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UNITED STATES DISTRICT COURT
FOR THE
DISTRICT OF COLUMBIA

SECURITIES AND EXCHANGE COMMISSION
500 Morth Capitol Ftreat ]
Washington, D.C. 20549, Civil Action No, 79~
Plaintiff,

COMPLATINT FOR INJUNCTION,
APROINTMENT OF RECEIVER

L'

INTERNATIOMAL SYSTEMS &
CORTROLS CORPORATION,

J. THOMAS KENNEALLY,

HERMAN 4. FRIETSCH,

RAYMOND G. HOFKER,

ALBERT W. ANGULO, and

BARLAN M. STEIN,

Defendants.

En ma e e Em EE b me BE KE em L #E SR SF am sy ER AF

plaintiff Securities and Exchange Commission ("Commission”)
for its Complaint alleges upon information and belief, except as to
paragraphs 2, 3 and 4 which are alleged upon knowledge, that:

l. befandants International Systems & Conkrols Cororatiaon
{*I8C"i, J. Thomas Renn=ally, Herman M. Frietsch, Raymond G. Holxer,
Albert W. Angulo, and Harlan M, Staln (collectively referred ko
herainafter as "Defendants"™), and others, directly and indirectly,
have engaged, are engaged, and it appears to the Commission that

unless rastrained and enjoined, are about to engage in, ac:tsz,

practices and courses of business which constitute and will constituts

violations of Secticn l7({a) of the Securities Act of 1333 ("Sacuritiles

Act®) {15 U.S5.C. ?7g{a)], Sections lo{b), li(a}, 13(b}{2) and
. l4{a) of the Securities Exchange Act of 1%34 ("Exchange Act”)
{15 G.S.¢. 783{b), 78m{a), 78m{b) and 74n{a)] and Rules lCb-3,
12b=20, 13a~1, l3a-1l1, l3a-13, l3b=-2, l4a-3 and l4a-9 [17 C.F.R.
240.10b~5, 240.12b-20, 240.l3a-1l, 240.13a=-11, 240.l13a-13, 240.13b-2,
240.14a=3 and 240.14a-9] theresunder.
2, PpPlaiptiff Commission, pursuant to authovity grante2 to

it by Sections 10{b}, 1l3{a}, 13{b), l4{a) and 23 of :he

AND OTHER EZQUITABLE RELIEFT
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Exchange Act [15 U.5.C. 78j(b), 78m(a) and 76n(a)l, has promulgated

Rules 10b=-5, 12b-20, lia=l, l3a=ll, 13a~13, 1l3b-2, l4a-3 and 1l4a-9
[17 C.F.R. 240.10b~5, 240.12b-20, 240.13a-1, 240.13a-1l, 240.13a-13,
240.13b-2, 210.14a-3 and 240.l4a-9].

3. Pilaintiff Commission brings this action pursuant to
Section 20(b) af the Seguritiss Act (15 U.5.C, 77t{b)] and S=ctions
21{d) and 2l{a) of the Exchange Act [15 U.5.C. 78{u)d and 78{u}e]
to restrain and enjoin #ach of the Defendants from engaging in the

acts, practices, and courses of business alleged herein.

JURISDICTION AND VENUE

4. The Court has jurisdiction of this action pursuant
to Section 22{a} of the Securities Act [15 U.8.C., 77v{a])] and
Section 27 of the Exchange Aet [15 U.8.0. 7Baa].

5. Defandantsz, directly and indirectly, have made use
of the means and jinstrumentalities of transpeortation and
communication in interstate commevce, and the maily, in connection
with the acts, practices, and coursas of business alleged herein.
Certain of the acts conatituting violations of the Securities Act

and the Exchange Act occurred within the District of Columbia.

THE DEFENDANTS

6. 1ISC, a Delaware corporation with its principal place
of business in Houston, Texas, a2t all times herein relevant was
engaged in providing services and products for the development
of energy, agricultural and forestry regsources, and the processing,
storage, and handling of natural resocurce and agricultural products.
The common stock of ISC is registered with the Commission pursuvant
to Section 12(b) {15 0.$.C. 781(b}] of the Exchange Act and traded
on the London and Amsterdam stock exchanges. ISC's common stock
wag also traded on the Pacific and American Stock Exchanges.
Since NWovember 1978, when the Commission suspended trading in

ISC's commen stogk for a ten day pericd, the stock has not
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traded on the Pacific or American Stock Exchange. The AMEX is
in the process of de-listing I5C's stock. ISC's common stock
continues to trade in the aver=the-coynter market.

7. RXenneally, who resides in Houston, Texas, was Chairman
of the Zpard of Directors of ISC gntil March, 1979, and was Chiaf
Executive 0fficer of ISC until January, L1879. Ronneally is still
a dicector ofF ISC. He owns and/ar conktrols approximately 42%
of the voting stock of ISC. Prior to resigning his positions as
Chairman of ISC's Board of Cirectors and as its Chie¥® Executive 0f-
ficer, Kanneally was aware that the Commission intended to cammence
this action against him.

§. Ffrietsch, who resides in Houston, Texas, was at all times
relavant to this action a Senior vice-tresident cf IS¢,

9. Hofker, who resides in Houston, Texas, was at all times
ralevant to thiis action a Vice-Prasident and the General Counsel
of ISC. in March, 1379, Hofker resigned his pesitlon with I3¢.
prior ko his resignation, Hofker was awars that the Commission
intended to commence this action against him.

10, Angulo, who resides in Houston, Texas, was at all times
relevant to thiz action the Treasurer of ISC. In spring 1979,
angulo became Executive vice-President of ISC's former subsidiary
Riack Sivalls & Bryson, Ine. Prior to Angulo's moving to the afare-
said position he was aware that the Commission intended to commence
this action againgt him. In June 1379, the stock and certain
assets of Black sivalls §& Brysun, Inc. and certain of its subsi-
disries were sold to another publicly owned corporation. A&angulo is
special assistant to the prasident of the successor enkity,

ll. Steln, who resides in Houston, Texas, was at all times

relevant to this action the President of I5C's Sngineecing Group.

MATURE OF ACTICH
12. vDuring the period from approximately 1970 to the date hersof,

ISC has filed with the Commisslon and dizsamlnated and made availabla
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to its sharsholders and the investing public, press releasas, pre-
liminary and definitive prosy soliciting materials, and annual and
pericdic reporis. During the period from approximately 1970 to the
date hereof, defendants ISC, Kenneally, Prietsch, Hofker, Angule and
Stein, and others, directly and indire?tly, in connection with tha
purchase or sale or offer for sale of secorities of ISC, in publig
filings with the Commission, in proxy 50liciting materials and in
press releases, and by wse of the means and instrumentalities af
transportation and communication in inkerstate commerce, and the
mails, have employed and are employing devices, schemes, and arti-
fices to defraud, have made and are making untrue statemants of
material facts, and have omittad and are omitting ko state material
facts necessary to make the atatements made not misleading, or
raquired to be stated in such proxy soliciting materials and
periodic reports, and have engaged and are engaging in agts,
practices and courses of business which have operated and are
oparating as a fraud and deceit upon the sharsholders of ISC and
other persons.

13. As a part af the aforesaid violative conductk by the
defendants, ag referred to in paragraph 12 above, matarial factsg
either were not disclased, were falsely and misleadingly disclosed

or were amitted by the defendants wikth respect to the following

matterss:
Inproper Payments

ISC and its subsidiaries paid more than $23,000,000 in mate-
rial, quesFianable and illicit Foreign payments to foreign persons
and entities in connection with the securement of cantracts, Thesa
payments were disguised on the book and records of ISC and concealed
Erom customers including foreign governments .and governmenk~owned
entities. ISC failed to disclese that it was dependent upcn its
forsign payments practicas for the decuriag of business and the

btaini = . P
obtaining of payments in addition to the oxiginally contracted
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amounts and that material risks to it3 earnings and revenuss were
occasioned by sush practices. It Ziled false and mislezading statements
with Ehe gnited States Export-Import aank concerning lts foreign
paymenia.

Earnings and Assets

I5C falsely and misleadingly recorded and publizly reported,
as "unbllled tecelvahjes" cost ovarruns on fixed price contracts,
claims for escalation and kickback arrangemsnts with suppliers.
additionally, uncollectible contract zosts which indicated losses
on Fixed price contracts wersa improperly rolled inte other unre«
lated contracts, liabilities and other cbligations were not reported

in, or ware mislesadingly reported in the financial statements.

Inadegnate Internal Controls

ISC failed to make and keep adeguate books, racords and
accounts which, in reasonable detail, accurately and falrly
reflect transactions involving ISC's assets. ISC failed to devise
and maintain a system of internal accounting cantrols sufficient
to provide reasanable assurances that transactions were recorded
properly and as necessary to permit preparaticon of accurate
financial statements.

Misuse of ¢orparate Assets by

persons Assocliated with ISC
and Others

I5C failed to disclose that more than $1,000,000 were expanded
for the purchase, decoration and maintenance of an Irish estate
primarily used as a Eamily summer residence for defendant Kenaeally.
additionaliy, I5C made false and misleading disclosures concerning
the Deferred Compensation Corporatien, which since 1965 was
entirely Eunded Dy ISC to the extent of more than §2,000,000
and which was dominated and cantrolled by defendant Xenneally
and two of his associatss, ane of whom was a director of ISC,

and they were the principal beneficiarias.
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QUESTICMABLE AND ILLICIT FOREIGN PAYMENTS

14.(a} During the peried Erom approximately 1970 to the

date hereof, in connection with the gecurement of contracts and
the securement of compensation for its services relating to those
conkracts, ISC, directly or bhrough one br mere of its subsgidlaries,
paid approximately $23 million to senior government officials,
associates of genior government officials, persons it beliesved
ko be government officials and assoclates of government officials,
and members of ruling families, in seven Middle fastern, african
and South american countries. ISC made ather payments of similar
nRature in these and other countries.

{b} The payments referred to in paragraph l4{a) above,
as well as approximately $10 million of cutstanding commitments
for payments of similar purport and object, ware made in connection

with approximately $750 millien of busipess chtained by IS¢ during
the period 19702 to date.

Saudi Arabia
15. Commenzing in its fiscal year 1975, ISC's wholly—owned
subsidiary, Sanderson & Porter, Inc, ("S&P*), a New Jersey
corporation, engaged in fulfilling two contracts in Saudi Arabia
for the design, engineering, and constructicn supervision of
a water desalination and power generation complex. The contracts
provide that L{f improper payments were made, the contracts wers
subject to being cancelled. A third contract was secured in 1974,
16. During the period 1975-1976, ISC/S&P mada payments
of approximately $3.5 million of an approximately $5.4 million
commitment to a Saudi government official in connection with
predects for which the Saudi guvernaant-owned S5audl Arabian Saline
Water Conversion Corporation (*SWCC") ultimately lek contracts
to ISC totaling approximately $10% million. These payments wera
Paid directly to Adnam Samman, a then Vice-Governor of SWCC and

indirectly to that same wEficial by payments to his designated
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agent who was his Ffather-in-law, and to designated accounts at
banks located in Switzerland and Lebanon. Subsequently, Saaman
left the SWCT.

17, 1In certain instances, cantracts for consultancy sarvizes
were entered into betwsen ISC/S&2 and ARA International gverseas
Establishment, {TARA"), an entity desiﬁnated by the 3ald Vice~Govarnor
t5 act as the condult of the money he was to receive, The principal
of ARA was the vice-gowsrnor's fathear-in-law. The majority of the
services to be performed by this entity undar the contract were
not performed, yet funds weve paid to rhe said vice-govammor dizectly
or were deposited to :hé numbered Swizs ageounts designated by him.

18. ISC also agreed to pay $i0,000 per month to 2 Saudi company
with which the vice-governor was associated.

19. The payments r=ferred ko in paragraphs 15 and 17 abeve
were vecorded in the Einancial records of ISC as "consulting Z=es”.
The payments were authorized by Hofker and Frietsch. The other
individual defendants kaew or should have known of the activirles
alleqged in paragraphs 15 through 19 above. Defendants failad
and/ar failed to cause ISC to adeguately disclecse those activitiss
in its gublie filings with the Commission and in other materials
disseminated to the investing public.

Iran

20, ISC's sales in Iran have, In recent years, represanted
approximately 20% of its total sales, ISQ's recent sales in Iran
were approximately 340 willion per year.

21. {a} ISC's wholly-owned subaidiary, Stadler-Hurter L:d.
{"SHL"}, is a Canadian snginesring firm which praovides feasinility
studies, process technalogy, design services, project supervision
and management services for the farestry industry, with particular
axpertise in pulp and paper production.

(b} Stadler-purter Zurich A.G. ("SHI") was, untll IZC's

fiscal year 1578, an ISC furich-based subsidiary. {See paragraph

-

32 below redarding ISC's sale of SHI in IBC's f£iscal year 1973).

22., turing all times xelevankt herecog, ISC's then wholly-owned
subsidiary, Black, Sivalls & Bryson, Ine. ("BS&ad™), was a Delawars
corporation engaged in the design and manufacturing processing
and handling of jases and liguids.

23. Between 1970 asd 1576, approximately $§32,000 was paid
through BSEB, by check and wire transfer, to varlous forsign
acoounts of ITECH, a foreign entity. The payments wers for purperted
"sarvices” by the forelsn entity in conasction with the procuremsnt
of Iranian govarnment contracts,

24. the principals of the foreign entlcy advised B3&R officials
that a portion of the funds paid to the entity were passed o Iranian
government officials.

45. ISC has no detailed informakion, vouchers cor expense
statements, or ether forps of documentation, documenting the
nature ef the "services" for which it paid the afaresaid $6321,30%.

26. The payments veferred ko in paragraphs 24 and 25 abave
were recovded in the financial records of ISC 23 "agent's fees" or
"agent's commissions,”

27, In connection with an approximately $250 miliicn contract
and an approximately $350 million gontraet (s Iran for Fotest
products complexes ISC, through SHL and SHZ, Erom ISC's Eisczal
year 1974 to the present, paid approximately $11.3 million of
an approximataly $22.3 million commitment to saveral groups of
“agents" or "consultants". Payments were made to varisus designated
Eoreign bank accounts, Qther similar payments or commibments o
pay were made in connection with ISC's attenpts to obtain other
contracts in Iran.

28. Certain of the payments and commitments to pay descrited
in paragraph 2V went 9 a member of Iran's farmer ruling familv,
Prince Abdorreza, to abtain his influence in getting cerctain

of the contracts awarded to ISC,
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29, Cerkain of the payments and commitments to pay described in
paragraph 27 were made to persons who workad primarily for the Iranian
government. The payments were mads to obeain thelr influence
in getting certain of Ehe contracts awarded to I5C and in cbtaining
addirional compensation in excess of the origlnal contractual
ampunts for ISC for certain of the contracts.

30. Dértain of the payments and commitments te pay described in
paragragh 27 were made by L5C through SHZ ia the form of "bearer”
notes,

31. Approximately $4.8 million of the Dayments dgscribed in
paragraph 27 were made by ISC through SHZ to a group of "agants or
consultants" which included the managing director of 5HZ, Max
zelar, a Swiss natiocnal,

32, In ISC's fiscal year ended June 34, L978, ISC sold SHZ to
a group of individuals. Included within that gvoup was the afors-
said managing dirsctor, Zeier, and A.M. Hurter formerly the oresl-
dent of S#L. This rslated-party transaction was not diaclosad
in ISC's Annual Report on Form l0-% for the year 1378. During
the pericd 1974 to data, ISC has alsc failed to disclese that
Zaeier was the grincipal of an entity known as Emeg, 5.3., a
Swiss entity, and that during the said period ISC paid approximataly
52 million to Emeg in connection with securing contracts.

313, The payments ceferred to in paragraphs 27 through 32
ahove were roacorded in the finangial records of ISC as "comnlissions®
or "gonsulting fees.™ ISC has no detalled information, vauchers
or expenge statements, or ather faorms of decomentatiom, docunenting

the exact nature of the agtivities of the persens to whom ik
made the payments.

34. {a} Zekwesn 1374 and 1977, SHL received approximately

$400,000 in rebates from a Cznadian freight Eorwarder, Ruehne
£ Nagel International, tLtd,, Lln connect:ion with 3 contrzct bebwesn

S#L and an Iranian state corgorakion. The freight forwarder

e
agreed Lo Ehis arrangement in order Eo aobtain the freight forwarding
subeontracc. The aforasaid transacktion was not accurately recorded
in I5C's finaneial records.

{5} The rebates referred to in paragraph 24(a) above
initially wers deposited to ap ofIf-bock account of SHZ, maintained
at the CTnion Bank of Switzerland. The rebata Ffunds thareafter wers
transferred to Seitec Engenharis, S.A.("Seltec”), a subsidiary of
I5C's wholiy~owned subsidiary Sanderson and Porker, Inc., a New
Jersey gorporation.

{€) As early as 1573, 15C entered iato agreemenis with
suppliers in connection with contracts in Iran whereby the suppiisrs
agreed to inflake their invoices and thersaftar xickhagk ta SHL
the inflated amounts., The amount that the invoices were inflatad,
as far as plaintiff has been able to determine at chis time, was
approximately $3.5 million. At jeast one supplier agreed to kickback
approximately $3525,000.

35. The payments raferred to in paragraphs 23 and 27 thraugh
34 zbove were authorized by Fristsch, Angulo and Stein. The other
individual defendants knew or should have known of the activities
and the arrangements described in paragraphs 21 through 34 above.
Defendants falled and/or failed o cause ISC to adequately disclose
those activities and arrangements in iltsg public Eilings with the
Commission and in other materials disseminated to the invasting
cublic.

Algeria

3. ISC's wholly-owned subsidiary, J.F. Pritchard § Ca,
{("JFP"), is a Kansas City based Delaware corporation specializing
in providing feasibility skudiea, procesa technolegy, plant =n~
gineering and censtiruction supervision services to the petrochenical

Lndustry with particular emphasis con gas and liguified natural gas.



JFP has several subsidiavies, including Pritchard International
Corporatian {“PII"].

27, [SC's wholly-owned subsidiaxy Pritcharé-pRhodes, Limited
{*PRL"}, is a Londwn based United kingdom corperation with operations
similar to JFE.

18, ‘“erkor N.¥. ("Verkor"), an ISC wholly-cwnad 3alglan sub-
gidiary, 18 an =ngineering Lirm with capabilities similar to those
of JFP.

3%, Since 1371, PRL has had threes contracts with Sonabrach
which is an Ailgerian sktate-cwned entity. The cantragts were ror
design, angineering and construction of Liguified hatural gas (“LNG")
facilities. All of the contracts griginally wers Lixeg-price
contracts and were to be fipnanced through sourcas in the United
gingdom. The contracts wara as follows:

{a} A 1971 contract under which PRL raplacad a French
contractor and was to complete a gas treatment plant in the
Sahavra {the "GTP" contract);

{b] A 1971 contract, known as the "Skikda 4* or "Skikda
a0* contract, under which PRL was te construct “line IV" of
production facilities located at Sonatrach's Skikda complex.

{c} A July 1873 centract, known as the “Skikda 5/6" or
=skixda 50/60" gontract, under which PRL would be responsible for
construction of “lines ¥ and vI" of the Skikda Zacility.

{d} The gontract value cf these contracts was appraximately
4150 million.

40. In Fabruary 1975, JFP received a contract from Sanatrach

for a "gas treatment module” ta be installed a%t Hassi #'Mel {the
"Hassi R'Mel™ or "Cycling” contraet). The coatract value of the

Hassi R'Mel proiect was approximately 3178 million. This contraet

.
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was financed through the 0.3, Export-Import Bank. Pertions of the

original contract were cn 2 fixed price basis.

41.{2} In 1979, approximately 5400,000 was paid throogh JFE
ta a former senior Algevian military officer, Rhasid Zeghar Eor
purported “censulting services* which consiaved of meeting with
I5C represenkatives over a Zour day pericd. The payment was
made to a 5wiss account.

{h) ISC does not have detailed information, vouchers, axpense
statements, or other Eorms of documentation, documenting the exact
nature of the sarvices provided by the former ssenior Algerian military
offlcer.

{e] The $400,000 payment was included by JFP a5 "costs”
attributable ko the Hassl R'Mel project.

42. Defendant Prietsch, acting on behalf of ISC, including
PRL and JFP, initially rekained the Iurmer senlor Algerian military
officer.

43. as more fully described below, during the perisd from
approximately 1371 to May 1976:

{a} Approximately $2.4 million was pald through BRL to
Munib Masri and his "Arab Development Company® {"ADC"}) in conneckion
with the GPP and Skikda projects.

{b} In connection with the Hassl R'Mel contract, approxi-
mately $1.1 million wag pald through JFPP to Masri through Ed
Engineering and BDevelopment Holdings Establishment {“EDCO"). EDCD
was tha “mother company of* ADC.

4. By the and of June, 1971, PRL had entared into agree—
ments with Masri For his services as a "sales representative"
for several vountcles inciuding Algeria. The agreements wers
subsaquently extsnded vo JEPR.

43. Masri initially was %o be paid 2% of the value of the GTP
and Skikda 40 projecis. for the period of August 5, 197) through

August 3, 1972, Masri received payments and fzas on Skikda and

GTP of approximacely 360,009,
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46.(a) In or about August 1972, the president director-

ganeral of Sonatrach advised ISC and PRL that they vrisked loss
gf their relationship wikh Sonatrach unless they conductad thelr
business dealings in accordance with the strictest rules of morality
and honest business relationships.

{b] The Sonatrach official was assured that the naturs
and purpose of Masri's gervices in zonnection with the GTP and
gkikda contracts had been misunderstood by the Algerian afficial.
He was further assured that Masri would have no connaction with
I5C/PRL's cperations in Algeria.

tz) Defendant Renn=ally was made aware of the facts
set forth in paragraphs 46{a) and 46(kh} above and, in turn,
advised the Sonatrach official of ISC's awareness of the sitsation
and assured that official that ISC would be responsive ko his
concerns. Defandant Kenneally arranged for Defendant Frietscn
to meet with the Sonatrach official in Seaptember 1972.

{d} At the September 1972, meeting, the Sonatrach sfficial
informed Defendant Frieksch that Sonatrach was opposed ta the
use of "intermediaries" and that Eailure ko comply with ths
undertaking not to utilize "intermediaries™ in Algerila would
result in ISC's exclusion from further business activity in that
gountry. Defendant Frietsch assured the gonatrach officilal
that activities of the type about which he expressed disapproval
had not and weuld not be engaged in by ISC or its subsidiaries.

{e] Neither Defendant Kenneally nor Defendant Frieksch
informed the Sonatrach official that payments had bean and were ;
continuing te be made to Masri in cennection with the GTP and I
Skikda contracts. ]

17. Subsegquent to the Seprember 1972 meeting, Masrl continued l
ta receive paymenks in connection with the OTP and Skikda 44 {
soncracts. Masri alsc received payments in connecticn with the 1

Skikda 50/60 contract aentered lneo in 1973. l

L
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43. Certain of the payments to Hasri in comnection witn che
txikda 40 and 30/60 projects were included on PRL'3 cost reports
as "financing insurance" costs.
49, {a)] As described in paragraph 40 abowve, ths Hassi R'Hel
sontragt was =xecuted in February 137%. Section 19.7. &f that
contract providas:

T@is contract was eoncluded without the asgistancs or the use,
direct or indirect, of any broker, intsrmediary, coemmission

agent, business agent or the like (Algerian or non-Algerian}.
No fees, nor any temuneraktion, commission, disceount or other
payment, has been paid, is or shall oe due g any broker,
intermediary, commission agent, business agent or the like
{algerian or aon-Algerian). The parties agree bto deal dizectly
batwean themsalves concerning any matter directly or indirsctly
connected with the Contract. The parties skall not permit, in

their relationa or in the relations of one of them with any

government or acministration, the intecvention of asy sraker

intermediary, c¢ommissiaon agent, business agsnt or the like {A;—

gerlan or non-A%ger}anﬁ. The Tontractar undertakes tg compen-

sate the_Ogner if the Contractor shall have contravensd one of
the provisions of the presant paragraph.

(b} & provision subsrzantially similar to the aforssaiid
Section 19.7 was contained in the contrack for Skikda 50/560.

{2} MHeither ISC nor its subsidlaries, PRL ov JFP, in-
formed Sonatrach (i) that paynents to Masrl, and Zeqhar {see
paragraph 41 above) were included on Hassi R'Mel cost reparis;
and (ii} that payments to Mascvi were included on the cest reports
Eor Skikda 5D/60,

50. Certain provisions of Algecian law proscribe not only
Payments to government officials, but also the use of intermediarias
or agents in the bidding for or negotlation of Algerian govarnment
contracts.

51.(a} In mid-1976, PRL and JFP were asked by Sonatrach to
provide affidavits as to the use of third-parties in thair dealings
with Sonatrach. Such affidavits wera executed by Defeadant Hofker.

(] Defendant Hofkar's affiidavits represented that
for the geriad preceding the execution of the various con-

t .
racks, and during the contract and post-gantractual periods,

A&lther ISC nor its subsidiarviesa, PHL or JFP, nor persons associated



with them had received or paid tc any broker, repregentative,
amployee, ageat, offlcial or cther persbn or curporate pody domicilsd
in Algeris or abread, any fees, commlsaions, nonuses, gratuities,
danations or other payments qr congideraticons, in coansection

with the Hassi R'Mel, &TP and Skikda projacts. The affidavits
acknowledged that the statenents made‘:herein constituted one

af the Fuyndamental bases of the gonkrachis with Sonatrack: -hat

the inaccuracy 9f the affidavits would constitute the sravacatisn

of Faulty congent of Sonatrach; and that wilful false skatements

are subjact to Algerian and United Ringdom sernal laws.

{c} ISC and certain ISC officials decided not to inforn
Sonatrach of the payments to Masri and the former senicr Algerian
military officer, I5C officials were concarned chac Zonatrach would
tarminate ISC's work in Algeria 1E the payments to these two DRIaons
were disclosed.

{d}) Project cost reports which reflected the payments to
Masri and the former senior Algerian military ofEicer were adjusted
prior to their review Dy Sonatrach rapresentatives Lo remove
these payments.

52, ISC cbtained U.5. EZxport-Import Bank f£inancing in cen-
nection with the HBassi R'Mel project. ISC was required to provide
to the Export-Inport Bank certificates as to certain payments of
compission fees or otherwise in connection with the sale or obtaining
of the contract of sale for financed eguipment, materials and
services,

53, 1I5C's filings with the U.3. Export-Import Bank faiil
to disclose the payments ta the persons referred to ln para-
graphs 16, 17, 18, 23, 25, 29-32, 41-45, 48, 51 or tha payments
referred to in paragraphs 55-539, 64, 70, 71, 72, 74, and 77 belcw.

54. VYerkar nas been engaged in the design, enginpe=ring, pro-
curement and construct:on of liguified natural gas facilities

in the Algerian Hahara.

L

55. BSebween 1973 and 1377, Verkor paid $83,000 to & SWwiss
account far the benefit af a Belglam naticnai, Hubert Renault,
and a consulting firm with which ne was affiliaced, Sodaec, in
connection with an Algerian government contract.

56. Renault has claimed an additianal $475,000 frem Verkor,
which amount represents approxinately 2% of the valpe of the
Algerian contracts obtained by Verkor.

37. A contract petween the Renault and Verkor provided
that Verkor shall pay to Renault "the sum of 2% of tha value
of whatsver conktract(s) may be finalized, pavable in the form
af gacret commissittns to one ar nore thivd parties.”

8. The contract betwesn Renault and verkcr also contained
the Iollowing provision: “Each of the parties agrees to¢ safeguard
the confidential nature of the present agreemenkt because of
the mutual riaks run in Algerla due %o the effectivansas af
Artiele 7 [concerning the secret cemmissions referensced in paragaraph
57 above]| of the present agreement.”

59. ISC has ng detailed [nformatian, vouchers or axpense
statepents, or other forms of documentatlon, dscumenting the
exact nature of the actlvities or the dispositicn of funds by
Renault.

E0. FParagraphs 49 and 50 are realieged and lncorporated
herein by reference.

6l. With regard to Verkor, ISC submitrted an affidavit to
Sonatrach atteatring ko adherence to algerian law and stating
that no agents werz used in obtaining the zontraect. The afZidavit
did not reveal the axistence or provisions of the contract with
Renault.

E2. Mone of ISC's £ilings with the Commission or its public
Statements during the relevant periods disclosed the facts zllaged
ia paragraphs 28 through 61 akave. The lodividual defandancs

“aew or should have xnown of the payments, arrangements, filings,



activities, and representations referred to in paragraphs 3§
through 61. Defendants fziled and/or failed to cause ISC to
adeguately disclose those payments, arrangements, filings,
activities and representaticns in its publlc filings with the
commission and in other materials disseminated to the investing
pubkliec.

Ivory Coast
1. ISC's wholly-owned subsidiary Lang Engineering, Corp-

oration (“Lang") Is an agricultural engineering firm incorporated

in Delaware. Through Lang and related subsidiaries, ISC was angaged
in 1972 to provide design, engingering, procurement, project manage—
ment, construction and start-up services in cenijunctian with the
pstablishment and implementaticn of a 550 million sontract f[or con-
gtruction of & sugar production and proeessing complex (*sugar
complex”) in the Ivery Coast.

4. Betwsen 1972 apnd 1975, Lang paid approximately §1,073,711
and provided a new Lincoln Cantinental ko Gilchrest Olympie, son af
a former President of an Afvican nation. The monies paid to Qlympio
were deposited to a Swiss account which he designated.

5. During that time, Olympic served as managing dirsctor
of a British firm of consulting engineers, Lenhro Ltd., retained by
the Ivorian government to assist it in datermining the gualiflcations
of the varicus firms competing for the raferenced project and to
assess the sufficiency of their bids.

6. The British consulting Firm was in a position te Influence
the selection of ISC For the sugar complex contrack. The Brisish zon-
sulting firm also was responsible for overseeing the constructian
of the projlect.

§7. During this period, Glympio provided Lang with confiden—
tial information and assisted i in meeting certain of its abligaticns

and porformance standards.

.

68. The payments referred tg in paragraph §4 above wera recarded
in ISC's financial records as “intervention expenses.* ISC has no
detailed information, vouchers, expensge sktatements or other documenca-
tion, documenting the exact nature 2Ff the activitiss of, or the
dispositien of fands, by Olympic.

6%. During the pericd 1972-1973, Lang paid approximately
$£310,470 by checks to Societa Ivorienne de Daveloprents et Finange-
ment {“SIDF"), & corporate entity which Lang shgaged. 0ne half
of the stock of SIDF was owned by the Ivorian Ambassador to the
United Stares, Timothee Ahsua. The Ivorian Minister,of Finance alsc
had an interest in SIDF.

78. The payments rveferred to in pacagraph 69 abave wera re-
corded in ISC's financial records as "intecvention expenses.” The
individual defendants Xnew or should have known oF the facrs alleged
in paragraphs 63 through 69 above. pDefendants failed and/or failed
to cause ISC to adequately discleose those activities in its Diblic
filirngs with the Commission and in other materials dlsseminated to the
investing publis.

Hicaragua

71. IBC, through Lang and yvelated subsidiaries, was engaged
in 1871 to design, engineer, supply, and erect a $5.2 million
grain storage Cacility in Nicaragua.

72. Between 1371 and 1975, Lang paid approximately $238,538
to two Nicaraguan agents in connection with bthe project.  Approxi-
mately $25,000 was paid to A. Somoza y. Companla Ltda., a company
2wned by General 3omoza, the prasidant of Milcaragua, and his wife;
the remainder was paid to Comdecosa, a comgany composed of smpleovees
<f other entities contcolled by the Somozas. —

73. Additionally, approximately §127,000 was paid to one of

these two agents.

74. The aforesaid

"l

avmentis wer2 oot accurataly reooried @a

Isce i i i
SC's Einancial records. The indlvidual! defendants knew ot
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i q [ 73
hould have known 2f tne mattsra referred to in paragrapns 71 through
sho %

above pafendants Failed to digclose ard/or Failed to cauas ISC to

s A P iVic o
adeguately disclese Ethose activities in ita public Eilings wi

; . . ) . tin
rhe Commissien and in other materials disseminated to tha lavesging

cublic.
Chile

75. ISC Development Covporation, a wholly-owned subsidiary
of I8C, lncorporated in Delaware, is engaged in oroviding Einancial
sarvices. It solicits joint ventures or othey eguity participacions
in projects of IBC clients, holds ISC's interests in such projects,
and provides financial management servicez zo ISC subsidiarias,
affiliaves, and elients. ISC do Brazil ttda, is a wholly-owned
suybsidiary of ISC Development Corporation.

76. Sabsaguent to receiving notification in 1975, that the
Chilean Junta de Gobierno {“Junta") had reacted negatively to ISC's
proposal to construct a $375 million LNG preduction project in the
Straits of Magellan, ISC dispatched Alfred M. Lerner {see paragraphs
145 and 158 baiow) to Chile. Among athers, Lerner met wish Daniel
Fuenzalida M., Chiaf Economic Advisor to General Leigh, a member
of the ruling Junta, and Genaral Leigh himself. Lerner encouraged
Fuenzalida and Pedro Yoma to organize a Chilean company known as
Chilco 5.A. to represent ISC 1n Chile. another imdividual invalved
with Chilco was the Chilean Consul General in Houstom, Banjamin
pencorer. ISC viewed Fuenzalida as the "key member™ of its group.
To avoid possible conflict ancther individual was made presidant
of Chileo, Chilgo was to he pald ane half of ane percent of the
value of any contracts which ISC secured in Chile. ISC expected
Fuenzalida to pressnt to, and gain acceptance for its proposals
Erom, the Junta.

77. During the seriod when ISC was attemptlag to obtain the

LNG project caentract, IS npaid Chileo approximately $30,000.

17y
78, The payments referved to in Paragraph 77 were recorded an
ISC's accounting records as a "commission®. The individual
Defandants knew or should have known of the matters referred
to in paragraphs 75 khrough 77 above. Defendants failed and/or
Eailed to cause IS¢ to adequately disclose thgse matters in
its purlic Eilings with the Commission and in other materials

disseminated s the investing public.

Certain Cther Payments

79. During 1375, 5&P paid $50,906 for Munib Masri's azsistance
in securing the aid of the arab Devalopment Corporation in connection
#ith the arranging for a bank letter of credit. Masei was, at that
kime, alsc a director of the bank issuing tha lekbter of credit,

8G. The paymant referred ko in paragraph 79 above wza reflectad
on I3C's accounting records as & "commission. ®

8l. During 1975, SHL, a5 part of its ag¥eement with an Iraqi
state agency, was required to certify certain contract ¢laims
of other contractors. 1In this regard, upon Instruction of an
agant of the Iragi government, it denied the claim of a certain
Italian gontractor.

82. Thevwafter, the Ttalian contractor sought taimbursement
Irom an insurance fund of the Itallan government and asked -9
to validate ks clalm for that pUrpose. SHL agreed to assise
the contractor for a fee of $700,000.

83. Upon payment of the aforesaid fee, $80,000 was rebatea
k3 khe individual who negotiated the transaction with SHL as
Staced ip parvaqrapgh 81 zbove. That individual was an employee
®Y agent af rhe Italian conkractor.

84,

ISC has no detailed information, vouchers, gxpense state-

TRLS, or othar Forms of documentation, documanting the exact natura

Of tie activities ot services for which Ehe said individual was pald

ts said 20, na0.
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85. The individual defendants wnew ar should have known of
the fagts and sctivities alleged in paragraphs 79 through 84 above.

