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‘Ashland Oil Company -

_ BEPORE THE rnonnat”nzkbt;Q? ¢°ﬁ"I ,?bﬁ i

CA 027-75

STAFF REPORT

A, 'Allegaticn
This matter was opened on the baais‘of an article
appearing in the New York Times on August 9, 1975, p. 1)

The issue involved was whether a report filed by the Ashland

- 0il Company with the Securities and Exchange Commission re-

vealed violations of 18 U.S.C. §610.

B. Report
Analysis of the Ashland Report and supplemental phone

conversations with Securities and Exchange Commission staff
members confirms that Ashland's political gifts are protected
by the three year statute of limitations. “_“ mﬂs ‘

“Em fiE o
““\ £, CAINSEL
Wﬁﬁi

This case should be closed because of the statute of

C. Recommendation

limitations.

Oto A oz

Orlando B. Potter
Staff Director

DATE : :I{‘%!‘\\-




January 7, 1976

MEMORANDUM Togtephen Schachman

FROM: David R. Spiegel

SUBJECT: Ashland 0il (CA 027-75)

Upon further review of this CA I am now of the view
that it probably can be closed in the not too distant
future. I base this on a conversation with Joel Gallay
of the SEC on January 7, 1976, in which he advised me that
he is 95% sure that all of the revelations concerning
Ashland's political gifts are protected by the three-
year statute of limitations in 2 U.S.C. §455. This would
fit the pattern for other similar mea culpas involving
large corporations.

I will make a firm recommendation once I examine the
report put together by Ashland on this subject. Gallay
is sending me the report today.

Regardless of what we do with As
should look closely at the patterns




. FEDERAL ELECTION COMMISSION

1325 K STREET N.W.
WASHINCTON.D.C. 20463

February‘3, 1976

"

TERMINATION REPORT
CA-027-75

Allegation: I11egal corporate contributions may
be exposed in a report Ashland 0il
filed with the SEC.

The SEC confirms that Ashland's
political gifts are protected by
the 3-year statute of limitations.

Reccmmendation: The techniques used by Ashland to
make illegal corporate gifts are
Tisted on the attached sheet. This
case should be closed because of the
statute of limitations, but the
techniques used by Ashland should
be used as a guide to investigate
other allegations of illegal
corporate gifts.




TECHNIQUES USED BY ASHLAND OIL
FOR MAKING ILLEGAL CORPORATE CONTRIBUTIONS

Wire transfers. Wire transfers are electronic transfers
of funds. In the Ashland case, they were made from a
U.S. bank. These transfers were used to move funds from
one account of the corporation to another, in a foreign
country.

Cash transactjons. Many transactions involved transfers
of large sums ot cash. These were usually obtained by
corporate checks drawn to "bearer" or to '"cash".

Advances to and reimbursements to employees. Employees
were either advanced money to make corporate contributions
or made contributions from their own funds and were reim-
bursed.

Payments for consultaticns. Corporate payments for
"consultations" were often payments or reimbursement
for political payoffs.

A single corporate contribution would often involve
several of the above techniques, for example

(a) A wire transfer would be sent to country X.

(b) In country X an employee would cash a check
drawn to "cash" or "bearer".

(c) Cash would be delivered to a person as a reimburse-
ment for a contribution already made or a "consultant”
would be paid off in cash.

A1l funds would be charged off to "explorations" for
oil.
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Alleqatioh;_f_; 7* 111ega1 corpérata cantributians”nny be exposed 
¥ rin a repart Ashland oil fi;ed uith the SEC..

Report: g =r§he szc eonfirms that Ashland pol;tical
; '  gifts are protected by the B—year statute
of limitations.’

Recommendation: The techniques used by Ashland to make
' ‘illegal corporate gifts are listed on the
attached sheet. This case should be closed
-because of the statute of limitations, but
the techniques used by Ashland should be
used as a guide to investigate other alle-
gations of illegal corporate gifts.




Wire transfers. Wire transfers are electtﬂntc t:un;
unds. the Ashland case they were

bank. These transfers were used to move.

account of the corporation to another, in

country.

Cash transactions. Many transactions involvnd transtera
arge sums of cash. These were usuang ‘obtained by
corporate checks drawn to"bearer or to "cash®.

Advances to and rexmbursements to employees. Empl ees
Were either advanced money to make corporate. contributions
or made contributions from their own funds and were re- '
imbursed.

ngments for consultations. Corporate payments for
¥consultation™ were often payments or reimbursement for
political payoffs.

A single corporate contribution would often involve several
of the above techniques, for example

(a) A wire transfer would be sent to country X.

(b) In country X an employee would cash a check drawn
to "cash™ or "bearer"

(c) Cash would be delivered to a person as a reimbursement
for a contribution already made or a "consultant”
would be paid off in cash.

All funds would be charged off to "explorations" for
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August 20, 1975
MEMORANDUM TO THE FILE

Re: Ashland 0il
CA 027-75

On August 20, 1975, I talked with Dave Dougherty
of the SEC. He inaicated that he thou¥ht there were
contributions directly from corporate funds to poli-
ticians after 1972. Mr. Dougherty indicated that there
would be a considerable amount of information available
and the best manner for us to become familiar with the
matter was to talk with the SEC attorney handling the
case. The SEC attorney assigned to the case is Joe
Gallay (755-1968) and I will contact him Tuesday,
August 26, 1975--Mr. Gallay is out of town.

Steppen Schachman

Lan Potter

Jack Murphy

Peter Roman

(Original to Drew McKay)

FLDERAL fLECTION LOMMISSIOR

L FILE COP
!}E'\:}F ix{\i‘ GENERAL COUKSEL




August 27, 1975

MEMORANDUM TO THE FILE

Re: CA 027-75

On August 26, 1975, I spoke with Joe Gallay of the
SEC. Mr. Gallay informed me that Ashland and three officers
entered a consent and understanding on May 16, 1975. The
SEC was allowed to continue its investigation and Ashland was
required to file certain reports--one of the reports included
a schedule indicating the recipients of the illegal corporate
contributions. The report of recipients is in two volumes
and Mr. Gallay will make the same available to us on August 27,
1975.

Mr. Gallay said we should consider that §602 and §603
of Title 18 have five-year statute as opposed to three-year.
We discussed our lack of primary jurisdiction over those
sections. Mr. Gallay will also set up a meeting where we can
take a look at various and sundry files of numerous other
corporations involved with allegedly illegal corporate

contributions.

ephen Schachman

cc: Lan Potter
Jack Murphy
Peter Roman
(Original to Drew McKay)
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FEDERAL ELECTION COMMISSION

1325 K. STREET N.W.
WASHINGTON,D.C. 20463

October 16, 1975

Mr. Stanley Sporkin

Director

Division of Enforcement

Securities and Exchange Commission
500 North Capitol Street
Washington, D. C. 20549

Dear Mr. Sporkin:

The Federal Election Commission formally regquests
access and permission to reproduce copies of relevant
portions of the Securities and Exchange Commission's
investigatory files conceraning Ashland O0il, American
Ship Building, Phillips Petroleum, 3-M, and Northrop.

Your cooperation in obtaining Commission approval
for the above request is deeply appreciated.

Sincerely yours,

73/

Stephen Schachman .
. Assistant General Counsel

Tom Loughran
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PETER ROMAN

LAN POTTER 3

DATE: August 11, £§75

SUBJECT: ASHLAND OIL

In view of the widespread publicity givem the Ashland 61l contributions
over the past weekend, I'm wondering whether the Commission sheuld be taking
formal note of the matter and preparing a plan of action as to how it is
going to respond. Possibly, this has already been contemplated, in view of
the preliminary contacts with the SEC, in which case my comments may be
academic. If not, however, it does seem to me that we might consider
putting a proposal before the Commission in some form.

The first question really is whether the SEC is in fact going to make
formal referrals to us of matters which may be under our jurisdictionm.
Even if they do not, we could well have an inferred responsibility under our
evolving policy of taking action on matters on which there is widespread
public notice. In this case, of course, most of the matters reported in the
press relate to past transactions that pre-date the cutoff time of the new
statute of limitations, although there were 3 ambiguous cases in the New
York Times article which I circled, attached, in which no date was given.

The corollary question is why the Ashland report stops in 1972; there
is room for speculation as to whether this might have been a cutoff date
of convenience arranged with SEC to avoid possible further embarrassment
of persons who may have received corporate contributions after the effective
date of the statute of limitations. In that case, there would be a substantial
question for the Commission to decide as to whether it should now undertake
to make its own investigation to determine if Ashland continued any of these
practices since the effective date of the statute of limitation and if so,
to refer further violations to the Department of Justice.
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T apame Pefendonts.,

uu-“o’c.-.u-n--nn‘_.

Plasdnriff, Securities 2nd Exchange Comission. haﬂng duly coonenced

. this cctfon by f1lin3 its Complaint, and defendant Ashland 031, Inc.,
having appeared £33 udaitted to the jurisdiction of this Court over it
and oviey the culject catter of this uﬁon. having waived the making of
any Hnd&ngs of tact or ;:onclusions of law, beforc tha taking of any
teetimony cnd without triecl or ndjudication of any isgue of fact ©OT 1aw
hexefn, without sdni 'ting or dcnying the allegations of the Couvhmt-

having, couseated to the entry of this Final Judgment and Order of Pertancnt

Injunction contiined in the '"Cousent" and having catered into an Undertaking

contatuzd fu the “Undertsking” both anncxed herecto ond i;\cotporatcd heredn,
it is heredy

ORDERED, ADJUVVSED AND DECREED that:

Dofendent Ashlané 0il, Inc., $ts o{ficérs, agents, servants,
eppleyees, dirccters, succoasors, assignsn, affiliatcs (as cefined in :
27 CFR §240.120-2(=)), subsidiaries (as defined dn 17 CFR §240.)2b-2(s))s
and attevnoys, and each of them, and those persons in active concert ot
participation vith theo are hereby pernancatly enjoined frosi

A. using or alding and sbetting the use of corporate funds of
for unlavful

Ashlond 01), Jrc., or any of fts affiliatcs or subsidlarics,

poddtfca) contritutfeas or other sfmilar unlavful purposcs;

B viodatseg Sectfon 13(a) of the Sceuwritics l.xcE—;-"’a} RETof R P G

1934, 35 U.8.C. §764(s) «0d Kules 12b=20 and 13a=1, 17/874"

§6 240.120-20 and 240,131, renpectively, by filing, ot&?éﬂ{",‘!-;?ﬁﬁ-,@

eSSk




of Auli)und 0i), Jniv, or any uf fte affillates or nuhutajagjr

am g o0 dieer Ualn{;‘u

(uv)

state ;¢ i bona fide cost or expensc of Auhiland oi). nc.,
or any of lts affilistes or subsidiarics, any payment,
dighursnciront, or transfer which, in fact, 15 used for
unlavful political cowlributxon..or other unlnvful purposes;
onit ta state the naturc and extent of any expenditure of
entporalc'fuuds for unlavwful political contridbutions )

or other unlawful purposcs;

onit to st;tc the exient to which any officor, employcc or
director of Ashlend Cil, Inc., or any of its affiliates

or subsidiaries, has uscd.or afded and abetted the use

of corporate funds for unlawful political contributions

or other vnluwful purposes, and to identify such officer,
crployce or director;

onit to statc the nature and extent of false or

fictitiius entries, 1f any, in the books and records of

Ashland 0il, Inc., or any of its affiliatcs or subsidiarics,

the nature and extent of any fund of corporate wonie; or

other assete vhich has been cstablished or waintalned without
being fully oud propcrly'accountéd for on said books and records,
or the naturc and cextent of payments, disbursements or transfeis,
{£f any, which have been nade'thorefrom;

ondt to scate the extent to whiich any officer, employee or
dircctor of Ashland Qid, Inc., or any of its affilfates or
subafdiavics, has made or aided n;d abetted the naking of

futne oy fictitious entries, 4f any, in the books and records

of Ashiand 041, Inc., or any of its a(filiatcs or subsldiarics,

or Las ¢rtublistied or maintained, or nidcd and abetted the

P f‘i Y'

SOt Y
eatabliziment or malutenance of .my [umk o(.' Eﬁtu}ﬁu’h‘ ¥ (5N
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wonfen or other annets vhifch hag not been fully uﬁd t.V
properly accountaed for on siald books und tvcordu, or
has %udv or alded and abetted the waking of pajmougu. q;gb”fﬂv.,h(“.
or l;anufrru. $f any, therefrom, and to ldont{(y such officen,
cmployce oy divector; or
¢nit to state the nature of and cxtent to which transfers or
disburicuants of materlal amounts of corporate funds, if any ,- were
or cou)d Le ¢ffccted without the application of adequate accounting
or auditing procedures or sufficicent coétrols to $nsure :Qat
such transfcrs or disbursements were actually made for the
purposcs indicated in the books and records of ASHLAND, or any
of itc affilfatcs or subsidiarfes, or without adequate records
and controls to documcnt whether services provided in
connection therewith were commensurate with the amounts paid.
€C. wvioluting Scction 14(a) of the Securities Exchange Act of 1924,
35 U.S.C. §7¢n(a) and Rule 142-9 thercunder, 17 CIR §240.14a~9, by
using the rmalds or mcans and instruzentalitics of interstate couxmeree
to file ov aid. and abet the filing with the Sccurities and Exchange Commission
of definitive copies of proxy statements or to solicit proxfes f{rom sharcholdcrs
of Ashland Cil, Inc., or any of its affflictes or subsidiaries, by 1:eans
of provy stﬁtcn?;ts which are materjally false and mislead$ng in that,
agong othor things, they:
(a) onft to state tﬂc nature and extent of any .expenditure of
corporate funds f{or unlawful political contributions
" or othar unlavful purposas;
oxft to ntate the extent to which any of {icer, employec or
director of Ashland 041, Inc., or any of its affiliates or
subsidiaries, has used or afded and abetted the use of
corporate funds for unlawful political contxjbutions or other

wlawful purposes, and to fdentify ruch officer, employee

or dlrector; ’{'x_‘t *5.1 FLECTIOH f,f’“ﬂvz!S&iﬁii
FE' i b
2 Lo g




€e) omit to atate the natare and cxtent of false op t.lctl:"(.'lw,‘ e
entrien, §€ any, }n ihe book: and records of Aah;audvoig' ine.l;{
or any of i affiliures or subsldtaries, the ﬁatore énd’cﬁtcnt |
of any fu?d of corporute monics or other assets which has beon
cstablished ov mafutatned without being fully and properly
accountcd for on said bo?ks and rccords, or the naturc and
extent of payments, disbursements or transfers, &if .ny; which
"have been made therefrom;
ouit to statc the cxtent to which any officor, employee
or dircctor of Ashland 041, Inc., or any of its affiliates
or subsidiaries, has made or aided and abetted the making
of falsc or fictitious entries, 1f any, in thc books and
Tecords of Ashland 011, Inc., or any of its affiliates or
subsidiaries, or has est;blishod or maintained, or aided and
abetted the establishment or maintenance of any fund of
corporate monies or other assets which has not becn fully and
proﬁcrly sccountcd for on said books and records, or has made
or efded und nbct{cd the n;king of payments, dtsburscmc;ts. or
tronsfers, if any, therefrom, and to idcnti(;' such officcr,
erployec or divector; or
omit to state the naturc of anﬁ extent to .uhich transfers or
dishursements of materfal amounts of corporate funds, 1f any, were *
or could he cffccted without the applicatic;n of adequate accounting
or suditing procedures or sufficicnt controls to insure that
cuch trancf{ere or disburscrments were actually made for the
pwposss dudicated in the books and vecords of ASHLAND,-or any
of {1c affidiates or subsidiarics, or without adequate records
and controls to du.cu:.‘ncnt vhether services provided in coan:ction
t;wrovuh were commenzurate with the mrojmm‘g‘:m“ml chMlssmu

D. mnaking ¢r atdlng and abetting the waking QEEJ&NHEI‘LE::SDPY,

ArTicy 6 orMIRAL D |
or flctftious entyfes fn the booka and records of Asusw ohizxqﬁhf}l: Bqu.ﬂw

of St alfiliates or subsfdlavies, or cotab)ishiing or malntalnlny, ov alding
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or other arsiets shifch Iy not fully ‘and properly rvecorded on Mldl__buol't’s;.:‘mlji
recorda, or maling or atdding and nbéttluu_:hc miking of any payﬁﬁégj,J_
dtehurscnents, or transfers thercfronm. iy e

ONDLKED, ABJUDGED AXD DECRTED that the anncxed “Consont® and
"Undertaking”" Le and the same hereby are incorporated herein with the
samc force and cffect as if fully set forth horein. '

IT 1S FURTULR ORDCRED that'if the terms of said “Undertaking™ are .not
cocplied vith and irplerented by Ashland 0il, Inc. to the full satisfaction
of the Securities and Exchange Comnission, the Sccurities and Euzhange
Cormiccion may apply for appropriate relief., .

IT IS FURTUER ORDERED that this Court shall retain jurisdiction of

this matter for all purposes.,

Datcd:

st Washington, D.C.

Unitcd States District Judge

AGRLED /S Y0 TORf:

Cravath, S=aine & Moore
One Chasce Maahiztten Plaza
New Yorl:, New York 10005

i{ﬂhc: C. Butler
torneys for Defendant Ashland 041, Inc.

Sccuritics and Ixchonpe Comzission
500 Yoriir Cupitol Street
Hashingzen, 1.C. 20549

S AN A \Qw\_/
Q g, OFFGAL FLE nﬂﬂ
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A(tor(u‘ fur vy m lif{
Sccuritics and Lk:(-m;c Cozmission
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} COntrxbutipns made dxrectly by the COrporation‘duang_;
?the period Septenber, 1967 through December 1972 are beliaved =
:to have baan ‘made to the following candxdates for public office

‘#

.or to perso‘g or committees acting on thexr behalf:

f. September, 1967 through December 31, 1967
1. $10,000 John C. Watts (Democratic

i i Member: House of Representatives,

T - g ;
Kentucky)

§25,000 Michael J. Kirwan (Derocratic
Member: House of Representatives,
Ohio) :

$12,000 Louie B. Nunn (Republican Candidate:
' Governor, Kentucky)

§12,000 Louie B. Nunn (Republican Candidate:
Govemmor, Kentucky)

$ 5,000 Henry Ward (Democratic Candidate:
Governor, Kentucky)

$ 2,500 Charles Gartrell (Candicdate: Mayor,

City of Ashland, Kentucky)
$66,500

January 1, 1968 through December 31, 1968

1. $100,000 Richard M. Nixon (Republican
' Candidatc: President of the
United States)

$ 30,000 Robert Short (For use in the 1968
Democratic Presidential Campaign)

$ 3,00C Birch E. Bayh (Cemocratic Candidate:
U. S. Senate, Indiana)
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$ 3,500

5. § 14,000

6. $ 6,000

“ 7. $ 3,500

8.3S 1,500

oL
&~
i
SR et
- =

$ 25,000

$ 15,000

§ 20,000

$ 3,000

$ 3,000

$ 10,000

$237,500

$ii. January 1, 1969

R. Vance Lartke (DPemocratic Mawha"
U. S. Senata, Indiana)

Kathetine Peden (Democratic Candi.
- U. 8. Senate, Kentucky) :

Marlow Cook Dinnex Committee (Republicih
Candidate: U. S. Senate, Kentucky)

Milton R. Young (Republican Candidate:
U. S. Senate; North Dakota)

Charles E. Chamberlain (Republican
Candidate: House of Representatives,
Michigan) :

Michael J. Kirwan (Democratic Candidate:
House of Representatives, Ohio)

John C. Viatts (For use in the 1968
DPenocratic Congressional Canpaigns)

Ned Breathitt (For use in the 1968
Kentucky Democratic Congressional

Campaigns)

James A. Rnodes (Republican Candicdate:
U. S. Senate, Ohio)

Arch Moore (Republican Candidate:
Governor, West Virginiea)

Purchase of tickets fcr numexrous
political fund raising events {(estimate)

through December 31, 1969

l. §$ 10,000

- 2. $ 10,000

3. § 10,000

" Michael J. Kixwan (Demccratic

Allen J. Ellender (Democratic
Member: U. S. Senate,
Louisiana)

John C. Watts (Democratic Mer]
House of Representatives, K

DEFICE DF BEKERA

Member: House of Representatives,

Ohio)
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Total

$ 45,300

N

$38

$ 6,800
$ 500
§ 8,000

L2
Py

fouie B. Nunn (Republ,i_cam

v, Janua'f-ry' ¥771970

'Kentucky)

through December 31, 1970

1.

2.

S.

6.

7.

$ 30,000

$ 2,500

$ 8,000

$ 5,000
$ 5,000
$ 5.000 ‘

4,700

$ 1,000

$ 62,700

‘Governor
Charles Wheeler (Republican Candidat§ for
Representative, Kentucky Legislature)

Amounts expended in connection with
numerous state legislative campaigns -

Robert Strauss (For use by the

Democratic National Committee)

Candidate:
Minnesota)

Charles E. Chamberlain (Republican

Candidate: House of Representatives,

Michigan)

Nomination:

Candidate:

Amounts expended in connection with
numerous state legislative campaigns

Citizens for Huﬁphrey (Democratic
U. S. Senate,

Bert Combs (Candidate, Democratic
Governor, Kentucky)

John J. Gilligan (Cemocratic
Governor, Ohio)

Roger Cloud (Republican Candidate:
‘Governor, Chio)

John cDonald (For use in Township
.Supervisor's election, Niles, Michigan)

Purchase of tickets for various political
fund raising events

EDERAL ELECTION COMMISSION

OFFICIAL FILE COPY

- (FFICE OF BENERAL COUNSEL
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v, January 1, 1971 through December 31, 1971

1. '$ 13,000 Wendell Ford (Democratic Candidacei“_ 
) Governor, Kentucky) o

w2, $ 5,000 Thomas D. Emberton (Republican

sﬁ Candidate: Governor, Kentucky)
3. § 1,000 Charles Wheeler (Republican Candidate:
i, ; Kentucky State Senate)
" i3
4. 3 ~2,500 Everett Reeves (Candidate: Mayor,
: el o City of Ashland, Kentucky)
. . ey -

5. § 8,000 Amounts expended in connection with
numerous state legislative campaigns

Total $ 29,500

vi. January 1, 1972 through December 31, 1972

$100,000 Finance Cormittee to Re-Elect the President

2. §$ 20,000 Robert Strauss (For use by the
- Derocratic Naticnal Committee)

0

— 3. '$ 10,000 Louie B. Nunn (Republican Candidate:

= U. S. Senate, Kentucky)

c

~ 4. $ 2,500 Charles E. Chamberlain (PRepublican
Candidate: House of Representatives,

™~ Michigan)

$ 20,000 Arch Moore (Republican Candidate:

Goverror, West Virginia)

6. § 5,800 Amounts expended in connection witl
various state legislative campaigns

7. $ 13,200 Purchase of ticrets for various gpolitical
fund raisirg eveats

Total $171,300




Tha puruons listed in the McNelis RoporL as th,

fianaficiarios of the contrlbutlons channeled by the Corpo.a ion

through carl Arnold are as follows:

1. $ 5,000 Jack Daniels (Democratic Candidate:
U. S. Senate, New Mexico) -

2. $ 5,000 Gordon Allot (Republican Candidate:
U. S. Senate, Colorado)

3. $ 5,000 Ed Edmundson (Democratic Candidate:
U. S. Senate, Oklahkona)

4. § S;OOO James 0. Eastland (Dermocratic Candidatei ,
U. S. Senate, Mississippi)

5. §$ 5,000 Carl T. Curtis (Republican Candidate:
" U. S. Senate, Nebraska)

6. $ 5,000 Jack R. Miller (Republican Candidaté:
U. S. Senate, Iowa)

7. $ 5,000 John J. Sparkman (Democratic Candidate:
U. S. Senate, Alabama)

8. §$ 5,000 J. Benmnett Johnston, Jr. (Democratic
’ Candidate, U. S. Senate, Louisiana)

9., § 5,000 B. Everett Jordan (Democratic Candidate:
U. S. Senate, North Carolina)

$ 5,000 Allen J. Ellender (Derocratic Candidate:
U. S. Senate, Louisiana)

$ 5,000 Allen J. Ellender (Democratic Member:
U. S. Senate, Louisiara)*

$ 50,000 Wilbur D. Mills (Democratic Member: e 8RS
i

House of Representatives, Arkansas) 'mmM “-"ij"' V‘ ‘ﬁ\*;.
RIGIAL S &
£3§iilti OF GENERRL SO

* The McNelis Peport states that Senator Ellender was to use these funds to
assist unidentified candidates.

* The McNelis Report states that Rep. Mills was to use these funds to help
re-elect a Dermocratic Cengress.




_Eugene W. Frickson'&‘cdntfibutiéh o£-$3'066hih1

Jﬁly 1970 was to the Scnator Humphroy Club. 1nd his parchase
3of $2,J00 in dinner tickets in October, 1970, was for the'?
ibenefzt of Senator lumphrey's Senatorlal campélgn.. Other  f
ddentified contributions made by Erickson from October, 1979'

through 1972 are as follows:

1970

Octobexr: Citizens for Humphrey $2,500.00
Head for Governor
Comnmi ttee ; 500.00
Citizens for Karth : 3C0.00 .
November: Anderson-tlumphrey Dinner
Commi ttee 200.00
1972
January: Gevernor Anderson Dinner
Cormmittee 400.00
Washington County
Governor's Club . 200.60
Dean Meredith _ 50.00
April: Humphrey Dinner
Comnittee 500.00
June: ~ Quie Dinner Committee - 100.00
Septerber: Senator Humphrey
Reception 864.65
Mondale Volunteerxr :
Committee 600.00
 Noverber : DFL Victoxy Committee 200.00 T
Friends of Skip "l
Eunphrey 100.00 ¥ 3
. 1 ¥ :'."igs;"\" 1
AR i\ﬂ,“m i 1 y
o | A |
. - QUNSE
January: Friends of Humphrey 250.00 QEfItE 0f EE“‘N\L U f
Total  $6,764.65 -




George c. Hardxn s contr;bution in Februa:y

uas to Senator John G. Tower of Texas.

Amounts reimbursed to the Corporataon by political

committees.or candidates are as follows:
o
July, 1973 - Refund from | $100,000. 00
Finance Committee to 3
Re-Elect the President

o ' we
april; 1975 - Refund from . 8,000.00
Ilouis. B, Nynn for U. S. Yo |
Senate Cammittee

April, 1975 - Refund from . 5,500.00
Charles E. Chamberlain '

‘May, 1975 - Refund from " 4,743.00
Kentuckians for Senatox - .
Cook

May, 1975 - Refund from - 4,803.22
Thomas D. Emberton

Total $123,046.22
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I;‘OR THE MONTH OF JUNE, 1975

ASHLAND OiL, INC,
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OFFICE OF GENERAL COUNSEL
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LEGAL PROCEEDINGS.

-

L The following proceedings by governmental authorities
are not material legal proceedings with regard to.the
Registrant and while it is not possible to predict the
outcome, Registrant believes that if all such procecedings
were decided adversely to the Registrant there should be. ..
no material effect on the Registrant's business or its
consolidated financial position; however, such procecdings
have been ""deemed! material by instruction 4 of this
Item 3 and are hereby reported pursuant to said instruc-
tion:

A, The following proceedings by governmental authori-
ties have commenced:

(1) Fifteen (15) administrative civil penalty pro-
ceedings before the United States Coast Guard
for the alleged discharge of oil--issue gener-
ally involved is whether Regictrant's conduct
violated 33 U.S,C, 1321 (b) (3).

(2) One (1) administrative civil penalty proceedinyg
before the United States Environmental Pro-
tection Agency for the alleged violation of
unlcaded gasoline marketing regulations--
issue generally involved is whether conduct of
Regisirant constituted a violation of 40 CFR
80. 21.

B. The followﬁng previously reportced proceedings by
governmental authoritics have been terminated:

(1) One (1) Coast Guard civil penalty proceeding
generzally involving the issue of whether Regis-
trant's conduct violated 33 U.S8.C. 1321 (b) (3)
(previously reported in Registrant's Form 8-K
for the month of October, 1974) was terminated
on June 18, 1975, by payment of $250. 00.

(2) One (1) Coast Guard civil penalty proceeding

FEDERAL ELECTION CCisSioN generally involving the issue of whether Regis-
nmcml H'.E -“-""] . trant's conduct violated 33 U.S.C. 1321 (b) (3)
(L5 5

GFFICE OF GENERAL CG.......

 '




(previously reported in Registrantn, Form 8 K
for the month of'March, 1975) was termina.ted
on June 2, 1975, by dxsmxe sal. i

One (1) Coast Guard civil penalty proceeding i
generally involving the issue of whether Regis-
trant's conduct violated 33.U,S,C, 1321 (b) (3)
(previously reported in Registrant's Form 8-K
for the current month) was terminated on

June 17, 1975, by payment of $150. 00,

One (1) procceding in Wisconsin Trial Court for
the alleged discharge of substances without a
permit, gencrally involving the issue of whether
Registrant's conduct violated Wisconsin Statutes
Section 29. 29(3) (previously reported in
Registrant's Form 8-K for the month of
February, 1975) was terminated on June 10,
1975, by dismissal.

In accordance with RCUIS trant's undertaking with the Securitie
and Exchange Commission entered into in connection with the
consent decrec filed on May 16, 1975, in the U.S. District
Court for the District of Columbia rcferred to in Registrant's
Form 8-K for the month of May, 1975, the Registrant files
‘herewith as an exhibit hereto the Report of the Special
Committee of the Registrant's Board of Directors,

ERAL ELECTICN COMMISSICN

mmc\m tLE GOP

Q6FICE OF GENERAL COUNSEL




' ITEM 14, FINANCIAL STATEMENTS AND EXHIBITS,

() Not applicable

(b) Specimen copies of the following:
EXHIBIT A-1

Report of the Special Committec to the Board of
Directors of Ashland Oil, Inc., 7olume 1. '

EXHIBIT A-2

Report of the Special Committee to the Board of
Directors of Ashland Oil, Inc., Volume II.

n 3|

01490 |

7 7




Pursuant to the reqmrements of the Securitws and Exchange
'-,Act of 1934, Registrant has duly caused this report to be sxgned on its bqhalf & .

' by the undersigned hereunto duly authorized.

ASHLAND OIL, INC.

July 7, 1975 :
hn P, Ward, Secretary
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EXHIBIT A-1 TO ASHLAND OIL, INC.'S
REPORT ON FORM 8-K FOR THE MONTH

OF JUNE, 1975
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THE BOARD OF DIRECTORS
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ASHLAND OIL, INC.
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Submitted to the Board of
Directors of Ashland 0il,
Inc. by the Special Committee

James W. Vandeveer, Chairman

Walter W. Hillenmeyer, Jrx.
Robert S. Reigeluth

Dated as of June 26, 1975
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REPORT OF THE SPECIAL COMMITTEE

I. THE ESTABLISHMENT OF THE SPECIAL COMMITTEE . . . .

On December 3, 1974, the Board of Directors of :

Ashland 0il, Inc. (the "Corporation")* unanimously adopted the

following resolution:

RESOLVED, that Messrs. Hillenmeyer, Reigeluth
and Vandeveer be, and they hereby are, appointed
a special committee of this Board of Directors
with full authority to investigate all aspects
of the making of political contributions from -
the Corporation's funds since January 1, 1967,
and to make recommendations to this Board of

b4 Directors as to the further action, if any,

T which this Board of Directors should take with

c respect to such contributions and the additional

o " payments, if any, which should be made to the

LN Corporation by various officers in this connection;
and that such ccmmittee be, and it hereby is,

— authorized and directed to incur such expenses
in connection with its investigation as such

< committee shall, in its sole discretion, deem

r\ necessary or desirable, including the fees and
expenses of any outside legal counsel, in

< addition to Cravath, Swaine & Moore, and/or any
independent public accounting firm, in addition

= to Exnst & Ernst, which the committee may select

~ to advise it in this connection.

™~

On May 16, 1975, the Securities and Exchange Commission

* Unless the context otherwise indicates, the term "Corporation" as used
herein means Ashland 0il, Inc. and all subsidiary corporations of which a
majority of the voting stock is owned, directly or indirectly, by Ashland
0il, Inc.




REPORT OF THE SPECTAL COMMITTEE

I. THE ESTABLISHMENT OF THE SPECIAL COMMITTEE

On December 3, 1974, the Board of Directoxs df ffW”
Ashland Cil, Inc. (the "Corporation")* unanimously adopted the

following resolution:

RESOLVED, that Messrs. Hillenmeyexr, Reigeluth
and Vandeveer be, and they hereby are, appointed
a special committee of this Board of Directors
with full authority to investigate all aspects
of the making of political contributions from
the Corporation's funds since January 1, 1967,
and to make recommendations to this Board of
Directors as to the further action, if any,
which this Board of Directors should take with
respect to such contributions and the additional
" payments, if any, which should be made to the
Corporation by varicus officers in this connection;
and that such committee be, and it hereby is,
authorized and directed to incur such expenses
in connection with its investigation as such
committee shall, in its sole discretion, deem
necessary or desirable, including the fees and
expenses of any outside legal counsel, in
addition to Cravath, Swaine & Mocore, and/or any
independent public accounting firm, in addition
to Ernst & Ernst, which the committee may select
to advise it in this connection.

