I g o r / o n  

F o r m  S - I t  r e p o r t -  
I r ~  r e s u l t s  o f  
i n v e s t L g a t L o n  

HOt lad  l a s t e d  

Hone 

W h i t a k e r  
Corp .  

7 7 0 , 2 4 6  

C o n t r i b u t i o n s  t o t s 1 -  From 1970-75,  • t o t a l  
lag $585 to  COheres- o f  $47,328 pa ~ to a 

Form 8 amendment s iena1  eand |da tea  by cuatomer in  c o n n e c t i o n  
t o  8-K r e p o r t i n g  ~ l d - l e v a l  employees v l t h  sa les  in c i r c u m -  
r e s u l t s  or l n v e s t [ ? a -  of the  company £rom s tances  making [k 
i t e m .  1970 to  1975. u n c l e a r  vhe the r  t he  

payments v ~ r e  l e g a l .  

HOt [nd  [ ca red  

Pub l i shed  by THE BUREAU OF NATIONAL AFFAIRS. INC., WASHINGTON, D.C. 20037 
R i g h t  o f  r e p r o d u c t i o n  lu~d  r e d i s t r i b u t i o n  r e s e r v e d  

F/or Lnd~catd~l 

I n  1974-3S75, poymento 
Of $ 1 . 1  m t l l | c m  in  
co4)4) ie l lo l~ l  arid I F I I I j  
p a r t  e l  v b i c h  l a y  h4)vo 
IXHm pa id  t o  LlUlopea- 
dOI5 t .  r e l P r l l H f ~ R  | v i i  
f o r  t h e  b a r t l e t t  4)1 
f o r e i g n  g o v e r  r d m n t  
4 ) f t l e l o l s  o r  e q p l o y e a e .  
A l i a ,  ~ p 4 y m t  Of 
03~0+00~ I~) T I N I M ~ -  
r e t i r e  d~O wOO S I N  
• com;o l tamt  to  a 
I t o l e  l (m  c o r p o r a t  l eo  
Ch i t  4)|11hi b e m m l l d -  
t i n  I g o ~ a r l m 4 m t  
I m l t r u a e n t o 3  ICy.  

, + 

l o a m  m a t e  m e  
to  g m r  nmen~ 
elrp14)yet8  o r  t o  t h i r d  
n r t t a o  ~ o  pe id  
g o v e r m m n t  e m p l o y e e s .  

C m m i l m l o o  p a y u n t  8 
t o  9 o v e r r m n t  gm- 
p loyeeo  t o t a l l n  9 
$ 1 , 0 U , ] 0 0  f r oa  
ID71-7S.  

Company .,'~ld 
91S0,00d tn e lCass 
Ol  harms1 r a t e .  
A l s o p o t M r  p a y M n t a  
no t  consLs ten t  v l t h  
norma l  p rocedure  yore+ 
dLoc loged+ I S  w l l  
aa p a y M h t  01 a l a r g e  
c o n e o l t a n t * s  fee .  

P a y M n t l  to  agents  
in  1974  k 1575 o !  
ac~roz ima to l y  
S87¥,000~ inc ludLn~  
g r a t u { t i e s  0f  
$10o000  r e l a t e d  to  
males Ot ;SO m i l l i o n .  
$302,000 p a i d  t a r  
s~ecLa l  se rvLces ,  

Sums r e c o r d e ~  a s  
s a l e s  c o m m i s s i o n s  
uBed f o r  o t h e r  
p u r p o s e s .  See  
"O the r  g o r e ( ~ n . "  

! 
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PAYMENTS TO 
FOREIGN OPFIC!ALS 

payment Of $1.25 mLi l lon 
to'~onduran o£~ ic ia l  i n  
connection with ques t ion  
imprint taxed. I t  was 
understood that a second 
51.25 millLon payment was 
to  be ~ d e ,  bu t  the company 
has decided not to make the 
payment. 

OTHER FONE~N BOOKS& R|CO~D~ USTAX KNOWLEDGE OF 
MAI"~E~ TREATke~.NT LIABILITY TO'MANAGEMENT CE~kTII0~ 

I n v e s t i g a t i o n  
of o ther  ~or~ign 
payments o~ 
~750,000. Yes ~ot i nd i ca ted  Y e s .  NOt tndtcated 

Company h~s d iscovered  tha t  
s u b s i d i a r y  pa id  $50,000 tO 
foreign government employees 
i n  v i o l a t i o n  Of ~ o r a  ~ n  law 
and be l teve~ t h a t  o the r  
payments were made o v e r  the 
l a s t  f i ve  y e a r s . ' l n  1973, the 
c o r p o r a t i o n . p a i d  ~40~000 tO a 
high ad~Lnlstratlve o ~ £ i c i a l  
in same f o r e l g n  c o u n t r y .  

Not i n d i c a t e d  
Inadequate documenta- 
t ion  of c e r t a i n  p a y -  
ment~ 

None 
R e p r e s e n t a t i v e  Yes. Fol Icy  
o~ top minaqement restatement 
was in£ormed Of issued. Ce l i a -  
the $40,g00 pay- t l o n  w i l l  have 
merit, no mater ia l  

a d v e r s e  s t r e e t .  

Payments ot  ~2,710,000 
made to  o E f i c i a l s  of 
government agent ies ~o t  i n d i c a t e d  
or i n s t r u m e n t a l i t i e s  
to secure sa les o!  $27 m i l l i o n .  
~26,000 [o¢ o the r  govern-  
ment a c t i o n s ,  i n c l u d i n g  
e x ~ e d i t i n ~  ~ayments. 

Payments trom 1971-1975 
f ro~  $1B,]o0 to  $221,200 
~nc lud ing  exped i tLng  pay- 
lments.  Payment~ fo r  [ l y e  
yea~ per iod  that totaled 
$SV6,00B. 

Payments of ~2,0Od per 
year Bade to tax a u d i t o r  
from 1971-75. A lso ,  pay- 
ments of $58,000 Ln two 
years to sa les company de- 
s igna ted  by e~ployee o[ 
govt -ovned corp .  Some 
$Sf0Ud/~ear to  ~ovt .  o ~ f i c i a l .  

G r a t u i t i e s  and q i f t s  
to  government o f f i c i a l s  
O~ $10.d00. Not known 
whether p a r t  of commission 
payments went to  govern-  
ment O ~ l c i a l s .  

Not  i nd ica ted  

Not  l n a l c a t e d  
The I t s  has been No ou ts ide  d i r e c t o r  knew 
advised oE the company's o [  payn~n t i ,  but ins lde 
l n v e s t i g i t i o n .  NO d i r e c t o r s  e i t h e r  knew or 
improper deduc t ions  the payments or a c t u a l l y  
were t l k e n  £o¢ 1975. approved them. 

Bank account not  Erroneous deduc t ions .  
on books was used £or year s 1970-73. 
to pay commissions A d d i t i o n a l  t axe l  o! 
on government sales in $325,83g were pa id ,  
some cases Other eom- 
miss ions booked as 
market inq  expenses. 

Fore iqn subsidLaEy L~aifltained 
o i l - b o o k  accounts to ~ake c e r t a i n  
l e g i t i m a t e  payments of some 
$59,~00 per year. One subs idcary  Tax ad jus tments  w i~ l  
had i nac t i ve  $3000 Of{ -book be made w h e r e  appro- 
account.  One other  [ocmer pcLate. 
subs i d i a r y  ma in ta ined a smal l  
o f f - book  account.  

No o~f-hook records .  
P a y m e f l t l  ~ e r e  r e c o r d e d  
as having o rd i na ry  ex-  
penses or as havLng I n v e s t i g a t i o n  l n d l -  
been made for  services cares that no aues t i on -  
rendered, In some able deduc t ions  were 
cases, documentat ion c la imed for  1975. 
was not co, p l a t e .  

Ye|.  Pol icy  
mtatement 
adopted. Ce l ia -  
t i o n  w i l l  have 
no mate r ia l  
adverse e f f e c t .  

One Eormer  member of  
sen io r  management was Yes. Po l icy  
a w a r e  ot the payments, statement 
bu t  none of the present  adopted. 
me~bers were aware. 

Yes. P o l i c y  
s t a t e m e n t  a d o p t e d .  

Ne i the r  manaqement Ces la t ion  w i l l  
not Board ot D i r e c t o r s  have no mater ia l  
were aware ot the adverse s t r e e t .  
a c t i v i t i e s .  " 

O¢ [ i ce ts  ot the 5ob- 
s i d l a r y  knew of  the Yes. Po l icy  
payments~ as did two statement 
members of the Board adopted. Cessa- 
OE d i r e c t o r s ;  none were hion w i l l  have 
aware o~ t h e i r  oues t ton -  no mate r ia l  ad- 
able nature, however, verse e [ t e c t .  

