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UNITED STATES DISTRICT COURT

DISTRICT OF OREGON'
SECURITIES AND EXCHANGE CV.
‘COMMISSION, _ cv ,07
. -1 - NN
Plaintiff, ' 83 6 M@ -
v.
COMPLAINT

ROBERT W. PHILIP,

Defen'dant.

Plaintiff Securities and Exchange Commission (the “Comunission”) alleges:

SUMMARY OF THE ACTION

1. ' This matter involves violations of the Foreign Corrupt Practices Act of 1977

(“FCPA”™) by defendant Robert W. Philip, the former President, Chief Executive Officer and
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Chairman of the Board of Schnitzer Steel IndﬁStries (“Schnitzet’.’), an-‘Oregon-based steel . .
compansr. From at least 1999 through 2004, Schnitzer paid more than $1.9 million in bfibes_ to
‘managers of steel mills in China and Soulh Kofea to induce them to purehase scrap metal_ from
Schnitzer, generating over $500 million in grosé revenue for the eompany. Defendant Philip
. authorized the payment of tlle bribes,_ aided and abetted .Schnitzer’s failure to make and keep |
“accurate books and records, and failed to ilnplement‘intemal controls reas'onably. designed to
' 'detect and prevent Schnjtzer’s FCPA-_violations. |
2. As a result of the profits generated from these illicit payments, Philip ifeeeived | |
excess bonus eompensation'ffom fSchnitzer totaling $1 »69,863.79. "The Colnnllssion seeks a court
ofder reqﬁiring that_ Philip disgorge his improper eompensafion, plus prejudgment interest; pay a
| civil monetary penalty; and be enjoined ﬁom futur'e Violations of thei FICPA. -

JURISDICTION

. ‘3. - ThlS Court has Junsdlcnon over tlus action pursuant to Sections 21(d)(1) and 27
| of the Secunt1es Exchange Act of 1934 (the “Exchange Act”) [15 uU.s. C §§. 78u(d)(1) and 78aa]._-’
Defendants have d1rectly or 1nd1rectly, made use of the means and 1nstrumentaht1es of mterstate
commerce and the ma11s in connection w1th the acts‘ transactions, plactlces and- courses of

'busmess alleged in this Complamt

AUTHORITY TO BRING THIS‘ ACTION
© 4, The .Comm'ission‘brings this action pursuant to Sections Zl(d) and 21(e) of the
Ex_change Act[15 U.S.C. §§ >7-81_1(d) and 78u(e)]. |

DEFENDANT

5. Philip, age 60 resides in Portland, Oregon. Ph111p served as Schmtzer s President

o begmmng March 1991. Ph111p also served as Schmtzer s Chlef Executive Ofﬁcer begmmng
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J anuary 2002, and Chairman of the Board beginning J anuary 2004. Philip resi'gned»from all of
his posmons at Schmtzer in May 2005.

OTHER RELEVANT ENTITY

6. Schnitzer is incorpor_ated m Oregon and headquartered in Vonrtland,- Oregon.

b. Sc_hnitzer operates three business segments that include a steel manufacturer, a metals recycling
business and an 'auto parts. busrness. At the time of the conduct 'descr.ibe'd below, Schnitzer’s
c_omrnon stock was registered with ,_the _Commission pursuant to Section 12(g) of the Exchange.

: .‘Act [15 US.C. § 781(g)] and was li_sted onthe NASDAQ National Market. In addition,

| Schnitzer filed quarterly and annual reports with the COmmiSsion_ pursuant_ to Section 13 of the
'Exchange Act[15 U.S.C. § 78m]. o |

' A . Backgr()und

7. ‘The Forelgn Corrupt Practices Act prohrbrts any company that issues securmes to y

o the pubhc ﬁom offerlng a br1be G.e., cash or anythmg else of value) toa forelgn ofﬁmal to

1 persuade that ofﬁ01al to use his mﬂuence to assist the company in obtammg or retalmng
E _ busmess In addrtron the FCPA requires that pubhc compames keep books and records that
- | a_ccurate‘ly reflect their operations, 'and that they, put in place internal controls that are reasonably |
'_designed to ensure that their books and records are-'acc'urat'e. |
B. © Salesto Government-Owned Steel Mllls in China
.8.‘ From at least 1999 through 2004, defendant Phlllp vrolated the antr-bnbery
: provisions of -the FCPA by c‘ausmg ‘Schnitzer to pay approxnnately $2(_)5,000 in b_nbes to
managers of Steel mills in China that Were owned, in vtlho'le or part, by the Chinese government. |

The purp05e of the payments was to induce the managers to purchase scrap metal from |