Dafendants failed and/or failed Lo cause 15¢ to adequately disclose
rhose activitias in its public filings with rhe Comnission and

in other materials digseminated to the investing public.

rt on Form 8-% for March 1978

150%s Current Repo
Report on Form 1d4-R _for 1978

and ISC's Annual

86, Prior to April 1974, 15¢ did not discle=e in its anpual ov
guarterly Reports filed with the commission or in its proxy goliciting

iep the Commizsion apd disseminated to iLts share=

materials filed ®
holders the facts as stated in paragraph3 13 through 85 above and

paragrapns g8 through 186.

47. ©On or aboub april 4, 1978, 18C Filed with the commission &

current Repori an Form 3-% for the month of March, 1973 {"March §-E")
lge 17 C.F.2. 24%,308]. On or about December 22, 1878, I8C filed
with the Commission jcs Annual Report for its fiscal year 1378
nyg78 Form B~RK"}. The march 9-R and the 1378

tne 1978 Form i0-K o be mailed

on Form lO~¥ {the

10-% ar=s sublic documents. IRC caused

and okherwise digtributed to its shareholders and the investing

public. Defandants 1St and Kenneally caused to be filad and Eiled

with the Commission and distributed te IBC's shareholders and the

investing public proXxy spliclting makterials for the yaars Defendant

genneally stood for rezlaction as a director.

28.(a) The March B-% does not Zully or accurately report the

findings or conclusions «f the Spacial rounsel {see belaw). Neither

the Harch 8-¥% nov the 1978 Form 10—-% discloses the risks which I3C

facas from operating or in contlnuing to operakte its business

in ehe above described mannar aor the fackt that a substantial
part of ISC's gverseas business was Jdependent on payments which

wera made to government officials or associates of government

izials ar asgociated

oEficials, parsons believed to te governmant afl

P
#ith go Eizi
ith governmeat officials or members of the vuling Eamili
he rul nilies of
those countri i
ie H i
Se In connection with the securement of conktraces
4 z
{b} IsC! i tm |
% shareholders have not beern informed, and are t
Eor ’ H no

informed by the Harch 8-% or the 1378 Form LO-K, that IS8's Bracario
B L]

financial A b5 -
H al o tion ang t=s abi ity ko collect its "unbilled recei vab
£in ondl i = i les

and lts "escalation® claims is further jeopardized by its afsresaid
foreign questionable and fllicit paymentz and the rebats and ki l
back arrangement It entared inks with lts suppliars o
. (¢) Tha Marech 3-8 and the 1973 Form 10-K Fail ta describe the
risks involved in ISC's ceasing to engage in the types of Forai .
activities descrihed in paragraphs 13 through 33 abave o
{4} The March 3-X and the 1978 form l0-% fail ko state
that the cessatlon of the aforesald foreign activitie
in the company's demise. e e
89.(a} In 1978, I3C engaged Special Counsel o conduct
an iavestigation inta, amcng cther tnings, guestionable foreign
payments, the use of foreign nationals in connection with 1tsgl
gales ackivities, and payments ro those foreign naticnals
N {2} The March 8-K states that "in view of the wideapraad
Publicity and disclosuras relating to domestic and foreign q;estjo
ZZIEhpayments and practices involving other corperations, manage;e::
s f company commenced a program of inguiry into its existing
icies, procedures and practices with respect to these subj;cts "
{c) Both the 1378 Form 10-% and the March B-% fall te state

that "man
nagement's inqui: a N
¥" was, in fact, i ituta
Commission ¢ instituted after the

inguiry to ISC regardi
Titrip ing certai i
Activities abropad. g ain of its

2. In o
T about December 1877, the Soecial Counsel

Eranam
itted {p
= =
of Birece Draft Report to a Special Committse of ISC's Board
Charg The * }
« The memters of [ — - ,
Mg o the Sgecial Committee wer: direstors

ilson and [ - F % o o T
24 3 - n o1
ert F. Medina. Medina becamas Chairma QL '

(o] M <! mar 1

Buard QE
‘Cire tor E
L™ % a £
fter Defendant KE]‘IT‘IB&IIY resigned that post
s A=Y
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3l.{a} The March 8-~K states that in Deacember 1977, Special

coungel submitted to ISC & draft report {"Repert") which the Special
Comnittee deemed tentative and incomplete. The 1978 Form L% makes
referance to the Report asz a maior interim repaor: af which disclasure

wag made in tha March 3-K.

{5} The March 8-X EFails {1} to stats that Special Counsel
and ISC's sutside auditors were not germitted to examlne into certain
matters in the course of thelr investigation and audlt; (i} o disclaose
the rgasons why, Ilve months sftar the Report was submicted £ ISC,

a special Committee of its Board of Directors had chosen t3 traat
as and Xeap the Repart "tentaktive” and had "not had an opportunity
to review [it] in detail with special Counsel® in grder to Einaliza
and compiete the Report.
(e] 'The 197§ Form li-X fails to state thak, one year after
the Special Counsal's Rsport was received, no significant affort
had been made, LE any wera necessary, to compiete and fipalize the
investigaticn, and report the results in full ko ISC's shareholders
and the public.
a3, Thes March §-X states that the Speclal Counsel's Report
neontains no conclusions ... that anrecorded transactions of a
guestionable nature accurred” but does not atate the Eacts set
farth in paragraph 13 through BS above. Maithar the Yarch 8-¥, notr
any of 18C's filings during the pericd 1371 to date, discloses the
activities allaged in paragraphs 13 theough 83 above pr the knowledge
of the individual dafandants thereof or their participation therein.
93.la) Tha March 9-% states that Arhe company's operations
tnvelve projects and proposals in developing countries where business
practicas are Giffarsnt from those in the United States and in other
industrialized natlons.” ‘The March 8-K states that the Special
Counsel's Repart "rafars to §7,638,634 in copmitments (of whica
$5,788,45¢ nas baen paid} in wnish a siqnificant portion was paid

to of for officials of foreign goverament ajenciss.”

{h} The March 3-K fails to disclose the amounts alieged
in paragraphs 13, i4, 18, 23, 27, 21-34, &1, 43, 45, 55, 5§8&,
63, 72, 73, 77, 79 and 83 above. The March B-K failg to state
that none of the countries where ISC or its subsidiaries &id business
permitted, by local law, bribdecy or zhe use of undisclosed “"ipter-
mediaries" to secuye cusiness from the foreign country cr an entity

owned or controlled by the Fereign country.
44. The March B8~R faills to stats the names of the foreign

countries and the persons to whom the questionable paymants wers
e s P

g . 3 , ¥ ja i
r to whom ISC believed they wers, being made. The March 8-X fails
- w3

toa relate the amounts of foreign payments to the contracts with whicgh
they were assoglated or the effect of the facts alleged in parag:aph;
13 through 85 abave on ISC's ability o sacure further business in
those countries or its ability to collect monias I+ vas and is
vlaiming from the foreign entitises and nations,

g95. The ¥arch 8-K does not state in its discusszion of "taxes F
m . B -

which countriss permit deductions by I5C's subsidiaries for thk
s i e

types
of paymencs referrad to herein or in the March §-K
86. The March 8-% does not state that ISC was in arrears, ats
vari ci -
ar.cus times, in payments of {ts legal fees 2o Special Counsel ang

that ISC was experienci
st ng 2 cash flow problem and attempted tg pay

it = L v H - un .
3 l-gﬂl feus ith notes which were rejecied hy the Special Counsal

97. .. o - LI n
7 Tile March 8-K states that Special Counigel "4 sotl gquestio
i ¥ g

the credipilix £ in i i
Ry of eertain individuals including a sepior amoloyea

[who is not a corparake Of;.lCEr}- The March 8-% Fails to discloge

the ity e i viduea whase zrad B " was gus
{dank: of th adivi ls cradtipili ! ag guasti

¥ = oneg.
98. The March §-K stares in park: continuing tngquiry nay

lead ulti L
d ultimately to the conclusion that certaip of the gayment
Fay 5

Ve
a . . :
te neither illegal nor improper.® The March Bk Fails to 2t

£ ata

- @ spa o ey nIg Wa ar b a115 ate h bean, develope
tha PECLCL ide 3, ko thig 4 aas opad
. &

T

[+]

cask th o i al Counz WE 3= + 1 - el
géaesrt tna IZC's Special Counsel =5 3ubstantial Y lncarracs
k) 14 Scag & = n 1 T
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in I figers and
he March 8-X also suggests that certaln iSC officers
2 - b

irect *m nave had ac ar Cco ctive knaw edge” of the
dir ars ay have actual or ngtey ive knawl
¥ persons.
varliou o Eails to identl nose a
ious forelgn paynmne ts but d E kho e
- * § o 2 2
lag n fact, 5C's zeniar I'Iﬂ;.EgEI!EI'J.L' knew and apu:cved E th
- h = d
paymenss at the time ot ahﬂftl}' after they ocourred.

g wing material
10l Tha March 3-K contains, among athars, the Zollawing ma

factual omissions:

z ia volved;
{aj the idenkity of Ehe foralgn countriss in 5

ficials
(b} the persocns and pasitions &f the goverament af
iwd ts;
peceiving the payments; . .
ojects
lej ‘the subsidiaries which made the payments and Ehe pro]

: . . a
in cannection witih whigh they were made; and,

{d) the pavsens and positions of the senior ISC afficlals
involved in these dractices. _ ]
= . . am
1p2. All af the facts and the omitted facts sek forth In pa
' ! bove wers
graphs 13 through 85, B8, Dl{b), 92-95, 97, 98, and 110 a

. i -
xnown to ISC by December 1978, when it filed its 1978 Form 10
no s

with the Commissian.

Cas . de
L03 Since 1976, to khe extent Rhat 15¢ perisodically has ma

T iz i i eports
generle generallzed disclasure in itz annual and periodic rep
L
v 3 ial
and proxy materials of matters unco ared by the said Spec
H ndicate
Counsel, it couched such disclosures in a way designed to i
r

- noLu ns wara rentakblive”,
N N = " o
that the SFEClal Counsel's indinags and cencluszio

e =1 asreiore A8 n positl
nakt been Ein iiz ’ nd, & efore, LSC was in a
had b ina d d ha L S5C w. at tion

t detailed disclasure af matiters ¢ forred to in the
ke concrebe, d&e iled 15 T T rgLo i
EO ma

1 ts failed to disclose the
Special Counsel's Repore. ISC's reports

knowledge of both ISC and the ind:vidual defendants of, and the
KOO a2

Gip ng vide 1 E 2ELT _‘_eqed
arti atipn of tn individual defendants in, he activities a

P

in paragraphs 12 ehrough 35 above.

i i salici-
4 [5C's said annual and peciedic reports and itg proxy
i viabili nds
i materials fail to stata that its continued viabiliry depe
ng 1

. .
its ability recgver escalation ¢laims made agal at, among
on a ty to recove 11t TRC

others, the governments aof Iran, Saudi arabla and Algeria,

105. The 1978 Form 10-% states that in 1976, ISC's Board of
Directers "through a special committes of cutside directors" egx-
Fanded the scope of an internal tnquiry then being conductad to
include “"ths possibility of illegal, improper Or questionable
payments" and that "a permanent Board Audit and Practices Committee
(formerly the Special Audjt Committes, responsible for conducting
the zpecial review) composed of two gutside directors" had meen
astanlisnhed. The 1378 Form l0-K failed to disclosa that the aforesaid
"outside directors" wers Austin €. Wilson and Robert F. Medina,
whose respective law £irm and management consulting Eirms recelved,
during the period covered by the Special Counsel's investigatian
which they were overseeing, fass of 5430,000 and $604,000 respec—
tively. In March 1979, Medina became ISC's Chairman of the dcard.

The 1978 Form l0-§ also fails to diselose that in mid-1978, W.L.
Rogs, II, replaced Wilson as a member of the Beoard Audit: Committes.
As discussed in detai} below at paragtaphs 154 through 156, ISC

has not disclosed that Mr. Ross has been one of the three major
baneficiaries of the Defarred Compensation Corporation.

106. I8C's 1973 Form 10-K askates that in connection with
the Commissionts investigation of the company’s Eoreign payments
and other matters IS¢ "has cooparated with the Staff in iss
investigation and has furnished records and other documents
35 reqguested by the staff.” Statamants similar in substance
have been made by ISC in other documents Filed with the Commissian
and disseminated ta the oublic,

1l07. The discliosure referred ta in paragraph Li6 above
Smitted to stata that during the course af tna Commission's im=
vestigation TSC rafysad to produce certain documents "as Tequestsdg
FY the scafs" ang amitted ro state thas certain deferdants declined
o tastify to the Commisaion’s staff Juring the courss of Ene

Commigsion's investigat{an.
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1SC*'5 BAMAR LINE QF CREDIT.

108 nuring the course of 1ts 1576 Fiscal year, ISC negoti-

Lvi reement ["AGTES=
ared a 540 million Multlcourrency Revelving Credit Agreement ["Ag

= 't wWwith
=i ; I B rsuant to 1ts Agreemant Wl
ment*®] wikh a consertium af banks. Pu

the banks, ISC was requ:.rEd tg majncain a certaln _uetcantage a

i .
t§ horrowings undse the line of cradit as compansaclng balances,
i =] der

ifi kin
to maintain 2 specified net worth and =0 meet specified wor g

capital requirements.

i E
108, Durlng the course of its 1377 fiscal year, I5C was not

i piliance wicth "major covenants" 2f the agresment. Spsh non-
in compliance Wit

ompliance included che aon-pa menk of interest as well a5 the
pay
COmp:

i i 3C's wank
failure to meek certain other financial covenants. ISC'S

i isions ine
lenders agread to renegatiate certain provisions af the 1

iatl i lication of
of credit. Such repegociation resulted in khe apeli i

< { + =aak 5
virrually all of ISC's asseks. ineleding avallable zash, a

collaternl under tha line of credit aAgreement.
ienders
110. The ranegotiated agrsement grants ISC'a bank land

i sosptral over and usa af ast
"orogedurss and rights" as to the “cen

ki igni i - collecgtion of cartain
proceeda from the sale, tiguidation -ov

collateralized assats.”
1il Ta its £ilings with the commission, isC failed to

fully disziosg the naturs and effect of thess amendments to

" and cights"
its revolving credlb Agreement, the procedures g

rafarred t£o ln paragraph 110 above, OF the effect thereoi o0

its operations and its abiliey to conkinuve operations.

IS5C'S FRYANCIAL REPQATS AND INTERNAL COWTROLS

1z I8¢ fited with the Commission and dissaminated ta

r igg =3
the punlis LEs Annmual Reports on From l@-%s for its Eiscal year

hot Tk, v Lo=%'s contained
tee¥") epding 1%78 thraugh the prasenat. Trnase

- _ - fitad
£ z i al years. I5C alse filsz
firancial reports for eacsh oi iks Lisc i

i i iginall;
interim quartecly vaepcrts durirg the said periocd. ISC originally

A

&7
reportad a growth in earnings and cevenue Eor FY 1373 through £y
1376. Earnings increased from $2.% million on cevenuves of §178
nillion in ¥Y 1973 to earnings of $4.4 millien on ravences of $339
million for FY 1975, However, Seginning with its fiscal vear 1377,
I5C bedan ta report substantial angd increasing losses. For FY 1977,
I3C originally reported losses of $9.9 million of revenuas of 5232
millien, iscreasing to lokses of 541 million on revenuss of $278
million in its latest Form 1l0-X, that for FY 1973, In its 1978 Form
lo-&, I5C's financial statements also regorted its stockholders'
equity as a deficit 5$%.2 miliion. Thesa financial reporta were false
and misleading in that in the sarlier years I13C overstated profits,
assets and shareholders eguity while in the later yeard and contipuing
to the present time ISC has undarstated losses and overstated
agsets and shareholder's equitky through the use of false and nis-
leading methods of financial reporting. The ISC financial reparts
were and continue to Ne Ealse and misleading and ISC has made False
and misleading disclosures fcr, ameng other things, the Eallowing:
{a) <cost averrvuns on ISC's contracht were

improperly reflescted as "unbiiled recaivabies®

without any reasonable assdrancg that [5C

customers would reimburse such costs;

(b} improper and guestionabla payments ware
ineluded in "unbilled receivablesa” as legiti-
mace reimbursable contract casts;

{c) liabilities and obligations were not
properly racorded and accounted for;

{d) additional cost reimbursement SOuUght on a fixed-

price contract was mispresentsd as an "escalation
pawment";

le] profits were prematurely racognized;

(£} Funds received through kickback arrangemnaents wera
improperly accountsd Far;

(g} costs which were net zollectibla under the cpntract to
which they were atiributabla were improperly telled
into ¢ther coatraces and carried ag asse+rs; and

(h}  sham "escalation” claims wer= and are s=iil being
carried as receivaples.
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113. I5C used the percentage~of-completion method of acmuunting
for the GTI? proiéct. ISC's 1978 Porm 10-K, as does its 1977 and
1976 Form L0-¥'s, states that "the percentage-of completion method
requires that the entire amount of any ultimately projected individual
contract losses be recognized when kngwn."

114. In late 1974, PRL completed the GTP project. The GTP
project had been undertaken an a fixed price basis notwithstanding
Isc¢'s and PBRL's awareness that contracts with sub-contractora wece
not on a £lxed price basis. ISC and PRL underztood that they faced
losses if the subcontractors increased the price of labor, services
or material they were providing to them. PRL experienced purported
cost overruns on the GTP project of approximately §3 million. I3C
did not racord on lts books and records a grovision for losses on the
GTP contract as a result of the GTP cost overruns. ISC transferred
the GIP cost overruns to the Aassi R'Mel cost reports (see paragraphs
40 and following above] and continued to carry the GTP cost overruns
an iks books and records as ”unbilled raceivables." The amounts
of *“unbillezd receivablez" Eor the completed GTP contract were
raflected on ISC's books and records as increasing from 52.95 mil-
lion at June 30, 1876 to $3.5 million at June 30, 1973.

315. ISC's 1879 Form l0-K fimancial statements reflect approx=~
imately 530.8 million in accounts and "umbilled vecejivables",

s $6 million provisian for settlement of certain claims and

other unresolved contract matters, and show a deficit stockholders!
aquity of approximately $5.3 million. Of the #30.8 million in
»unbilled raceivables", approximately 514.6 million arises from

projects in Algeria.

116. In May 1975, negotiations were begun with Sonatrach re-
garding increased gosts purpartedly was experienced on the
Skikda projects {"the Skixda negotiations*).

117. During the Skikda neqgotiations, YSC/PRL attempted to pra-—

sent a claim for reimburvzement Of the approximately $3 millien

Lay
GTP cost overruns. Sonatrach officials repeatedly excluded the
GTF costs from consideration on the grounds that the award of the
5170 million Hasai R'Mel praojeckt, reférred to in paragraph 40 above,
was mada without conpetitive bids ar price negotiations. Sonatrach
stated o ISC it would not pay anything additional on GTE.
118, ‘he Skikda negotlatiocns resulted In a Decembar 1975,
"Protocul” which provided among other things thak:
fa] ISC was required Lo establish separate project bank
accounts for each project and prepare opening balances for each
pralect account based upon a reganciliation of all transactions
having occurred to the effective dates of the conversions of the
conLracts.
{b} Scnatrach had the right to examine PRL's cost reports
for the Skikda projects.
319%. In or about RBugust 19276, Scnatrach decided to replace
JFF as construction contractor aa the Hassl R'Mel prolect. ISC
transferrad the GTY loss, which it had transferred into the
Haasl R'Mel project, back co PRL and continued to show the loss
on its Einancial statemenkt as an asset classified as “unbilied
receivables. ™
120. In or about late 1976, the cpening balances for the
Skikda projects were prepared in accordance with the Protocol.
Due to the lack of adequate and accurate books and records,
it appeared that approximately 2.8 milllon British ["Br."] pounds
advanced by Sonatrach for the Skikda projects had been diverted
By ISC for other purposes. Therefore, I5C's opening balance
for Skikda was reflected as a deficit opening balance ("tha
Skikda opening balance deiieie+}.
121. Daring 1376 and 1977, PRL and Sopnatrach conducted theic
relationship on bhe basis that there was in fact an openina
balance deficit. In 1977, in connecticn with their audir examination

of ISC's financial statements, ISC's auditors Ecund PRL's records
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inadequate for audit purpeses. mha guditQrs "reconsktructed®
the Skikda cost reports, In so doing, the auditors found that
the accumulated costs in the PRL version wers understated by
3,5 millian Br. pounds when ccomparsd to project costs recoeded
in PAL's financial records. The auditors informed ISC that
Lhey fa) found that PRL has no analyses suitable for presanta-
risn of a Formal g¢laim on GTP to Sonatrach; {b} knew of no agrae-
ment by Sonatrach to pay additlonal sums on GTP; (¢} learned that
Sonatrach has repeatedly refused to discuss the mdtter of paying
additlcnal sums on G7TP; {d) learnsd that Sonatrach nad repearedly
rofused to discuss the mabter of paying additional monies with
respect te the QTP loss; and (&) concluded that there is no
contractual basis cfor including GTP in the Final accounting
of Skikcda 40 projesct. ISC made no adjustment to or provision
for the GTP loss in its financial stataments to raflect the
findings of its auditorg. Instead, it centinued ko treat
the GT? loss as an asset classified as “"unbilled receivables®.

122. In or abcut December, 1976, the following changes

sceurTed in copnection with the Skikda projects:

{a} Sonatrach determined to replace PBL on the Skikda 50/60

project and reimburse PRL Cor the agtual costs properly changeable
to Sonatrach. The relmbursement was to be made on the basis of a
final financial statement. Such a statement was never prepared.

{b) Sonatrach reguired that the funds atkributable bo the
gSkikda ocpaning balance deficit, which was then believed to exisk,
wa2re to be restored to the project acenunks.

123. In 1977, BRL made an ipformal proposal to Sonatrach for

the continued Eunding of Skikda 40 in which PRL reguested Sonakrach

te allow PRL to c¢redit the GTP loss against the opening bhalance
defici%. Sonatrach 4id not accept FRL's proposal. PHL sought
to net its previously rejected claim for teimbursement af the

GTP loss against the opening baiance deficit. PRL could not

el
then have restored the Skikda opening balance deficit and continued
its operations.

l24. Por its fiscal year 1977, ISC's Form 1l0-~K Financial
statements reflect assets of approximately $40.5 million classified
as "unbilled receivables" wi*h no provision for losses. ISC included
in that $49.5 million of assets $6.1 million of "unbilled recmivables”
for Hassi R'Mel,

125. By October 1978, the Hassi R'M2)l "unkilled receivables”
were still being carried on JFP's bocks and resords 3s an asset but
had been lncreased te $7.9 million. ©n October 20, 1972, IS¢
sold substantially all the assets of JFP, including the aforesaid
“unbilled receivables" then being carried for Hassi R'Mel.

In connection with that sale of JFP a Purchase Agresment was
exacuted by ISC.

12§. Secticn 3.3 ©OfF the Purchase Agreamant provided for
the aillocation of the purchase price with an ackaowledygment
by both parties that each of the assets had been bargainad for
individually. Exhibik D to the Purchase Agreement showed z net
“unbilled receivable” for Hassi R'Mal in the amounkt of 52,371,470.

127. The aforesaid $7.9 million Hassi R'Mel *unbilled re-
ceivable” was reduced in valuation at the time oFf sale of JFP
hecause ISC, JFP, and the Buyer, believed that ultimate TECQVary
would approximate no mora than thirty-five percent of the original
claimed amount.

128. 1IsC's Forms l0-X for the vears 1974 through 1978 aca
materially false and misleading in that they fail to adequateiy
disclose the mattsrs set forth in paragraphs 113-127 above.

12%. 18C's 1978 Form lO-¥, aAd its earlier Eilings with the
Commission, have besn materially False and misleading in that they
hava failed to disclose the inadeyuate condition of the bodks and
records and intecnal conkrols of ISC's subsijiaries as moce Eully

described belaow.
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130. Arthur Andersen & Co. {"aA"), became ISC's auditors

begimning with the Eiscal year 1997 audit and was infoemed by
a Sonatrach official in 1977, that, among other things, Sonatrach:

{a) intendsd to make a complete review af the contract
costs on Skikda 40 upen completion of the praject;

{n) would definitely dispute certain cost items;

{c} would look into IEC's cross funding between two
contracts;

td] intended Eo claim a credit for the advances made to
PRL which were not usad within a reasonable time limit for the purpose
of the contracts; and

(e} that the amounts Scnakrach might claim from PRL could
he very high in light of some of the transactions made by PRL in=~
cluding bransfer of 2,800,000 Br. pounds to IS¢ to cowver the GTP loss.

131. BAA infarmed ISC of the result of its audi{t ipnvestigatian.

In its 1977 memorandum to PRL and I5C en internal control:

{a} AA stated rhat with regard to PRL's interpretation as
to coat reimbursement from Sanatrach "lt]lhera i= little doubt that
the company's view of the intent of the parties to the contracts
is not set out in the avallable contractual docnmentation.® AA noted
that substantial losses would be incurred if PRL's interprataticn
of the Skikda contracts and the intent of the parties weve incorrect.

{b) aA noted that ibs audit investigation revealed (i) 864,000
Br. pounds cf recorded revenue and reimbursable costs relating to over—
haad incurred in excess of the contractual amourk; (ii) approximataly
3.7 millien 3r. pounds of Skikxda 40 costs incurred buk not paid pricr
to a June 19, 1977, contract amendment stating that such liabllities
should be traat;d as advances to be considered further at final
saettlement of the coptract; {iii) approximately 1.3 million 3r.
pounds telating ko certain heat exchangers in excees of the puichase
price agreed ko by Sonatrach; {iv) potential kotal penalties

af up ta 8.8 millien Br. pounds; and {v) for the completed GTP

Bt

project "[wle know 9f nd agreement by Sonatrach to pay further
sums ko PRL for the weork on GTR,"

132. tThe foregoing represented amounts as to which AaA in-
Eormed ISC and PRL there was uncertainty that Sonatrach would pay
or would allow PRL ko ¢laim in a fipal aceounting,

133, The auditors also informed ISZ and PRL that their "rce

cansgtruck . 's indi
ion® of PRL's cost reports indicated that khe cozt reparks

were not suiteb z i
le Ior audit purposas. The auditors reported thate

ggmgznybma?aqemeqt had been negotiating with Sonatrach
stanée das-s of inadequate infarmation, ™his BooT )
sta ac of care and control cculd have had, and

ave, consliderable financial implications roond may yee

y A
Mevertheless, ISF made no proviszion for doubbful "upbilled raceivatles"
= 25",

134, 1In addition te the matters as stated ahecve in paragraphs

130 through 133, subsegquent to AA's engagement as I5C's auditors
- r

A .
A ascertained and ISC was aware or should have been awars:

{a) that the company's "beliefs™ of what Casts Sonakrach
would reimburse For Skikda 40 ware not supported by the coptract

and its amendmentsy

§-3] that subatantial liabilities on Skikda 40 wars aocht being
recorded on the belief that PRL should oot have ko bear the casts;
¥

{c) that there were substantial penalties on the Skikda

projects which, although the company was prima facie in breach

of certai: i Al
tain of the completion dates and performance clauses, wera
r

nok i
being properlv recorded an the company's books and record
ras;

d t+
{d) that the company had not prepared 4 financial statemant

for s Ela inate Rik 3 contra 4 tha
r settlament of the kermir ad Skikda 0/60 zo ct and t [
ks + L. bad ]

th r i
e company's recorvded gross profi: on the Projects exceeded that

al, i
lowed far in the contractual documents by 744,080 Br. pounds

{a) that contracts with Sonatrach were nok 2ccountad for

Separataly as required by those contracts;
(£} Ehat for a substancial period the syetens for reportl
E=]n £ ting

eg,
ntract costs ware nok operating effectively;
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. . s
{g} that documentary evidance for certaln tradsactlions Wa

incomplete;

{h} that the auditors could find no contractual or other
suppart for including GTP in the Skikda 40 sattlement.
1978, ISC was advised by itz audirors thats:

135. In September.
{a} they were unable Lo obtain contlrmation of recelvables
from Sonatrach including, Eor June 30, 1878, accounks racaivable
of approximately 1.9 million BT, pounds:

{b] PRL had a liability to Sonatrach for advances upder
contracts of apptoximately 6.3 million Bz, pounds;

{c) they were “unable to perform satisfactory alternative
audit procedures to verify the balances due to or from Sonatrach;”

(d) Certain of the anditors' reviews could not ke satis-
Factorily accomplished because the apditors Eound that the
company's accounting procedures and system of internal contzol
during the year were lpadequate O provide for oroper recording
and allocation of costs and expenses and to assuvre proper custo-
dianship of agsets.

136. AA also informed ISC that they found that PRL's baoks
viglated the English Companies Act. The auditers advised ISC that:

{aj PRL does not consider whether casts that it transfers
into "unbilled receivables® are, in fact, items for which it will
be able to obtain reimbucsement from Sonatrach;

{b] as of June 30, 1378 there is an asset in PRL's balance
gheet of approximately 11.3 milliom [Br. pounds] for unbilled re—
coivables and a liability for contract advances of 6.3 miliicn
{Br. pounds]; that no breakdown of these numbers is available;
that they resresent costs incurred on projects plus gross profit
recognised less billings to date; and that the effect is that
the balance sheet shows a net asset of 4 million {Br. oounds]

for which the company is unable tr provide any reasenzhle analysis;

Tluld
{c)! the company has also falled to parform any exercise to

assess whether the costs that the "unbilled receivable® figure repra-
2ents are chargeable to Sonatrach and that as leng as the "unbilled
receivables" and the contract advances are contained in the
financial statements in this way, without a critical reviaw
by the company to establish whether the net asset is collectible,
the directors cannot, as required under Section 12(3)(8} of the
Englizh Companies Act ensurs that the balance sheet and profit
-and loss account give a true and falr view.

137. The auditers also informed ISC that AA'a London office
was Gf the opinion that the Foreign Corrupt Practices Act {Section
13(b){32) of the Securities Exchange Act of 1934) was being violated
as: (1] PRL had failed to maintzin proper books of sccount; and (ii)
2 sufficient system-uf internal conteol had net been maintained.

138. On or about December 21, 1978, ISC‘'s auditors informed it
that PRL'S accounting procedures were inadequate to provide for
the proper recording and allocation of costs and expensas and ko
asslre proper stewardship of PRL's assets. It was then the opinion

of ISC's auditors that:

the financial statements of Pritchard Rhodes Limited as of
30th June, 1978, do not present fairly its financial posi-
tion as of 30th June, 1978 or the vesults aof its aperations
for the year ended, in conformity with generally accepted
accounting principlas,

139, I5C, aided and abetted by Defendants EKenneally and Frietsch,

in public Eilings made with the Commission and dissaminated to its
shareholders and the investing public made false and misleading
Statements angd failed to adequately and accurately discloss, the
matters desgcribed in pParagraphs 112 throygh 138 abaove.

EILQUADE

14d. In 1970, Kenneally ized approximately $16G,000 of ISC

funds o purchase a large house ang approximately 85 acres of farm
land tn Kilguade, near Dublin, Ireland (*Xiljuade"]. Kenneally

took title to Kilguade in his awn name.
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141.(a) By June 3G, 1974, improvements costing approximately
5543,000 had been madaltc the house and grounds.

{h} In addition, by what date, approximately 597,000 had
bean spent on antiques tor Eilgquade.

{2) The improvements and antlquas wars péjd Eor with ISC
funds .,

{d) In subsequent gears, significank additional axpendi-
tures of ISC funds were made for these puUrposes.

{e}) More than §l nillion of ISC monies were expended
from 1970 throogh 1278 to purchase, decorate and maintain Eilguade.

142. FRenneally's wife and a Houston based intericr decorator
have been signatories on ISC bank accaunts maintained Eor Kilquade.

143, Kilguade ha= baen used almost exclusively as 2 summer
residance For Xenneally and his family.

144, ISC corporate fands have baen used ko transport Renneally
and his family to and from Kilguads.

145. In puklic Eilings. including its 1378 Farm lo-%, IsSC
described XKilguade as "approximately 15,000 sguare feet of office
space, Suppor: fagilitles and visitor accommedations ...." IBC's
said Filings and annual report £ail to disclose that the only
"affice space [and] support facilities" located at Hilquade
are Remneally's den/library and 2 desk, typewritey and telex
machine in the basement which is used by Xenneally's personal
secTebary when she accompanias him to Hilguade.

146, Certain expenses, including operaking expenses, Eor
¥illguade have been paid through a London-based ISC subsldiary,
ISC Eurcpe. 1SC Europe payhs the Rilguade expansas, adds on three
petcent, and records them on its books as an asset due from ISC.
18C, in turn, reimburses ISC Eurage for thia expenditure and
records thd Kilguade expenses as "Consultancy Fess" in its

salling, engineering and administration adcounts.

i)
147. ISC nas paid other peargquisites for Renneally and for okther
officers and directors in amounta and for purposes not now kKnawn
by the Commissian.
l48. ISC'a public £ilings made with the Commission and dis-
seminated to itz sharehclders and the investing public failed to
adequately and accurately disclose, and defendanks Kenneally and
fFrietsch falled to cause ISC to adequately and accuratgly diaclase,

the matters described in paragraphs 140 through 147 above,

THE DEFERRED SOMPENSATION CORBORATICN

H T i
14%. IBC has established a "peferred Compansation Corporation"

'Ry n

("DECT) and a "Deferred Compensation Trust® {"DCT") as part of a
" ;

Deferrad Compensation 2lan® {the "Plan"} purportedly to provide

L n
incentive” and ratirement benefits for ISC officers, directars and

key personnel.

150. The DCC has outstanding both common shares and 54 cumulative

- cag - . . PR ;

preferrad sharas with a $100 liguidation and redemption praferance
e . - . '
ertain of the preferred shares have bsen distributed under ehe Plan

whila others were distributed outaide thé Plan ip 19853 a3z a dividend
H . an

on the DCC common shares, Since che 1968 dividend, the vaius nf ooC
has been in the preferreqd shares.
151. The DCC has never been audited.

152.(a} The assets of the DCC consist primarily of ISC zommon

shares of which, at June 30, 1978, DCC owned 23%. DCO acquired

these shares wik k1
h bank loans, and loans and "conkributicns" gade

or cauded Lo ba made by ISC,

{b} As disclased in I5C's 1973 Form I0-K; ISC held notes
and accounts rmceivable from BCT in the agqregate amgunt of

$803,763.

(2] Frem Augusk, 1943, through June 19, 1977, IsC

cen-

tributed §153,9200 per yeatr to the DCQ Ehrough tha BCT. DOT used

Ehe p -

he meney it recelved from ISC Eor, among other puiseses, to buy
d T hort h]

DCC preferred shares,



LYE

{d) ISC subsidiaries purchased ISC common stock from the DCC
at OCC's cost = rather than the prevailing market at the time of the
purchase - and then sald the staock to 1kpy personnel” at a lass
te the supsidiaries and ultimate loss to ISC.

153, EXcept for the 1368 oreferred shars dividend, DCC shares
are "allecated” ko the participants wikhoue ary sek critaria, oro-
cadures, or time for detarmining such allocations.

154. Thare are essenrially only three keneficiaries of the OCC
wha, for very litele investment, have received the bernefits of I5ZC's
funding of DCC: genneally, alfred ¥. Lerner {"Lerner") and W.L.
ao0ss, II {"Ross").

{a) Collactively, Kenneally, Ross and Lerner own 734 of the
outstanding DCC common shares and 743% of theg outstanding praferred
shares, not ingluding those oresently being held by the DCT for
possible future distrihution onder the Plan.

{b) all but 6% of Ethe shares held by #enneally, Lerner 4nd
Rass are vested shares received by then in the 1348 dividend referrad
te in paragraph 131 above.

155.{a) 1I3C's 1378 form 10-% states thak ganneally owns 400
shares (§53%) of DLC's common skack and was allocated 930 sharss of
oec preferred skock. The 1978 Form l0-% states that maximum benefit
to Kenneally from those sharas under the Plan will he $19,085 for
eack of the years 1991 through 2000.