Not indicated,but 
see "Other  F o r e i g n , "  

$7,424.89 in I97D-71 Described as Comoany's ~en lor  Ye~, rea f f i rmed  
to  purchasing agent re imbursab le  v ice p r e :  ident  was o o l i c y .  
and management un-  expense. Comoanv Company ind i ca tes  a~are o£ payPents 
awsre, a lso  acqui red a t h a t  i t  w i l l  t i l e  made to avoid 

s u b s i d i a r y  t ha t  h~d amended tax re tu rns  employee taxes and 
Prom 1g?0-1975 some an off-book fund with where appropriate, other similar employee 
$126,000 were paid t o t a l  cash f low oE mat ters  ot the s u b s i d i a r y .  
to  employees a~ tom- 5300,0u0 tha t  was 
miss ions to avoid l i o u i d a t e d  in 1~75. 
f o r e i g n  income .  

A-]O 
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EXHIBIT B 
The following is a summary of the six reports  pre-  

pared and fried with the United States District Courts and 
the Commission pursuant to settlements of Commission 
actions against the corporations. Each of the reports  was 
required to be attached as an exhibit to the company's 
Current Report  on Form 8-K. In view of the significant- 
ly grea ter  degree of detail in these reports in comparison 
to most other disclosures ,  these reports have been sum- 
marized separately.  

These summaries  present a general view of the 
matters  set forth in the reports.  They are not intended 
to be inclusive. Moreover ,  in view of the limitations in- 
herent in summariz ing such a significant body of infor- 
mation, the Commission strongly urges that persons in- 
terested in the conduct of particular corporations contained 
in this exhibit consult the actual reports themselves. 

Also contained in this exhibit is a description of 
the facts alleged in eight other cases, the most recent of 
which was fried on May 10, 1976. in all of these cases,  
the corporate defendants consented to permanent injunc- 
tions against violations of the federal securit ies laws with- 
out admitting or  denying the allegations set forth in the 
Commission 's  complaint and described herein. */  The 
factual allegations described in this portion of e~hibit 
should be read with that limitation in mind. 

AMERICAN SHIP BUILDING COMPANY 
The report, compiled by a special review commit- 

tee comprised of two outside directors and an independent 
chairman, was filed on April 25, 1975, pursuant to the 
terms of a jndgment and order entered against the Ameri- 
can Ship Building Company. It generally indicated the 
following: 

Domestic Political Contributions: The report  in- 
dicates that selected employees were paid bonuses of 
$30,000 in 1970, $25,000 in 1971 and $42,325. 17 in 1972. 
After receiving these bonuses and paying taxes thereon, 
the selected employees would be directed to contribute the 
remainder to various political figures. The Review Com- 
mittee decided that the $42,325.17 bonus paid by the corn- 
party to the nine selected employees in 1972 was a ques- 
tionable expenditure and should be repaid to the company 
by its principal officer. 

Other Domestic Payments: The report did not in- 
dicate whether other domestic payments were paid from 
corporate funds, 

Foreis"n Political Contributions: The report did not 
state whether foreign political contributions were made 
from corporate funds. 

Questionable Foreign Sales-type Commissions: 
The report did not indicate whether questionable foreign 
sales-type commiss ions  were  paid from corporate funds. 

Payments to Forei~[n Officials: The report did not 
indicate whether payments to foreign officials were made. 

Other Fore ign  Pa),ments: The report did not indi- 
cate whether other  foreign payments were made from cor-  
porate funds. 

Books and Records Problems: The questionable 
bonuses discussed above were recorded as bonuses on the 
company's books and records .  If the contributions made 
from them should be deemed to have been made by the 
company, recording them in this manner would be ques- 
tionable. The repor ts  did not indicate whether other pos- 
sible books and records  problems existed. 

U, S. Tax Liabilit ies: The report did not indicate 
whether problems exist  regarding the company's U.S. tax 
liabilities. 

Mana g_ement Knowledge: The report indicates that 
the company s tbp management was aware of the bonus pro- 
gram and that it was established to distribute funds to 

*/ On case,  Securi t ies and Exchange Commission v. 
Kaivex, CCH Fed.  Sec. L. Rptr. para. 95,226 (July'7, 
197-g7~, was lit igated by one of the individual defendants. 

various political organizations. Key management officials 
were involved in the program. 

Cessation: The report  indicates that the company 
apparently terminated the bonus program after it was 
disclosed to the Watergate Committee. The report neither 
indicates nor recommends future company policy changes 
or  other measures to assure that there  will be no repeti- 
tion of such questionable payments. 

ASHLAND OIL INC. 
The report-'-was filed pursuant to the terms of a 

judgment and undertaking entered on May 16, 1975, 
against Ashland and some of its princlpal officers. It was 
prepared by a special review committee comprised of 
outside directors of the company. The special committee 
retained independent counsel and independent accountants 
to assis t  in the investigation and in preparation of the re- 
port. Neither the counsel nor the accountants were Ash- 
land's regular outside counsel or  auditors. The report, 
dated June 26, 1975, was fried with the Commission and 
the U.S. District  Court for the Distr ic t  of Columbia on 
July 7, 1975. It revealed the following: 

Domestic Political Contributions: The report dis- 
closed that Ashland made domestic political contributions 
f rom corporate funds totalling nearly $850, 000 during the 
period 1967 to 1972. The report  indicated that a total of 
$25, 700 expended from 1972-1974 constituted legal con- 
tributions. The following sums were  reported but not 
identified as legal, however: 1967 - $66, 500; 1968 - 
$239, 600; 1969 - $46, 300; 1970 - $71,700; 1971 - $54,500; 
1972 - $256,815. In additlon, the report  indicated that 
$71,700 was "presumed to have been used" for political 
contributions during the 1967-1972 period. 

Other Domestic Payments: The report  indicated 
that $15,000 was paid by a subsidiary of the company in 
1970 in response to an extortionate demand by a local 
government official. Federal  cr iminal  charges subse- 
quently were  brought in connectton,~vith this payment. 

Foreign Political Contributi6ns: The report  |ndi- 
cared that Asfiland Oil Canada, Ltd. (approximately 85% 
owned by Ashland Oil, Inc. ) made political contributions 
of corporate funds in connection with federal and provin- 
cial elections in Canada. From September 1970 through 
September 1974 the total amount expended for such pur- 
poses was approximately $125,000. The report  indicates 
that the Chairman and Chief Executive of Ashland-Canada 
advised the Special Committee that, in his opinion, such 
payments were not prohibited by applicable laws. 

Payments to Foreign Officials: The company paid 
$202,000 to officials in a foreign country in connection 
with the acquisition of petroleum rights and the transfer  
of operating permits.  The report  also stated that in 1967 
and ] 968 the company made payments totalling approxi- 
mately $50, 000 to a group of individuals who were to pro- 
vide "consulting serv ices"  to ass is t  the company in the 
initiation of a refinery project in another country, This 
group included officials of that country. 

The report  states that in 1969, Ashland's Chief 
Executive Officer personally delivered $7,500 to an of- 
ficial  of a third foreign country. The report  further 
states that the company expended $2, 500 of corporate 
monies on behalf of another official of that country, and 
that all or  part of a $I00, 000 payment by the company to 
a consultant in that country may have been paid by the 
consultant to another official of the national petroleum 
company of that country. 

Other Foreign Payments: In connection with 
Ashland's attempts in the late 1960s to secure business 
opportunit/es In a foreign country, the company made 
substantial payments to various consultants. Thirty 
thousand dollars of the amounts paid to a part/cular con- 
sultant were sot sat/sfactorily corroborated by the 
special committee. The committee was unable to deter- 
mine to its satisfaction that such amounts were received 
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by him and were not used for political or i l legal purposes 
in the United States or  overseas.  

Additional payments and transactions, totalling 
$162,500 during the period 1967-1970, were identified 
as having been effected with virtually no written docu- 
mentation or with inadequate supporting documentation. 
In almost every case, they involved overseas cash 
disbursements to senior officers of the company. 

Books and Records Problems: Most, if not all, 
of the transactions generating funds for domestic pay- 
ments were improperly reflected on Ashland's books 
and records. Cash was generated for the fund princi- 
pally by overseas wire transfers from company accounts 
at domestic banks to overseas correspondent banks. 
The funds would then be withdrawn by a senior corporate 
officer and secredy returned to corporate headquarters 
in the United States. False entries (e.g., "intercom- 
pany advances--exploration~production") were made in 
the company's books and records to cover such transfers 
and disbursements. 

U.S. Tax Liabilities: As a result of the improper 
entries on the company's books and records, improper 
deductions totalling at least $429, 997 were taken by 
Ashland in connection with its United States taxes. At 
the time of the report, the company had entered into a 
settlement with the IRS as to certain years in question, 
and it was understood that the IRS was continuing to re- 
view the tax returns for the remaining years. 