On May 16, 1975, the Securities and Exchange Commission

* Unless the context otherwise indi the term "Corporation" as used
herein means Aghland Cil, Inc. and bsidiary corporations of which a
najority of the voting stock is cwn i 1y or indiresctly, by Ashland
0il, Inc.




'.the District of cOlumbia a COmplaint for Permanent Injunction and'ﬁqf

. ‘Cexrtain Ancillary Relief (the cOmplaint") numing aa de!endants ;Jﬁ”~"
The same day, the '

the Corporation and certain of its of ficers.

Corporation and each such officer consented to the entry of f£inal

judgments and permanent injunctions and entered into certain

Undertakings, the terms of which were incorporated in such injunc-

tions. k

The Corporation, in its Undertaking, agreed tordirect-

the Spec1a1 Committee to continue its investigation in accordance

w1th the Board's resolution of December 3, 1974, and to:

Authorize and direct the Special Committee to
inquire into, examine and review the Company's

books and records, including those of its

= affiliates and subsidiaries, with respect to

c the matters alleged in the complaint of the
Securities and Exchange Ccmmission in the

o action herein, and with respect to all other
relevant matters as may be revealed in the

course of such investigation.

The Committee now submits to the Board of Directors of

thelNCorporation for its consideration the Report of the in-

vestigation which it has conducted or caused to have conducted

pursuant to the Board's Resolution of December 3, 1974, and the

Corporation's Undertaking of May 16, 1975.

This Report sets forth the scope and nature of the

Committee's investigation; its factual findings based upon that




investigation; and'its recorrendatians to the Hoa;

actions which the Cormittee balieves stiould bé“tgkéﬁwwi%
to the matters under review, tcgether with a_summaryﬁéf;r

considerations which underlic each specific recommendatie

This Report is intended to be:read and consideréd
in its entirety: the Committee's findings and recomﬁéndations
are naturally related one to the other, and the several re-
commendations constitute a comprehensive, interdependent and
related set of remedial actions which are intended to be acted

upon as a whole.

™.

<
c_submitted to the Board with the full support of each member of

Tnis Report and ezch of its recommendations are

-— the Special Committee.




II. THE FACTUAL BACKGROUND

The Resolution of December 3, 1974, was adopte¢_£g gha;

Board of the Corporation in response to a series of discldsurésf:=g

concerning certain illegal political contributions which~were
made by the Corporation from corporate funds. As of Decenber 3,
1974, the fact that the Corporation had made political contribu-
tions had been disclosed to vérious representatives of the
federal government, and the Corporation's political contributions
were the subject of ongoing review by the Watergate Special
Prosecutor, the Securities and Exchange Commission and the

ool
Intgfnal Revenue Service.

B " The Corporation's disclosure of its political contribu-
tions and the federal government's several investigations of the
matpers disclosed have provided the basic context for the
Co#ﬁlttee's investigation. In addition, the Corporation's
initial investigation of these matters, which was conducted in
con?%nction with the voluntary disclosure of its political
congzibutions to federal authorities, generated a body of in-
formation which provided this Committee with a starting point
and frame of reference for its independent inquiry. The

Corporation's disclosures and investigation and the inguiries

of the federal government are, therefore, briefly summarized.




~A. MATTERS PRIOR 70 D= "EMBEQ 3, 1974

1. The Initial Disclosure to the Board

At its meeting of July 18, 1973 the Board of Direcbors
of the Corporation was informed by Orln E. Atking (" Atkins”),
Chairman of the Board and Chief Executive Officer of the Corporation, f

that the Corporation, through a subsidiary, had made a substantial

contribution to the Finance Committee to Reelect the President

("FCRP") in early 1972 and that the Corporation had so informed
the Special Prosecutor who had been appointed by the Attorney

General to investigate and prosecute all offenses arising out
o ;

A g
c (See Exhibit 1l: Extract of Minutes of the Board of Directors

of the 1972 presidential election and certain other matters.

=Mceting of July 18, 1973). At the Board meeting of July 18, 1973,

T Atkins stated that the Corporation's contribution to FCRP had been

(e,
returned to the Corporatiocn by FCRP; he also expressed his
(el

_.anticipation that there would be further investigation of the

cmatter by the Special Prosecu:ior and that proceedings might be

Nbrought by that office.*
™~

* There is conflicting evidence as to the precisa date on which the FCRP
reimbursenient was received by the uorpo*a ion. Reilmbursement was regquested
on July 16, 1973, by letter of c sel to the Corpcration addressed to
Maurice H. Stans, Chairman, FC?P B" letter dated July 16, 1973, the
Treasurer of FCRP forwarded to the Corporation its check in the amount of
$§100,000. The Report of Ernst & Erast to the Board c¢f Directors of the
Corporation which is dated Septembar 27, 1973, and which was in substance
rendsred verbally to the Eoard at its meeting of that date states that the
contribution was returned on July 25, 1973. (See Exhibit 3 attached hereto).
A letter of Arloe W. Ma ne, Esg., Administrative Vica President and General
Counsel of the Corporation, %o Rlan BE. Morrison, Esg. dated February 19, 1974
states that the contributicn was reimbursed to the Corporation on July 20, 1973.




The handwrltten notes of Angus ‘W. McDonald,'thanﬁr

Secretary of the Corporation reflect that Atkins also informed'theT”x

'Board at that meeting that the Corporation had made other contri_ B

butions, including a small contribution to the 1960 presidential

campaign of John F. Kennedy, contributions to the presidential

campaigns of Richard M. Nixon and Hubert H. Humphrey, and other

unidentified contributions to Democratic candidates. These notes

substantially correspond with Atkins" present recollection of

the disclosure made at the July 18, 1973 Board meeting.

(o In view of Atkins' disclosure of the 1972 FCRP gift,

the"Board directed the officers of the Corporation to cooperate

C
with any subsequent investigation and concluded that no further

political contributions should be made by the Corporation or any

of j¥ts subsidiaries unless authorized by law and that any officer

makfng illegal contributions would be subject to appropriate

disciplinary action. Atkins indicated at that 'meeting that this

actf%n by the Board would be conveyed to all officers of the

~
Corporation.
™~

2. The Further Review of Political Contributions

The Board next met on September 26 and 27, 1973. At

that meeting Atkins stated that he had requested Ernst & Ernst

("E & E"), the Corporation's independent public accountants, to

study all transfers of funds to affiliated overseas companies

during the preceding five years and to report such transfers to




the Board.* (S'e,Bx’bit 2: Extract of

of Directors Meeting of Soptember 26, 1973). Sﬁcﬁ a reno 3

made orally at that meeting by E & E, represented by Messrs.

Keller, Carpenter and Gardner, all partners of E & E.**

The stated principal purpose of the investigatioa

conducted by E & E was to list all items, other than those thereto-

fore disclosed, which might be open to question by outside

authorities and to gather all available supporting documents for

such items. Three categories of items were apparently identified

by E & E as requiring further consideration: expense advances

-t0 officers and employees which were not properly supported;

IMpayments to foreign consultants and attorneys recorded as the

[

cost of foreign concessions or of the acguisition of crude oil;

and certain cash payments tc officers of the Corpcration in 1968,

1271 and 1972 which were recorded as foreign concession costs.

(o
~In adcaition,

E & E made cextain recommendations to the Board,

=-for whatever action it might deem appropriate, with respect to

Cthe use of overseas wire transfers and the accounting for and

™~ .
documentation c¢f such transfers,
™~

E & E has advised the Committee that in response to

these recommendations the Corporation's Treasury Department has

* The five years under review represented the period during which the
Corporation's political contributions were appaxently concentrated.

* & > vy A AL 5
At the same meeting, Arloe W, Mayne, Esqg., Administrative Vice President and
Geroral Counsel of the Corporation, reported to the %Yoard on the discussiens
P . . - .9 .l .
with the Special Prosecutor with respect to the contribution to FCRP and the
ba

prcbable digposition of that matte




.

‘instituted procedures which require written authorization from

?gberSOns originally requesting bank transfers on a yerbai haéiﬁ;g
and has begun to maintain a central file of documentation
supporting wire transfers; in addition, since September, 1374,
all wire transfers in excess of $50,00C have'requireé the approval

of two senior officers.*

In connection with its orél report to the Board at
its meeting of September 27, 1973, E & E delivered a written report
of’%}s investigation conducted in cooperation with the Corporation's
accgynting and treasury department personnel into certain trans-
act&ons in. the preceding five fiscal years and in the balance of
the=then current fiscal year. (See Exhibit 3: Ernst & Ernst

Reﬁs}t to the Board of Directors dated September 27, 1973).
(.

.l The E & E report assumes the prior disclosure to the
Boagd of additional contributions from corporate funds of
$100,000 to the 1968 presidential campaign of Richard M. Nixon

and™$50,000 to the 1968 presidential campaign cof Hubert H.

* The mechanics of overseas funds transfers are reviewed in more detail below,
at pp. 112 - 11l6.
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Humphrey, and Mr, Keller, on behalf &f Ernst & S;ﬁéé;fhﬁé ta

‘his recollection that he read to the Board the tektiéfiﬁfﬁVﬁﬁ
letter report of September 27, 1973 (Exhibit 3).* i s

The Initial Disposition of Criminal
Charges :

3.

In late 1972 or early 1973, Atkins had discussed with

Mayne the fact that political contributions had been made by
the Corporation. In early 1973 growing public attention focused

‘on alleged violations of the Federal Election Campaign Act of

971 (the "Campaign Act"). Also in the early part of 1973,

tfatkins had received, but did not take, several calls from

Maurice H. Stans ("Stans"), the Chairman of FCRP. Atkins then

-_requested Clyde M. Webb ("Webb"), Vice President - External

c.AI\ffa:'Lrs of the Corporation; to contact Stans and determine his

~ reason for attempting to contact Atkins. Thereafter, Stans

~~ suggested to Webb that Atkins supply FCRP with the list of persons
€ who should be scheduled by FCRP as the contributors of the '

™~
[ N

* Based upon the information available to the Committee, it appears that
$30,000 was contributed for the benefit of the 1968 Humphrey national campaign,
and that an additional $20,000 was contributed for the benafit of Humphrey's

presidential campaign in Kentucky.




$100 000 contrlbution to 'CRPz that:contrxbution

rlisted on FCRP records as having been made by Atkinn and

“owife- Atkins declined to supply any such ll5u of personSgs

During this same period of time, Atkins andtuayn§ >

consulted, and engaged on behalf of the Corporation, Ftéd M.

Vinson, Jr., Esq.

("Vinson"), of the Washington, D.C. firm of
Reasoner, Davis & Vinson, to represent the Corporation with

respect to this matter. 1In the following mornths, the Corporation

and its counsel gave increasing attention to this matter.

In early July, 1973, the Special Prosecutor stated

tha%rthe voluntary and early disclosure by corporations of

Cama;ign Act violations would be considered a mitigating

cir€@mstance in considering what charges to bring against any

sucR’corporation. On July 12, 1973, Vinson discussed with Thomas

F. ﬁEEride, Esqg.
(o=
off%ge, the Corporation's 1972 contribution to FCRP and its

("McBride"), a member of the Special Prosecutor's

appaxent violation of 18 U.S.C. §610 prohibiting political contribu-

tiong by a corporation to any candidate for federal office. The
Corpdration was the second company to make such voluntary dis-

closﬁte .

Further discussions with the Special Prosecutor were

the principal responsibility of Vinson., As a result of these

discussions and the Corporation's disclosure of the FCRP contribu-

tion, it was agreed between Vinson and the Special Prosecutor that




the Corporatxon would be charged wﬂth a oneA‘

§610 and that the primarily responsible corporate of

case, Atkins - would be charged with a one count'misdeme néf s

charge under 18 U.S.C. §610. It was further agreed that the i

Special Prosecu:or would not oppose the entry of a nolo contendere

-«

plea by Atkins.

In the course of the Corporatidn's disclosures to the
Special Prosecutor, the Special Prosecutor informally interviewed
Atkins, Webb and William R. Seaton ("Seaton"), Vice Chairman

of the Board of the Corporation, with respect to these matters:

g~ these interviews took place in July and August, 1973. As a

I result of these discussions and interviews, the Special Prosecutor

(ar

was aware that the Corporation had made contributions in addition
to the FCRP contribution, including, specifically two
substantial contributions made in connection with the 1968

presidential election. At that time, the Corporation did not

~ have a record of all contributions which had in fact been made,

but its representatives did aot reveal to the Special Prosecutor's

office all contributions of which they were then aware.*

As a result of these discussicns, a criminal information

was filed on November 13, 1973, in the U. S. District Court for

* The nature and extent of the disclosures which were made are discussed in

more detaii b.low, at pp. 99 - 10s.




he ﬁaétern Dist#ict'4~ e ucky agannst Ashland~

“:‘éorporatmn ("Ashland Gabm") ) a wholly—owned subs.; ‘:' ‘:uu:y of tl
_'}?"-*COrpomg-_ion, charging an unlawful violation of 18 U.S. c ssini_ i
?iby virtue of the $lo0, 000 contributzon to FCRP; Ashland Gabanw

1 pleaded guilty to and was convicted of such violation and was i
- fined $5,000. At the same time Atkins pleaded no contest to

and was convicted on a misdemeanor charge of aiding and abetting
Ashland Gabon in its violation of 18 U.S.C. §610; he was fined
$1,000.

The fact of these pleas and convictions and of the

$100,000 FCRP contribution was revealed by the Corporation in its

«
Foig 10-K filed with the Securities & Exchange Commission with

regpect to its fiscal year ending September 30, 1973. (See
Exhibit 4: Extract from the Corporation's Form 10-K for the
fistal year ending September 30, 1973). The same disclosure was
maég in the December 20, 1973, Proxy Statement for the Annual
Meéz}ng of Shareholders scheduled for Januvary 31, 1974. (See
Exhépit 5: Extract from the Corporation's Proxy Statement for
thepJanuary 31, 1974 Meeting of Shareholders). ©No public dis-

clobure was made of any other political contribution at that time.

4. Other Events Prior to Decermber 3, 1974

a. Reimbursement with Respect
to the PCR? Contribution

As indicated above, the $100,000 contribution to FCRP

was returned to the Corporation at its request in July, 1973. 1In




addition, prior tO%aM™ in anticipation of

Shareholders to be held on January 31, 1974 At~:ns ta a to i

the Bcard in writing that, after discussion with V;nson, MaYne}:@;_

and Samuel C. Butler, ESq., a director of the CQrporatxan and a

partner of Messrs. Cravath, Swaine & Moore, outside counsel to

the Corporation, he had decided to reimburse the Corporation for

the amount of its fine, for interest on the $100,000 contribution

to FCRP during the period of time for which it was outstanding,

and for the legal fees incurred by the Corporation in connection

with the proceedings before the Special Prosecutor.

Prior to January 30, 1974, Atkins, together with

s

Seaton, who had participated in the making of political

n

‘contributions, paid to the Corporation $20,000 in equal shares.

That amount was slightly in excess of the $5,000 fine; interest

cof §7,712.17 computed at the prime rate in effect from time to

"time from April 2, 1972 to July 20, 1973; and legal fees of

“'$7,175 relating to the services of Messrs. Reasoner, Davis &

N

Vinson in connection with the criminal proceeding leading to the

2

conviction of Asnland Cabon.*

7

* The figure for legal fecs was supplied by Vinson at the request of the
Corporatinn. Vinscn has stated that the apportionment of legal fees to

the cririnal investigation and proceeding was based upon his firm's time
records and its usual hcourly rates and that the fee in question did not
erbrace the firm's services rendered in connection with the Senate Select
Cormittes, the return of the FCRP contribution, certain grand jury inguiries
and other unidentified mattars.




At its meeting on January 30, 1974 the Board Accé

the reimbursement theretofore tendered and resolved that no further I
action or payment should be required or requested of Atkins in i
connection with the FCRP contribution.* (Seg Exhibit 6: Extract"

from Minutes of the Board of Directors Meeting of January 30, 1974) .

b. The Second Report of E & E

As indicated above, Atkins had the Corporation engage

| E & E to examine certain overseas fuﬂds transfers in conjunction
with the Corporation's own review and investigation of its un-
lawfgl political contributicns. .On Septerber 18, 1974, E & F
subitfitted to the Board a second written report relating to these
matt®rs. (See Exhibit 7: Report to the Board of Directors on
Speé;él Disbursements dated September 18, 1974). That report
sumqfrized E & E's further investigation of the three problem areas

identified in its report of September 27, 1973, and the additional

* The Minutes of that meeting do not indicate that the Board was informed
that the reimbursement of $20,000 hac been irade in equal shares by Atkins
and figaton.

Atkins has stated his belief that the full Board was not so informed. He
has further stated that this omission was based upon his desire to shield Seaton
from the unfavorable publicity which would accorpany the disclosure at that
time of Seaton's involvement in the making of political ccntributions; such
publicity had already been focuszd upon Atkins by virtue of his plea to the
charge brought by the Special Prosecutor. While the judgment not to disclose
Seaton's contribution to the reimbursement may be questioned, the Committee is
satisfied that Atkins' intention was to assume full responsibility for the
political contributions himself and not to mislcad the Board or the Corporation's
shareholders.




vprocedures adopted by the COrporatioh with respec,-to thos"

-areas. Based upon its review durlng 1974 E & E reported_tc ‘hg:; f“
Board that it believed that the corporate procedu*es wzth reapéct< 
to overseas funds transfers had been 51gn1f1cant1y improved; thatv
it had found no evidence during 1974 of items which might appear
to contain disbursements for political purposes; and that identified
payments made in fiscal 1974 to foreign consultants appeared to be

reasonable under the circumstances.

By an addendum to this report, E & E informed the Board
kthat their review of disbursements since July, 1973, had revealed
no evidence of items which appeared to contain disbursements for

Cbillegal political pﬁrposes. (See Exhibit 8: Addendum to
Septerber 18, 1974 Report to the Board of Directors on Special

C
Disbursements dated Decerber 10, 1974).

L d

c. The Internal Revenue Service
Investigation

The funds used for political contributions were
Cgenerally reflected on the Corporation's books as charges to the
hExploration/production asset accounts of the Corporation's sub-
h;idiaries which were involved in foreign operations. The amounts

were 50 reflected because of the Corporation's intention that the

amounts expended for political contributions would not be daductead




ffo: federal income tax purposes.*

In fact, at the time the Corporation wrote off its

ientire investment in Libya (approximately $26,000,000 to ' : A

°$27 ,000,000) in fiscal 1970 and 1971, it mistakenly claimed

deductions for payments totalling $429,997 which haa been

made in prior years and which were apparently expended for

political contributions. The fact that some such contributions

had been improperly deducted was first discovered by the Corporation

in the fall of 1973, as a result of a review of the Corporation's

federal income tax returns which was conducted by James V. Marcum,

v
Esq;c("Marcum"), the Corporaticn's General Tax Counsel, acting

purguant to the direction of Atxins. At that time, however, the

Cerpgration did not have full knowledge cf the extent of its

pol#tical contributions or cf its improper deductions.

(=
—~ Thereafter, the Corporation voluntarily disclosed to

the “Internal Revenue Service (the "IRS") the fact that sore im-

proﬂE% deductions had been taken by inadvertence. Moreover,

in tgk course of its discussions with the Special Prosecutor

™~
leading to the disposition of criminal charges against Ashland

* At the tirme this accounting treatment was decided upon for tax reporting
purposes, it was anticipated that these amounts would be capitalized

and, after the commencement of production, expensed through percentage
depletion (not a function of cavitalized cost) rather than cost depletion.
Thus, it would bc possible to eliminate completzly the Corporation's cost
basis in these investments and also eliminate any reflection of the
capitalized expense in the Corporation's tax returns.

s G



the IRS all polltlcal contrxbutxons which it had made."To :

'suaplement the Corporation's initial informal disclosure to the’f”

IRS and pursuant to the Corporatxon s undertaking with the

Special Prosecutor, Marcum prepared a memorandum for the IRS

audit agents setting forth adjustments relating to the Corporation's

taxable years 1967 through 1972 which the Corporation deemed

appropriate; this memorandum was delivered to the IRS on January

17, 1974. (See Exhibit 9: Memorandum of James V. Marcum, Esq.

dated Decerber 11, 1973).*

Thereafter, the IRS requested information from the

———-

«& Corporation, including the names of the recipients of the

C political contributions, the identity and location of any support-

=" ing documents regarding the information already supplied ané the

analysis of overseas funds transfers conducted by E & E and the

Corporation's accounting department in the summer and early fall

oL 03K

704701

N\* In addition, Marcum informed the IFS that miror armcunts of corporate
assets might have heen expended for political purpcses during the Corporation's
fiscal years ending September 30, 1961 through September 30, 1967, but that
the Corporation had no record cf any such expenditures. (See Exhibit 10:
Memorandun of James V. Marcuwm, Esq. dated January 28, 1974). Because of the
possibility that some expenditures were made for political purposes in those
years and the two succeeding fiscal years, the Corporation and the IRS agreed
upon an adjustmeat in the Corporation's tax liability for the fiscal years
ending September 30, 1963 through September 30, 1969, and pursuant to that
agreement, the Corporation paid roughly $2,500 in additional taxes for each
-of the seven years in question.




AL McNelis, Esqg. ("McNelis") of the Washington, D.C. fiﬁ@qu

Welch & Morgan to act as special outside tax counsel wifhgiéépécth

to these matteré. McNelis worked with coréoration personhél and i
representatlves of E & E in reV1ew1ng the categories of trans-
actions identified in the E & E report of September 27, 1973, and
a list of transfers about whlch the IRS had requected addztlona‘
information in April, 1974. McNelis was a551sted by L. L.
Leatherman, Esq. ("Leatherman") of the Louisville, Kentucky firm
of ggeenebaum, Doll, Matthews & Boone.

c

= .
Corporation's undertaking to make full disclosure to the IRS

The result of that review and the end product of the

was_the so-called "McNélis Report" which was forwarded to the
IRSeon August 6, 19274, by Mclielis and Leathexman. The McNelis
RepOrt was supplermented by letters addressed to the IRS by
Leatherman dated September 14, 1974, October 5, 1974, and
Octgéer 7, 1974, and by a memorandum dated September 23, 1974;
tho;} docunments revised and corrected cextain of the details

contained in the Mclelis Report in the light of information then

available.

Beginning with the Corporation's engagement of McNelis,
a series of discussions took place between the Special Prosecutor's
office and McNelis and other representatives of the Corporation.

As a result of McNelis' disclosures to the Special Prosecutor and




p :

fatjthc IRS's disclosure to the Special Prossc e

formation contained in the McNelis Report, the Spec;alfPrésécﬁﬁéf S

became aware that the political contributions made by the =
Corporation were substantially greater than those which had been

disclosed to the Special Prosecutor prior to November 13, 1973.

Although representatives of the Corporation, including
McNelis, initially bélieved that these additional disclosures
were not a matter of concern to the Special Prosecutor, a meeting
between Vinson, McNelis and Thomas F. McBride of the Special
Prosecutor's office on October 30, 1974, revealed the opposite
to be the case. In the course of further discussions between
the Special Prosecutor and McNelis, it became clear that the
Corporation's cése béfore the Special Prosecutor with respect ﬁo

political contributions had been reopened; that members of the

. Special Prosecutor's office believed that the Corporation oxr its

" representatives had intentionallyv or inadvertently misled them

(=
~

with respect to the extent of the Corporation's political

contributions; and that the Special Prosecutor's misunderstanding

s had materially influenced the basis upon which it had allowed the

charges against the Corporation to be disposed of in November,

1973.* This further problem with the Special Prosecutor was

* The nature of, and apparenrt responsibility for, this misunderstanding
is treated in more detail below, at pp. 99 - 106.




. made known to the Board at its meeting on December 3, 19

B. MATTERS SUBSEQUENT TO DECEMBER 3, 1974

1. The Second Guilty Plea

Because of the passage of the Federal Elecﬁion
Campaign Act Amendments of 1974 (the "1974 Amendments"), which
shortened the statute of 1imitation§ applicable to violations of
18 U.S.C. §610, the Special Prosecutor apparently determined that
“any additicnal charges to be brought against the Corporation
shoqég be asserted prior to Jenuvary 1, 1975, Accordingly, the
Speqéal Prosecutor wrote to William B. Saxbe, Esq. ("Saxbe"),
therccAttorney General of the United States, requesting that
Saxe delegate to the Special Prosecutor's office the authority
to S}osecute the Corporaticn for violations of 18 U.S.C. §610

&
other than those related to the 1972 Presidential election.
7=

-~

Responding by letter dated Decerber 12, 1974, Saxbe
as%iéned to the Special Prosecutor the authority to investigate
anq\prosecute the Corporaticn's possible wiolations of 18 U.S.C.
§610 during the period January 1, 1969 through December 31, 1972.
(See Exhibit 11: Letter of William B. Saxbe, Esg. to Henry S.
Ruth, Jr., Esqg. dated December 12, 1974). Saxbe's letter stated,

in material part:




ok

Although campaign contribution and ra!
violations occurring other than in connection
with the 1972 Presidential election would not
normally fall within your jurisdiction, I
agree with you that it is both prudent and .
necessary for-you to pursue investigation and
to prosecute all possible violations in this
particular area. !

Acting under the authority so conferred, the Special

Prosecutor caused a five-count information to be filed against

the Corporation in the United States District Court for the

District of Columbia on December 30, 1974.

(See Exhibit 12:

Information, U.S. v. Ashland Qil, Incorporated). The information

filed against the Corporation alleged certain violations of

1718 U.S5.C. §610 which may be summarized as follows:

£ ;
(s Count One charged the Corporatiohlwith having reimbursed

—persons who had contributed a total of $6,864.65 to po:itical

= conmittees organized in support of Hubert H. Hwrphrey's campaign

P

election to the United States Senate in 1970 and his 1972

for

-pre sidential campaign;

n

Count Two charged the Corporation with having contributed

~
FgSO,OOO in cash to Robert Strauss, Treasurer of the Democratic

National Committee between June, 1970, and Februarv, 1972, for the

use of the Democratic Nationzl Committee in connection with the

1972 elections;

Count Three charged the Corporation with having delivered

$100,000 in cash to Carl Arnold for redelivery by Arnold to
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 of Representatives An 19725 L

Count Four charged the cbrporation'with having

reimbursed persons who had contributed $2,500 to a political
committee organized to promote the 1972 campaign of John Tower

for election to the United States Senate; and

Count Five charxrged the Corporation with having

contributed $10,000 in cash to Louie B. Nunn for use in his 1972

campaign for election to the United States Senate.

o Prior to the filing of the Information, the Special
Prggecutor had advised McNelis that it did not intend to name

th€ primarily responsible corporate officer - Atkins - in the .
Information or charge AtXins with an additional violation of
lS-E.S.C. §610; this decision to proceed only against the
Coégoration represented a departure from the Special Prosecutor'
norwal policy of charging both the corporation and the primarily
res@bnsible officer in all such cases. The reasons for this
depBYture from ordinary policy were stated by the Special
Prochutor in an Appendix to his letter to McNelis which reviewed
the circumstances of the pleas entereé by Ashland Gabon and
Atkins in November, 1973. The Prosecutor's letter to McNelis and
the Appendix were subsequently filed with the District Court.
(See Exhibit 13: Letter of Henry S. Ruth, Jr., Esg. to Charles

A. McNelis, Esqg. dated December 27, 1974 and attached Appendix).
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‘»'dn Deéeﬁbé: 30}fi§74,‘thé chppf

 Judge Gegrqe L. Hart, Jr., pleaded guilty to ddéh_cannggihhghg'

Information, and was fined $25,000. At that time, McNelis =
stated in open court that he was authorized to say thafuhtkiné

would reimburse the Corporation for any fine imposed upon the

Corporation.

2. The Continuation of the Internal Revenue
Service Investigation

As reported above, the McNelis Report was submitted
to the IRS in August, 1974, and was updated by materials
subsequently delivered to the IRS, Although it is possible that

. the Corporation will have some additioral tax liability as a
result of the deduction of amounts expended for corporate
political contributions and other matters under review by the
IRS, there is, as of this date, no final determination of the
Corporation's additional liability. Several aspects of the
IRS investigation are, however, pertinent to the Committee's

_inguiry.

First, in the course of its investigation, the IRS
has reviewed in detail the personal federal income tax returns
and personal financial records of several of the Corporation's
officers in an effort to determine whether there is evidence
that any such officer diverted any corporate assets to his
personal benefit. The IRS has advised representatives of the

Committee that this review has uncovered no such evidence.




secondly, th @l as questioned the tif
gaCorpoxation s write-off of}zts entlre Lzbyan investment S

fﬁinvastment was prlnczpally written-off’ in 1970; it now'apt rs

‘‘that the IRS will contend that the deductions in question should ;»1 ]?  /

?thave been taken in 1971 or 1972. The reallocation of such -

;fdeductions, if accepted by the Corporation or successfully
>asserted by the Service, will substantially increase the
Corporation's tax liability for 1970 aﬁd correspondingly decrease

its liability for subsequent years.

Thirdly, the IRS has informally advised the Corporation
that it presently intends to seek a 5% negligence penalty with
reségct to the taxable years 1970 and 1971.* Under the terms of
Sectdon 6653(a) of the Internal Revenue Code, such penalty
would appi§ to all deficiencies in income tak aséerted for the-‘
yeafT in question and not simply to those matters which caused
thecimposition of such penalty. While the Corporation's improper
dedSZtlon of political contributions may well be a factor in
thechS' present intention to seek such a penalty, representatives
of phe IRS have advised the Corporation that they would seek to
imp®se such a penalty even if no political contributions had
been made. Their conclusion in this regard rests upon certain
other problems in the preparation of and support for the
Corporation's tax returns and is consistent with the Service's
recently adopted policy of assessing the negligence penalty
against public corporations as part of an effort to force them to

keep better tax re¢ nrds.

* The Corporation has an opinion of counsel that the IRS cannot successfully as-~
ser: the negligence penalty against the Corporation for these years because of the
matcers in question.

- 24 -~
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3, Mat¥e: Involvxng the,Securi
Exclhiange Commlsslon

On Decerber 19, 1974, the Corporation mailed its Prbxy
Shareholders scheduled for"‘

Statement for the Annual Meetlng~of

January 30, 1975. (See Exhibit 14: Extract from the Corporation’s {

Proxy Statement for the January 30, 1975 Meeting of Shareholders).

These proxy materials disclosed that in Noverber, 1973, Ashland

Gabon had entered a guilty plea to a charge of having illegally
contributed $100,000 to FCRP in 1972 and that Atkins had pleaded

nolo contendere to a charge of aiding and abetting the making

of that contribution.*

The proxy materials also disclosed the

cl_lBoard's resolution of July 18, 1973, prohibiting illegal political

& conty ributions and the Boa*d s resolution of December 3, 1974,

€ creating the Speciel Committee. Such materials further dlsclose*

== that other political contributions made in 1972 and earlier years

~ had been reported to the Special Prosecutor's office and to the

(o
r\IRS, but no details were provided with respect to those contributions.

On December 30, 1974, the Corporation entered a plea

of guilty to the five-count Information charging additional

| )

* On March 8, 1974, the Securities and Exchange Commission had issved
Securities Act Release No. 546€ and Exchanga Act Release No. 10673. (See
Exhibit 15: Release dated March 8, 1974). Each Release stated that the
conviction of a corporatiocn or of a corporate cofficer on, or the officer's
plea of guilty or no contest to, charges cf having made political
contributicns in violaticn cf 18 U.S.C. §610 werc "mataerial to an evaluation
of the integrity of the management of the corporaticn as it relates to the
operaticn of the corporation and the use of corpcrate funds" and should
therefore be disclosed to such a corporation's shareholders, particularly in
the context of a proxy statemant. The Releases furthor stated that corpcrate
managerent should determine on a case by case basis tine need to disclose
illegal political contributions which had been rade but which had not become
the subject of formal criminal proceedings.
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violations of 18 U.S.C. §610. "

.
.

On December 31, 1974, John P. Ward, then Depﬁty  ﬂx7dfj‘

Secretary of the Corporation, was informed‘by Fred M.‘SantQ!

the member of the staff of the Division of‘COrporate Finance of
the Securities and Exchange Commission (the "“Commission®") who
was responsible for reviewing the Corporation's proxy materials,
that he (Santo) thought it would be appropriate for the
Corporation to supplement its December 19 Proxy Statement

in light of the December 30 guilty plea. The Corporation there-
after supplied the Commrission with a draft supplement to the
pré%iously mailed proxy materials and with subsequent revisions

~
of Cthat supplement.