(5] I5C's 1978 Porm 10-K does pot disclose that Xeansally
also cwns 3000 shares of vested DCC preferzad shazes which he
raceived in the 1368 dividend.

156.{a) Ross has been a diractat of ISC since 1964, paring
that time period he nas not served ISC in any other capacity,
aoss Ls ane af the "outside directors" on IsC's Board Audit and
practices Cammittee [formerly the special audit sommittea), coferrad
to in paragraph 105 2nove. Ross 15 alsp chairman 9% the poard of

Ross, Stebhias, Inc., a member Eirm of the New York Stack Zachange.

fh) While I5SC's 1978 Form L0-K states that Ross owns 100
shares (lli¥! of OCC's common sharss, the 1378 Form Lo-% Fails to
discloze khat Ross also swns 2,550 shares of vasted DO preferrad
shares obtainad in the 1558 dividend.

157.{a} Lerner, for & pericd prior to 1971, was a director of
I1SC's predecessor, HOMCD, and an officer of an ISC subsidiary.
Subsequently, Lerner resigned as a director. That resignition was
disclosed to ISC's sharsholders. Thereafter, Larner Sontinued te
be engaged by ISC as a "consulbant” and directed ISC's activities
in Chile and Brazil., Weither Lerner's coatisued employmant by I5C
not hig interest in the DCC have been disclosed ny ISn.

(b} The 1378 Form 16-K does not disclose that Lernsr owng
152 shares (17%} of BGC's common shares and 30080 shares of vestad
OCC preferred shares received in the 1968 dividend. )

158. 1I5C's 1978 Ferm 10-K, and its filings far its fisecal pears

s . - .
1376 through 1378 including its proxy goliciting matarials, skate thar

i 1 i
in May, 1%76, DUC acquired ISC common shares from Ranneally in a "privat
Ran L o privataiy

negotiated transaction.” The said fllings did not state that the
purchase from Renneally was in an amcunt, at a time, and at a pricﬂ de
termined by Kenneally. IE was also not disclosed that when the above
transaction accurred, ISC's problems {n Algecis and its gquestionabls
"unbilled receivables” were known to Kemneally butb nok publicly
disclosad.

159, ISC's public filings fail to disclose thab Kenneally is
and has zeen indebted to BCC while OCC has owed monies to ISC, an
i5C subsidiary, and banxs.

léd. ISC's public filings Eail to disclose that between April 2o

G,

1973 and Juse 26, 1978, DCC paid out $211,477.7% to -erner for ostians
and futige cptions for purchase of 200 shares of DCC cammon s'ac; )
owned by Larner, As of Juns &, 1373, those shares had fo value,
An opkion to puychase DCC common stock was zxbanded bo Hoss in Decamnar

1371, tae lasct payment therson dus in March, 1979
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151. 1ISC has failed te disclose and defendants Kenneally
and Frietsch Eailed to cause ISC to disclose the matters described
in paragraghs 151 through 160 above in lts £ilings with the
commission, oF in its communications to its shareholders and

rhe invasting public.

BRAZILIAN SUBSIDIARIES

162, 1In its fiscal yemay 1978, ISC disposed of certain af iks
Brazitian subsidiariss to a company owned in whole or in part by
Alfred M. Lerner (see paragraghs 134 and 157 abavel.

public Filings and Offering Circular

183.(a] Upon conclusion of each of its fiscal vears ended
1970, through Juna 30, 1978, ISC prapared and Eiled with zhe
commission an Annual Report on Form 10-% [See 17 C.F.R. 249.313].
puring each of the aforesaid years, ISC fiied with the Commisaion
and disseminated to Lts shareholders and the investing public,
definirive proxy solleiting materials. In 1979, ISC f£iled preliminary
osroxy solicibing materials with the Commissian. In sach of the
aforesaid pfcxy soliciting materials, Kenneally was Droposecd
for and stood for reelectlon as a director of ISC. tanneally
xnew or should have know that the matters allegsd in this Complaint
were not disclosed in the said proxy soliciting mataerials.

‘(b] During each of jts fiscal years reterrad to ln para-
graph 163{a), ISC prepared and filed with the Commissien Quarterly
Reports on Porm 10-Q [See 17 C.F.R. 249.308{a)l.

164. The reports referred to in paragraph 1531 above were
filed with the Comaission by ISC pursuant to Section l3{a} of

tha Securities Exchange act of 1934 (15 U.§.C. 78mf{all. ISC

reasonably Xnew that the said reports wouid be publicly disseminated.

- et i1 ribh
1§5. puring its Eiscal vear 1977, 15{ prepared and filed wib
N ; -
the Commission and disseminated, or caused to be disseminated, =}
i - i Ly ki
the investing publiec an Offering Circular in connection with an

exchange offer made ko the holders sf ISC's commnon stock.

2L
166, The reports referred to in paragraphs 162 through 164
and the Offering Circular referred to in paragraph 165 omitted
the facts as set Eorth in paragraphs 13 through 1§31 zhovs,
COUNT &

{Sectipn 1O{b} of the Exchange aet 13 U.3.C. 78j(b))
and Rule 10b-5 {17 C.F.R. 240.10b~5] thereundar.)

167, Paragraphs L through L6 above ars realleged and in-
cogrporakted herein by refacence.

188. During the period from approximateliy Janruary, 1970, to zthe
dste hersof, Defendants I5C, Henneally, Frietsch, Hetker, Anguls
and Stein, and each cf‘them, and others, directly and iandirectly,
singly and in coneert, and aiding and abetting each other, in con—
nection with the purchase or sale of securities of ISC, and by use
of the means and instrumentalities of transportation and communica-
tion in interstate commerce, the mails, and the facilities of a
national securities exchange, have been and are now (i} amploying
devices, schemes, and artifices to defraud; (ii} making unttue
statements of makerial facks, and omitting to state makerlial Factks
necessary bs aake the statements pade, in lighk gf the eirgumstances
under which they were nade, not misleading; and, (lii} engaging in
acts, practices, and courses of business which have vperated and
are operating as a fraud and deceik upon shareholders of ISC and
other persons in visclation of Section 10{b) of the Exchange het
(15 ©.5.C. 783({%}]) and Rule l0b-5 [15 C.F.Z. 243,1050~-5) thersunder
a3 more fully alleged in paragraphs L3 through 166 above.

1689. 8y reason of the Fgregoing, dafandants ISZ, Kenaeally,
Frietsch, Hofker, Stein and Angulc, and each of them, and obhers,
singly and in concert, and aiding and abetting each other, directly
and indirectly, violated Section lQ{5} cf the Exchange Ace [13

U.8.C. ?85(b}! and Rule lIb-3 L7 C.F.R. 240.10b-5] thersunder.



COUNT IT
(Section 17(a) af the Segurities Act [15 U.S5.C. 77glall)

170, Paragraphs I through lG6 abova are realleged and in-
corporated harein by refzrence.

171. During the year 1977 ko the Zate hersef, dsfendants I5C,
Fenneally, Fristsch, Hofker, Angulo and Stain, and each of them,
direcely and indirsctly, singly and in concert, and aiding and
apetking each other, in the offer and sale of ISC securities, by
use of means and instrumentalities of transportacion and communi-
carions in interstate commerce and by the use of the mails, have
ween and are now (L) employing devices, schenes and artiflces %o
defraud; {ii} making untrue statemants of materiai facts, and
omitklng %o stats material facts necessary in order to make kD@
statements pade, in light of the circumstances under which they ware
made net misleading: and (iil) engaging in acts, practices and
courses of business which have operated and are opetating as a
fraud and deceit upon sharsholders of I5C and other persons in
vislaticn of Saction 17({a) «of the Securitias Act [15 U.S.C. 78¢g(all
as more fully alleged in paragraphs 14 through &6 above.

172. By reason of the foregaing, defendants ISC, Renneally,
Frietsch, Hofker, Angulo and Stein and each of them, and others,
singly and in concert, and aidlng and abetting each other,
directly and indirectly, viclated Section 17{a) of the Securities
act {15 U.5.€. ¥7giall.

CouaT TII
{5ection l3{a) of che Exchange Act [13 U.5.C. 78miall,
and Rules 12b-29, l3a-1, 13a-ll and l3a-13, {17 C.F,R.
240,120-24, 24%.13a~1, 240.133~11 and 24d.13a-13]
thareunder)

173. Paragraphs 1 through 165 are hereby reaileged and in-
corporated herein by reference,

174, During the periad 1970 5o khe date hereol, TSC filed

with the fommission cerrtala raports, including annual Reporis
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on Form l0-K, Quarterly Reports on Form 10-Q and Current Heports

on Form 8~K, all of which were required by Section 13({a) of

the Exchange Act [l5 U.S.C, 79m{a)] and Rules 12b-20, l3a-l,

13a-11 and 13a-13 [17 C.P.R. 240.12b-28, 240.13a-1 and 240.l13a-13]
thereundar. The PForms 10-K, 10-Q and 8-X were false and misleading
and omitted :to state material facts necessary to make the statements
made not misleading and omitted to state facts required to be

stated herein.

L7%. Defendants Renneally., Fristsch, Hofker, Angulo and Stein,

singly and in concart, directly and indiractly, and alding and sbekking

each other and I3¢, failed to disclose, failed o causa ISC to dis-
close, or caused ISC, to misrepresent the events, activitles and
transactions described in paragraphs 14 through 16§ abova.

1768, By reason of the foregoing, defendants ISC, Kenneally,
Frietsch, HofXer, Angulo and Stein, singly and in concert, and alding
and abetting each other, dirsctly and indirectly, violated Sectien
13{a} of the Exchange Act [15 U.5.C. 78m{a)] and Rules 12b-20, 13a-1,
13a-1%1 and 13a-13, [17 C.F,R. 240.i2b~20, 240.13a-1, 220.13a-1ll
and 240.13a-13] thereunder.

COUNT 1V
{Section ld4{al of the Exchanges Azt [15 C.5.C.
78n{a)] and Rules i4a-3 and l4a-9 [1l7 C,5,R.
240.14a-3 and 240.14a-%] thereunder}).

177, Paragraphs 1 through 166 above are herghy realleged and
incorporatad herein by reference.

178. Defendant T3¢ solicited, and defendanks Rsnpeally, Prietsch,
Haflker, Argulo and Stein caused IS ko splicit croxiss for the
2lecrion af ISC directors by means of definitive proxy soliciting
materiala during the years 1970 through 1978, and in 1979 IS4 filed
and the said individual defendsnts caused ISC to EFile preliminacy
proxy seliciting materlals, which did sack contain information soeaified

~i Sehedule L4A of the Commission'z proxy rulas apnd whs
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soiiclting materials were false and misleading and omitted taq stats
material Eacts necessacry ko make che statements made not misleading,
in that, among other ehings, said proxy soliciting materials falled
tn disclose the matters alleged in paragraphs l4 through 16§ above.

179. By reason of the foregoing, defendants ISC, Renneally,
Prietsch, Hofker, Angulo and Stein and each af them, and others,
aingly and in concert, and aiding and abetting each other, directly
and indirectly, violated Section l4{a} of the Exchange Act
[15 U.5.C. 78n{a}]l, and Rule l4a-3 and léa-9 [17 C.P.R. 240.14a-3

and 240.l4a-9] thereunder.

CouNT V

{Section 13{k}(2) {"Forsign Cerrupt Practices
Aot af 1977%) of the Exchange aAct [15 U.S5.<.
78m {b)(2}] and Rule 13b-2 (i7 C,F.R. 240.13b=-21}

180. Paragraphs L through 166 are hereby realleged and
incorporated hereln by veference.

181. During the period from at least December 19, 1977,
{effective date of the "Forelgn Corrupk Practices Ret of 18777}
and continuing te the date nereof, defepdant ISC iln connection with
its operations 13 now failing to: (1) make and keep books,
recards, and acgounts, which, in reasonable detail, accurately
and fairly reflect the transactions and dispositions of
the assats of ISC; and {2} devise and maintain & system
of internal accounting controls sufficient to provide reasonable
asaurances thabt (al transactions are executgd in aceordance
w#ith management's general or specific authorization, (b)
trangactions are raecorded as necessary to permit praparatien
of Einancial statements in conformity with generally accepted
sccounting principles and/or other criteria dpplicable to
such statements, and tao maintain acsountability Zor assets,

fc) aceess to assebs is permitted aaly in accovdance
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with management's general or specific authocization, and (d)
the recorded accountabiii:y Eor assets is compared with the
existing assets at creasonable intervals and appropriate actian
is razen with respect to any differences.

la2. By reason of the foregoing, defendant I3C has violated,
is viclating and, unless restrained and enjeoined, will continue o
viclate Section 13(b}(2) of the Exchange Act [15 U.S,Z. 78m(bl{2))

and Rule 13b-2 (17 C.F,R. 240.13b-2) thersunder.

WHEREFORE, Plaintiff Commigsion respectfully prays aand reguests
that thias Court:
I

Determine, dsclare and lssue findings of fact with respect to

khe viclations, acts and practices alleged in this Complaint.
II

Issue an Injunction restraining and snjolning defendants
ISZ, Kenneally, Frietsch, Hofker, Angulo and Stein, and =ach
©of them, and their officers, directors, agents, servants, smployees.
successors, assigns, affiliates, and subzidiaries, and sach
9f them, and those persens in active concert or gparticipation
with them, directly or indirectly, in connection with the purchase,
sale or offer to purchase or sell the securitiss of ISC or aay
okher issuar, by the use Of any means or instrumentalities
of transpeortation or communication in interstate commerce,
or by the use of the mails, from making any false, misleading or
untrie statement of fackt, or omitting to state a material Fact
dacessary in order Lo make the statements made, in light of the
circumstances under which they wers made, not misleading, can-
veérning, among cther things:

L. any agreement, commitment, undarstanding, arrangement

or transaction etween ISI, or 20y of its subsidiaries eor
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any of their affiliates or subsidiaries, and any thirad
pérsons, official or employea of any entity owned and/

or controlled by 2 foreign goveynment, ctnsultant,
government official, trade agszociation, or any athberney.
amployee or agenk therecf;

2, any transaction or payment Zelfwean OT By T3, iss sub-
sidiaries or any of their agfiliates or subsidiaries, and
any third party without reliable ducumzntation accurately
reflecting the purposs of such transaction Or payment, z¢
whom such payment or with whom such transaction took placs,
or the existence of flctitious veuchers:

3. any agreement, understanding, arrangement, or trans-
action involving officers, directors, cY employaes af ISC,
or any of its affiliates ar subsidiaries. whereln payments
are generated, disguised, and made t2 third persons;

4. the nature and extent of any expenditure of funds ta
agents, foreign trade associations, sensultants, ateorneys,
or other sSuUcht Persans;

5. any action by ISC, its subsidiaries or affiliates, or any
person or entity acting Zor or on behalf of any of them, 1in
furtherance of a payment, offer, promise to pay. @r authargi-
zation of a payment of the type specifiied in subparagraphs
{1y, (2), {3} and {4) above;

6. the employment and activities of any foreign naticnal or
foreign entity employed in connection with the securement
of, applicaticn grocess reiating to, ov executlan of a can-
tract For propesals, feasibility studies, engineering, con-
struction work, or related agtivities ko be lar either by

a fsreign govermment, & subdivision thersof, or a government-
gwned corporation with tespect Lo 2 croposed or actual projact:
7. the patura angd extent of any fund of corparats monies or

mthet assats established or malntained without being fully
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and properly accountsd for on the books and recscds of I8¢,

or the nature and extent of payment, disbursements, or

transfers, Iif any, therefruom;

8. the extent to which transfars or disbursements of corporate
funds, material in navure, amount, or effect, were or could

ke effected withour the application of adeguate acgounting

ar auditing procedures and contrals;

%, the means oy which ISC obtains business, its performance undar
conkracts it has obtained, its relations with its clients, the
risks engountered in lts businéss, and its flnancial conditicn;
10. the termd and conditions under whieh I5T has securad a lins
cf credit Evom any bank, insurance company, or similar financial
institution;

1i. rransactions in any pension or prafit sharing glan maintained,
astablished, or funded, directly or through loans, oy ISC;

l2. the personal use of any of the facilities af ISC by any cfiicer
or director, or any family member of an afficer or directaz, of
I8¢, ar any of its subsidiaries or affiliates, or any ather
benafit gonferded, directly or indirectly, upon any such persan:
13. the submission of any Ealse affidavit or other false

document to any foreign goverrnment, or any agency or wholliy-

owned entity thereoi;

14. the neture and extent of any false wf fictitious entries on
the books and records of I5C, or any of itg subsidiaries or
affiliates, with respsct to the matters referred to in sub-
parvagraphs (1) through {13) hereinabova; and

15. the sxtent to which any affizer, director, or acployee of

ISC, ity subgidiaries pr affiliates, knaw af or particioates?

in the matters and activities reguired to be disclosed gpur-

suant to subhparagramhs (1) through {li) herelnakbave.



i)

Issue an Injunction restraining and enjoining defeadants ISC,
Kenneally, Frietsch, Hofker, Angulo and 5tein, and each of them,
and rtheir officers, agents, servants, employeeEs, successoTs,
assigns, affiliates, and subsidlaries, and each of them, and
those persons in active c¢oncert or participatcion with them,
dipeetly or indirectly, Erom filing, causing the filing, or
aiding and abetting the filing, with the Commission any annual,
current or quarterly er other periodic report required to be filed
pursuant to Secticn l3{a} of the Exchange Act [15 U.5.C. 78m{a}]
and Rules 12b-20, l3a-l, 13a-11, and 13a-13 (17 C-#.R. 240.12h-24,
249.13a-1, 240.13a-11 and 240.13a-13] thereunder, which Zontains
any untrue statement of a material Eact, or emits to state a material
Eact necessary, in order to pake the statements made, in light of
the circumstances under which they were made hot mizleading, or omits
ko state any fact required to be jncluded therein.

v

Isgue an Injunction restraining and anjoining defandants
ISC, Renreally, Frietsch, Hofker, angulo aad Stein, and each
of them, and their officers, directors, agents, Servants,
emplayees, successors, assigns, affiliates, and subksidiaries,
and all persons in active concert or participation with them,
and each of them, by use of the mails or by any means and
instrumentalities of transportaticn or communication in inter-
State comnerce, or of any facility of a national securities
exchange or ctherwise, directly or indirecely, freom:

&) soliciting any proxy of any secutity holder without

concurrently or grevicusly furnishing said perseon with
a written proxy statement containing the information
specified in Schedule 1l4a {17 C.F.R. 240.14a-1311 of
the lcmnissicn's grexy rules [17 €.F.R. 240.13a-1

through 240.14a-12];

'|
1
i
!
{
f

o}

Issue an Injunctien restraining and enjoining 18C, its officers,

2ot
filing, causing to be Eiled, or aiding and abetting
khe filing with the Commissicn of proxy seliciting
materials, or soliciting any proxy of any security
holder of a public corperation Dy means of any proxy
statement, form of proxy, nokice of meering or other
communication, whether written or oral, Tontainidg
any statement which, at the time and in the light
of the circumstances under which it is made, 1s
falss or misieading with respect to any material
fact, or whigh omikg to state any matsrial {act
pecessary in order teo make the gratement therain
not False or misleading, Or necessary to COrreEct
any statsment in any =arlier communication with
respect to the solicitation of any prosy for the
same meeting or subject mattar which has became
false and misleading.

¥

directors, agents, servants, smplovees, successors, assigns,

affiliates, subsidlaries, and attorneys in fact, and all

persens in active concert or participation with them, and each

of them, from violating Section 13({b}{2) of the Cxchange Ast

[15 U.5.C. 78Bm{®)}(2}], by failing to:

1.

2.

make and keep books, records, and accounts which, in
reascnabiae detall, accurately and fairly reflect the
krangactions and Jispositions of the assets af ISC,

or its subsidizries or affiliates;

devisa and malntain &z system cf iatarnal ageounting
captrols for IAC, and its subsidiaries and affiliates,
sufficisnt Y2 provids reascnaple assuvancezs thak: (&)
transactisns are axecutad in aceeriancw wizhn aanags-—

went's ganeral or specific auchorization: (b} Ebrans-
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accions are recorded as negessary to permikt preparation

of financial statements in conformity with generally

accepted accounting principles and/or any other criceria

applicable to such statemants, and to maintain account-

abtlity For assets; (c} access Lo agsets 13 permitted
only in accordance with managesent's general or specific

aukhorizakion; and (4] the recorded agcountability for

assets 15 compared with the axisting assets at reassnable

intervals and approcriate action is taken with respect EQ

any diffesrences.

vi

Issue an Injuncticn restraining and enioining I5C, its efficers,

directors, agents, employees, SUCCRSSQLs, assigns, affiliates

and subsidiaries From making, or aiding and abetting the maklng

of false or Eictitisus entries in the books and records of ISC
or any oF its affiliates or subsidiaries, or establishing and
maintaining or aiding and abetting in the establishment or
maintenance O any sesrat or unrecordad £und of corporate monies

or assets, or making or aiding and abetting the making of any
payments, disborsements or transfers therefrom.
Vil
Issue a Mandatory Injunction requiring IS0 to correct and
amend its annual and periodic reports gurrently on file with the
commisaion for each of its Eiscal years 1970 to date o that said
reports comply in all respects, including those respects complained
of herein, with khe Eederal securitiss laws.
VIII
I=sue an Injunction restraining and enjoining I3C, genneally,
pCT and DCC Erom llQuidating or otherwise dlsposing of the assels

of or thelr intecssts in BCC without prisr natice to the Commission

and wiz'mut 3 prior ordar of this Court authovizing sSuch liguidacion

or dispesiticn.

11
X
Issue an Order directing defandants Kenneally and Freitsch,
and those persons identifisd by the equity receiver referred tao ip
paragraph 3 below as having utilized corporate fundz For their mer-
sonal use and benefit, to account for and disgorge all benefits- -
which they wrongfully recefved.
X
Issue an Order appointing an egquity receiver for ISC and
ts subsidiaries (rafarred ts collectively hereinafter as "Tacty
with directions and authority to aceomplish the follewing, subj=ct
t2 a bend in an amount satisfactory te the Court, cunditicnea
on the faithful performance of his dutiaes as sald receiver
and after having taken the ocath required by law and being otherwise
qualified:
A. To taka cengtody, contyol and possession!af all of the
funds, property, premizes and other assets of or in
the possession ot under the contrel ofF the defendant
ISC, and/or assume all rights and powers which Ehe
defendant ISC may have ta manage, control, cperate,
mainkain, possess, recsive and use income, earnings,
rents, issues and profits under any agreements or
contracts, wheresoevar sicuated, with fultl power ta
#ue for, collact, receive ard Lake into possesgion
d4ll goods, chattels, rights, credits, monies, effacty,
lands, books and racords of account and ather papars
and documents o2 ISC; tg conserve, hold and manage 1}
8uch assets, pending further order of this Court,
in order tg prevent irreparable joss, dairage and
injury ro investers, to conserve and prevaent the
withdrawal and wisapplication of funds entrastsd tg

I8C; ea ol i
] crain sCAG ™ i N .
an AcCciuniing tharessl; b3 detearmin

2

agdy inters v
Usk and protect the interests of investors in ISq;
i V
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To make such payments and disbursements from the funds

so taken into his custody. contrsl and possession or
thereafter raceived by him. and to incur such expenses

as may be necessary and advigable in discharging his
duties as recelver;

To engage and emgley accountants and other experts Eo audit
and ipvestigate kie books, records and accounts of ISC,
and to evaluate the assets of 1S8C and to submib suitable
reports of such andit and evaluation with the appointment
of such accountanta and experts and the nature of their
compensation subject to the approval of the Court:

To resist and defend all sults, actions, ¢laims and de-
mands which may now ke pending or which may be brought
or asserted against ISC;

To undertake an independent inquiry and lnvestigation
inte the financial cendition of I5C;

To present to khis Court, withln such time period as

set by the Court, his report reflecting the esxistence
and value of the assets of ISC, the extent of its lia~
pilities, both those claimed Eto exist by others and these
which the recelver believes to be legal obligatinns of
I8¢ and any Eurther information which the receiver
believes may assist this Court in disposing of this
action. This report should also contain the receiver's
opinion regarding the ability cf ISC to meet its obliga-
tions as *hey come du=.

Tg remove the individual defendants Kennaeally, Frietsch,
from contral and management of ISC; and to prevent fur-
ther evasions and violatiens of the securities laws by

all the defendants named in this actien.

- —— e rE—
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XI
*55ue an Order commanding and requiring ISC, 4= vificers,

dirscrors, agents apd empioyess, inciuding specifically Kenn;;lly,
Frietsch, Angulo and Stein to deliver over o said receives's POS5ES—
sion, custocdy and control all funds, property, premises, and
othar assets, and all boocks and records of accountks, title documents,
and other papers of I3C; and Further crder defendants ISTZ, Kenneally

- b .
Frietseh, Stein and Angule, and ISC's officers, directors, agaencs,
managars, acvtorneys and amployees to refrain from interfaring
with said receiver taking such custedy, control and possesasion, and
from interfering In any manner, directly or indirectly with such custod
possesslon and control by said recaiver; pravided, however, that "
defendants [5C, Kenneally, Friatsch, Stein arnd Angulo,

j their accountants
an
atborneys shall be afforded reasonable access to such recards

and other documents of ISC.

XiI
Issue an Order providing that said receiver, and any coungel

whaor may i ]
om the receiver ma select, subject to khe approval of khe Court

shall be entitled to compsnsation frem the assets now held by or i
in
the poss i i
P e%slon or control of, or which may be received by the dafendant
ISC, in an amount ot amounts commensurate with his dukies and ab

ligations in the circumstances,

ZILr
Issue an Order 5taying and restraining, gxcept by leave of
Court or lawful proceedings under the Bankruptey Act, during the
pendency of any receivership ordarad herain, all craeditors. and
other persons seeking money, or other assets of defandant I3C and
all others acting on bahalf of any such creditor and other persons,
ineluding sheriffs, marshals and other officars znd their depubkies

and their respec < |4 H
R B ive artsrneys, sarvant agents an emplo :
t ¥a, a Sy gFents g mpl yees from:

A, 3 i i
Conmenczngf_prusecnting, continuing or enforcing any

suit or preceeding;
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B. Egecuting or issuing 6r causing the execubicn ogf is-
guance of any Court attachment, sSubpoena, replevin,
axecution ar other process for the purpase Gf im~
pounding or faking possession of or interfering with
or creating or enfsrcing a lien upon any praperty owned
by or in the pessassion of said defendant and affiliates,
or the receiver prayed fer harein, wherescever sltuated:
and
¢. Doing any act or thing whacsoever to interfere with the
possession of of management by tne receiver appointed
herein of the property and assets owned, contralled or
tn the possessicn of defendant ISC, or to in any way
interfere with szid receiver, or to inteyfere in any
manner during the pendency of thls proceeding with the
exclusive jurisdiction of this Lourt aver saigd defendant.
X1V
Issue an Qrder providing that the Court reserves the right te
make and enter such Eurther orders ar dgcrees, upon application of
said receiver or otherwise, that may be necessary for the guidance
of said receiver in his administration of the receivership hera-
in established.
i
Issue aa Order providing that this Court retaln juriadiction of
this action in order te implement and carry out the terms of all
erders and decrees that may be entered hegrein or to entertain any
sultable application or metion by the Securities and Exchange Com-
mission for additonal velief within the jurisdicticn of this Court
and to continue all stays previously issued.
XVl
Issue an Order autinorizing representatives of the Segurikies
and Exshange Copmission and obher state and federal law enforcament

and requlatory agencies having jurisdictien over matters relaking

———
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to the conduct or business of the defendant I5C to have, subject
to such reaszonzble conditions as the raceiver may reguire onti
¢ Continu=-

ing access to the corporate books and recerds of ISC. wothing |
» Nething in

ki i i
this or previous orders so issued shall be canstrued to impair thk
ir the

eight of such law enforcement agencies to continue to perform w4
H - Taelr

duly authorized investigative and prosecutorial dutiag
XVII

rant sug 1 nd Eurth = =
G E such other 3 ther relief ag the Court nmay QeLarcina

to be jus s B4 = = B : ~
b t, eguitable apgd necessary in connection with the enfor a2-

ment of the federal zsecurities laws and appropriate in the nunii
fl2 publine

interest fov the proteaction of investars

Respectfully submitted,

Irwin M. Borowski
Marvin G, Pickholz
Benjamin Greenspoon
William I. Kuennls
Edward L, Hahn

Sammy S. Knight

Arthor M. Schwartzstein

By:

gttarneys for Plaiaklft
ecurities 5 Exchangs Commisst.
san W. Capitol Strset, N.W.ss on
Washington, Bp.¢, 20549
Tel: (202} 755-1574

{202) 755-s50l5

Dated: July 9, la7g
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UNITED STATES DISTRICT COURT
FGR TAE
DIETRICT OF COLGMBIA

SECURITIES AND FACHANGE COMMISSION, .
500 North Capitol Street
washington, 3. &. 20548

(202) 785-18674,

CIVIL ACTICN
Jilv} 9

Plaintiff,

HOTION FOR PRELIMINARY
INJUNCTION AND OTHER
EQUITABLE RELIEF PURSUANT
TOQ RULE 65, F.R. CIV. P.

INTERNATIONAL SYSTEMS & CONTROLS
CORFORATION,

J. THOMAS KENNEALLY,

HERMAN M. FRIZTSCH,

RAYMONE G. HOFRER,

ALBERT W. ARNGULD, and

BARLAN M. STEIN,

Defendants

pursuant to Rule 6%, of the Fedaral Rules of Civil Procedure,
plaintiff Securities and Exchange Commission {“Commiision™} hecsby
moves this Court £or an Order: ’

{1y ereliminarily endoining the Defandant Internatiaonal
Systems & Controls Corporation {"ISC"}), during the pendsncy
of thiz ackion, From further violations of Sectlan 17{a}
of thersecurihies Aot of 15933 [15 §.5.C. 779{a}], Sactlons la(bj,
13{al, l3ib)t2} and lA{a) oE the Securiries ;xchanqe Act oF
1934 [i5 U.$.C. 783(b), 7amfa}, 78a{b} and 78n{a}] and Rulms
igb-5, i2k-206, 13a-l, 13a-11, 13a-12, 13}%-2, l4a-3, and lia-%
[L7 C.F-R. 2Z40.19b-5, 240.12b-20, 240.13a-1, 240.13a-11,
240.13a=-13, 240.13p-2, 240.14a-3 and 240.14a-9] therecnder;

{2) Appointing an agent of the Court:

A. ‘to take custedy and contrel of all assets af

15C; and to overses the buziness activieies of ISC to assurs
that these activitiss are being carried out for legitimate
business purposes of ISC and nat for the persenal benefit of
any control person, sfficet, director oz employea of ISC or

its "ubsidiaries or affiliatesy

117

B. t@ review and inguire into the activikles of ISC
fi) to detsrmine whether azsets of I3C have been diveried to
or for the benefit of any control person, officer, dirsctor ar
empluyse of ISC, and {ii)} to Jetermine whether ISC has entared
into any significant kransacticas invelving expendirures of
substantial funds or mssaks which appear not to have baer
engdged in for legitimate business purposes Or ares not ad-
eguataly explained an the hooks and records of ISC, and ipn this
regard, to detsrmine the krue nature and cireumstances of sach
transactions and the beneficiaries of any such transactions;

. to regover any funds or assets or anforce any
liability to ISC which may result from any of the activities
dascribed in paragraphs 2({a) and 2Z(b) abpows;

D. to oversee ISC's filings with the Commission and zts
public disclosures to assure thak ehey cemply with Ehe Faderal
gecyrities laws;

{3] hRequiring "ISC and itz control persons, officers,
directors or employees of L[5C and any person in poasession
or control of assets ¢r books end records of ISC to conperate
fully with tha agent of the Court in carrying out hiz dutiesy

{4} Authorizing the agent of tha Court to apply to
thiz Court for such furthar orderx or assistance 325 may be
appropriate or necessary ko carry out his dukies;

{5) wDirecting the agent of the Court te report ko the
Sourt within 50 days on hi3z findings and activities and ko

Eile such further reports as this Courk may direse.

Sammy 5. o
Attorney For Plarneill

Securities and Exchange Commission
500 North Capitol Stresc, K.W.
Washington, DL 1054§

Telephone: (202) 755-1574

batad: Washington, B¢
July %, 1979



UNITED STATSS D13TRITT ZOURT
FOR TAS
BISTRICT OF ZOLUMBIA

SECCAITIES AND 2XCHANGE COMMISSTIRT,
500 Nopsh Capitol dsrse:
Waspingban, 3.0, TEaS,

Flaiatifs, ] o
CIVIL ACTION
v, M. 79-

INTERIATIONAL SYSTEMS 3 JONIROLE

TTRFORATION,

3. THCWAS XE
HERMAN M. FAIEZTECH,
EAYNONI G, HOF
ALBERT W. ANGULG, and
HARLAN %. 372IH,

nefandants.

AFTIDAVIT OF ARTHUR M. AWARTZETSLN IN SUSPQRAT av
SECURITIZS AND EXDHAANGE MMISEION'S ROTIS
DRELIMINARY INIUNSYION AKD OTHIR EQUITABLE

Civy of Washingeen )
} =35
Districo af Calumbla ¢

Arthur M. Schwartzstain, oeing duly sworn, Bays:
1. I ar amplicysd 13 an attormay in khe Divisien of Enfarcamant

of the tnited Ztates Securitles and Exchange Jommission {the * Tom-

mission"), $0¢ Horth Capitel Street, Wagthington, &.8. 20549, and I
make this affidavit in suppsrs of the Commission's Motion for Bre-
1iminary Injunctisn and Onher Eguitanie Ralief. Flnce apgeaximacely
Septawher 1378, 1 have been one opf the Compizsion's stail asxigned
to lnveazigat® international Systems & Contrels Sorpocation's (UISCM)
questicnaclis foreign payments; iks Financial discicsurasy the skatas
of 1ts tgoks and reeords; seii-dealing by corpotata affizialy; and
tra zesuracy of it 2naual and peelodic raperta, anc iks prouy
selicizaticn mazer:als,

2. Tals affidavit isg Gasad .pon my participatien in the Jom-

mission'a lovastigation Ugsccibed teecein and on knowledge, informa-
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tion and beligf based upon oy review of transoripkts of testimony
nf various witnesaes; notes of meetlngs, correspondsnce and con—
varsatlons with various gersons, lncluding counsel for the de-
fgndants herazin; and documants, including docusents of defendant
ESC and its subsidlaries, irs independan: audliors, i:s attorneys
and its special cutaids counsel; and other materialis gatnared

pursuant ko the Cormiasion's privabe formal lnvestigarisn.

THE DEFENDANTS

3. IS¢, 2 belaware corporation with ies principal place of
business {7 Houzkon, Texas, i1k angaged in providing services and
products for the davelopment of energy, agricultuval apd Forastry
reaourced, and the procesging, stocage, apd handling of natuval
regoupse and agriculrural aeoducts. The common stock of ISC L3
registersd with the Commission pursuant ta Section 12{b) af the
Securitiss Sxchange Act of 1334, a5 amendsd [15 U.3.05. 78l(b)]
and waxz craded on the Pacifls and Amerjcan stock exchanges. Since
Hevewper 1378, when the Cammlesion suzpended trading in ISC'a
sepck for & period of ten Jdaye, the skook hes not Eraded on tae
Pacific Stock Exchange of the American Stock Exchange. ISC's commeon
stock currently is traded Lln the United States in the over—~tha-counter
markekr.