.Management Knowledge_: The great majority of 
domestic payments were made by means of an off-books 
cash fuhd kept in an officer's safe at corporate head- 
quarters. Senior management of the company, including 
the Chairman and Chief Executive Officer, Vice- 
Chairman and Chief Administrative Officer, as well as 
a number of other senior officers, were not only aware 
of but were actively involved in the operation of the fund 
and participated in the diversion of corporate monies to 
the fund and in making disbursements therefrom. (A 
total of more than $800, 000 in cash was funneled through 
this fund over a seven year period. ) There is also evi- 
dence that certain former principal off/cers of the 
corporation may have made contributions from corporate 
funds in addition to those specifically identified in the 
report. Senior off/cers of the company were directly in- 
volved in and aware of most of the foreign payments 
identified above. 

Cessation: The report contained numerous 
recommendations by the special committee with respect 
to the cessation of the practices described in the report 
and establishment of new controls over certain business 
activities and practices. Recommendations also were 
made regarding certain matters of corporate structure. 
The principal recommendations, with the action taken by 
the Board in response thereto shown in parenthesis, are 
as follows: 

(I) No political contributions should be made by 
the corporation,  whether lawful 6r not. (Adopted, 
except for political contributions which a re  legal 
under a foreign country's laws) 

(2) Adopt/on of a policy and appropriate imple- 
menting procedures against the use of corporate 
assets for any purpose illegal under the law of the 
jurisdiction where the transaction occurs. (Adopted 
with specific recommended procedures to be 
developed and submitted for further Board considera- 
lion) 

(3) A policy against the maintenance of undis- 
closed funds or  unaccounted for expenditures. (Adopt- 
ed) 

(4) Establishment of additional controls over cash 
disbursements,  for  example, all disbursements from 
corporate accounts to be made only by check payable 
to the ultimate payee; no bearer  checks or  checks paya- 
ble to cash. (Specific control proposals re fe r red  to 
Audit Committee) 

(5) Various recommendations regarding streg'then- 
ing of the corporation's Internal Audit Department, re- 
vising controls over corporate bank accounts and bor- 
rowing, controls over the use of corporate aircraft, 
etc. (Executive Committee to review and report to 
Board) 

(6) Establishment of control procedures with re- 
spect to arrangements with consultants, such as re- 
quiring senior officer or Board approval for various 
levels of expenditures and requiring an attestation by 
the consultant that he will not return any funds to of- 
ricers or employees of the corporation and will not 
make illegal payments to third parties. (No action) 

(7) Change in composition of the Board of Directors 
to a maximum of 15, with a majority to be neither of- 
ficers not employees of the corporation (the board then 
existing was composed of 17 directors, of which 10 
were "insiders. ") (Referred to Directors Committee 
for subsequent report to the Board) 

(8) Changes in the Executive, Audit and Nominat- 
ing Committees of the Board of Directors to increase 
the proportion of outside Directors on each. (Referr- 
ed to Directors Committee for subsequent report to 
the Board). 

GULF OIL CORPORATION 
The Gulf Oil report was compiled by a special re- 

view committee comprised of two of the outside directors 
of Gulf and the chairman of the committee, who was com- 
pletely independent. The committee retained outside ac- 
countants and counsel to assist in its investigation. The 
report was filed on December 30, 1975. It disclosed the 
follow hag: 

Domestic Political Contributions: The report dis- 
closed specific domestic political contributions (including 
gifts and related expenses)from corporate funds totalling 
approximately $I. d million from 1960-1972. The report 
further disclosed that during the period Gulf had approxi- 
mately $5.4 million returned to the United States from 
foreigh countries in off-books transactions to be used for 
political contributions, gifts and related expenses. The 
Committee was unable to determine the disposition of 
over $4 million of this total. 

Other Domestic Payments: The report does not 
indicate whether other domestic payments were made 
from corporate funds. 

Foreign Political Contributions: The report indi- 
cates that the company made foreign political contribu- 
tions in seven countries totalling approximately $6.9 mil- 
lion during the period 1960-1973. In some of these 
countries the payments were legal; in others they apparent- 
ly were not. With respect to those contributions that the 
committee was able to trace, the report identifies the 
recipients and discusses the circumstances involved. 

Questionable Foreign Sales-T)rpe Commissions: 
The committee did not find any unusual or excessive com- 
missions. However, it recommended that the Board of 
Directors institute a review of all commissions and con- 
sultants fees. 

Payments to Foreign Officials: The report  treated 
all payments to foreign officials as foreign political con- 
tributions, discussed above. 

Other Foreign PaTments: The repor ts  indicated 
that the Committee Investigated leads in approximately 
eleven foreign countries which proved frui t less .  

Books and Records Problems: The repor t  de- 
scribed the use of a subsidiary in the Bahamas to launder 
approxlmately $I0 million for both foreign and domestic 
use. The cgmpany would disburse approximately $500, 
000 a year to the subsidiary, which would be capitalized 
as operaling expenses of the subsidiary. Every few 
weeks, approximately $25,000 would be brought back to 
the United States to create an off-books fund for domestic 

• purposes. The repor t  also discusses the false account- 
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ing used in connection with approximately $2.3 million 
used for foreign contributions. 

U. S. Tax Liability: The IRS is investigating to 
determine whether the company has additional tax liabi- 
l i t ies.  

Management Knowledse: The report  concluded 
that certain past top officials of the company knew of the 
questionable and i l legal  activities and that others current- 
ly in the company's management should have known of the 
activities.  A past Chairman of the company and two past 
Executive Vice-Presidents  resigned as a result  of these 
activities and the Secre tary  was removed from the 
position and given a position in the company's legal 
department.  Additionally, one director found to be in- 
volved did not run for re-e lect ion.  

Cessation: The repor t  concluded that Gulf's 
questionable act ivi t ies  have been effectively terminated. 
The repor t  discussed the changes in corporate policy on 
which it based its be l ie f ,  including: 

(1) A statement in the Policy Manual that illegal 
contributions of corporate funds are prohibited and 
activities in this area  must be reported to the Chief 
Executive Officer and the Board; 

(2) A requi rement  that approval of retainer and 
consulting agreements  exceeding certain amounts must 
be obtained at a high level of management; 

(3) Establishment of a policy of compliance with 
all laws and regulations of all countries where Gulf 
operates; 

(4) Institution of tighter control over bank 
accounts; and 

(5) The requ i rement  of annual representation 
le t ters  from cer ta in  executives and employees. 

The repor t  also indicated certain accounting 
procedures had been changed in an effort to prevent such 
activities and recommended certain other changes to the 
Company. 

MINNESOTA MINING AND MANUFACTURING COMPANY 
The repor t  of the Minnesota Mining and Manu- 

factxlring Company ("3M) was prepared by a special 
agent, Judge William P. Murphy, a ret ired Associate 
Justice on the Minnesota Supreme Court, upon comple- 
tion of an investigation whic h was conducted pursuant to 
a judgment and undertaking entered against the company. 
k was filed with the Company's Form 8-K for the month 
of November, 1975. Generally, i t  reveals :  

Domestic Political Contributions: Between 1963 
and 1969, a total of $533,997 of 3M corporate funds was 
misappropriated and placed in a secret  fund to be used 
for domestic corporate  political contributions. Of that 
amount, $545,799 ult imately was used for domestic 
corporate political contributions from 1963 to and in- 
cluding 1972. Although some contributions were made in 
states where such corporate  contributions were legal, 
the vast majori ty of this amount was illegally contributed. 

The asses ts  of the secre t  fund were generated 
through fictitious foreign insurance premiums issued 
from 1953-19720 and through kickbacks by a foreign legal 
consultant from 1967-1969. 

Other Domestic Payments: The report  indicated 
that no other corporate  domestic payments were dis- 
covered, 

Foreign Political Contributions: The report indi- 
cated that no corporate  foreign political contributions 
were discovered. 

Questionable Foreign Sales-type Commissions: The 
report  indicated that no other corporate foreign sales-  
type commissions were discovered. 

Payments to Fore ign  Officials: The investigation 
revealed that in 1975 a payment of $52,000 was made by 
the Managing Director  of a 3M foreign subsidiary to a 
foreign customs official to avoid liabilities and penalties 
ar is ing from an al leged evasion of customs payments. 
Because such payment was unauthorized and contrary to 

3M policy the individual was rel ieved of his duties, as- 
signed to another position with 3M, and required to exe- 
cute notes in the amount of $52,000 to 3M. The report 
did not disclose the identity of the foreign country, foreigu 
subsidiary, or  managing director  in light of the small 
size of the subsidiary, which accounted for  less than one 
percent of the consolidated sales and profits,  and 3M's 
c la im that such disclosure would imperi l  the company's 
investment,  expose its property to expropriation, or re- 
sult In costly harassment .  

Other Foreign Payments: The report  indicated that 
no other foreign corporate payments were discovered. 

Books and Records Problem: The assets  of the se- 
c re t  fund used to make domestic political contributions 
were  falsely recorded on the books and records of 3M as 
foreign insurance premium expenses from 1963-1967 and 
as foreign legal expenses from 1967 through I959. 

U.S.  Tax Liability: Because al l  of the sums placed 
in the secre t  fund were recorded as insurance and legal 
expenses and deducted in computing federal  income tax, 
the computations on its tax return were in e r ro r .  At last 
repor t ,  two of the individuals responsible for the political 
contribution schemes were under federal  indictment as a 
result  of the filings. 

