






In addition to Citigroup, other banks participating in the Georgia-Pacific financing as co­
underwriters included Deutsche Bank, Bank of America, and J.P. Morgan.118 Most of the money 
in the financing deal went to Georgia-Pacific, making it one of the largest obligators in the 
institutional (non-bank) loan market.119 Koch refused to guarantee GP’s outstanding unsecured 
bonds, causing the bonds to drop precipitously before the completion of the deal. In other words, 
existing GP bondholders were put at greater risk through the Koch acquisition, while 
shareholders reaped a premium for their shares.120 Moody’s looked poorly on the deal and 
downgraded Georgia-Pacific debt.121 It is worth noting that the banks sold the debt mostly to 
other institutions, such as hedge funds and mutual funds, a relatively new phenomenon in the 
debt markets.122

7. Outside Stakeholders

7.1 Safety and health

Like most large companies in the dangerous construction, manufacturing, oil refining, and meat 
processing industries, Koch’s health and safety record is far from spotless. The company and its 
subsidiaries have hundreds of OSHA violations over the past ten years, many of them containing 
serious fines, logout/tagout practices, and repeat or willful violations. Amputations and deaths 
have occurred, although Koch’s overall safety ratings are on par with others in their industries. 
(See section 9.3 OSHA Violations.)

7.1.1 Trends in Health and Safety Violations

In the residential and industrial construction industries, most o f Koch’s violations were for fall 
protection equipment, lack of training, and actual falls. A recent incident with Koch Homes 
involved a worker crushed at a private home construction site in Maryland, causing an 
amputation. In Texas City a worker was killed at a Koch Specialty Plant Services site due to 
faulty ladders and fall protection equipment. The 2004 average rate o f non-fatal injuries in 
construction was 6.2 percent and for roofing, 7.9 percent.123

For the plastics and furniture manufacturing segment, the violations were for improper protective 
equipment, faulty machines, and hazardous electrical wiring. The most common OSHA 
violations for these industries in 2005 were control of hazardous energy, chemical exposure, and

118 “Georgia-Pacific launches $1 IB acquisition loan, outlines upfront fees,” GoldSheets (Loan Pricing 
Corporation) January 10,2006.
119 “Citigroup preps $14,8B financing for Koch/Georgia-Pacific,” GoldSheets (Loan Pricing Corporation), 
November 17,2005.
120 Christine Richard, “Holders of Corporate Bonds Seek Protection From Risk,” Wall Street Journal, 
December 17,2005; Shayna Stoyko, “Long Bond Price Moves Higher As Investors Anticipate Auction,” Wall Street 
Journal, February 7,2006.
121 “Ratings: Georgia-Pacific proposed term loans, revolver rated Ba2; corporate rating lowered to Ba3 
(Moody's),” (Moody’s Press Release), Gold Sheets (Loan Pricing Corporation), January 6,2006.
122 Serena Ng, “M&A Boom Propels Surge in Leveraged Loans,” Wall Street Journal, April 26,2006.
123 US Department of Labor. Table: Incidence Rate and Number of Nonfatal Occupational Injuries bv 
Industry. 2004, OSHA, www.osha.gov. accessed 1 May, 2006.
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own goals and achievements. As the website makes clear, “the resulting agreement maximizes 
the use of non-OSHA resources to accomplish tasks such as training employees and developing 
site-appropriate safety and health management systems” and puts the employer in the role of 
establishing and maintaining a safe and healthy work environment because OSHA resources are 
too limited to fully accomplish these tasks on their own. Companies included in the 405 active 
OSPP agreements are Johnson & Johnson, the US Army, Ford, USPS, Ready Mix, and Koch 
Industries.131

The Koch-OSHA partnership covers over 450 employees in fourteen states and is committed to 
reducing workplace injuries, especially those related to ergonomics.132 The Koch subsidiaries 
that have signed on are limited to a handful of petrochemical and manufacturing firms. 
Participating segments o f Koch are: Koch Business Holdings LLC; Aviation Hangar, Wichita, 
KS; Koch Carbon LLC, Chicago, IL and Corpus Christi, TX; the C. Reiss Coal Company, Green 
Bay, WI; Koch Mineral Services Office Complex, Wichita, KS; and Koch Nitrogen Company, 
Enid, OK, Beatrice, NE and Dodge City, KS.