4. J, Thomas Renaeallv vesides in Heusbton, Texas, Defendanc

Kenneally was Chaitman of the Board of Directars and {hie® Sxecutive
Gfficer 2f ISC until eariy 1979, when he rasigned these positions.
Prigr Lo thess resigna:ians, dafandant Kenneally ‘W23 aware khat
the Cammission intended o commenca an actian agalast kin. Jefendant
genmeally iz arill a Jirescesr of I82 and owns and/or controls
approximately 43% of I5C's comman atock.

5. Herman M. PriatSch residas bn Houstsn, Tesas, and was

at all times relevant to this action 2 Senior Vice-President of

180



220

§. Raymond G, Hofkep resides ia Houston, Texas, and was
a Vice-prasident and the General Counsel of ISC until aarly 1375
whan he resigned hia postics with I8¢, FPrioy to his resaignation,
dafendant Hofker was aware that kha {ommission intended to commencs
an actign agalnse him.

7. Albert Y. Angulo resldes in Houskon, Texas, and was the
meamsupet of ISC. .In early 1497%, defendant Aangule resigned his
position with ISC after becoming aware that the Commission intended
to commence an action against bim. Re then becama Exacutive Vice-
Presidant of Biack, Sivalls & Bryson, Inc. ("25s8"}, 2n ISC subsildiary,
untll aezly June 1370 when certain of the aggetd of BSER were
sold to another pablic corpowaklen. pafendant Angule becama and
iz a speclal assistant to the praawdent of the new BS&BE eabity.

9. Harlan M. Steln resides in Housten, Taxas, and was the
President oF ISC's Engineering Group until early 1975 when he
ragigned after becoming aware that the Commizsion intanded
Eo commende an ackion agatast him.

FACTS AMD DOCUMENTE IN SUPPORT
GOF THE COMMISSION'S MOTION

A. I3C'5 _AEPGRTED FINAMCIAL CONMDITION

3. ISC is required to and, since 1970, has Eiled with cha
Commission, Annual Reports on Form l0-i {See generally 17 C.F.-R.
24a.13a-1} for mach of its fiscal years 1370 rchrough 1978. From
1973 through 197§, ISC originally raparted sarnings incrzasing
from §2.9 millicn on revenuss of §176 million for iks figcal year
("P¥“1 1373 to esrnings of $B.: millien on revenues of $339 million
far FY l376.

10, For Py 1977, ISC reporked lossas of $9.9 milllen on revanues
of $276. In becember 1378, ISC filed with the Commission ifts 1372
Form 13-% in which it raporsed losses of $33 milijen for FY 1378

and a stackbolders eguity defleit of $35.3 milllen, During Y 1973

i
ISC defaulted undar 3 loan agresmant with its major lendses. Ik
regains in default and has pledgad virrually all lts aseets, as
collateral to ika lenders. During that sama period, ISC has aktiempead
btz asll, and has baen Smlling, the atock and/oc agssets of certain
of Lts supsidlaries, and has bean appiying the procemds to pay
its bank lznders. The most cecent sals cccurred on June 18, 1974,
{ses paragragh 123 balow).

1l. 1In addikisn to its Annual Reporcos an Farm 10-K, ISC has
£ilad Current and Periodic Reports with “he Commissgion an
Form 2-K and Form 10-Q. See ganecally 17 C.F7,R. §240,13a-11
and lla-l3i.

1. Dburing the period L1970 earsugh 1973, various af ISC's
Anneal, Perledic and Current Seports, its prowy soliciting matarials,
and press valsages, which i caused to be disgeminated rg tha
Public, Zid not adeguately disclose that ISC made illicit and
guestionabla Eoreign payments: that false and misleading bookkeeping
entries wers nads o conceal khe true pature and purpose of the
payments; thak certaisn of its so-called "escalaktien® claims and
"unbilled recelvables”, are guestiovnable in nature; that tha
course of conduct engaged in by ISC management exgosed I5C*s
business in several foreign natlons tc a varlety of risks, including
the risk of having some if not all of its =laims for "escalation”
payments and "unoilled ceceivahles® rejectaedr that 1ty books and
records 2xpose I5C ba violatlons of tha Foreign Corrupt Pracrices
Act [15 U.5.C. 78ma({b}] and the English Campanies act; and that
its asseks were being used by certain of its officers and directses
in self-deaiing sltuatlons and f£or thair personal use and enjoyment;
and other fackts crelating to the integriky of its management.

13. Am poted in paragraph 10 above, ISC reparted in Decembec

1978 that it had a stockholiers equity deficic af $3.1 miillaen.
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' -, -
agwevee, Lf for the reazZons discusaed belsw ISC's clalms Yor s¢

1 LT i1l n iwableg® ——
callsd "escalation" payments and ghe *unbiiled racaiwabl

Wwhich IS¢ teflscts pon its Zinancial records ac appoodimately 531

3 e ‘deficit weuld
@iilion -- ara not gald, rsp's sogckholders aguity def =l weud

ipcraasa,
11 mha manner L which ISC's prasenk managament has soaductad

tha comgany's atfaira, ueilized ISC's assets far peracnal benacit
and hazs ig@properly ceeorded the dizpositicon of ISCTs assats, warrants
{mmediace injunckivs gellef and appointment of a dours oificay

te monitor I3C°s aetivities and ipvastigate the matters sek farih
hets and ia the Commission's Complaint, and Is necessary te safaguard

and securs the inkgreats af ISC's sharereldezs and thelr prageczy.

O. QUESTIOWASLE RHD ILLICIT DAYMEHTS

15, A3 discussed ia greater decail below, IsC's business
activitias in Iran, Algeria, saudi Arabia and elsewhere, and tha
contracts 15C secured Evom franian, Algarlac and Saudi Azabian
Govesnment agensies wers closely tied o 15¢'s improper and illirzis
payments to fareign nacionats, iacluding Zorelga govermment afficlials
and asseoclates of governmenkt officials. I5C mada cmrtain af the
payments ko Lhase Dersons either by depositing o causing to be
deposited into designated nampered foreige Dank accounts varliaus
sums of menay, by jiving such perscnd gash, or 4y lssuing commercidl

n; n
papar and agresments pavabla ro Taeacsct.

. IRAY
15. *he Industcial Devalopment and menovation Srganizaclan ai
Iran [“ICRQ"] was created by the srapnian dJovernmenk in 1%67 Zov
the purpose of Jevelacing and rencvating induseries and mines In

that seuntry., IDRD's ngparenglders” were varlous jovarnmsntal

agensies such as the Hinistry of Vinance and the ¥inistry of Zconony.
Exbibit 1. & subsidiary known as Technoleog, Ing. ["Tachnolsg),
vhich was 743 owned by IDRO, was established ln 1268 to provide,
ameng ather =hings, Iran's business and industrial communicies

with guldelines for nagociaking agresments and contracts with Eorpian
Pirms. Techneloeg was racognlized “aas the officizl engineering and
industrial conseltancy bo Government crganizations aad agenciasg

in Iran * * *,° Id. at {9. OQrganizatisnally, Tecknalog was
"copposed af five divisions: Hanagement, Industrial, Censtruction

fechnelagy, Research and Agrienlture." Id,

a. Parly Relationships With Tranian Government Officials

17, 15T, through various of its subsidisries, sought o ssecurs
cantracts from Ivznian Government 2cencles for consuliting end con—
struction work. Varicos other forelen entities likewize were
coppeting For those asgignmenks. Ig 1972-1873, 1sC, cheough Les
whally-owned subefdiary, Lang Engineezing Covparatlen {“tang®),
sanght th2 contrac: for construcsion af a 520 milliszp grain terminal
and Tmeility at the Irznlen port facility of Bandacr Shangour. ¥/ The
Icaniapg Ports and Shipping Orjanizatien, which was rzsponsiblz for
ovarseeing that prodect, conkrasted with Technolag fer bhe averalt
study of the projest and for sssisktance in preparation of tender

documents. Exbibits 2 and 3. At that time, £. 514 Askari was

managing directar of Technoleg., Exhibis 18 at 2.

13. Lang's reapresentatlves mak with Askari whe fnfsrned then
that ha wanted Lang to be the successful contragt bidder on tae
gandar Shahpour gratect, Expibit 1 at 5,

19, Askari informed Lang's rerresentativas that after he

delivered bo them bha prelimisary dfesign for the grain Facility,

*/ Dellar doounts exprassed in ralabian to I50's lavolvemene
in Iran may be e:ther United Skates or Canadian Dollars,
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ha wanted tu discuss "businesa arrangements,™ Lang's rapresenka-
bives undarscoed that Askari ayill and does expect areauneration
[sic] 3§ we are selsctad.” Expiblt 3 [Fuller Memarandum of
actober 3, 1972 at 4). Askarl made it glear that Lang should
engage the services of ons uf two Iranian dontractacs which
sakari wouid recommend., Id. Lang galected Tchacnsh To., Lbd.
{Subsequently, ancther iranian company, Avadja Company, raglaced

fchacesh s :5C's local contractaz). Sea Exhlbit 6.

i0. Thersafter, on February 23, 1973, Lang issuad a $63C,000
1etrer of credit ko Askaci, payable at che Swias Credit Bank 1a
Ganeva, Exhibits 1, 5 and 6. Tha purpose of the letcer af oredit
wag ro assure that Askari warked exclusively in Lany's Lahalf ko
secure for it the Handar ghahpour contract. Exhibit 5. However,
prior Lo tha pids being accepted, Lang decided ko wlthdraw from
the bidding which pracipltated a demand From askari Ior a payment
pecause of the "loss of opportuniey.” pefendant Angule sent a

mamorandum {Exhibit 51 to defendant Frimkgch, with coples o

defandants Rofxer and Stein, among athers, describing

the gituation and Askari's demand. Aftey conaulbing with defendants
angulo and 3tein, defepdant Fristsch authorized a gayment to
askari. Thereafter, Askatl was paid 525¢,200 from ISC funds.
exhibfss 5, 7, &, 9 and 10.

21. At the time IS made the payment £o pzkari, TSC was
interssted in securing the contracts for cwa other prajects =
nGilan" and "Sari" — and was aware thakb Askarl was in i posi-
tion ko influence whether another ISC wholly-owned subsidiacy,
Stadler-turter Ltd., (“SHLY), received those conktracts. Exhibivs
g and 10. as discussed below, IEC ultimately received the contracts
for the Gilan (or "dasht™} project and the garl {or "Mazandaran”)

protect, Exhibits 10 and il.
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b. Financial Arrangements With Irani i
ian Qfficials: Th
"Gilan® ["Rasht"} and *Mazandaran® {'Sari"}‘Prnﬁﬂc:s

22. By January 1372, the president of BHL {see varagraph 21),
A.M, Hurter, considaered the Rasht proiect lost ko the Japanesa and
was concerhed that the Sard project alss would be Igab. Pxhibis 11,

23, In late June 137Z, SHL's president requested, ov telex
mexsaga {Zxhibir 12}, & meeting with Prince Abdorreza, a membar
of Iran's Reyal Family, "tn make propozaia {ep the Princs] re-
garding the pulp and paper praiects.” gxhlhit 17,

24. sHL's president and Max Zeier, managing director af
S5HL's wholly-cwned subsidiary, Stadler-fHurtes Zurich, 3.G.
{"5H2" ), met with the Prince an July 9, 1972, At the Prince's
request, SHL's ageni, Shamzedin ["3hamse®] #olestansh, mat with
him again on July L2, 1372. Exhibits 17 ars i3 Az Zeier raported,
the "necessary commliments were made" and SAL was "ophialstic
4g. Far as tha Rasht project ie concerned.® Exhibit 13.

‘23, On Aggust 4, 1%72, less than one month after tha meakbing
with the Prince, SHL gave one of the Princes's agspriates —-
Haghlm Harcaghi -~ an "icrevocable letter of undertaking" {Exhibit
15} to pay him 3% of tke total contrack price Lf eithec or
Soth the Rashk aor Sari contracts were awarded to SHL. Exhlibits
14, 1s. */

26. The lectar of undertaking referred to in paragragh 25
shove provided for payments to be made to a pumbered bank account
akt the First National City Bank in Patis, France. Exhibik 15,

27. On August L1, 1972, 38L issued anotier lokter of under-

taki 4 L1 =] i i
aking to a Lichtensteln corporation designated by Galestansh (zee

' .
ry :tgszgw;lntan'ncti {Exhibit IF], oreparsd by lLang represen-
in conrection with a propssal £ ani pa i
t < I =] =] =Ko igr Maraghi's E ikl
advised that ISC's reeres i Sragns ana, T
ady . 2 enkatives mat winh Naraghl
w:*t?: ne got dayn t2 brass tacks ahoat kag cnmm?sg‘::d;nd
fog ::i tob?e ggxd ofS, " Naraghl J:is zed the ar:a:gémants
e erating .gnda To a2xe the payoifs, Accoardin q*c
thg note, Narasni scanad that he had "a faw g «;ug-; Izan"
ggd.;2z§ he Ta?:fd "20% for himself -- chat was Fi;‘H;;an
£ ting| doliars auk”, The not : ) a
. .+ The note then R
"must” be added “to avary item"..Exh:DIE fzdvised that 33




am
patagragh 24, above] known as Amlrco Estanlissament ("ampirco”).
Amirco was to receiva payment based on 4% of the contract price
af the Rasht project and on the Saril project if awarded te SHL.
fxhibits 14 & 17.

28. 3dy latter dated Octobar L1, 1372 LExhihit 17} Golaestaneh
instructed SHL's president, pursuaant to the lacter of undertaking,
s pay $350,900 to the designated ageount of Parviz Sepshbodl
at Manufactursrs Hanover Trusk Company in Yaw ¥ork on the Rasht
projest and the same agount upon SHL raeelving Bhe Sarr praiect,
5y letter dared Octwber 14, 1372, 88L acknowledged Golestianeh's
letter &nd agresd to make the paymanta %o Sepanbodi's accounk
as vequasted. Exhibit 19. At that tlpe Segakbadi worked ia the
Miniasry 2f Scencmy under Aiaister Ansary. Sxhibic 19 at 18. as
noted in pavagraph LG absve, the Miniater of Zdcnomy was ane
of the "shareholders™ of IDRO and presided ovar the "Genaral
{Shaceholdars) Meetings" of EDRO. Exbibit 1.

9. hceopding to an Octaber 9, 1973, memorandum |Exnlbit 1)
preparad by Zeiar, the president of 5HL, ¥%eiar and Golestanan
mer with Technelog's manag:zng director, Askari, in Sepkember
1$73. At that meeting, SHL'S paymeant agreement with Askari was
rearranged and a “provisional latter of undertaking" was given
to Askari. Exhibit 23, On Septembar 25, 1972, EHL's president
and vice-preaident executed an irvevocable “Latter of Undertaking
To Whae Tt May Ceoncera" (Exhibit 21} stating, in gart, that SAL
would "pay a sommission of L/2% of the toral contract sum [Rasht
project] to the kearar of thls letier,” The latter stabes tnak
there would be Ewo aymenks =Ff approrimately $325,0450 each to
be paid tn a dsaignatad numbersd account at the Swiss Jredit Bank
in Gepeva, Exhibik 2]. Gn September 27, 1572, SHL's president
and Askaci execusad a letter of incankt with Teapect to the Raake

crmigst,  Exhibis 30 at 13, On Septembar 30, 1372, SHL and golestaneh

2y
agreed tiat for the next 10 years, Golestaneh would vecelve
a 10t commission on all suppli=s for the Rasht projact. Exhibic
20 ak 15.

30, ©On August 21, 1973, two contracts for the Rasht projecc,
wy then conmonly called "Gilan,” wera signed. Tha Etrst, a fixed
price gontract, was signed becwsen INRD and SHD with Technalsg
acting and signing as I0RO's consultbants. This santract included,
undisciosed to the Itanians, $3.2 miliion in "Salas repressntation

agency Ceas* as "equipment costs.” Exhibit §3. The second gontract,

covering relmbursabls costs, was slgned by IDRG and 3n SHL aubsidiary
— with Tachnelisg again acting and algnlng as IDHRO's congultanks.

3l. @&y Soptember 17, 1973, with regard zo bhe Sard projsct,
ICRO furmed a subsidiscy known as the Iran Wood (Pulpl Faper
Company {"Chuka'] which was 60% owned by the dipiastcy of Economy
tin which, as noted in pacmgraph 28 adove, Sgpahnadl was applayed)
and 403 owned by khe Ministry of Agrloulturs and Natural Aesources.
Exhibit 22.

32, Memoers of Chuka's Doard of directors included: Askari,
wha, besides hiz poaiblon with Technolog, was the Vice-Chairman of
the BHeard of Chuka; Dr. Hdax Mossadeghi, managing dirvector of a
ralzted zompany Alsc owned by the Zinistry of Agriculture and
Natural Resources; =nd, Mr. Hassoumi, Senior Deputy Minister of the
Miniskry of Agriculture and Natural Reaources and Chairman 2f tha
Board of Chuka. Ezhlbiy 248,

33, On September 14, 1973, Zeier advised both Srein and SHL's
president that Dr. ¥ossadeghi had requestid thak SHL Eulfill its
promise to pay him beciuse the Gilan (Rasht) projeck had teen
awarded to SHL. Eshibit 23, Several days later, 2y aemorandum
{Exhibit 247 ko Zeier gopied ba defendant Staln, SHL's president
acknowlsdged n 5106,000 commitpent £a #ossadeghi. Exhiblt 28. (3y
april 1374, the Moseadegnl payment issue was satisfigd: defeadant

stein approved payments of 537,000 and $7¢,00C ko Mossadaghi in
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conmectlon with, Tespectively, the Gilan {Rasht) and Sari (Mazandacan)
contracts, and §30,000 was added to the amiree involee. Exhibies

25 and 2§.)

354. In Novamber 1973, defendant Friabsch made dJefendants
Renneally and Sk=in, and others, aware of the Zhan's directive
pucting “gowernment men on notlcs against nribery, lnflusnce-peddling
and all outside interests that conflict with their public yespon-
sihilicies:" Exnibit 27. TFrietach noted:

I think all of uws should keep an agkive interest in
how thess goverhmant moves Wwill affect how we do
businegs in the Ffuture 5o thag we neither take them
50 sarigusly as ko hurk our pesitisn neor ignore chem
and compromise our advantages.

35. Mevertheless, at meetings in Movember 27 - December 1,
1973 wikh Gulestaneh, laler learned that Askari would ke In charge
of negotiating the Sari projsct; that askayi's compission would be
1/2% of the contractual amount; that conmissions to ke paid to
persons lnvolved lo the Sari project waze to he 8 1/2%; and that
"haw pecple had to be lacoeparated [inko bhe commizsions] llke
Mr. Magsoumi and Dr. Muszadaghi® [aee parazgraph 32 abova] and Ewo
mclose personal friands of the present Minister of Ecenamy had also

it 28. At Golestaneh's lpsistense a limited

to be included." Ex
nutber of ISC ofFficers wers to be aware of thase payments.

zeier told Golestanah bt would be inevitable to include defendanta
Kenneally, Frietsch, Angulo and Stein. Id.

36. On Cecember 31, L1973, 5AL I=susd & Promimsory Hote
{Exhible 29} in the amount of §3235,000 [Canadian} payacla "to the
baarer,® to be paid at the Bank of Monkreal in Montreal, Canada.
The promissery note was presenked to Cradit Suisse Bank in Ganava
Switzerland, on april 23, 1974, and paid oy the Bank of Montreal

on #ay 13, 1574. Exhibit 2%.

37, The xnowledge of ISC's genior offliclals, and especiaslly

the apuraval by tha [ndividual defendants herein, of the payments

Ly
in cennection with seguring the Gilan contracts was further
cantemporanecusly documenked by these defendantz. 0On April

16, 1374, defandant Angulo, in his capacity as 15C's Treasuvear,
confirmed ko Goiestaneh ISC's knowladge of tne agraement betwean
5dL and ¥araghi and Amirco (see paragraphs 25 thrcugh 27 abovel
and, in particuiar, the promissocy notaes Which SHL sxecuted

on April 16, 1574 *in kae amounts of 52,474,000 and 93,299,720
regpectively....” Exhibit 30. ameng the defendants who received
coples of dafendant Arngulo's acknowledswment ware dafandants
Bafker, Frietsch and Skeip. Id. Additlonally, deEardants Stein,
Angule and Fraltsch wers copled on a2 memarandum (Exhibit 31)
dated April Ia, 1974, and =sachanged viaws thereon, Eurther
reflecting the payment agredrents with Solestanek. Id. On

Juna 25, 1374 3AL exacuted iwo promiesory nctes for che identical
sumg referred to a0ove. One note (Exhibit 320 for $3,299,720,
cequired kthat amount, less $1,162,408 whlch waa immediataely
ternderad to Amires, 2 be pald to Amlrco's designated agoount

&L the Swiss Bapnk Corporation in Ganeva, Switzerland. The

secand note {Exhibit 33}, for $2,474,790, required that amcunt,

less §872,115 which was immediately tendered, be pald to a
nunbeced acceount at the Avenue Hoche offlce of the Firat National
Sank of Chicago in Paris, Frapce. Id.

3%, Py menwrandum dated april #Y, 1974, from falar to
defendanta Stein, Angulo and Frietsch, reflecting a mesting with
Golestaneh in Geneva on April 26, 1974, Zeler skated that "che
Frince kesps complaining about certailn delays in our payments
[in mannectisn with the Gilan project].” Zeier Further reported
that an SHL drafe lettay of commitment on the Sarl prodect had

been rejected by Shamse Golestaneh for several rgasona: a} "ha

‘Prince wants a down-payment of 30% of the ktotal commissinon;
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b} The warding of bhe comsitaent chosan ln the lettar is koo
weak; c} He alis rvequamra a Letter ol Awaceness ol ISC.
Exninit 31 fand ses paragraph 37 below). The Zelar memorandum
tears m handwritten notatlon with the initials "HAF" [defendant
Eerman M. Fristach] and the data "5/7/74.7 The nntatlon states,
in part, that the payments should "come out =f the sashilow of
the job. This ls wniversal, Aanything miszz IS a stizkup. Even ia
Iran. Wa can go te the local Esp cops =hare kog." Id.

9. At a meeting in Geneva ia July 1374, dzfendant Suein
and Zeier for SHI ageued with Goimsstaneh and Askari tiat Golestanah
would arrange for the Board of Clracrers rasponaible for the
9ari preject to be instructed to proceed with tne proiect and thak
the HScatd would oe lnseructed to designate Technolog to n=gotiate
rhe contract and to Lavite SHL for caontract negetiationd. Exhimic
46 ar 4. Galestaneh and Askari would arrange to avol internaclonal
5i3ding for the project: however, iI thia could 10k ke dons,
Technolag would ak leaat grant SHL a satvice contragk for the
Sari preject. 4agaln, the Tracians would coceivs gapment Zfor thelr
ackiyitles - SHL would issue a proviaional Promissory rote,
then a Firm promissory noke and, fipally, ISC would lssue a
"lattay of awarepess™ as it had dons in c¢onnecktlon Wwith the
Gilan project. I4 at 5.

40. In Hovember, 1974, a scmpetikor of SHL wag attampilng
to split ofFf & park of tha Sari contract using lecs "coppections”
in =he Ministzy of Agrleslburs and Natbural Resaucces, znd had
repelved favoravle commenes from Minister Rohani.  Zxhibie 113
at 1-2, on Hovamber &, 1974, Golestaneh mes with Rehanl ta oy
to. convionce him to support SHL's aperoach. Id at 3. Rowever,
the cesults cf the meeting wera “extramely unfnctunate’y Azhant
indicated bhab Se had growi that SEL were gaying largs ancunis =4
heibary 3 varisus parsons, iagluding Askarip thab SHL was baing

watched by the Iranian secret service; and that "ha had ill fooia

Lo

L

in hand to prove the unsthical ateinude of the Stadier Hurter
gToup.” Id at I, The results of the meeting were immediately
raparktsd ta the Prince by Golestaneh in the gresence of defandant
Brein and Ieler. Id. The Pringe then had a "persanal mesting”
with Rohanl alter wiich it was "apvicus"™ thakb Ehe Princa had
teached an agreemsnt with Aohanl, id. and offlzial negotiatiors
between SHL and Technulog were ko be begun. Id. at 4-3. In TEpsCting
thess meetings, Zelsr noced cectain zelationships of SHL with
"warious [ranian duthorzties.* Id. at 5. Zeier raported that Prince
Abdorteza, would ‘zuppart SHL as lang am he considered 53. to om
doing a goed job ineluding "meat(ing] our Einancial ebligatlons ta
the 2rince punetyally.” Id. at 1. Z2iler concluded:

the Fac: thac Slnsster Rekani got held of cérealn highly

cun:.dent+al infevwatisn, although pact of them wers not

correct, is sxups =} us and alapning. IE oust

conmeguentiy be b # mora thab any confiden-

tlai ?a- 2rts dade to Iranian perscnalities must be kep-

iﬂ‘?_a lbc: 2l=. Although ir is inevitanle that soce

BLullr28s f0ow Ehat payments are made, Lt muat ps watzhed

fully thak only tog executivea of ISC ars p
= IsC 2 aware
racepients, - of the

. at 5.

il. Gn Decsaper 9, 1874, Ieisr issued a tetter of Undartsking
{Exhibit 43} ooligaring SHL ta say Eo 8 desfgnated numbzred
aceaunt at SWwiss Credit Bank in Geneva, Switzerlsand, 3 'sum egual
£2 2.8% of the fixed price contragt Ln tha event SHL was awarded
the Sari comtract by IBRO. id. "In Cecesher L&, 1574, defandanc
iteln izaued apather Letter of C[ndertaking gbligating SHL ko
pay Guoleskaneh an additlonal 5% million to ba dgposited b3 3
degignatad numbeced accounk ac the Swiss Sank Zoeporation in
Geneva, Switzerland. gExbibiz 41

42, Howaver By early Deczmber, 1971, fchani had a bestar

k4 -
comperibive Bid from Metax, angthar forvalgn enktity, £y e prodsct

whizh he favored, Exhi 42 at J. The Drince wae willing & suppac
e williing & goppact

a bid by SHL In the amount =f $103% million even %hough thaz bid waa



EEN

approximataly $1d miilicn higher than Che compatihive prize.
1d ar 2. Golestaneh, Zeier, Askari and defsndant Stein wers
in Freguent contact during early December 1374, Aigaussing
aechoda f3r securing the Sari contract. Askari requestad a
commitment letrer, on SAL latterhead, agresing ko pay him

and "his partner in the Miniskry of Agriculture” 2.8% of the
contragt geize, LE SEL regeived the contract. Id. ak 8. Tha
lettar was to be sent to Askari's “"bank connectisns in Sensval”
Id. On ot about pacamber %, 1874, Golestansh secured kh
prince's appreval of SHL as the Zarl contractar. Id. at 9.

42. b Decembar 21, 1974, SHL was awardasd the Sari contrace.
Exhihit 43, Op January 7, 1975, SHL issued & promisscry note
(Eahibit 43} to gay amlrco §7.7 million, st a designated numberad
acgount at the Swiss Bank Corporakien in Geneva, Switzecland, if
the Sari contract price of $140 million was nob reduced before
Einal payment; if the contract price was ceduced, the payment
would pe adjusted downwapd. Id,

44. By June 1§, 1977, 5AL had paid 55.8 milliom of its
33.2 million in commitments for “sales representation and
aupport ssrvices” For the payments described above on Gilan
and $5.% million of its $14.1 million in its simllar commit-
menks on Wazandacran. Exhibits 111 and 11z,

©. False Excalation Claiax

45. In april, 19731, SHL had been asked to reduce ice sontrach
prics »n Gilan by $3 million because of the Japanase competition,
Zxhimit 113 at I. @y an addendum to the Gilan contcack the
tota} contract grice had been cadeced by $* milllon. Exhible 114,
as defendans Stain ceported to [S30's audli review commithee ia 1974,

SHL set abpuc teyipg ko "dets

me ways and meana of racouping the
sriginal £IM as well 2s zccential aeans of Incrzasing che jrass
feofis os the projeck.,”  Exhib:s 11X at 1. In meeclngs in

July and August, 1974 SHL enrersd into agreements wich Askaci

ana 3oiestansh tha: wWould allew 3Hl o recgup the 35 mailiion
as wall aE generate additional commnizsion paymenta Throcgn
tre guize 2 a zlalp agaeinat tha Iranian government fov
"agcplatinn” of SHL'S SoEts bo complece Gilap. At the July

im Zar

ameting it was agread that SHL ancu.id prepare 3 sl
esealation on Gilan to be subaitbed tp Askari Zirst on a "personal
and privars basis". Exhibit 36 at I. TFurthermore, Askari cequired
that this not be done uwntil the Sari aegotiaclons bad beoun.
Id., It was agreed shat Agkari would send s telex to dafardant
Skein acknowledging escalaszian. Id. 3t 2 and 6. Adkari said
shat the escalation should be aggroxitataly $15 miilion. Id.
at 2, Moreaver, it was understaod that "conmisslons” would
hava ko be pa.d op any essalarian recsived. fo. However, at
tne Auqust meering, defendant Stain and Zeier for SBL agraed
#ith dolestaneh and Askarl thak ths claim av "ascalation” should
ba $9 ailliosn:

3 {millian] § to cover the concassion made

during [the Gilan] conkract
negotiacions,

3.5 [mlliion) § b0 coppensate for real escasation,

1,5 [million? 3 +tg be paid to Zhamss [Golestapeh
Far cancel::ng the coumizment
caken by 34 zvoup ko Say los
<p 8RAre parr supplias over the
pariod of 10 years afear commissioning
the planks,

0.5 [million] % addltisnal comrission for Shamse
[Goleskanen],

4.5 Imiilion] § additicnal coomission IzT 5id
[Aa=xarcl] .

Exhipit Lid
46, Shortly thersafter 3efendant Ztein caused Eo De lssyed

a Lekter af undectarning (2

dated Zecsmbsco 1§, 1974,

which solrzated SHL, in cese it ragelvad the sum of 32 o

£roi I0RC on Lty Gilan "sgosnLation® ciilns, o oZay a Lotel ac
$1 million to two designatad numbered alcounts, ane At the Bwiss

Bani Cobppratiaon @n Geneva and the other at Jredls Zsissa in



Genevs, id., and an additicnal lecter of undertaking

£s pay commissionxs 15 the coptrace price for Mazandaran was
raised beyond that ae winieh it had seen Finallzad by IDRS.
Sxhinir 37.

47. However, SEL's plane bo reoover addicisnal revanues
from IDRO far Hezandaran and Gilan hegqan to epcounter diffisoleies,
By dMarch 7, 1975, Askarl was asked by his immediate supdrvisor
to resign as sresldenk of Technolog ak vhe =mape btime Lt was
made known thab the Shab himself had ardabed an investization
into possible lllegal paymenrs an Gilan. gExhible 349,

43. ©n OQckober 27, 1375, the new presidant af Technolng
sent a lscter to SAL requesiing it 3 submik aFfidaviks as
=0 iks wse 2f agents in Iran. Zxhibit 44, FRL &fd <ok respand
t3 bhose reduesty altaouah repeated Jemands ware made, Exhibits
15-51.

43. Geoisetansh became concerped that 137 might ng langay
Hanar lts commitmants and adviszed mefendant Fristsch on Decsmber o
L37E that Lf ISC and 3HIL A{5 not fulfill raelr Daymants 2 nimibments

i would pe sblizarad to place Skadler Hurtar's pronlssory

faobes a3 wall as all and any cther Jdocuments signed so

far by ISC and Stadi.p Hurrer Sirectors at the Jisposal
of the goveramept
Y rruat you realifs che minimus afféct of this FRasure
would Ba that, al! rrhe ISC and Stadler Hurter's
commltments ty ma would e palculared apd dedamted from
FOUU eopntracss sighed with or prapcsala nada g

(3T} qovarament, as your undarhaxi Lo me hava Hean
provided Lor in your aricges. To notling of tha
Aadveras effsct tnab such procesdings wonld have upen
Your esapany's pesivion aad buslsess veaosds in Iran,

Exhioit 52,

50. In May, 1977, an agreanent was sniersd insc apong 3HN, hy

detendants Sbsln with Fristsoh 42 witness, and dolastaneh iry

Naraghl, Amicce, and Pakasa, 3,034, a Luxemnoury Company

V Soleatansh had diractsd Jsrrain comnission payments.
The agrdement rarified various S4L peomissory notes and provided

that 5HL would pay Amirgo §2.5 miilicr in commissicns 1I 38L reecslved

i
59 miilion on ks "escajatien® claim on Gilan ar a gogbination

af mgcalation on Gilan and addikbicnal compeansation on Mazancaran.

gihibic 34 at i0. ‘The aforesald “agresment” doss nat specliy

what "services" ware rendered By the ramed parties. Id.
51. ALt the kime kA "agrzement” was signed, Xay 2, 1377,
SHL had besn requestad by the Iranlans to provide affidavies
as to its use of agents in Iran. {sea paragraph 48 abovel.
Moreaver, by that klMe ISC had alsa raceived an lpquiry £-om the
gommisslon regarding I3C's agtlvitizs abroad. The "agveamsne”
was created after I3C had undertaksn o engage Special Jutaide
Counsel o copduct ap investigazion inko its guastisnsale
foreign and domastic payments. Indeed, khat. investigation
was commanced aloesae one vaar prior to the ecestion of the
agreement —— L.e. on May 24, 1276, Exhibit 33. Thus, altacugh
the "agrzazant” staces 3everal times that the “kenefizlal
owners 0f tha numbered foreign accounta to which ISC had
trznsferred monies sd dessriced apova]| are not 3fficlala
ot smployzes of tka lmperial Government & Iran, nor are
they officers, directora or employees of Companiss swned
cr conerollied by the Imperial Govecnment of rran,® Ik ignores
the payrants to varisus Iranilan Government affiziala such
a3 Dr. Hossadeahi, ME. Massouni, Me. Askari and rhe arhexs
lsoussed avove {and as suppartad by tha exhiblis hareto
which were oraparad contemporanecusly witl the actual paymenss).
52, As regatiations on escalation continued into 1977,
v, Motazed, on. behalf of khe ITanians, Sought o exasine
SHI, rasords tp shew iks actual oust incrsages from thoae

sgt forth In the Qontrag:'s Tstailasd Prijece Rapors {("OPRT.

In Auwgust L5, 1377, Bii 4 a 2raft latker to dotazad,

ay

braaking down ihe $SsSts 5a0wWn LR Rhe DPR. Yhe dvain letrer shows
chat SHL had included 23 "sguipment soats" ia rhe SPR, §2.2 miliiqn

in "Galeg Representativn; Agency. feea™ (a2wmphastz added) and 53 alil-




E )
Iisn for “overhead.” Ezhibik 115 {Schedule Il}. The draft
lakter axplained that cortain ikems ipciuded in the TPR
ag allocaticns for egquipment and service were Ltoms such as "ovarp-
head, profit, sales representatlon and other miscellansous coscs in-

zurred in prodects of this type, but nobt specifisally in tha naturs

of eguipmant or services.” Id4. at 2 (emphasis added].

53, The August 15, 1977, drafe lecter was vevised {or pragsenta-

tion to Matazed. Bcokeduls IT was revised to show included in astimated

equipmant costs $10.5 milllon for "marketing, overhead, salas, apd

otker coses." Exhizit 116 {Scheduls II)., The draft letker was

cevisied to dxplain thas =hese ¢osks ware "provisions for ltess
such as sverhead; orofik and aothar miacellanecus costs Locdrzed
in prajects of this type," Id ab 3.
54. A5 negotiations zontinued, SHEL continued to attenph resolu—
tion of thae escalation claim based on indices. Exhibie 117.
In respense Eo reguasts by Motazed for further claclficatien of the
OPR Eigures, 3teln amd Pridtsch responded (id. a% 2 emphasis added);
You specifically requested that we clarify the de-
rivation of the equipment cost component Ln the
original De+alled ®roject Review (DPR] which alsimaksly
became the underlying Stadler Aurter Bid Eor the
projeck, The Eorzisn the DPR was
582,493,099, Thiz 23 shawn in Schedule I

wag nuilk up From 556,514,000 for costs relatsd tao
equipnent and $15,973,000 for costs related to dervices.