Following a series of discussions between the staff of

thézbommission's Division of Enforcement arnd representatives of
n, it was determined that the supplement to the

proxy materials, as revised, would be mailed to the Corporation's
sha%eholders; that the Corporation's annual meeting would be
hels‘as scheduled; but that at that meeting, the shareholders
' wouEE not be asked to vote upon the nominees for the Board of
Directors, and the meeting would be adjourned and reconvened at
a later date for the purpose of electing Directors. It was
anticipated that such reconvened shareholders meeting would
take place after this Committee had completed its investigation

‘and made its report to the Board and after the Board had acted

upon the Committee's reccmmendations. This course of action was




~ in fact followed at the shareholderd meetingﬁdn'&aﬁﬁifyﬂaﬁ{

»
»

During the course of the discussions between the staff
of the Commission and the representatives of the‘Corporatiéﬁiﬁhidh
took place in January, 1975, the staff indicated the Commission's

intention to seek an injunction against the Corporation and.

certain of its officers, enjoining any further use of corporate

assets for unlawful political purposes. This matter was discussed

throughout the first part of 1975. Such discussions focused

principally on the terms of a decree to which the Corporation

and its officers might consent

(S

Such an agreement between the Commission and the
pCorporation and its officers was in fact reached, and on

CMay 16, 1975, the Commission filed a Complaint against the

“Corporation and Atkins, Seaton and Webb. (Sees Exhibit 16:

Complaint for Permanent Injunction and Certain Ancillary Relief).
3

(Thc Complaint alleged, among other things, that the Corporation,
-Atkins, Seaton, Webb and others had maintained a secret fund

Qor unlawful political contributions and other

purposes; that

Bhe Corporation, Atkins, Seaton and others had made payments

from 1267 to the date of the Complaint aggregating in excess of
94,000,000 without the application of adeguate accounting or

auditing procedures or sufficient controls or documentation; and
that the Corporaticn, Atkins, Scaton, Webb and others had caused

false entries to be made on the Corporaticn's books and records.




'The Complaint further alleged that the defendants had

‘adequately to disclose the above described éctivitiés‘iﬁ pg§xy f;_7‘

materials, annual reports and other documents-filed with'tﬁé!-
Commission during the period in question, all in viOIAtion of the

federal securities laws.

Without admitting or denying the allegations of the
Complaint, the Corporation, Atkins, Seaton and Webb consented to
an entry of final judgment permanently enjoining each of them
from doing any of the above described acts and from failing to
disclose any such acts in proxy materials, annual reports and
other filings with the Commission. (See Exhibit 17: Final

Ll

Ju%gment and Order of Permanent Injunction against Ashland 011,

As indicated above, the Corporation entered into an
Und%ftaking in conrection with the consent decree which provided,
among other things, that the Corporation should authorize and
éirdét the Special Cormittee to continue its investigation in
aCCOGEance with the resolution of the Board of Directors dated
Dece%%er 3, 1974, and to examine and review the Corporation's
bocks and records with respect to all matters alleged in the
Commission's Complaint and éuch relevant matters as might be
revealed in the course of its investigation. (See Exhibit 18:
Undertaking of Ashland 0il, Inc.). By letter dated May 19, 1975,

counsel to the Special Committee advised the Corporation that,




ym" its opj,nion, this Undertaking aid not enl f‘qe_

the Special Committee's 1nvest1gatlon. (See Exhihit 19' Letter:
of Kirkpatrick, Lockhart, Johnson & Hutch:.son to As and oil,
Inc. dated May 19, 1975). '




I1I. THE SPECIAL COMMITTEE'S INVESTIGATI

THE SCOPE OF THE INVESTIGATION

The Resolution of the Board of Directors which was un_;;*”"'
animously adopted on December 3, 1974, charged the Special Com=- i

mittee with the following responsibilities:

18 To investigate all aspects of the making of polit~-
ical contributions from the Corpofation's funds since January 1,

1967;

2. To recommend any further action which this Board

shSEId tate; and
c - - & ol - . u -

-— 3% To recommend any further payments which should be

made to the Corporation by its various officers in this connection.

& In the judgment of the Comnittee, that Resolution, ad-
dréssed as it is to a comprehensive review of the making of poli-
tfgal contributions and to appropriate remedial actions, has
n%E%ssitated the consideration of matters which, on first im-
pression, appear somewhat removed from the question of political
contributions. Specifically, the fact that unlawful political
contributions could be made with corporate assets over a six §
year period without detection or disclosure raises a series of

questions: what funds were used to effect such contributions;

how the funds so used were generated and their use concealed on




"‘the Corporation 8 books, whether other corp a

for unrecorded or improper purposes ot diverted by any"o f"er
of the Corporation for his own use; and whether any defects in
-the COrpbration's accounting procedures, operating poliCiesiox
basic organization have made such contributions possible or ren-
dered their detection less likely. These questions appear ﬁo
involve the current structure of Ashland 0il, Inc., and the
Committece has from the beginning felt an obligation to address

them.

The investigation conducted by the Committee with re-
spect to these questions substantially anticipated the chargye
placed upon it in the Undertaking entered into by the Corpora-

tion in United States v. Ashland 0il, Inc. et al referred to

above. That charge looks to the investigation of payments al-
legedly made by the Corporation without the application of ade-
quate accounting and auditing procedures and without adeguate
controls or documentary support; many of the payments alleged to
C have been so made involved overseas funds transfers of the type
™ used to provide the moneys used for political contributions.
Conseguently, the examination of political contributions parallels

to a material degree the review of such alleged payments.

In view of the responsibilities placed upon the Com-
mittee and the Committee's peculiar obligation to the Board, the
"Corporation and its shareholders, this investigatibn has addressed

five major areas of concern:




1. The making of politfcal contribution

2. The transactions which generated the fud@ﬁiﬁsgﬁ{),]

to make political contributions:'

3. Certain transactions which are inadequately ac-
counted for on the books and records of the Corporation or for
which adeguate documentation is not available or which in the
judgment of the Committee or its advisors required particular

review;

4 The conduct and activities of the principal of-

Y oy
ficers of the Corporation and of other individuals insofar as
S .
thig are pertinent to the remedial actions considered for re-

coggendaticn to the Board; and

= 5e The procedures, policies and governing structure

of ~&he Corporation insofar as they affect the specific problem
arexs indicated above.
&
~ B.
™~

THE PROCEDURES OF THE SPECIAL COMMITTEE

Since its appointment in December, 1974, the Special
Committee has met, in formal session, on twelve occasions. The

dates and places of such meetings are as follows:

January 8, 1975 New York, N.Y.
January 23, 1975 Ashland, Ky.

January 29-30, 1875 Ashland, Ky.




March 20, 1975

April 10, 1975 - Pittsburgh, Pa

April 16, 1975 Lexingtom, Ky.
April 24, 1975 Pittsburgh, Pa.
May 15, 1975 Pittsburgh, Pa.
June 4, 1975 '~ Pittsburgh, Pa.
June 5, 1975 l New York, N.Y.

June 18, 1975 Dallas, Texas

Initial meetings of the Committee addressed the identi-
fication of those persons who would be required to assist the

Committee in performing its assigned functions.

In recognition of its need for professional assistance,
the Committee retained Messrs. Kirkpatrick, Lockhart, Johnson &
Hutchison ("KLJ&H"), attorneys, of Pittsburgh, Pennsylvania, as
counsel to the Committee and Messrs. Coopers & Lybrand ("C & L"),
independent public accountants, to advise and assist the Com-

mittee in connection with its investigation.

Subsequent meetings have been devoted to a review of
the progress of the investigations conducted by KLJ&H and C & y,
the findings dz=veloped in the course of those investigations and
the resolution of those questions of policy which the investiga-
~tions have presented from time to time. Most recently, the Com-
mittee's sessions have been devoted to a detailed consideration

of the alternative courses of action available to the Corxporation




the COrporatzon for . doptxon. Finally, the Commxttee'has ‘

viewed in detail successive drafts of this Report.

In addition, to the formal Committee meetings, each
member of the Committee has devoted a substantial amount of time
to reviewing various materials submitted by KLJ&H and C & L, in-
cluding legal memoranda, factual analyses and materials relating
to violations of 18 U.S.C. §610 by other companies, and there

have been numerous informal conferences among the Committee mem-

bers and between Committee members and the Committee's profess-

iapal advisors.

™~
C. PROFESSIONAL ASSISTANCE TO THE SPECIAL
C "~ COMMITTEE

- At the outset of its investigation the Special Com-
ni€ee determined that it would need professional assistance in
order to discharge properly its responsibilities, and it has

——
-,

relied upon KLJ&H and C & L to provide that assistance.
c

™~ As counsel to the Committee, KLJ&H was responsible for

cegzhin aspects of the Committee's investigation and fof advis-
irng the Committee with respect to all legal matters embraced by
its investigation. 1In addition, counsel had the principal re—-
sponsibility for assisting the Committee in the drafting of this
Report; certain aspects of the Report, however, are primarily

based upon the investigation conducted and the expertise supplied




”:5Y.c & L. The nature of counsél's'investigg

_set forth in more detailvbelow’ AEop e

The areas of C & L's responsibility.wéré,initiallytSet
forth in their engagemnent letter dated January 30, 1575, ad-
dressed to the Special Committee. (See Exhikit 20). The scope
of C & L's investigative efforts and the nature of their find-
ings are set forth in their letter of June 18, 1975 addressed
to the Special Committee (See Exhibit 21), and € & L's investi=-

gation is described in more detail below, at pp. 39-70.

In addition to their investigative role, C & L have
advised the Committee with respect to the Corporation's account-
ing controls and procedures in general and its disbursement
procedures in particular, and the Committee has relied upon the

advice and expertise of C & L in formulating certain of the

D. THE FACTUAL INVESTIGATION

1. Limitations on the Scope of the Investigation

In considering and acting upon this Report, the Board
should be aware of certain limits upon the completeness and ac-
curacy of the Committee's findings. Some of those limitations

are inherent in the naturc of the special undertaking assumed by

the Special Committee and, correlatively, by its professional




advisors. Other Such‘limitations dre inherent 1“::hé«ﬁﬁﬁith

matter under investigatioh. Certain of the more impoftantf

general limitations may be categorized as follows:

1. Many of the events with which this Report is con-~

cerned occurred several years ago. In addition, many of the

transactions under review were complex but were conducted infor-

mally, without ordinary documentation or any significant support-

Some persons who might have provided factual in-

ing records.

formation about certain transactions are now deceased or are

otherwise unavailable. Consequently, it has been necessary to

aégémpt to reconstruct detailed transactions relying principally

e«
uq;n the fallible or partial recollections of those persons in-

volved who are now available and willing to render assistance to .
L]

thas investigation. This reliance upon the co-operation and

mdmory of such individuals necessarily limits the definitiveness

of the Committee's findings.

o

(e 2. Much of the information developed in the course

offthe investigation derives from personal interviews with knowl-

~ '
edgeable individuals. To encourage frank and complete dis-

closure, such interviews wexe not transcribed or otherwise re-

corded. To the extent possible, such interviews have been con-

ducted by at least two members of the investigative effort.

Nonetheless, the necessary reliance upon the recollections and

notes of these interviewers is an additional constraint upon the

definitiveness of the Comnittee

4

|y
s findings.




3% !it'vfespéctvto C &'L, the Pre edures employeu in

the investlgatxon were those deemed by them to be applicahle to

& special 1nvestlgat10n of this nature rather than to an exami-
nation in accordance with generally accepted auditing standards.
Much of the 1nformatlon which forms the basis for the Comaittee's
factual findings was not, and freguently could not have been,

subjected to independent audit verification.

Notwithstanding these limitations, the Cémmittee does
not believe that any of its recommendations have an inadequate
factual basis. In addition, in reaching a determination that
further investigation was not mandated to enable it to fulfill.

its charge, the Committee has considered the following factors:

1. No information has been obtained which has indi-
cated that the investigation conducted by the Committee or on its
behalf has not been sufficient to identify examples of those
types of transactions which might be used to cover the making of

corporate political payments or which might involve other mat-

ters wi:hin the scope of the Committee's investigation.

2. No information has been obtained which has pointed
to a rignificant area material to the subjects of the Committee's

investigation which has not been subjected to investigative

procedures.

30 Considered business and professional judgments

by the Coumitter and by the profcssionals it nas engaged have




been‘applied in establiéﬁing~approﬂriate'termihatibx po.

.certain investigative efforts, and the Committee belieﬁagfthgt‘ff’ff

practical time constraints and allocation of resources have been

judiciously applied.

4. In many cases, different individuals' recollections
of past events ar« at variance, and it has not in all céses beeh‘
possible to reconcile these differences. The Committee has at~
tempted to reflect these differences, where appropriate, in re-

- porting its findings.

g 5. The Committee has operated within certain economic
ang. temporal constraints. As a practical matter, it has of
co0¥se not been possible to review all‘transactions of the Cor-
poration over the period in question; nor has it been deemed
nézéssary to follow in detail every conceivable course of in-

(¢]
vastigation., Those avenues of inquiry have been pursued which

segmed most likely to involve problems or abuses of the sort
un@er review.

™~
™~

the Corporation and its shareholders to conclude this investi-

Similarly, the Committee has believed it important to

gation as quickly as possible, consistent with the goal of con-~
ducting a thorough investigation and of developing a sound and
adequate basis for recommending full and effective remedial
actions. This belief rests in part upon the need to develop

and act upon all appropriate remedial actions promptly and to




inform and assure the Corporation' $ shareheld s;an _thﬂ appro~3'

Y

priate federal regulatory agencies that proper corrective act;ons
‘have been taken. It rests equally wupon the COmmittee s convic-
tion that the matters before us need to be aired fully, remedied,
and put to rest so that the Corporation's officers nay go forward
with the affairs of the Corporation, acting under such improved

procedures and policies as this investigation may produce.

2. Investigative Procedures and Techniques

a. Affidavits

At an early stage in the investigation, each incumbent
member of the Board of Directors was requested to execute a
sworn Affidavit in a form prepared by KLJ&H, stating that he had
not had knowledge of the making of political contributions from
the Corporation's funds prior to the disclosure of such contri-
butions to the Board on July 18, 1973. (See Exhibit 22: Form
of Affidavit). Nine directors have executed such Affidavits,
and three other directors executed such Affidavits as amended in
details which neither the Committee nor its counsel deemed
material. Schedule A sets forth the Directors who fall in each
category and the dates upon which such Affidavits were executed.
Copies of the executed Affidavits are attached hereto as Exhib-
its 22-A through 22-L. The five directors who did not execute:
an Affidavit, as drafted or with modifications in detail, were

requested to complete a detailed set of written Interrogatories.
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 SCHEDULE'A

'RESPONDENTS TO AFFIDAVITS ADDRESSED ‘TO THE BOARD OF DIRECTORS

Affidavits Executed:

Director Date Executed

J. Robert Fisher February 20, 1975
William H. Gammon : February 1, 1975
Robert D. Gordon, Jr. : January 29, 1975
John R. Hall . February 26, 1975
Robert T. McCowan February 17, 1975
Aggus W. McDonald January 29, 1975
Riéert S. Reigeluth January 29, 1975
FCH. Ross, Jr. January 29, 1975

James V. Vandeveer Jénuary 29, 1975‘

Affidavits, As Modified, Ewxecuted:

~

Director Date Executed

B;Ian S. Downward* February 14, 1975

(«=] _
Samuel C. Butler*#* February 3, 1975
~

Wa&per W. Hillenmeyer, Jr.**¥* January 29, 1975

* Mr. Downward was not present at the Board meating on July 18, 1973, and his
Affidavit states that his first kxnowledge of ths Corporation's political con-
tribution came when he read the minutes of the July 18 wmecting. )

** Mr, Butler was advised by Atxins of the fact that political contributions
had been made by the Corporation at a meeting on July 16, 1973, two days before
the Board meeting at which a general announcement was made.

*%x My, Hillenmeyer was first elected to the Board in January, 1974; his Affi-
davit states that his first knowledge of the Corporation's political contri-
butions was obtained from purlic announcements which were carried in the ncdia
following the July 18, 1973, 3oard meeting.




" b. Interrogato:;eg‘

Counsel to the Committee drafted and éhébeﬁﬁitgée an

viewed and approved three sets of interrcgatorieé;f}onefg¢£1§f*f_’“

interrogatories was designed to elicit basic infdr@atibn'ébﬁﬁt

the political contributions made from corporate funds and about

certain overseas transactions; the means by which such contribu-

tions and transactions were accomplished and recorded on the

Corporation's books; and the persons who had knowledge of or

responsibility for such contributions and transactions. (Sze

Exhibit 23: Form of Interrogatories).

These interrogatories were served upon each member oi

the Board who did not execute an Affidavit; upon each employvee

of the Corporation who the Special Committee believed might have

knowledge of the political contributions or other matters

pertinent to this inquiry; upon one executive in each operating

division of the Corporatiocn; and upon certain employees with re-

sponsibility over the Corporation's funds transfers or other

areas of potential abuse in connection with the subjects under

review. All recipients were reguested to answer these interrog-

77043011085

atories under oath and to return the completed interrogatories

to the Committee.

Schedule B sets forth the recipients of these inter-

rogatories and the dates of their responses.




L

SCHEDULE 8

'RECIPIENTS OF FIRST SET OF INTERROGATORIES

Recipients
John W. Adams

Orin E. Atkins

Bernard A. Barnett
Joseph K. Barron
Oscar A. Blake

LYo

Paul%. Blazer, Jr.
£ :

Wilhurn Caskey

G. rred Charles
L
Wilbmy E. Chellgren

Samudl B. Davis, III

( e
Kenngth B. Denton

Chares H. Dougan

Edward E. Emrick, Jr.

Eugenc W. Erickson

John C. Greene

Present Position
with the
Corporation

Vice President = New
York Office

Chairman of the Board;
Chief Executive Officer

Outside Counsel

Director - Purchasing
Executive Vice President,
Ashland 0il International

Limited

Director and President
Ashland 0il Foundation

Manager, Public Affairs

Executive Vice President,
Ashland (2ermuda) Limited

Controller

Administrative Vice

- President

Vice Preside=nt

President and Chief
Executive Officer -
Ashland 0il International
Liinited

Retired

Director; President -
Northwestern Refining Co.

Personnel Supervisor,
Catlettsburg

Date of Responée??;:\ﬁﬁ

March 6, 1975
March 3, 1975

May 5, 1975
February 20, 1975
March 7, 1975

April 3, 1975

March 27, 1975

February 24, 1875

March 3, 1975

February 18, 1975
February 21, 1875
March 17, 1975

April 12, 1975

March 28, 1975




| Recigients
Alfred C. Hamm, Jr.

George C. Hardin, Jr.
James D. Rughes

" William J. Hull

H. Earl Joudrie
| 8

«© .
(:vJohn L. McCarty

“—sam Marrs
G
T Arloc .. Mayne

——-
A

c%ranklyn M. Moffitt
~

'hverett Reeves

William R. Seaton

Robert L. Smith

Edward A. Van Doersten

' 4

SCHEDULE B (CONTINUED)

Present Position
with the
Corporation

Assistant Divisional
Controller - Corporate

Senior Vice President;
President - Ashland
Exploration Co.

Executive Vice President,
Ashland 0il International
Limited

Vice President -
Washington Office

Chairman, Chief Executive
Cfficer - Ashland 0Oil
Canaca, Ltd.

Marnaiger, Exploration
Domestic Accounting -
Ashland Exploration Co.

Manager, Air
Transportation

Administrative Vice
President and General
Counsel

President, Ashland
{(Bermuda) Lt4.

Manager, Land Department

Vice Chairman of the
Board

Senior Vice President;
President - Ashland
Construction Co.

Senior Vice
Prosidont -

Chewical Co.

Date3éiiké3bsn§au

February 18, 1975

March 12, 1975
March 5, 1975

March 20, 1975

April 7, 1975
March 21,

March 21,

March 22,

February 19, 1975

March 28, 1975

March 10, 1975

March 7, 1975

February 24, 1975




Recipients
William C. Voss
John H. Wallace

Robert K. Warren

Carlton D. Weaver
Earl Weaver

Clyde M. Webb

Rolapd A. Whealy
V. 108s H. Winters

Robg;t E. Yancey

SCHEDULE' B _(CONTINUED)

~Present Position
with the
Corporation

Vice President
Auditor

Administrative Vice
President

Senior Vice President

Consultant

Vice President -
External Affairs

Retired
Treasurer

President

Date of Respon se

February 25, 1§7§13

March 4, 1975

March 11, 1975

March 10, 1975
February 14, 1975

March 20, 1975

March 25, 1975

March 12, 1975

March 10, 1975




A second set of interrogatories was

certain information regarding the Cofpotéticﬁ'éf@céo@ﬁtiﬂg:éhd

fiscal controls. (See Exhibit 24: Fofmbéf'Inteffbgatoriégf§  i
These interrogatories were addréssed‘to Mayﬁe ih his éapédit?~a$
General Counsel of the Corporation, with the direction that.ﬁé
serve such interrogatories upon those employees best able to
supply the requested information. Information responsive to
thece interrogatories was sﬁpplied on behalf of the Corporation

by Willis H. Winters, Treasurer.

A third set of interrogatories was drafted to elicit
infcrmation as to what knowledge, if any, the Corporation’'s
independent auditors might have had about the political contri-
butions which were made by the Corporation. (See Exhibit 25:
Form of Interrogatories). These interrogatories were addressed
to those emplovees who were deemed most likely to have informa-
tion about this matter, namely, Messrs. Atkins, Erickson, Seaton,
Webb and Yancey. These individuals' sworn responses to the

interrogatories arec discussed in more detail below, at pp. 141-144.

c. Questionnaires and Inguiry Letters

In the course of their investigation, C & L prepared
gquesticnnaires which were addressed to the U. S. employees of the
Corporation and letters of inquiry which were addressed to
foreign based employces; both the questionnaires and the inquiry

letters were designed to elicit information as to the employees’




knowledge of political contribut;ons or the use o£

' assets in political campaigns. (See Exhxbxt 261 For’

~ Questionnaire and Letter of Inquiry). Such requests farbinform:

ation were forwarded to 156 employees or former employees, and
responses have been obtained from all recipients. Schedule Cc
sets forth the recipients of such guestionnaires an& induiries

and the dates of their responses.

d. Visits to Corporate Offices and the
Review of Corporate Documents and
Procedures

(o During the course of the investigation both KLJ&H and
cQ L visited the Corporation's headquarters in Ashland, Kentucky
wﬁgre many of the Corporation's financial records and other docu-
mégks are centralized in order to familiarize themselves with
thes operations and structure of the Corporation and with the
nSEUre and content of the documents pertinent to their respective
inguiries. 1In addition, C & L visited the offices of the North-
wég%ern Refining Division, St. Paul Park, Minnesota; Ashland
(ngmuda) Ltd., Hamilton, Bermuda; the Ashland Exploration Com-
pany, Houston, Texas; and the divisional offices of the Ashland

Construction Company in Cambridge, Massachusetts, Atlanta, Georgia;

and New Haven, Connecticut.

KLJ&H alsoc examined certaln corporate documents which
counsel determined to be relevant to the investigation and which

were not otherwise the subjzct of review by € & L. Initially,




SCHEDULE C ¢

FECIPIENTS OF C & L QUESTIONNAIRES

Recipient : Position with the
: ) Corporation

R. J. Allen : Assistant Cash Manager March 4, 1975
Treasury Department

E. L. Anderson Credit Manager & Data March 7, 1975
Processing Manager e
Northwestern Refining
Conmpany

Robert M. Anderson Serior Project Engineer 3, 1975

. Ashland Chemical Company

John R. W. Ansdell Controller 5, 1975
: Ashlang 0il Intexrnational
- Limited
O A. L. Askew, Jr. 4 Gen=ral Manager, ZTurope March 10, 1975
& Ashland Cremical (France)

P. Aviotti, Jr. i 1 Cf iden March 25, 1875

C . c. Ballare polication Engin March 6, 1975

&

-rDavid P. Banks, Jr. Hdenic March 3, 1975
Southern States Asghalt
c i Conpany
0. E. Blurton e Sic¢ March 26, 1975

~ ta

John F. Boehm © Grouz Vice Presidsnt - March 5, 1975
Valvoline
AsifendaGul TN Cy

C. R. Borders Supcrvisor hccounting - Marxrch
Branch Banks fctivity '
Treasury Departrent

ision Controllarxr

N ~ Ty o e ™
SRS T R E R MR T




SCHEDULE C (CONTINUED)

0

Recipient . : Position with the T Dﬂte'ot?f i

Corporation Response
B. B. Brown District President March 20' 1975_f5_']*”

Warren Brothers Ccmpany

Bobby C. Brown Operations Manager March 4, 1975
Direct Marketing Ccmpany

T. W. Brown Operation Manager April 15, 1975
Ashland Oil Nigeria

Gilbert A. Bruno Regional Vice President - March 12, 1975
Southwest
Warren Brothers Company

“P

D. H. Carmer District President March 20, 1975
o Warren Brothers Company

H. SE Cartwright Vice President March 5, 1975
i L " Eastern Seaboard ' :

Petroleum Company

Jo @nn Cartwright Disbursement Clexk A Not Dated
i Treasury Departrent
o

P. J. Chase Treasurer March 7, 1975
= Ashland Bermuda Limited

F. g Cline District President March 24, 1975

~ Warren Brothers Company

R. I\ Colgate District President Marxch 20, 1975
Warren Brothers Company

S. E. Commella Vice President March 3, 1975
Valvoline Internaticnal

John W. Connolly, Jr. President March 5, 1975
Eastern Seaboard

Petroleum Company

Vice President March 5, 1975
Domestic Production &
Engineering

Ashland Exploraticn Company




Recipient

Elmer A. Craigcer

C. M. Davis‘
§S. W. Davis, Jr.

Walter H. Deakin,.'x.

M.
Joseph Ligerxonimo

C

=-=M, J. Domingues

chubbert Dost

(=

‘Harxry Downs

R. Duckworth

Jcz E. Dunfee

R. B. Durgin

David L. Eakins

L

| | e
SCHEDULE C (CONTINUEDY . '

o

Position with the
Coxporation

Vice President & Plant
Manager
Kyova Pipe Company

President
Harrison, Inc.

District President
Warren Brothers Company

Assistant Treasurer
Ashland Oil International
International Treasury
Department

Vice President & General
Manager
Polaris Plastics Corp.

Meterialsman
2shland 0il Nigeria

Senior Auvditer
2uditing Dopartm

london Eaglana

Vice Presicdent and General
Counsel
Warren Brothers Company

District President

Warren Brothers Cerpany

ior Auditor International
ional Auditing

Response
March 3, 1975

March 28, 1975
Maxch 20, 1975
Marxch 6, 1975

March 5, 1975

April 17, 1975

March 13, 1975
March 4, 1975

May 27, 1975

March 3, 1975

March 21, 1975

March 3, 1975




‘II' ¥ \

SCHEDULE C (CONTINUED)

.

’

Position with the : DAtebof v_fi':'““.'

'Reci jent
CREELERE Corporation Response
J. S. Farmer Executive Vice President March 4, 1975
Ashland Exploration Company
T. A. Ferne Staff Analyst III March 5, 1975

Corporate Planning &
Analysis Department

N. R. Fisher : Accountant March 11, 1975
Valvoline 0il Limited -
London
- Allan R, Galpin International Departrent March 24, 1975
= Ashland Chemical Company

A. & Garges Supervisor Lube 0Oil March 10, 1975

Accounting
= Accountin’ Department
Everett E. Gerths Resins & Plastics Dept. March 28, 1975
-_— Ashland Chemical Company
P. E? Gilbert Region Supervisor April 12, 1975
~ Direct Marketing Company

Mil€dn M. Goldberg Accounting Manager March 5, 1975
Polaris Plastics Corp.

{
Norgan E. Greene Treasury Department March 11, 1975
Ashland Exploraticn Company
™
Dwaine Gullett President March 4, 1975

Allied 0il Company

E. E. Gutknecht District President March 21, 1975
Warren Brothers Cormpany

Tom M. Hadsell Supervisor Field Staff March 11, 1975
Auditing Department

Havold J. Hale Vice President March 7, 1975
Warren Brothers Ccmpany




Recipient

N. W. Hall
Burt E. Hamric

K. B. Hankin
Williem P, lartl

1o Fritz Hasskamp

o

Cc. L. Hatfield

~Arnold C. Hayden

o
~A. H. Hazenberg

-

C. M. Hedrick
(e

rk’obcrt H. Hiniker
~
Ponald E. Hodgkins

R. C. Holgate

P, R. Holmes

L}

- SCHEDULE C (CONTINUED)

e s

.
0

Position with the
, Cotpotation

Senior Research Chemist
R & D Department

Group Vice Presicdent
Ashland Exploration Company

Order Processor
Valvoline 0il Limited -
London

Assistant Treasurer
2shland Oil Intermational =
New York

Gereral Manager, Germany
Ashland Chemical Qhio -
Speyer Branch

Region Supervisor Service
Station Accounting

Senior CGeologist
2shland Exploration Company

Adrministrative Manager
Valvoline 0il Nederland

Assistant Treasurer
Treasury Popartment

Adninistrative Manager
Melamine Chemical, Inc.

Vice President
Warren Brothexrs Company

Manager Accounting Services
Northwestern Refining
Company

District President
Warren Brothers Company
Hen agr e IR GRS SR EETE
Northwestern Refining
Company

e S e
aan e

Marxch

March

March

laxch

Marxch

March

March

March

24, 1975

7,

1275
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SCHEDULE C (CONTINUED)

Recipient

W. S. Horton

William J. Hull

Morton P, Iler

'P. G. Janssen
0

o
Ervie W. Jenkins
C

G. E==Jensen

C
D. W, Johnson

—

RIPAS Johnson
C

G. W'.\Jones
~N

L. P. Jones

Joseph B. Kittredge

Y, 3

Position with the
Corxvoration

Manager Systems &
Procedures

Industrial Chemicals &
Solvents Division

Vice President
Washington Office

Division Controller -
Azcounting
2 hland Exploration Company

International Accountant
Ashland 0il Petroleum
Indonesia

Coordinator - Budget &
Forecasting
Ashland Exploration Company

MAdministrative Assistant IV
Accounting Department

President
Mac's, Inc.

President
Macasphalt Corpcraticn

President
MacDougald-Yarren, Inc.

District President
Warren Brothers Company

President
Magaw Construction, Inc.

Vice President
Seaboard Cornstruction
Company

Yresident
New Haven Trap Focok

Company

Date of

- Rasponse

March 4, 1975 '

Marxch

farch

March

March

March

March

March

10, 1975

5, 1975

10, 1975

7, 1975
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SCHEDULE C (CONTINUED)
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Recipient : Position with the Date of

' Corporation  Response
J. R. Klinkhamer Managing Director , March‘lo. 1975

Valvoline 0il Nederland

J. R. Kneale President March 12, 1975
Sam Finley, Inc.

A. R. lawson Assistant Credit M§nager March 7, 1975
Northwestern Refining
Company .

President March 21, 1975
Arkhola Sand & Gravel
Company

~
o~J. D. Leggett

Accountant IX March 3, 1975
tac's, Inc.

(e
T. C. Lillard District President March 24, 1975

Warrxen Brothers Company

Division Controller March 3, 1975
Accounting Department

Harold J. Lincks

3]

Director of Special March 6, 1975
Finance
Executive Department

William H. Lonmicka

4

N. W. E. Long District President March 21, 1975
Warren Brothers Cempany

770

International Accountant March 10, 1975

K. A. Ludwi
b Ashland 0il Nigeria

Chief Geologist May 13, 1975
Ashland Exploraticn Ccmpany

R. E. Lynch

Attorney III March 3, 1975
Law Department

Richard J. Lyon

General Tax Counsel April 11, 1975

James V. Marcum
Tax Departi-nt
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SCHEDULE._C (CONTINUED)

.