According to the OSHA website, participation in this program has helped Koch to lower both 
their total case injury rates and their employee’s average time away from work due to injury 
since joining the OSPP. Koch Executive VP Jeff Gentry remarked that "as a direct result [of the 
OSPP], our employees can better leverage health and safety knowledge across our companies 
and work toward continuous improvement. This has enhanced our knowledge systems and 
allowed us to develop clearer strategies for future improvements. We look forward to continuing 
to work together to reduce injuries." Tangible improvements include a contractor safety training 
course, an ergonomic awareness campaign, and enhanced working relations between Koch 
facilities and OSHA regional offices, as well as a focus on reducing injuries and illnesses, 
including ergonomic-related injuries at the participating Koch subsidiaries.133 (See the appendix 
of Koch’s 2005 EH&S Report.)

Georgia-Pacific transferred a significant amount of litigation to Koch along with its paper plants. 
As of September 30,2005, the company was facing 57,400 suits for asbestos-related illnesses 
and had already spent $945 million on asbestos litigation and compensation. Experts disagree on 
the overall impact of the suits and when these claims may dissipate. However, the companies did 
not hesitate to lobby against (failed) legislation in the Senate that would establish a $140 billion 
trust fund for people suffering from nine levels of asbestos diseases, paid out in fixed amounts by 
both the companies and the insurers.134

131 US Department of Labor. "Partnership: An OSHA Cooperative Program.” OSHA. 
http://www.osha.gov/dcsp/partnerships/index.html.. accessed 4 April, 2006.
132 US Department of Labor. “OSHA, Koch Industries Form Partnership.” OSHA Trade News Release. 14 
January 2003.
http://www.osha.gov/pls/oshaweb/owadisn.show document?!? table=NEWS RELEASES &p id=9979. accessed 4 
April, 2006.
133 US Department o f Labor. OSHA Trade News Release. “OSHA, Koch Industries Renew Partnership.” 24 
March, 2006, accessed 1 April, 2006.
http://www.osha.gov/pls/oshaweb/owadisp.showjlocument?p table=NEWS RELEASES&p id=12100. Accessed 
4 April, 2006.
134 Peters, Andy, “Asbestos Cases Could Keep Koch Lawyers Busy,” Fulton County Daily Report, 16 
November, 2005.

32

http://www.osha.gov/dcsp/partnerships/index.html
http://www.osha.gov/pls/oshaweb/owadisn.show_document?!?_table=NEWS_RELEASES_&p_id=9979
http://www.osha.gov/pls/oshaweb/owadisp.showjlocument?p_table=NEWS_RELEASES&p_id=12100


7.2 Environmental

Koch is a chronic polluter and strongly denies any evidence of global warming. During the 
1990s, Koch’s pipelines were responsible for over 300 oil spills in six states (Alabama, Kansas, 
Louisiana, Missouri, Oklahoma, and Texas). More than 3 million gallons of oil was spilled.
Carol Brown of the EPA fined Koch a record-breaking $30 million in January of 2000, while 
also requiring the company to improve its leak-prevention programs and spend $5 million on 
environmental proj ects.135

In an April 2001 case, Koch Petroleum Group LP pled guilty to covering up environmental 
violations at Flint Hills Resources’ (Koch subsidiary) oil refinery in Corpus Christi, Texas. The 
company had to pay $10 million in criminal fines, plus $10 million for local environmental 
improvement projects.136

Koch claims to “ .. .take a hands-on approach to philanthropy that furthers environmental 
preservation in areas where [their companies] operate.” They list a litany of environmental 
organizations with which they have done work, presumably spending penalty money that was 
allotted for environmental projects.137 While these collaborations seem to be legitimate 
environmental projects, some of the “environmental” organizations that Koch works with are 
bogus, such as the Earth Watch Institute and the Environmental Law Institute. KocH funds 
George Mason University’s global warming denial research.