It i5 standavd indusery practice that koth of these

kotal equipmant and sarvizes amount3 ipaclude suh-catsgarias
wf the costg that are uswally associated with the
ConkrAcEor’'s achiivibles and oblloablens .n supolylng

tpe egquipmenk Llig¢pg and angindercing oukbubzs snaicfEjad

i the contracc. Therpfore, The tatal amounta Lnc.oude
IFovlsions Far averhead and zrofir, marketing anpd
gramokicnal expenses, Iinancing fees, contingencies,

ghe. as shown in 3chedulas I1 (fer equipment) and

IV {for Bervicas).

In cther wovds, tne 58.2 miilian ia Llllicic payments to obtain the
contrasts, which would have been tevealsd had the Jdraf: iarter hesn
senk (5a= paragraph 521 abovel, was eonzealed in the lachers
senk Lo the Iranians and explained as costz associaked with

supglying aquipment and enginsering outputs.

i

LuF

$5. Had the Irantans ba allowed to aiamine SHL's hookd
and records, ln addition to the rrue .aature of SHL'z escaiatiaon
claim [Li.2., SHL's attempt ko zecoup the §3 millian contragt gon-
cession on Gilan, to geosrake §3.5 million in revenudes LD 247
ncommissians,” and ko cacovar anly $3.3 rillion Ecor so-callad
rreal escalakion"], the Iranians migit have dizgoverad khar SHL
was racelving kickbacks fyom ivs suspliecs and r=batea Zrum the
Eraight forwarder on the soatvact, (Bes paragrapns 56-53 below).
d. Zickbacks

56. A5 early as Yovember, 1971, aa shown by a aemarandus

te desepdant Stein (Eahibls 591, I5C was sonsidering generaking

reveques for its payments ooilgatioans oy havieg lts canadian
suppliers falsely inflate tagir iavoices. Thereaftar 3HL entared
late such agrsements with it Canadian suppliexs and the inflated
amgunts wera kloksd-back to SHL, For 2¢ample, SEL enpterad .inte an
agroeasnt with Zandlap Renworth Limited on April 25, 1974, pursuank
ro which that supplier agreed ro kickbacs as mech as 523,753 ko
5AL, Exhibit 60. To secure the funds necessary bo affactuate the
cebate, thak Canadian entity undertook to “mavkup [i:5] urlt eguipmens
price by 30% for billing ourposes.” Id. To date, the Commission
Las laarned of centracts with SHL suppliars which pravidas for
aporoximately $3.5 milllon of inE.atad olllinge to be invaiced

to the Iranian yoverment, repressrting approkimately $3.5 miliion
more 45 costs of supplying equigment than 3L incurved, or anprog-
imetaly the amount SHL was seeking to Tacover frem tha Iranian
governmen: For “real sscalavion.” {3ae paragraph 45 anavel.

2. Rebates

57, Wuehn= g Wagel [mternazional, Zed. ("HEN") is 2 Tanadian

Eraight Eprwarding ¢OMPany. Ia May 1371, Z&Y agreed

ko pay Tatares =y SHL if Lo were zwardsd bhe freight forwarding

contrackt For the Gilan project. s 57, 53, ard 5%

at 3, 4 and 16. ‘Mhis agreement was supplewentad zn July 1%, 1oT4.



Exhibin 38 ac 4. The agreement provided £or a $200,000 payment
3 SHL upon receipt oy X&¥ of cha contracet Ezr the transpor-
tatlan work at the Gilan project. Exhibir $7. The repates wers
to he paid at khe rate of 510 cor $17 (Cidn.; per bbon af Ereight as
deseribed in the agreement=., Txkibles 57, 59, See also Exhibic
53 st 5-7. The payments roacaiyred Ivom Ma¥N ware depcsited in an
offbook sStadler-durter Zucich acczunk, Ho. 201240, at the Snisn
Bank of Switzerland. 3ZExhikit 53 at 2, 14-17. On Sephember L1,
1374, $200,000 [Can.] was Japasited lnto the Uniaon Sank of Switzac-
land account. Exhibie.58 at 1%. On 3epteaber 17, 1971, 153,520
[Can.! was transfared ro IBC. Id. On Movembar 22, 1071, 4$5,080
[Can.] was transfecyad ko SHL ia Mantteal. Is. Om June Is5, I37s,
4 second 5200,0480 waa Zeposited in Ene Unign Bank of Switzerland

account and transfearyred che same day wo ISC's arazilian subs

Saltec Engheriag, Exbibit 58 at L; 13.

"tmgotiations” Hebwesn gmes 3.3, and 3tadler-Hurter

Zurich ["Sy

58. 0On oecember 12, 1374, defertant Stedn save Ieler authoc-
ity o sign lecters of under¥aking and pramissaty notes on behals
af SHL in cornecticn with the Gilan and Mezandacan projecta. Exhibit
118. ©n Decembar 3, 1974, Zeiar, on behalf of SHL, had given Rhe
Letser of Undertaking dated Decamber 9, 1374, cescribed In maragraph 41
ta Bmeg S.4., a Swies eoppany. On Januacy 15, 1975, Zaler, acting
for "Emeg in L!iq.", gave a power of atrarney ty Ive #ellini to sign,
en behalf of Ewmeg, any and all docwrentz far the account of Tmeg
in canpection with the Iranian contracts, Extibie L19. on April
26, 1976, leler, in his capucity a5 an cificer =F EHF, Wwas aszked b6
review a letter b2 SHL from Emeg modifying the labter of undertaking.

Exnibit 120, The lsther was subdseguently siyned by Melllind. Exhib:t

121, Cn Saptembes 5, 1876, defandant 3tein instrucked Zemier tnat:

fupther to 2ur discussions hald cecernbly and, nore
specificaliy, 23 a vesule of my 2eetings in Ivan
gartaining Eo Mazandaran activity, I woild Like to
began lamedizte discussions witl Zmay regarding

the further reduction of tpeur ces 2nd, in Tac:,
the cessatisn of theair activibty on Hazsndaran,

Zxhiptiy 122,

teler then “"negotiaced® a tarminat:ion agreament wish Basq "on
uenal? pE Seadler-fduscer Liailted,”™ Zahibir L3, wnich was asecutsd
by BHL on Aprll &, IB77. I3. cuvring fapruzcy, 1973, IS0 eoid SHI
ke certain persana, including leisp, Thisz 3als wea net disclsa=sd
ir ISC's 1974 farm 10-3.

1. ISC's [nadaguaze 1978 Dlsclasure

9, 1I8{8's3 1978 Forn 10— doas not drsclasg that Lis clain for
fcogk ascalatian,” whiah s raported in iks fipanzial statamants
ay £3.2 m;!licn in "unoilled raceivanlasz," lacluded amcalatinn 2n
cogtd zoncesled fram Ehe [vanian sovacnmenk; orives and sthar Fayments
maide k3 ohtaln contracts; similar paymeat:z to bDe made if wha slalm
35 realized; moniss o oompensate Iar SHL's cobring les Did es
meat nha competifion; anflabed supplisc €osiy of whizh the akoecs
was xickbacked "o SHL; and costa above bkhesa SHL had oo gay iis

ZFraigint forwzrder. Furthernora, tha 1378 Porm i0-x 32o2a not tepert

Ehat 5HL'=s Susinoess En fran, ircluding coch khe Gilan and Masand
sroiects, and ibs atkbewprs 5o ohtain addirional revenuss 2
therete, wete and ace Jependznt upon i=s gaving brices aad Jaking
ather queationable ard !1llizlb paypments walsh Lt has caacealad Svom
tha Iranizan qovacnment.
ALGTRIA

3. 18C's repstued growkh in sales and rzvenues during the
1970's were in part related to lis business activitlaesz in Aigeria.
ISC's finanelal statements In ies 1379 Form 10-5 veflact 25 assaka

aporoslmataly $14.6 aillton [Exhibiy 34 sk £-14 and F-14) of accounts




and "onbiiled recelvables"., Its ability to realize gayment of
that 514 million ls sericusly impaired because of the nature af
it=s activities and the questicnable varacity of its sworn statements
e Algarian officials. (S2e discussion below).
2. Cantracts in Algeria

1. In 1971, ISC, through 'its suhaidiaries, began antering
into egontracts with Sonatrach, the Algerian govarnment
agency responsible for hydrocarbon development. Exhibife 1. In 1371,
gfritchard-RAcdas Limited ("PALY), & wholly-ownad subsidiary of ISC,
antered inta a Eixed price contract of approximately $14 aillioa,
for compistion of a gas treatment gplant begun by another Cankractor.
Id. This proiect was raferred ta as the GIP projeqcs, 1o 1271, EBRL
also enkersd into a second Eixad poles contragt wilth Sdnatrach for
tha desisn and canstruction of Line I¥ of a gas liguitizaclon olank
at Bkikda {known as "Skikda 1" or "Skikda 40%) with x fixed contract
arice of approximately $41 millian. In 1973, PRL entered inks a
third sentrac: Eor two additional lines f£er the liquificeticr gplant
at Skikda ("Bkikda 5 and §" or "Skikda 50/e07) with a fixed conkracr
price nf approximately $92 milllon. 1d. Anatheyr wiolly-ownad ISC
subsidiary,'P:itchatd Intarpnational Corporatian ["PIC"), entered
into a prozect known as “"Hassi R'Mel” in 1375, for a gas treatmant
module bo be puilc in the Sahara., The Hassi RPHel contract was
valued by I5C at approximately 5170 million, and a portion 2f this

contract was cost reimbursahla. * / Exhibit 62,

* / ISC's 1375 Annual Regort on Poca 1I-K reparss PG and BRL
25 wholly-owned sunsidiaries of ISC'a wholly-cwned sub iary,
J.F. Pritshard & Csmpany (TJFPY). I8Q7s 1974 Arnual Rapork
on fora l0-% report:s that PRL had become 3 wioals-awnad
iSC subsidiacy, no ger under JEP's umbrelli.  Relersncas
hareafter to JFP include 70 and PIC bDuk no:o PRL.

241

b, Undizclased agents and Illicic Payments in Contravanticn of
Algerian Begquiacizns and Contract Provisizns

§2. Ceshite warnings Eros Honatradn's President Dirssteur
Ganaral, Dr. ahmed ghozsll, that ISC and FRL should noc atilize
the sesvices of agents, ilnteimedlariss or infliuensz-peddlars in
connection with itd fealings wn Algeria -- or Eace possible
lass of its business in Algerla {see paragraphs 31 ekt saqg.
"glaw) -- IS0 urilized such persons in its Algerian activikies.

61. Grn June 23, 1971, PRL entered into =n "Agreement for Sales
Reprasentation” [Zkhibit 53) with the Arab Cevelopment Company (7ARC").
The agrezement was 2xscuted far ATC by Munls R. Hasri, as "Qwnar”

of ADC. Exhibit B3 at 6. 3y August 28, 1972, Hasrl had been zald

5540,000 25 Fzas on QTP and F620,300 as fzas on Skikda 4. Zanibis
54 a2t 7.

§1. On Avngust 3, 1972, Ahmed Shwzali, President Diyesteur
Ganeral of $anaktrach, wrabte to the president of PRL abcut rumars
=2at SRL had heen assurad of getting the Sedkds 5 L § coniracks:

In particular, thass rumors jivae oos undecstand {5irc)
tpat far tne 3tk and 6th liquefastian linas s Swkikda,
PHITCRAAD-R4IDES LI L hzz ueen sfsored af carrying

off tha construction contract and that 'its compeiltors
have thareioce heen eliminated in advance.

Fuch rumprs seem to corrsborate the -esson JaT Mr.

¥ounib [3I2] Hasri's actiens, who claims to work on your be-
halt and wha, we aca tuld, behaves in such a way as

ko make one beliave thac ke is in a pasiticn ko use,

to your conpany's advantage, the "personal relatian-

shigs"” whizh he has wikhin Scpactach.

Exhibit &3,
¥r., Chozali farther stated that Eopatrach

would nek nesifate o break ofF, purslily and slazly,
Any telaticns with peur groep L[f It provad co be
irposeifle ko work with PRITCHAAD-AHCLRS LIiMITER
with straightforwardnass and Lln accardanze with

the strickest moral cules 9 saund and nonast busis
ness ralatiang.

"4
o



5. Both PRL and defandant Kanneally raplied to

lmzter and deni=d any impreopriety (Exhibiks 66 and 57).

oe. ghozali's

2RL akated

rhat Masgr: was involved in GIP and Skixda sclaly ko coardinate in

the use Df Lasanesse conscructisa Labor.

Ghozall th

gf the 5th and B#th iined at skikda® {Ezhi

ta avuid any possible further canisgture: o ?is-
underatanding, we undertaks to redefine M. Hast
rasponsibilities In guch a manner that he !:uld

have na connectian whassver with the :I_.a«Eans;
sur camgany in Alyeria, until you speacifizally &
EErUst 45 o hhe conbraTi.

d.

§6. cefendant Xenneally's lecter of Augyss %, 1
that OF. Shozall's latter had been brousit e the atk

I8C Board of Direetors and that defendant #anneally b

ragly letzar of PRL to Dr. Ghozali, Defspdant Hannsally wrote that

PAL further assured Sr.
. - - A pgr
at Mascl "has not baen concarned at all in wthe prejeut

it §5) and that

M'E

of
-

§72 atated
en~ian cf the

&l vead b

he wilshad "to assuge you [Zhozali] that our entirae organization

im resgenaive to thiz sivugatian.” nafandast Xznamalliy informed

or. Ghozali t=hae "Mr. Harman Friatseh, Jenior Ylce Bresidant af T8C,

will be attendiag the planned meecing on the &th Septembes, a7z

between Sonatcach and ISC "as a ctepresentative of the I5C aoard

of Brractors.” Exhibit 87,

1. I5o's memocandum (Sxhibpit 68} of the Septemper 3, 1972,

mesting Secween Sanatrach aad 15C/PRL, in which defendant Fraitsch

represented ISC, reflects Jr. Shozali'a pusicisng

r2 any anderhanded or
antign af ‘pusiness-m

v+ Sonatrach psvet worxs

direck way, and [ 1 sesa-
in the acktivitfea of 3tnatrach is systematicall

in-
gn'

LY

harred, ZEtause such incarvancion lenat'xn E?e
interasts =f 3onstrach., Ge d.d Aot &g?ybwhetae
soney had jane fo inkermediaries [or Sxixzda 4 3
GTE, He woiid D2 vicleakly appesed tooany 3uch
activity, Intermediaries sometimes sugceeded i
persuadlng ol ar apd influ2nce
and bho resdit is that the entire competition 1

dprs gf their Sow

Eoany
nd

a
¥
5

s

FLRY

put on a Ealse bazis. Aumcrs have existed about
Pritchacd-Rhedes In Ehis £i2ld; genavally, in hkis
view, whera thera wes amoke thera must be some Cire.
Perhaps the rumors were false, but il the rumors
existed, therz must havs Deep somes basis or expla-
rakion, He Jid nat knew of the ralations oatwaen
Priechard-ancdes and Munib Masrl, but Mr. Hascl's
rele was such as to zow seeds of doudpt. He 4id
rot wapk Bo zondemn ¥r. Masri; the maiar ercor was
Egr Pritchars-Rnodes o have ueillzad the help of
Mr. Masgi..,. Thers was no need Zar the help of
any intermediariss ia aigeriay Scratrach was thare
to aelp with any prostems which might avise with
ather gqovernmant administracisns, sueh 25 customs.

Eshibib 63 ae 2-3. (Emphasils in originai;,

58, Sectlon 19.7 of the Hassl R'Mel zontrack whilch was
enterad inta in Pabruary 1374 coentained a gprovisicn prohibiting
the use of intermediaries and the gayment af Lses:

7hia Contrazt Ras bean concladed withoub the assist-
ange AU Ste usa, direct @r indiz2ct, af any brokars,
incarqee.ary,; commissicn agent, DuUsiness agent ot
the like (Algerian or non-Algerian). Ho See, par
any reauneration, commlssicn, diaccunt Jr sther gay-
ment, 18 bzen pald, is oar shal: be dua to any broxer,
intapmediary, zommission agent, business agsn: or
the like (algerian aor ngp-Algerian). Tha parkies
a5rda o al direckly betwesn &b tuig ConcErning
any makt direckly or indiractly cted with Ethe
Tontrack. Tne parties shall not pewsrb, in their
rezatlons 9t in the telations of one of tham with
any goweramant o7 adainistv=rlan, tha intarvention
af any oroxer, lptermediary, commission agent, kusi-
ness agent or the like {Alj:rian ar nor-algarianl.
The Contragtsr undectakes Lo sfompsnsate the Gwnec

i the Contracrtor ahail have contrsvened aona of

the provisiens of bthe pgresent paragraph.

. A provision substantially simllap ko the aforesaid Sec-
kign i%.7 was contsined ig Article 19,3 of zhe =antragk Eor Skikda
5/%.

62, Hevertheless, PRL coatinued to maks paymencs ko ADC

{i.e, o Masri}, including paymen:s on Skikda 5 and §. Zxhibir
0. Some of the payments were made ko AR by tpanstecs of

funds Zrom ISC ta £d Engineering and Develapment Haldings

Estab] {zhment {"EZCa") cne "mother campany" of ADC. The Eunds
were decosited ta a dusignated pumbersd sgoount a3t the Lanlesiankg
in Lichtenstain pursuanc to defendant Treitsch's confldential

instructians, Exhibie 71,



i

70, By May 12, 1276, accarding &2 2 PEL list an the Skikda
protects, n=ommission” paywants of 396,451 aritish pounda
an Skikda 4 and 37§,647 srisish puunds on Skikda 5/6 had ceen
made ta ADG. Sxhisiz 72, This infermation was auppliad to
sefendants Fristsch and Hofker om Ehat dane., EZxhibit 73,

71, In 1376, Sonatrach cequesced PRL's presldant, Wiliiam
L. Friend, to provide it with an affidavit in a prescribed form
attesting chat ne third party had been involved in negotiating
che Skikdd 3/4 Contracks dated July &, 1973, or the addendun
dated Pshruagy L3, 1975, for ISC or 2RL. Zxhibie 71. This
pegquest was mada "as par coe algerian vegulations in Eocce
on the data of signaturs of She akave conkrack."  Id.

42, . Triand, then ln charge of I8C's “pritchard gyoup”
af ecmpanies, including DRL and JFP (Bghibib 75 at 11-13}
refused defandant Frietsch's request thak ke exmacutbs the affidaviis
required by Sonatrach, r. Friend was Zoncecnad that eha
reguired language of the prescriped affidavit was hrogd ansugh
ta cover the payments to Masrl and ADT and a former Algerian
military cfficer, dhasid Zeghar (see Complaint paragraph 41).
#xhibi: 75 at 83-94.

73, Dpefendants Frietsch and Hofker discusged the matkec
with Mz. Friand and hisz concerna regarding execytion af the
affldavit., Exhipit 75 ar B5-86. Neva signiflcankiy, ISC pfficials,
including defendankt Frimtsch, ware concerned khat if dizclasure
of the payments was nade, the Algeriana, wha hag Jamanded that
all relatiorships betwsan ISC/PRL and gavernmenkal encitles
he direct and without rzsort to larermediaties, would terminace
a1l of PEL's weork in that country. In ceaponas tn guestions
during the Jomaimsion's investigation, Hr. frisad ksstified
under caki as fallows:

g. Do you racall what the Bubstance of your canvarsations
with Mr., Fristsch wasz?

As My monversacions vegardiag which sukjack?

ER

A

A

Q.

The ®igning of the algerian affidaviry

The supstance 3f those conversaktlons was th i -
Jested :ﬂal it was == that [ was the ap:r:pzzazz 223-
son B3 sign the avvidavies, [sic] Zecausz of ay pE;i—
tion, and thakt he urded Shac [ do S0 Cecause 27 the
lppectange the Aljsrlans placed sn those a=‘4:;v::s
and the very Jdekrizental eiface thas surs iE;;Il':;

to produce an aSEidavii wee bave kadf on che a;;;,_
medty in our teslatiasship fsici with Soratracn.

What effect da you celieve would have cccu
f o h cered nad ti
Algerlans been informed oF the sansuleing Egea? e

wWell, any cespapse on my part Lo thas i would
Hells any S nar question would

pig Mr. Prietsch sver 2Xpesss to
.k 2ver @ a 4au what his sonzerns
were abodk the Aljerians on thase consulting EEEE;

!e?,lhe d4id. And I nad ay dwn concerns, I had an
golaion. 1 was pregared [Bizj to give you a
opinion as wall. ? Ty e

I think that it would have peen a matk
. R it ! Tam er that the
Algerians would nos have bteen able ta deal with.

That ls yeur opinion?

“hat was ooth of our splinions.
Ard alzo Hr. Frisgtech's ooigian?
I belipve.

when you say they wouldn'r haw bl
@y Qave paen able to dzal wie
1t, what do you mean? C dsal wisa

I mean that they wouldn't bave baeep abia

: L - =ah to handle

;t ddmlnxgtrat;vsly, thas thev woull have probable had
0 react by -= in & very tangitle w inari

S et ous 5 ay P2 tarminaring

M. friend, wny wauld the Algeclans have been so
upze: about learning of these consulting fees?

3e;1, Algeria is vwery —
[the witnees was3 consulting wich his gaurszel),

THE WITHESS: 1 am prepaced 52 9o on.

_Algeria ia vary derermined and commictad s
eliminaking itnsecmedieriss 1 any business affairs
With the@. Zoratrach has amphasized ez us over and
cvar again thg inportance direct reia:icnships'“

1872, I beliava, I havs rrnowladge of ‘Ie '
ent of Fonatrach zpesilis ¥ i or
R;:Qes [sic] Aot to have any £ e \
Wikt teh fsiz] Araw Developmenr o ion &

T ALgarﬁaE lo:k?b Sevgloomant Covogribion fnwglue-




al

BY 4R. SCHNARTZSTSIN!

0. Sa that # decilsion was made then not ta bell bhe
Algerians acoub these sansulting fess, le that
gorrect?

4. That is correct.

pxhipit 75 &t BY-#5.

74, following ¥r. Frisnd’s refusal to exesute kpe affidavies,

Amfandant Hofker, wha waa. then vige-president ard jeneral sbunsal

af [3C and a director of PIC: exeeuted tha atildavies, #y letrers

dated July 30, 1376, PIC and AL submitted the raguired affidavits
iveld.

Lo Sonatrach foc Hassi Ridel and Skikda, 4, 5 8 § coapecht

wne afffdavlics were executed by defendant Holixar

and submitted with a cover letrexr. The affidavik stated ln part thaks

2) iIn connecticn wizh the signarure and pariproance ofs
_ the orincipal contract refzrred £ above,

and/or ather contraces ta winich £+ has given or
shall give Tise,

- and/or any other soniract signed in Algeria by =y
company,
sgither the Sompany, nat any of 1t8 agfillates, or
sunsidliries or divisiens, per any i-s foncrary or actual
afzicets, TECIOTR, BROLIGYESS, rzoresentacives, advigecrs
or finders 2, diteetly or indirectly, withoub Pimiting
the spumerazian tn (a) belaw,

aj regaivad iTom or paid ko any brokae, cearasenta=
kive, employee, cificial, agent 2T ath2p §zgson 30
corpatate body, either sumliz sr private, cOTpOra=
Limn ar apy =thar juridlzal entiey whatEoaver,
domiciled in algeria or apraad, any fmes, campis-
alons, banuses, dratubies, Jon wns or athar pay-
mants or cousiderations shatsosvat.

X * - *
1y The stitements mads in 2la;
nak anly b e perigd prace
cenkra nu= alsag to the costcazhual and Costoonicast-
ual peried.

* L L] -
1 furthers upderatapnd and ac toa TnAL sszherents
contazned in Zonst ana st
nh a5l angaga-

the sadam
ment of 3enatrach 15 cond
theas stakszenss Wwill son
Eaulty cansant of Sonatrach Wi
raruiting

naccurancy &££
the orevosation af
LK aili Ehe consequences

Exhibit 75 ak 5-8.

The referenced cover letter enclosed a copy of IsC's "EEmpany
peilcy of long standing 4nd which was eracted to grohibit brags-
actlons of the bype co whiah the affidaviz is addressad", Exbinlc

T8 at 1.

2. 3 I_lizit Zayments

TS, Ap deseribed palow undar bhe heading “inbilled #oceivablags,”
IECY s Skikds and Hassi A"Mal contracts were convertad feom flxed-
prize contracts ta cogk reimbursable zontracts. Yhig conversian ree
quired the estaualishrment of 29st records for the Skikda praiacts
which ware %o be available Eor review by Sonatrach. Besagse
tha payments ta Masci were included in khe existing gost reports
o0 the projectx a® consulting Fees, [Exhibie BI at 70-3p%
i8C had elrher to remove the paymente ov disclome the pavments

ta Sonatrach.  iIn a wepert {Exhibit 307 to defendank Pristach

which waz lazeiad "strictly confidencial™, Friend propoaed
a farm of cogt reports wnich "will make absolutely no mantien
whatsoever in any way, shape or form of ADC.” 1d.

T8. The naw ogsk reports lovolved not only ISC but ikg
auditars as well. Ppursuant to protacels of December 19, 1373,
whizh convarted the 3kikda projects to a cost celsbursement hasis
Avthur Youny #cCalland Moores & Cow {"AYMH") * 7 was £z "apdicn '
cest and expenditure statements shich were than ko ba apamined
by Sonacrzch's auditors, Touche Hosz & Oo. {*Touche Ross"),
Toucha JCs5 was alse ta have agcess be PEL's books. AYMM was
aware bhat Jurlng bhe Skikds gonrrazts cerstain "zommission"
Fayments hal oeen made o ADD.  LYMY resistsd any invaive-

ment i1 goneealing the

Raions irem the Algariung:

_ ATMM L4 aware t
of zhis cenirice, o

=

_at_;rinr top and during the zsoursa
FEsin "commiaaion” pavhents have ceen

. s s
s AIMM ls aBflliared wir
£ LERoATE Young §
?:epared the "repcrrl ur Youhg §
inogolng e sudik 3t
of f5C.

o, {"AY") and
12 by AY Hausczen
vinancial stacements




P )

made to the Aran Development Ccrpuratian 1ADC) . ?hs amgunks
passing throughk the mooks of Pritcha;: Fnedas, which are
mhewn on tha company's interpal confidential cost :epcrtg‘

28 "copalzsions"” amount toa some L 1,I63,700 [3@S] at April 30,
197§, It L= pot known by AYMY whetheo furin
#ents have baen paid by other Iroup SORRARLIES JN fand.c
af Pricchacd Eheodes, {Ses attachament Al

Ar a meeting held in Jasuacry, 137d, Pritchard Rhodes
ififorsmed AYMM of this new protocdli.  An the 3ams tlle chey
informed ATAM chat they, aleag with all osher foreign con~
tractors in Algeria, wers being asked to sign & daclaza-
ticn that no "commisgion” paymernty had been made, AL
that tire Pritchard amodes suggasted thac thay would "come
slzan® and inform Senatrach of Eha payRents.

Consequank upon this meeting, AYMM srocseded to assiss
in the zreparatien and tc audir updated .cogkt raporta ino
necemnar 19, 1975, The figures used were lacgely tzken
pPritghard Rhodes internal cest reporia, wWwith the commizelon
payments packad out, These wovkinga weEg.claa:ly wisihle,
and 8 cecesssry pact of AYdM's working filas.

AYMM wera thern Llnfopmed that Pritcnard Rnedes had
reversed their deciaisn ta “gfome cl2an”. W now under-
geand that a document has heen delivared to Sanatrach mak-
trg the Decassary certifrcation. Howaver, this pad nat
bgen seen by AYAM, nor is there any diractars' minutes re-
lating ke this subject.

ks a regult of this ravarsal a problem arose in that
an examinabion of AYMH's working papers Dy Todche Ros3 weuld
disclose thage gayments. AYMA informed Pricch
that they wers nor prepared ko "doctor their files, z2nd
that 1f any pa were repoved peforvs the f£iles wers sub-
minked to a5, AYMH would Rave ta inform Touche
Eoas thak this wai tha caze.

Exhibit 61 ac 3.
4. Unbilled Receivables

77. IS reported in its Financial skatemesnts in its 1973 form
10-#, assets af $14.5 miliieon in accounbs and "unbilled caceivables"
attributable to the TP and Skikda prajects. Bxhikie 56 at 2.
The OTP and Skikda projects wera origlpally Zixed prize contracts.
Zxbibit 41 at 23-24. Whenh the GTP canitgact was campisted in 174
or early 1975, FRL hed cgsk ovesruns 10 tha amsunt Of appeoximatsly
1.7 millian 3rithsh pourds stecllng [Id. ar 23-26) and was anticipacing
cosk overruna zp khe Skixda soaczaces (Id. ac. 27).

F2. 5 Dacember, 1173, "Fratoceis” were entered into amending

tha Ekikda sontracts. Id at Z2. The 1373 "Protocals™ puk che

144

Skikda projects an a cost peimbursable ceiling price basis and re-
dquired that separate audited project bank accodnts be estanlished
from the projact o925k reparts prior to their pressntation to and
revigw by Sonatrach's auditors. Exfiibit 75 at 314, 35.

73, The 1375 "“Protocols” did not jrclude any adiustments Eor the
GTP contract and did not provide Eor any price adjustments for the
complated GTP contract. Sonakrach had repeatedly exeluded the GIF
coats from consideration telling PRL had the award of the 5170
million Hassl R'Mel cantract to JFP should be compensaticn enough
and I[5C was foroed ko withdraw tes claim on GTP. Exhibit 75 at
28; Exnibik 82 at 25~34; Exhibit 13l. However, vather than wrolte
off the GTP loss, ISC tvansfepred the GYP cost overruns as costs
of the Hassi R'Msl project and continued to record them on its

Einanciai stataments as “unbilled recaivanles." Exhibizs 125

and :il. In 1376, Sonatrach redused JFP's invelvement on tha Hassi
R'Mel prolect and ths cantract was changed tn a <ompletaly costc
reimbursablis basis; Sonatrach rafused- to recegnize the ST losa

a8 a Hasei R'Mel zosb. Exhabit 75 ar 31.  ISC transferred the GTD
loss back to the beoks and recordas of PRL and continued ko report
them as “untilled geceivables.® Exhibit 125 and see below.

80, In a letter (Exhibibt 23} to the Board of Directors of I8C

on accounting procedures and internal accounting control measures of
ERL (which waz a delayed submlssion of a general repor: dated
Februeary 1978), ISC's new awditors, Arthur Andersen & Co. [(“AA"),
informed ISC that there were serlous lasues sbout the financial
impact of uncarcainties on various PRL proiects with Sonatrach:

Resolution of Contracktual Uncertainties

We have areviously raised with management the areas af
uncercaintles attached ko the Algeclan contracts. Thera is
litele daube that the contractueal documentation Ls in can-
Elict with cthe Company's view of tha intent af the parkties
ko the conktracts. Whilst |sic| we appraciate the problsms
of obtaining ary further rlarificakion from Senatracn, the
porential finameial impact of these sncertaiaties is &0
greak as to make their resalutian vital ta ene contlnuaed
éxistanca of PRL and to the husiness sense nf the comaany
¢ortinding lts work at Skikda.



fxnibiz 53 at L. The "uncertainties," aceording to ISC's auditors, ipw
sluded =he Skikda projects and the GTF contract- The significance of theze
sneercainties were Summarized by the auditors as Eulliows, id. av 21

{1y If PRL'= lntecpretacion of the Skikda contracts and the
inten: of the parties should be iacorrect mubstantial logsss
will be ineurred on settlamenc. No meaningful quantiiizazien
ran be made of chese losses ag presant buk the areas I5 par-
ticuliar coneern Laelude the following:

(2] LB64,000 of recorded rsvences and reimbyrsatle
sosts relate to overheads (ncurred in excess of tha
overmmad recovery zllowed for in Rne cantract.

{b) Approximateliy 3,745,000 2f coars ianguryed SUX
not paid prier to the June, 1377 amaadment havae Desd
taken as Cevenue. The contract amendment statea
that sueh lisbilities should be trsatad za sdvanzes
to be considered further akt tha I sarelamens of
the contrack.

{e) Approximately 11,347,000 of posts relaclng to
tEa Koha heat exchangsts are in axcess of the pur=
chassa price agreed to Oy Soaatrach.

{41 The horal Penalties that mighe hecgme pavabls
on the Skikda coriracts amgunt ko Lg,BC0,000.

{e} Sub-gontractors and vendors on the
projects have Da irs ainst AL %
52,500,000. I% 13 aptiginated thar Lurcher claars
will be 2ade. AE 30kn June 1377 #AL had inole
in reyenues and reimbursessls [si¢) eeses L1,12
being the estimatsd sektlement of existing claims

a0

(2! At Juns 30, 1877, the accocnts included a cecelivable af

£1,892,660 101,862,277 of which will he unbilled} in re=pect

of the comgleted GTP contract. We know af no agreanent by

Somatrach to pay fdrther sums to PAL for Ethelc work an GTF.

One year sarlier, the auditors had caken the same position Te-
garding their insbillty to decumant any auggestion that the unbhiiled
receivables would be recovered, Exhibii 84 at 1:

We wish to eaghasize our viaw of the gallectabiliey ef
the GTP recelvabies. We zohneider che pasician to be
unarguable. %o satisfactory evidence nas tean provided
augaastbing thess amounts will be recovared.

31. Theoogh ISC's BY 1978, ISC's Lorndan audlears wepe of Ehe
siew thar the books and cecords of 2RL 4id nok suppart the posttions

agsertad by IBC with recard te rhe cumpleta relxbursibfility of tne

claymg it was maxing agaicst Sonatrach rExhable B3 at $-3) and that

g

i

13]
PRL'S accounting cecords Hid not Sontain an adequate cacord af tne
as3gaks and liabilities of PRL, in conkravention df Saction 12 af the
English Companies Act of 1976 and that PARL had failed Y+o keep
propec books of account in accordance with U.%. Companias Acta
of 1342 and 1967." Exhibik 124 :/

In a QDecamber 2i, L9789, report (Exhibit 34) frem the Lendea
oEfice of Arthur Andersen & Ca. to the Houston office of Artnur
Andersen & Z0. on their examination of the oalanca sheat of PRL and
the relatsd statemants e income and retained earnings as of June 210,
1378, the Londen office caportad that with regard ko Teceivablas:

fSur examination was made in accordance with
genstally accepted auditing standarda and acootdingly
ineluded 5uCh btasts af the accounking cacords and.gaéh
other auditing procecdures as we coosidered necessary
in the circumatances, except kxac 2
confira or stherwise carrobora : 2:va
apd unbillied recelvables §L12,737,408, $21,784,020
and advances under contracts {L&,290,500, 5311.699,000)

Lrom toe Co@pany‘s grincinal gustomer. Thie makter
is discussed in the fallowing paragraphs.

The contracts wikh Sanatrach daacribed below havs
nattheen acc:unzed for saparately 3% raquired by the
coptracts and for a substantial garicd L aE
otk Pt = Lhe systemz Ior
Cocutankary -
pieta. Ia a S OThE o

FE I e T ag-
counting prccadur?s have been inadaguate to a;:v;d: f;r
the proper recording and allecation of costa and EiTEnRes
and to assure proper stewsrdahic of the Compary's assats.
?;1; ;g:ué;althg nat receivable balanze =f L6,4%6,000
' M cannot be dJelineated b
accounting records. y prejsct from the

Exnioit BS at 1.