Recipient Position with the CEIE ‘,inﬁcafdf
i Corporation :Rggggﬂsg_i

Charles W. Newton : Supervisor Marketing = March i. 1975
Accounting I
Accounting Department

Pierre Nomand International Departrent 24, 1975
Paris Office

John J. O'Higgins Materials Manager March 10, 1975
Ashland 0il Nigeria

W. . O'Neal, Jr. District President March 25, 1975
O'Neal Paving Corpany

B. O'Sullivan General Manager March 15, 1975
Ashland Exploration Company =
o~ Bangladesh

¢Etonald Owens : Accounting Managex March
cC Kyova Pipe Company

«§. P. Phillips Supervisor Deposit Section March
) Credit Departrent
¢Barriec Piper Controller March
Ashland Chemical Europe
rranca

‘Holres Pooley Assistant Treasurer
(e Waxren Brothers Company

PR. C. M. Reid Director of Eurcgean
Marketing

™~ . . ]
Valvoline 0il Ccmpany

Limited - Lcndon

G. M. Peno President March 21, 1975
Reno Constructicn Cempany, Inc.

C. H. Richardson President Marxch 20, 1975
Barrus Construction Company

Robert M. Rock Of fice Manager March 3, 1975
Southern States Asphalt
Company
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SCHEDULE C (CONTINUED)

Recipient Position with the gy Date of,a;;fﬂ*fw"
: Corporation _ Response
‘A. Roest ' Managing Director & March 10, 1975

Valvoline 0il Company
(S. A.) (Pty.) Limited

S. B. Sanford Manager, Exploration Maxch 4, 1975
International Accowmting
Ashland Exploration Company

Joseph B, Schlicht Assistant Treasurer Maxrch 4, 1975
Treasury Department

District President March 21, 1975
Warren Brothers Company

P. W. Schuster

| amd .
Edwagd L. Seay Region Operations Manager March 3, 1975
Direct Marketing Cormpany

-

Marshall Sher District Managey IIIX March 3, 1975
= Ashland Chemical Company

H. D. Shockley District President March 25, 1975
C Warren Brothers Corpany

Accounting Manager March 3, 1975
Tri~-State Plastic Molding
Conmpany 5

David L. Sisler

District President March 24, 1975
Trotti & Thomson

W. B. Snellgrove

7 7

Region Manager March 10, 1975
Southern 0il Company of
MNew York

R. G. Spurrier

f Accounting March 4, 1975
Tankexrs, Inc.

Robert L. Staley Manag

Maxrch 5, 1975

J. E. Stettler

Manager, Latin Fnerica 19, 1975
Otilup S.A. Industria

Quimica - Brazil

W. J. Strossen
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SCHEDULE C (CONTINUED). .

Recipient Position with the _ Date of
\ o Corporation , sponse

C. H. Stuber s Manager Tanker Operation March 3, 1975;
Marine Sexvices Department ' :

o«

.

" Franklin Taul - Special 2ssistant March 5, 1975
Ashland Exploration Company

Floyd Thomason, Jr. Vice President March 4, 1975
Ashland Petroleum Ccmpany

J. W. Thompson, Jr. President March 21, 1975
Thempson-Arthur Paving
Company

.ggaig Thursby Assistant Controllerxr 3, 1975
Accounting Department

[ cx

Angelo Tomasso, Jr. Regicnal Vice President 6, 1975

i New Haven Trap Rock Campany

W. J. Tomasso Vice President 10, 1975

-— New HEawven Trap Pock Ccmpany

€F. A. Trippa District President March 25, 1975

c Warrenrn Brcothiers Cempany

®odney Tucker Exploration Manager March 10, 1975
Zshland 0il Nigeriz
cC

rﬁf V. Turner Managing Directcr March 6, 1975
Valvoline Cil Limited - .
™~ Loncon

District President March 21, 1975
Texas Bitulithic Company

G. Van Vessenm Sales Proaotor ¥arch 14, 1975
Valvoline 0il htederland

James C. VanMeter Astlend Cil International March 5, 1975
Internaticral Treasury
Deeatiie I

Vernon VanSant, Jr. President & Chicf Executive
ey
Ashlend Cil Canada, Ltd.




Recipient

Leon R. Volterre
‘R. D. Wade

Donald Wanstrom

J. P. Ward

Richaxi*A. Wasteneys

c

[ 13
W. Alvin Watson

——

Peteqcp. Wedgewood
John F. wedow

T i .
Richard M. Vieir

~N

GayﬁE‘J. Wells
William J., Whelan
Barry D. Williams

D. Van Woerkom

Arthur Q. Ycung

; P ' ’ i
SCHEDULE C(CONTINUED)

Position with the
Coxporation

General Manager West Africa
Ashland 0il Nigeria

Region Manager
Direct Marketing Cempany

Manager Retail Accounting
Northwestern Refining
Company

Secretary
Ashland 0il, Inc.

Group Vice President -
International
Ashland Exploration Ccmpany

Secretary-Treasurexr
Eastern Seaboard Petroleun
Company

Accountani
ashland 0il Intexnaticnal

President
Cleveland Tankers, Inc.

Staff Auvditor II
Auditing Department

Vice President
Ashland Chemical Co.

Vice President & Treasurer
Ashland 0il Canada, Lté.

Administrative Assistant
wWashington Office

Management
Ashland Oil (Nederland) B.V.

Senior Auditor
duditing Departrent

Date dfi'l: ﬁf.f*
R&sggnag

March

3, 1975

7, 1975

14, 1975
4, 1975
10, 1975
8, 1975
10, 1975
18, 1975
7, 1975

4, 1975




the documentary review focused on nepar“s that had alrec y been‘..

prepared concerning the Corporatlon s/’ ealltzcal conﬁrib ions.v.f-

including the Reports de11vered to the 3oard of Dxrectors by

E & E in September, 1973, and September, 1974, a“dvﬁhe.ﬁéﬂélis

Counsel also examined basic cor-

Report and its'supplements.

porate documents, including the Corpor:>tion's Articles of Incor-

poration and its By-Laws and the Minuc:zs of the Board of

Directors Meetings, and various docurm::is, including corre-

spondence, memoranda, contracts and oiresr materials, relating to

subjects within the scope of the Comri-tee's investigation.

C & L reviewed certain docu::

zntary evidence which

they deemed pertinent to their investication, including books

of original entry, correspondence, cc:..racts, cash disbursement

records, vouchers and invoices, expen:z:: accounts and travel and

entertainment records, cancelled checl:: and cther documents.

In connection with that documentary r:«-iew, C & L generally

reviewed corporate accounting procedc:r .s, particularly inso-

far as they related to cash disburse: "::its; that review pro-

0

the principal basis for certain rscommendations contained

-

vides

in this Report.

Personal Intervi-- = and Communications
with Corporate P<::onnel and Other
Individuals

Throughout the course of tr: Committee's investigation,

interviews were conducted with members of the Board, officers

and ernployces of the Corporation and cther persons believed to




e v
 have information relevant to_the.subject.matterfo-uhhe

gation. ;

In the majority of cases, these interviews were con- =

ducted in person; in some cases, they were conducted‘by ﬁelé¥' 
phone. Some of these interviews were condﬁcted by the SPecia1'
Committee, some were conducted by KLJ&H and some were conducted
by C & L; in certain cases, the interviéws were conducted jointly
by representatives of two or more of these groups. Schedule D
lists the principal interviews conducted in the course of the

investigation.

s Initial interviews were designed to develop background
inéprmation concerning the Corporation's operations and account-
ine- procedures in general, the making of political contributions
an® the mechanics and uses of various overseas transactions.

C & L in particular had extensive conferences with the Corpora-

[ &3]
tion's accounting and treasury department perscnnel and with its

P
Intgrnal Audit Manager. In addition, it had such conferences
witgy other corporate perscnnel for the purpose of reviewing, and
sedfdng clarification of, transactions for which full documenta-
tioh was not initially obtainable or transactions which were
recorded on the Corpofation's books and adequately documented
but which C & L believed warranted further review or investiga-
tion. Subsequent interviews by XKLJ&H and C & L were designed to
clarify or cross-check information which had been obtained from:
the responses to the interrogatories, the review of various

corporate documents or earlier interviews and to pursue other

matters of concern to the investigation.
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SCHELULE U

PRINCIPAL INTERVIEWS

Place of
Intérview

Interviewees Date of Interview

February 10, 1975

Ernst & Ernst
(Leroy E. Gardner)

Arloe W. Mayne
Robert K. Warren
Wilbur E. Chellgren
John H. Wallace
Walter H. Deakin, Jr.
Charles M. Hedrick
Joseph B. Schlicht
James C. VanMeter
Alfred C. Hamm, Jr.
Willis H. Winters

* Kenneth B. Denton
Orin E. Atkins
George C. Hardin, Jr.
Robert L. Smith
Morton P. Iler
Samuel B. Sanford
John McCarty

Donald E. Hodgkins
Tom M. Hadsell
Robert A. Reeves

James V. Marcum

February
February

February

February

February

February

February

February
February
February
February
February
March
March
March
March
March
March
March
March

March

1713

1975
1975
1975
1975
1975
1975
1975
1975
1975
1975
1575

1975

Louisvillq;*ky.

- Ashland, Ky.

Ashland, Ky.
Ashland, Ky.
Ashland, Ky.
Ashland, Ky.
Ashland, Ky.
Ashland, Ky-.
Ashland, Ky.
Ashland, Ky.
Ashland, Ky.
Ashland, Ky.
Pittsburgh, Pa.
Houston, Texas
Cambridge, Mass.
Houstoa, Texas
Houston, Texas
Houston, Texas
Cawmbridge, Mass.

Cambridge, Mass.

. Ashland, Ky.

Ashland, Ky.




Interviewees

Eugene w; Erickson
Oscar A. Blake
Joel D. Moore
Josepk B. Kittredge
Angelo Tomasso, Jr.
jW. J. Tomasso
Orin E. Atkins
william R. Seaton

L o
Robeft E. Yancey
Gilbert A. Bruno

Joseph D. McDonald

ks R. Kneale

a
Clyde M. Webb

Arlé%_w. Mayne
Willgmm R. Scaton
G. Fed Charles
F. M Moffict
Phillip J. Chase
William C. Voss
Orin E. Atkins
Craig Thursby

Ernst & Ernst

(Messrs. Keller, Gardner and

Carpenter)

(]

anLE D gcdntiﬁued! _‘

PRINCIPAL INTERVIERWS

Date of Interview

March
March
March
March
March
March
March
March
March
March
March

farch
March
March
March
March
March
March
March
April
April

April

6, 1975
6, 1975
6, 1975
10, 1975
10, 1975
1975
1975
1975
1975
1975
1975
1975
1975
1975
1975
1975
25, 1975
25, 1975
31, 1975
2, 1975
3, 1975

450975

Plﬁ.ce of . s

Interview .. =
St. Paul Pa’r'k',u‘. Hinn. i
Houston, Texaé '
St. Paul Park, Minn.
New Haven, Conn.
New Haven, Conn.
New Haven, Conn.
Ashland, Ky.
Ashland, Ky.
Ashland, Ky.
Atlanta, Ga.
Atlanta, Ga.
Atlanta, Ga.
Ashland, Ky.
Louisville, Ky.
Louisville, Ky.
Hamilton, Bermuda
Hamilton, Bermuda
Hamilton, Bermuda
Ashland, Kf.
Telephonic
Ashland, Ky.

Pittsburgh, Pa.




SCHEDULE D (continuad)

PRINCIPAL INTERVIEWS

e ” TP1kc$'§f' i
Interviewees . Date of Interview . = . Interview

Orin E. Atkins April 9, 1975 &  , ‘ Ashland, Ky.
Paul G. Blazer, Jr. April 9, 1975 Ashland, Ky.
Wilburn Caskey | April 9, 1975 Ashland, Ky.
Wilbur E. Chellgren April 9, 1975 : Ashland, Ky.
Samuel B. Davis, III April 9, 1975 ' Ashland, Ky.
Kenneth Denton April 1975 Ashland, Ky.
John C. Greene April 1975 Ashland, Ky..
Alfred C. Hamm, Jr. April 1975 Ashland, Ky.
P Everett Reeves April 1975 Ashland, Ky.
= William C. Voss April 1975 Ashland, Ky.
__ John H. Wallace =0 April | Ashland, Ky.
— Robert K. Warren April Ashland, Ky.
C Clyde M. Webd April 1975 Ashland, XKy.

< Har. - D. Williams April 16, 1975 Pittsburgh, Pa.

iy William J. Hull April 16, 1975 Pittsburgh, Pa.
Clyde M. Webb April 20, 1975 Pittsburgh, Pa.
Robert E. Yancey April 20, 1975 Pittsburgh, Pa.
James D. Hughes May 1, 1975 St. Louils, Mo.
Orin E. Atkins May 5, 1975 Pittsburgh, Pa.
George C. Hardin, Jr. May 6, 1975 New York, N.Y.

William R. Seaton May 8, 1975 Pittsburgh, Pa.

William C. Voss May 9, 1975 London, England




SCHEDULE D (cont inued)

PRINCIPAL INTERVIEWS

Interviewees Date of Interview - Interview - ..

Charles H. Dougan May 9, 1975 : London, ﬁh@l&hﬂT7 '

G. Fred Charles May 13, 1975 Pittsburgh, Pa.
Orin E. Atkins May 20, 1975 New York, N.Y.
Samuel B. Davis, III May 28, 1975 Ashland, Ky.
Orin E. Atkins June 5, -1975 New York, N.Y.
Ernst & Ernst June 10, 1975 Louisville, Ky.
(Messrs. Gardner and
Carpenter)

Freq:ﬁ. Vinson, Jr. June 10, 1975 Washington, D.C.

Clydes M. Webb June 10, 1975 Washington, D.C.




e

f. The Review of g & B's

Because of E & E's prior services aS-ihe éérpbz%ﬁidn's
independénﬁ public acgountahts and its role ihj;he i“iti;ifinﬁ
vestigation of thé Corporation's pbliticél contiibutibﬁé;vfhé
work done by E & E, and particularly the documentary eQidehce}of
that work, was reviewed to obtain any additional information
pertinent to the Committee's investigatién and to prévide é basis

for certain of the Committee's recommendations.

Initially, C & L discussed with E & E personnel the
scope of E & E's investigation of political contributions subse-
quent to July 18, 1973, anéd C & L examined E & E's work papers
relating to that investigation. In addition, C & L examined
sclected workpapers from E & E's audit engagements for the Cor-
poration's fiscal years ending September 30, 1969, through
September 30, 1974. This review sought to identify unusual
transactions which had been previously noted by E & E during its
audits in those years. Certain such transactions were identified,
and where they deemed it appropriate, representatives of C & L

investigated these transacticn

Thereafter, the three AT i & E who had
principal responsikility for E & E's examination of the Corpora-
tion's financial statements were interviewed by KLJ&H concerning
their knowledge of the Coxrporation's political contributions,

and by KLJ&H and C & L with respect to other matters pertinent




to the Committee's investigation. 'In response to dértg:nf 
questions raised during the course of'these interviews, E & E-
supplied the Committee's representatives with certain further

information drawn from their work papers.

g. The Analysis of Political Contributions

A central focus of this inVestigation has been the
political contributions made by the Corporation prior to 1973.
At the time the Committee was creaéed, those contributions had
already been the subject of three related investigations: that
conducted by the Corporation itself; that conducted by E & E;
%Ed that conducted under the supervision of Messrs. McNelis and
Igatherman in connection with the IRS investigation.

-

I The sum of those investigations is reflected in the
MQMelis Report, as supplemented; that Report has been the start-
in§ point for much of this Committee's investigation. The
pa?&ies principally responsible for the preparation of the
1c§glis Report have been questioned about the means by which it
was:éeveloped, and the émployees of the Corporation who had
priggQipal responsibility for its initial investigation have also
been interviewed. As indicated above, the E & E work papers
relating to their investigation have been exanmined by C & L,
and their responsible partners have been questioned about their

investigation. Finally, the circumstances under which the con-

tributions were made and the means by which the contribution

- 66 -
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fund was generated have been reviewed with. thcse pﬁ 5008

tlfied as having knowledge about these matters.

In addition to those areas previously identlfied as
having some connection with the making of political contrxbutxons.
the Comnittee has reviewed other categories of transactions or
expenditures, including expense accounts, advances to officers,
bonuses, incentive comgensation arrangements, payments for con-
sultants' fees, royalties or commissions and the use of corporate
facilities, which might be the source of, or might be used to
conceal, political contributions.

he The Analysis of Overseas Trans-
actions and Other Matters

The funds used to make political contributions were
principally derived from overseas funds transfers ostensibly
made for the benefit of the Cocrporation's overseas operations.
In viow of this fact, all such transactions for the pericd in
question were reviewed in an effort to insure that all f:nds so
diverted and made available for political contributions lkad been
identified. The acccunting treatment of, and support fcr, such
transactions were reviewed, and additional docuwnentation of
such transactions, including contracts, correspondence, paid

checks, leases and other documents were reviewad.




[ _ £ .
In cases where these transactions involved payments

to third parties which were inadequately documented or whiéh;, :

because of the nature of the transaction, were deemed by C & L'-
to require further investigation, written representations were
sought from the recipients of such moneys that they had

received the funds in question and that none of the sums so
received were returned to the Corporation, its subsidiaries,
directors, employees or other representatives or used independently
or at the direction of any corporate employee for political
contributions in the United States. (See Exhibit 27: Form of
Representation Request).* To the extent possible, these trans-
aé:ions were also reviéwed in an attempt to determine that all
such transactions had a business justification and did not involve
ang. illegal expenditures. In this regard, the principal corporate
personnel involved in the subject transactions were interrogategd
byciLJ&H as were many of those individuals who had received any

[
such payments.

= In addition, analyses of charges to selected corporate

™~ :
accounts, such as consultants' fees, legal expenses, certain pre-
™~
paid expenses, miscellaneous expenses, receivables and advances,
were obtained from the Corporation by C & L and reviewed in an

effort to determine whether any such expenditures might have in-

volved political contributions or other illegal expenditures.

* Because of the differences in the nature of the transactions with respect
to which such representations were sought, the representation requeats differ
one from another although generally following the form attached as an Exhibit.




Iy ' L
i. Personal 'Financial Analzggs_,_

After identifying the individuals with acceséftd ﬁhe-v

funds used for political contributions, documentation was sapght
from each such individual as to that individual's financial af-
fairs in an attempt to determine whether or not any corporate

employee had misapplied corporate funds for his personal benefit.

In this connection, federal income tax returns, bank
statements, paid checks and, in certain cases, net worth state-
ments of the officers were analyzed to determine whether there
were unusual items of income or receipts or any accumulation of

o

assets for which there was no apparent source.

In addition, because the IRS investigation into the
Corporation's possible acdditional tax liability embraced a
similar review of these officers' financial assets, these matter:s

~ were reviewed with the agents involved; this rcview was conducted
ot

= with the full knowledge and consent of the individuals in question

€ and pursuant to appropriate powers of attorncy.
~

~ Finally, payments made to certain corporate officers
for travel expenses and other reimbursements were examined for
selected years to determine whether such payments were adeguately
accounted for or could have involved the reimbursement to such
officers for expenditures made for political purposes, the

diversion of such funds for the officers' personal benefit or

other illegal expenditures.




j. Comparative Analyses and Co
; og InvestigatiVeZngorts.

KL3&H and C & L coordinated their iﬂvesﬁiqatio:,by-f}ff

means of frequent communication on a continuing basis withffé;jf;ﬂdf
spect to problems as they arose and new ateas pf investiéatidh'
that had been discovered. Each reviewed the others' tentative
findings at periodic meetings and by other means. This Report
reflects the combined efforts of both professional advisors to

the Committee.

) THE REVIEW OF OTHER COMPANIES' SITUATIONS
<
-~ As a supplement to its factual investigation of the

Cofporation's activitigs, the Cormittee has attempted té review

the posture and procedures of the other principal companies

whg;h entered pleas to violaticns of 18 U.S.C. §610 and which

hqx; entered into consent decrees with the Commission with re-

spect to political contributions or related matters. That re-

viG has embraced certain filings of such companies with the Com-
n¥Ssion and other public documents setting forth the actions taken
b;\those companies with respect to political contributions and other
unaccounted for funds or unlawful payments; pleadings in civil
actions brought by the Cecmmicssion and other governmental bodies
against such companies; pleadings in civil actions brought against
such companies by their shareholders; and other pertinenf materials.
" A summary of certain of the information derived from that review is
being submitted to the Corporacion's Board cf Directors for their

information simultaneously herewith.




.~ This review has been helpful to

ning its investigation and in 1denr1fY1ng araaa of potential abuse,

which warranted review; it has been equally helpful 1n provxdlng
benchmarks for the exercise of the Committee's judgment in
debeloping the recommendations which are now submitted to the

Board for its consideration.
F. PERSONNEL INVOLVED IN THE INVESTIGATION

In view of the nature and scope of this investigation,
specific personnel from KLJ&H and C & L were assigned to their
respective engagements. The personnel having principal respon-

sibility for the conduct of these engagements were as follows:

Kirkpatrick, Lockhart, Johnson & Hutchison

1 partner
2 associates

Coopers & Lybrand

3 partners
5 managers
1 supervisor

<

In addition, both KLJ&H and C & L drew substantially on their
other personnecl fo ition: 1S S1 including research
anG investigative efforts, and for an independent review of the

investigation and of

As of June 26, 1975, a combined total of roughly 6,000

-

hours of profesciocnal time has been devoted to this inves 1ga~




1;by KLJ&H and by C & L.

In addition, the Committee has devoted}in‘é*cggg‘of

750 hours to this investigation and to the preparationféhd‘reviéw‘

of this Report and its recommendations.




COMMITTEE

'- :;Eil,:f"A- PQLITICAL cou'rnmu'rmns

, : Durlng the years 1967 through l972>

mate polltlcal contributlons. directly and i:li '":

corporate funds to members of both major parties who helﬁ publlcT:
office or who were candidates for public offlce at the federal,
state and local levels., In addition, it is probable that,;he
Corporation made such political contributions in relatively “
minor amounts at various times prior to 1967. '

1. The Nature of the Contributions Made
by the Corporaticn

The political centributions which are the major focus

of this Report were effected in three basic ways. First. and by far

the most significant category in terms of both the number and

the size of the contributicns, were those contributions made

upon the direction or with the authorization of senior officers

of the Corporation. Such contributions were made throughout

the period in guestion. The great percentage of those contributions
were made upon the authority of Atkins and, in a lesser number oif
cases, of Webb or Seatcn. These contributicns were characteristicalli
made in cash from a fund maintained in the Corporation's head—.
quarter olfices in Ashland, Kentucky and were delivered to the
recipient or to some one ox some committee acting on his bﬂhalf

emplovee of the Corporation. The greatest portion




delivered cash funds to Arnold with the unaerstanding that Arnola' 

would redeliver those moneys to candidates for the U, S.-Congressf3

In excess of $100,00b of'

whom he deemed to be appropriate.

corporate funds were cistributed to political candidates in this

manner.

(o} A third category of contributions involved the re-

imfMrsement of individual officers of the Corporation who haé

infzially made political contributions out of personal funds.

The only instances the Committee has identifiecd in which such

reigbursement was made involve Eugene W. Erickson ("Erickson"),

a pirector of the Corporation and the President of its division,

th& Northwestern Refining Co., and George C. Hardin, Jr. ("Hardin"),

sefdor vice President, Ashland Exploration Company. Hardin's

~
co::rlbution was apparently made without any expectation that it
would be reimbursed by the Corporation. Both Erickson and

reimbursed by Webb from moneys held at corporate head-

Hardin were

quarters sometime after their contributions were made.

three basic patterns of ccrporate

In addition to these

four additional paeyments of relatively small amounts

&

contributicns,




;which are deemed to be lawful wpre made to
iand part1es by the Corporatzon and by Ashla djd Canad:

85% of the voting stock of whlch is owned by the Corpor

circumstances of these payments are reviewed in more detail below,

at pp. 98-99.

2. The Source and Custody of Funds Used
for Political Contributions

The funds used to make political contrikbutions were
principally obtained by the diversion of moneys which had irnitially
been transferred oversecas for the apparent benefit of the
Corporation's overseas operations, As a general pattern, these
moneys were tran:ferred from a corporate bank account in the
United States ito a corporate account in a foreign branch of a
U. S. bank or to an account in a foreign bank for which a
corporate officer or employee was a signatory. Upon instruction
from a senior officer of the Corporation, the funds would be
withdrawn in cash from the foreign account and returned to the
Corporaticn's headguarters in Ashland, Kentucky. Typically,
these transfers to foreign accounts were reflected on the
Corporation's books as advances to the Corporation's foreign
subsidiaries or operating divisions, and the withdrawals from
such accounts were charged to the exploration and production
assets of these ' The funds so cgenerated were maintained

in a safe in corporate headguarters. During the period pricr to




etxremenr on Avgu 3l 1“70, custody of the funda Was_thL

'*;xeSponsmblllty of Seaton. Knowledge of the fund's existﬁnée@Q

access tc the'funds heid by Emrick and Seaton, were Jim;tet to a
few enployees of the Corporation, generally certain of lts seniar i

officers.

No records} formal or informal, were kept of thé fﬁnds
held in the safe. The sources of the monevs used to establisﬁ éndr
replenish this fund have been identified from ordinary corporate
reé?rds with the aid of senior officers' reccllection 95 the
magfers under investigation; the expenditure of the funds has
been reconstructéd from the joint reccllectiorn cf the indiviéduals
in®8lved. It is not possible to insure that zll moneys so diverted
ha;z been icdentified; nor is it possible to account for all such

&)
expenditures or to attain complete certainty with respect to the

idaptity of the recipients of the Corporation's contributions.

cC
Schedule & summarizes the moneys which can be identified

.

as Raving beer returned te or depcsited in the cesh fund maintained
at the Corporation's offices in Ashland and certain other dis-
bursements, the purposes of which cannot ncw be identified;

ebsent clear evidence to the contrary, all such moneys, totalling

801,165, have been treated as though they were used for political




Cmrpora.e fwie returned in ‘cas:
ashlane, Ky.: ‘

September 8, 196" St e 40,000
Cctober 11, 1968 .. ' = 200,000
July 1, 1969 R AT 125,000
June 8, 1971 : 104,997
January 17, 1972 ‘ 60,000
March 24, 1972 ) 100,000

larch 28, 1972 100,000 , svzg;ggv

Funds disbursed from corporate
accounts for which no
purposs can ke ascertained
and which are assumed to have
been aveilable fcr peolitical
contributions:

October 26,
tovember 30,
April 24, 1568
~June 26, 1568 77,5C0%
807,497
Unrecorded cash receipts from
1968 through 1971 which were
maintained in Ashland, HKy.: 50,468
857,965

Decduct, October, 1973 é=posit to
corporate accounts of
on corporate books wni

12

asn funds not
K had been
maintained in Ashland, =y 56,800

casn
~

N
(]
!
c
~
~

at least some of
but the Ccamittee aas
‘y such uses fox an) of the sums in guesticn.
t appear to have been necessary to fund
1 made from corporate
were devoted to
reated as thouyh 1t was

an be
Senc more conzlusiive 3
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”E‘it is believed that, over the years in question, thiﬁ amount may

have been used, in part by former officers of the COrpargtion’whoyj

are now deceased, to make smaller political contributions which

cannot now be precisely identified.

The funds which can now be identified as having_been
returned by corporate personnel to the cash fund maintaineé in
Aeyland were generated and accounted for as follows:

~
a. On September 8, 1967, Seaton withdrew $40,000 in

cash from a Corporation account with First National City
Bark ("FNCB"), New York City. He returned the cash to the
cé?borate offices at Ashland, Kentucky, and it was eventually

(@
used for political contributions.

.

c
~ This cash withdrawal was initially accounted for by

crediting cash and dekiting an account maintained for exploration/
production advances. The expenditur: was subsequently shown as
Lease Purchase/Geophysical on the beoks of Ashland - Brunei
Cowpaﬂy (now Ashland Pacific 0il Company). The Corporation's
bocks thus reflected an account receivable from Ashland - Bruﬁei

" Company on the basis of a cash advance, and the Ashland - Brunei




books'refleeted'#he,expeqﬁi;ggg@of;&hgw a$

o

leasehold purchase; this amount remains on ¢ orpe

~as a charge;tcuthe_non-pkpducing leaséh01d1§§§¢uﬁ€.g

b. On October 11, 1968, the Corporatioh bo:r

$200,000 from the Bank of Nova Scotia Trust Company (Londdh)é*"

and that amount was transferred to the Banque de Paris, Genevé'td :

an account in the name of Interrep, S.A. These funds were

returned to Ashland, Kentucky by E. G. Winstead, then a cdrporate

employee, and were thereafter used for political contributions.

The loan from the Bank of Nova Scotia was initially

recorded on the Corporation's books as a note payable with a

corresponding note receivable account from Interrep, S.A. The

subsequently reclassified and charged to

Interrep receivable was

("Ashland Libyan") as a charge to un-

the Ashland Libyan Company

developed leaseholds and was inadvertently deducted from the

Corporation's federal income tax return for the fiscal year ending

September 30, 1971.

7 7 0 4

c. On.July 1, 1969, Atkins received $125,000 in cash

from an account at FNCB/Geneve in connection with a larger trans-

action for business purpcsos. Atkins divided these moneys between

himself and G. Fred Charles, Esg. ("Charles"), then Assistant

Secretar: ot tha Corporation. Atkins and Charles then

_brought their respective portions of the $125,000 back teo



;60 000 from Albert Mayer, then Assxstant Treasurar of 'th
“Corporation. This money was eventually used for politici

rcontributions.» Charles has 1ndlcated that he was not told ot

the use to which the funds would be put nor was he aware p:iqr,“fﬁ

‘to July, 1973, that such funds had been used for political

contributions.

When initially withdrawn from FNCB/Geneva, thesé‘fundS~

- were charged to Advances-Exploration/Production and subsequently
wers charged to accounts receivable inter-company - Ashland

Liﬂ?%n. When the Corporation's Libyan investment was Qritten'off

in-I970, the charges were included in the amount written off and

ingdvertently deducted from the Corporation's federal income tax

retggrn for the fiscal year ending September 30, 1970.

(7
d. On June 8, 1971, an account of Ashland Libyan at

=
thezSwiss Bank Corp., Geneva was closed, and the balance of
$10%,997 was withdrawn by Seaton in cash. Seaton returned these
fuldds to Ashland, and they were eventually used for political

contributions.

In 1969, a substantially larger sum had been transferred

to the Swiss Bank Corp. account, charged on the Corporation's

* This roceipt wes reviewed by E & E in the ccurse of their examinaticn
of the Corporation's financial statements for the fiscal year ending
September 30, 1969. For further detail, see belcw at pp. 141-144.,

SR ore




When the Corporation was expelled from leya, the'ent

xpendec there, including all the money whlch had. Lniti l
been deposited in the Swiss Bank Corp. account, was wrltten Oaf._
At that time the balance of $104,997 was overlooked, and when
the funds were withdrawn fron the Sw1ss Bank account by Seaton

in 1971, no accounting entry was made. This amount was,in-

advertently included in the Libyan write-off and taken’aé'a:.

deduction on the Corporation's federal income tax returns for

the fiscal year ending September 30, 1970.

e. On January 17, 1972, $60,000 was wire transferred
frcaa the Corporation's account with FNCB/New York to an éccount
with FNCB/London. That amount was picked-up in cash in London
by Charles H. Dougan ("Dougan"), then Vice President, Ashland
0il Interrational, Inc. Dougan delivered the funds to John W.
Adams, Assistant te the Chairman and lanager of Investor
Relations, who returned the funds to Ashland, Kentucky where
they were eventually used for political contributions. Both Dougan
and Adams have indicated that they did not know the use to

which these funds were put.

When the money was transferred to FNCB/Lonéon, it was
charced tc accounts receivable - inter-companv. In March, 1972, it

was charged to Won-producing Leasehold Costs, Ashland Cil Nigeria,




£ On March 27, 1972 $100 000 was wire‘transferr

from the Corporatxon s account with FNCB/New York to

- with FNCB/Geneva. Seaton withdrew this amount in cash from th,

account and returned the funds to Ashland, Kentucky. ‘Such funds :

were subseguently used to make the $100,000 contribution to'the’

Finance Committee to Re-Elect the President in March, 1972.

After initially being charged to prepaid expense,’this

amount was charged to undevelcped leases; Ashland Petroleum Gabon

Corp. in March, 1972; upon return of the FCRP_contribution,'this

<
am%ant was removed from the Corporation's tooks by debiting cash

and._crediting the undeveloped leasehold asset account.

g. On March 28, 1972, $100,000 was wire transferred

from the Chase Manhattan Bank/New Yorx tc the Chase Manhattan

C
Bank/London. Scatcn withdrew these funds in cash from the Chase
[

acgount in London and returned them to Ashland, Kentucky. Some

oferhese funds were used for political contributicens.

™~

N~
credited and other prepaid expense debited. The prepaid expense

When the funds were transferred to London, cash was

was subsequently changed to an account receivable oving from 5

‘Ashland Nigeria, Ltd. which in turn charged the same amcunt to un-

developed leasechold costs. In fiscal 1974, this amcunt, reduced

"by the $56,800 cash balance of the political contribution fund which

8
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Corporation for financial repcrting purposes and not deducted but

reflected as a Schedule M adjustment for federal income tax purposes.




- 3. The Corporatmon s Pol;ticjlw
’ Contrlbutxon 5 b A

a. Contrlbutions Made Dlrectly
_x_the Corporatlon

As indicated above, there are no;fécofﬂs‘whiﬁh establish.

the identity of the recipients of the contributions made dlrectly
by the Corporation. Schedule I to this Report which is being
simultaneously submitted to the Corporation's Board of DLrectors
lists the apparent recipients of the Corporation‘'s direct con-
tributions and the amounts of the contributions in gquestion.
Schedule I is based upon the best collective recollection of those
individuals who were involved in the making of political contri-
butions. Based upon the recollection of those individuals, the
Comnittee believes that contributions were made by the Corpora-
tion to the candidates listed on Sciiedule I or to persons or com-
mittees acting cen their behalf. The aggregate amounts contributed

-

in question wculd appear to be as follows:

-

ember, 1567 through December 31,
$66,500.