Schnjtzer. -Because the'mills were at least partially 'governrnent-owned, the managers were
.‘ foreign officials within the meaning of .the FCPA, and the payments were improper.
9. Schmtzer paid two types of bribes, or klckbacks to the managers For the first
type Schnrtzer pard a “standard” krckback which was generally $3,000 to $6,000 per shipment.
, Schmtzer paid these kickbacks out of the revenue it earned on the scrap metal sale. For the
second type, Schmtzer partmpated ina scheme i in which the manager of a steel nnll would cause
| the steel mlll to overpay Schmtzer for the steel purchase. The manager would then personally
reCOver 'the ‘overpayment”. from Schmtzer in amounts rangmg from $3,000 to $15,000. Ph111p o
knew of and authonzed the payments |
_10. In addition to the cash payments personnel ata Schmtzer sub51d1ary, SSI
- Internatronal Inc. (“SSI”) gave glﬁs to the managers of the government-owned customers to |
o “induce the managers to purchase scrap metal from Schnltzer Ph111p knew of and authonzed the
gt | |
| .. | 11 1‘. ~ Inorderto conceal the improper payments Schnitzer faisely deSCribed the
payments as “sales commlssrons ”? “commlsswn to the customer ” “refunds,” rehates” i
| B Schmtzer s books and records Ph111p 1nstructed SSI personnel to descnbe the payments in that :
jmanner. , | |
12. From at least 1999 through 2004 Philip authorlzed SSI personnel to pay over h
A$205 OOO in bribes to managers of Schmtzer s govemment-owned customers in Chma in
| connection wrth 30 sales transactlons. Schmtzer’s gross revenue for the_se transactlons totaled
| app'roxtmately $96 mill'io‘n,'and, Schnitzer eamed approximately $6.3 million in net profits on the

sales!



. 13. Based on the revenue that Schnitzer realized from the bribes to forei en ofﬁcialé,i
described above, Philin received bonus compensation of $169,863_.79§ | |
C. Sales to Privately-;O_vvned Steel Mills m China and South Korea
;. 14. From at leaet 199§ through 2004, Philip authorized Schnitzer to pay |
approximately $1.7 milhon in bribes to managers of privately—owned steel mills in China and-
South Korea. These niill_s were privately-owned and the'nla_nagers were not foreign officials.
However, Schnitzer vrolated theAF,CPA‘ by failing to nroperly account for and disclose the bribes
inits in‘ternal-reoords and public filings. | | |
15. In China, SchnjtZer paid approximateiy $420,000 in such bribes, rn transactions -
“that produced approximately $2 14 million in gro'ss. revenue for the company In lsouth Kor‘ea', '
- Schnitzer pard approx1mate1y $1.3 million i in suoh bnbes in transactrons that produced
: approxnnately $290 million in gross revenue. SSI personnel also prov1ded non-cash glﬁs to
__ general managers of South Korean customers,r_ wh1ch Phrhp_ authorized.
. 16 Inits books and records, Schnitzer'falsely des(:ribed these bribes to managers 1n L

» “

' Chma and South Korea as “sales commlssmns, comm1s51on to the customer,” “refunds,
¢ rebates. Phlhp authorized SSI personnel to »_desc':nbe the payments in that rnanner.,
C. Sehnitzer’s 'Laok of Internal Controls | .

17, Under theA'F.CPA Schnitzer was required to desig’n a system of internal controIs to '.
| ‘ensure that its foreign sales agents and d1str1butors comphed with the law. Philip, as Schmtzer s
Presrdent and CEO had the authonty to implement internal controls relatmg to the FCPA

18.  During the period of the foreign transactlons descnbed above Schmtzer prov1ded "_

1o training or education to any of its employees, agents or subs1d1ar1es regardmg the
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requirements of the ECPA. .Schnitier also fai_led'to est'ablish.a program to monitor its employees,
agents and subsidiaries for compliance with the FCPA. |
19. Asthe Chalrman CEO and President of Schnitzer, Phlllp aided and abetted

v Schmtzer ] mternal controls failures by failing to requlre any training regardmg the requlrements

of the FCPA. Philip also falled to requlre the Company to devise a system of internal contr_ols :
‘ ?_ adequate to detect and prevent Schmtzer s v1olat10ns of the FCPA.

D Schmtzer s Investigation and Subsequent Events |

~-20. In May 2004, Schmtzer s comphance department uncovered the i 1mproper

payments described above and Schmtzer began to mvestlgate the potential F CPA v101at10ns

| Although Schmtzer s comphance department prohibited any further payments Phlhp authonzed .
- 1. :SSI personnel to make two addrtlonal payments to managers in South Kotea.
- FIRST CLAIlVI .

- Violations of Section 304 of the Ejéchdhge Act .
(Antz-brzbery provzszon of the Forezgn Corrupt Practzces Acz)

21. : Paragraphs 1 through 21 are re-alleged and 1ncorporated by reference

V22'.. ~ Philip authonzed payments through money and grtts to forelgn officials for the

- purpose of mﬂuencmg their ofﬁcral acts and de0131ons and 1nducrng them to use the1r mﬂuence

’ '. to assist Schnitzer in obtalmng or retarnmg bus1ness with fore1gn steel mllls Throughout the -A |
: "relevant period, the rec1p1ents of these offers and payments were forelgn ofﬁc1a1s w1th1n the

| meaning of the FCPA ‘and the relevant forelgn steel m111s were 1nstrumenta11t1es of forergn

“ governments within the 'meanmg of the FCPA. _ |
| 23. By reason of the foregoing, Philip violated the illegal offers and payments |

o prOViSions of the FCPA, codified as Section 30A of the Exchange Act [15 U.S.C. § 78dd-1].