Arthur Andevsen & Co. further noted Enat Sconactrach tarminatad
the Skikda 5/% conirack in December 1976 becsuse of significant
delays and costs. ISC/ERL wers kg prepares a4 f{lnal Financial
sratemant Eor submissicn ke Bonairdch -- £his had not been done
as of the date of the meaorandum. Nevertheless, Jroes proilts

of approximately 51.5 million in excess mi that allawad for

5/ The auditors reted that “the genaltiss whish car he izossald
Wnder the secticns discussed above range from § manths ko E

f::;shtzpﬁlécn?en:_andéar a2 Cine.” The auditors furszher suggeatad

g ne 9.5, Foreign Corrupk frackice rig

Seen vioiaied. tor an 3 ces Ack ¢f 1377 may have
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in the contraces ware recorded an the PRL's Einal Tecords, Exnibit
a5 at 2. PRL's estimatas of the maximum cost rainbursenents allowable

an Skikdd 4 was 54.5 million lass than PRL'S estimated total

gosta of the project. Exhibitr 85 at 2.

The GTP racsivable alec was dizscuszed BY Ehe apditors:

As discussed in Hote 2(3), the GIT praject wasx
compleked and accepted by Sonatrach ir 1974. Unbiiled
receivables Lnclode 11,293,000 ($3,520,980) in respect
of this sontcast for which ne fovmal submissioan has
pean praparsd or submitred, Wa ace informed that
Sonatrach has indicated its wiliingness to dlscuss
thit mattar Surther on the complation of sll of the

snpany's contracts in algeria. Ho discussions on
these gomts have taken place since Dacember, 197¢
and there is no contractual basig for ipgluding this
project ipn any settlement of the Skikxda ecntracts
diszussed below. Further the Cempany Presently has
no analyses availakle to support the amount at lasua
which are suitaple for presentacisn b3 Sonatrach.

Exhibit B5 ac 1-2. fhe anditocs tendered an adverse opinion on

PRL's Financial statementz. Id. at 3.

7. Naverthaless, ISC's hnnual Report on Form 1i-%
for the Slscal year 1978 —- £iled with the Conmiszion in December
1878 -- coptinues to refleck as assets the millions of dellars in
sa~called "uabilled receivables". As toc GTP the Form 10-K atates

thak:

one of the contracta [GTP), assumed in 1562 after
another contractor was disaissed by the client, was com-
pileted in 1974, Tha final caost of the project exceeded
the contcactial revenuas by approximately $3.5060,00C.
The subsidiary provided For the recovery of such costs
on the =azis of understandlngs from meekings wikth repre-—
sentatives of the ecliegne that the final contract price
wauld be renegotiated in connecticn wikh the final
sabtlement of matters cealating to other work in progress.
Aceordingly, swch conteack costs have been carried as
unbilled receivablies.

Eahibiit 56 at 7 and F-15. As to ¢osks on the Skikda contracts,
the Ford 1D~% stated [emphasis svpplied):
Cogts incurced o these contracts are expected to ba
relmbursed by the client and nu_penaltiss are gxpected

ke be ipcluded in the firal sett.emanet of conbiract
ampunts. [Emphasis suppiizd).

83a. Tor lts Fiscal yesar 1977, ISC's Form 10-X reflects approwx-—

imately 541 millicn Ln "unbilled receivaples® of which IEC has aktributed
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appraximately $6.1 millicn to Hassi R'Mel. Exhibir 125.

b. On Ccrobar 24, 1973, ISC sold substantially all tha assats
of JFP, including kthe apgroximataly 57.9 million in "unkilled
receivables" then heing carried for Hassl A7Hal to a Xorean busipess.
See ExhiblE 126 at 5. Seccion 3.3 of the Purchase igreement provided
for the allgecarion of tha burchase price with an acknowledgmenc
by both part{es that each of the assats was individually bargainaed
Eer as ser forth in "Exhikie 0' to che Agreenent. Exhibit 127,

That exhibic showad for "vnbilled receivables" net of contract
advances {the only assat shown ag a netking) "52,371,470". Exbiole
ls,
Tha purchaser's awditors’ workpapess on Exhibit O broke “urbllled

reselvables, nat of contract advances®™ inko tts comperedt paves
2nd show that the Hagsi R'Mal “uabilled recejvahla" was reduced
from $7,367,051 by 55,117,181. Exhibit 126 at 5. Included in
a footnote explanation for khe reduction {s the statement thae
"Is¢, J.8. prizckard and the Buyar believe that ultlimate cecovery
may apprasimate bhirty-Eive percent of the ariginal claimad amcunt,
or approximately $2,750,000," in park pased on Sanatpach's unilateral
action in Teplacing ISC on copstruckion and in patk PRL'E A{fficnltiies
witn Sonatrach. Id. Thus, the Aassl R'Mel "uwnpilled receivablar
shown on I5C's 1977 Form LO-X financial skakements as approdipately
$E.1 and on JFE's books as approximately $7.% milllon in Qotober,
1918, was valued st only §2.75 milljen when soid on October 20, l97a.
*. Verkar

84. ISC'a Verkor subsidiary alsv enterad inte a zantrac: For
commissions {"Verkar Agreament"} with a Belyian national, Hubert
Renault, an Agril 23, 1977,

3. Artached herero az Sxhibits 773 and 773 rvespectively
ace the orisinal Yerkor Agreement, in Franch, and an English
translation provided to the Commission by ISC. Articie 5 of the

ariginal VYerkor Agresment pravided that Renault wousd receive 1%
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of the amount of supply contracks Werkuor ceceived in Algeria.
article 7 of the Verkor Agreament statad in part thak:

n[verkor] shail pay Lo (2enaulk] the sum of 2% of Ehe
valam =f whatsvar contzact{s) may be finalized, pay-
abla in =ne fzrm af seceet © 5 s "to ang or
more third partiea® |=@phdasils 3. w3,

and article 11 of the Verkor Agrasment statad;

mgzeh of the partles agraes o safeguard che confided-
eial nature of che prasent agreement besause af the
mutizal risks run in Ajgeris due to the el aativanass
Zf Articls 7 Bf the Jresent ag:aement.‘ fEmaRasis

supplied).

Exhiblk T773.

b. BApproximutaly two months afrer Sonatrach asked I30/7RL
to provide affidavits that they had complied with Algeria's
“anti—agenc” law and the provisions o its centrack ta simllar
effgct (se2 paragraph 53 et seq. supral, and appragimataly Ine
month at+er ISC's Board af Dirsetors engaged Special Ourside
feunsel to lnvestigate the poasiniliey of illegal improper QF
gquestionanle payments, and atter ISC had geceiued an Lagquiry Erom
tha commisslan regarding iks 2ctivitias abrgad, {s=e also, Dara—
graph 39, 3upra}, IS0 secored 2 lettar Erom Renault, daced
June 16, 1376, ko Verkor's presidaent. The original letter in

French and an English tzanslatlon therrof are attached as Exhibits

A and Al ko Exhible 78, ({Affidavit of farole Matreau rranslating
pxhiplt 73A which translation is suhexhibit Al te her affidavi:zl.
c. Renault's leccar states that he has sgreed to "dazlete
certaia texts® Srom the April 23, 1973, Verkor Agreement.
tExhibit 78A), Thereatter, Bis latber discusses axch of the
provisions 0 the Verker Agreement and the "dairelons” therwfrom
which be is prepared to maks. Thus, Article 5 af the verkor
Aoreement is changed by lnereasing Irsm 1% to 3% the paymenkt
fenault is to recelva Daged uoon nhe amount of supply contracks
Verkar received in Algeris. Artlsle T of tna verker Agruement,
which providez that 2% of the valua of whatever cantracts Verkor

recmived in Algeria was ko be payakls "in the Earn of mecret commia-

I

sions to one or more tiifd garties” was deletad antivsly and & new
Articla 7 Bubstituted. And Article Ll of the Verker Agraemant waa
renumbered as Article 2 and aedified by del=ting the worda "because
of ths mutual rlsks run in Algerla dua t2 the aifagtiveness of
Arxiele 7 [of the Verkor Agreemenk]l." Bazhiblt 7% Bubexhiblt Al.

d. Tha June 18, 1376, Renauit letter slagniflcancly ztakes
that che deie¢tlons and madifications to “pld Articles 5, 6 & 7
Zrom khe Yerkor Agresment reproduce thosd articles without
ghanging the esssence”, (#mphasis supplled) 4 ar 2, Finally,
Rarault stated that LE Yerkor found it necesaaty, he would forward
to verkor a formal agreement based an his laettar, deleting the
comaentaries and bexis. 1d at 4.

€. By lekter dated July 12, 1976, Renault ¥rassmitksd =o
Veckor's praaidant an edited varsiecn of the April 23, 1373, Verkor
Agraement “putting in cne s5ingle account the 33 of che amounts
of fees and commlssions formerly separated lnto 2 different accounts
of 1% and 24" (see subparagraph (a) abave). Exhibir 785 {labteer in

original freach} and Exhibit 79 {afirdavit of Carole Metread trans-

lating Exhibit 20 which trancslarion ts Subexhiblc BE ko her aBfidavib].

Thusg, a5 the Renault June 12, 1376, “commentaries® ang hisz
July 13, 1976, letter make alear, the “essence* of the verkor Agras-
ment was adt ghanged and 2% oF the ponles to Se gaid io @enaul:, ia
conrackion witk Algerlan cantracts, werz %o he used for "sacraet
commissions” .

85. Thus, wikh respect ke 1bg activitiass in Algeria, 150's
Fora lO-K for 1978 {and earlier years), ia materislly False and
mislaading and contained material omisglons of fact reisting ko
khe coliectiatlley oF the approsimately $1&.0 3iklion af sa-calied
"accounts and unbilled receivables® in thar Lt

{al failed to disclase the rlaks crzated oy its usza

af "intermadiarias® in violanibn of Al
i ir i AlFECLan. law
apd the contract prowvi d ? i
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{b} tailed to disclose the Tlsks created by its li%lng
affidavite with Sonatrach regarding use of Intermediaries
which did nov disclose Lles continued use of_fasrl {or

the Verkor Agreement or the payments kg Ahasld Zeghat}
after baing warned that such actlvity could result in
loas of its business rslatlonship in Algeria;

{e} failed ko disclose the riaks created b¥ %5; £iling
falme cost reports with Sonatrach and Ehen tailing [+ .
provide the type of Einancial #tatemant and suppart data
Senatrach reguicedy

i 1 decumen-—
d) failed to diszclose that "the gonktractua
iaiion ls in conflict with [its] view of the intent of
the partigs to the conkracts®;
(a} Eailed to disclese thab kthe viaallity of a major
subsidiary [9RL) was in doubk because of :th#se unczr-
talacies;
{£) failed to disclose that its sehaidiary's books
and reccrds were 50 deficient that irs aydleors
azpreased the viaw that thae subsidisry Was viclating
the Zaglish Comganles Actp and
{g! failed to disclose that ISC's Einancial viabillity
was in Further and grearer jeopardy than already ra-
ported by thke company because 6E, among other kthirgs,
the faregolng.

SAUDT ARABIA

36. Ip its Elscal year 1974, ISC sought to cbhain conkracts in
Szudk Arabia through its whally-owned supsidiary, Sandevson and Porket,
Inc. {"5b"}.

87. in connackion with lts effurt= o eecure two enginesring
and ecastructiaon contracts Fram the Sawdl Arablan 3aline Watar
Conversion Corporaticen ("SWCL™) for propoded desalinakion power
genaration plants keown as the AL KhaBjl {"ag"} and Al Jobail
{“AJ-I" or Bhase A"| projects, SaP entered into financial arrange-
ments Wwith bhe Vice-Goverhoy of SWCC as described below.

g8. The Vice Govarnor of SHCC was Adnaw Samman.  Exhibit 36,
Samman was to be# paid a 5% "commissien” on bhe price af che AK and
aJ-1 contracts. Exhibit 37 at L. Un or abour Movember 1, 1374, SaP

representatives met with Sapman, at the latrer's office, to discuss

“resolvirg a problem™ S4P had -- how o dacumant payments to Sasman.
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gExhibits §7 and BE., */ Samman introduced the S&P represertatives
ta his father-ipn-law abdul Rahman Arnasut whe owned a sompany, ARA
Internakional T&%. {"ARA"}, located in Beiruk, Lebanon. Far
a fes, which was uwlitirmately fized at $12,00¢, Arnascut's company
would fgsue 137 receiptx and invoices for the monies cald for the
benefit of Sasman and ARA would sign a congultancy conbtract with

I5C/542 all of which documents Sa2 would prepare. Exhibik 87 Ak 1

and Exhibit 93 at 1.

B9, In 1275 5aF rade two payménks to Samman of 570,000 risls and
dl5,657 rials ar a wotal of approximately 540%,000. The 442,000 was
paid in cash which was left a: Sanman's home. The cash was ganerated
through tssuance of checks drawn on banks payable to tha ordec of an
5P emplayes who then convereed the checks to cash, ZExhibit 87 ae 3
Exbibie 89 at 2-4, 6-7. Samman's father-in-law isaned receipts
(Exhibit 88 at 1 and 3} te HiP for sach of th2 two paymants.

30. o0 or about August 25, 1375, negotiations wers eampleted on
an expanded ¢contract on AJ-I. The commission payment cn the contpact
wasa again paid tirough ARA cnder the gulse of a $3§0,000 servises cop-
tract. Howevar, 350 officlals subgequently infarmed thelr audikors
that no services were ¢cntemplated or veceived and that the paymant
was serietly 2 "commission” to Samman. Exhibit 87 at 1-2.

®i. Fayments of §230,000 and §75,000 were made to 2 designated
nurbered account at the Brikbish Bank of khe Middle East in Seneva,

Swiczerland. Exzhibit 87 at 1-2, 4-7: agserd Exhiblis 50 and 91.

4P alsa contracted ko pay ARA “an additlonal §3.2 million theough
Eiscal 1978" wnich ISC's auditors considered to be "far nebulous
consulting and representaktion bype services". Exhibik $Z at

4. S&p also contracied with a Saudi Szs:d @ntity %nown as Hest

o 5 a documant produczed under Commission subocena
[Yavey, “srmer audltars
Suring esrizatisn and, it

is neliezved, was based uwpen AY' inaclon in 1376 af
15C's books and cecords and irs parscnnel. Exhibit 79, at
122-123.,
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Trading Company £o pay Bash $10,000 per month fot ad long as
55 had a resident engineer in Saudi. Exhibit 87 at 2. The
contract with Best was signad after 3amman informed S5&P that he
had a minoriry lnterest in Besk and raquested S&P tO sign Che
agreemenc, Id. The Faw sarvices to ba provided by 3est for
§i0,00C par month were valued by S&P's project directar ak §2,500
per month and by itts guditors s no more than $3,000 per manth.
Exhlbit BY at 3.

gz. The Eunds to make the payments referved ta in paragragh 97
apowe were transferred from the Chemical Bank, New York, New York.
gxhible 91.

§3. On februacy 25, 1976, 53F signed a contract Eor AJ-II.
Thereaftar, on or abpuk June 22, 1976, $831,436 was pald Sy wire
transter ta 2 destgnated numbersd acecunk in Switzerliand. Samwharn
had orally advised SsP officials of the account number ko which the
tesnsfer should be nade. Exhibit 87 at 3-4.

94, Buring Fiscal year 1976, SiP paid ta ARA a total of
41,136,429, Exhibit 92 at 3.

85, Article 81 oF the Saudi Arabian tender Regulations states,
according ke ISC'm aunditors:

A1f supplier or conkractar ls proven to be pe:xgnally
ot Ehrough an intecmedisry, either dirvsctly or indl-

ractly, @ffersd ar attemprad =a offer & bribe to“any
govarnment Jffiztal ar ampidves = coed with Ehe .
work Eorming the auhject of the ConiEct, his zontcact
ghall be immediately canceiled and the degosit confis-
cated im Ewll. In add His name 3hall Be crogsed
out from [the lisk of] =upuilers and contrachbors. ;nd R
necessary action shall oe tiksn =3 b=ing him ko krial.

Zxhlbit 2 [emphasis scpplied).

96. The fees paid ta Samman thzough his intermediary Eather-in-law's

firm, ARA (Exhibik 33}, were recorded by 5iF and IS¢ as "aaasulting
servicea”. Exnibit 89.

97. Among abhers, dafendanns Praitsch, HoEker and Stein werse
diractly invalved wikh and knaw of the paymenks referred ta apova.

Exhibits 33, 94, %5 and 9§ at 2.

EFL)

94. Heither IST nor any of the defandants herteln discloszed in
I3C's pubiic filings the facts stated above, khe fact that I5C's
books alveady were Falge and mislaading, the Eact that ISC's abllitvy
kg secure over 5100 million worth of businesz was nox a ceflection
of its ability ko compats on the basis of the prize and guality of
its services put rather was zonnagted to the alorasgaid payments to
the Vige-Govarpor, and did not dieclcse bha risks o ISC and its
vusiness tesylting from these prackices bacause of Saud! laws Whilch

prosecibs such astivitbies.

OTEER JUESTIONABLE FAVMENTS
99, &5 set forth In the Conmissien’s Complaine, ISC's questios-

sble foraign payments wers nor limited to nfficlals of tha ahove-
dizcussed natidns., To the fommission's present knowiedge and halief,
activities of a simllar nature ogcurted in ak least Mizaragua, rhile,

Ivory Loast and Irag, pttached hereto as Exhibit 12% is a memorandum

from Alfred M. Lerner, former director af ISC's Latin American gperationa

rejarding ISC's attempts to secure a wontract in Chile. [t is highly
instructive as to 13C's method of doing business. It is a study of
the Chilean govagnment and who in bhe governmant should ce paid for
sequring governmant ¢ontracts and it demonstratas how IZC went about
instructing oEficials an forelgn govermments as to mathods for
gonceaiing khe payments they were reselving Lot assisting ISC ip its
efforts Lo secu¥e government contracks.

THE DEFERRED COMPENSATION CORPORATICH

100, ISC established the Deferred Compensakbion Trust {"DCT") in
1864. kn turm, OCT Eoecmed and initially owned all khe gtack of
the Ueferred Compensation Corporation ["CCI%) as part of
a "Daferred Compensatisn Plan® (the “plan”) which purpects to provide
lacentive and ratirement benefibs o ISC officars, directsrs and
#ey pagspnael. OCC Ras outstandipg both <ommen shares and 54 cumulative

preferred shares with a 5100 per share proference an liguidaclen.
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delected officers, dirsctors and key personngl of ISC and its sub-

sidiaries are glven the opobrtunity, under the plan, to purchase

i k Tsonnal
ccamos atock of JCe from DCC's treasury. CEEieers and key pe

af 150 and its subsldiaczies, under the DOT program, teceive allocabiana

and latar vesting of DCC preferved stock. Exhibib S& ac 3l.

10l. The apsets of DOC consist pelmarily =£ common sharas af I8C

stock of which, at June 33, 1878, 302 cwnad 233. DO acquired thesa

gharss with 9ank loans, and loans and contribukions made or cauged ko

ng made by ISC. Sxhibit 56 ar 31-34 and Exhibit 0¢ at 1. At Decenber

20, 1978, I3C held notes and accounta recelvable from OCC in the
' E

aggregate amount of §821,309. exhible 56 at 34, freom August, 1965,

through Juns 30, 1977, ISC “contributed” 158,000 jer year to QCT.

pCT used these funds ko purchase DOC praeferred spares, Bxhibit 53

o )
at 34. 18C subsidiaries purchased ISC common s:ochk Ezom DCC at DCC's
cast - cather than the prevailing markse ak the time ¢E the purchase
- and then sold the stack to "key peesonnel” at considarable luss

to the supsidiaries and, uwitimakely, To ISZ. Exhibit 56 at 33-34.

The BCC has never been audited., Exhibie 92 at 12, The benefits

to defendant Renneally and two of his associatas, are disoussed
balow.

102 “n 1968, DCC declared a dividend of 1% shares of fed prefarred
far cach commen share, payable May 3, 1968, ko halders af record on
that data, Exhibit 5% at 13. Oafendant Henneally and Rosg and

=S e

Lerner {sea pacayraphs 105-107 bhelow} racejved 3000, 2530 and 1000
BCC prefarrad shares arc the time of the LO6H dividend which ware
cutside the Plan and vested immediately. Exhibits %8, 130 and
13l

103, There aras essentially only three zignificant baneficlaries
of tha Plan, whe have received the benefits af ISC's furding
af pCT: defendant Kenneally, Alfred M. Lerner and W. L. Rosi,

I1. Collectively, defendant Rennaally, Rosas and Lerner swn 739

af the outstanding DOC Commen shares and T2% of khe outstanding
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grefzrred shares, not lncluding chese presently being held by
the JCT Zor possible furure distribution under. the plan. Exhibit
98 at Scheduls ¥IIT, HV.

104. ISC's Annual Report on Form 10-# far lts figaal vear endad
becamber 31, 1373 ["1978 Ferm 10-%"Y, states that defendant Hannmally
owns 400 shares {453} of BCC's common stock and was aliocaked
#50 shares of DCC praferved stock. The 1978 Form LO-% statas char
the maximum ténefit Lo defendant Fenneally from those shareas andar
tha Plan will we $19,085 for sach of the years l9gi through 2006.
Exhibit 56 ar 3l.

10$. ISC's 1978 Form LG6-K doas nok disglose that Defendant
kKenneally also posgessed 3000 vested DCC preferred shares, whlch
ha recaived in the 1968 dividend, and doss not disciose the beneflt
he has received or will receive those shares.

106, Aesz has been a director of ISC since i%64, and is the
Chairman of the Board 4f Ross, Stebpins, Inc., a4 @embar firm aof the
New Yook Stock Eachange. Exhiblk 56 at 28. IBC's 1973 Focm 18-%
states tnat Ross owns 130 shates (ii%) of DCC's common shares Dur
fails to dizclose that AoEs also posssssed 2,550 vested BDCC praferved
shares obtained Ln the 1968 dividend and does not disclose the

benefit he has received or would recelve from thase shares, Exhibl

35 at 9,

107, Lerner, for a period prior to 1371, was a dirscter of i5C's
predacessor, ADNCQ, and an officer of an ISC subsidiary. Thareaftar,
Lecner aerved ISC a5 & consultant and directed ISC's activitles in

Chile and 3razil which are discussad in tha Comnission'a Sopplaine,

S5ee alsc paragraph 105, abowve anmd Exhihit 104, ISC's 1973 Form
10-K fails to disnlesa that Larner gwns 1531 shares 1173} of pog's
commen stocs and poszesses 3000 vested poC preferrsd shares
received in the 1963 dividend, and doss nct. disclosa tha Denafis

he has recafved or will veceive Erom thosa
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108, 15C's 1973 Form 10-K, and iea annual raporta for les

fiscal yeara 1976 ehrough 1978, including its proxy seliciting

material, stats that in May, 1976, DCC acqulred ISC commen sharss

from Xennzally in a arivacely negatiated Sransactian at 4 cost

to it of $373,000 which wWas paid ia eash. Zxbinit 36 at 32. The

saig Silings do nobt srate that the purshase Eroa defandant Xanneally

was tn an amount, at & time, and ar a vriez detarpined of Hannaally.

Exhibit 10§ at 33-54, 5B-66.
109. 1I5¢'s public Eilinga Eail Eo disclame that matwasn

april 3@, 1973 and June 26, 1978, fco options and future cptiona

fzr the purchase =f 100 shares af BCC common stock dwned by

Lerner, GOC paid out $211,477.79 ta Lerner and to a landing

inseitubion Yo which he was indeheed, A% of June 26, 1973, that

common stock had Ra valug. An cptian to purchasg pos zemman steck

wag extendad ta Res3 in December 1371, the iaat payment rheresn

was gdue L dapsh, L979. Exhibit 32, The optian agreamenth Debtween

EL Lt

oCC and 3058 and Lecner Wave Imstances Wheys Comndn ztocks Was sald

100 ag 95,

wagk b OCT, othar than as provided in the Plan. EBxhibl
I5C has Cailed to disclgse, and defendantsy Xenneally ard
fristsch failed eo gause [SC to discloss, the mackers describad
in paragrapghs 19¢ chrough 108 above in its Eilinga wizh the
Cammissian, or in its comaunications ta its akarsholders and the
invasting public.
PEHQUISITIES

113, In 1970, defsodanc Xenneally used approximazely §160,000
of 15C funds ro purchase a large house and approximately 83 agres
gf Zarm land in Kilguade, neat oualin, iraland {*¥liguada" ). pefendant
Fenneaily togk title ta Kilguade in hia own nane. gxkibita 101, 432,

11i. By June 0, 1371, Defendant genneally had used an additional
$54§3,000 of I3C funds on {mprovenenks L9 She kous: and graurds
and zpprowimacely §%7,000 on antiques Eor Wilguade, Zxhiysr lol.

During the pertied for 1370 thraugh 137%, IS¢ exvpended an undetermined

atount ¢ money, but approximately 5243,00)0 was expended in
one year alone, kg purchasa, decovate and mdintaln Rilquads.
Exhibit L03.

112. padendant Zenneally's wifs and a Houston based intecior
decorator have been signatorias op IBC bank acccunts waincalned
for Riiquade. IS0 corperate funds have hbeen used te eransport
defendant ¥enneally and his family o and #rom Xilgquage. ISC has
paid other percuisites for defendant Henneally and far ather afficers
and direckors in amcunzs and for purooses nobt noew konown preci;er
by the Jcmmisaicn. !

1i3. Certain expenies, inecleding oparating @xgenses for %1luuade
hava beepn paid through a London-based ISQ supsidiary, IsC Zurope.
13T Eurcpa payd bhe Filguade sxpenses, adds oo thraa {33) fercen:
and recards then on lts books as an saset due frow ISC. I5C, in '
turn, reimburses 130 Surces and cacocds the villinga from Isc
Europe 2s "Consultancy Fees” in a “selling, engineeing and
administration® aceount. Exhibits 142, 193, 104 asd 1pS.

114. Alrhough #ilguade nas been used almost exciugivaly as 2
summet tesidence for defendant Kennmally arcd hia familv (Exhibits
196, l0? at 90), ISC's public £ilings, inecluding itz 1978 Foom
19-%, Jescribes Zilguade as "approximately 15,000 square faet

af office space, support facilities and visitar accommedations "
Thage filings snd I5C‘'s other reparts 2ail to diszlase Fhat tgre .
anly "offjce spaca [and) suppatr® facilitles* lacacsd ar 4ilguadas
ate defendant Hennaally's den/liktacy and a desk, rypewriter
and telex maching in the casement which is used by defsndanc
Eanneally's sacratary when she aczompaniss him to Kilguade, Sge

Exnibl:s 75.

il5. 13t'e gublid Ellings made with the Commizstan and
1 - -
disseminazed to I[5C's shareneiders and she investing publls »
; ing publlc have
fail t Jeqe -
atied o adeguately and aceuritely diseclose, and defandanks

Eaanealiy and Frietsoh Have falled to <ause ISC to adequately
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and accurately disciese, the mattars corncerning Kllguade described
abuve and have abscured the fact thar defendant Kenneaily

was receiving addiclonal beneflbs from I5C.

RECENT ACTIVITIES OF DEFENDANT ISC

Li5. On June 28, 1979, the Commission was inforped,
and confirmad the fact, that I3C was in the aidst of massive
shredding ¢f corporate decuments which had begun on or about
Jupe 14, 1979. Pricr to June 14, 1379, ISC was aware of
the iwmminency of tha Commission's actien and the Commission's
inteat to seex & tecaiver or agent of the Court Ior LSO
who would bBe empowerad, among athez things, o reviaw tha
foraign transactions referred to abave, the use 5f ISC funds
by the deaferdants hersin and other cfficers and dirackars
of I8C, and the sale ar other disposition of ISC's asseks
sinrce an &r abouk Janpary 1, 1973. On June 29, 1979, she
Cammissian's staff reguested the {mmediabte production af
all documants which ISC anticipated destroving as well
as the logs of shraddad documenks. ISC agreed to bubn aver
thode mateprials to the axtent 1t stiil had cuaredy or sontrcl
khereal.

117. The Cosmission is farthar advised that en or abauk June 18,
1974, I5EC sold the principal assets of its BE4E subsidiary to
another public cotperation. The purchaser iszued a yalease stating
that it had purchased BSEP £br "about §16 millian in cash, notes
and advances." The Commission has been advised by representatives
of the purchaser of BS:iH that the $1& milliorn purchass price figure
is composad of the Fallowings $750,04¢ in caak legqual to tpe net
wacth reflectsd on a BS4B pre forta balance shest}, a nste for
5% millian payable over 10 years, issued by 33:3, Ine. inow a
subsidia:y s the purchaser] bub which is not a jeneca. akllgaklon
of the purchaser, and an infuslon into 8845, Inc. of §6 million

wash, The $750,000 in cash and the 59 mtllizcn note wers immediapely

k3
turned aver ko ISC's bank- landers. Thz stogk and certaln aseels
of BEsH wera neld as collateral by the bank lenders [see paragrapha
§-16 above} who released tha collatersl whan they ceceived the
casn and note. The Commission staff also is infarmed thar T65¢
presantly is attempeing to sell another subaldiary.
NEED POR IMMEDIATE INJUNCTIVE RELIZF

AND APPOINTHENT OF AY AGENT™ CF THE
CCURT AS PRAYED FOR BY THE COMMISHIS

118. It appears to the Commlssion Ehat the wrengful conduck
of the defendants Is Bo pervasive that it is imperative that
accion be kaken immediately co dekermipe thke fLull agtent of enair
unlawful agkivities and tg pravent the dispositisn of, and tao
veview the pest disposiktion ef, I5C's assets. For thia reason,
an agent 6f the Court shauld ba appeinted with instruyckions and
Dowers Lo presatve he 25sets of ISC, to review all dispwaitians
of ISC's assets during the pericd comiplained of, ané to raviaw
the usa of ISC's funds by the individual defendants and achers,
2ll as more fully praved for ip the Commission's watinn for

preiiminary injunctisn and the Conpislnt harein.

S8/ Arthur ¥. Schwartzatein

Arthur ¥, Schwartzstsin

Subscribed & Sworn
Eo befora me this
9th day of July, 1879,

Hotary Puplig

My commiszion expires:
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UNITED STATES DISTRICT TOURT

FOR THE
DISTRICT OF COLUMBIRA

"o

SECURITIES AND EXCHANGE COMMISSION,
2laintiff,
Civil Action
Ho. 79~
INTERNATIONAL SYSTEMS & CONTROLS
CORPORATION 2t al.,

Dafendanta.

SECURITIES AND EXCHANGE COMMISSION'S STATEMZNT OF 2OINTS
AND AUTHORITIZS IN SUPPORT OQF ITS MOTION FOR A BRELIMINARY
INJONCTION AND OTHER EQUITABLE RELIEF

I, PRELIMINARY STATEMENT

Pursuant to Section 20(b) of the Securitiss Act of 1933, as
amended ("3Securities Act"™) (15 U.5.C. §77t(b)], Section 21id) of
the Securities Exchange Act of 1334, &s amended {“Ezchange Act")
[15 U.5.C §78u{d}], and Rule €5 of the Federal Rules of Civil Procedure,
plaintiff Securities and Exchange Commission ("Commission™) has moved
this Court for a Preliminary Injunction and Cther Equitable Relief
agaipnst Defendant International Sysktems & Controls Corporation ("ISC"}.
The Cammission submits this Statement of Poinks and Authorities
and the accompanying Affidavit of Arthur M. Schwartzstein ("afL.")
in support of its Motion for a Prelimilnary Injunction and Appointment
of a 3peclal Agent af the Court.

II. NEED FOR IMMEDIATE RELIEF AND APPOINTMENT
OF A SPECIAL AGENT OF THE COURT

The Commission seeks preliminary relief against ongolng and
further violations of the anti-fraud, reporting, and proxy provisions
of the faderal securities laws. ISC has Failed, and is continuing
te fail, to make or cause ko be made adeguate disclosuras of; a)
fts true Einanclal candition; b) the extent to which ISC has relied
@wn 1llicit and owrher guestionable foreign payments bto obtain business

and revenues; ¢} the risks ies {llicit and questionable foraign
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payments present {i) to its abiliry b2 sontinue doing business abroad,
{it) to its ability to securs payment £or work already performad and
(iii) to: fts ability o collect 531 million of so called "unbilled
roceivables®; 4) the questionable nagure of those "unbilled re-
ceivables™; &) its lnabilizy to comply with the ragquests of certain
foreign government-owned contracting authorities Eor ageoounting reccrd
support for certain of its claims for "unbilled receivables" anpd
megcalation® costs; £) the extent of defendant JJF Thomas RKenneally's */
personal intersst and that of two of his assoclates in ISC's aurperied
employee lncentive program; g} the rature and extent Eo which ISC
funds have been used to purchase, furnish and maintain a summer
residence in I[reland for Xenneally and his family; k) the use and
disposition of ISC's. assets by and to its officers and dirsctors;
and i} other material matters.

The Commission alsa seeks the appoinktment, pursuant to the
equity powsrs of this Court., of a special hgent of the Court to,
in effect, monitor the past and presant activities of ISC pandents
lite in order to preserve the assets, books and racords of ISC,
to review and inguire into the disposition of ISC's assets, to determine
the true nature and circumstances of transactions involying expenditures
of 13¢'s funds or assets for the benefit of 1ts control persons,
officers, directors and employeas, to recover funds or assets and/or
enforce any iiability to ISC as a rasult of any improper ar self-dealing
transactions and to oversee ISC's Eilings with Zha Commission to

assure compliance with the federal securities iaws.

*/  Kenneally, who owns or controls d42% af I3C's comman stock,
was, durlng the period relevant to the complaint unbil early
1579, the Chairman of ISC's Board of Directors and ies Chief
Executive OEficer. After being nmade aware that the Commissian
intended to file ap action against him, Kenneally resigned
these positions but remaians an I[SC dirzctor. The ramaining
individual Defendants wera at all times relevant tc the complaine
agffizers of ISC.

although the “cmmission 13 ooc currenely seeking prelimina:y_reliéf
against the individual Defendants, the Commissicn respectEully
reserves its right to seek relief against any or all of the
individual pefendantsz shouid it aprear necgssary.

173

Furthermore, such & Special Agent is necessary to insure ths

axistence of IZC's corporate records. Beginning on ot about June

14, 1979, 15C shredded its corporate documents at a rate of approx-

imately 15 bags af shredded documents per day. The activity continued

antil en or about June 28, 1979, when the Commission learned of

the shredding and protested about the axistence ¢f this activity

to I5C through ilts counsel.

Furthermore, in the past year ISC has been engaged in a

program of dispesing of major subsidiaries in an apparent effgrt

to zakisfy its bapk creditors and stave off bankruptcy.

This pregram is being carried out in circumstances where the true
financial conditicn of the company appears to bs far worse than has
been represented and by persans who cannct be relied on in due

fegard to the interests of a public company and its shareholders.

In view af the true financial candition of the company, an in-
dependent person should be appcinted to overses these actions and
report bto khe Court as o the appropriate course of action to be
taken "to safeguard the interests and property of the real

owners of ISC - its stockholders.