Management Knowledge: The President and Vice- 
President of Finance actively participated in the activities 
connected with the political contributions, as did the com- 
pany's Director  for Civic Affairs. Subsequently, another 
President also authorized disbursements from the secret 
fund, but did not participate in its replenishment. 

Cessation, Domestic political contributions were 
not made af ter  1972, at which time the then President 
became aware that they were il legal.  On August 16, 1972, 
the President caused 3M voluntarily to contact the Special 
Prosecutor ' s  Office to inform it of the fund's existence 
and use. Subsequently, 3M and tile President both pled 
gnflty to violations of the Corrupt Practices Act and fines 
were imposed on both, 

As a direct  consequence of these unlawful corporate 
political contributions and the result ing criminal  convic- 
tions and civil  injunctions, three officers resigned. An- 
other was to re t i re  in 1976. 

Other than a statement within the report  that 3M 
had accepted the above resignations and has taken steps 
to minimize the possibility of a recurrence  of a similar 
event, no other steps to minimize the possibility of a re-  
currence  are reported. The report  mentioned that the 
Audit Committee made up of "outsiders" is a significant 
de ter rent  to s imi lar  future activit ies.  

PHILLIPS PETROLEUM COMPANY 
The report ,  tiled pursuant to a judgment and order 

entered against Phillips Petroleum Company as part of a 
sett lement on March 6, 1975, was based on an investiga- 
tion conducted by outside counsel. One of the partners 
of the f i rm retained to conduct the investigation was an 
outside d i rec tor  of the Company. The report  was dated 
September 26, 1975. It indicated: 

Domestic Political Contributions : The report  
disclosed that Phillips made domestic political contribu- 
tions from corporate funds totalling approximately 
$585,000 from 1964 through 1972. The contributions in- 
cluded $215,000 contributed in conjunction with state 
elect ions;  $70,000 contribumd to various candidates in 
conjunction with political dinners; $125,000 contributed 
to Congressional candidates; and $175,000 contributed to 
Presidential  candidates. The report  did not attempt to 
distinguish between illegal and legal contributions. 

Other Domestic Payments: The repor t  did not 
indicate whether other domestic payments were made 
from corporate fimds. 

Foreign Political Contributions: The report  did 
not indicate whether foreign political contributions were 
made from corporate funds. 
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Questionable Foreign Sales-type Commissions: 
The report did not indicate whether questionable foreign 
sales-type commissions were paid from corporate funds. 

payments to Foreign Officials: The report did 
not indicate whether payments to foreign officials were 
made from corporate funds. 

Other Foreign Payments: The report indicated 
that $I, 258,000 of off-books cash was paid to two foreign 
individuals involved in a construction project by Phillips 
in a foreign country. The report indicates that this pay- 
ment, which was not properly entered in Phillips' books 
and records, was for services rendered to Phillips in 
connection with the project and was made secretly to 
enable the two individuals to avoid income taxes by their 
country.  

Books and Records Problem: Beginning in 1963, 
Phillips disbursed over $2.8 million of corporate funds 
to two Swiss accounts. These disbursements were made 
by means of false and fictitious entries on its books and 
records. $2.1 million of the total was represented as 
an overpayment on a contract. The balance of the fund 
was generated by means of a secret discount which 
Phillips received in conjunction with a transportation 
contract. Neither of these rebates were reflected on 
Phillips' books and records. 

U.S. Tax Liability: The $2.8 million in the slush 
fund discussed above was not reported as income by 
Phillips. Subsequently, it has been so reported. Evi- 
dently, Phillips did not claim any deductions for the pay- 
ments it made. The IRS is investigating the company's 
tax returns. 

Management Knowledge : The chief executive 
officers of Phillips in 1963 and 1964 were responsible for 
originating the fund. The subsequent chief executive of- 
ricers were aware of and controlled the fund. The report 
indicates that few others in the company knew of the fund. 

Cessation: Since Phillips' consent to the entry 
of permanent injunction, the company has issued a direc- 
tive to the heads of staff under the signatures of the 
Chairman and President, prohibiting the creation and 
maintenance of secret or unrecorded funds of assets and 
the recording of false and fictitious entries in books and 
records of the company, and reiterating the company 
policy against the use of corporate funds for unlawful 
purposes. 

Also, the company's board has acted to carry out 
the requirement of the judgment that it monitor the 
activities of the company on a continuing basis to prevent 
recurrence of the offenses which had been the subject of 
action. By a resolution adopted on June 9, 1975, the 
board recited the terms of the final judgment of perma- 
nent injunction and undertaking and assigned extensive 
new responsibilities in connection therewith to the audit 
committee. Pursuant to that resolution, the audit com- 
mittee is engaged in establishing, in consultation with 
the company's outside auditors and comptroller, report- 
ing and auditing procedures designed to ensure the ob- 
servation of the terms of the final judgment. 

NORTHROP CORPORATION 
The report was fried pursuant to the terms of 

a judgement and undertaking entered April 17, 1975, 
against Northrop and certain of its principal officers. 
It was compiled by the outside directors of Northrop's 
Executive Committee. The Committee retained inde- 
pendent accountants and independent counsel to investi- 
gate and report on the nature and extent of corporate 
misconduct. The report, dated July 16, 1975, was filed 
With the Commission and the United States District 
Court for the District of Columbia, on July 17, 1975. 
In general terms, it revealed: 

Domestic Political Contributions: The report 
disclosed that Northrop made domestic political con- 
tributions from corporate funds totalling at least $501,928 

during the period 1962 to 1973. This total includes 
$150, 000 specifically identified as having been illegally 
contributed to the 1972 Nixon re-election campaign. 
Moreover, the majority of all contributions were ef- 
fected by means of falsely recorded transactions from 
an off-books fund of cash. 

Other Domestic Payments: The report indicates 
that Northrop's Eastern Regional Office (located in 
Washington, D.C. ) engaged in improper practices\in- 
volving the extensive use of cash and improper account- 
ing for funds that the report described as "in effect, a 
hidden fund of cash." A total of $119,000 was disbursed 
in numerous cash transactions by that office from 1971 
to 1973. While the Committee did not specifically con- 
elude that violations of law had, in fact, taken place, 
the report indicated that such expenditures were pre- 
dominantly made in connection with the company's ef- 
forts to extend "corporate hospitality" to government 
officials  and that the "acceptence  of such hospi tal i ty  by 
the officials involved appears  to have been ques t ionable ."  
The repor t  a lso indicated that  $40,000 paid to a Northrop 
consultant  was used to pay the r e t i r ed  Chief Counsel of 
a House Commit tee  for  "consu l t ing  s e r v i c e s . "  

Fore ign  Polit ical Contributions:  While the repor t  
indicated that Nor throp made ve ry  substantial  ove r seas  
expedi tures ,  n o n e  w e r e  speci f ica l ly  identified as  having 
been made as fore ign poli t ical  contr ibut ions .  

Questionable Fore ign  Sa les - type  Commiss ions :  
The repor t  detai ls  the Commi t t ee ' s  invest igat ion into 
nineteen specif ic  t ransact ions  o r  a r r angemen t s  identi-  
fied by the independent audi tors  as  r equ i r ing  fu r the r  
invest igat ion.  Most  of these involved o v e r s e a s  agency 
and commiss ion  a r r angemen t s .  In all,  the company 
paid approximate ly  $30 mil l ion to fore ign consultants  
and sa les  agents,  a s ignif icant  por t ion of which was 
found to have been inadequately accounted for ,  lacking 
in documentary support  o r  incapable of sa t i s fac to ry  
cor robora t ion .  

Payments to Fore ign  Officials:  The r epo r t  
identified a total  of at l eas t  $454,400 as having been 
specif iea l ly  paid to fore ign  off ic ia ls ,  and indicated that 
such payments  " r a i s ed  se r ious  quest ions as to poss ib le  
violat ions of l aw . "  Of this amount, payments  aggregat -  
ing $450,000 were  made to a fore ign agent of the com-  
pany with the knowledge that these  funds w e r e  to be 
paid to two fore ign off ic ia ls .  The remain ing  $4,400 was 
paid d i rec t ly  to an off ic ia l  of another  country,  in an 
apparent ly unlawful effort  to se t t le  a tax l iabi l i ty .  In 
addition, it is evident  f rom the r epor t  that substant ial  
amounts of money paid by Northrop as commiss ior t  fees 
were  paid to individuals o r  organizat ions  having pr inc i -  
pals who were  then foreign government  officials  o r  who 
were  o r  had been c lose ly  assoc ia ted  with fore ign  off icials .  
F o r  example,  a foreign official  was a pr incipal  in a 
fore ign corpora t ion  which Northrop used as a market ing  
agent in connection with fore ign sa le s .  The company 
r ece ived  an init ial  advance f rom Northrop of $250, 000 
and cur ren t ly  has c l a ims  against  Nor throp for  $7-8 
mil l ion.  