1968 through December

January 1,
28500 .

DSIERE) S

January 1, 1969 through December
HERIE s (0

January 1, 1970 through December
1870 - $62,700.

December




VThus; the:to

_1972, inclusive, is $612,800.

b. Contributions Made Indirectly through'
Arnold

™

In addition to contributions made directly by the
Corporation, officers of the Corporation supplied $105,000't¢1*
Carl F. Arncold for redistribution to selecied candidates for the
U. S. Congress. Of this amount, $25,000 was made available in |

1971, and the balance was made available in 1972.

- of During the course of McNelis' review of the Corpora-
th's political contributions, Arnold supplied a list of persons
to whom he had made contributions with the Corporation's funds,

aqi_those recipients were appropriately scheduled in the McNelis
Report. During the course of the present invectigation, counsel
tofthe Special Committee has contacted Arnold in an attempt to
verify the identity of such recipients. Although Arnold has
cog%irmed his receipt of the moneys in guestion from the Corpora-
ti%E;and has confirmed that no such funds were diverted for the
benefit of any employee of the Corporaticn, he has declined to

confirm the identity of those persons to whom, or for whose

benefit, such contributions were made.

Also contained in Schedule I is a listing of those
persons identified in the McNelis Report as the beneficiaries of

the contributions channeled through Arnolad.




Certaxn addltlonal contr;butxons are
the Corporation by virtue o; the fact that tha COIPO”
.1mbursed Eugene W. Erlckson and George C. Hardin, Jr..for contribu

tions originally made by them out of personal funds.

Prior to September, 1970, Erickson was an officer of

Northwestern Refining Company ("Northwestern"); in September,
1970, the Corporation acguired all outstanding stock of Rorthwesternf
Erickson was then employed by the Corporation as Executive>Vice
President; in February, 1971, he was elected to the Board of

Directors.

In Octcher, 1970, Erickson was asked to purchass one

or more tickets to a dinner honoring a certain individual who wWis

0

then campaigning for elsecticn to the United States Senate.

)

Erickson states that he mentioned his intention to puxrchsze one
such ticket to Webb; that Webb suggested that he (Erickson)

purchase five such tickets for which Webb would reimburse

7 7 9 4

Erickson; and that Webb indicated that Erickson would be reimbursed

for other such contributions which he made out of personal funds.

Following that conversation, Erickson made a series

of political contributions in 1970, 1972 and 1973 paying for

all

such contributions by personal check. With respect to each

uch contribution, Erickson subsequantly notified corporate




of mount ‘ ‘
in cash for the amount of his contribitions by eith
“Saéﬁpn; 'Ericksdn has s;ated'thatihe has anféE6rd7ontfq;

of the_téimbursement‘receivéd'by'him. The cOntfibutiqnggfva

Erickson now confirms that he received :eimbursement;éggrégaté

$6,764.65.

Erickson has acknowledged that during this period he
made certain other contributions to candidates for local offices;
because such contributions were made in cash, he has no records

from which he can reconstruct such contributions.

[ oo
o Finally, Erickson has stated that he contributed

$39000.00 to a Club for a certain Senator in July, 1970, two
moffths before the Corporation's acquisition of Northwestern. This
contribution was included in the list of contributions for which
he:;as reimbursed which Erickson supplied to McNelis during the
préparation of the McNelis Report; Erickson now states that he
beggceves that he was not reimbursed for this item. Because
ErpPekson does not have a record of the cash payments received by
hif and because the Corporation does not have a record of the
amounts expended by it, it is not possible to determine with
complcte certainty whether this contribution is properly attri-
butable to the Corporation. Absent such clear proof, the Com-
mittee has resolved all doubts agaiﬁst the Corporation and; for

the purposes of this Report, the Committee has deemed the con-

tribution to have been made by the Corporation. The identifiable




contains a statement by Er;ckson that e was notire J

the $3,000.00 contributzon-made in July,~1970. The recipient'

of the contributions made by Erickson are 1dentif1ed on Schedule

I.

Hardin also received reimbursement from the Corporation

for a political contribution initially made with personal‘fdnds.

Hardin has stated that prior to his employment with the Corporé—

tion, he had made personal contributions to the election campaigns

of a certain U. S. Senator. In 1972, before making an additional

3

contribution to that Senator, Hardin spoke with Webb to ascertain

that there was no reason of corporate policy why he should not

make such a personal contribution. He received assurance from

Webb that there was not, and he contributed $2,500 to that

Senator on February 22, 1972. Subseguently, when he was in

Ashland, Webb gave Hardin $2,500 in cash which Hardin accepts

without further question. Hardin has stated that prior to

77 D asd3a e

July 18, 1973, ne had no knowledge of any other contributions

1975, Hardin forwarded to the

the Corporation. On May 7,

made by

Corporation a check in the amount of $2,500.00 in repayment for

of the Hardin

the moneys given to him by Webb. The recipient

identified on Schedule I hereto.

contribution is



,Uhacccnn=edffob‘ﬁqney;;m“

fis'évidéﬁ¢e th§t-certa;n former principal officers dfjﬁﬁaba rpol

may hﬁvé used corporaﬁe funds to make po;iEiCal cohtiibu ion$”bn£h
prior and subsequent to 1967. Each of the individuals mquestmn
is now deceased, and there are no records known to be avaiiablaﬁL_ f
which would verify either the fact that such contributions were |
made or the nature and amount of such contributions. It is knoﬁn.'
however, that each of the individuals in question would have had'_
access to the moneys in the safe in Ashland, and present officers
oftvthe Corporation are of the view that some political contributions
wdfe made by, or at the direction of, cne or more of these men, both

bé?ore and after 1967.

As has been indicated above, the Corporation entered into
a‘gettlement with the IRS relating to its tax liability with respect

£
to these matters for its fiscal years 1963 through 1969. That

—
)

s%ft}ement was premised upon the possibility that some political
ceutributions were made throughout that period and the impossibility
ofNprecisely determining the amount of any such contributions.
Similarly, the uncertainty as to whether any such corporate
contributions were made and, if so, the period during which they
were made are factors which prevent a precise accounting of the

funds made available for political and related purposes.




through 1972, and those mcneys assumed to,have‘been avaxlah e 'or_

contributions which cannot now be accounted for"

Amount presumed to have been
used for political contributions
between September, 1967 and 1972

(See Schedule E).

$ 801,165.00

Contributions made Girectly by the
Corporation. $§ 612,800.00

Contributions made through the
delivery of funds to Arnold 105,000.00

Contributions made by
reinsursement of corporate : .
officers 12,264.65 730,064.65

Unaccounted for amounts
as if expended fcr oo
contributions.

$ 71,100.35

Other Political Payments

In addition to the three categories of political

pcontributions enumerated abcve, certain other payments to political

figures were made by subsidiaries of the Corporation during the

period in question, apparently in response to local situations. -

There is no evidence that any senior officer of the Corporation

knew of or had any responsibility for these payments, and, for

‘that reason, these payments have been categorized separately from

e LR Ll A
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:Theaércontribff‘bné;may bb:SGhmafitedfus<

awarded $208,000 by the New Jersey Department of Transpoiﬁatiom
in connection with a claim which it filed with the Department“o
damages arising from the cancellat;on of a public constructlon s
contract. Because the claim was to be paid from funds 6tigidélif
contributed to the project by Hudson County, N.J., the Stﬁte |
Treasurer insisted on receiving a resolution from Hudson Cduéty

ofNcials authorizing payment of the award before the Treasurer

M.
would issue a check.

Thereafter, a Hudson County political figure demanced
a ;;ymcnt of $22,000 from Warren Rrothers and threatened that
without such a payment the necessary resolution would not be
-adgptcd. Warren Brothers originally resxsted this demand. Upca
begpming convinced that adoption of the resolution was being de-
laPed because of its refusal to make the reguested payment,
WaQ}en Brothers agreed to pay, and did pay, $15,00C to the
political figurec. The resolution was adopted by the Cournty,
Warren Brothers received the full amount of its award for damages

from the State Treasurer.

et e dBe e g Sl b i o g (o




'ment. The em
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this matter cooperated fully wzth the pro ecution.._

L ’l‘he'l'hompson-hrthur xg-g-iuhiﬁt_; '

A s ,‘\

In the summer of 1966 Warren BrotharsVCQmpani acquxred

the Thompson-Arthur Paving Company, a lelSlon of which was -
located in North Carolina. John W. Thompson ("Thompson") ~ontinued
to manage the operations of Thompson-Arthur undet[the terms of

the acquisition agreement.

In 1969, Thompson agreed to make a $1,000 éontribution
to the campaign of Robert Scott, Democratic candidate for
Sovernor of North Carolina. Thompson paid for certain campaign
advertising for Scott with a corporate check, apparently intending

to settle with the Corporation prlor to the close of the fisca

year, but he inadvertently failed to do so.

Thereafter, the Internal Revenue Service investigated
Scotl's campaign finances, and, as a conseguence, the Thowpson-
Arthur contribution came to light. Thompson explained the over-
sight to the IRS and the Corporation, reimbursed the Corporation
and cooperated fully with the IRS in its investigation of this

mattor,

ii. The P.R. Boston Incident

In 1968, Warren Brothers acquired P.R. Boston, Inc.

Sa




_a‘:dﬁtihé‘audit in January of 1970 kevealed that
ﬁfiﬁuéiéhs totalling $2,100 had been made froﬁfc rpe

SRR R R e e e e e b LA Ll N

gmade; gnd there is no evidence of any departu:e”f£¢m7£hh:Tin,f;Y

" fstruction.

f. Other Contributions and Paymehts
Deemed to Be Legal '

03

i. The Carey Contribution

The Committee is advised that in October, 1974, Southern

0il Company of New York, a subsidiary of the Corporation, contributed

$.,000 to the campaign of Bugh L. Carey for election to the office

&% Governor of the State of New York. That contribution was

authorized by Atkins after he had received the advice of Mayne

P
that such a contribution in New York was lawful and, therefore,

n%; in contravention of tne Board's resolution of July 18, 1973,

4

Ip-late 1974, E & E was advised by Mayne that this contribution

wd8 legal, and Mayne subsequently delivered to £ & E a written

oﬁ%hion to this effect,
h

™~ 3

Contributions by Ashland 0Oil
Canada Limited

[P

Ashland 0il Canada Limited ("Ashland Canada") is a

public Alberta corporaticn, approximately 85% of the stock of which

is owned by the Corporatiocn. The Committee has been advised by H.

Earl Joudric, Chairman of the Board and Chief Executive Officer of




Canada's contributions from the date of its reorganizatioh'éﬁfﬁf'

September 11, 1970 through September 30, 1974 totalled'appréﬁiéf”
materly $125,000. Such contributions were made in conjunction
with two federal elections and various provincial elections. 211
such contribu’ions werc written off as expenses for Ashlana'
Canada's financial reporting purposes and, for tax purposes; were
treated as nondeductible expenses; all such payments wére mnace

by check and were recorded in the bcoks of Ashland Canada.

Mr. Dube/fas advised the Comnmittee of his opinion that
such contributions were not prohibited by the Caradian Election
Act or by the applicable statutes of each province in cuestion;
that the disclosure of such ccntributions by a corporate ccntri-
butor is not reguired; and that Ashland Canada's treatment of such
contributions for tax reporting purposes was in accordance with
the federal Income Tax Act and the relevant provincial tax

statutes.

Mr. Joudrie and Mr. Dube/have stated that to their
knowledge no senior officer of the Corporation was aware that quch
contributions were being made by Ashland Canada, and the Committee
hasine inforpation that wetls ingicatg that any oificers of the

Corporation




vconventlon brochures prepared for use in connection

'aRepubllcan and Democratic National Conventions. The &mounif

- expended for such advert;sements aggregated $20, 000, and such

-payments were made by checks drawn to the orders of tha Demow¢aglc

National Committee and the Republican Arrangements COmmittee.

respectively.

Such payments were authorized by Atkins after he had

received the opinion of Mayne that such payments might lawfully

B made by the Corporation.

iv. Contributions in Florida

The Special Committee has discovered three separate con-

t&butions, totalling $700, which were made from corporate funds

erent candidates for local office in

15°1972 and 1974 to three diff

Florida by employees of Eastern Seaboard Petroleum Co., a subsid-
c
iagg of the Corporation.

These contributions appear to have been

legal under Florida law.

4.

The Responsibility for Corporate
Political Contributions

Atkins, Seaton and Webb are the officers of the Corpor-

ation who were chiefly responsible for the making of political

contributions. All substantial contributions were made with Atkins!

approval, and Atkins knew of and generally approved each of the



Corporatlon, and he authorzzed the several actions by wbmdhvthev
funds were generated and returned to the Corporat;on s head-
quarters. Finally, Atkins himself delivered certain of tﬁé cuntri-
butions made by the Corporation.

Seaton knew of almost all contributions made in this

period, and after August 1, 1970, Seaton was responsible for the
custody of the funds used to make such contributions. Of the
funds made available for contributions, Seaton personally eifected

the return cf roughly $344,000 to the fund maintained at Ashland.

Webb personally delivered, or arranged for delivery of
a significant portion of the funds cecntributed to political
c~ candidates. In addition, Webb received many of the reqguests for

= funds from political candidates and personally authorized some of
P P D

C the smaller political contributions.
™~

~ Each of the three men mentioned participated in dis-
cussions about the possible recipients of contributions and the

various requests for contributions rcceived by the Corporation.

ncipally concerned

of the Corporation's
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but there is no proof that either man had knowledge of or in-
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‘Several other present or former employees ofiép”

ZCorporation'particiéated in the distribution of-fundé“éqkéq1§§i
candidates, William J. Hull, Vice President - Wéshingtbn]dffiéé;
and Harry D. Williams, Administrative Assistant - Washinqtdn "
Office, each purchased tickets for political fund raising dihnérs
and were later reimburéed in cash by Webb for such ticket purchases.
Hull and Williams each recall being reimbursed in the neighbor-
hood of $2,000 for such purchases over the two vear periodl1971
anqc§972. Wilburn Caskey, Manager, Public Affairs; Everett Reeves,
Mangger, Land Department; and John C. Greene, Personnel Supervisor,
Cat&ettﬁhﬁrg, Gdelivered relatively small contributions to

nunierous candidates for state and local ofiices throughout the
pcfzbd from 1967 through 1972, in amounts aggregating $65,000,
$7;§60, and 310,500, respectively. Each received the fundis from a
superior and delivered the funds in accordance with instructions

reg@ived from a higher officer of the Corporaticn.

™~
N Messrs, Hull, Williams, Caskey, Reeves and Greene Leve

each stated that they assumed the funds in cuestiorn had been
personally contributed by senior level corporate officers for
distribution toc political candidates, and Greene has stated

he advised those persons to whom he made contributions that
“funds were contributions.by individuals. The Committee is not

Inpossecsion of any ‘information which contradicis' theselstecenencs,




John W. Adams, Vice Presidesnt - New York Office; G.

Charles, Executive Vice President, Ashland (Bermuda) Limiteﬁsﬁaaa

“harles H, Dougan, President, Ashland 0il International Liwitéd}fV

each had a role with respect to the return to the United States .

of cash which was eventually used to make corporate political

contributions. Each of these men has denied that he knew, prior
to July, 1973, that the Corporation had made political'contfibutioﬁs;

““and each has denied that he knew the use to which the funds iﬁ

v
question were to be put. The Committee has no evidence that con-

amm

__tradicts either category of denial.

Finally, as has been indicated above, there is evidenc

c
~~ that certain former principal officers of the Corporation may

T have used corporate funds to make additicnal political contributions

€ both prior and subsequent to 1967.

N

N Except for the persons identified above, the Committee

has no evidence which establishes that any other person who is
now a director or employee cf the Corporation participated in the

making of political coatributions or had knowledge that such

contributicns were being made.




LS Reimhu:sément&neqeivadﬂhy'the Cprpbr&

Chairman of FCPP., The sare day, a check in thie amount was recurho

to the Corporaticn by Faul E. Barrick, Treasurer of FCRP.

In the course of this investigation, the Committee

directed KLJ&H to write other principal recipients of the

.y .

s political ecatributions, advising them of the

corp®fate nature of the contributions and recuesting the return

of the arocunts contributed. Reguests for reirbursement were
-_

made to twenty-four persons or committees who had apparently
=3 .

received contributions from the Corporation toialling $393,000.

Lan

c
$9,164.65 deemed by the Ccrmmittee to be attraibutable to him, and

In addition, Ericksen has peid to the Coerporation the

Hargin has reimbursed the Corporation for the $2,500 paid to
hinNin connection with his contribution.

™~
Inisum, the ancunts i ified as having heen expended

for political contributicns or otherwise unaccounted for but

o used, and the amounts reirbursed to the Corporation

Identified political comtributions $730,064.65

Amounts unacc unted
availabie tor politica
contributions $ 74,100, 3% $801 ,1n5.C0)

e e e —




funds b renipien:a _
of:political contributious*

LS

Net amount of funds
contributed or
unaccounted for

B. THE CRIMINAL CHARG@S BROUGHT AGAINST THE CORPDP“T*O

The Corporation's political contributions were the

subject of two separate criminal proceedings: the first, in

by a guilty plea entered by Ashland

Miovember, 1973, was concluded

‘Eabnn to a ocne count charge U.S.C. §610 andg

Atkins' plea of nolo contendere to a related charge; the secoad,

in December,

1974, was concluded by the Cerporation's entry of a

cguilty plea to a five count charge of vic kg LB R HSEEIE S G0N

€A review of the circumstances waich 1 ‘ nis socond crimina

wr . . . -
*proceeding is pertinent to an assessment of the candor and

cooperativeness of the Cocrporation's officers and hence to a

cdetermination of the action, if any, which the Corpcration should

take with respect to such ofiicers.
As has been Vinson, acting on behalf

of thellGorposaticon , W gsecutor in Ji 1972,

# The candidates or committees from whom such refunds were received are

identitied in Schedule 1 hereto.
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1 a£i§n3s violation of 18 U.S.C. §610 would be diépdéééﬂbg

addition, the Special Prosecutor also agreed that thE'Cofpcration‘f

would be afforded a meaningful opportunity to arcue that:nn

individual should be charged in this connection, and Vinson

agreed to make Atkins, Seaton and Wabb available to the SPECIBl

Prosecu+tor's office for informal interviews.

Prior to such interviews, Vinson and the corporate

of Mcers discussed the scope of the agreement entered into between

VinSon and the Special Prosecutor and the possible scope of the

-
Special Prosecutor's guestioning. A specific point of concern
_—

as whether the officers' voluntary disclosure of contributions

otheg than the 1972 FCRP

gift would subjecct either the Corporation

or Themselves to further criminal charges. Such concerns were

ar¥Ficularly appropriate in view of the fact that the Special
p y & 3 p

c
Prosecutor's apparent jurisdiction extended only to matters relating

&

™~
to ;Ee 1972 presidential campaign.

In view of this concern Vinson and the Corporation's

officers agreed that, in the event any questions went beyond

arent authority,

the parameters of the Special Prosecutor's

Vinson would interrupt the gquestioning and clarification;

if the matters embraced by such questions were covered by the

Vinson wou.a mermit the witugsses
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mlght, therercre, raise tihe prospbc“ oL ﬁurch&_"c

Vinson would direct his clzents to refra;n from further answe:

usiil all such matters had been reviewed with the Sp901al

Prosecutor.

With this understanding, Atkins agreed to an interview

with the Special Prosecutor. That interview was held on July'20,»

1973. It was conducted informally, and Atkins was not under .

oath.
v
T

At th2 interview Atkins resgconded in detail tc cuestions

concerning the 1972 FCRP contribution. Atkins was then acked if

the Corporation had made any contributions in connection witn the
R il

c19€8 presidential campaigns, and in response, he identified contri-

Cpbutions had been made by the Corporation in 1968 to Richard
=M. Nixon ané Hubert H. Humphrey.

cC

™~ 5

o Although the guestion about the 1968 presidential

campaign was beyend the apparent jurisdiction of the Special

Prosecutor, Vinsor did not object to the question nor did he

1

seek clarification of the implications of this line of inguiry

for the Corporation or for Atkins personally. Atkins has stated

“that he expected Vinson to object to this question and that he

responded to the question cnly when Vinson failed to do SO.
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inson has stated that Atkins responded to the ques

"best to allow the interview to run its course without=0hjectiQn;f#*

and to seek clarification with the Special Prosecutor at its close

rather than to interrupt the interview at that point and review

with the Special Prcsecutor the scope of the inquiry and of the

Vinson cculd roi commuricate -=is

previcusly reached agreement,

change in strategy to Atkins without interrupting the interview, and

Atkins was, therefore, unaware of any determination Vinson wmey have

v

Atkins was then asked whether the Corporation had made

-—
any contributions in connection with federal senatorial anéd congres-—

si&pal elections. 2Acting in accordance with his determinatien to

lot the interview go focrwand without objection, Vinson neither

ob§ected to nor sought clarificaticn with respect to this further line

ofc%nquiry. When Vinson failed to assert any objection, Atkins

N ) . . - -
stated that no such contributicons had been made. Both Atkins
~ ; .
and Vinson were aware that this statement was inaccurate,

although neither man, at that time, knew of all such contributions

which had been made. After some few additional auestions, Atkins'

interview was concluded.

D
4

Atkins has statce th

167]
fal]

t his response to the question

il
(¢

senatorial and congressional contributions was made witn

o

about

Seaton and Webb were to be interviewed at’

the realization that
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a luter‘daté‘and in the belief that it wpu;@jﬁga'aﬂsiblam o}

0

Special Prosecutor was proceeding had been e:tab;iéhédy_

Folléwing this interview, Atkins consulfedlwith Qi#éﬁh'.
and others as to how best to clarify and correct the recordg‘ &
To effout such cilarification, it was agreed that in the cc o of
Webb's interview, Vinson woulé intervene and clarify the
situation, if the questioning went Beyond the 1972 FCRP cuatribu-
tion. To that end, Vinson drafted a letter to be delivercd
to the Special Prosecutor which was apparently intended to alert the

Special Prosecutor to the fact that erroneous information hagd

been provided to it and to allow an opportunity for clarification.*

That letter was delivered to the Special Prosecuter in

connection with Webb's interview on August 1, 1973. Webb recalls
' that, toward the end of his interview, he was asked if the Corpor-
ation had made contributions in connection with the 1968 presidential
c:campaigns; that Vinson intervened as agreed and delivered Lo
~the Special Prosecutoxr the letter previously drafted; that the
NNinterviewer from the Special Prosecutor's cffice reviewed the

letter and did not thereafter pursue any inquiry into mattoers

beyond the 1972 presidential campaign. Vinson recalls that the

% Viason's letter of August 1, 1973 addressed to Thomas McBride is a

part of the Appendin to Henry S. Ruth's letter of December 22, 1974.
Sce Exhibit 13. :
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b any questions bey

Special Prosecutor failed to ask Web

.
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'Etne close oi‘Webb‘s interview and not in response to auy‘pafélca;

¥)question; Ehat one or more persons from the Special Prosgc#ﬁof‘stf "-'4
office reviewed the letter and indicated that they had no dis-

agreement with it.

Whatever the details of the particular interviews, both
the officers of the Corporation and Vinson proceeded thereafter
on the assumption that any problem presented by Atkins' inaccﬁrate.
statement had been satisfactorily resolved. The members of the
Spe®&al Prosecutor's office, however, had not read the letter as
Xt Jgs intended: the letter did not alert the Special Prosecutor

to the existence of undisclosed contributions nor did it alert

the Prosecutor to the fact that AtKkins' stactement with respect

to gonatorial and congressional contributions was incorrect.

A réview of the letter in guestion, with the benefit of hindsight,
- .

suggests that this misunderstanding between the Corporation and
c,

the Epecial Prosecutor can be largely traced to the inadequacy

cfithel letter tcelf.

The full scope cf the Corporation's contributions to
federal candidates first becam=a clear to the Special Prosecutor
in mid - 1974 through discussions with MchNelis and when it sub-

sequently obtained access to the McNelis report which had been

delivered to the IRS by the Corporation.




”é”““ﬁf;“' roanennd jt~ dnvactioation’ inko Ehm‘Cofﬁofatw
pwglu1CuL uuthiuuLlouu. Yhat inguily umumeuJ é ruvAm,
circumstances of the nonadlsclcsure aof the Corporation s:c_
butions to congressional candidates. As a result of that
investigation, the Special Prosecutor sought the permiséiqn of
the Attorney General to prosecute additional possible violations
of federal statutes. Such permission was granted by Attorney
C-neral Saxbe, acting pursuant to Department of Justice Order
No. 551-73 dated November 2, 1973, by letter dated December 12,

1974. (See Exhibit 11).*

Acting under the authority so granted, the Special
Prosecutor decided to charge the Corporation with a five ccount
information for violations of 18 U.S.C. §61C and to bring no
charges against Atxins or any other corporate officer. The
- determination net to proceed against Atkins ropresented a
de cparture from the Special Prosecutor's policy of charging the
primarily responsible corporate officer in all situations involving

§610 violations. That determination reflects an apparent

c
~
™~

conclusion by the Special! Prosecutor that Atkins was not materially

% The Attornay General's letter states that "[ajlthough campaign contributions

and related violations occurring otner than in connecticn with the 197:

Presidential election would not normally fall within vour [the Special

Prosecutors's) jurisdiction, I agree with you that it is both prudent and

necessary for you to pursue 1uvestiﬁ4t10n and to prosecute all possibla vio-

lations in this particular araa. Thus, the Attorney Ceneral's letter con-

firms that the question to which Atkins had failed to respoad accurately was in fact
beyond the ordinary purview of the Special Prosecutor's authority.
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. culpable for the corniusion surrounding. the Corporatic xtia

| Atemlacnre of ita trlitical contributions; the Spédiaix'ra acuto

llﬂdt.i:.'.‘bx.u:tq.i.ki_y (3 SO I Pl Rt ST By Reri B o 5 R S S e S el Sl 0 S 0L e 0

the Appendix to Mr. futh's letter of Dacember 27, 1974. 7 (S

’

sxhibie 13).

In retroszsect, it is clear that Atkins should'héVe:de~

i

clined to answer th2 guestions posed by the Special Prosecutor on

jurisdictional grou~.is, answered the gquestions accurately, or

sought an adjournm::: during which counsel might have clarified

the situation. At::ns' error was, however, understandable in view

woiﬂd apply: Vinso:rn's failure to act in accordasnce with that under-

stamrding: the juri:zdictional cbjection to such further questions;

=

Atltnms' uncertainty as to the possible furth:: jecpardy of the

Y

— - . Gl ek Lk . 0y . . - ls
Corporation and of ~zkins himself; and the apparent availability

C
of opportunities tc correct any false or misleading statements.
s

‘rC. THE REVIE) OF CORPORATE OFFICER3' FINANCIAL POSITIONS
c

™~ The Cor:cration's contributions were made from a

casf™unl which wau maintained without any significant documentation

cf receipts or disz .:rsements. Several officers of the Corporation

had access to the ©:nd. Under those circumstances, the Committee

sought to determinz wihether there was any evidence that any

.portion of the ava.lable fund had been diverted for the personal

benefit of corpcrz:.: officers. This incquiry was conducted by

reviewing in detail the personal financial positions of certain




contributions, and consequent access to the funds, were most =

significant. 1In addition, the review embraced Erickson, hacéﬁse:'

of his involvement in the making of political contributions ., and
Robert E. Yancey ("Yancey"), President or the Corporation, because
of his position in the Corporation. - This review which wau.hot:an
audit, was principally conducted by C & L, and the scope of the
review was determined by the availability of documents andé other

~ data and by the exercise of C & L's professional judgment, subject

to consultation with KLJ&H and review by the Committee

In the case of each individual in question, personal
federal income tax returns for the years 1967 through 1972, and

in the case of Atkins, Scaton and Yancey for the year 1974, were

reviewed. *

In the case of Atkins, net worth statements as of
various dates throughout the period October, 1967 through December,
1274 were received, including at least one statement in each year

within that pericd excepnt for 1969. All bank statements for
p

personal checking @ccount, for his joint checking account,

s custodian account wesre reviewed for the years

1967 through 1970. Bank statements for the same accounts for the year

* Erickson filrst became associatad with the Corporation in October, 1970;
consequently, his tax returns for the years 1967 - 1969 were not revicwed.
The 1974 tax returns for Webb and Erickson had not been completed at the
tinme this review was made.

=107 =~
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lpursuant to an authorizing power of attorney, that ihalx ¥

lof these records has disclosed no evidence of any diveréibn‘o;

‘corporate assets for Atkins® personal benefit.

In the case of Seaton, a net worth statement éé of

‘Dec-mber 21, 1974, was examined. A record kept by Mr. Seaton's

secretary of all deposits made and checks written by him during

‘the period 1970 through 1974 was also examined, and agents of

the Internal Revenue Service have confirmed to C & 'L, acting

<\r
pursuant to a power of attorney, that their examination of Seaton's

financial records for the period 1971 through 1973 has provided

no eyjdence of any diversicn of corporate assets for Seaton's

persemal benefit.
c
cf

In the case cf Webb, a net worth statement as of

(40

1974, was examined as were Webb's bank statements

December 31,

for Ghe years 1967 through 1370. Webb's bank statements for the

yearg\l971 through 1973 are presently in the possession of the

™~
Internal Revenue Service. Agents of the IRS have confirmed to

C & L, acting pursuant to a power of attorney, that their review

of these records has revealed no evidence of any diversion of

corporate assets for Webb's personal benefit. C & L's review

of the schedule of Webb's deposits prepared by the IRS for the

years 1971 through 1973 further supports that position.



In the case of Yancey, a het warth sta

CBamamber 211071 was ceviewsd by € &1 a8 wara Yan

SAVIAYS duCoUilt Tecordas Lol LY/ tharougns Yii and

of 1974 and ééatements.for his checking aiéount for;£hepef1°:'
1968 through 1970. Yancey's checking account recof&s férfl9€15?':
had been discarded by him prior to the cc mencement of tﬁiéﬁ; .
investigation. His checking account réccrds for~l971 thrgﬁgh*
1973 ware in the possession of the Internil Revenue Sérviééf‘

IRS agents confirmad to C & L, actiné purzuant to a power of

attorney, that their review of such statznents provided no
evidence of any diversion of corporate az:ets for Yancey's personal

[pes
tnbenefit,

In the casc of Erickson, ban: :tatements were

= reviewed for the period 1970 through 1%74. 1In addition, C & L

Creviewved

Cfsupplied by Erickson and sufficiently sa2tisfied themselves that

certain other personal and cecruovate financial data

—
there was no evidence of any diversion cI corporate assets for

c

r\Erickson's personal benefit.

P~

All financial materials suppzlizd by these officers

were reviewed for any increase in net worth or any infusion of

assets which was unusual or unexplainzd. In addition to these

material., additional supportive documcnzation was reviewed where

appropriate. None of the materials roviswed provided any

evidence that any of the officers in qucstion had diverted any

o o) e



made to numerous officers or employees selected by th“mﬁ_or

travel expenses and other reerursements during select&d year«
for sizeable pavments that were not supported and that could nave.
cen used for reimbursement of expenditures made for pollti al

purposes; no such payments were found.

Finally, members of the Corporation's Incentive
Compensation Committee were interviewed to deternine whether any
compensation paid to officers or employees of the Corporafion was
ad?asted to allow such officers or emplcyees to make political
cogzributions out of personal funds. No evidence of any such
adjpstment was found.

CD. OTHER CORPORATE TRANSACTIONS

e
A Throughout the course of its inguiry, the Committee

~

sought to determine whether funds, in addition to those previosusly
idef®ified, had been diverted to political contrzibutions, expended
for ’t}nrecorded or illegal purposes, or were otharwise improperly

or inadeguately &accounted To that end, the Committee initiated

a variety of review procedu

portion of the Cerporation's political
contributions we made with funds which were originally wire
transferred to overseas bank accounts and then returned to the

United States in cash. In addition, certain payments to third




gpar_-es and cert ‘ ‘ _ _
1mada or facilituted by the use of wire trans!er

1967 through 1974 were reviewed by C & Tyrel In:aaﬂitl"

dzemed appropriate by € & L, supnorting documenta ic
corporate records explanatory of such transactions w
in certain z.ses, independent representations

txom third party recipients of such transfers that thzy had ;éceived,

such moneys and not returned such moneys to the Corpuration or its

employees and had not expendad any such moneys for U.

contributions. 1In its detexminatiocn as to which dishursements

should be corroborated by written representations, C. : L considered
ﬁ;he apparent purpose of each payment, the name of th: recipieht,
—the nature and adequacy of the supporting docurentatizn, the siz

=—of the payment, and the method of payment.

