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CHAPTER FIVE

Successor

“His death threw responsibility for his interests on one of his four
sons, Charles,” read Fred’s obituary, two days later, in The Wich-
ita Eagle. The claim was accurate, but it understated the reality.
In an instant, Charles had hurtled from his father’s protégé to his
successor. Now Charles, who had just turned thirty-two, ruled the
empire. He was petrified.

Fred had effectively turned the company over to his son a year
earlier, but had remained close at hand to provide advice and
instruction, even if Charles ignored it. He had been his son’s back-
stop and sounding board. Now Charles alone held the family’s
future in his hands.

The Monday after Fred’s death was clear and temperate. Shortly
before 2:30 p.m. mourners gathered in the chapel of the sterile-
looking Downing & Lahey Mortuary, a short drive from the Koch
family’s home. Friends, family, and business associates packed the
pews. Some of Fred’s John Birch Society pals, including Clarence
Manion, onetime dean of Notre Dame’s law school and a popu-
lar right-wing radio host, traveled from out of town to pay their
respects.

“A man of modesty, he was never impressed with flattery,” eulo-
gized Pastor Rang Morgan, of Wichita’s Sharon Baptist Church,
at the service. “He used to say to me, ‘Rang, flattery is much like
perfume. It’s o.k. to inhale it; but don’t ever swallow it.””
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money and he imparted his wisdom regarding their inheritance:

It may be either a blessing or a curse. You can use it as a valu-
able tool for accomplishment or you can squander it foolishly.

If vou choose to let this money destroy your initiative and
mde;;endencc then it will be a curse to you and my action in
giving it to you will have been a mistake. I should regret very
much to have you miss the glorious feeling of accomplish-
ment and I know you are not going to let me down.

Remember that often adversity is a blessing in disguise and
is certainly the greatest character builder. Be kind and gener-
ous to one another and be good to your mother.

Despite his words about being “kind and generous to one
another,” the terms of the businessman’s will planted the seeds
of resentment. Almost 2 year to the day before he died, Fred had

SUCCESSOR =« 75

scrawled his signature on an updated version that excluded Fred-
erick from the same inheritance as his three younger brothers.
Fred didn’t leave his eldest son a pauper; he had created two trust
funds for him, one in 1961 and the other in 1966. But Fred was
determined that he receive nothing more.

Their father removed Frederick from his will, according to
Charles, because he had repeatedly stolen from him in the years
before his death “and then lied about it when confronted with
the evidence.” Frederick lifted traveler’s checks, cash, and an “air
travel card” from their dad, Charles said; in one case, he alleged,
his older brother forged his signature on their father’s Brooks
Brothers charge account.

According to Charles, on the first occasion Fred caught his son
stealing, he forgave Frederick. Indeed, Fred included Frederick in
a previous version of his will, drafted in June 1966. But later that
year, after Fred had created trusts for each of his sons, the indus-
trialist discovered that Frederick had again stolen from him. “The
fact that...he in the face of that would steal from him again was
the final straw,” Charles said. (“I refute all of Charles’ allegations
as a calculated campaign of vilification,” Frederick said. “He who
would cast aspersions should be beyond reproach.”)

Frederick learned of his disinheritance when he returned home
for Fred’s funeral. His grief-stricken mother—unaware of Freder-
ick’s removal until she read her husband’s will—broke the news to
him in the library of the family’s home. Frederick recalled that she
asked him not to contest the will and “said that she would never
favor one son over the other when it came time for her to write her
will and that all her sons would be treated equally.” Deeply embit-
tered, he pressured his mother in the years ahead to make things
right. “I have never forgotten your saying, shortly after father

died, that you intended to leave me a share in your estate equal to
that of my brothers,” he wrote Mary in May 1972. “You asked me
at that time not to contest father’s will.” He'd obliged, believing
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Though they owned an equal share of their father’s company,
Charles, David, and Bill were not equals in the family business.
Fred anointed Charles as his professional heir. He had control of
the company, and he could run it as he pleased. After Fred’s death,
a number of the industrialist’s friends counseled Charles to sell his
father's corporate assets, believing there was a good market for
them. At the time Fred’s holdings included four ranches; a crude
oil gathering and refining business; some minor oil exploration
interests; and Koch Engineering Company, the outfit Charles had
turned around in the early 1960s, which sold equipment to inter-
national oil industry customers.

Charles politely refused those who advised him to sell. “Charles
told me that he wasn't going to do that,” Sterling Varner recalled,
“that he'd seen a [or of companies in the second generation disap-
pear. They would either go broke or sell out....So he set his mind
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Charles remembered: “I was scared, but I also thought we had a
lot of opportunities.” He planned to “take the foundation we had,
particularly the spirit, the attitude, and the values, and compete with
major oil companies—compete with all the major.. .companies that
were in the businesses that we were in.”