Other Fo re ign  Payments:  Subsequent to the repor t ,  
the company d isc losed  that approximate ly  $861,301 had 
been paid by one of its subs id ia r ies  durLng the per iod 1969 
to 1975 to recipients in several foreign countries. The 
company indicated that such payments  "may have been in 
violat ion of applicable laws. " The company fu r the r  indi- 
cated that these amounts were  paid by the subs id ia ry ' s  
managing d i r ec to r  without Nozihrop ' s  knowledge. Approx-  
imate ly  $129, 000 of this amount was paid subsequent to 
the en t ry  of the judgment  against  Northrop in the C o m m i s -  
s ion ' s  injunctive action. 

Books and Records  Problern: An unrecorded  "slush 
fund" was ut i l ized by top management  of Northrop as a 
pr incipal  means of funding pol i t ical  payments .  The fund 
was der ived  f r o m  payments,  total l ing $I. 15 mil l ion over  
a 12 i / 2  year  period,  to a foreign consultant re ta ined by 
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Northrop. Approximately one-thlrd of the amount paid to 
the consultant ($376,000) was returned in cash to a senior 
Northrop official who maintained the secret fund. The 
total of the $i. 15 million paid to the foreign consultant was 
inaccurately reflected on Northrop's book and tax returns 
as consultants' payments. The practices of Northrop's 
Eastern Regional Office involved currency transactions 
totalling $119, 000 which were effected by means of im- 
proper accounting practices. The payments to two foreign 
officials by an agent of the company were deducted by the 
company as "ordinary and necessary business expenses" 
on Northrop's 1973 tax return,  resulting in an inaccurate 
statement of income. The company's treatment of such 
payments also resulted in an inaccurate submission of 
cost figures to the Department of Defense. In addition 
substantial amounts of Northrop's  other foreign commis- 
sion payments were effected by means of improper or in- 
adequate accounting practices,  and frequently were totally 
lacking in any appropriate documentation. 

U.S. Tax Liability: Many of the payments and 
transactions may have involved substantial omissions and 
misstatements by the company of various items in its 
U.S. tax returns. The IRS has been conducting an invest- 
tgation into the matters disclosed in the report and re-  
lated matters.  

Management Knowledge: The Chairman of the 
Board of Directors of Northrop, who also was President 
and Chief Executive Officer; and a fo rmer  Vice-President 
and director,  personally maintained the unrecorded cash 
fund and made political payments therefrom. The same 
fo rmerVice  President received the cash rebated by the 
foreign consultant for diversion to the fund. While both 
have maIntained that they were the only officers, directors 
or employees specifically aware of or responsible for the 
creation and use of the sec re t  fund, various other senior 
company officials knew of or  participated in the consulting, 
commission and other arrangements detailed in the re-  
port. In addition, the repor t  included iafformation con- 
f irming that the Chairman of the Board submitted falsified 
documents to federal investigators in connection with the 
Nixon contribution investigation, and that all four officer- 
directors involved in the transactions had given false 
statements to federal investigators.  

Cessation: The report  contained various recom- 
mendations with respect to correct ing the improprieties 
revealed by the investigation, including the following: 

(1) Board approval should be required on all 
consultants' or agents'  agreements  above specified 
dollar amounts, with a requirement  of written approval 
by senior management of all significant consultants' or 
agents' relationships. 

(2) The adoption of specified procedural require-  
ments to assure that information is obtained regarding 
proposed consultants' or  agents '  agreements to insure 
their  propriety and to enable informed management 
decisions prior to entering into such agreements. 

(3) The adoption of specific requirements to be 
incorporated into all consultants '  or agents' agree- 
ments, including a covenant by each consultant or 
agent that he will comply with all applicable laws, 
that periodic reports concerning his activities will be 
furnished to the company, and that he will enter into 
no undisclosed relationships.  

(if) The adoption of a policy prohibiting retention 
of a government official as a representative of the 
company absent a c lear ly  legal basis for doing so under 
applicable laws and unless pr ior  Board approval has 
been obtained. 

(5) Recommendation of policies regarding other 
corporate matters,  including the formalization of 
procedures to insure against violation of conflict of 
interest  laws, against impropr ie t ies  in providing cor- 
porate hospitality to government officials, and to assure 
compliance with federal procurement regulations. 

(6) Identification of certain institutional short- 
comings as subjects for Board action to correct a 
corporate atmosphere which permitted the practices 
discussed. 

(7) Adoption of a new policy requiring periodic 
changes in the company's outside auditors as an added 

• safeguard in the audit process. The company had had 
the same independent auditors for over 35 years. The 
Committee did not find any breach of duty by the auditor 
in fulfilling its responsibility to conduct its audits in 
accord with appropriate standards. 

The following is a description of the facts set 
forth in the Commission 's  complaints in cases  that have 
not yet resulted, or  in one case will not result ,  in the 
production of reports  similar  to those previously analyzed. 

Braniff Airways, Inc: 
The complaint, naming Braniff Airways, Inc. ,  

Braniff International Corporation and three officers of 
Braniff Airways as defendants, charged the maintenance 
of a sec re t  fund of corporate assets  in excess of $900,000, 
which was used in connection with an illegal political con- 
tribution and secret  payments to travel agents in Latin 
America  in contravention of the Federal  Aviation Act, 
foreign law and International Air  Transport  Association 
resolutions. Among other things, it was also alleged 
that certain of the defendants disbursed $40,000 in cor- 
porate funds to a Panama corporation closely held by a 
regional vice president of Braniff Airways as an alleged 
bona f ide expense, when in fact t.hls payment was a vehicle 
for conversion of corporate assets into cash to be used for 
unlawful polit ical purposes. 

General Ti re  & Rubber C0rporat{on: 
The Commission alleged that a "slush fund" had 

been established by General Tire  and its subsidiaries in 
order  to obtain favorable treatment by certain foreign 
governments.  In addition, the complaint alleged that 
through purported salary increases and bonuses corporate 
funds were diverted for political purposes. In the aggre- 
gate, severa l  million dollars were used for these and 
s imi la r  undisclosed corp6rate .activities. The allegations 
are descr ibed in more detail at pages 5-6 of this report. 

Kalvex, Inc: 
The Commission charged defalcations of corporate 

assets  by senior officers who allegedly submitted duplicate 
expense vouchers and received kickbacks that were not 
reported to the company. Following litigation, an order of 
permanent injunction was entered. 

Lockheed Aircraf t  Corporation: 
The Commission complaint named Lockheed, the 

Chairman of the Board of Directors from 1957 until Febru- 
ary 1976, and the President of the company from 1967 
until October 1975. In particular, the Commission alleged 
that sec re t  payments of at least $25 million (at times in 
cash) had been made to foreign government officials for 
the purpose of assisting Lockheed in procuring and main- 
raining contracts with foreign government customers,  and 
in expediting permits  necessary to perform existing con- 
tracts .  Among other things, it was alleged that the de- 
fendants disguised these secret  payments on Lockheed's 
books and records  by utilizing, or causing to be utilized, 
false accounting entries,  cash and "bearer"  drafts pay- 
able direct ly  to foreign government officials, nominees 
and conduits for payments to government officials and 
other ar t i f ices  and schemes. As a resul t  of their  activi- 
t ies,  at least  $750, 000 was not expended for the purpose 
indicated on the books and records of Lockheed and its 
subsidiaries  and was deposited instead in a secret  Swiss 
bank account, and an additional $25 million was expended 
in sec re t  payments to foreign officials. In addition, the 
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Commission alleged that over $200 million was disbursed 
to consultants and commission agents without adequate 
records and controls to insure that the services actually 
were  r e n d e r e d .  The practices were  al leged to have r e -  
sui ted in the f i l ing  of i n a c c u r a t e  f inancia l  s t a t emen t s  with 
the C o m m i s s i o n  wi th  r e s p e c t  to the income,  cost  and ex-  
p e n s e s  of the  company.  

M i s s o u r i  Publ ic  S e r v i c e  Company: 
- The '  C o m m i s s i o n  a l leged that  the defendants  u t i -  
l ized c o r p o r a t e  m o n e y  fo r  i l l ega l  pol i t ica l  pu rposes .  In 
p a r t i c u l a r ,  the  C o m m i s s i o n  al leged tha t  co rpora t e  funds 
w e r e  d i v e r t e d  by m e a n s  of c e r t a i n  employees '  s e c r e t  
a g r e e m e n t  to c o n t r i b u t e  a pe rcen t age  of t h e i r  monthly  
s a l a r i e s  to a nonp ro f i t  c lub,  which would in tu rn  make  the 
con t r ibu t ions .  In e x c e s s  of $67, 000 was al leged to have  
been  d i v e r t e d  f r o m  the  c o m p a n y ' s  sys t em of accountab i l i i ty .  