Koch is an outspoken supporter of opening up Alaska’s ANWR for oil exploration and drilling. 
They also support developing natural gas sites in the Outer Continental Shelf, particularly in the 
Gulf of Mexico. The US Senate is currently considering legislation (introduced February 2006:
S. 2253) that would open up more of this region for leasing to companies such as Koch.138

As for possible green allies, it would be hard to come between Koch’s money and environmental 
stewardship organizations like the Nature Conservancy, who want money, no matter who is 
paying. Wild Wilderness is an organization whose leader, Scott Silver, appeared in one or two 
articles; they are locally based in Oregon. Perhaps a more promising prospect might be 
Greenpeace, which is currently running a boycott against Kimberly-Clark, who trails GP closely 
in tissue products.139

7.3 Regulatory / Legal

The Department of Justice reported in Fall, 2000, that Koch and four employees were indicted on 
ninety-seven counts of violating federal clean air and hazardous waste laws. The company was 
accused of purposefully releasing benzene fumes into the atmosphere and lying about it to Texas

1 5 http://www.motheriones.com/news/special reports/moio 400/51Jkoch.html. accessed Spring 2006.
136 “Koch’s record a mixed history; new owner of G-P praised, prosecuted.” Bangor Daily News. (Maine) 
November 16,2005.
137 www.kochehs. com, see appendix for list of organizations.
138 http://www.doi.gov/ocl/2006/S2253.htm. accessed Spring 2006.
139 www.conservatree.com/paper/PaperTvpes/tissueconsumer.shtml:www.greenpeace.org
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regulators. If convicted, the company could have faced as much as $352 million in fines. After 
Bush took office, however, eighty-eight counts were dropped and US Attorney General Ashcroft 
offered the company a plea bargain. Koch admitted falsifying documents and paid a relatively 
small fine.140

Besides having to deal with the EPA for its egregious violations in the past, Koch has cozier 
relationships with other agencies such as the Minerals Management Service, a part of the 
Department of the Interior that manages minerals and other resources. The Director of MMS, 
“Johnnie” Burton, recently testified before the Senate Committee on Energy and Natural 
Resources with respect to S. 2253 and the Outer Continental Shelf Sale Area 1S1. He explained 
his agency’s strong support for the leasing of the Sale Area 181 to increase domestic natural gas 
production.141

7.3.1 Legal

Koch has had several significant and interesting cases in recent decades:

• The Koch brothers’ family feud resulted in Freddie and Bill suing David and Charles 
(along with the other Koch shareholders) for deflating the price of Koch Industries 
during the buy-out.142

• Bill Koch also brought a suit on behalf of American Indians and the federal 
government, who were cheated over the course of many transactions with Koch 
Industries. Koch measured the amount of oil it was drawing in such a way as to draw 
slightly more oil than the company paid for. Over time, this amounted to millions in 
stolen oil (over $230 million according to Bill Koch). In May, 2001, Koch agreed to 
pay $25 million to the federal government for its cheating.143

• In Southwest Pet Products vs. Koch Industries et al, Southwest Pet Products sued - 
Koch for supplying them with contaminated dog food that killed several dogs,

• Koch retirees tried to bring an ERISA suit against the company, claiming that the 
company violated ERISA when it cut off their benefits. The retirees lost the case 
(2005 WL 3157590 (M.D.N.C.)).

• Celebrity Anna Nicole Smith went to the Supreme Court in a fight over the 
inheritance of J. Howard Marshall, a billionaire oil tycoon invested in Koch 
Industries, with his son, Pierce Marshall. The case came to Koch's attention because, 
if  successful, it would have made public the worth of Koch's stock.