Charles had inherited not just the reins of the company, but also
his father’s reticent, press-shy nature. The beauty of running a pri-
vate company, Charles often pointed out, was that you didn’t have
to bare your soul to the public and financial regulators, tipping
off your competition to your strengths and weaknesses in the pro-
cess. (“We don’t typically want to broadcast what we’re doing,”
he once explained.) But on June 27, 1968, Charles did something
that seemed unthinkable: He convened New York City’s financial
media for a press conference, where he announced that he planned
to consolidate Fred Koch’s business empire and rename the com-
pany Koch Industries in his father’s honor. In another first, Charles
also unveiled the company’s impressive size. With $250 million
in annual sales (roughly $1.7 billion in today’s dollars), it ranked
among the largest privately owned companies in America. And it
was aggressively growing.

“Our change of corporate identity, and the corporate realign-
ment accompanying this change, symbolize the new thrusts of
activity within all divisions and subsidiaries of Koch Industries
Inc., which will add at least $30 million in gross sales in 1968,
the executive said.

The following year, Charles engineered one of the most impor-
tant deals in the company’s history, an acquisition that powered
the businessman’s expansion plans for years to come. A decade
earlier in 1959, when a 35 percent interest in the Great North-
ern Oil Company had come on the market, Charles’s father had
plunked down nearly $5 million without hesitation. It was a wise
investment. The company owned a lucrative 40,000-barrels-per-
day refinery, known as Pine Bend, near the Twin Cities. It had easy
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there in his mid-twenties. He approached Marshall with a plan
o exchange his Great Northern stock for Koch Industries shares;
then, with 51 percent owned by Koch Industries, he acquired
Union Oil's shares for $30.5 million, giving Koch Industries total
control of the company.

“I generally do not like partners, but Howard Marshall is an
exception,” Charles told the veteran oilman after the stock swap,
according to Marshall. In this case, the upside of controlling
Pine Bend outweighed the perils of bringing an outsider into the
strictly family-owned company. The ideally located refinery wasa
cash cow—as Koch executives themselves later described it—that
fueled subsequent acquisitions.

. i:?::,el fvanted to branch out beyond the traditional bus?nesscs
's father had operated. “Charles had been pressing for
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a long time to get into the chemical business,” Varner recalled.
He also positioned the company, which had hewed strictly to the
oil business, to enter related sectors including natural gas and gas
liquids, such as butane and propane. Before long, Varner said,
“we were handling around a fifth of all the propane in the United
States.”

The key with all these products was transporting them, so
Koch Industries concentrated on building its pipeline and trucking
capacity. And the company’s healthy appetite for risk enabled it
to beat out competitors vying for access to the product. “We were
willing to build a pipeline into a new field without a commitment
from the producers as soon as there was any indication it would
be economic,” Charles recalled. “Other pipeline companies typi-
cally attempted to reduce their risk by requiring a commitment, a
reserve study, and a fixed tariff.”

In the years to follow, Koch Industries followed a business
model that might have appeared scattershot to outsiders: Koch
would move into animal feed and agriculture, highway and ten-
nis court surfaces, and telecommunications. Koch was perceived
as an oil company, but Charles viewed the enterprise through a
different lens. He made investments based purely on the compa-
ny’s core capabilities—the ability to transport, process, and trade
commodities.

Executives who had worked for his father quickly noticed their
differing styles. Fred occasionally allowed sentimentality to influ-
ence his business decisions, whereas his son focused relentlessly
on profit margins. Fred’s move into ranching—based partly on
the natural beauty of the tracts he was buying and his frontier
childhood—was one example of this. On one occasion, faced
with the decision of buying a ranch that neighbored Beaverhead in
Montana, or spending the same amount on an industrial Caterpil-
lar tractor, Fred opted for the tractor, even though he realized that
purchasing the land made more business sense. “I have wanted
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building it came from a different place. “He doesn’t do it to make
money, never has,” said Tony Woodlief, the former Koch Indus-
tries management consultant. “It’s always just been a great, big
fascinating puzzle. He’s most excited when they’ve solved some
problem. ‘Golly, we buy this shipping terminal and start produc-
ing this product and holy cow, we now have an international dis-
tribution network. That stumped everybody for fifty years and we
figured it out.” That’s what he likes.” ‘

“It's always been the discovery that turns him on,” he contin-
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ued. “And that’s why he made all the money....He just loves the
discovery and the wealth followed.”