ITI. THE DEFEMDANT ISC
Defendant ISC, is & Delaware corporation with its principal

place of business in Houston, Texas. ISC purportedly h;s been engaged
primarily in providing services and equipment in the fislds of BRErgY;
agriculture, and forestry. Much of ite activities have been conducted
through subsidiaries operating in Foreign countries, particularly

in underdeveloped and developing nations. ISC's common stock is
registeved with the Commission pursuant to Section 12({b} of the
Exchange Act and, until recently, traded on the American and Pacifie
stock exchanges. In November 1978, pursuant <o Section 12 of the
Exchange Act {15 U.5.¢. 78l], the Commission suspended ISC's common
atock from trading for a ten day pericd. Thereafter, trading of

its stock did not resume on the American aor Pacific exchanges.
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Trading in ISC common stock is conducted in the Unlkad States in
the over-the-counter market.
I5C is required te and has f£iled Annual Repdrts with the Commisslon
on Porm L0-K for iuvs fiscal years ("FY") anding June 30. See generally
n i -K £

17 C.F.R., § 240.1l3a~1l. ISC also is required to Eile with the Commission

Quarterly Reports on Form 10-Q and Current Reports on Farm B-K. See
generally 17 C.F.R. §§% 240.13a~11 and l3a-13, Ia addition, ISC has
£iled with the Commissicon and distributed to its shareholders proxy
goligiting materials. See genecally 17 C.F.R. § 240.14a-101.
tn its Annual Reports, IHC originally reparted growth in earnings

and ravenues for FY 1973 through FY 1976 - from $2.% million on
revenues of 5178 million in F¥ 1973 to earnings of 58.4 million

on ravanues of $339 million for PY 1976. However, in lts €iscal
year 1977, ISC began to repert substantial and increasing losses:
$9.9 million on revenues of $282 millicn. In FY 1978 ISC reported
losses of $41 million on revenuss of $27% million. Morecver, its
1973 Form l0-% alse reported a deficit in stockholders' sguity

cé 55,3 milljon. Furthermore, ISC's audirors, Arthur andersen & Ca.,
ware unable to, and did not, express an opinion on the fairness

of ISC's Einancial statements contained in the 1978 Form 10-K. AfE,

Ex. 56 at P-2:
T D, SoSGTTONABLE FOREIGN PRYENTS
IN REPORTS FILID WITH TEE COMMISSION */
Since at least 1970, during a pericd of time in which ISC was
angagad in making tens of millions of dollars of illicit and
questionable payments affecting hundreds of million of dollars af

1
contracts, ISC made no disclosure of any of these payments, Only

H i ission's discusston will
* rposes of this motion, tpe Comm g
= ggzuguca the false and misleading nature ol ISCiqu:::in;nﬁgsi;t
i i 7 irs 1978 annual Re For!
ey on Torm B~% in April 1978, is 19 part [fora
TE£§d=11ea in Decewper 1973 and IST'3 mesc recent proxy s?;-c £
;tion materials. As alleged in its complainkt, the Conmxss;:n_
contends and will prove at a trial on 1its cla;m‘far'?ezmaﬂang
injunetive relief that previous .\1'1:1:.1a1,;1 ?;?Etir;£ iJJ Egﬁazzned
iled i i ! i o date, T
eports, Eiled by IsSC during Fhe oet . e, ©
?aise a;d misleading information and omitted material rfaces.
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after the Commission initiated an ifnvestigatien, ISC in its 1978
Annual Report on Form 16-K, began reparting to the Commiszion and
the investing public that it was conducting an internal investigatipn
inte slush funds, illegal political contributions and impraper or
fquestionable foreign payments. ISC reported that the Investigation
was being condycted through a "special committee of outside directors”
with the assistance of special cutside counsel and the company's
independsnt auditors., £.g. Aff. Ex. 109, 1376 Form 103-K at 9. ISC
further ceported that the investigaticn was "intended to regult
in a written report and the disclosure ¢f matters which might be
determined to be material to the Company's businessg,™ 1d. The 1974
Form 10-K reported generally that approximately $400,000 of payments
to foreign government officials in cennectien with contracts valued
at 38 million had besn uncoverad. Id. As demonstrated by the
Schwartasteln AfFfidavit and its exhibita, the payments made wers
in the tens of millions af dollars and the contracts sequred were
valued in the hundreds of millions of dollars. The actual paymenta,
which ISC snd the individual Defendants hexein ware aware of, were
Far larger and far mova significant to the anount of business ISC
Tfeceived than was disclosed in its Eilings.

By the fall of 1877, when ISC filed its 1$77 Form 10-%, it
had yet to make makterial disclosures resulting from its internal
investigation; however, the Commission and the public were assured
that “the investigation is in its Einal stages and it is anticipated
that it will be completed in the near future." AfE. Ex. Bl, 1377 Form
10-g at 8-9,

In April 1978, ISC fiied a "Current Raport” on Form 8-K for
March, 1978 {"March B-K“). Aff. Ex. 108, The March 8~-F stated that
I80's special outside tounsel, Watson, Ess, Marshall & €nggas {"Watsan,
Ess), had submitted a rzport to ISC's special commitsee. IS0
Claimed that this was a “draft rvepart” which wag “tentative in nature

and 1s lncomplete.” However, the March 8-K did report that the “"Draft
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Repect" referred to 57.8 millien in comnitments, of which $5.8 @illion
had been paid to or for officials of forelgn governmental agencies;
s15 million in commitments, of Wwhich 511.4 million had been paid
to agents which possibly benefitted gqoverament ofElcials or "gavernment
connected persons™; $2.7 million in commitments, of which $2.2 million

had been paid to agents and involved guestions of eoenflicts of interest

or other improgprietles; and $.6 million of ccher gquestionable payments. */

eri Llost af these
Thae March 8-K made only a vague, generic dlsclosure

paymants. E.g.: !

1. Im 1972 and 1973, a total 05‘5310.410 was'paid bg check
to a gorparats agent, a compang 1Ecor?2§;t§g :;?2; iaz |
£ £ i country, half the st i

i::zdogyaa;oggé%gial of zhat foreign country: some of tﬁ:
payments were made under & contract Eor saecviges, hgte;.
praft Repor: concludes thaz ik appears_thftino Tergxc
were performed oy the agent on the project niﬁ v: ént
several of the chacks issued ﬁgr payments to the -3 o
company were sant to the official and two of the che

were endorssd by him.
AfE. Ex. 108, March 8-K at §. The March 8- also éisciosed that
:;; D:;ft Report $tated that certain ISC executives and officlals
wnew of and in instances authorized the payments angd bhat the
praft Report "diresctly guestions the crediblity of certain individuals
including & senior amployee {who iz not a corporate officer);"
howaver, the March 3-K 4id not identify the individuals. The
fallyre to idantify the countriles in which the prapsaction cecurred,

the timiny of the payments, thelr relaticnship to the business

*/ The March 8-% stated {page l} that the cqmmittee n? "outside
~  directors" heading the invesigation consisted of directors
Austin Wilson and Roberk F. Medina and thak:

Mr. Wilson iz a senior partner oF thellaw fivm CEIWiLion
5 Guest, which has received $430,000 in fzes Egr ega
servicaes over the period coversd by the investigation.

pr. Medina, [sic] iz a princigal in the mgpagemfnt Eggsultant
firm of Medina & Thompson, fh;ch has :ece;¢e§ guﬂf, %

in consulting fees for services over the_ger;c— CHVES'-_FOH
by the invescigation. Wilson & Guast and Medina & ?MEEE:
have also been paid or have acguredI$14l,OGD in§ 554,
respzctively, as compensation £3c time d?ggta: ny.Jessis;
wilzeon and Medina to cthe investigaticn. Aaff. Ex. 108 av Z.

i F irted i ISC's Form 1O-K's.
These disclosueres were omitted in all T
In 1979, Medina oecame 15C's Chaivman of the Board.
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I5C was anle to cbtain and the ldentity of the corporate officers
whoe were invglved and whosa credibility was challenged constitutes

a failure to disclose material facts. See Berman v. Gerber Products

Co., 454 F. Supp. 1310, 1323 (W. D. Mich. 197g).
With regard to the effect of ths payments on ISC's business

and gperations, the March 8-% concludaed:

To date, no adverse effect of any of these trans-
actions or payments, many of which are known to the
related client and governments has accurrad. The Future
effect, if any, of the transactions, payments, and re—
stricted Company policies is subject to many politiral and
sconomic fagtors which are not susceptible to determinacion.

To date, ISC has nat publiicly revised this statement, Furthermore,
as demonstrated by the Schwartzstein Affidavit, the governmancs
of Iran, Algeria and Saudi arabla were not in significant instances
timely aware of the payments cemplalned of herein and Algerian offizials
were assured orally and by affidavit that third parsans, intermediaries
and agents had not been employed in connection with the sequring
of business in that nation.

By December 22, 1978, when ISC filed its 1978 Form 10-%, and
to the present, the "Draf:t Report" was never "Finalized." The 1978
Form l0-~K does not aven contain the vague, generic disclosures contained
in the March 8-K.

Thus, although the Commission and the investing public werg

tald in 1976 that the internal iavestigation into ISC's Improper

and gquestionable foreign payments was belng conducted, and wers

told in 1377 that the investigation was near completion, the written

repert and material disclosures have naver been issued aor has ISC's
board of directors ofiered any explanation for ies Eailure, almast

18 months after it raceived the Watson, Ess report, to finalize that

veport and disseminate a definitive document to jts stackholders,

Moreover, although ISC has been reporting ko khe sublic that

"[Elhe Company has cooperatad with the [Czmmission] stafs in l:s

investigation and has furnished records as requested by the grarFc"

{aff, EX. 568 at 12}, iI5C has withheld records and documents, including
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anditors' workpapers, requested Dy the Commission's staff, giting
attorney—client privilege, Furthermere, the individual defendants,
all senjor mempers of I5SC management during the guestioned pevied,
refused to testify before the Commissien, during its investigation
of these matters, citing thelr Fifth Amendment privilege. */

Howaver, the Commission's iavestigatieon to date, portions of
which are detailed in the accompanying affldavit and summarizad
below, clearly establishes a prima facie showing that ISC is =ngaged
and is abouk to engage in vielations of the federal securities laws,
warranting 2 preliminary injunction and ether egquitabls relief, iUnless
preliminary relief is granted and an agent of the Court appolinted
ta perform certain tasks as prayed for by the Commission, L[SC's share-
holders, the investing public and its creditors will not be in a fully
informed position regarding i%s past and present activicies, the related
party tranzactions invelving its assets, or the impact cf those events
on the viability of the enterprige, and will not he able kKo azsess
the Euture Fipancial condition and operationz of the company with the
type of loforamed judgment coatemplated by the federal sacurities laws.

¥. "ONBILLED RECEIVABLES" AND ILLICIT
AND QUESTIONARLE FOREIGH PAYMENTS

As will be shown below, the Commission's investigation has
tevealed, among other things, that ISC's Einancial statements

include as assets "unbilled receivables™ **/ in contradiction cf ISC's

*/ The Commission resarves its right to ask the Court to draw an
apgropriate adverse inference from any Defendagts' refusal
Lo testify. See, e.9., Baxter v Paimigiano, 32% U.5. 308 at
31B (1976!.

*%/  T50 defines "unbilled receivables" as follows:

"Long term contracts generally provide far customer
paymenks on & predetermined basis which pay precade or
lag behind ravenues aarned to date under contractu§1_
pravision. The amount 5y which ravemies are zarned 1
advance of contractual payment dates i3 an 'Unbilled
Receivahlie' and the amount by 'which contractual oillings
precede earned revenues i5 uncealized ravenue carried

as 'advances under gontract'. No amounts are included in
unbilled receivables unless mamagement is of the opinion
that such amounts will be realized.” 1973 Form 10-X

at F~13, ASF, Ex. 56 ak F-11.
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own stated accounting practices; a significant portion of
the "unbilled receivables" and sc-called "escalation” payment
elaims are Eictitious and included in claimed costs are raim-
bursement for f{llicit and guestionable payments. ISC also
solicited inflated bills from certain suppliexrs who tebatad
and kicked-back monles to ISC. Further, realization of the
approximately $31 millien of accounts and "unbillad receivablas”
is deopordized by ISC's approximately $23 million of foreign illieir
ard other gueationable payments which 2ast long shadowz over the
integrity of ISC's managemsnk. **/

I8C's balance sheet in its 1978 Form 10-K financial statements
{on which, as noted apove, its independent auditors were unabla to
expr23s an opinlen) shows a stockholders' equity deficit of $5.3
million. However, I3C iz including as assets in the halance sheet
approximately $31 million in accounts and "unbilled receivables.”
Thus, the stockheolders!' eguity deficit may be even greater than
repaorctead.

Of the $3l million, ISC states that $28 million represents
"unbiiled receivables" relating to "Claims Underx Contractual Provision
and Customer Requests or Acknowleadgements” for additions to contraect
values or blilings with respect to adjustments caused by such items
as "foree majeure events, abnormal escalation and unforeseen delays
which may net be sufficiently anticipated under contract provisicns, "
AL, EX. 56 at P-12, 14.

I5C has attributed $11,700,000 of its "unbilled rsceivables
%6 coatracts in Iran, $14,624,000 to contracts in Algeria angd $7,220,300
contracts in Saudl Arabia. Examination of ISC's illizit ang ques-

tignable payments in these countries immediately demonstrates that

**/ The failurs ta discloss mattars ralating ko the incegrity of
managsmens. i3, of ltself, tne om:zsion of materiai faczs.
See, §.Z.8. v. Falstafi arswing Lorp. e Sl Fad. Sec- L. R

e
Y 96, 583 {0.0.0. I97H), aoppeal cending E.C. v. Jgs. 5c
v

Brawing Co., 452 F. Supp. 224 (£.D. Wist. 13747; s.50
Brawlng Co. . 5u - S.E.C.
Kalvex, Inc., 425 7. Supp. 310 {35.D.M.¥, 1478),
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1SC may never rmalize these "unbilled raceivables"” - particularly
if these Foreign countries become aware af the types of activites
which surrounded the awarding of contracts to IBC.

The accompanying Schwartzstein affidavit details these payments,
the trye nature of certain of the "unbilled rseeivablas® and the mater-
ial risks to their realization. These will be summarized brisfly here.

a. Izan

ISC's woolly-owned Canadian supaidiary, Stadler Hurter Ltd.
("5HL") received comtracts from an Iranian government agengy, the
iranian Development and Repovation Organization ("IDRS"), and its
subsidiary Techroiog, Inc. {"Technolog"}, for the dasign, suwply,
and installation o9f twa pulp and paper complexes. Technolog was
IDRO'2 consultant for the award and performance o¢f the contracts.

The first complex, located in the Iranian province of Gilan near

the city of Rasht (the "Gilar" or "Rash:c® project) was conkracted

for in 1973. The second complex, located In the Iranian provinge

of Mazandaran near the city of Sari (the "Mazandaran” or Satl"® proiect}
was contracted for in 1974. ALE. %Y 1&, 21, 30, 43.

In order to obtain the Gilan and Mazandaran projects, ISO/SHL
committed to make $22.3 million in payments to various highcanking
tranian goverament officlals and "agents® including Prince Abdorreza,
then a member of the Iranian Royal family; F. Sid Askarl, «ho was
first managing director and then president of Technologr */ and varigus

other persons in the Ministry of Finance and the Ministry of Agriculture

*/ Another wholly-owned ISC supsidiary, Lang Enginesring Carporation
{"Lang") had scught a contract £or a project £rom the Iranian port
authority which had conrracted with Techroleg to be 1ts consuliant
for tha study of the project and khe preparakion of tender offsrs,
Lang issued a $530,000 Swiss lstrer of credit to Askari, then
Tachnolog's managing directer, payable if Tachnolog remained
tne consultane t3 Epe jranian auvthority Zor the award oZ the
contract and if Lang and its Ivanian associabe veceived the
conkract. When at thz last mincte, Lang decided not- bto pursua
the project, Askari, zlaimed zyassuvrs [rom ohhers and spushe
a "loss oF opportunity" commission. For fear that otherwise SHL
weuld not get the Gilan preiecr ISC paid nim $350,000. ISC/SHL

n: - have obtalned the funds for this payment through the reim-

pursable porticn Of the Gilan contrack. Aff. 44 L7-20.

~
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and Natural Resources Who were in positicons to influence Zhe award
of the Gilan and Mazandaran projects. Most of the paymenss waras
made through I5C's “agent“ in Iran, Shamsedin Golestaneh. The commiiments
on Gilan totaled 58.% millien of which, as of June 18, 1377, §5.8
milliion had been paid. The commlbments on Mazandaran were 313.]
million of which, as of June 16, 1977, $5.5 million had been paid. Pay-
ments on these comaltments were made to various numbered bank accounta
in switzerland, Lichtenstein and Frange. "%/ REEL. 1Y 22-44,

furthermors, in order te cbfain the Gilan contract, ISC/SHL
had o reduce its contract bid price by 53 million. After thay were
awarded the contract, ISC/SHL immediately set about trying %o recoup
the §3 million as weil as increase the profit margin on the contract.
An agreemént was reached among ISC/SHL, Golestaneh and Askari that
ISC/SHL would submit & ¢laim for "cost ezcalation® increases and
include within this claim the $3 million and anm additicnal amount
for "real escalation.” However, by March 7, 1975, before [S{/SHL
realized its escalaticn claim, Askari was asksd to Tesign as oresident
of Technolog. Concurrent with the resignation, Lt was made known
that the Shah of Iran 2ad ordered an investigation into possibls
illegal payments on Gilan., AEE. Y1 §5~47.

The new president of Technolog, Dr, Motazed, requested affidavits
from Stadler Hurter as o its use of agents in Iran. SHL ignorasd
repeated requests to execute such affidavirs. Moresver, when Dr.
Motzzed requested ko veview SHL records in order to svaluate “he
escalatian claims, SHL refused to grant Technelog access to its
Scoks and insisted that the validity of the escalation claims should

be determired on the basis of formulae and i1ndices rather than on actual

LY/ Some ©f the agency payments were made to Emeg. 5.A., 8 Swiss
Corporatlon, and depesized in Askari's Swiss Lank account.
Max Zeler, the head of SHL's $wizs subsidiary, Stadlsr Hurter
urieh, A.G. was also an official ef IZmag. Zaicr, a:c defendant
Stein's instructions, "nsgatiazad a tsrminabisn Igrasment wirk
Emag of behalf of Stadler Hurter." IST discloscd in its 1978
Form LO-K thaf it had zald Stadiler Hurter Zurivh, &.3. to several
g:;&c:ssgut failed to Jdisclose that tha purchaners included Zeler.
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jncreased costs. The reason for such refusal is apparent: an
examination of SBL's books by Ehe Iranians could have ravealed
that SHL had .included its illicit and quastionable payments
in the contract as eguipment costs; that SHL had caused its
Camadian suppliars to mark up their iqvaices for submission
to the Iranians and to kick-back the mark up fo SHL; that tha freight
forwarder for the conkract was giving SHL "rebates” and that SHL
was including amounts ln its "escalation claim” for recoupment
of the reduction in iks bid price to meet the competition. Aff.
4y 48-57.

When Dr. Motazed continued to inaist on a Jdetailed analysis

of the eguipment and services costs besfore he wonld authorize escalation

payments to SAL, Defendants Prietsch and Stein wrote on or ahbout
hugust 22, 1977, that {emphasis added):

The foreign cast element in the DPR (Detailed Proiect Reportl]
was $82,493,000. This teotal as shown in Schedule I was buil:

up from $66,514,000 for costs related to eguipment and 515,979,000

Eor costs related to services.

+ iz standard inpdustry practice that both of these total equip-
ment and services amcuntz include sub-categories of the costs
that are usually associated with the rontrackor's activitiea and
obligations in sugoplying the eguipment 1-35s8 and enginearcing
QuUEputs Specifled in the cantract. Thersrors2, kthe total amounts
include provisions cor overhead and profit, marketing and pro-
wotional expenzes, financing fees, contingencies, atc. ...,

This letter as well as others discussed in the Schwartzstein
arfidavit place were written to abacure khe illicit and guesticnable
payments from Iranian officials scrutiny. ALE. ¥4 52-35. accordingly,
Mr. Motazed was not informed that the "cosks" on which escalation
was claimed included: {llicit and other guestionable payments

made by ISC/SHL to obtain the contracts; additional payments

already committed by ISC Eor still more paymeénts upan regavery

of its "escalation claim™; or that the relmbursable ceosts were

not reduced by the kickbacks and rebates ISC rveceived from

its suppliers.

[SC's 1978 Form 10- (Af£. Ex, 5§ at F-l4), reporcts that 1I5C/Sill

had entered into an agreement with IDRO for tne sectlement af escalation
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claips ©n one of the Iranian projects (Gilan) in the amount of §$3.2
million but that payment had not yet been received. (an additional
claim of §3.5 million "unhilled veceivables" remaineé apen). The
report states that this $8.2 million was being carried on ISC's nal-
ance sheet as "unbilled receivables®. I3C¥fs Torm 10-% states further
that the realization of these unbilled receivables is subject to:
IDRO obtaining customary approvals of governmental authorities

in Iran and the appropriaktion of funds ko
L ) ol H meet the payment
obligation. .... [Hlowaver, the vurrent political situation

in Iran could adversely affect or sigoificantly delay the ultimats

realization of this sett)lsment although the
M . (3 T ra hav 1
Eormal indications %o this effect. s @ been no

AEf. Ex. 56 at 7 and F-15.

ISC's 1978 Form 10-~K does not disclose that {ts claim For "cost
escalation" was not for legitimafe e@scalated costs but in reality
represents an attempt by ISC to recoup the $3 million by which it
had ta cut its contract bid to meet the competition, $2.% million
in commitments for bribes and/or commlssion payments ip part for
obtaining the false escalation claim and in part to pay illegal
payments and/or commission's on a canceled agreemant, and the-
balance Eor so~called "real escalation™ which legitimacy, in the
light of all other ISC practices including rebates, kickbacks, and
illegal payments, appears highly doubtful. Ses AfE. %Y 45-46.
Furthermore, the 1378 Form 1=K doas not repart that SHL's husiness
in Itan, including both the Gilan and Mazandaran projects, and its
attempts to obtain additional revenues with regard therato, were
and are dependent upon ISC's making illicit and cther guestionable
payments which it has concealed fzom the Iranian government.

b. Algeria

I5C's 1278 Form l0-K discloses that it is carrying as assats
$14.6 million in "aceounts and unbilled receivables" relating to
"claims under contractual provizions and custemer reguests or acknow-
in algeria. The Torm LG-X Zcas
not disclose thak certain of these assats are being carried

in contradiction of 1SC's stated zccounting princinles or chat
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13C's ayditors nave eypressed an adverse opiniocn on the f£inmancial
scatement of the subsidiary to which the &zset ig attxibuted;
and that its auditors bave questioned whecher the supsidiarcy,
whose contracts in Algeria repyesent a zajor portlon cf I5C's
revenues, vislated the English Comparies Act and the Unized
Seates foreign Corrupt Practices Act. ALE. %Y 30-31. The Form
10-% aisc discloses the salz of 512 million in similar assats
during its Eiscal year 1873, moat of whigh relats to a prajact
ir Algeria, but it doas not digplonse Shat chosse ASSeLS wera
zo0ld for an amtunt sabstantially lssa tnan apoearsd an I5C's
£inancial statements due, in park, to a determinaticn that a
substantial percentage of the finbilled raceivablas" wers un-
¢ollectibla. ALZ. 4 83.

15¢'s wholly~owned Jnited Ringdem subsidiary, Pritchard-Rhedes,
nimited ("PRL"} has had three fixed prige ceontracts wrth the Algerian
goverament gancy, Scnatrach, for the design, engineering and zon-
struction of liguified natural gas facilities {"LNG" ). The thras
contracts were rafarrved ta as: tha "GTP" sontract; the tSrixda
4" (or "Skikda 447) contract; and the "Skikda 5/8" [or "Skikda
50/60") contract. The STP and Skikda 4 contracts wera execyuted in
1971. The Skikda 5/8 coneracts was axecuted in 1473, In Fehruary
1975, ISC's wholly-ownad Delaware subsidiary, Pritchard Intarcnatienal
Corporaticn {"#II") received a contract fvom Sonatrach for the completico

@f a gag treatment module in che gassi{ 'Mel field {the “"Hass: R'Hel

concract}. */ Portions of the Hagsi R'Mel contract wers: figad-pr

others were on a ¢ost reimoursaiie celling price casis. Afs. W AL
3y lata 1974 - =2arly 1373, PRL had completed the GTP conbrac:.

PRL Mad "cost averruns” on this projeck of approximately 33 afliion

3 J - ~ YRR - “ank = _‘.2'}_:_
and was experigncing cost Sverruna on the Skikda projets as B

44 PIC was a wholly-ownad subsidiapy of 13C*s whslly—iwned
mglawara subsidiary J.F. Pritcnarz & Comgany (TJFPY)
The Hassi R'¥el contract cecame asociated with JF?

as well as Pio. Relzrences o JFP waill include PIT.
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In 1375, PRL entered into negotiatidns with Sonatrach seeking ad~
ditional reiaborsement for these prajacts. However, Sonatrach
rapeatadly excluded the GTF "cost overruns” from the discussigns
2nd refused Eo agres to any further compensation on Eh=2 giaim.
At the end of the 1375 negotiations, IS was Fforced to withdraw
its claim on GTP. However, rather than show 2 lass nn itz Finaneial
statsmenta, ISC transferred the 4TP "“cost ovarruns' from the PRY
boeks in England to the PIC/JFP books Ln the United States as gart
of the costz on the JFassi R'Mel project. The GTP costs ware included
in the Eixed-price portion of the contract, although no adjustmant
was made ta the price tp inglude bhe GT¢ costs, Aff. 4% 7T-79.
Nevertheless, I5C stated in its 1975 Porm l0-X, for its Eiscal vear
ended June 30, 1976, at 4 (A£E. Ex. 109 at 4) (emphasls adced),
and in iks subsaguent Porm 10-¥X's:
The Company [ISC] accounts for ravenues from lang-

term contracts, which would include fixed-sorice sontraces,

on the psrcentage of complektion method, whizh recodnizes

income over the life of the coniract rather than irrvegularly

43 contraces arez complered and ulzimate ceosts detarmined.

vov.The gercentage of completion method reguires cthai the

entire amount of ary ultimately projected individual eaontract
losses be ravognized when Known. (emprasis supslied)

AfL. %4 77-79 and Af£. Ex. 54 at &.

In late 1976 Sonatrach raplaced JFP on construction of qassi
R'Mel and replaced PRL on Skikda 5 and 6. PRL was, haowsver o complate
Skikda 4, Because of the change in scope of JFP's wark, the fixed-price
portion of Zhe Hassi R'Mel contract was changed bo 3z reimbursable
basis. Senatrach refused to recognize any GTP Josta ag being raimbursasls
on this contract and the coscs associated with the 37P loss were
transferred bacx to PRL. Aff. ¢ 79.

ISC's 1378 Form 1J-K discioses that ISC is ecarrying the $3.5
million of OT? ¢os3k overruns as "unbilled receivables" "on che basis
ef understandings {rom meetings wikh rapresentacives of tpa olisnt
that the final contrack price would Se cepsgetian=d in connectian
with the Efinal settlement of matters tzlating ko other work

in progress." Aff. Ex. 5§ at F-15. dowever, I5C's auditors have
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found no reliable evidenge that Sopatrach intends ko pay anything
more on GIP. ALE. 11 BO-32.

AL the time PRL was termipated in 1976, it was agreed that
PRL would be reimbursed for its costs to that point on the Skikéa
5/6 contracts. FRL has yet to prepare an analyais of its costs
for presentation to Sonatrach. AEE. ¥ gl. Nevertheless, ISC's 1878
Form L0-% (Af£. EX. 56 at F=l§} shows $14.6 million In assets, accounts
and "unbilled recelvables™ for the Skikda projects and GTP. Althaough
the 1978 Form l0-% also discloses (at £-15) that ISC may face penaltias
of up te §8 millicn on Skikda 4 it also =tates that "no penalties
ara expected to be included in the final settlement of contract ‘
amounts." However, PRL's auditors in London izsued an adverse opinilan
gtating that PRL's Einancial statements "do not present fairly
itg position as of 30th June, 1278 or the results of its ogerations
For the year ended, in conformity with generally accepted accounting
principlas" */ and detailed the amount af "penalties™ I8C could
fage in Algeria. aff, Ex. B3. In figcal year 1978, ISC sold sub-
stantially all the assets of JFF. These assets included §7.9 in
munbilled receivables” for Hassi R'Mel, ISC had been carrying
in its Einancial statements as assets, I5C agreed with the purchaser
that these "unbilled receivables" were in reality worth only $2.9
million. This agreed upon reduced value of the "unbilled re-
ceivablas" was used to determine the purchase price. The 1978
Form l0-% is Ealse and misleading in the manner in which Lt described
this transaction. A££. 1 B83.

I5C has falled to disclose kthe risks to iks recovery of any
of the "unbilled receivables®™ or its avoidance of penalties due
to lts concealment from the Algerians of payments ko Munib Masri.

P i11d -
ISC has paid Masri commlssions in éxcess of $3 million on the GTIF,

*/ The Londen audiboras also ceported to ISC's H?uston nffécihe
that PRL's books viclated the English Companies Act an
roreign Corrupt Practices Act.
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Hassi R'Mel and Skikda projects. ISC has failed to disclose that

it made these payments, that ik did so even though it had been warnead
by Sonatrach that if ISC used Masri it would risk loss of all ies
business in Algeriar that PRL and PIC ware required ro and did execute
affidavita to Sonatrach as to their use af agents in Algeria whish
emitted reference to Masri for fear that disalosure of tha Payments
would result in Sonatrach terminating ISC's work in Algeria; and

that PRL and JFP adjusted and revised Project cost reports to conceal
the payments. AL£E. 14 82-76. */

I15C's financial statements in its 1978 Form 10-F show 37.8
mililon in accounts and "unbilled receivables® Eor “claims under
contractual provisions and customer Tequests or ackrowladgments?
relating to ISC's contracts in Saudi Arabia. The underlying contracts
wera Detween ISC's wholly-awned New Jarsey subsidiary, Sanderson
& Porter, Inc. ("S&P") and a Saudi Arablan government agency, the
Saline Water Conversiaon Corporation {"SWCC"}. Pursuant to contracts,
S5&P was to provide engineering and construction services to SWCC
for three desalination power genaration plants known as Al Khafji,

Al Jobail I and Al Jobail II. AEE. 1% 86,87,931 and Aff. Ex. 56 at F-1%§.

ISC's public filings have failed to disclose, however, that
in order to obtain those gontracts, ISC, through S5&P, committed
to pay milliaons of dollars to the then Vica-Governor of SWCC, Adnam
Samman, or to persons whom or entities which he designated. In fant,
cash payments amounting to at least $L.5 million were left for
Samman at his heme. These payments were made through ARA, a company
awned by Samman's father-in-law, Abdyl mahman Arnacut, who for a Fee

of 510,000 executed invoices and receipts and a contract for consuleing

%/ IsC's subsidiary Vezker also contracted with

an agent, Hubark
payment of
IEC conczaled

Repault, for services which orovidad Ear the
"sgerss cemmissions® on or3iects in Algeria,
this arrangement From the algerian Goverpment and pravided
Algerian cificials with an affidavit tnat po agents waere being
used by Verkor in Algeria. AEE. 1 a4.
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services. These documents had been prepared for him by ISC/Sap.

AfE. 1Y 88-38.

15C has failed to disclose these payments or the risks which
disglosure of the payments could have on the recovery of the accounts
and “unbilled recsivables" because of Jaudi law, including the risk
that I5C's contract could be voided, ibs name stricken fram the
roll of companies able to conduct nusiness in S5audl Arapiaz andé the
possiblity of its teing prosecuted in Saudi Arabia. AEE£. v 35.
Furthermore, the nondisclasures mialead an investor inte naliaving
that 15C's financial growth was due te an  ability to compete
on the basls of the prige and guality of its services.

d. Qther Fayments

In addition to the payments descrised zbove, ISC made millions
af dollars in illicit and questionable payments and engaged in Jues-
Lionpable and illicit transactions, in ather zoontries including
chile, Nicaragua, lrag and the Ivory Coast. %/

YI. THE DEFERRED COHPEMSATION CORPORATION

15C*'s employze incentive program as disclssed in ISC's Annual
Reports fcr 1978 on Form 1J-K. as wall as ics recent Form 10-K's
and proxy materials, consists of a rpefarred Compansation 2lan”
{the "Plan™), 2 Deferred Compensation Corporation {"Doc" ) whose
orimary assets are ISC comman stock, and a Deferred Compensatien
Trust® {"RCT"). Pursuant to the Plan as described in ISC's EFiiings,
the OCT has cutstanding common shares and cumulabive preferred sharss
with a liguidation preference. ASE. © 1060 and AEf. Ex. 36 at 31-34.

The commen shares of ODCC are purpertedly given to arovide "equiry

incentives" ta "selected officers, directors.and key personnel oE"

IS¢ and its subsidiaries who "are given the opportunity toc purchase

%/ See, aiso, AEf. Ex. L29, regarding ISC's attenpts to odbaln
& conlczut from che Chilean governasnt, That Zxhibie is an ISC
study of tie Chiiean government amd widg in the government should
be apprcoached. [k also exglains that I[3C should have the perions
to whom payments are to be made estaplish a company to fecaive

and disguis® the payments.
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common stock of OCC ...." Aff. Ex. 58 at 3l. DCC's preferred shares
are supposed to Druvide "officers and key perscnnel® of ISC and
its subsidiaries with "death and retirement benafirg," Id. The shares
are "allocated” by the DCT to such officers and kev personnel ang
"vest" over a period of time. Howsver, thers exists a second class
of DCC prefevred which was issued as a dividend cn DEC common Staock
in 1968, which 15 neot within the Plan and which vested immediataly.
A£E. vy lac-o2.

I5C funds the Plan through "contributians® made, or causad
to be made, to the IC7, which chen uses the funds ta purechase preferred
shares from DCC for "allocation.” From August, 1965, through June,
1977, the contributions were $138,000 per yvear; for ISC's Figsecal
year 1978 the "contributions” squailed $118,500. Aff, Ex. 56 at 34.

In addition to the "contributiona™, ISC has supported DCC through
purchases aof ISC atock from the DCC at prices above the market.
In instances where ISC common stock fell below poco's cest, 130 caused
its subsidiaries bto purchase ISC common Shares from the DOC at DCC's
cost. The subsidiaries then sold these shares to their employasa
at the market price, suffering the loss. AEf. y 1lp1.