In addition, C & L obtained from corporate »mployees
i}nalyses of charges to secloected corporate accounts irncluding
caccounts usad to accumulate such charges as consultaic feos,
Nlegal expenses, certain prepaid expenses and miscella::
h“expenses, receivables and advancas. These analyses wzre thoroughly

reviecwsd and, where appropriete, supporting document: “ion was

sought ani analvzed

Advances to corporate officers and employess for travel
or other purposes were reviewed on a test bhasis to éeiermine
whether all such moneys were properly accounted for :hd'whether
any such mon2ys appcared to be available or to have Zuen used to
make political contributions or other improper exp=iiltures,

- 111 -




review were related to the business purposes of the cOrporatiOn.~

and that the paymbnts appeared to bear some reasonabla rclatxonwhxp

to such business purposes.

Finally, transactions which care to the attention of
C & L or KLJSH during the course of their investigations which
appeared to involve the pbssibility of somc.improper or illegal
use of the funds involved were alsc subjected to such furthér re-

view as was deemed appropriate.
m
The findings which derive from thsce varicus aspec
the Cominittee's investigation are set forth below. Because of-
the role of overseas funds transfers in several of the
c
ct}pns mcéer review, a description of such transfers

thege findings.

1. The M: “hanics of Overseas Funds
Transfers

Transfers of funds to be used in the Corporation's
overseas operations followed three basic patterns.* Most commonly,
a United States bank in which the COLV ation had funds on deposit

would wire a forsign bank or a forelgn branch of a domestic baik

* AlthOugn hese transfers of funds were effect in several different
fdbu;ODﬁ, cy werc ccamonly referred to by e the Corporation

as “overseas wire transfers” or "overscas ra:? ransfers'. With rare
exceptions, such transfers did not involve "cash'" in the conventional

sense of currency ot its equivalent. The term "ovarseas funds transfers" is
used here to describs all such transfers.
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of’an Qpér$Eihq,unit”of the Corporation with a
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debit corporatefdeposiés on hand and establish a1c£édﬁtﬂin ﬁhg;nﬁﬁé o-

the coverseas bank. The overseas bank wcoculd then establidh $fﬁaad‘to :
the operating unit's account and establish a receivable from the
demestic bank. Designated officials of the opmrating unit were
authorized to effect withdraﬁals from the account. In some in-

stances, the overseas bank, at the prior direction of the operating

unit, either delivered the funds to the operating unit or trans-
ferred the money to a third party recipient without establishing
a credit to the operating unit's account. In such instances,
the Corporation's records would show an advance to the spacifi

operating unit and an eccount receivable from that unit.

The second basic pattern wvas for a domestic transferor

bank to wire credit an amount to a foreign transferee bank

* which was a depository for corporate funds oversecas. In thesse
instances, the credit was attributed to the Corporation rather
than to a particular operating unit. Certain senior level officials
of the Corporation were authorized to efiect withdrawals from
these accounts, custcocmarily through the presentation of passport
identification. At the time of the ster, the Corporation's
boaoks would show a reduction in the ion's account with
the domestic bank and a corresponding increase in its account

vith the overscas bank. After the funds were withdrawn and

-




ﬂannroprlate, the expendxturL would be charged to an'ova‘

% e b

. expenditures were effected in this manner.

A third pattern consisted of wire credits from corpoiate

accounts to the account of third parties. Such wire transfers to

third parties were effected either by senior level corporate

officials or by designated operating unit officials depending on

the type of account involived. Such direct transfers to third parties

lack the normal control procedures relating to the identification of

payee and prompt recording con the books which are inherent in dis-

-

- of 2
bursements by check made cut tc third party recipients.

L

-_—

Insacceounting for

fufictions were performed by

E
and Internal Audit Depariments.

(!

&2 The Treasury Department's function was to make cash

= . :

or credit available for the purposes of the Corporation pursu«at
c

£.0 gfe direction of its operating officers. In effecting overseas

would determine that

funds or a cred:it

author o authorize the transfer in question. he
had the authority L the t fer question jefait

official had such authority, the transfer would be effected by

the Treasury Department. During the periocd in question, requests

for overscas transfers were handled informally, and a substantial

porticon of such transfers were initially euthozized verbally.




bﬁoks of the Corporatidn. During much of~@hé

the Treasury ﬁepartment, discharging'thié,duty;*prepa
summaries of all such wire transfers, including. avaxlabla,gJ. i
as o the aventual use of the funds transierred, Thls'sgmﬁﬁr"
schedule was used by the Accounting Department as the basm@
its preparation of entries referred. to as Journal Entry 8C or
Jt 8C.* After these monthly summaries were prepared, the
Accounting Department determined the appropriate acéounting
entries to be made to reflect the expenditures., In some insténces,
the information reflected on the summary schedules was sufficient
to enable the Accounting Department to verify the authorization
of the disbursements and aporopriately record the transactions
. on the Corporation's bcoxs. Freqguently, however, the Accouniing
Department determined appropriace entries by obtaining inforrm-
"ation as to the use of the funds from the official who had
initially authorized the transfer. Such information was
frequently sought and obtained informally, and it was not unusual

for the information as to the use of the funds to be given orally.

= his ads

csignation was used beginaing in February, L1370, Other designai:ions
:d prior thereto, but the term JE 80 1is used herein to refer tec tna
for the entire period in guestion.

were USe
entries
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Corporation's internal audit, and 1¢s Major area Ud
concern with respect to the Corporation's overseas operations

was the review of inventories and disbursements, ateas

in which defalcations by corporate employees were balieved to’

present the greatest hazard. Characteristically, wire transfers
associated with exploration and production activities which
involved authorization by senior level officers were less

thoroughly reviewed.

2. The Review of Overseas

Pricr to the middle 1960's, the Coronration was an

ittle or rno direct involvement in overseas petroleum exploration
~—

-

or production. In attempt to secure increased supplies of
cryde oil, the Corperation made substantial investments through-
outfh\the letter portion of the 1960's and the 1270's in the over-
seds* area. During the fiscal years 19€7 through 1972 inclusivé,
the Corporation made capiteal expenditures in the cverseas area

~as made through Ashland Canada)
apoursang ol S L0, 0K In the sane period, excluding tnose
expenditures me through Ashland Canada, the operating expenses
of the Corporation's exploration divisicon amounted to $31,700,000,

expenses, capital expenditures and changes in

= QLG =




 consolidated ox accounted for on an'equity !

.

$247,500.000.

During the period 1967-74 the Corpgxét;oh'réiy_

heavily upon overseas wire transfers of funds to facilitate

availability of funds for these overseas expenditures. During -

that period, the total volume of funds made available for ev-~

penditures oveiseas by means of wire transfers was measured in

hundreds of millions of dollars, and the total volume of funds

transmitted directly to third parties (and not to other bank

accounts of the Corporation) was roughly $70,000,000.

As has been indicated above, those overseas funds

transfers were sunmarized on a monthly basis by the Corporation's

Treasury Department in a schedule which was the basis for the

Accounting Department's Journal Entry 80. Because of the

1 0

wide-spread use of overseas funds transfers, the use of certain of

4

the funds so transferred for the Corporation's political

contributions and the lack of certain controls over disbursements

.

to third parties effected through such transfers, all Ji 8G's

770

r their equivalent for the entire eight year period undex i:-

vestigation were reviewed by € & L in detail. During the ccurse

of this review, detailed information in support of the JE 80's

included in the information revicwed

revieved and examined;

the supporting documentation filed with the journal entry

eacn transfer that appeared to be other than a routine transfer

ol =




£ funds between various corporate bank accounts,

reviewad other documentary materials,’ including econtr:

Dk B a0 8 e g mee ARG Ll ks il W il wd iAo v bd o

appeared to pértain toléuch transfers.

Based upon the Corporation's ordinary recordéuand
upon supporting documentation and other information available
from the Corporation, C & L was satisfied as to the legitimacy
cf the vast portion of the transfers which were made during

this period of time.

o Certain transfers and certain transactions for which
fumis were wire transferred in connection with the overseas
op¥rations of the Corporation were, however, identified as

. Qe : 5 it Bl )
appropriate subjects for further review and independent

-——
validation. In addition, certair transactions, not involving

(=}
wige tvansfers but having a connection with transactions which
di&r involve such transfers, were also identified as appropriate
subjects for further review and validation. This identification
wal based on a variety of factors, including the apparent purpose

N ; ; ' )
of the transactions, the nature and adequacy of the internal

docunentation with respect te the transactions, the name of the

recipient of payments, the size of tha diskburscments involvesd,

and the methed of payment.

The identification of these transfers and transactions

for further review and validation did not necessarily or even
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&éciﬁiOanyﬂc & L personae1.

Of the numerous overseas transfers and trgﬁsgcggag
reviewed, C & L identified for further corroboration paynea;s';b
seventeen persons or entities for services rendered to the
Corporation in connection with its oversecas operations; the pay—-
ments to such persons or entities aggregated roughly $11,450,000.
Similarly identified for further corroboration were payrents to
eight individuals or entities for value received other than

™
services rendered; the pavments to such persons or entities

_ aggregated roughly $4,250,0600. Finally, payments made to two
- individuals 1in connection with the Corporacion's domestic
operations were ddentified = fWstherscorrchboratron; Msuch
totalled rougnly 200 Thus, the Comrittee seught

ent corroboration of payments totalling roughly $15,900,000

twenty-seven persons or entities.*

In connection with the review of each of these transactions,

and except as herein ncted, independent corrcboration was sought

this amount, approximately 81, as paid by corporate check,
90,000 wes paid by wire ansfer & 7'9“d»nt bank cashier's check,

Aasad
P!

$12,68C,000 was paid by wire tran: irectly to the recipient's bank.
’ & P -




he recipients of corparate funds with respec

’

To that end, C &

;nfinf,éﬁd ner of the funds in anestion’
.g@'ci’-&auu G -:,-ku.;f..ix Liand i CAGURL S Glid . S ady, D eglie e s v e blo

' which asked each identified recipient of funds to verifyﬁindepenﬁ
dently to C & L that he or it had received moneys in the amouht'i°
:reflected on the Corporation's books; that he or it had-nét re-
turned any such moneys or any portion thereof to the Corporatic:
its subsidiaries, directors, officers, employees or represenfa-
tives; and that he or it had made na political contributions in
“the United States at the direction or request of any employee of
theorporation. As a result of these inguiries, the Committee
haseceived satisfactory corroboration that the funds in question
were received and that they were not usea for any of the purposes
refI;cted in the C & L representation letter from all but four

of éyc individuals or entities identified for such further review

andrcorroporation.

o

c An identificaticn of the individuals and transactions as
to wpich no independent corroboration has been obtained by the
Confhittee is éontained in Schedule II to this Report which is

being simultanecusly submitted te the Corporation's Board of

Directors.

Certain of the dectails with respect to these transactions

are as follows:




possnnlc business opportunltles in ngerla.,ﬁ ;

poration's lack of familiarity with the ngerlan bu31ﬁess.
comuercial climate and because of the wvarious diﬂlocation% re-um
sulting from the Biafran War, it was deemed advigable to obta
counsel from someone familiar with both the political and.ﬂ”oncmlc
situation in Nigeria with respect to the possibilitiés of doing

business in Nigeria at that time.

A certain individual was reccmmended to the Corporation

"by various business contacts with some knowledge of Nigeria. That

individual met with and was interviewed by certain officers and

employecs of the Corporation and was encaged by them to provide

general business consulting services. Pursuant to that engagement,

the Corporation made three separate payments, each in the amount

of $10,000 to such person. Thereafter, business relations with

the indivicual were terminated, and the Corporation has had no

dealings with him since 18968. No business ventures were effected

as a result of this individnal's services.

Initially, the Corporation was unable to supply C & L
with a current address for the individual, and, therefore, no re-
quest for verification was addressed to him by C & L. During
course of the Committee's investigation, hcwever, contact was

made with this person, greed to confirm in writing that




- The Comm;ttee is: adv1sed that pursuant to that
the 1nd1v1dua1 delivered a hand-written Yetter o fha Lanﬁon o‘f‘-e

of Ashland 011 International, Inc. That 1etter coniirms the

individual's receipt of moneys from the Corporation, althdugh d&?%:'

and amounts of the payments are said to be uncertain,‘and certlzlus
that all moneys paid to him were solely in respect of services

rendered by him and for no other purposes or end.

b. Republic of Gabon

0
< By Stock Purchase Agreement (the “Agreement") dated

'
August 25, 1971, between the Corporation ana Unicn Carbide
St

Petroleum Corporation and the closing held pursuant thereto,
A

thQ-Corporatl n acguired the Unieon Carxbide Petroicuw Tivisiocn
e
("@Et Petroleun"). The assects j am vded certain
pet¥oleum rights to properties located in the Republic of

< 1
Gabon; the Corporation allocated $4,305,000 of its totel
Coah . . :
investrmant 1n UC Petrolecun to these ) el prepe e ST

™~
Agrecement contained represc
unsatisfied oblications x

unga )

ecembexr, 1971, end January, 1972, anéd atftexr the

ment with UC Petroleur:, corpcrate persennel




Qg¢égprésidentr:Asnlaud Lhem;cal and prlordtxon,_wa 

of these inttial efforts
transfer to the Corporation of nxplora*lcﬂ permits relatlng tm the

concessions formerly owned by UC Petroleum,

During the course of initial discussions with
appropriate officials of the Government of Gabon, Blake
vised that UC Petroleum or persons acting on its>beha1f
to honor what were stated by certain high Gabonese of
be obligations to them; Blake was further advised thac
ploration permits in guestion would not be transferred to the Cor-
poration and that the Corporation would not be able to commence
its operations unless it satisfied these agparent obligations to

the officials in question.

As a consequence ci these discussions, responsitle of-
ficials of the Corporation concluded that the failure to rake
these payments good would result in the loss of the Corporaticn's
rights to develop the UC Patroleum properties in Gabon which the

Corporation nad acguired for substantial consideration. »Rccord-

ingly, funds were wire transferred to the Corporation's account-
(Paris) and cashiers' checks were then written to two

high government officials in the amounts of $150,000 and 540,000,

respectively. Copies of such checks, as endorsed, have baan

examined by C & L.
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1

further stated that, prior to making the payments, he was adviged -

by one of the officials that the money was to be used byvbdth ‘

'recipients for social welfare and public purposes in Gabon ard

that he has no information that the money was not so used.*

The Corporation has made claim against Union Carbide

under the terms of the Agreement for the amount of these payments;

counsel for Union Carbide has confirmed to XKLJi&H that such

o
claim has been made.

c. Dominican Republic

— Satisfactory independent corrocboration was not obtainzd as

tocgertain transfers of £unds in connecticn with the Corpoeratien's

s
actjvitios in the Dominican Republic. This matter is discusszsd

baﬁgw at pp. 126-~128.

* * *

™~

addition to the foregoing cedur elating to e
™~ In add to t i | g procedures relat to th

upplement to the cor-

T

ui]
0
fell
0]

review of corporate transactions and

£

roboration requests addressed by C & L to selected recipients of

payments from the Corporation, KLJ&H interrogated present ang

former corporate personncl about the transiers, payments and trans-

actions 1n guestion in an attempt to mine in each case the use,

* TIn connection with this same matter, the Corporation apparently paid $12,000
te a third official of the Cabonese governnent as an advance rental for certain
facilities leased by such individual to the Corporation.

housing

T =124 -



purposes of the Corporation and that such paymenrs wero not, to the

knowladae of the Corporation's officers and employees,_Illegal or

were not used by the recipients to make unlawful payments  :

government officials.

Finally, KLJ&H has attempted to interview or oihezwise

stablish contact witkh all recipients of the subject payments in

atterpt to determine whether any officer cr cmplhvee raguested

“uor directed such recipients to pev any of the amounts rec»ived

them to any foreicn goverament coificial and further whuther

any of the amounts received were, in fact, paid by the initia

¢ recipients to any govemnment official. Eecausc many of the

C recipients vayments are beyond the jurisdiction of

and because the present whereabouts of

some such persons are unknown, it was not pessible to conta

all such recipi

0f the previously identified payments totalling ,

approximately $15,9080,000, contact wvas mace withirecipientchof

LR G nssible ex 53 , €ach such

person so contacted represented to KLJ&H that he had made no

unlawful or improper payments to any foreign government officials




The two transactions whlch are an exceytlun
ngoing statement are ﬂertaln payments made to a certain indlvidual

and others in the Dominican Republic and cartain payments‘m33¢ to‘

or at the instance of a certain individual in connection with Libva.

These individuals are identified in Schedule IT1 hereto. Certain

of the details with respect to those transactions are as follows:

a. The Dominican Republic

In late 1967 and early 1968, the Corporation explored
tﬁg'feasibility of developing a petrochemical anca refinery project
~ o ; ; et
in the Dominican Republic. assist that regard, the Cor-

—
poration engaged Vensearch, a Houston engins 1 firm, to make
-
an.gnginecring.study and to prepare a descripiien of @ petroieun
reffning and petroch complex r bmissi with the Cor-
poration's proposal to the government of the Dominican Republic;
the Corporation also engaged Dr. Robert T. Brinsmade ("Brinsmade")

cC )
to provide consulting services.

Novemhor 21, 1967, Brinsmade
then the Corpeoration's Vice
initial discussion with Dominican

rojec Brinsmade also

tion engage the services of




*aucertain lquer 1n‘the nominlcan Republan.
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of $3 000 plus $500 for monthly expenses. Brlnsmade also Propo

the retention of a fourth individual, identified by Blln ﬁaﬁeias
the Ambassador at Large of the Dominican Republic in'Europe, £o'
pnder assistance to the Corporation at the rate of §$1,800 ‘
month. Both the original group and fourth individual were subse-
guently retained for a period of seQeral months through Se; cember,
1968, although the latter's fee was apparently adjusted downward to
$&00 per month. Total payments to such individuals feor services

ar.l expenses appear to have aggregated approximately $50, 000,
~

-

In the course of the Committee's investigation, Whealy

'-@as'interrogated about these matters by KLJ&H

that these payments were made, and he stated further that he
C

Whealy confirmed.
haac
~no information that any moneys paid to the Dominican lawyer were in

—~fact paid to any government ofificial and that he has no information

Cas to the identity of the "Government man' referred to in Brinsmade's
Netter. Whealy further stated that, to his knowledge and belief,
™~
ne portion of the moncvs paid to such lawyer were returned to any
of the Corporation or dirccted in any other way to
political purposes. No othexr cfficer or employee of the

crporation has been able to supply the Comnittee with any ad-

ditional information as to these matters.




In addltlon, the Domlnican lawyer delivared
Adams  a ('f-“—\ﬁ*'a!'n vica ﬂv'ﬁflf"‘!d'-‘nt a 1¢~'-tter qtatlnq tha{:‘

I L0 e apuidd Ee s v e sl caadiie Al GG

| month for work done in connection with a feasibility stﬁdy}£6£ c

struction of a refinery in Santo Domingo. His letter further
states that no part of tke moneys paid to him were returned to tﬁé"
Corporation or any of its personnel; that none of the funds were |
contributed by him to any political party in Santo Domingo‘asbthe
result of any direction given to hiﬁ by the Corporation; and that
no part of the funds were given to any official of the Dominican

Repylkrlic at the direction of the Corporation.

b. Libya

During the course of its operations in Libya, the Cor-

paré§ion engaged a certain individual as a consultant with respect
to ats dealing: in that country. ears that one payment of
S100,000 which was made to him on or about November 25, 1970 may,
in &hole or in part, have been paid by him to two Libyan nationals
whg\were not government orficials at that time but who had been
em;?oyed by the Libyan National Petroleum Corporation prior to the
September 1, 1969 revolution. It ow be determined what
amount, if any, was paid to either ¢ dividual nor can the
reason that he might have made any such payments be determined.

By letter addressed to KLJ&H, the individual in question has

stated that these payments were for future advice and consulta-

tion which these men might be able to provide and were not for




St 000 which had been wire transferred from the Corporatian,

accounts with FNCB (New York) to FNCB (London) for de1iverY tQf"

Deugan. This amount was either delivered by Atkins, atlthe
instance of the individual in question, to a Libyan national who-
was a minor employee of the Libyan'Governmeﬁt stationed overseas
or by Atkins to such individual for delivery to such employee.
The circumstances and purpose of this payment cannot now be re-
pcalled by those persons with whom KLJ&H have communicated.

3. Advances to Corporate Oifificers Which
Are Inadequately Documented

The review of the Corporaticn's records of overseas
c%uvdq transfers identified ten instances, wnich the Committeoe

dCCW° material, in which case was transferrad to an officer or

-
e

&n employee of the Corporation for which the Corporation has no
peritten documentation supporting the eventual disposition of the

Mmcneys.* Four of these transfers involved Atkins, who was then

President of the Corporation. Six of the transfers involved

% These instances are in zddition to those reviewed above 1in which funds were
witihdrawn by officers or emplovees of the Corporation and subsequently used
sor political contributions.




harles H. Dougin, then manager of the corporation

n Libya and now President and Chief Executive Of

N e o R T e R (RO (A

e el b s e e i e S e ey

’jtransfers~are‘65'follows:5

Orin E. Atkins

1967 $ 3,500

Novembaxr 30,

November 30, 1967 ' 1,500

January 14, 1969 10,000

September 26, 1969 15,000

Total $30,000

Charles H. Dougan

Novemb2r 30, 1967 $ 5,000

September 12, 1962 20,000

c May 19, 1970 15,000
c June 10, 1970 5,000
i August 4, 1970 10,000
c

November 23, 1970 10,000
< _10,000
~ Total $65,000.

Both Atkins and Dougan nave been interviewed by
representatives of the Committee in an attempt to determine the

uses to which these funds were put. Based upon these interviews

and all information available to the Committee, it would appear



these moneys were utilized by either of‘these'dff._erh

personai benefit or returned to the United St&tesacfjexﬁenge&
for domestic political purposes. In the absence of any?shch”i’ 
evidence and in view of the recollection of Atkins and_éf ﬂéﬁﬁan
that such moneys were in fact expended overseas, thé Committee
has determined that such funds shouid not be allocated to the
amounts attributed to political contributicns or be deeméd to

have been personally received by these indivicduals,

a. Transfers to Atkins

The available information with respect to the transfers

=" tc Atkins may be sumnarized as follows:

(an) i. Nowvenber 30, 1967
(e

o Tiie Corporation's first significant involvement in the
Coverseas area was in Libya, a country in which substantial resarves
MNof 0il had been discovered in the mid - 1960's and in which cer-
™~

tain western oil companies had acquired extremely valuable explora-

tion and production concessicons.

mi

The Corporation'

s initial involvement in Libya came in
late 1967 through its acquisition of the capital stock of Circle

0il Co., S.A., an acguisition which was initially made in con-




junc#igh;wfth.ﬁﬁitéstonef_etroleuﬁfédmpanﬁ;fJCircha

»ﬁidugly?aequired extensive concessions from the;kiﬁQde‘q

significant crude oil production. The closing of the Ciféietdilﬂ

asquisition was on November 30, 19&67.

On or about November 30, 1967, a credit facility‘was
established with FNCB (London) by FNCB (New York). Atkins with-
drew $3,500 from that facility in traveler's checks, and Atkins
believes that that sum was expended in connection with the closing
on the acquisition of Circle 0Oil and with initial preparations

forfthe Corporation's Libyan operations.

3. Noevember 30, 1967 = $1,500

On or about Novembexy 30, 1967, Atkins withdrew $1,500
frop the FUCR (London) credit facility referred to above, and
Atkdnhs believes that that amcunt was expended for the same pur-
posE% as the §3,500 in traveler'’s checks drawn from the same

facgaity.
™~

B iii. January 14, 1969 - $10,000

On January 14, 1969, G. Fred Charles withdrew $10,000
from a corporate account at the Bank of New York; Charles in turn
anlivered thes2 monoys to Atkins. Thereafter, Atkins gave $7,500
of this amcunt to a government official of the Kindgon of Libya,

as a good will gesture. The Committee has not identified any




- anv qoverﬁncntal d90131on whic
S e pu._,nung. RITES .Luu..u..lw.,. Vs Lag ;uu;:u;,; Wag
neéﬁidn‘éiéh.the weddlng of another Libyan national.yﬁingb#ﬁé;idﬁlﬁ,
availéble to the Committee indicates that such Iibyan haﬁiéﬁélf

an informal advisor to King Idris of Libya but was not a mem-

suestion

of the Libyan government. Both of the individuals in «

identified on Schedule II hereto.

iv. September 26, 1969 - $15,000

~ On September 26, 1969, $15,000 was withdrawn from a
I\ Corporation account at FNCB (New York); the FNCB debit advice
T 'does not show the recipient cf the funds and the Committee has

= " 3 3 G
not been ablc to determine th2 person who made the withdrawal.

—
Atkins has stated that he believes he received the

funds and delivered them to Dougan or J. D. Hughes, then Vice

c#President of Ashland 0il International, Inc., for their use in

r&Libya in the period immediately after the September, 1969

M Revolution. Hughes and Doucan apparently met in Paris in late
September, 1969, with Atkins to discuss the Corporation's
posture in Libya, and thereafter returned to Libya. In the
period after the Revolution, normal credit arrangements were
apparently unreliable, and the Committee has been advised by
corporate employees familiar with prevailing conditions that
it was frequently necessary to have cash to fund the operations

of the Corporation.




The:availaﬁlé5iﬁf0fmatibﬂ Wiﬁhc

respect to the «

i. November 30, 1967 - 35,000

Shortly after the closing on the Circle 0il vauisitign;{}
Dougan was requested by Atkins to travel to Libya to begin the
preparations for the Corporation's operations under the Circle
concessions. At that time, the Corporation had no office or other
facilities in Libya, and it had no bark accounts or other financial
accomodations. For that reason, Atkins supplied Dougan with
$5,000 drawn from the above mentioned credit facility established
fo;ifhe Corporation's bkecnefit at FNCB (London) for use for the
expgnses which he incurred in connection with this initial trip
to #bya. Dougan has advised the Committee that all such funds

— L

were used as intended for legitimate buginess purposes.

c On September 1, 1969, the Revolutionary Command
Coungdl (the "RCC") headed by Col. Muammar el-Qaddatfi ovioe-
thred™he government of éing Idris and announced the formation
of the Arab Republic of Libya. Following the revolution, there

a period of substantial uncertainty for the Corporation's
Libyan operations; during that pericd, normal banking and
credit arrangements were disrupted ané operating conditions

for overseas companies were in many respacts unstakle,




funds were intended to be available tOmDouQan'Eéﬁibfdih ry

cdrporate expenses in the event other assets were frozen. 'In ]‘ 

fact, the funds were impounded, and Dougan was unable to with-

draw the funds from the Bank of Libya because of restricticni

imposed by the RCC. In February, 1970, the funds were relcased

and transferred to a Circle 0il accoﬁnt in the Bank of North

Africa; it is believed by corporate officials that the funds

were thereafter expended by Circle 0il for ordinary business

oexpenses. when the Corporation terminated its operations in

;Libva, the books of Circle 0Oil were left in Libya; there are

to the Comnittee which would

“no known dccuments now availakle

Tpermit more precise reconstruction of the uses for which these

funds were actually expended.

IREIEES e SO P O (O =S S RO C (0

4

In May, 19706, $15,000 was transferred from the

NCorporation's accounts at FNCB (New York) to FNCB (London)

for delivery to Dougan. Dougan withdrew these funds and

took them to Libya where they were expended for corporate

purposes. Tnls form of transfer was resortced to because

of the continuing disruption of normal commercial condiiions

and credit arrangements in the period after the September

Revolution.




iv. -June 10, 1970 = 85,000

On June 10, 1975, $5,000 was transferred from thé

Corporation's accounts with FNCB (New York) to FNCB (London)
for delivery to Dcugan. Dougan believes_that he picked up
these funds and delivered them to Atkins; as indicated above,
it is believed that these funds were thereafter paid by Atkins
“to a consultant with respect to Libya or, at the instance of
sucheconsultant, to a Libyan national who was a minor employee
of t&® Libyan Government stationed overseas. Neither Atkins

nor Dougan now recalls the reason or purpose of this payment.

v. August 4, 1970 - §10,000

[ =]

= L
< On August 4, 1970,

510,000 from its accounts with
c
forg&:livcry to Dougan.
vas pexpended by him for miscellaneou

operations of Circle 01l and cf

vi. November 23,

On November 23, 197C, the Corpcration transferred

$10,000 “rom its accounts with FNCB (New York) to FNCB (Geneva)




‘ﬁé:gdelivéfy7ﬁq,bougan. Dqggan hai“Stéted; hat

éip&néééuby him for miscellancous expenses rela :

L,

T

4. Other Transactions for which therm‘is'

The review of the Corporation's overseas trans‘ors and

other accounts by E & E and by C & L has identified four tiais- .

actions for which there is no significant documentation or support.

No corporate employee can now identify with any degree of certainty

the purposes for which these funds were disbursed.

The dates and amounts oif these transactions are as fol-

Oectohe e 26 6T $25,060°

Novembar 30, 1967 7,500,

alsla il

April 24, 1968 25,000,

.5i

June 26, 1968 20,000,

Total $77,500.

. -

The known details with respect to these transactions

77 0

are as follows:

ctober 26,; 1967 = $25,030

3]

On October 26, 1967, $25,000 was withdrawn in cash fron

v

the Corporetion's account with FNCB (New Yorx) by Roland A. Whealy,




; e Corpofation.n Wheaﬂ

~Ashland, Kénfucky. Whealy does not now recall to whom he §ave;_

the noney or the purpoSé for which the furnds wére béing returﬁ#ﬁlnﬂ
to Ashland. An undated note in the Corporation's files written b}
Edward E. Emrick states that Seaton had said that the disbursernuni
was made in connection with the refinery concession in the Do“*n‘can.
Republic; Seaton now has no recollecticn of the expenditure. The
Comniittee has found no one else who reczlls the transfer cr the use
which was made of the funds.

oy

a«
that the money was returned to Ashland in casn, it seems quite

Under these circumsiances and given Whealyv's recollection

likely that the $25,00C was made availa 3 olitical purpcses
andthe amount in guestiorn has be

if @%ey were used for that purpose.
G=

(= b. November 30, 1967 - $7,500.
™~

~ n Novenber 30, 1967, $7,500 was withdrawn from FNC

(New York} by an unidentified party. The Committce has not bezn

able to find

poses to wiich these funds were put, and they have been deemed

to nave becn made available for political contributions.




Meriliay 1968 - sz _o'csa_

poration s accomt with FNCB (New York) to an unident; :

The sum was initially charged to a suspense account of Afhlﬂwd
Indonesia. Seaton has stated that these funds may have been‘used
in connection with the Corporation's activities in the “hlLl’f"neu,
but he has no clear rocollection of to whom the moneys were paid-

or the precise nature of the expenditures in guestion. No other

corxporate emglovee has been able to provide any 1nforma;lcﬂ - o)

identity of the recipient of the funds or the use to which such

iunds were put nor have the available records of FNCB provicded

LaP)
- o

any .nformation with respect to this matter. In the absence of
more definitive information that the funds were used for ordinary
- business purposes of tne Corporation, the amount in qguestion has
== been allocated to those funds made available for political con-

"tributions.

d. June 26, 1968 = $20,000.

On June 26, 1968, Secaton wit ew $20,000 from the Cor-
poration's account with FNCB/NYC. y not specifically
gcall tne use of these funds, nelisves it likely that
such funds were used for U 2CE ‘ ibutio: Accordinily,
this amount has been allocated to the total sum made available

for political contributions.




Corporation‘s assets were apparently made avellable £o¢

contributions over a seven vear period without dlsclosure of the'"

contributions, the ntlntcn nce of the fund or the ganerat;cn Si'
cash for the fund and further that certain paymentis to thirﬁ
parties and to officers of the Corporation were not properly
recorded on the Corporaticn's books or were made withouts adauuat
documentation, the Committee deemed it appropriate to review
the services rendered to the Corporation by E & E during the
pefod in gquestion. That review had two principal foci: an

atéE%pt to determine the extent of E & E's knowledge, if any,

of the practice of making political contributions and an assessnen

of the guality of the sexvices rendered to the Gorporaticn by El &
witgy res - to the areas of

Comittee's investigaticn sougnt to CE ish w or thare was

e . . .
any“basis for making any recommendations to the Board of Directors

1

wjég respect to E & E's continuation as the Corporati
™~

accountants and b determine whether there were
N ;

recommendations wnich cught to be made with respect to

audits which would, to the extent possible, insure the detection

of the practices under review should they be repcated.

The Committee's conclusicons in thnis area arae based

-

primarily upon interrogatories addressed to, and interviews of,

~
“




b hw fort the uditannda o drd

Goliaall Vi B & B'S Woein papars,

“

Y, E & E's Knowledge of Political Contributions

Certain corporate cofficers were asked by way of spacial

interrogatories whethexr E & E knew of the Corporation's politicel

contributions pricr to the public @isclosure of such contributions
in July, 1973. Such interrogatories were directed to Messrs.
tkins, Seaton, Yancey, Erickson and Webb. Seaton, Yancey,
Frickson and Webb each responded, under oz2th, that to their
knowiledge £ & E was not aware of the political coniributions

o

prior to the public disclesure. Atkins stated under oath his

belief that £ & E had such knowledge.