Sani tas  S e r v i c e  C o r p o r a t i o n :  
- The  C o m m i s s i o n  a l leged that  the defendants  caused  
Sani tas  to e n t e r  into an  a g r e e m e n t  des igned to d i sgu i se  
o the rwise  s e c r e t  c a s h  paymen t s  for  i l legal  pol i t ica l  p u r -  
poses ,  b r i b e s ,  k i c k - b a c k s  and o ther  s i m i l a r  payments .  
Through th i s  c o n t r a c t u a l  r e l a t i onsh ip  the defendants  
funneled in e x c e s s  of $1 .2  mi l l ion  out of the c o r p o r a t i o n ' s  
sys t em of f i n a n c i a l  accountab i l i ty ,  some i n d e t e r m i n a t e  
por t ion  of which  w as  c o n v e r t e d  by one of the defendants  
for  h is  p e r s o n a l  use .  In o r d e r  fu r the r  to d isguise  and 
effectuate  such p a y m e n t s ,  the defendants  submi t ted  t i c -  
t i t ious invo ices  and a u t h o r i z e d  the payment  of co rpo ra t e  
a s se t s - t o  wholly  owned subs id i a r i e s .  

United Brands  Company:  
The  C o m m i s s i o n  a l leged  that  Uni ted Brands de -  

pos i ted  $1 .25  m i l l i o n  in the  Swiss bank accounts  of 
des igna ted  f o r e i g n  g o v e r n m e n t  officials  and ag reed  to pay 
an addi t ional  $I .  25 m i l l i o n  a t  a l a t e r  date,  provided the 
company r e c e i v e d  c e r t a i n  p r e f e r e n t i a l  expor t  tax con-  
s i d e r a d o n s .  ( T h e s e  m a t t e r s  a r e  r epo r t ed  in subs t an t i -  
al ly the  s a m e  m a n n e r  in  Uni ted  Brands f i l ing that  is  an -  
alyzed in Exh ib i t  A). 

Waste M a n a g e m e n t ,  Inc.  : 
The  C o m m i s s i o n  a l leged that  a s e c r e t  fund of 

app rox ima te ly  $36, 000 was  used  by the defendants  for  
pol i t ica l  c o n t r i b u t i o n s  and o the r  purposes ,  some of 
which we re  i l l ega l .  The  C o m m i s s i o n  f u r t h e r  a l leged tha t  
the c o r p o r a t i o n  and the  defendants  fai led to ma in t a in  ade -  
quate accoun tab i l i t y  such  tha t  i t s  audi tors  w e r e  unab le  
to ver i fy  d i s b u r s e m e n t s .  

EXHIBIT C 
Proposed Statement on Auditing Standards: 

I l legal  Ac t s  By Clients  

EXPOSURE DRAFT 
APRIL 30, 1976 

Issued by the Auditing Standards Executive Committee of 
the American Institute of Certified Public Accountants 
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For Comment From Persons Interested in Auditing and 
Repor t i ng  

C o m m e n t s  should be  r e c e i v e d  by July 30, 1976, and 
a d d r e s s e d  to Audi t ing S tanda rds  Divis ion,  F i le  Ref.  
No. 3620 

AICPA, 1211 Avenue of the A m e r i c a s ,  New York, N.Y.  
10036 

Apri l  30, 1976 

To P r a c t i c e  Off ices  of CPA F i r m s ;  M e m b e r s  of 
Counci l ;  Techn ica l  C o m m i t t e e  Cha i rmen ;  State 
Socie ty  and Chap t e r  P r e s i d e n t s ,  D i r e c t o r s  and 
Committee C h a i r m e n ;  O r g a n i z a t i o n s  Concerned  
With Regula tory ,  S u p e r v i s o r y  or  Other  Public 
D i s c l o s u r e  of F i n a n c i a l  Ac t iv i t i e s ;  P e r s o n s  
Who Have Reques t ed  Copies :  

An exposure  d ra f t  of a p roposed  S ta tement  on 
Audi t ing S tandards  en t i t l ed  " I l lega l  Acts  by C l i en t s "  ac-  
c o m p a n i e s  th is  l e t t e r ,  The e x p o s u r e  pe r iod  ha s  been ex -  
tended in r ecogn i t ion  of the i m p o r t a n c e  of this  i s s u e .  

Th i s  p roposed  S ta t emen t  does  not contain  speci f ic  
p r o c e d u r e s  to de tec t  an i l l ega l  act  by a c l ient .  An ex-  
amina t ion  in a c c o r d a n c e  with g e n e r a l l y  accepted  audl t ing 
s t a n d a r d s  cannot  be  expec ted  to p rov ide  a s s u r a n c e  that 
i l l ega l  ac t s  will  be de tec ted .  Th i s  l i rn l ta t ion  is  cons id -  
e r e d  in ano the r  p roposed  S ta t emen t  entitled "The Inde-  
pendent  Aud i to r ' s  Respons ib i l i t y  fo r  the Detect ion of E r -  
r o r s  and I r r e g u l a r i t i e s "  a l so  i s s u e d  fo r  commen t  today. 

The  p roposed  S ta t emen t  does  specify  that  the 
aud i to r  should be aware  of the pos s ib i l i t y  that i l l ega l  ac t s  
may  have  o c c u r r e d  that  may  have a m a t e r i a l  effect  on the 
f inanc ia l  s t a t e m e n t s .  It f u r t h e r  r e q u i r e s  that should an 
audi tor  become  aware  of a pos s ib l e  i l l ega l  act he should 
p e r f o r m  addi t ional  p r o c e d u r e s  to i nves t i ga t e  the m a t t e r  
and, i f  n e c e s s a r y ,  consu l t  with legal  counsel .  The ex-  
p o s u r e  d ra f t  a lso  o f fe r s  p r a c t i c a l  sugges t ions  in  connec-  
tion wi th  i l l ega l  ac t s  that  do not a p p e a r  to have a m a t e -  
r i a l  e f fec t  on the f inanc ia l  s t a t e m e n t s .  

C o m m e n t s  and sugges t ions  on any aspec t  of the 
enc lo sed  d r a f t  a r e  sought  and will  be apprec ia ted .  They 
should  be a d d r e s s e d  to the Audi t ing S tandards  Divis ion,  
F i l e  Ref .  No. 3620, at  the  AICPA in t ime  to be r e c e i v e d  
by July 30, 1976. The Audi t ing S tandards  Execut ive  
C o m m i t t e e  will be p a r t i c u l a r l y  i n t e r e s t e d  in the r e a s o n -  
ing  underlying comments and suggestions. 

Sincerely, 

IS~ John F. Mullarkey, Director 
Auditing Standards Division 

[S /  Kenneth P. Johnson,  C h a i r m a n  
Audi t ing S tandards  Divis ion 
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PROPOSED STATEMENT ON AUDITING 
ILLEGAL ACTS BY CLIENTS 

i. This Statement provides guid- 
ance for an independent auditor 
when acts that appear t6 him to be 
illegal come to his attention during 
an examination of financial state- 
meats in accordance with generally 
accepted auditing standards. This 
Statement also discusses the extent 
of the attention he should give, 
when performing such an examina- 
tion, to the possibility that such acts 
may have occurred. The types of 
acts encompassed by tkis Statement 
include illegal political contribu- 
tions to a candidate in an election 
for a federal office, bribes, and other 
violations of laws and regulations. 

! 

2. This Statement sets forth 
guidelines for the appropriate con- 
duct of an independent auditor in 
fulfilling his obligation to report on 
financial statements in accordance 
with professional standards (para- 
graphs 4-19). It also offers practical 

.suggestions and guidance for the 
attditor in connection with illegal 
acts not having a material effect 
on the financial statements (para- 
graphs ~ and 21). 

3. An examination made in ac- 
cordance with generally accepted 
auditing standards cannot be ex- 
pected to provide assurance that 
illegal acts will be detected, t In re- 
porting on financial statements, the 
independent auditor holds himself 
out as one who is proficient in ac- 
counting and auditing. Determin- 
hag whether an act is illegal is 
usually beyond the professional 
competence of an audi tor . .The  
auditor's training and experience, 
however, ordinarily should provide 
a reasonable basis for an awareness 

~'S~ SAS No. XX, "The Independent 
Auditor's Resl~mibillty for the Detec- 
t/on M Errors and Irregxzlaritie,," para- 
graph l& regarding the limitatiom o{: 
an examinat/on in accordance with 
generally accepted auditing standards, 

that some acts by a client coming to 
his attention in the performance of 
his examination might be illegal. 
Nevertheless, the further removed 
such an act is from the events and 
transactions ordinarily reflected 
specifically in financial statements, 
the less likely it is that the auditor 
may become aware of the act or 
recognize its possible illegaLi .ty. 

Procedures That M a y  Identify 
Illegal Acts 

4. The auditor's examination 
in accordance with generally ac- 
cepted' auditing standards does 
not ordinarily include procedures 
specifically designed to detect il- 
legal acts. In making such an exami- 
nation, however, the auditor should 
b e  aware of the possibility ~ a t  
illegal acts may have occurred that 
may have a material effect on the 
financial statements. If as a result 
of his procedures the auditor be- 
lieves that illegal acts may have 
occurred, he should perform addi- 
tional procedures to investigate 
those matters, including consulta- 
tion with legal counsel as necessary, 
to obtain an understanding of the 
nature of the acts and their pos- 
sible effects on the financial state- 
ments. 