• Grynberg v. Koch, in which Jack Grynberg attempted to bring a second suit against 
the company for stealing natural energy sources from the federal government. His suit 
was dismissed essentially because it was a duplicate. Grynberg also owns a private 
energy company.

140 Bill Berkowitz, “Finance-U.S.: The Biggest Company You Never Heard Of,” IPS~lnter Press Service, 
January 4,2006.
141 http://www.doi.gov/ocl/2006/S2253.htm. accessed Spring 2006.
142 275 B.R. 5, *; 2002 U.S. Dist. LEXIS 3766; also 203 F.3d 1202
143 http://www.cbsnews.eom/stories/2000/l 1 /27/60II/main252545.shtml. accessed Spring 2006.
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7.4.1 Georgia-Pacific Community Relations

Atlantans considered Georgia-Pacific to be a great corporate citizen because of their leaders’ 
involvement in civic affairs, their generous donations to local charities, and their hometown 
pride as an Atlanta company. As the president of the Metro Atlanta Chamber of Commerce 
explained of Georgia-Pacific, "they have been one of the best civic leaders in Atlanta year in and 
year out.”144 In 2004 alone, Georgia-Pacific gave $2.6 million to Atlanta nonprofits, and thirty 
G-P executives hold over seventy board appointments within the greater-Atlanta area. Former 
CEO Pete Correll was a major civic participant in Atlanta, fighting for flag change, recognition 
of controversial governors in a racially tense environment, and donating to many charities. As a 
result, there is concern among the Atlanta community that Koch Industries, which is replacing 
most G-P leaders with their own Market-Based Management team, will not contribute to Atlanta 
in the same way.

The Koch brothers have been nationally recognized for their efforts. The Boy Scouts of America 
gave Charles Koch the “Distinguished Citizen Award.”145 In Brunswick, Georgia, Mayor 
Bradford Brown described the company as a “good corporate citizen,” and in Perry County, 
Michigan, the president of the Board of Supervisors says that Koch is good for their community 
because the company built bleachers for the Little League and funded paper mill upgrades.146 In 
Wichita, the Koch brothers have made personal as well as corporate contributions to the 
community. Charles gave $6 million to Wichita State University to refurbish their basketball 
arena, sponsored the primate exhibit at the local zoo, and funded the free outdoor annual 
orchestra concert.147 In keeping with their community focus, Koch sponsored the “Capital River 
Relief’ project that committed celebrities and politicians to taking a few hours out of their 
weekends to pick up trash along the Potomac River in Washington, DC. Other sponsors of this 
April 2004 event included Alcoa, The Army of Corps Engineers, Caterpillar, Cargill, the 
National Fish and Wildlife Federation, the National Park Service, Pepco, and Whole Foods.148 *

7.4.2 Community Issues with Koch

However, the Atlantans’ fears about the Koch brothers may be justified, as the libertarian family 
is concerned mainly with individual rights, deregulation, and privatizing public goods. 
According to the report Koch’s Low Profile Belies Political Power, published by the Center for 
Public Integrity, "Koch’s chief political influence tool is a web of interconnected, right-wing 
think tanks and advocacy groups funded by foundations controlled and supported by the two

7.4 Community

144 Saporta, Maria, “Georgia-Pacific Deal: Atlanta Loses Corporate Leader,” The Atlanta Journal- 
Constitution, 15 November 2005, pg 6A.
145 Mercatus Institute, “Charles Koch,” http://www.mercatus.org/people.php/145.html?menuid= 1, accessed 14 
April, 2006.
146 Trotter, Bill. Bangor Daily News. 16 November, 2005.
147 Hirschman, Dave. “Koch watches over Wichita.” The Atlanta Journal-Constitution. 5 November 2005,
1A.
148 Environment Writers, “Koch Industries Leads ‘Team up to Clean Up’ Coalition of Local, National
Sponsors for 2005 Capital River Relief,” Business Wire, 22 March, 2005.
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Koch brothers,"149 The three major foundations through which Koch has channeled over 
$120,000,000 in donations since 1986 are the Charles G. Koch Foundation, the David H. Koch 
Charitable Foundation, and the Claude R, Lambe Charitable Foundation. Major recipients 
include the Cato and Locke Institutes, both libertarian organizations advocating environmental 
deregulation, corporate rights, and a right-wing political agenda.150 (See section 9.4 Political 
Contributions.)