The Form 1Q-K discloses that there are B37 shar=s of common
stock held by L3 individual participants in the Plam and "37,185
shares of DCC preferred stock cutstanding of whiech 9,435 are owned
by 11 participants, or Eormer participants, in the plan {as a rusolt
of the dividends), 3,769 have been allocated <o 13 present participants
in the Plan, and 23,981 are held by the Trust far further allocation.m
AfE. Ex. 36 at 34. The Purm 10-K does not disclese, however, that there
are only three substantial neneficiaries of nCC: Defendant Zenneally,
and two of his associates, Alfred Y. Lerner, and W.L. Roas 11, */
who togethsr, own approximately 73% of BCC's autitanding ccmmon_

stock andg o = i
d approximaktely 72% of DCZ's preferred shares not srasently

& E y
*/ For a discussion of Lerner and Ross' participatien in DCZ and the

non-disclosed benefics which the and £ :
teceivad from DUC, See AFS. 4% 155-02. defsndant Rennsally
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being held by the DCT for possible future aileocation. All but 6%
. aquitable power to to issue an order freezing assets, (See, e.g.,
of the preferred shares held by defendant Kenneally and his azsociates é .
5.E.C. v. General Refractorles Co., 400 F.Supp. 1248 {B.D.Z., 1975))

were received in the L9568 dividend and not thvough allocatiors under
to ansure that these agsets cannot be distributed until the issus of
the Plan. Thus, these were all "vested" shares which entitled
whether defendant Kenneally and hls two associates are entitlaed to
xenneally, Lermer and Ross to lmmediate beneEits. Aff. 1 loa.
\ these undisclosed hepefits ¢an be litigated at the trial in this action.
a. FKenneallv's Dealings with DEC X

VII. KILQUADE
15C's 1978 Form l0-K discloses that Kenneally owns 400 shares
I5C'2 1978 Form 10-E states that the
{45%) of DCC's common stock and was allocated 950 shares oE preferred
Company ownd & facility im Dublin, Ireland, containing

stagk. Aff. Ex. 36 at 28, n.l. According to the Form l0-X the maximum approximately 15,000 squars feet of space, support
facilities and wvisitor accomedations, which is used in
benefit to Femneally from those shares under the Plan as described, connection with the planning, coordination and admini-
] ) straticon of the Company's aperaticns gutside the United
(Id. at 21 n.2-3), will be 519,085 for each of the years 1391 through States.
2000. The Form l0-K, howevar, falls to disclose that Renneally also Aff. Ex. 36 at 18. That disclosure fails to state, however, that
received 3000 vested preferred shares not under the Plan which he the "facility™, located in Kilguade near Dublin, Ireland (Xilguade")
acquired in the 1968 dividend and Ialls to dizclose what senefit he consists of a house situated on B85 agres of farmiarnd; that its
has or may receive Erom their sale. Aff. Ex. 56 at 28n.1, 31 a.2-3 ; priacipal use has been as a summer residence for Kenneally; that
The 1978 Form 10-K discloses that in 1976, "in a privately ' ISC has expended in excess of one million dollars in corporate
negotiated kransaction,® DCC purchase 12,300 shares af ISC common ) funds to purchase, furnish and maintain Kilguade; that title to
stock Erom Xenpneally at 330 per share. The Form 13-K fails to disclose ‘ the residence is in denneally’s name; and that ISC Jisburszments
that the Yransaction occurred at a time, at a price and at a numbar | on Kilqguade were at least 5243,00C¢ in one year. The disclosure
of shares determined by Kenneally. DCC paid cash for these shares alsa fails to state that the anly office space at Rilguade is
REE. 1 l08. The Form 10-K algo fails ko disclase thak by selling ) Renneally's den/library and a desk, typewriter and telex machine
his shares to DCC, Kenneally was able to acquive cash for his shares i in the hasement which were used by Kenneally's secretary when
and still lose no conkrol over ISC and retain a large pearcentage she acceompanied him ko Hilquade; and that ISC Eundz are used to
of the valus of his shares by virtue of his interest in DCC, Renneally : transport Zenneally and his secretary to and from Kilguade., AfF.
nade the transaction at a time when, as I5C"s Chairman of the Board ' 44 110, 111 and Lll4.
and thief Sxecutive 0fficer, ik should have besen evident to him thac It was alsc not disclosed that Xilguade was "used in coanection

[SC's recovery of paper asseks Wwas guestionable as degcribed above.

with the planning, coordination and administrating the Ccmpany's

b. The Need for Preliminary Relief operdations outside the United States” only to the extent that Xenneally
to Freeze the Assets of DCC

. ) ) had visitors at Xilguade while he was there. A£f. 44 114,
fhus, undisclosed to ISC sharehclders, ISC's employes incentive i

. ] ISC's Form l0-% also £fails to diasclose khat certain expenses
plan assentially benefits substantially only defendant Henneally and v

far #ilguade nave 2een pald bhoodgh an ISC United Xingdom subsidiary
two of his asgociates., If DOC is liguidated, its assets will principally il guom sS4 ary,

International Systems & Controls Corporation {Zurope) Limited (™
be distributed to them. The Commission seeks ko inveke this Court's { el mited (T18C

Europe" ] and booked as "consulting fees®, ISC Surcpe added 3% ko
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the expenses it paid and billed ISC in Houston. The Houston Nffice
shen mails an inter-company transfer crediting ISC Europe and records
the transacticns on its books as "gonsulting fees" in a "selling,
snginearing, and administration account”. AZZ. o 113. 1sC's
recording of these payments as "consulting la2as”, afier the enadtmant
of the Foreign Corrupc Practizas Ack, wisnlares Sections 13(bi(2}
of tha Bxchange Act [13 U.5.C., 78m({B){2}].

Finally, the Farm 10-K Eails to disclose that ISC estaclished
a European bank acgount for which the authorized zignatories were

Renneally's wife and a Houstonebased decovater. aff. TL12.

VIIT. ARGUMENT
POINT T

ISC'S PALSE 3ND MISLEADING STATEMENTS AND OMIS3SIONS

OF MATERIAL TACTS ARE PRIMA FACIE VIQLATIONS OF THE

FEDERAL SECURITIES LAWS WARRANTING PRELIMINARY RELIEF

A3 Shown above, Defendant ISC has falled, and is continuing to

£ail, to make adeguate disclosure of, ameng other things: a) its
ktrue Finmancial condition: by the extent to which it has relied dn
illicit and other guesticnable payments to obtain buslness and
revenues; <) the risks which its illicit and other guestionable
payments place on ISC's ability to realize its "ynbillied receivables®
or I5C's ability to eontinue deing businass in certaln foreign nakions;
d) its employee incentive program substancially benefitting only
defendant Kenneally and two of his asscciates; and =) the extent
to which corporate funds have been and are being used to purchase,
furnish, improve aad maintain a summer residence for Defendant
Renneally and his Zamily. as discussed belew, ISC's failures to
disclose thess activitles compiained of are prima facie violatlons
of the federal securities laws and the Court should order a preliminary

injunction and other equitable ralief againat ISC. See, 2.3., SE¢

4. Ios. Schliez Brewing Co., sugra, and 3,2.C. v. RKalvex, sujra.

The proper standard for determining whether preliminary valief

should be granted is whether the Commission has made a prima facie

245
showing that the defendants are engaged or are about to engage
in violations of the provisicns of the Federal sacuritiss laws.

$.E.C. ¥. Management Dynamics, Inc., 515 F.24 201 (24 cir., 1975},

5.E.C. v. Falsvaff Brawing Corp., 20H Fed. Sec. L. Rep. 796,117

p. 92,020 {(D.D.C., 1977, Corcoran, J.), S.E.C. v. General Sefract-

ories Co., sugra, 400 F.5upp. at 1254; B5.E.C, v, Pare [Current)
£0H Fad. Sec. L. Rep. 796,316 at 2. 95,245 (¥.D.H.Y. 1379).

Becausa the Commission is authorized by statute [Exchance Ach,
Saetion 21{d); Segurities Aczt, Section 2d{c}) to seek injuncticns
in the public ipterest; issuancs is not limited by the mors narrow
sonstraints which private parties must satisfy to obtain similar
ralisf, The Commission need not szoow irreparanls injury or a balance
of egqultiss Eavoring an injunction, as would a private plaintilf

in an action groundad wholely in equicy., Managemen: GDvpamics, Inc.,

zunra. A3 atatad in Management Dvnamigs, 515 ©.2d at 308,

IT]he 320 appesrs in these pracesdings not as an ordirary likigant,
buk 2z a statutory guardian charged with safequarding the

public intarest in enforcling the securities laws. Henoe, by

making the showing raguired oy scatute that the Jefendant "is
angaged ar ascout to angage” in illegal agts, the Commission

1g seeking to protect the public interast, and "the standards

af the oublie fntscest not the reguirvements of grivate lLitigation
measure the proprieby and nead for Llnjunctive ralisf,"

affidavits, sworn investigative testimony and documents arae
admissible to support 2 showing at a preliminary injunctive hearing.

F.R.Civ.P. Rula &5f{a}, 5.E.C. v. Falstaff Brewing Coro.., supra,

at p. 32,02l:; 5.8.C. v. General mefractories, supra at 1256.

Morecver, a showing that defendants are about to engage in vielations

zan 2e inferved freom past viglative condues, 3,.E.C. v, Manor Mursing

Centers, Inc., 458 F.2d ld82 {24 Cir. 1972).

The Commission here has made the required grima facle showing :o
warrant issuance of a prelimlnary injunction restraining further wio-
lazions of the reparting provisicas. (Exchange Azt Sectisn 1313}
2rd Rules 12a-1, 13a-1l, 13a-13, and 12h-29}, the groxy provisians
{Exchangs Act Seation l4f{a) and Rules L4a-3 and 14a-9) and the anti-

Zraund provisions (Seeuribies Act Seczion L7(a), Exchange Act, Section
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10e({S) and Rule 105-5}. The Commission has made this showing with

regard ro ISC's most recent fillngs: its 1976 Form 10-% {(filed in December

1978} and its 1977 proxy matsrials. At trial on its claim for per=-
manent injunctive relief, the Commission will prove that ISC's previous
filings have also violated the securities laws, and that gertain
of its books and and records violate Sectien 13{b){2) of the Exchange
act as promulgated by the Foreign Corrupt Practices Act of 1977,

PQINT I

15C'5 PERICDIC REPORTS VIOLATE THE REPORTING PROVISIONG
OF THE EXCHANGE ACT: SECTICN 13{a) OF THE EXCHANGE

ACT AND RCLES 13a-1, l3a-1l AND l3a~13 AND RULE 12b-20
THEERELWDER.

The reporting provisions of the Exchange Act are not mere
“technical reguirements". Their significance and centrality were
explained as follows in the Committes Report of the House Committee
which considered the Exchange Act:

Yo investor ... can safely buy or sell securities upon
the exchanges without having an intelligent basis for
forming nis judgment as to the value of the securities he
buys or sells. The idea of a free and open publ i¢ market
iz bullk on the theory that compecing judgments of buyers and
sellers as to the failr price of a security brings azbout a
situation where the markebt price raflecis as nearly as
possible a just price ... [Tihes hidiny and secreciag of im-
portant information obstructs the operaticn of the markets
a5 indices Of r=al va.le .... The disclosure of informatian
materially important to investors may not instantanecusly be
reflected in marke: value, but despite the intricacies of security
vyalues, truth doss find relakively guick acceptance oa the
markst .... Delaved, inaccurare, and misleading reports ace
the tools of the unconsclcniabie markek operator and the recreant
corgorate official ....

The reperting provisians of the [fecuritiss Exchange

Act] are a very modest beginning to afford ... long denied

aid ... in the way of securing proper informacion fer

the investor. */ {emphasis supplied)

Section l3ta) of the Exchange Act requires corporations ragistered
with the Commission, ineluding ISC, to file prescribed reports with
the Commlssion. Rule 1la-1 reguires the filing of Annual Reports
including financial sktatements, generally cn Foyxm 10-#. Rule 13a-13

requiras filing of Quarterly Reports including financial statenents

4 H.R. Rep. Ho. 1383, 7ird Cong., 2d Seas. 11-13 (1934}. See

alsc, 5. Rep. No. 1453, 73rd Cong., 24 Sess., 68, 74 (1934].
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as prescribed in Form 10=g. Rule Rule lla-1l requires the filing
of current Reports upon the occurence of events specified in Porm
8-% within a Fixed pericd of kime after the ocrurence of the evant.
hnd, as provided oy Rule 123k-20,

In addition to the information sxpressly reguired

to be included in a statement or report, there shall

be added such Surther material information if any, as

may be necessary to make the required statements, in

the light of the circumstances under which :they are

made not mislezading.

Rule 12k-20 is applicable to Section 13 {z2ee B.E.C. v. Jas. Schlitz

Breawing Cz., supra, 432 F.Sopp. at 832).

"The Durpese af raguiring issuers of securities teo £ile
reports with the Commission is to insure chat investors
reggive adequate periodic reports concerning the operation
and financial conditions of corpacations.” S.E.C. v.
Ralvex, Inc., supra, 425 F.Supp. at 316.

These regorts, which provide information abouk the affairs of
vublic corporations, are a vital element in the disclosure scheme
of the Federal securities laws. "Clearly the requirement that an
issuer file regorts under Section l3{a; embodies the requirement

that such reoorts be true and correct.,.. " 5.E.C. v. Kalvex Ina.,

supra. 425 F. Supp. at 316.
When a report which is reguired ta be Elled is materiaslly false

and misleading, Section l3(a) is violated. S.E.C. v, Parklane Hpsierv,

Co. Inc., 558 F.2d 1083, 1085 {2d Cir., 1977); 5.E.C., v. Great

amarican Industries, Inc., 407 F.2d 453 (2d Cir., 1944), cert.

denied, 359 (J.5. 920 {196%); S5.E.C. w. Falstaff Brewing loro., supra,

at p. %¢,470; 5.E.C. v. General Refractories Co., suora, 400 F.S5upp.

at 1257; 5.E.C. v. Kalvex, Inc., supra, 425 F.5upp. at 316.

I5C's 1978 Form l0-X does not disglose accurately 15C's serious
Einancial condition, its [llicit and other guestionabis payments,
the effect of khede payments on its "unbilled recasivables,™ the effect
2f these payments on its ability o abtaln besiness or secure pay-
ment for work alrezady donz, the guestiosnable validiby of the "uncillied
receivables" and "escalation™ claims, the risks te ISC's business

caused by these activities, the interest of Henneally and his —wa
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assoclates in the Deferred Compensatiun Corporation, or the funding

of Renneally's summer residence by [8C, or the related party disposition
of ISC subsidiaries. See, AIf. ¥ 58. These are all undisclaosed
material matters, and thus thelr non~disclosure cdnstitute violazions

of the reporting provisions. $.E.C. w. Jos Sealikz Brewing Co.,

supra, 452 F.Supp. at 832 {failure to discloze gotentially illegal

marketing activities); S.E.C. v. Falstafd Brewing Carp., supra,

at pp. 94,463-470, (failure to diaclose serious Einancial condikbien
of company, fallurs to disclose visks to which “usiness subjectad
by incumbent managemen:). Further, by nobt corracting its defective
Form 8-%s and proxy materials, ISC is continuing to viglate Section
13fa) and the rules therzunder, including Rule I12b=26. 5.8.C. v,

Falstaff Brewino Corp., supra at op. 94,471

POINT III
ISC'S FALSE AND HISLEADING STATEMENTS YIZLATE THE ANTI-FRAUD
PROVISIONS - ZECTION L7{a) OF THE SECURITIES ACT AND SECTION
1o{k} OF THE EXCHANGE ACT AHD RULE l0b=-5 THEREDNDER
I5C's foreign 1llicit and questicnable payments are matsrial nob cnly
in an economic sense, they alsa material in that reflect on the
integrity and ability of ISC management. In its May 12, 1376, report

to the Senate Banking, Housing and Urban AEfairs Committee, enktitled

Report of the Securities and Exchange Commission on Questizsnabie

and Illegal Corporate Payments and Practicas the Commission diszussed

the materiality of illegal and questionablas payments: ¥/ In determining
whather payments are material comsideration should ba given to

whether (1} they are significant in amount; t2) although not significanr
in amount, they relate to a signifizant smcunt 9f buginess; (3)

regardless of their size or impact on business, covrporate officials

*/ The Commission's "voluntary Cisclosere Program” ancouraged
corporations ta conduct iatarnal investigations amd publicly
disclose ztheir matsrial guestionanle and Lilegal paymsents
I5C commenced an invescligation ¢ Lbs activities only aitc
being tald that the Commission had ¢oncerns tvagarding cectain
of 15C overseas activibies. ISC has never made the matevlal
disclosures Jiscussed herein and has refused to grant the fommission
unfettered access Lo the underlying Jdocuments.

nave made repeated 1llegal payments without board Knowledge and
proper accounting because of itz relevance to the "guality of managemant®
and possible improper sxercise of corporate authorityrs (1) aven
when made with express board approval, they could have regpercusgions
of zn unknown nature which mighk =xtend far beyond ths quastion
of the significance of the payment itsalf or the business directly
dapendent upon them., Id. at 14-15.
Measured agalnst thess cgrireria, ISC's activities in foreign
nations and their relationship te its business affected by them
is econgmically material. They are also materlal because -- regardless
of the knowledge of I5C'z board of directors -- their repeated nacure
reflects on the qualicy and intayrity o¢f management and becauss
the payments have possio.s repercuiaions far beyend =he sigrificance
5f the payments bhemsslves (r.g. I8C's ability ko recover iks "uniilied
recaivarles" or <o any business in any of the affected zountries.) 4
Courts which have congldered the question, have deternined
that guestlonabls paymants are meterizl and rmust be disclizzad.

Barmap v. Gerbac Producks Co., 454 F.5upp. 1310 (W.D.Mich. 1978});

f

S.E.C. v, Jog. Schlitz Brawing Co., supra. Serman was a tender afisr

case in which management. refused to reveal the GLimiag and laogaticn

*/ Congress,; in enacting the Foraign Corruph Sragtices Act
2xpressed the sericusness of corparate bnizary:

Corporate Dribery iz bad bBusiness. In our frae
market system it {s basic that the sala af groducts
should take place on the basi= of price, gquality, and
service. favperate bribery is fundament3ily dastuc-
tive of this vasiz tenet. Corcerake sricery of foreign
qfﬁic%a;s takes place primarily ts assilsat corgavatians
in gaining business. Thus, foreign zorporata oribery
agfec:s the vavry stabllity of overseass business. Tgor-
elgn Sorporace cribes alse affecr cur domestic compe-
tive slimats when domestic Firms engage in such prac—
tices as a substituts for hezalthy compatitian Ecr
foreign business,

. o 1 I :
faf- do. 114, 9S8k Zong., 1st Sessisn, May o,
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of illegal and questionable payments abroad, **/ or the identitites . payments was material and thar "it was of the utmost importanca”

and location of employees involved in the Zoreiyn payments. After [ Eor the stockholders to ba ¢ognizant of the identities of the corparate

extensively diseussing the legislative history of the federal securities : officials who took part in the schema. "se that z complebe understandin

. : 2 nent' thergric b i
laws and kheir commandment that thers be "full disclosure” of material af the management's intergrity cculd be possible.” 1d.

facts (452 F, Supp. at 1321), the Berman Court held that: l The S¢hlitz decision sounded the same theme as did Berman.

In circumstances where actlons by some members of corporats
maragement have oeen chalienged as beling qusstiqnable,

if not outright illegal, and such actlions have indeed been
acknowizdged oy the corperacion itself, ir is gertalnly
pasassery =nat stockhalders have knowledge of the in-

iyl inyalves and wnz agtivities whilch transpized

in order that they may have a Eull gpporcunity to aporiase
rhose activiries and khe partigipants, 3Suck ackivities
bear tha closest relatiznsnip to the inregrify OT manaqe-
mant., 434 F.50pR. at .1.3 (ompnasiz addad;.

Tha german court then Found that "the disclesures made by
anderson Clayton in this case were wholly inadequate with ter
spect to the fareign payments opervaticn,” and that the Eilings

mace

sought to camouflage the specific transactions by the
continued use of suphemisms, gensralizations, and vague,
gelrf-s2rving ianguage that 3id not erlighten the share-
helder azout the true nature, soope, and 2ffecr 3f the
ransacticns and of management's invaolvement therein.
Id.

See also, 5.E.0. v. Falstaf? Brewing Corp., supra at p. 94,463-69

{buried disclosure is not adeguate disclosure}. Finally,

the Berman court held thak the location and timing of the

**/ The offeror, Anderson Clayton & Co., had Eiled a Form 8-8
with the Commission, just as ISC had done, stating in pare,
that:

"lt]lhere were certaisn transactions in connection wich
foreign sales and operations which involved paymentcs

to agents under gircumstances where it i5 reasanable

to assume that che agents used part =f gueh funds

to make pavments to Foreign government oEficials
although no employee of the Company has actual knowledge
that such payments were in fact pade.”

The Anderson Clayten Form B-% also stated cnak:

"certain directors and officers wers jansrally aware
of the practice [of making these] sensitive pavments

[and thac] eptries in the Tampany's zecorif were oot
fully descriprive af the transactions." 151 F.5upp.
at 1315.

—— e

In Schlitz, denying a motlon to dismiss the Commission's complaint,
the court rejecked arguments that payments of $3 milllon made in
violation of fedevwal and state llguor laws to induce retailers to
ourchase Schlitz products on nat sales Gf approximately i billion
were not material and tiiat the acn-disclosurs of such payments did
net render Schlitz' financial statements, periedlc reports, regis—
ratlion statements and proxy solicitatian materials £iled with the
Commizsion materially false and wmisleading., 452 F, Supp at 827.

In rejecting Schlitz' arguments and finding that the Csomission
had statzd a claim for relief under Section I7{a) of the Securitiss
act and Sectloans 12!b), 13(a) and 14(a) 3f the Exchange Act, tha
court stated that "the Juestion of integrity 2f gmanagement sives
materiality to the matters® of which ths Commissicn complained.
Furthermore, the court observed that whila 32 million in payments
cepresented cnly 3% of Scnlitz' sales, the economic imalications
2f the paymenkt to the company as a whole or ko a stgnilicant line

£
the amount of businass that may be dependent on er affactad by ik,
Finally, the mossiblity of foreign governmental agtion was theught

to be material too, 452 F. Supp. at 330. */

{ts Lusiness assumes mareriality particulavly when measured agains

*/ Subsequent to the Berman and Schlitz decisizcns, the
Suprema fourt had ocgasion =0 address th2 Guestion af she

breadth and purpoae of the disclosure reguizsments of

the faderal securitias laws and,

17{a) 2% the Becurities act. o
Hafralin, 47 U.S.L.W. 2374 tHay &1,
Court Jquoted appravingly From the l=

Y
af the Zegurities Age, 4. a2t 45T

'T;e purpese of this ei1il ts to groteet ts iavesbing
punlic and horest buysinass. . . . The aim is t3a orevent

Footnote continued on Pios 30.
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ISC's fareign payments are clearly material from both skand-

soints - i.=. economic materiality and integrity of management.

A= described above, ISC made illicit and other zuestionable payments

to obtain substantial conktracts and revenues in regard therete in

Iran, algeria, and 3audi Arabia, among others, {e.g, Chile, Hicaragua

and Ivory Coast), ISC then concealed thess payments {rom at least
the governments of Iran, Algeria ard Saydi Arabia. While promising
material Fisclosures since at least 1375, ISC has yeht to issue a
written repors based on its intarnal iovestization. ISC has anly
isgued a gaperic Zurrent Regevt on Form §-K, in April 15§73, abcu:z
these payments whici
participated in these act:ivitiss. Morsover, the use of corporate
fonda for personal benefit (i.e. Xilguade) end the undisclosed

significant beneflt to Messrs. Kenneally, Levner and Ross Srom

their dz2alings with SCC alsoc are materiazl facts which requirce

nore adeguate Jdi=closure. See 5.8.5. v, galvex, supra.

ISC'S FALSE AND MISLEADING STATIMENTS YIOLATE THE
PROXY PROVISIOWS OF 'THE EXCHANGE alT - SECTION I4fa)
af THE EXCEANGE ACT AND RULES TEERETHDER

Section li{a) af the Zxchange Act teguires compliance with

*/ Factnote conkinued from Page 2%.
furthar aexzpleoitation 28 the publizc by the sale of unsound,
fraudulant, and wortnlass 5ﬂ"uri“Le% whrough misvepregenta-
Lion; to place adeguats apd true ia ion tcefcre toe
inves=ow; o protfect honest enterpriz eeking szpital by
honest ?resertatlon, against the c:mnetitisn afforded by
disnonest secguri fered =3 the publilie Shrough coooekad
sTomotidn; €2 rve wne cenfldence a‘ che prasgective
investor in hi:z lity ta s=lect scund securities; &2

srinyg Lnka gra“ cnannals of industry and develao-

ment sapital which kimid k9 the goint of hearding;
and ko a;d in Jrcv- ’ + and rzscaring buying

and cansuming poﬁer. S. Rep. Ma. 47, 73d Iong., lst Fess.
Logloiz;.n

The Court further nacad =hat the Securitles Ack i3

Lo promote "ebnagal anendardz 25 hones falr

and was dasizpad Lo prs L aon only inves it
pusinessmen” as wail apd "to achieve a plgt dard of
susiness =*hic5 . - .« ln every faceb of she aecuarit:ies

induanrwy."  Id,

indicated tha:z I3C executives knew of aad hava

+

oL
Commission regulations congerning the sollcitation of proxies.
pule 14{a)fd), promulgated by the Commission requires chat companies
supply proxy statements containing specific items of informatiszn
a8 set forth in Scheduls ida [L7 C.F.R. 5240.14a-10]. Bule lia-9
oroninita the use and dissemination of zroxy solication matarials
which coatain material false or misleading Information or oolecs
material facts, */
The standard of matdriality under Rule i42-9 {5 sez Zforth in

%EC Industriss, Inc. v Northwav, Ine, 4326 U.5. 433, 449 (1973):

AR om*ttnd fact is material 1f thare iz a szubstantial
likelihood that a r=asonable sharebolder would con-
sider it important in deciding how to vota.

The Supreme Court, recoghnizing vhat the concept af matarlalicy is an

el ..ive one, Lurther ohserved thar bthe trler of Ffact zhould con-

sider txe "total wmix" of Iinformation given to a sharsholdsr in

deciding whethzr the statepsnt alleged t2 be false opr mislaading,

or tha omission, is matarial. Id.

Since tne Mortiway decision, 2 number of lower courts have
examined the matter. In 55 doing, they have held thzt mhe Commission
nged only allege a material violation of the proxy rulas ta state

g vlsim for rellel. Sea, S.E.C. v, Jos. Schlikz Brewing Co., sugrs.

In addirion, the courts have set forth ecertain fac:is which,
if not disclased, or if disclosed in a misleading manner, or in
a manner which omits discussion of particular facts, sonslbitus

vielations of the proxy provisidas. For sxample, when, as hare,

incumbent directors, such as Cefendant Xeaneally, stand for reslecriocn,

the proxy solizitakion materials must diasc

a) to the total remuneration of thase seeking eleetisn; b} to khe

serious financial copditien of the enterprise; c} ro the risks ec
which the sntarprise has been subiected by incumbent managemant;

4} o

r/ RPule l4a-3 may be found in the Statutory Appendix to
this Memorandum.

se Raterial facts relatin

the prior year's transactions or presantly prapesed transactions



i
to which the issuer or any of its subsidlaries was or i5 a party

and in which the issuera‘ officers had or is to have a dirsct or

jindirect interesk; and, e} the integrity of the incumbent management.

seg 5.E.C. v, Falstaff 3rewing Corp., sSupra at pp. 94,468-707 5.8.C.

v. Jos. Sghlitz Brewing Co., supra, 452 F.Supp. at 831; S5.E.CQ. v.

Kalvex, Ine., sugra, 435 F.3upp. at 314-315. */

Normally, sharsholders -~ who are the true owners of the cor-
poration and the individuals whose property is being administerad
by the enterprise's management -have but cne opportunity to express
an opinion on how and by whem khey wish ts have their corporatlion's
affairs administered: the annual meeting of shareholders. It is
in anticipation of those meetings that proxy soliciting materials
usually are sent.

The guestian, therefore, is whether the vote of any I3C share-
holder would have been ifnfluenced by £ull disclosure of the fact
that:

1. 1I5C paid appraximately 523 million in illicit and
questionable foreign payments to secure business.

2. These guestionable foreign payments subjected ISC to
risk the loss of almost $31 million in ®unbilled receivakles”,
loss of contracting opportunities in the affected natiens.
and possible prosecution.

1. The "unbilled receaivahles" and "escalation” claims
were of dubious validity.

4. Poreign government entities had besn misled about,

and particularly after they made inquiry with respect to, is-

proper use of intermediaries and payments ko government officials.

5. The books .and recerds of ISC and i:s subsidiaries

were not accurate and did not accurakely record the use

*/ 3 direcfor-nominse (1i%e Defandant Xenneally) has a duty bo
detarmire the wvalidity of proxy materials submitted and to
correct starements and facts which he knew or should have known
wers arrongous ar misleading. $5.E.C. v. Falstaff Brewing Corn.,

supra.

and disposition of it3s asseus.

6. The beooks and records of & major subsidiary were
sa lncomplete that Lhe auditors could net express an opinion
on the financial condition of that supsidiary sxcept te
questisn jts continued Einancial viability and to nata that
it was in vislation of the English Companias Ace.

7. Mere than one million dollars was used ks purchase,
furnish and malntain a summer home in Ireland for Defendant
Kenneally.

8, Foreign subsidiaries maintsinsd off-book Yank accounts.

3. Froreign subsidiaries were 30ld to peraons associated
with 1SC.

L0. Three persons, #ennesally, Boss and Lerner, were tha
principal beneficiaries of a compensation plan {DCC) supposedly
established and funded by IS( Eor the henefit of its pas:
important and "key" offigers and dirwctors.

1l. alfter almost 12 nonths, the directors
of ISC have not finalilzed and presented to the shareholders
the investigative report by speciszl ocutside counsel looking
inte ISC's illegal and questionable activities.

1l2. The firm of R.F, Medina, now Chalrman of IS50's
Board of Direckors, received 3604,000 in management "consul:ing
tees” wnile he supposedly was in charge of the spetvial review
being conducted by special outside counsel. */

To ask these guestions is to answer them: One does not alact
a3 directors individuals who are using the corporation they representc

for personal gain, S5.E.C. v. Kalvex, supra 325 F.Supp. at 315, or

who are so incompetent, or devoid of moral scruples, as to cause

>/ It is inconceivable too that the sharehoiders of I3C would nok
cars o snecw that singe mid-June 1979, andar its incumben:
mianagement, and in particular Defardant Xenneally, corpotrata
pacords have been shredded atr such a pace as to reguire bhe
use of an autematie, belt fed shredder producing as many as
15 pags of shredded documents per day.



b
the snterprise to ba placad inte fakal seopardy. CTleariy, whart was
missing Ffrom ISC's proxy solicitation materials was, by any standard,
the mest material and critizal information a sharehoideT would want,
and need, ta make an informed judgment.
POINT 1.
THE COURT SHOULD APPOINT A SPECIAL AGENT

as noted above, the Commission appears “nok as an ordinary

litigan=, Tut as a statutory guardian charged th safeguarcding
the publlc interast in enforcing che securities laws." 3.5.C. v,

Management Dynamics, Ing., $uM2Y3, =15 Fid. at 538, Courts have re-

paatadly upheld the Comnission's zuthorizy bo seek, and thes district
courts' equitable power to grant, valisf aagillary to the injuncrive
rellef thie commission is specifically authorized to obtain. The
aguitanla Temedies which the Commis=zion seeks - a preliminary lajunction
and the -appointment of an agent of the Cour: to assure compliance

with the federal securities laws and to preserve the assets and

hooks and tecords of ISC - are essential to correct the pefandants’
fraud and mismanagemant.

Where caorperations, as here, have bean the target of Iraud,
mismaragement, gross abuses of trust and used as vehicles for kb
private purposes of individuals, courts have granted the Commission's
request for regeivers or special agents. E.g. 5.E.C. v. Bawlar,
$27 F.2d 150 (4th Cir. 1979); 5.8.0. v. Hoenig, 469 F.2d 1958 (2d

cir. 1972]. Moreover, as noted by the Cour:t in §5.E.C, v. Golsonda

Mining Tv., 327 F.Supo- 257 a% 259 (5.D0.5.Y. 1971} an "iniunckian
againse future viclations while of some detarrvent Iorce dres nok
correct the conseguences of past conduch.”

Recently, in a case ilnveolving violations of tha antilrcaud
and reporting pravisiona of the ifederal sacurities laws, false
and misleading company boocks and records and aisaporecriaticn and

diversion of corporate assets for the benefit of incumbent mapagement,

the District Court, on an ex parte applicatlon by the Commission,

1ssued a temporary restraining corder enjolning the dafendants from
"dastroying, mutilatirg, concealina or dispoiding of in any mapnect
corporate books and records, freezing the assetw pf the corporaie
and individual defendants, establishing veting ktruscs over the de-~
Eendants; stock and appeinted a "temporary receiver”. The Tourt
ordered the "temporary receiver” ko take custody control and possessicn
of all assets and property, insluding books and tecowrds, bank and
truat accounts, securities, property and premises, "in order ko
prevent irreparacle loss, damage and injury"™ Lo investers, ro ramove
the individual cefendanzs from contral and management of the snter-
prise, to make an acgounting of all assets and liabilities of and
funds paid to or received by the corporate defendant aand, Zinally,
to inguire into and account for misappropriated corporated assets.

5.8.C. v. Aminex Resources Corporation, [1978 Transfer Binder! ¢CH

Fed. Zec.L.fea. 1 96,352 at p., 96,454 (D.0D.C. 1%73).

The facte of thils case clearly warvant the immediste telips
prayed for by the Commission -- the appoiniment of a special agent
to assure adequate supervision of defandant ISC and its asgets
and property.

The false and misleading statements which ISC hag made iz, and
the material facts which it has omitbted from its disclosures relating
EG its past -and present activikbles, its claims for "unbilled re-
ceivabies™ and "escalation" payments, the kilck-packs and rehates
it roceived from suppliers, the affect of thosa activitissg cn
itz buginess, as well as the related-party transactions and officer
and director compensatisn and benefits, have misled and sontinue
to mislzad investors in Judt tnose areas of required disclasure
most vital ko informed investment decizian and the faderal securitiss
laws disclosure provisions. Thus, there sxists an wmmady
ne2d to assura that ISC's fuiure disclosures are made with dus regard
ts khe letter end ppirit of the Federal securities laws and thar ISC's

corporate daecisjon making is moeivated selely by a2n informed avaluation



of it& financial gondition and in the best lnterests of the share-
holders. This can be accomplished onlw by granting the preliminary
relief that the Commission has requested including the zppointment

of a special agent of tha Couri to perforn the tasks enumerated in

the instant motion.

IX. CONCLUSICON
Por khe foregoing reasons, the Commission respectiully requests
khat the Court issue a preliminary injunction and appoint a Special
Agent of the Court, as prayed for in =he Moticn for Prelimiracy

Iniunction, and should issue such other ordars and grant such further

and additignal relief as the Court deems just and propar.

pated: July 9, 1379 Respectfully submitted,

Harvrin G. Pickhalsz
Willlam G. Kuenhle
Arthur M, Schwarczstein
Sammy 3. Kpighk

Attorneys fo £ *‘
AR 1S5S

Securities & EZxchange Lol
800 North Japitol Street, N.W.
Washington, D.C. 205139
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* The Commission wishes to éxpress lks appreciaticn for the
assistance it received from Frederick W. Smolan, C.PF.A.
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SECURITIES AND EXCHANGE CONMIESION

Flle Ho.
Plaintiff, .
- agalnst - :
COMPLATHT

MARLENE INDUSTRIES CGSRP. :
CHARLES KELTZER

SAMUEL KELTZER L f

* Defendants. ;

Flaintifl, Securities and Exchinge Comuissisn
{"Comminmslon") for its Complaint hervin aileges upon
Information and bellel that:

1. Defendants Marlene Industries Corp. ("Marieue"),'
Chirles Meltzer and Sgmiel Meltzer heve been engaging in
acts which cunsti%ute acd will censtitute viclabtions and
alding and abeiitlng violations of Sections 10{k), 13(a),
13(L¥I{(2) and 14(2} of the Sceurltice Fxehange Act of 1874,
an amended, (TExchange Act"), 18 U.5.C. 7BJin), Tinla),
Foru(b)(2) and 78nlx), and jtules 10L=5, 12b-20, 13a-1, Lbn-3
and ldz-9 Liereunder, 17 €. 230.10b-5, 240.12u-20,
240.33a-1, P40.14a-3 and 240:1ﬂa~9.

2. The Cemmlssion, pursuant to aYthoricy containzd in
Scetlons 10{o), 13{u), 14{e) and 23{g) of the Exchange Act,
15 U.S.C. T83{Ly, fﬂm(ﬂ), Tinfa), and THwia] has
promulgated Rules 165-5, 13a-1, 1ha-3, liéa-9 apd 12h-30
240.1C0-5, 240.13.-..-4‘,

thereunder, 17 C.F.H. 2N0.1ha-3,

250, 1ha-9 and 2H0.120-20 reoswvectively, Said Ouiles wers in

effeet at all ticmes wentioned hervein and aro oW Ly offect,
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