The pertinent facts, as drawn principally from Atkins'
response to these interrogatorics, from interviews with Atkins,
and from interviews with Joseph H. Keller ("Keller"), Leroy E.
Gardner ("Gardner") and Alber:t K. Carpenter ("Carpenter"), the
E & E partners having principal responsibility for the Corpor-~

ation's audit, are as follows:

As reported above, a portion of the fund used to make.
political contributions was generated in July, 1969, when Atkins
withdrew $125,000 frow a bank accou in Switzerland, divided th
“amount betwecn himself and G. Fred Charles and instructed Charles
to return his portion ($60,000) to the Corporation's headquarters

in Ashland, Kentucky. Charles dié so, and upon delivering that




potfi&ngto Albert”G:'Mayﬁfizthé_A59is§ant Treasurérv,

agreed by all parties that thls receipt was reviewed by 5 &\B

during the course of its audit of the Corpcration's financlal

statuements for the fiscal year ending September 30, 1969.

Gardner has stated that his primary interest in pursuing
this matter was in insucing that the funds were not diverted to non-
corporate purposes and that he did not have any sense at that tinme
that political contributions might be involved. Accordingly, upon
revjewing the Cnarles receipt, Gardner interviewed Charles to
determine the nature of the transaction. Charles responded that
$12%,000 had been returned to the Corporatlon headquarters,
par?ﬁy by him and partly by either Atkins or Edwin G. Winstead,
thingecutive Assistant to Atkins. Charles further stated that
he g;d not know the purpose for which the funds were intendea
or &hc use to which such funds had been put. Thereafter, Gardnar
ask€@d Emrick if he had received the funds, and Emrick confirmed

thgb‘bc had.
™~

Subsequently, as part of the closing interview with
Atkins during which £ & E, represented by Keller and Gardner
review:.d with Atkins a number of open items resulting from the
audit, this matter was specirfically discussed with Atkins. Re-

collections of the content of that interview differ.




had been returned to Ashland and deposited with Emricka

Atkins stated that the noneys were nepcnd for incidental -

involving overseas consultants and foreign dignitaries. 'Gaf&rer

does not recall any reference to possible poclitical contr*out-sﬂs.

Keller states that his recollection ig that Atkins‘
indicated that the money was to be used to facilitate the re-

entry of corporate personnel into Libya which was in a state of .

some turmoil following the September, 19269 revolution and to

uahave funds for fcreign persons when in this country.* He states

- that he recommerded that Atkins confer with an attorney about

matter because of his concern that the moneys in gueszion

attributed to atkins for federal income tax purposes

appropriate accounting for the funds. Xeller furtner

states th.t he does not recall Atkins mentioning political

-

FE |

corircibutions in connecticon with the use of tho funds.,

770

Atkins' recollection 1s that he stated to Keller zand

Gardner that some portion of the $125,000 was to be used for

(%

* while the uss of funds to facilitate re-entry might have besn a reasonzhle
cexvlanation for the use of the funds in late 186 3, it could not of course
explain why such funds were returned to this country in July, 1969, two wondis
before the revolution.




money: and that he explained that the moneys had been recorded

on the booké as undeveloved leasehold costs in order'to av§;&f‘
any deduction of such sums for federal income tax purposes; |
Atkins also recalls that Keller advised him to seek legal advica
on this matter because of his concern that such sums might be

attributed to Atkins perscnally and that Atkins might therefore

face personal income tax problems as a result of the maintenance
of this cash fund.

o<

&«
abaut this matter are thus! in conflict at cthe crucial point.

The recollections of the persons having knowledge

C eL's review of the E & E work papers reiating to this matter

ihfn cates chat there 1s nc wrl ; >vidence G would contradice

(55
or supporct any ! c : ne né the Committes
f—*

%

21

véware of no other documentary evidence which would be dis-

POga tive on thisiissue. Therefore, although therel isa

suPstantial question as to whether E & E did have actual knowledge
ofPhe fact t the Corporation was making political contributions,
the Committee does nct have clear or unrefuted evidence of such

-

<ncwledge.
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Qunbtluﬂb as to the care exer o W

at the Corporation's headguarters; the conf;rm&tion of thm ac-'

count receivatle from Interrcp, S.A.; the 19271 wrlte-aff i the
Co:; noration's Libyan investment; and the Corporation‘s use of

overseas funds transfers.

a. . The Undisclosed Cash Fund

It is undisputed that, in the course of the audit for

the Corporation's fiscal year ending September 30, 1969, E & E

became aware that a cash funé was maintained at the Corporation's
L

- hNeadgharters and that that fund was not appropriately refilect:d

0

on the Corporation's books or subject to ordinary accounting con-

D

trols. It was known to E & E that the fund was under the control

A

of the principal officers ¢t thellCorperationiandStnatiatiined

0

inicially tetalled aif least $125,000. Or these points, Atkins,

7

Keller and Cardner are in agreement.

7

respect to this fund

consisted of an attempt
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‘poses for which the

fund was intended and to ascertain what internal controls existed

with the

fund. With respect to the first aspect, the
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‘had knowleﬂge of the fund. E & E did not inte rroqate any;offl

except those persorally involved in the cash trans axr, aucnt ti'”
matter nor did it determine whether any other officer knew of the

fund or of its intended uses.

E & E did not go into the. safe to count the cash then
on hard; Gardner has indicated that this decision was a function
f E & E's conclusion that the control inherent in knowledce
c ;
by Atkins and Exrick was deemed satisfactory to him and of
the fact that the sum in guestion was not aed material givan
the sizevof “the \Gorporation!siiopenationsit WMoretparticularisy,
E &t did ot ask Atkins or seek to
whdther there had been other similar Givers: % the Corpora-
2ssets to unrecorded funds prior chiesireTuraNoElthe
to the Corporation's headquarte Similarlyissgnsenic
subggqucnt years' audits, E & E did not review the disposition of
nor did it attempt to determine whether the return
Yecurring practice. Vinether c¢r not
ESS T Eawast ewat < . Coxporeation was mzking political con-
EEibuEons) Y ' \@r procecures, rticularly in subseguent

audit years, with respect to unusual ° nsactions of this sort

weould appear to have been appropriate.




b, The Interrep, S.A:. Receivab

funds made avazlable for polltical contrlbutlonsfderi‘ed

9200 000 loan to the Corporation from the Bank of Nova Sc T f
Trust Company (London). These borrowed funds were"transfarredﬂ
to Gen. . where they were credited to the account of Inte:;e?,v
S.A. ("Interrep"), and a ncte receivable from Interrep was
established o the Corporation's books. Interrep was apparenﬁly
a foreign coryoration which had an account at the Banque de Paris/
Ceneva the use of which was made available to the Corporaiion

for ity purposes as an accomodation.

In the course of its audit of the Corporation's re-—
ceivahles fur the fiscal years 1969 and 1970, E & E forwarded
requests for confirmation to Interrep; audit work with respect

F9e(6) sceivable was handled by E & E's Columbus office

nhile ville office was responsible for the audit as a

whcle.

the reguest was ¢ o HIEnterrep, S AL,

Based upon information provided to the Cormaittea

that this confirmation reguest was Kailecd
and not returned. The E & E personnel responsible
confirmation process recall that since the confirmation
returned the matter was taken up with cerﬁain corporate

- 1

= J personnél tiat tne account was




o

4n Fatt an.inter=comnany sceAnnk snd khat B o5

o Lg%;;?;,;gvbn; uuLpo¢Ma¢un*s huudghdlbelb, s e
Treasury Department The confirmation request was retur
E & E atner having been signed, without exception, by ueatun w? W

then the Administrative Vice President of the Corporation. 

In 1970, the confirmation request was addreséeﬁ;£0 '
“Interrep, S.A., c/o Mr. Al Mayer, Ashland 9il, Inc., B. o; ao#
391, Ashland, Kentucky 41101"; at that time, Mayer was én'ém-
picvree c¢i the Corporaticn. Agaln the request was returnsad wish

e : = ; ETER - el | 2
a confirmation of the amount of the receiveble, after having been

. -
signed by Scaton. It is not ciear what information & & E had
- .

which lecé them to address the 1970 confirracior in trhis fashicn.
Y

o E & E has further advised the Committee that the Cor-
poration did have a nunii.r of inter-ccmpany accounts, freqguently
invélving subsidiaries which were not consolidated with the Cor-
pcégtion for financizl reporting or tax purpo and that their

~ . ; : SO ;
personnel did not find the explanation that Interrep was an inter-

™~

company account troublesome Typically, inter-company receivables

would be referred to the Louisville oiffice of E & E for further

o S NN e
-t e e < -

- - > ana 2 - v S 3 S . e - £S = H
ng, wherzs deemad appropri ect cenfirmation from

’

the books of the subsidiary. is case, the Interrep item

not referred to the Louisville office for further review;

=Stdisie
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tempt to verify the status of Interrep as an inter-

count, the nature of the underlying traﬁsactiﬂh-ﬁiéh:xhava_d

identified. E & E's decision not to pursue this ﬁaéter further

wounld appear to be subject to some guestion.

(o3 The Libyan Write-0ff

The principal portion of the Corporatioﬁ's~investment
in Libya was written off in its 1970 fiscal year. A portion of
'::‘that investment was, howsver, not written off until the 1971
- fiscal year. Included in tfRe amount so written off was the
- 5200,000 which had been borzcwed from the Bank of No%a Scotia
==rrustiConpany, transterred to the account of Interrep, S.A., with-
drawn 1in cash and returna2d to the United States and expended for

political contributicns.

As indicated above, this amount was initially ref . =zcted
on the Corporation's books &5 a note receivable. 1In early 1971,
while reviewing the prior vear's audit work papers in connection
with the coming year's audi:, Carpenter noticed the executed
Interrep confirmation and recognized Seaton's signature. FRoaliz-
ing that the item neaded furtiner explanation, he thereafter asked

Seaton what the item was; Ssaton explained thaet it represented a




Libyan operations.

jgvfpuring the prior fiscal year, the major po:tiba-6£ t

Corporatidn's Libyan investment had been written off, :CaIPEnt

was therefore naturally concerned that this item had not been in5f 

cluded in the write-off, and its omission was the focus of his

concern. He did not attempt to determine why the item had been

carried on the Corporation's books as a note receivable if it had,
as Seaton indicated, actuallv been expended for consultant fees
nor did he seek any back up information or documentary support

forSSeaton's statement that that amount had been expended for

o
Libyan consultant fees.

Thereafter, the item was reclassified and recorded as

an inter-company account/receivable chargeable to Ashland Libya:
C

Co.cgnd at year-end it was written off and inadvertently and im-

prope: 1y deducted on the Corporation's 1971 federal income tax

ret@n.
~
~ In the course of its audit for the year ending

September 30, 1971, E & E reviewed the constituents of the Libyean

write-off. In satisfying themselves that this $200,000 amount was

a preoper constituent of that write-off, E & E apparently relied

upon Seaton's oral representation to Carpenter that the moneys

nad been expended in connection with Libya and upon their own

conclusion that the amount in guestion was immaterial. O




& would appear that some further investigation

on the Corporatlon s books and Seaton's statement as’t

actual use, mxghr have been approprlate.

d. The Controls Over Overseas
Funds Transfers

Certain of the moneys used by the Corporatibn’férQ:
political contributions were obtained through overseas fuhds
transfers. The procedures governing such transfers have bzen
reviewed above. Such transfers were a common means of effecting

I inter-company transfers, were freguently used, and were no- in.
their nature irregular or deserving of special scrutiny. Prior
to public disclosure of the political contributions, E & E

-

_ examined such transfers on a test basis, a procedure which

C would appear to be a normal auditing procedure. None of the

transfers thet were used to fund political contributions
were in fact selected for detailed review, but E & E would not
appear to have been at fault in evaluating the results of these

r\fmocedures.

In its manacenent letter with respect to the 1970
audit, E & E noted certain problems in the controls ovexr overseas
fund: transfers. The Committee does not have any evidence that
E & E subseguently revised its.audit procedures in the light of

the weaknessas i , ner that its original audit pregram




,of"its_auéiﬁ-proéééuféé?wﬁuld appear to Eévé7been adéqua;

" there is some question with respect to the 1971 and 1972 éﬁ3i£§”§;

'whether the procedures themseives were adequate in light
of the weaknesses in controls identified in 1970 and the
Corporation's increasing use of such transfers in the years in

question.

<

o
but does not establish, that E & E obtained knowledge during the

-

In sum, there is conflicting evidence which suggests,

cougrse of its 1262 audit engagement that the Corporation was
makeeng political contributicns.
<
— With respect to other matters reviewsd, it must be re-
mempered that the transactions considered above, and the specific
aud® procedures applicable to them, formed a small part of the
ové?hll audit services performed by E & E from 1967 through 1673.
h . . -
The Committee has not reviewed the audit services provided by E & E
in their entirety, and it has therefore no sufficient basis for a
judgment with respect to the prcfessional adequacy of such audits.
With respect to the four specific areas in question, heowever,

there is some basis for suggesting that greater care might have

been exercised by E & E, even taking into account the benefit which
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the May'is,:197s,'undertaking of the cOrpo;§£i¢5=

Committee has been expressly and implicitly chhfggd“ﬁgtﬁlw 

investigating vﬂrious aspects of the corporate enterpxiSQ;"
iscluding the full extent of the political contributions méﬁé
Ly the Corporation; the circumstances under which such contri-
butions were macda; the identity of ihose persons who were

responsible for, participated in or had knowledge of the making

of such contributicns; ard fhe source of the funds used to make

such contributions; the extent to which corporate transactions
were improperly accounted for or inadequately dccumented; the
adequacy of the Corporation's accounting procedures and controls
and the extent to which any unrecorded or other payments may

have been made for unlawful purposes.

— In view of the Cecmmittee's authorization, its investi-

T gation haus addressed a variety of areas. Similarly, the

C:Comngttee's recommendations address a number of different arezs.
.

~ Initially, the Committee's recommendations address

the issue of the posture which t ion should adopt

toward those dircctors, officers and eunployees of the Corporation

whio were to some degree culpable for the diversion of corporate

assets to unlawful pelitical or other purposes and the action,

o & Lo by LV e L s s o ST o rie o s T St e o, e 55 =1y
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»-contrlbutions were made. (Sactionv B and c)

will govern the Corporatlon s involvement in the politlca

and the use of corporate assets for political con—

tributions or other purposes not directly or obviously rélatEd.

to the Corporation's legitimate business purposes. (Section D)
Finally, the Committee has made certain recommendations with

respect to the Corporation's operating procedures, accouwnting

practices and basic governance which the Cormittee believes will

render practices such as the making of unlawful political contribu-
o<

tiqps less likely and will, in addition, improve the accounting
fosthe assets of the Corporation and enhance the general

ope=ation of the Corporation and the accountebility of its

officers to the Board of Directors and ultimately to its shave-

c
holders. (Section E and F). 1In the judgmznt of the Committee,
(o

all_such recommendations are mutually interdependent and ars

be acted upon as a whole.

ne gt to
~

\TompsiTe

A. EBOARD MEMBERS WHO SHOULD A N Tnn

C 0]
A
RECOMMBNDEBRTONSHEOR ITHENSPECT AT N CONTTIEDE

il -

recommending to

the Board of Directors the Ifurther acticn, if any, to be taken

with respect to the making of political contributions. An initial

question is which nembers of the Board should act upon the

i 3= o ey - i 3 - =1 o i N g i3 - — A T cs
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avozdance of any conflict of 1nterest or the appearance'of‘a
con£1‘vt of interest by those acting on behalf of the Lorgara;;onA
and its shareholders; the characner of the specific recomm,nnuhlon

and the nature of the impact of those recommendations upon

particular directors; and the utility of obtaining an appropriate

range of opinion on the important mattiers raised by this Rﬁport
and its recommendations. We believe that these considerations
dictate that two different standards be applied to two dlffarent
O~ categories of recommendations.
o
— v The Committee's recommendations relating to the in-
= curbency of certain merters of the present Board of Directors,
~ the employment status of certain officers and employees of the
Corporation, and the disposition of the claims the Corporation
*;may inst such officers and erployees ocbviously have a
cdirect and immaediate impact upon all such persons. 1In viesw
oI that impact ard of the other pertinent considerations citea
M.tove, we believe that action should be taken on those recom-
mendations only by Board merbers who prior to July, 1973, had
naithey knewleige of noxr inwvelvement in the political ‘con=

tributions made by the Corporation.




£ the Board (Messrs. Butla

Twelve members |

1Pisﬁer;JGammqn,.Gordoh,vﬂail,-McCowgn;¢McDonéld,ﬁn¢sstan&

‘that they had no such przor knowledge or 1nvolvemant.i In th'

judgment of the Committee, the ability and w1ll4nqness to havg

executed such an Affidavit is the essential preconditlon to

participaticn in the consideration of and the decisions relatin:

to the category of rccommendations in question. Moreover, nothing

which the Committee has uncovered in the course of its investigation

has c¢.st any doubt upon the legitimacy of those affidzvits or has

provided any basis for contesting the truth of the representations

conzined therein.
C
£

Accordingly,

of &he Board of Di ters 5o ddentifled, and thnese mencers enly,

sholTd act upon recommencations

(o] The remaining recosmendations presentad by the Coruiittze

to matters of corporate
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scructure.

ThaSe recommendations are gppropriate and necessary ¢
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raised by the makirne of pelitilcal eSneributions
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ters under raview, but their impact Upon the

officexrs who authorized or participated in all such matters is

neithar personal nor pecuniary. Moreover, they involve matters

undarentcall tol the ongoing operation and structuxe of the

Corporation, matters upon which the broadest range of Board cpinion
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ueaclude from th“_Board's dellbvratiéns on theS- matt
: Jts lnnnmbent directors includlnq 1tg thrpp-pr{“cipalﬁoffy‘

N e o 1z e T s B s R R I B PR G 3txuwuu£e G ﬁh

Corporation should, in our judgment, be made with thé:béﬁéfit ”£1 

tte advice and, where possible, with the consent of theso persons
who are expected to implement those policies and coperate within

tlise sbructure.

Accordingly, the Committee recommends that all incumbent

rzrbers of the Board should be free .0n the

recommendations set forth in Sections C & D,

B. R“COMHE‘DF"’ PAMERE RS SR ECRETORRHOSERDIRECTRORS
OL'ZICERS ALD ”F- EES NEOHRARNPBICGR ANCWLEZDGE
Cr OR _u"’ﬂ' MEMENT INTHE MAKING OF BCLINICAL
CONTRIBUT IONS ,

IS Ehelincunbent
pri@n knowledge
makang o ool aEak

y Certain members of the

or
csore involvement in the making of political contributions; each of

INtlia directors havirg such knowledge or involvement is also an oxf:

Por eiployee of the Corporaticrp. The Cemmittee has considered

whether it shoulé recommenc that e Board reguest the resignation

£

ofVisuchipereons Sxom the Bogr wend that they not

rerominated £ eloction to the & R the nerxt sharehcladasrs!

mseting.




ﬁdirecto+;gthe COmmxttee has reviewed a range of fac o

e H ~

qﬁestlon, his past contrlbutlons to the Corporatxon;wthe-degree
of his cocperation with this Committee and with govaxnmental
anthoritics who have investigated these matters; and the conteat
in which the political contributions were made. These factors,
considered in the context of the employment status of each such
director, have led the Committee to recommené against the
termination of any such officers or employees from their positions
with the Corporation. See below, at pp. 159-167. A recommendation
agfInst the enforceé retirement of any director also seems
L‘;? nted, particularly because the Committee has found no basis
vfor holding that any director, considered apart from any actions
taken in his capacity as an officer of the Corporation, was
nagelgent intthel pericrnance ©f his dutiecsl a@s la directonrs NAny.
suck” conclusion, however, presupposes the director's satisfaction
of éﬁ) of the recommtendations addressed to the disposition of
claims the Corpcration mignt have agains im by virtue of acticns
~
tak%Qkin his capacity as an officer or yee.

The conclusion that no action need be taken with respect
to any director in his capacity as such is particularly appropriate
in view of the responsibility which rests with the share-
holders of the Corporation for electing directors and continuing

them in office and the prospect that the shareholders will have an




Accordingly, in the light of all factors, ¢

 :¢:Qmm@ndl that. no act ion be taken wit’ :stect’to”anv'airéctér{

M

provided that anv such individual responds affirmatively tﬁ sucﬁ

othenr recommendat ~ong tha mRittes are a&ODted by th: Eaard.

2., Tie enrploy us oL officers andé
enployce : '. r knowledge of or
involvemen : making of political
contribution

The responsibility for and involvement in political

econtributions of the Corporation's officers and employees has

o

been reviewed above at pp. 94 - 97. At issue 1s a series of

&

“Tlegal acts involving assets of the Corporation, acts which wer

-——
recognized to be ille : those wrc angaged in then Principal

_.resvonsibility © Eh Cts mi be placed uvpon Mr, Atkins,

-

full responsibility forx such

with
5 acceunting proce : any improprieties in the use

=

of 1bs funés must wltimatelsr be Lek ey (e of its chiex

executive officer.




In considering the action to be taken with.fespéct Lo

officers who were responsible for or participated in such ccnducé,vv
we believe it necessary to consider the context in which those
individuals acted and their overall relationship with and
contributions to the Corporation. 1In addition, any decision

with respect to the continued employment of the individuals
involved must take into account the adeguacy of other remedial

measnres which may be taken by the Corporation.
[ o
o The making of political contributions extended over

S SO S 44 S A R e TR S R

peraed of years reaching back into the 1 & During the
sam& period the Corporation has greatly expanded the scope of its

serations and diversified the nature of its business; ‘the growtn

e T A g 5 e BT

Prior to the perioed in gquesticn, the Corporation's
ac ities were concentrated primarily in the areas of petrolecm
refining, marketing and transporting. During the period in
question, the Corporation developed stantial chemicali@proeessang
and sales capacities; diversifi i iighway construction,
acsociated paving operations and construction materials supply;
initiated substantial coal mining and murketing operations; and
continucd to develop new sources of crude oil through purchase

and exploration and production Lt These greatly expanced

ah




failure of the Corporation s procedures to keep paceff

Corporation's growing involvement overseas. It would alaowappear

that significant 1mp~ovcwents in these areas have been nadu 1n
recent years, and that the CcrporatLOﬁ s principal fallures of

accounting and expenditure controls occurred some years ago.

In the thirteen year period from 1952 through 1974
t.;,_the Corporation's revenuss grew at an average annual rate of

«22% from $318,100,000 in fiscal 1962 to $3,451,200,000 in fiscal

1974, Net income increased during the same period at an average

=~annual rate of 18% from

$15,300,000 in fiscel 1962 to $113,004,000

-

in fiscal 1974, and net income per share advanced from S1.03 in
cC

r"l962 ta $4.45 in 1974, This favorable performance has continued

=~ to the present; that continued performance 1is particularly

€ impressive in view of the unfavorable factors currently affecting

P the oil industry as a whole.
I~

Mfuch of this performance is properly attributable to

the effective and forceful leadership which Atkins and his

principal executives have supplied to the Corporation. Since

Atkins assumed the role of Chief Executive Officer in 1965, opera-

ting revenues have increased from $447,743,776 in fiscal 1965 to
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'grests in the final analysis with Atkins, 50 too. must principal

credit for the Corporation's performance be given to’Atﬁiﬁs;fgih

The Committee believes that the services of Aﬁkins oo
other perscnnel of the Corporation have been of substantial
benefit to the Corporation and its sharehclders in the ﬁést.
Because Atkins and the other princiéal corgorate officers are
still young, vigorous and effective executives, the Committee
be{isves these men are likely to be of ccntinuing benefit to the

Coregration if they are retained in office.

§ »

A second arca of consideration is thz degree of candor

and cooperction exhibited by Atkins since the initial disc
—

1
ofighe pelitical contrabutiens in July, 1973, 2tkins las from

theCX¥irst openly and squarely accepted full responsibility foxr

= 3 9 R . ? q .
the ‘matters relating to political contributions, both with

= : .
respect to matters he directly participatsé in and matters
N~
chaggeable to him as the Corporation's chief executive officer.

)

lMoreover, Atkins has, we believe, teen cooperative
with the cffice of the Watcrgate Special Prosecutcr, the stafs

of the Securities and Eichange Commission &@nrd other governmentcl

agencies wiich have had an interest in the Corpgoration's political

contributiens.

-~
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Tho decisxon of the Special Prosecutor not to hring c'at'&s a:ainst,

any individual officer of the Corporation at the time of the

second criminal proceeding in December, 1974, supports this

conclusion. In addition, Atkins and many other officers of the

Corporaticn have cooperated fully with this Committee and its

professional advisors in the conduct of this investigation.

A third area of relevance is thie context in which the

Corporation's ofificers were operating during the period in waich

c Political contributio}xiﬁﬁre made. On the one hand, the officers
¢ clearly believed that political contributions by corporations

=

=were a comnon fact of 1life. The number of companies which have

e 5 . o SUHIs PR .
entered pleas to violations of the fedex preoihlpitions on
c

corporate political contribt the reasonadblerness of

.“.hdt belief as do the comments cf Judge Hermansdorfer at the

centry of the pleas by Ashland Gabon and Atkins: "It would
ehiat Jobhiis &

FB great many

conduct has been a fact of political life

UiaS Ashland Petroleum Gacon

Cornoration, Gl v eporter’

s Official Transcript o

Proceedings tencing, Novemnber "8, 1G5 n 2

Correlatively, although the principal officers are

of contributions was proaibliec
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forced. This official pattern of non-enforcement provides no

excuse for actions which were in violation of the law.

To soma
extent, however, this pattern of official tolerance renders nore
understandable the series of violations of federal statutes by

the Corporation's officers.

Fourthly, the Committee is satisfied that the political

contributions were made in what the officers of the Corporation be-

lieved to be the best interests of the Corporation and in some in-

stagges were made in response to real or apparent pressure from

pubtic officials or their close political associates. As is the

cas®with mest large corporations, the Corporaticn cperates in a

— » * . () - . .
business envirerment which is materially staped by existiag ox
c

proposed statutes and governmental regulations and by the actions
e

of the executive and

the federal, state

and@doccal governments, Covernmental actions having a material

effdst on the Corporation mav be taken based upon incomplete or

fauf?y perceptions of facts; irn that context, the desire of

corperate officials to have access to

g
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maxers and to plead the Corperation's case is understandabile

That peliticall

such access

w

regrettanlie, but the Committee is persuadecd tnatc,

in makine pelitical contribitiers, the Corporaticn':z ofiicans




N Y

thé[legitimétévihte:esfsydf‘the Corponétiqn‘aﬁd

frolic of their own,

Similarly, thosebpaYments which thé C6mmit£aa“h&3
identified which were or which may have been madé tol6§érse;§?
government of ficials were apparently made in what was beliavééf
to be the best interests of the Corporation and may have beéh
made in response to apparent pressufes or in a context in which
the impropriety or illegality of such payments was not fully
recoynized. Moreover, given the overall operations of the

o Corporation during the years at issue, these qguestionable payments

€ were relatively modest in amount.
£y

Finally, as has been noted above, the problems oif
= accountability for funds and inadeguate accounting and documentation
~ for and controls ovexr corporate transactions are rost prevalent in
the Corporation's overseas activities and there
ubstantial improvement in the Corporation's performance

recenitiyieassi

the several contexts in which the
gtilens shonldibe measureciandiiinigareiculas
ributicns tc the Corperation, the retention
rresent capacities would be difficult to
appropriate procedures and strucstures

Hleitileriam it




contributions will be made by the Corporaticn and

"
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;usatisiacthy settlement with the ofricers with reépéé£$g¢1 hg,
w7diréct'§o§£$ inchrred.by the Corporation as a result pffﬁﬁéﬁi
political contributions is equally a preccncdition of the contﬁnfg'
employment of such officers. We believe that the policies,
operating procedures and structural changes recommended iﬁ ihis
Report provide such safeguards and that the monetary settlement
recomnended herein provides a reasonable recovery for the
Corporation. Accordingly, our recommendaticn with respect to the
co%ginued employment of:the inveclved officers presupposés the
Board's acceptance of such further recommsndations and full

compliance with such recommendations by the concerned officers.

Considering all factecrs, the Committee has concluded

thag torninatien of Atkins as Chalrmarn and Caief BilecUtive
Offfeer 0f the Corporation would be cnashment out of
proﬁgrtion telthalacts chafgaable to him and would not be in the
the Corporation or ¢f iis shareholders, OQur
respect to Atkins i ) itive of the situation
employees who had
ot poliiticalc :

view of his assumption of




' ‘ Corporation and that all other corporate PersQﬁneifbé“S;

continued in thelr provided that each Suo

individual respords affirmatively to such other recommends!

of the Committee as are accepted by the Board,

3. Reimbursement to the Corporation by
those ofiicors responsible for the
making of political coptributions,

The Corporation's resolution of Pecember 3, 1974, was

“Ta necessary response to certain problers. The broad range of

S

problems suggested by the Corporation's political contributicas

o~
and the means by which they were fundad and accounted for hLas

oy

- been for scue months the subject of this Committee's independent

€ investigaticn. Among the areas of this S concern Lrom

(e lEianis ; ¥ I 3 T 3 YA ey £
the beginning of its investigation has been the resolution oFf

those c¢leims wiich the Corporation may have against thecse persons

responsihle for the actions under review.

Long atfter s Committee's investigation had been
initiated, certain such claims were purportedly asserted on cehal

of the Corroxaiion in the action styled Levin v. Atkins which was

=
L 0xX

fildedt on April 4, 01975 an the United StatesSiDilstraictiCourt
the Western District of Kentucky. (See Exhibit 28: Complaint and

‘Amended Conplaint, Levin v. Atkins, e _ The claims there as-

e ey e e A T
Rk eIl AL

recommendations set forth in this Report.




into account the amount of loss to the Ccrporation occasionei by,

the polltxcal contributions, the extent of ‘the ind lvidunl‘
personal resources and his practical ability to respond to any
judagment which the Corporation might obtain against him, énd the
individual's role in the matters under review and his poteﬁéial

for future service to the Corporation.

The direct cost to the »ornoratlcn of political

.

contributions and of those moreys which cannot be adequately

==l
accounted for and which for present purposes are treated as if
they were available for or expended as political contributions is
$8524965.* Of this amouni, a balance of $56,800 was redeposited
to ®€he Corporation's account

re of the political

<
$135,310.87 has been recover

c
rej{PlQntc of thel contr
S73100.35 of that sum repre
for, an amount believed tc represent,

contrit itions made or authorized by deceased

the Coxporation as part o= pattern of contributions which

hoze political payments decmed to be legal and those payments which were
‘ithout genior cificers’ Xrnowiedge or inwvolvement nave not been includad

~ iy . e
caluglation.




began before the period which has been the princi
thie qpond s s A \7...;1;:.-,.~- LR Al e b e e ""“"""1_6.

pruQer;: be charged aga?nstlthe pfesent officers Qf,théfcéxééréﬁion;
nor*do we believe it appropriate to attempt to assert a &iaiﬁf:-
ayainst the estates of the deceased indivicduals, These thfée.l
sums, deducted from the total amount presumed to have been

expaended for political contributions, leaves a balance of rbuéhly
$595,000.00 for which the present ofﬁicers of the Corporation

can be said to be responsible.

In addition to these direct costs, the Corporation has
s

contributions. Those expenses aggregate in excess of $600,C00, and
o

include, among other matters, the costs of E & E's investigation
o

ncurred certain indirect expenses as a result of its political

cf overseas cash transfers; legal expenses related to study of

ty

implications of the political contributions and to the

Cﬁisyosition cf the various governmental proceedings which have

tieen occasioned by the Corporation's voluntary disclosure of
c
rsuch contributions; loss of interest on the amounts expended for

pxolitical contributions and the loss of emplovees' time during
the course of the investigation into the ceontributions; coOsts
incurred in connection with the adjournment of the January, 1575,

Toceting 6f the Corporation's shareholders; and the expense of tne

Special Committee, its counsel and accountants in conducting its

investigation and preparing this Report. In scme instances,



‘those expenses cannot be readily calculated. They:are'ékqﬂ_-:

)

matters, questionable coverseas transactions, and matters relating
to the general improverent of the Corporation's accounting procedures,

operation, structure and performance.