Pursuing expansion with his signature intensity, Charles worked
six, sometimes seven days a week and expected the same of his
inner circle. He grew so accustomed to fielding middle-of-the-
night calls from employees operating in different time zones that
one evening he awoke from a deep sleep believing the phone was
ringing and walked out of his bedroom to answer it. He realized
a few moments later that he had dreamt the call—and was now
standing in the hallway of his apartment building in his under-
wear. Charles even designed his exercise regimen—he ran a few
miles several days a week—so it wouldn’t detract from his produc-
tivity. “My objective,” he once said, “is to get the most exercise in
the shortest possible time.”

Charles often seemed oblivious to the demands he placed on his
employees. In August 1968, in an episode executives still shook
their heads at years after the fact, he convened a meeting on a Sun-
day afternoon that ran until midnight.

But his methods worked. The company was growing at a head-
spinning pace. Charles had inherited an enterprise with 650
employees and a value of about $50 million. Over the next fifteen
years, Koch Industries’ value rose to $1.5 billion and the company
employed 7,000 people. Its small group of shareholders reaped the
rewards of this growth in dividend checks that kept adding zeros,
increasing from the thousands into the millions; the year of Fred
Koch’s death, the company paid out less than $300,000 a year.
By the early 1980s, the Koch brothers and the other shareholders
divided up a pot of close to $28 million.

Even though Charles, as Koch’s chairman and CEO, charted
the direction of the company, it remained a family enterprise. By
the late 1960s, Bill and David had joined the company’s board of
directors and took a more active role in plotting its future course.
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Cal:l:)ICc::rlcs had mfde clear to J. Howard Marshall, he disliked
partnerships, especially with people he didn’t trust—Ilike Fredf:r-
ick, a wild card. He displayed no interest in the company’s affairs
now, but what about in the future?

Eight months after their father’s death, Charles made a play
for Frederick’s shares, but in doing so he badly underestimated
his older brother. During the summer of 1968, Charles made an
appointment to visit Frederick to discuss the possibility of acquir-
ing his stake. Befitting their cool relationship, they convened in
formal fashion at the midtown office of Frederick’s attorney
S. Hazard Gillespie, a partner with the white-shoe law firm of
Davis, Polk & Wardwell.

Gillespie was a legal legend, who in the late 1950s and early
1960s served as the U.S. Attorney for the Southern District of
New York, where he was known for his aggressive prosecution of
securities fraud and for unsuccessfully making the government’s
obscenity case against Lady Chatterley’s Lover. In private practice,
the bow-tie-wearing litigator represented a string of high-profile
clients, including actresses Mary Pickford and Tallulah Bankhead.
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Cha.rles had worked out what he considered a fair price for
Frederick’s holdings, $120 per share. He handed Gillespie a docu-
ment on which he had calculated how much annual interest the
proceeds would accrue if invested in various mutual funds—that
is, how much yearly income Frederick would have to live on. Why
keep his money tied up in a private company like Koch Industries,
Charles seemed to be suggesting, when Frederick could make a
tidy living investing in the public markets?

Frederick heard Charles out, but found his brother’s effort to
separate him from the stock their father had gifted him rather bra-
zen. “I thought it was presumptuous of a younger brother to map
out my financial future for me,” Frederick recalled.

Gillespie had commissioned a study of Frederick’s holdings,
based on years of financial statements, in advance of the meet-
ing. The lawyer told Charles that this review had determined that
Frederick’s stock could be worth up to three times what Charles
was offering. With that, Gillespie picked up the document Charles
had handed him, and, with the young executive watching, theatri-

cally dropped it in a waste bin.

“Goodbye,” the lawyer said coolly.

David officially joined the family company in 1970, taking a mid-
level position, at a salary of $16,000 a year, as the technical service
manager at Koch Engineering, the same division where Charles
got his feet wet in the family business. Unlike his older brother,
who was summoned home to learn the ropes, David was spared
from returning to Wichita; he established an office in Manhattan.

After college, David and Bill each earned master’s degrees in
chemical engineering from MIT. From there, David entered the
working world, while Bill remained in graduate school. David’s
first job, in 1963, was as a research engineer for a Cambridge-
based company called Amicon. He went on to spend three years
at Arthur D. Little, the consulting firm where Charles had gotten
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noticeable air of entitlement. What colleagues noticed most was
his intellect and work ethic.

“David was a sponge for information,”
“He came knowing almost nothing. And he tried to learn every-

thing he could possibly learn. He worked as hard as anybody, in
fact probably harder than anybody.”