The Koch brothers’ favorite beneficiary is George Mason University in Virginia, where they 
have donated over $23 million since 1985.151 The two departments to which they direct their 
gifts are the Institute for Humane Studies and the Mercatus Center, The former provides named 
scholarships for libertarian students and encourages studies of the free market. Koch EVP 
Richard Fink sits on the university’s Board of Visitors and is a visiting professor of economics 
for the school.152 On the Board of Directors at the Mercatus Center are Charles Koch and 
Richard Fink, as well as Edwin Meese, former US Attorney General. The Center focuses on 
lobbying the Office of Management and Budget (OMB), and for the 2001 review of the Clean 
Air Act, put forth more comments than any other group.153 They effectively influenced Bush’s 
review of the “New Source Review” stipulation in the Act so that factories expanding their 
machinery would work with the Environmental Protection Agency (EPA) for tailored deadlines 
for bringing the equipment up to current emissions standards.154 Mercatus director Wendy 
Gramm, wife of Sen. Phil Gramm (R-TX), leads the research and lobbying for reassessing 44 
federal regulations regarding public health and air pollution. These included standards of smog, 
soot, SUV and large truck emissions, tailpipe emissions, and diesel fuel, making it clear that, as 
the Clean Air Trust noted, “Gramm would like to pull the plug on virtually every effective air 
pollution cleanup measure adopted in recent years.”155 The Mercatus lobbying for Koch has paid 
off—in 2005, Koch’s Flint Hills refinery was presented with the “Clean Air Award” by the 
EPA.156 The Clean Air Trust says it best: “Koch basically rents [George Mason] University's 
name to give a patina of credibility to Wendy Gramm's anti-environmental agenda.” 157

The Koch brothers also finance a range of “nonpartisan” value-driven institutions like the Aspen, 
Locke, and Reason Institutes. On their boards of trustees sit powerful international political 
figures, academics, and activists. For example, the Aspen Institute, located in Colorado, has a 
seemingly harmless mission to “foster enlightened leadership and open-minded dialogue... to 
promote nonpartisan inquiry and an appreciation for timeless values.”158 Leading the 
organization is CEO Walter Isaacson who is also Chairman of the Board for Teach for America.

149
150
151

Center for Public Integrity. Koch's Low Profile Belies Political Power, www.coi.org. 14 July, 2005. 
www.mediatransparencv.org/funderproFile.php?funderID=9. accessed Spring 2006.
Media Transparency, “Koch Family Foundations,” 

www.mediatransparencv.org/funderprofile.pho?funderip=9. accessed 4 April, 2006.
CPI. Koch's Low Profile Belies Political Power, www.cpi.org. 14 July, 2005.
Clean Air Trust. “Wendy Gramm: Clean Air Villain of the Month.” January 2002, obtained from 

http://www.cleanairtrust.org/villain.0102.html, accessed 11 April, 2006.
154 2001 Press Releases. “Opportunities Exist to Fix Ailing New Source Review Process.” Mercatus Center. 
8 August, 2001. http://www.mercatus.org/article.pho/128.html. accessed 3 May, 2006.
155 Clean Air Trust. Op. cit.<http://www.cleanairtrust.org/villain.0102.html. accessed 11 April, 2006.
156 Koch Industries. 2005 Environmental Health & Safety Progress Report, www.kochind. com, accessed 
Spring 2006.