5. The auditor's examination 
contains procedures that are per- 
formed primarily for other purposes, 
but that may also bring possible il- 
legal acts to his attention. Such pro- 
cedures include evaluation of in- 
ternal control and related tests of 
transactions and balances (para- 
graphs 6-8), and inquiries of man- 

. agement and others (paragraphs 9 
and 10). 

6. Evaluation of [nterr~ Con- 
trol and Related Tests of Tramac- 
tiona and Balances. The auditor's 
interest in internal accounting con- 

STANDARDS 

trol relates to the authorization, 
execution, and recording of trans- 
actions and accountability for the 
relatedassets (see SAS No. i, sec. 
tions 320.27..40 and 320.43-.48). 
The auditor's review and tests of 
compliance with internal account- 
ing control procedures and related 
substantive tests may bring to his 
attention unauthorized transactions; 
transactions improperly recorded 
as to mnount, accounting period, or 
classification; or transactions not 
recorded in a complete or timely 
manner to maintain accountability 
for assets. Such transactions may 
raise questions about the possible 
existence of an illegal act. 

7. In making an examination, the 
auditor obtains evidential matter as 
to the propr{~s', of the accounting 
treatment of and Support for trans- 
actions and balances. The proced- 
ures performed to obtain evidential 
matter include obtaining an under- 
standing of the transactions tested 
and their business purpose. A trans- 
action tha t appears to the auditor 
to have a very unusual or question- 
able purpose may raise questions 
about the possible existence of an 
illegal act. 

8. In making an examination, the 
auditor ordinarily considers laws 
and regulations that have a direct 
morietary effect on the amounts 
presented in financial statements, 
knowledge of which is within the 
expertise of the .auditor. For ex- 
ample, tax laws affect accruals and 
the amount recognized as an ex- 
pense in the accounting period. 
Also, applicable laws or regulations 
may affect the amount of revenue 
accrued under government con- 
tracts. 

9. Inquiries of Management and 
Others. The auditor's examination 
should include inquiries of the eli- 

,3 

.'-';J 

. :( 
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ent's management in connection 
with the accounting for, and dis- 
closure of, loss contingencies and 
related communication with legal 
counsel. The auditor should also 
inqu/rd abgut the client's compli- 
ance with laws and regulations and 
about the client's procedures rele- 
vant to the prevention.or detection 
of illegal acts, such as policy dir,ec. 
rives issued by the cl/ent and peri- 
odic representations obtained by 
the client from management'at ap- 
propriate levels of authority con- 
ceming compliance with laws and 
regulations. Possible illegal acts 
may come to the auditor's attention 
through such inquiries. For ex- 
ample, an auditor may learn of an 
investigation by a governmental 
agency or enforcement proceedings 
concerning violations of laws with 
respect to occupational health' and 
safety, food and drug admin/stra- 
tion, securities, truth in lending, 
environmental protection, or price 
,fix/ng or other anti-trust practices. 

I0. If no external evidence, such 
as a government agency inves.ti- 
gat/on or an enforcement proceed- 
ing, comes to the auditor's attention 
or ff there is no information from 
the client's management or legal 
counsel drawing his attention to 
such. matters, the auditor's examina- 
t/on cannot reasonably be expected 
to detect the types of violations of 
laws and regulations that are indi- 
cated in paragraph 9. The laws and 
regulations governing hose matters 
are highly specialized and complex, 
• .Also, .the~. norma, lly .relate.. to..: the~ 
operating aspects of an entity rather 
than its financial or accounting as- 
pects. Consequently, determining 
compliance with such laws and 
regulat/ons is outside the profes- 
sional competence of independent 
auditors. 

Evaluation of the Materlallty 
of an Illegal Act 

11. In evaluating the materiality 
of an illegal act earning to his at- 
tention, the auditor should consider 
the monetary effects, ff any, on the 
financial statements of the trans- 
actions involyed, including the re- 
lated contingent monetary effects 
of the violation. Contingent mane- - 
tary effects include fines, penalties, 

and damages. Other effects of a 
violation that also should be con- 
sidered include loss contingencies 
that should be disclosed and other 
matters that Should be disclosed in 
the financial statements (see para- 
graphs 13 and 14). 

12. Loss contingencies, such as 
the threat of expropriation of assets, 
enforced ctiscontinuance of opera- 
tions in a foreign counl~/, or pos- 
sible litigation, may arise as a result 
of an illegal act. The auditor's con- 
siderations for evaluating the ma- 
ter[ality of those loss contingencies 
are sim/lar to those applicable to 
other loss contingencies? 

13. The auditor should also 
evaluate the adequacy of" disclosure 
of the potential effect of an illegal 
act on the operations of the entity.. 
If a significant amount of revenue or 
earnings /s derived from transac- 
tions involving illegal acts, or if 
illegal acts create significant unusual 
risks associated with a material 
amount of revenue or earnings, such 
as the loss of a significant business 
relationship, that information ordi- 
narily should be considered for dis- 
closure in the financial statements. 

14. In the case of certain illegal 
acts not hav/ng a material erect  on 
the financial statements, there never- 
theless may exist a material loss 
contingency requir/ng disclosure in 
the financial statements because of 
management's failure to make a re- 
quired nonfinancial-statement dis- 
closure. For example, nonfinancial- 

"' statement ~clo~ure 'of Cer~aifi iI: 
legal acts by management, such as 
conviction for illegal campaign con- 
tributions, may be riecessary to 
comply with the requirements of a 
regulatory agency because of their 

~Cenerally accepted accounting princi- 
ples for the financial accounRng for and 
reporting of lo~ contingencies are con- 
tained in Statement of  Financial Ac- 
count£ug Standards No. S, "Accounting 
for Contingencies." 

~For example, the SEC'~ Securities Act 
':Release No. 5488 requires that ",.. the 

conviction of a corporation and/or its 
o~cers or directors for having made 
illegal campaign conla'ibutSons.., should 
be disclosed to the public and specifi- 
cally to the shareholders, particularly 
in the context of a proxy statement 
where shareholders a~e being aslced to 
vote for management." 

alleged impact on the integrity of 
management, even though the 
amounts are not material to the fi- 
nancial statements. 3 Determining 
whether the client is required by 
applicable laws and regulations to 
make such disclosure ordinarily re- 
quires an opinion from legal coun- 
sel. 

Actions by the Auditor Concernlng 
a Possible Illegal Act 

15. Because of the variety 0f 
acts and circumstances that.might 
be encountered, it is not practicable 
to provide specific guidance on the 
steps an auditor should consider 
taking with respect to a possible 
illegal act that comes to his atten- 
t/on. The auditor should consider 
the circumstances promptly; such 
consideration may include seeking 
the advice of legal counsel or other 
specialists. The implications of a 
possible illegal act should be con- 
sidered in relation to the intended 
degree of reliance to be placed on 
the internal accounting control and 
the representations of management. 

I6. Mter it has been determined 
that an illegal act has occurred, the 
i • , 
auditor_ should report the circum- 
stanc"es to personnel in the client's 

• organization at a high enough level 
of authority so that appropriate 
action can be taken with respect 
to-- 
(a) adjustments or disclosures that 

may be necessary in the finan- 
cial statements; 

....(b) dis.closures that may b e . r e :  
quired in other documents is- 
sued on a more timely basis; 
and 

(o) consideration of appropriate 
remedial actions to be taken. 

In,'some circumstances, the only 
appropriate persons of a su~ciently 
high level of authority to take neces- 
sary action in the organization may 
be the audit committee or the board 
of directors. 

Illegal Acts Having a Material Effect 

17. If the auditor concIudes that 
an event whose effect, taken alone 
or ~ t h  similar events, is material 
fn amount and has not been prop- 
erly accounted for or discIosed in 
the financial statements, he would 
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ordinarily need to qualify his opin- 
ion or  express an adverse opinion 
because of the depar ture  from gen- 
erally accepted accounting princi- 
ple.s (see SAS No. 2, paragraphs 
15-17).. 

18. The auditor  may conclude 
that the e~ects of an illegal act on 
the financial statements are not sus- 
ceptible of reasonable estimation. 
When it is reasonably possible, or 
probable,  that a loss contingency 
arising from an illegal act  will be 
resolved by  a fu ture  event and the 
amount of the potential  loss cannot 
be estimated, an uncertainty exists 
for which the audi tor  should con- 
sider the need to qualify his opinion 
(see SAS No. 2, paragraphs 21-25). 

19. In some Instances, the audi- 
tor may not be able to determine 
the amounts associated with an 
event, taken alone or wi th  similar 
events, because of an inabil i ty to 
obtain sul~cient competent  eviden- 
tial matter.  For  e x a m p l e ,  the act 
may have been accomplished by 
circumventing the internal control 

Exhibit D 

system and may not be proper ly  
recorded o r  otherwise adequate ly  
documented. In those circum- 
stances, the auditor  should consider 
the need to qualify his opinion or 
disclaim an opinion because of the 
scope limitation (see SAS No. 2, 
paragraphs 10-12). 