David often worked late into the evenings. During the sum-
mer months, his Park Avenue office building shut off the air-
conditioning at 5:00 p.m. As the sun went down, David could
often be found in his office, stripped down to his boxer shorts and
a T-shirt, plunking away at his calculator. In 1970, after the com-
pany denied David’s request for a transfer to the company’s sales
department (“he wasn’t the sophisticated man he now is,” the col-

one of them recalled.
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ness: Rising over the next decade to vice president and then
prf:51dent of Koch Engineering, David expanded its limited reper-
toire to include a host of product lines that catered to the petro-
chemical inc?ustry, including an assortment of internal components
foxi ;htle ;:;C,tg:jit;f’sn:e?;;:s itlx)sicle:i:y oil and chemif:al companie.s.
s expanded to include running
Koch Membrane Systems, a company that specialized in waste-
wz'xter treatment technology. The subsidiary was located in Wil-
mington, Massachusetts, a northern suburb of Boston. Originally
called Abcor, the company had been started by MIT professors
including Ray Baddour, one of Bill’s chemical engineering teachj
ers. Bill had convinced Charles to invest in the business, which
Koch Industries later acquired outright.

Running Koch Membrane required David to spend at least a
couple days a week in the Boston area. When he was in town, he
typically bunked with Bill, who had remained in Massachusetts
after completing a doctorate in chemical engineering. Bill had
joined the family business in the mid-1970s; by now he ran a new
subsidiary called Koch Carbon, through which Koch Industries
hoped to gain a foothold in coal mining and the trading of petro-
leum coke. Known within the energy industry as “petcoke,” the
carbon residue created through the refining process had a market
of its own as a coal-like fuel source. “I took great pride in working
in my father’s company with my brothers,” Bill recalled.

The three brothers were working together, expanding their
father’s business in ways that he couldn’t have imagined. They

where before long he
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finally got married, and we were delighted t

stopped working weekends.”
Elizabeth Buzzi was nine years younger than Charles. When

they met in 1967, the twenty-three-year-old had already been mar-
ried once before. A petite, pretty blonde, Liz had a feisty nature
and the profanity-laden vocabulary of a longshoreman. She had
attended Catholic school in Wichita and an all-women’s college
in Columbia, Missouri. She hailed from a well-off family of her
own, though nothing like the Kochs. The Buzzis owned a chain of
department stores called Hinkel’s, which, from its flagship loca-
tion in downtown Wichita, had expanded into Texas, Oklahoma,
and New Mexico.

Their engagement wasn't exactly storybook. Charles deliv-
ered his marriage proposal with businesslike efficiency, over the
phone and while paging through his calendar for an opening in his
schedule. The couple had dated for five years. Charles and Liz had
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I;;so;c;:siz.:)f Liz....She’s important to making him the kind of
Charles has said: “I am so goal-oriented that I can get with-
drawn from relationships, and Liz really taught me how to have
close, loving relationship.” ’
The birth of their children, Elizabeth Robinson in October
1?75 and Charles Chase in June 1977, also added a new emotional
dimension to his life. Like his own father, he worried that privilege
would corrupt the initiative of his children; he lectured them often
about his value system, including on Sunday afternoons, when
Charles subjected his kids to lengthy discourses on cconom’ics.
“Whatever they participated in, they needed to participate the
best they could,” Weigand said. “And it didn’t mean that they had
to be the best at it, but they had to work to the maximum of their
own abilities.” But Charles was not his father. He was the kind of
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‘ .dn’t have the ability to articuia
ohn Wayne that he was, di !
Jexprcss. Because [Charless] kids understood the love pha.rtci -
Outside of the firm and his family, there was a thir cru

influence on the CEO’s life. It not only changed the way Charles

' ! ’ crusade
saw the world, but it inspired him to embark on a lifelong

to change the world itself.

CHAPTER SIX

Rise of the Kochtopus

On a summer day in the early 1960s, Charles drove up a rutted

dirt road that climbed into the heavily wooded foothills of the
Rampart Mountain Range. Dense with second-growth Douglas
firs and Ponderosa pines, the steep terrain rose 1,000 feet in eleva-
tion in the space of a quarter-mile. Nestled into this pastoral tab-
leau, located midway between Colorado Springs and Denver, were
a handful of log cabins sited near a long, three-story lodge.

With its gurgling brook, horse stables, and walking trails, the
compound looked like a sleep-away camp. In fact, it was a liber-
tarian mecca, where freedom seekers from around the world made
pilgrimages to learn at the feet of a gray-haired, bolo-tie-wearing
guru. More than a few attendees of the intensive two-week ses-
sions at Robert LeFevre’s Freedom School, who prior to their
enrollment had perhaps experienced faint stirrings of libertarian
identity, emerged as fierce free-market crusaders.

Though LeFevre was the primary instructor, the school’s cast
of guest lecturers during the 1960s included movement luminaries
such as University of Chicago economist and future Nobel Prize
winner Milton Friedman, a vocal foe of the Keynesian approach
to economics, in which government plays a central role in guiding
the economy; Leonard Read, founder of the Foundation for Eco-
nomic Education, a pioneering free-market think tank; and the
journalist Rose Wilder Lane (daughter of Laura Ingalls Wilder of