Clean Air Trust, op. cit.
Aspen Institute, www.aspensinstitute.org. accessed 11 April, 2006
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Other powerful leaders include John Riggs, the Executive Director for the Program on Energy, 
Environment, and the Economy who was the Assistant Acting Secretary for Policy and 
International Affairs at the US Department of Energy (1993-1995) and previously staffed the US 
House Subcommittee on Energy and Power. In keeping with the nonpartisan mission, Aspen 
Emeritus Trustee John Clarke is also the Senior Vice President of Exxon Corporation. While. 
David Koch is also a trustee, so too are Madeline Albright, Prince Bandar Bin Sultan of Saudi • 
Arabia, Her Majesty Queen Noor of Jordan, and SEIU president Andy Stem.

Another Koch brainchild is Freedomworks, formerly Citizens fo r  a Sound Economy (CSE), 
launched by Richard Fink, and David and Charles Koch in 1984. The two brothers have since 
donated about $12 million.159 According to a report published by the Center for Public Integrity, 
Freedomworks is the “most incestuous” of all the Koch foundations.160 The co-chairman of 
Freedom Works, Boyden Gray, was council to President Bush Sr. and to the Presidential Task 
Force on Regulatory Relief during the Reagan administration. In 1999, CSE sponsored an 
amicus brief for suspending air quality regulations that had been issued by Clinton in 1997. They 
also drafted a bill for Senator Bob Dole, the Comprehensive Regulatory Reform Act of 1995, 
which would have allowed companies being sued by the government for noncompliance to cite 
previous under-enforcement as a means of egress from prosecution. In application, this would 
mean that Koch, a company that was at the time facing suits from both the EPA and the Coast 
Guard for an oil spill, could cite earlier instances when other companies were not prosecuted to 
avoid paying damages in their current situation. Thankfully, this bill failed in the House, but the 
Koch brothers were not deterred from pursuing their agenda. Citizens for Responsibility and 
Ethics in Washington filed a complaint in 2000, alleging that CSE violated campaign funding 
laws by giving scripts to members for phone-banking Oregon residents about voting for Ralph 
Nader in hopes of dividing the liberal vote.161

7.4.3 Potential Allies

As a result of their libertarian spin, Koch faces opposition mostly from national environmental 
watchdogs and corporate monitoring groups such as Wild Wilderness, Clean Air Watch, the 
Center for Public Integrity, the National Committee for Responsive Philanthropy, and People for 
the American Way.

7.5 Political

Maintaining connections within the federal government, heavy lobbying through Koch-funded 
institutions, major campaign contributions, and pseudo-research groups allow the company to 
leverage the government on issues, mostly environmental, and to win legislation favorable to 
their industries. The family keeps a close circle of political luminaries; Charles and David’s 
cousin, Bobby Koch, while once a staffer for Democratic House Majority Leader Dick Gephardt, 
is also married to Doro Bush, younger sister of President George W Bush. They were married in

Berkowitz, Bill, op. cit.
Center for Public Integrity. Koch's Low Profile Belies Political Power. 15 July, 2004.
Ibid.
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1 ff)
1992, with Clinton’s blessing, at Camp David. And as the Clean Air Trust explains, “Charles 
Koch is a major mover and shaker in reactionary political circles.. .[he] doles out millions of 
dollars each year to reactionary groups.”162 163 164

7.5.1 Political Contributions

Both Georgia-Pacific and Koch are friends of the Republican Party and of institutions lobbying 
in their favor. Nationally, Georgia-Pacific endorsed a right-wing agenda and donated exclusively 
to the Republican Party in 2002, while two thirds of their political funds supported Republicans 
in2002.liS4

The Center for Public Integrity explains that "Koch’s chief political influence tool is a web of 
interconnected, right-wing think tanks and advocacy groups funded by foundations controlled 
and supported by the two Koch brothers."165 Koch has one Political1 Action Committee,
Kochpac, which is funded by Koch employees and their families. Koch also sponsors three major 
527 Committees (groups that permit unlimited donations to candidates to influence elections and 
are tax exempt): the Republican Governor’s Association, Americans for a Republican Majority, 
and the Majority Leader’s Fund,166 Accordingly, in the 2006 election cycle, 94 percent of Koch’s 
campaign donations went to Republicans, as did 84 percent in 2004. Second only to Exxon,
Koch is the largest donor in the oil and gas industry and spends millions each year in lobbying 
efforts.167 (See section 9.4 Political Contributions.)