Canslderatian of Other Illegal Acts 

20. The auditor 's 'consideration 
of illegal acts that come to his at- 
tention that do not have a material  
effect on the financial statements 
will normally be influenced by  the 
nature of the act and management 's  
actions once the mat ter  is brought  
to its attention. If an  illegal act has 
come to his attention and he cannot  
persuade the client's board of direc- 
tors o r  its audi t  committee or other 
appropriate  levels within the or- 
ganization to give appropr ia te  
consideration to remedial  action, 
the auditor should consider with- 
drawing from the current engage:  
ment or dissociating himsel f  b o ~  
any future relationship with the 
client. The auditor 's decision as to 

Let ter  dated May 11, 1976, from Chairman Roderlek M. 
Hills to William Batten. 

SECURITIES AND ExcHANGE COMMISSION 
WASHINGTON, D.C. 20548 

May I I ,  1976 

William Batten 
New York Stock Exchange, Inc. 
11 Wall Street 
New York, N. Yo 1000S 

Dear MR: 
I want to take this opportunity to congratulate you 

again on your recent appointment and to wish you the best 
of luck. The job is a challenging one, but one I ltnow you 
wLU flIl with distinction. I speak for all the members of 
the commission In saying that we look forward to work- 
ing with you on the many complex problems facing the 
securi t ies  industry today. In that vein, I would like to ad- 
vise you of a sub jec t  which Jim Needham and I have d is -  
cussed Informally in the past, and ask for the benefit of 
your thoughts. 

As you know; the Commission has for many years  
advocated that publicly-held companies create audit cam- 
m/tress,  composed of independent d i rectors ,  to work with 
outside auditors. *[ In our review of corporations who 

*/ In 1940, following the McKesson-Robblns lnvesti- 
gat['on, the Commission urged the formation of audit com- 
mit tees,  composed of non-officer d i rectors ,  to par t ic i -  
pate in arranging corporate audits. In 1972, the Corn- 

whether  to withdraw or dissociate 
because of an illegal act not having 
a material:  effect on the financial 
s ta tements ' -ordinari ly  will be  af. 
l e t t ed  by the following factors: 
(a) the effects on his ability, to rely 
on management 's  representations 
and (b) the possible effects of con- 
tintting his association with the 
el/ant, including the appearance of 
a loss of independence.  In  reach. 
ing a decision on wi thdrawal  or 
dissociation, the auditor  should 
consult with legal counsel. 

NotifTcation of Outslde Parties 

21. Deciding whether  there is a 
need to notify outside parties of an 
illegal act is the responsibili ty of 
management.  In the ordinary case, 
the auditor is under no legal obliga- 
tion tonot i fy  outside parties. How. 
ever, ff the audi tor  considers the 
illegal act to be sufficiently serious 
to warrant  wi thdrawing from the 
engagement,  he should consult his 
l e g a l  counsel as to what  other  ac- 
t'ion, ff any ,  he should take. 

:ii 

/i 
i 

have revealed questionable foreign and domestic payment'. ~ 
we have found an almost universal use of misleading : ~  
financial records  to conceal such corporate pract ices  :~,t 
from outside auditors and directors and corporate Counsel. 2|: 
The existence of an audit committee that meets privately ,!~' 
with the outside auditors to discuss the scope of the audit, " .~|: 
questions a r i s ing  during the audit, including disputes with " ~'?i~ 
management, and that has access to the corporate finan- . _~] 
cial  information, is an important part of our effort to 
maintain the credibil i ty of our system of corporate  self 
regulation. 

I am sure you are  aware of the fact that the Audit- 
hag Standards Executive Committee of the A. I. C. P,A 
has circulated an exposure draft of a new auditing stander. 
which, it adopted, would require auditors to br ing any 
questionable payments that they may find to the attention 
of a level of management high enough for correct ive steps :~ 
to be taken. If questionable payments by top management 
a re  discovered,  such an approach will, of course,  be en- 
hanced if an audit committee is in existence. 

Additionally, there has been considerable recea.t . .  
comment about steps that can be taken to make the role 
of the board of directors  more meaningful. Some major 
corporations have already taken steps to res t ruc ture  
their  boards so that a majority consists of outs ide ,  :~ 
d i rec tors .  Indeed, the Chairman of Connecticut General :' 
has recent ly written us" about actions taken by that car-  
poratlon to create a board consisting only of outside 
dlrectolzs and the chief executive officer. While we have 
no f i rm notion about the optimum relationship between 
outside and inside directors ,  We do believe it Is a sub- .~ 
ject  of considerable importance. 
independent accountants and outside d i rec tors ,  and there" 
by to safeguard further the integrity of corporate finan- ..~ 
cial statemet,ts on which public investors rely.  In 1974, 

mission endorsed the establishment of audit committees in anaend[ng its rules to require disclosure in proxy state" ~ i i ~  
composed of outside d i rec tors  for all publicly-held cam- ments of the existence or absence of audit committees,  ~ i !  
panies to provide more effective communications between the Commiss'ion rei terated its support. 
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Finally, many thoughtful commentators and many 
major law f i rms have come to the conclusion that the ef- 
fectiveness of the board of directors and independent 
counsel is enhanced when the c rk ica l  aspects of the two 
functions are kept separate. This,  of course,  ra ises  the 
question of whether members  of law f i rms which have the 
responsibili ty of advising the corporation, including the 
board, should also serve as members  of that board of di- 
rec tors .  

The importance of maintaining the truly inde- 
pendent character  of the boards of directors of our larger  
corporations has been il lustrated by the Commission's  
recent enforcement actions in the area of questionable or 
il legal corporate payments. Significantly, in some of 
these cases no audit committee existed. In the others, 
with a single exception, audit committees were either 
only operated during a portion of the time when the ques- 
tionable payments were alleged to have been made, or not 
wholly independent of management. Accordingly, the 
resolution of these actions typically has involved the es-  
tablishment of a committee comprised of independent 
members  of the board of directors in order to conduct a 
full investigation, utilizing independent legal counsel and 
outside auditors to conduct the necessary detailed in- 
quiries.  The thoroughness and vigor with which these 
committees have conducted their  investigations demon- 
strates the importance of establishing entirely independ- 
ent audit committees as permanent, rather than extra-  
ordinary, corporate organs and encouraging the Board to 
rely on .independent counsel. 

With these thoughts in mind, we have been con- 
sidering various approaches to increase the likelihood 
that l a rger  public corporations will establish audit com- 
mittees composed of outside directors,  that they will take 
further steps to make the role  of the board of directors 
more meaningful, and that corporate boards will deal 
with independent counsel. One particularly promising ap- 
proach to accomplish these goals would be for the Ex- 
change to amend its policies and practices.  As the Com- 
pany Manual points out, the Exchange's listing agreement 
constitutes a code of performance to which companies 
commit when listing their  securi t ies  on the Exchange. 
When the listing agreement was first  instituted in 1899, 
the Exchange took the lead in the field of financial dis- 

closure by requiring regular financial reports from l is t-  
ed companies; subsequently, independent public ac- 
countants were  required. 

The Exchange's listing policies have expanded in 
scope over the years.  Specifically, the Exchange has 
long urged the desirabil i ty of including outside directors 
on corporate boards and specifically charging them with 
ensuring full disclosure of corporate affairs. In its 1973 
White Paper on financial reporting, the Exchange recom- 
mended that audit committees,  preferably comprised ex- 
clusively of outside directors ,  be formed. This recom- 
mendation represented a reaffirmation of a principle first  
raised by the Exchange in 1940. 

In keeping with this tradition, the Exchange now 
could take the lead in this area by appropriately revising 
its l isting policies,  thus providing a practical means of 
effecting these important objectives without increasing 
direct  government regulation. The objectives are sound 
in principle and, if implemented, they would significantly 
advance the public interest.  

We would very much appreciate receiving your 
views on whether the New York Stock Exchange would 
find it appropriate to ahe r  its listing policies along the 
lines discussed above. We are sensitive to the fact that, 
to the extent the Exchange's listing policies impose 
burdens which corporations might otherwise avoid, the 
attractiveness of listing on the Exchange may be diminish- 
ed. But, at the same time, the Exchange has frequently 
recognized that it could provide effective leadership 
where its initiatives were consistent wlth developments 
in public policy in the fields of corporation finance, 
management, stockholder relations and accounting, and 
recent  surveys suggest that perhaps two-thirds of NYSE 
listed companies already have independent audit com- 
mit tees.  

We look fo rward  to receiv ing the benefit of your 
views,  part icularly as to what Commission action, if 
any, in this area  would be useful. We would be pleased 
to meet with you to discuss these matters  further. 

Sincerely, 

/ s /  Roderick M. Hills 
Chairman 

--  End of Supplement - -  
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