SECOND CLAIM

Atdzng and Abettmg Vzolatzons of Section13(b)(2)(4) of the Exchange Act
(Books and Records)

24, Paragraphs 1 through 21 are re-alleged and 1ncorporated by reference.

25.  With respect to the offers and payments descnbed above Schmtzer failed to make
“and keep books records and accounts which, in reasonable detail, accurately and fairly reﬂected
. 1ts transactlons and drsposrtlons of its assets in v101at10n of Sect1on 13(b)(2)(A) of the Exchange

Act[15U.S. C § 78m(b)(2)(A)] | o

26.  Philip, knowmgly or With extreme' recklessness' | providedvsubs'tantial assiStance to =

‘Schmtzer S vrolatron of Sectlon 13(b)(2)(A) of the Exchange Act [15 U S. C - § 78m(b)(2)(A)]. -

27; . Byreason of the foregomg, Ph111p a1ded and abetted Schmtzer s failure to make
‘and keep hooks- records and accounts Wthh in reasonable detarl accurately and falrly reﬂected '

: .1ts transactlons and dlSpOSlthIlS of its assets in vrolatlon of Sectlon 13(b)(2)(A) of the Exchange .
- -Act [15USC.§ 78m(b)(2)(A)] | |
THIRD CLAIM

Azdzng and Abettmg Vzolatzons of Sectzon] 3 (b)(2)(B) of the Exchange Act
(Boolcs and Records) '

' 28 _' Paragraphs 1 through 21 are re-alleged and mcorporated by reference.

g 29. ‘- Durmg the relevant perlod Schmtzer lacked a system of internal 'controls

- sufficient to prov1de reasonable assurances that: (1) transactions were executed in accordance
with management’s general or specrﬁc authonzatlon and (11) transactions were recorded as

' necessary to permit preparation of ﬁna‘nci_al statements in conformity with generally accepted A
~a000unting principles or'any other criteria applicable to such statements and to maintain
accountablhty for its assets, in v101at10n of Section l3(b)(2)(B) of the Exchange Act [15 U.S.C.

§ 78m(b)(2)(B)]
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- 30. | Philip, knowingly or with extrerne recklessness, provided substantial assistance to
SchnitZer’s violation of Section 13(b)(2)(B) of the Exchange Act [15 US.C. § 78m(b)(2)(B)].
| 31. By reason of the foregoing, Philip aided and abetted‘Schnitzer’s failure to 'devise
‘and maintain a system of internal controls, in violation of Section l?t(b)(2)(B) of the Exchange
Act [15 U.S.C. § 7Sm(b)(2)(B)]. |
| FOURTH CLAIM
Vzolatzons of Sectzon 1 3(b)(5 ) of the Exchange Act

and Rule 13b2-1 thereunder
(Internal Controls)

32 Paragraphs 1 through 21 are re-alleged and mcorporated by reference o

| 33. By engaging in the conduct described above, Philip knowmgly .c1rcumvented or

' knouvingly'failed to impiement a system of .internal controls relating to Schnitier, or knowin‘gly A
: ‘fals1ﬁed Schmtzer s books, records, or accounts | N |
__34; By reason of the foregomg, Ph111p v1olated Section 13(b)(5) of the Exchange Act
‘. [15 US.C. § 78m(b)(5)] and Rule 13b2 1 [17 C.F.R. § 240. I3b2 -1]. |

PRAYER FOR RELIEF
WHEREFORE, the Comm_lss1on respectfully- requests that the Court:

1. Permanently. enj oin Philip and his agents servants, employees, attorneys, and' all.

" :vpersons in actlve concert or part101pat10n with them who receive actual notlce of the _]udgment by

: personal service or otherwise from d1rectly or 1nd1rect1y v101atmg, or a1d1ng and abettmg |
; v101at10ns of, Sectlons 3OA 13(b)(2)(A), 13(b)(2)(B), and 13(b)(5) of the Exchange Act, and
‘Rule 13b2-1 thereunder v | ‘
2. Order Phlhp to dlsgorge all wrongfully obtained beneﬁts plus preJudgment
interest; , | _ ' o
3. Order Philip to pay civil penalties under Sections 21(d) and 32(d) of the Exchange
Act[15 U.S.C. §§ 78u(d) and78]; | o



4. Retain jurisdiction of this action in eccordance with the principles of equity and

. fthe'Fede'ral Rules of Civil Procedure in order to implement and carry out the terms of all orders

~ and decrees that may be entered or to entertain any suitable apphcatlon or motion for additional

V _relief within the jurisdiction. of this Court and

5. Grant such other and further rehef as the Court may deem Just, equitable, and

' appropriate.A

Dated: Dee ke 112007

Respectﬁilly submitted,

' Marc J. ‘Pagel
. Cary S. Robnett
- -Susan'F. LaMarca
Tracy L. Davis
. Attomeys for Plamtlff

SECURITIES AND EXCHANGE COMMISSION. o