7.5.2 Top Management in Politics

Koch leadership also has intimate connections to the national government. President Bush’s 
former Deputy Director of Political Affairs Matt Schlapp is the current Executive Director of 
Federal Government Affairs for Koch, while former Koch in-house lobbyist Elizabeth Stolpe is 
now the Associate Director of the White House Council on Environmental Quality. Another 
former Koch executive, Alex Beehler, is involved in committees affecting Koch’s industries. He 
works in the Pentagon as the Assistant Deputy Undersecretary of Defense for Environment, 
Safety and Occupational Health through the Defense Department. (See section 9.4.3 Key 
Leaders in Politics.)

8. Conclusion

8.1 Profit Center

With Koch’s heavily diversified interests, it is impossible to attribute its profit center to just one 
industry. The introduction o f Georgia-Pacific introduces the possibility of those related products

162 Meacham, Joan. “Hill Climbers.” Washington Monthly. June 1993.
http://www.findarticles.eom/p/articles/mi ml316/is_n6_v25/ai 13816704/pg 2. accessed 24 April, 2006.
163 Clean Air Trust, op. cit.
164 Open Secrets. “Soft Money Donors for Georgia-Pacific.” www.opensecrets.org. accessed 14 April, 2006.
155 Center for Public Integrity, Koch’s Low Profile Belies Political Power. 15 July. 2004.
166 Ibid.
167 Media Transparency. “Koch Family Foundations.” http://www.mediatransparencY.org/kochaggregate.php. 
accessed 3 May, 2006.
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becoming the new profit center for the company. For Georgia-Pacific, consumer and building 
products together bring in nearly $14 billion in annual net sales. There is the good chance, 
however, of Koch selling off at least the consumer products half of the company.

In the petrochemical division, Flint Hills Resources accounts for much of the profit, both in 
refining oil and in distribution (in pipelines and in the general market).

8.2 Growth plans

With major oil projects coming to term in Minnesota and Alaska, it seems clear that Koch will 
not be shying away from its historic roots in the oil industry. Increased capacity in Canadian oil 
will likely be a huge cash cow if crude prices stay high and refining technology improves 
substantially. This does not, however, mean that the company will be staying exclusively in oil. 
Koch’s relatively new acquisitions in synthetic textiles and paper will be major strategic focuses 
as the company makes a major effort to build serious capacity in new markets.

Koch’s synthetic textile subsidiary INVISTA will be following the rest of the textile industry to 
Asia as the company closes many of its US facilities and sells capacity in its EU facilities while 
investing $100 million to double the firm’s capacity in China. Similarly, big changes are 
happening at Georgia-Pacific. Although the company was already undergoing an extensive and 
expensive restructuring, Georgia-Pacific CEO Joe Moeller is sending thinly veiled hints that the 
Koch subsidiary will be undergoing even bigger changes, namely selling off its consumer 
products division.

8.3 Key decision makers

The primary decision makers at Koch industries are principle owners Charles and David Koch. 
The Koch brothers, who inherited half of the company from their father and purchased the other 
half of the company from their estranged brothers, are both on the company’s top management 
team. Older brother Charles is the chairman of the board of directors and CEO, and younger 
brother David is executive vice president looking after the company’s chemical operations.

Outside of the family, it is clear that the Koch brothers reward loyalty to the company. Nearly all 
of the company’s top executives are career Koch employees. New president and COO David 
Robertson went to work with the company just after graduating from college, as did former 
President Joe Moeller, who just left the top spot on Koch’s management team to run Georgia- 
Pacific. The company’s management philosophy, “Market-Based Management,” is a unique 
form of free market management under which each manager would theoretically have the 
freedom to act autonomously in seeking value for the company, While this philosophy is 
something that CEO Charles Koch pursues aggressively, it seems that top managers have no 
problem pushing their ideas down the decision making ladder.