For example, the recommendaticns with respect to
accounting procedures which were made by B & § as a result of
their investigation into political contributions are of general
banefit to the Corporation, and the expenses attributable to such
reggumendahlﬂ s cannot be cl 5 cgated from the cost of

2;

inyestigating political ¢ ibut ané ought He e d v

ag@inst the officers

Simitlar s, mand

.

relisten
measure
confronted w
upon our ravi gt “thel publie record of actionsi takientbySoeh
faced with t weuldl appearithat
ol Hegiired A RS RTeSINT CF [ ToSmeE ORI GE st
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In addition to the direct costs and indirect costs

fiscal years 1970 and 1971 is presently under discussion with the
IRS. While it might be conte that the officers shouid be -
responsible for all or some i of the additional tax oxr
penalty) we have copncladed that no such ass ment should
made. As lias been indicated above, the representativas o the
IRS in chargz of this tax investigation have indicated their
present intention to seek a 5% negligence penalty with respect
to the years in guestion. The IRS agents have also indiceted
" that they would seek to collect such a penalty even if the
-
. Corporatien had made solitical contributions at all because
— oficertaint othexr sproblemsiintvn reparation
= the¢ Corporetion's tax return st sition

Service's recent policy oI assessi the negligence

z =

2

e poratlens in a YR force tnem to
5

ta NecOLE,

f~ ©f such portion ©
P collectea to the
decision to hold these oifficers responsible

contingent lianiiity woeule wntairly inmpose upon them e liability

for many acts whic in which they G no

gilreet Mpvalvemes iRt S wihich e yeres notldi rectlivix e s ponsiiolies:




To require the present officers’ of the Corporation to

contingent tax liability would moreover ke impractical iﬁ viéﬁ

of the asuets of the concernc! employees. To attempt to receéer'
such amounts from the officers would cripple them financially

and in practical effect terminate their potential for future
service to the Corporation. In the judgment of the Committee
that result would not be properly commansurate with their

misconduct nor would it be in the best interest of the share-

holders.
«

= In considering the appropriate claims which might be
madg‘against officers of the Corporation, the Committee has

——
considered the demand contained in

atkine.

—

Ly

cotibns to purchase h stock which were 2ceived in violation

of Sderal and state securities laws" together with the dividends

™ . 4 : X :
received thereon. Atkins and Seaton wvere 1ted certain options

t¢ their apparent ponsibility fer the Cerporetionls

political contributions; those options were exexcised in 1969 at
a price approximating the present market value of such shares and

such shares of stock ar t111l held by the two

e Pl )
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only unexercised options outstanding; , absent some consiclrable

L P L LT - W~k & Wi ¥ = P e a2 bg IS S )
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options are "under water" and without substantial value.

Given thes:s facts, the relief reguested in the
Levin action is without substantial merit or potential benefit
to the Corporation, and the Committce does not believe tha= a
request for the return of these officers' holdings of Ashland
stock or for a cancellaticn of their options would serve any
useful purpose. The Committee does, however, believe that the
terms of ainy outstanding options should not hercafter be'ravised
or be made more favorable to the option ho
‘mendation with respect to the settlement of the claims against
.thcse officers presupposes a commitment by the Board that no such

amendment will be hercafter adopted.

After consiceration of all facts and apparent
M_altcrnative remedies, therefore, we believe that the responsibility
érof the present corporate officers to reimburse the Corporation
N for its losses related to the making of political contributions
N should be measu inst $595, 5 (610} R pproximate sum of the

net political ex: i ‘es 2 i able presentily

emploved

The further guestion is then presented as to the persons
responsible a: i@ amount to be reimbursed by them

B ek (G L R




Erickson and Hardin) made contributions for polltlcal purposes,

but the balance cf evidence suggests that they were neithe. 1nvolveg"

in nor did they have knowledge of the pr1nc1pa1 corporate gcntrlﬂqf'
tions. Erickson has beeﬁ ceemed by the Committee to béifesponSibgé
for several political contributions totalling $9,764.65 in 19?0, |
1972 and 1973. Hardin was responsible for a $§2,500 contribuﬁion
made Lo a senatorial campaign in 1972. Both Erickson and
linrdin have subseguently reimbursed the Ccrporaticn for the'amounts
dtt&éLuLcd to ther. ?ijally, certain other presernt or former

L1y Messrs. Caskey, Re Greere,
Hul®, Williams and fmrick had some involvene in i krowledge
of The maxing of political contributiens, whi - officers
or z;ployees, notabnls

<

rol&~wjth respect to the return of fupds toe the United States

whieh, without the knowled were subsequently used fox

conts

menticned 1 was

the direction a1 superd Eii (e - wo do not believe that




requaat th%L thev relmhursa‘the;Corpo s
iwfth resn9ct to rr:r\qnn ana Hardln. we bel_
'zuﬁﬂuQM; Al Os e dﬂuuﬂ;n‘hdAwe‘buu vammtﬂ
to them is sufflc19nt satlsfactzon of any claim'which th
'Carpora*loﬁ mlght have agalnsF them, e \ .
Thus, there is a balance of roughl§ $5§5,606.agaiﬁst'
which the responsibility of Messrs. Atkins, Seaton andiWebb 2o

to be measured.

In view of their relative rzsponsibilities and the
degree of their participation, we believe their relatlve
obligaticns to reimburse the Corporation sihculd be in the

following ratios: 7ritkins - 50%; Seaton - 35%; and Webb - 1S5%.

o
o

The final qguestion, then, is the percentage of the
Pt

amount in question which these officers shculd be required to

—
retunn te thel Corporation. I resEcping
guestion we have reviewed all factors su
=Taddition, we have taken into account the ar of those indirect

C%H'COntingent costs which we have not strictly allocated to these

the verious claims asserted in Levin v. ktkinz . et

» m kol

articularly cons.idered the financial resources of
And we have considered that an
dividuals HinmabEarnalicoust suts

would involive substantial costs to the Corpecration, entail the
L] s LJ

& L
diversien ot Wihe: attentrons of the officersl 15 guesticn andibe

-




otherwise dlsruptive to the operat;on of tHe Corpar_

*pertinent considerations, we belleve it approprlate to hold _

these three offxcors responsible for roughly 50% of the ncL
balance of political contributions or $300,C00. Paynent of tne
‘officers' respective shares of that sum would, Lhcre-ore,
necessitate the payrment by Mr, Atkins of $150,000, the péyment
by Mr. Seaton of $105,000 and the péymant by Mr. Webb of

$45,000. In addition, pursuant to McNelis' xepresentation in
opeR court at the time of the Corporation's guilty plea, Atkins
vouddd also be responsible for reimbursing t rsoration for its

250000 fine, making h total reimbursement $175,000.

Y3 ¥ Nk Yo ool Ua
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puURROSes.

In view cf ) suBstanti ums involvéd anc our review
of the person YEeSOULCE! : individuals in guestion, we
believe it appropriate te allow such payments to ge mace to the

Corperation owver a five gr Deriod. A proposed schedule of

repavments is : LowsS s | Akikins an initial pavwent of $35,000




payﬁ'nt,offﬁgnydﬁoiahd éﬁbéeqd¢ft,é.
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be made to the Corporaticn within thirty days from the Bozrd's

-

action on the Special Cominittee's recommendations. The réﬁniiinﬁ
payments should be made by January 31 of the calendar yeais 1976,
1977, 1978, 1979 and 1980. In addition, we believe that any
release which the Corporation exacutes with each of the officers
in question should make clear that the obligaztion to make such
‘vaynents is a continuing one : i ne cificer will be

0 ) .

relieved enly in the event of ds or permanent disability as

~

deterniinzd by the Board of Directors.

rEaemmencs thiat

(=

1y resnonsinle for theimaking of Do

reijmburse the Corporation fer a portien

glrecticostEs of svch contrabuticns) rédance with

following schedule: Mr., Atkins an initial payvient of

and subseguent annual perian ok fer five wvears; for

ire. Seaton an dnitial

ST GO0 fleor fave

$10,300 and subsagus

over a period of five vears,




As indicated above, the Corporation has arguaﬁle clains

against those persons responsihle for the making of pdlltlcc
contributions and for all other matters within the &mbrace of
this investigation. In order to effect a total settlement of
all such matters, we believe it appropriate for the Corporation
to release all such claims in consideration of the individual
employees' compliance with those recommencdations of the Special
g
Co%%ittee which are adopted by the Board and with any additional
re%giraments which may be imposed by the Board. We believe it
oat apprcopriate that such a release be a full and complete
re®ease c¢f all claims which the : ion might have against
Sedinpon, alil matte enbraced by the imvestigation
cmmd ttee has conducted. A fori of release
wh&gh we believe to be approprlate has been attached hereto as
ExRibit R-1. That release sets forth the continuing ire ot
thhemplovees' reimbursenent obligation and the schedule of

projected repayvments to the Corporation:

the Committer reconnands ©

all elaims which it might have against

5

Dy xans,, Saaton, Webb, Erxicksor and Handin contincent noon
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wore made with corporate funds, E

accountants for the Corporation. The Committee has, tharsfore,

reviewed the proiassional performance of E & E, particulasly

with a view to cdetermining whether E & E knew, or had rcason to

know, of the political contributions which were being made with

corporate furds.

The facts concerning E & E's Xnowledge an
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ance as the Corporation's auditor with res
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20t to certain trans-
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actionsihave tbeent reviewed i moredetarl ehove at op. 140~150"

The availilakble facts do not
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had actual kaowledss of the Iact that ths
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Corpordtion was Making

0

pola tlcall confributaonsis iRt tiie 2t et theliGomrattcae il Uenh
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evidence is necessary to justify a recommendation that E & E be

0
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digichian

e ~.. e
ed as the caXrboral
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In certain of the instances reviewsed cbove, however,

even when the benefits of hindsig

egree of care o
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(2] tallcd an ovuralx review of E & B's audit services

professional services considered as a whole. Accor&ingiy}itheig

Committee believes it appropriate for the Corporation, and
particularly the Audit Committee of the Board, to review with

E & E the areas of concern identified above.

Accordingly, the Committee does not recommend that

Ernst & Ernst be discharged as the Corporation's outside acc0"‘*ants

-

but it believes that the Corporation ancd its Audit Committee should

recqéﬁ_with E & P the areas of concern identified in thils
N
Rg ORTE

Dio s RECOMMINERTTORS Wi R

CORNINERE “’“I.TC".’

lo Jrg_ (__O\ Horux' 3 N _..'_:‘ '-C'r‘\")ct
tol faburel political oot

granted datﬁorlt, cO. Fhe o fEiears ; orporation to institute

a2 plan to establish a voluntary progran for receiving personal

S

ns from corporate employecs and directing such

coentributions to candidates for political office or their campzign

cax et

P e R e




'5ﬂ§oll£ica

have cc:robdrated the findings of E & E thfﬁu@h“cﬁléﬁd&;

gad to thes date of this Report.

contributions have been made during the period in questié&rb§ 
throee subsidiaries of the Corporation: Southern Oi) Compaty of
New York, Ashland 0Oil Canada, Ltd., and Eastern Seahoard Petroieum
Co. (See pp. 92-94 above). The Comﬁittee is also advised that

the Corporation has not in fact established a voluntary separate

segregated fund purbucnt to the Board's authorization of
L

o~
o

November 8, 1973.

The Committee has considered the role, if any, which
-_——

tne Corporation should have wich pect to office holaers,

lgns and the expressica of

Peritinent to
of public isst
of government K Yon! ana the
ol the Corporation and its accivities; the legal

against corporate contributicens; the practiceal




appropr;ate ana ldwxul and whien are illegal; and uuc.

inherent in the use of shareholder assets to further

goals whlch some stockholders may not share and which are re<

moved from the purposes for which the assets have origihaily

been made available to the Cerporation.

e believe these factors, reviewed in perspective,

counsel against the Corporation's involvement in the political

arena either through political contributions or the establishment

05‘901un+ary contribution vehicles. Clearly the Corporation
o~ : ; nh :

may not and should not make contributions to candidates which
o\ v

are prohikited by law. In addition, we believe that the

Cogporaticn should make no further contributiops whether lawsful

orcanleviuls toany politicalcandidatel or Gfficexholidery Binally,

although the establishment arnd administration of separate

segregated funds fer the receipt of employvee contributions is
c . . 3 - 3 - .

specifically provided for in 18 U.S.C. §§610 and 611, we bel:
B~

hg}, in view ¢f the nossible akbuse cf such a fund, no such fund

i

17

ot

should be established by the Corporation anéd tsnat the authorizatiocn

to institute such a fund which was given to the officers of the

at the meeting of Ncvember 8, 1373,




incentlve compensatlon should be calculated or,adjus”ed‘

 \ay to ru’lcct pOJlulC&l contributions or exgendlturas whxch

the employee has made or anticipates mahlng. hppropriate ‘
vrocedures should be developed to implement this pollcy,
particularly with respect tc the Incentive CowpenSation Camm;tteu

the Board.

A Board resolution which we believe is appropriate and
which reflccts these recommendations i1s aztached herete as

E<hibit R-2.

mh an ; commends that the Corvoration

contributions to re » behalf of politiecal

voluntary

reconmands that no

any wayl reslect polinicad

mayv naxe.,




The Corpora ibrﬁfﬁ ]
future;pqgnent pf,,n illegail natur
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’“ﬁsinéiéorpotate funds were illégal. In view of our recommended'

prohibition against any future 111egal polltlcal paymonts,tw

believe it appropriate to place the Corporation clearly on record

as opposing any future illegal payments for political.or any other

purposes.

In view of the impropriety of using the assets of the

shareholders fcr any illegal purpose, we believe that the Corpora-

tifh should adopt a policy making clear its opposition to future

T
illegal payments and any use of corporate assets which is illecal

(o8
by Lhe law of the jurisdiction in which the transactions occur.

£

To_gmplement that policy, we recommend the following set of pro-

£
4

susceptible of

rr

cedmres to govern thosc tvpes paynents mos

Pavments to Consultantsz
e———1

to consultants are peculiarly suscep-

tible to abuse, the Specical Committee recommends that the follow-

ing procedures apply to all future payments to consultants.*

* Dy the teem consultants' the Commilttee here meaus all individuals not em-~
ployezs of the Lﬂrﬁvr"‘ on who render services to the Corporaticn which services

are 1 the nature 0i business, professienal or techaical advice of any sore oF
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.appear to be appropriate- If the total annual p:ymen

e.panse reimbursements, arce not expected to exceed SSG,ﬂvﬂ or,
the term of the agreement is longer than cne year and totﬂ‘ pay—

ments under the contract, agreement or arrangament w;ll noh exceeﬁ

$100,000, then the approval of any operating unit offic1al-whqse

approval is sufficient for expenditures of the size in question

shall be sufficient for the contract, agreement or arrangement with

the consultant in guestion. If the total annual payments, includ-

expense reimbursements, arc expected to exceed $50,000 or, if

term of any such arrangenent is longer than one year and total

payments uncer the contract or acreesment will exceed $100;000 and

constltant 1s not

—T 1

e cproval of shall be reguirz=d:

a) the chief evecutive officer, bB) the senior financial eoflicer

event the consultant is

Lk, the appioval

reguired: a) the

ncial officer, c) the

charge of international

ceabtract or aizee-

an annual ox an

accumulated basis, approval of the agrecement by the Board of

D=

-----



$50,000 shall require an attestation by the consultaﬁt,;éﬁ the

time the agreement, contract or arrangement is formﬂlizadiﬁﬁ& on

a yearly basis thereafter if.the term of such arrangamebt exceeas
one year, that the consultant has not and will not returﬁ any
moneys paid tc him to any director, officer, employae or repre-
sentative of the Corporation and thét the consultant has not and
will not make payments to third parties which the consultant khows
cu‘é@s reason to know are illegal in the jurisdiction in which the
tremsaction takes place. A copy of each such affidavit shall be
keﬂ%'with the file containing the agreement with the consultant,
and the original affidavit shall be filed with a designated

caﬁgittee of the Board of Directors.

1

Third, the Comnmittece recommends that the chief executive
=

officer, the seninr financial officer, the general counsel and the
C

vice president in charge of internaticnal opexrations be regquired

= 2
toKile with a designated committee of the Board of Directors on
an annual basis an affidavit listing each agreement and contract
wed that year by the affiant and steting the affiant has
no reason to believe that the consultant s pald any rebate to
any director, officer, employee or reéepresentati of the Corpcra-

tion or that the consultant has made any illegal payment to any

R e -y
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Other Procedures .

made for political contributions and other ill@galj‘
be greatly reduced if the above described proéﬁdufesfwm;;

to consultants are adopted. There are, however, numersus:

sther than payments to consultants, that can be used to eff & &

political or other illegal payments. Because it is imﬁossi¢%¢ ﬁd_
adopt specific controls to monitor each such possibility,‘the
Committee recommends that the Corporation requiré annu§1 attesta-
rions from certain officers to the effect that the officer Adoes

not know or have reason to believe that political or other im-

prproper expenditures were made from corporate funds by any mzans.*

wWe balieve this set of procedures stands on its own
It 1s also eppropriate in view of the form of Final Jucg-
it entered into ‘ween the Commission and the Corporation which
CProhibits the use of curporate funds for unlawfnl political con-
ributions or similar unlawful purposes and reguires the disclosure
™~ e
QF corporate assets for unlawful political con-

F1bnts 3 th unlawful purposes.

* The Special Committee recormmends the early affidavits to the effect
describoed be required of each of the ers of the Corporation designated
as Executive Officers in Article V, ction 1, of the By-Laws of the Corporation.




hich=refle¢t$,£hi§tre&omhé dation is étﬁaéhea‘ “_
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functionally equivalent procedures as the Board may aciop
be reflectoed in the established policies or other opexaﬁiqg pro=

cedures of the Corporation.

In sum, the Committee recommends that the Cérﬁbraﬁioh E

adopt a policy against any future illegal payments of whatever

nature and adopt an appropriate set of procedures to implement

that policy.

&
e The Corporation's policy with respect to
r undiscloseé funds and unaccounted for ex-
penditures.

The Corporation's payments to political carédidates and
caﬁgaiqn funds were made from
nagutained at the Corporation's | uarters; transfoers to and

digpbursements from that fund were not accounted for or properly

re$lected on the books and records of the Corporatioln.
™~

™~ We believe that the creation and maintenanca of such a
fund is inappropriate in a publicly held corporation and that the
assets of rhe shareholders must not be used in a way which leaves
them unaccountable. Acc ingly, we believe that the Corporation
should adopt a policy prohibiting the maintenance of, or any dis-
birsement from, funds created naintained for purpoasss which

i LG s ol I i s




R-4,

4. The dissemination of the Corporation's -
: policy with respect to future political
contributions, future illegal payments,

and the maintenance and use of undisg-
closed funds.

s Effective reform of existing corporate procedures and
ppolicies is contingent upon the satisfactory dissemination of any
Chewly adopted policies to the officers and employees of the Cor-

“Poratio:n and the adoption o

rn

adeguate procedures to insure th

8]

o
implementation of those policies.
c

< As an 1initial step in that connection, we believe that
<¥he Corporation's chief executive officer should be responsible

c
for disseminating tc all appropriate employees the substance of

™~
fkhose policies which this Committee recommends and the Board of
Directors adopts. As an additicnal and ongoing procedure, w:o
balieve the Corporation should develop a Corporate Policy Manual
seiting forth basic corporate principles and policies, including
these matters. That Policy Manual should be made available to

all appropriate employses; the resgonsibility for

£

ssuring the




The developmaht‘of'sugh,ananual} éndfita p_f.

,évaluatioh.g?a,ggdating, is beyénd the Scépe of fhiﬁthmmitte
mandate. We. believe that the Executive Comuittee'of thétc¢§§¢;;_ fff
tion, reconstituted in accordance with the recommendatibns set
forth herein, is the appropriate vehicle to perform or;io.éversée

the performance of both such functions, ang that such an effort

should be given high priority by the Executive Committeé}

&

Initial implementation of the Corporation's policies
wiiﬁ, of course, rest heavily upon the gocd faith and diligence
of phhe concerned executives. As an additional mechanism of
mo¥toring the implementation of these policies, however, we re-
corflend that the Corporation's outside auditors, working in

-
collaboraticon with the Audit Committee, reconstituted in accordance
with_ the reccmmendations set forth herein, should on an annual
basig reguire the execution of certificates of compliance by all
offi€ers of the Corporation. Such certificates should verify the
of iB¥r's adherence to the policies of the Corporation and shouid

P ] : P
particularly emkbrace a representation by each officer that he has

not made or directed anyone to make political contributions from
! corporate funds; that he has not made or directed any third person
to make any payments from corporate funds which he knows to have

has not established or made use of and

zund ©f Corperite &35€ts whilch was cieaved
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E.  RECOMMENDATIONS WITH RESPECT TO CORPORATE - -
" PROCEDURES. TR

As is indicated above, the funds diverted from nevall

corporate purposes and used or deemed to have beeh_made avalléble'

for political purposes exceeded $800,000 in the six year period
from 1967 through 1972, These funds were not properly refieéted
on the bocks of the Corporation; they were generated or diébursed

-

w : ? ; ‘
outside of normal disbursement channels; and their actual use was

~”

o}not detected by the Internal Audit Department or the Controller's

et fhiceMMoreoveriiipartiiculazilySinittheNea raly, vears of the pericd

= under review, there were a series of transactions involving dis-

€ bursements which are not properly dccumented or are not accounted

While the sums in question were relatively small in any
year compared with the size of the Cerporation's total operations,
theltfactithat }a series of transactions could have taken place
without bzing detected strongly suggests the need for improvement
in certain of the Corporation's procedures. While no set of pre-
Cedurasias = tapl-proolfand nene cant belxelied izon &here exaeltives
in different areas of the Corporation cooperate in circumventing
normal procedures, propear precedures can dc much to limit the

M e S U




*tidﬁ'of'the following procedures:

Ase Recommendations for improving controls
over disbursements.

a0

Although the Corporation has a written and welifdefiﬁeé e
policy delineating approval authority with respect to the’exéénaiw
ture and the dishursement of funds, that policy in some circum- 
stances has been circumvented by management on the ground that .
fleRibility in handling of funds was a necessary condition of

dofﬁg business.

(o

With respect to domestic operaticn ‘e believe that

Y present disbursement system of to the extent
it has been reviewed by the Committee professional
adg;sors, i1s adequate and provic ; insurance for the assets
of g§liz Corporation. - Continual improvement of the internal audit
futetion and the maintenance of adequate fidelity insurance coverage,

toSbther with existing corporate me rocedures, should

provide adeguate protection for the Corpcration's assets.

The Committee recommends, however, that certain addition-

al centrois be institute aespect to cash disbursement pro-




(a) Wire transfers of funds should be liwite
fers befﬁeen'the several bank accounts of thec Corp:xm#ﬁén
its aubsidiaries, and all such transfers sho. 41 be Tf?atdé&ib¢f 75
thhe books of the Corporation. Exception to this p:aaedgre[ghcgzd

Le made only for specific disbursement categories which have béén

approved by the Executive Committee; illustrative egbrles'might

tF

~
e ¥

i

be short-term investments of surplus cash and bia depésits.

(b) All disbursements from the Corporaticn's accounts

Fa(other than nominal petty cash disbursements) should be made only

o by check drawn to the name of the ultimate payee. No checks should

. h

dravn to "bearer" or to "cash".

[
1

c (e All advaneces to emplioyees of the Ceorperation,

Ciwhether for travel or fcr other business purposes, should initially

The ¢lurged to a personal travel or special advance account, and
) : &

the charges should be relieved from that account only by approved
expense reports or other documentation processed in & n:ormal manner

o)

d subjected to normal cdichbursement controls.

(d) Payments to consultants should be mede conly in

accordance with the procsdures reviewed above. Certain additional

recommendations with respect to the controls over arnd review of

certain categories ©f exi in the report of

.
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‘Board. should ré&iéw,;hose‘rubonmenuauzuna ror such augguﬂra

plementation as it dcems appropriate.

2. The relationship with the Corporation's
independent public accountant

Appointment of the Corporation's independent public ac-

countant is currently based upon the recommendation of the chief

In recent years, numerous companies have

executive officer.

adopted the procedure of seeking shareholder approval or ratifica-
<

tﬁgp cf their cutside accourtants and of delegating to the Audit

Cammittee of the Board principal responsibility for recocmmen ending to

t™ Board of Directors, after cecnsultation with the chief executive

= : q s g 4
officer and the scnior financial orficer of the Corporatiocn, a
c - . . . .
particular accounting firm for appointment. We believe both such

prgetices are salutary and reflect the fact that a corporation's

ageountants serve and are most properly accountable to the Boaxd as

a Mhole rather than tc its management and that they are ultimately

ré?bonsible to the corporation's shareholders.

A proposed s By-Laws which

flects this recommendaticn is attached herelo as Exhibit R-5.

In adda

vltimately report tc the Board of Directors, and the Audit Committee



i lder approval on an annual basis of the engagement of suc

countanjt

As an additional step to insure the independence of the

Corporation's auditors, we recommend adoption of a policy reguir-

ing the auditor, regardless of the accounting firm which may be

perforning the Corporation's audit, to rotate the partner in
o

charge of the audit on a periodic basis and in ary event no less

o frequently than avery six vears. Such a procedure of rotation,

==properly implemented, will permit familiarity with the require-

ments of the audit while preventing that subtle erosion of

independent judgment by virtue of familiarity and extended ties

nn |l

which may prevent an auditor from fulfilling his responsibility

to the Corporation and its shareholders.

B Additional recommend
spect to corporate

77 0 4

In addition to the foregoing recommendations, the Com-

mittee has reviewcd certain additional recommendations with re-—

spect to the improvement of corporate procedures which are set

forth in C & L's repcrt to this Committee dated June 18, 1975.

strengthening of the Corpora-

m

e sy S e Bl Feniathi g o B L 2 ;
Lhess necennnndasions nelate” Eol tEh

tion's Internal Audit Deparwment; to imprevencnis in the docu~



of the Corportion's program for the development of a formal

accounting systems and procedures manual.

While the evaluaticn of each of these recommendations 5
is beyond the purview of this Committee, the Committee believes
that these recommendations should be carefully reviewed and con-~ .
sidered by the Executive Committee, reconstituted in accordance
wi€h the recommendations contained herein, or another appropriate
Comhittee of the Board, and ithat such committee should as scon as
isc;racticable report to the Board on the actions beaing takea in

respense to such recommemnlations.
e

RECOMMENDATIONS WITH RESPECT TO
CORBORATT nd\f}”‘“ ANCE STRUCTURE.

Much of the operation of a corporation is governed or
inf\luenced by the basic organization through which it does busi-
ne®», arnd the Committee believes that certain of the problems’
which the Corporation has encountered and which are the subject

oL this Report, may reflect certain weaknesses in the governing

structure of the Ceorperation.

Under the circumstances as refle 'd in this report, the

Cenmilittee bhelieves it appronriate and necessary for




greater accountablllty on the part of its officers, a more

independent view of 1tq officers' funct:onzng and more effac

safeguards for the interests of its shareholders..

1 The size and composition of the
Board ¢f Directors.

At present, the Board of Directors consists of.sevénteén

members of whom ten are either officers or employees of the Cor-

= poration. This body of "insiders" presents the potential of a

W poard more rosponsive to the needs or desires of the chief officers

3

of the Corporation than to the legitimate interests of the share-

holders. The Comniltee believes it appropriate to reguire that

c a majority of the members of the Board be persons who are neither

nor employees of the Corporation. In addition, the Com-

that the

= mnittee believes Board should be comprised of no more

than fifteen members.

7

The Committee recommends that these proposed changes in

the size and composition of the Board should be accomplished no

later than the annual shareholders meeting which will take place

1976.

in January,



S i
An’ amendment to the Corporation!

.

to armvenrista and which raflécks thoss recomme

attauned Herety as LANIbLL K@U

2. The composition and power of
the Executive Committee.

—_—

The Executive Committee of the Corporation currently
consists of eleven members of whom six are officers or empibyeQS"'
of the Corporation. The By-laws specify that the Executive Com-

mittee shall consist of the Chairman and Vice Chairman of the

Board, the President and such additional directors as the Board

(a4 ; . ; ;
may designate, and they vest the Executive Committee with "all
b o

t?g powers and authority of the Board in the management of the

byginess and affairs of the Corporation' subject to certain ex-

— The Committee believes that the Executive Committee as

prdsencly constituted is too large to perzorm effectively the

sfyctions allocated to it and that the Cerporation's management

S

Cormittee to allow it

preserving the

an appropriate check

on management.

Accordingly, the Committee recommends that the Executive

Commmittes be composed of five members of the Board of Directers,

: . 2R
by O e shaitl halite e emalas

ol the Corporation.
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i 3. The composition and powers
5, of the Audit Committew,

The Commititee reaommends that the audit Committﬂé:ﬁf
the Buard of Directors be restructured and that its dutiés”be‘ﬂ
substantially expanded. Specifically, the Committee recoﬁmehds 
that the Audit Comnmittee be comprised of three to five.bdard:memj
bers and that to insure the independence which is critical to‘the

Mproper functicning of the Audit Committee, no member of the Audit

-

Committee should be either an officer or an employee of the Cor-
(o '
poration.

The duties oi the Audit Committee should comprise at

o |

least the following:

0

4

(1) The annual responsibility for recommending to the

0

Board of Directors, after consultation with the chief executive

icer and senior financial officer of the Corporation, thz2 firm

¥t
&

Pty

<

f independent public accountants who will be engaged to examine
the financial statements of the Corporation for the coming fiscal

year.

(2) The roview and approval of the scope of the audit

to be performed by the public accountants, and the review and




e e e g ]
's estimation of the co

(3) The detéiled'review of the annual fiﬁaﬁ¢xgi

ments of the Corporation with the senior financial officer of

Corporation and with the Corgporation's public accountants and tha'
recommendation of those statements to the Board of Directors for

action.

(4) The ’iew with the internal audit manager, no less
Internal Audit Depart-

performance of the financial

aisal by both the internal

2

ntants of the internal

ol l@enEeae

PDeternination £ the recormendations of both the
accountants are being implemented or
imzlement any such recommendations,

Y
-

aof their actions.

An amendient se By-Laws of tne Corporation which we
believe is apprepriate and which reflects this set of recommenda-

tions 1s a




a,countant" ésﬁ mat

' Aas‘soﬁdef;nedf”

The detalleu revlew of the ann
‘ments of *he Corpo*atxon with the senior Llnanrial‘nffzcer of theH
‘Corporahmon and with the Corporation's public accoun tants: and_the

recommencdation of those statements to the Board of DixecLo v e

action.

(4) The revicw with the internal audit manager, no less
than semi-annually, of the activities of the Internal Audit Depart-
ment to cbtain an appraisal of the performance of the financial

Corporation.

Receipt of a periodic appraisal by both the intarnal

lic accountanis of the internal

Determination that the recommendations of hoth the
public accountants are being implemented or

ed to implement any such recommendations,

the propriety and basis of their actiocns.

An amcndment to the By-Laws of the Corporation which we
believe is appropriate shich reflects this set of recommenda-

tions is) attachsd




The Committee recommends 13& eataui;bnment:

 'Committee to be appointed by the chud for the purposa of recomf

nending a slate of nominees to the #zard of Directors for r&vlag:{
by the Board and for recommendation -y the Board to the sharéhélaeis;
This Nominating Committee should consist of the chief executive
officer of the Corporation together with two outside directors to
be appointed by the Board as a whol:.

An amendment to the By?L&rs of the Corporation which we

< _

be%’eve is appropriate and which rellects this recocmmendation is

atigdched hereto as Exhibit R-9.
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of an extensive'reView of all aspects cf the Corpasahioz makmng

£

of political contributions, of matters deened partlnent Lqﬁratov

and of the matters alleged in the COmplalnt of the-Securities-

[

and Exchangce Commnission f£iled on May 16, 1375,

The Recommendations set forth in this Repbrt_and 

.

o8 un- ¥

the related submicsions are presented to the Board with t

suppert of the members of the Comtittee; they are in=

4 7
f
=
e
3
°
5]

2

tended to be ccinsidered and arted upon by tha Board as an

integrated set of remedial actions., The Commititee believes

£ it appropriate for the Board to act upon such recommendations
: at the earliest cpportunity consistent with a careful review

and study oif the entire Report, the EBExhibits and Schedules.

Respectfully submitted,

77 04001

o
o
ol

S
C;V‘)/ AK".' ] 28

L e a2

£y TR AL
e i €2 e e e et
R atlan

L

DAL EECTION caMMIsSIoN)

OrrigiAL FILE GOPY

OFFICE OF GEMRN. Wm 2




770“‘!')[}||".48

10.

FEDERAL ELECTION COMMISSION

Staff Report, 2-9-76
Memo from Spiogol to Schachman, 1-7-76 s
Te ~

Termination Report, 2-2-76
Memo from Schachman to the File, 8-20-32
Memo S
letter to the SEC, 10-16-75

Momo from Potter to Murphy/Roman, 8-11-75
Final
Injunction Against Ashland Oil, Ime., (NO DATE)
SEC Report, for the month of June, 1975.

The above-described material was removed from this
file pursuant to the following exemption provided in the
Freedom of Information Act, 5 U.S.C. Section 552(b):

)( (1) Classified Information (6) Personal privacy

(2) Internal rules and (7) Investigatory
practices files

(3) Exempted by other (8) Banking
statute Information

(4) Trade secrets and (9) Well Information
commercial or (geographic or
financial information geophysical)

\ 7
X (5) Internal Documents
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