8.4 Key relationships

The most important relationship for Koch Industries is the tie between the Koch family, the 
company, and the conservative party. In addition to supporting a number of right-wing and
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libertarian think-tanks, including the Cato Institute, the majority of the companies’ political 
donations go to the Republican Party. These occur both directly* and through 527 Committees 
such as the Republican Governor’s Association, Americans for a Republican Majority, and the 
Majority Leader’s Fund.168 Not only does money bring them together, but Koch Industries is 
also connected through family and professional ties to the Republican Party. The Koch brothers' 
cousin Bobby Koch, for example, is married to Doro Bush, the younger sister of President Bush. 
Two government workers, Elizabeth Stolpe, the Associate Director of the White House Council 
on Environmental Quality, and Alex Behler, the Pentagon's Assistant Deputy Undersecretary of 
Defense for Environment, Safety and Occupational Health, were both formerly employed by 
Koch. Also, Bush's former Deputy Director of Political Affairs, Matt Schlapp, now works for 
Koch on government relations. These political connections do pay off, such as in 2000, when 
the company faced $352 million in EPA fines that were subsequently dropped to a plea 
bargained small fine upon George Bush’s inauguration. Also, the company has better access to 
securing lucrative timber rights for its paper subsidiaries.

Koch’s most important financial relationship is with Citigroup. Financially, the company relied 
on Citigroup to provide an $11 billion dollar loan to initialize the $21 billion buyout of Georgia- 
Pacific. Deutsche Bank, Bank of America, and J.P. Morgan were among those that financed the 
transaction as co-underwriters.169 Additionally, Koch has relied on Goldman Sachs for advice 
during the deal, as well as in past transactions. Subsidiary Flint Hills Resources has a $510 
million revolving credit line from a syndicate of banks led by Bank One in 2004.170

Koch Industries, acting on a free market model of purchasing, usually does not form long term 
core bonds with suppliers. Georgia-Pacific also avoids being dependent on any single provider. 
Thus its largest lumber supply source, Plum Creek Timber Company, represents only 6 percent 
of its total lumber supply. In the recycled paper sector, Georgia-Pacific obtains paper pulp from 
its subsidiary Harmon Associates, acquired in 2000 as part of the Fort James Corporation. The 
company does have several customers that are more significant, including Wal-Mart Stores Inc., 
Costco Wholesale Corp., Sam’s Choice Wholesale, Carrefour SA, The Home Depot, Inc., 
Lothey’s Companies Inc., Royal Ahold N.V., Target Corp., Sysco Corp,, Kroger Co., Unisource, 
US Foodservice and Staples Inc,171 Although no company holds nearly a monopoly, together 
those businesses represent one quarter of GP’s profit, 2 and the loss of any one would be a large 
blow to the company.173

Koch has key relationships to several other companies in various fields. Flint Hills Resources, 
for example, is investing $23 million in a low-sulfur gasoline project directed by the Tesaro 
Corp. in Alaska. But most importantly is its growing trade with China. Paper subsidiary 
Harmon is a part of a joint venture called Water Lily with the Chinese company PACCESS, 
through which it hopes to gain great access into the country.174 The fact that INVISTA is also

Ibid.
“Georgia-Pacific launches $1 IB acquisition loan, outlines upfront fees,” GoldSheets (Loan Pricing 

Corporation) January 10,2006.
Loan Pricing Coiporation, “Flint Hills Resources,” DealScan, April 15,2004.
Georgia-Pacific, op. cit.
Georgia-Pacific, op. cit.
Georgia-Pacific, op. cit.
Obtained from Harmon Associates website, http://www.eharmongp.com/homeabout.html. Spring 2006.
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investing large amounts o f money in China— $100 million in a production facility in Foshan, 
Guangdong Province of China for the manufacturing of (Lycra®) and commodity (Elaspan®) 
fibers175—shows that Koch’s growing ties with China, on the trade and investment front, are 
extremely important to the companies’ future plans.

175 Ibid.
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