MEMORANDUM
To: File

From: Ty Gellasch, Counsel to Commissioner Kara Stein
U.S. Securities and Exchange Commission

Date: September 25, 2013

Re: Meeting with Representatives from Public Citizen and other Groups

On September 25, 2013, Commissioner Kara Stein, Ty Gellasch, Blair Petrillo, and Michael
Spratt met with:

1) Lisa Gilbert, Public Citizen;

2) Craig Holman, Public Citizen;

3) Karl Sandstrom, Perkins Coie, LLP, Counsel for Center for Political Accountability;
4) Don Marlais, Lussier, Gregor, Vienna & Associates, Inc., Counsel for CalPERS; and
5) Blair Bowie, U.S. PIRG.

The parties discussed the Commission’s potential consideration of a rule to require disclosure of
political spending.
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POLITICAL SPENDING SHAREHOLDER PROPOSALS IN THE 2013 PROXY SEASON

Shareholder proposals about corporate spending on politics—in election and for lobbying—remain a key
high-profile issue for the spring corporate annual meeting season. In 2013, high votes on corporate politi-
cal activity resolutions helped push up average support for all social and environmental policy proposals to
a new all-time record: 21.3 percent as of mid-August. (The year’s final results may change slightly as 13
more proposals will go to votes in the fall.) This year, the highest number of proposals since 2006 went to
votes overall (194 resolutions), and the SEC allowed companies to exclude far fewer proposals after
shareholder proposal rule challenges. Social and environmental resolutions made up half of all filings,
with governance issues not examined by Si2 dominated by board membership, voting and pay issues.

There were four majority votes among the environmental and social issues Si2 examined, including two
on political spending: 66.0 percent regarding campaign spending oversight and disclosure at CF Indus-
tries Holdings (the second-highest ever vote on a social issue) and 64.8 percent for a lobbying disclosure
proposal at Alliant Techsystems. In 2012, there was just one majority vote on an environmenta/social
issue, but it also concerned political spending disclosure, at WellCare Health Plans. Overall, 11 social
proposals opposed by management have gotten more than 50 percent since the turn of this decade.

Environmental/Social Proposals Filed, 2010-2013
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Polltlcal Spendmg Proposals Pendmg for FaII 2013
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Cardlnal Health Rewew/report on political spendmg Teamsters Nov (11/2/12)
R t on lobbyi AFSCME
Darden Restaurants ep.ur L bl == = - —— Sept. 18
Review/report on political spending United Assn (Pipefitters)
Revi litical di NYC pension funds
FedEx ewew/r@ort on politica :.;[?en ing - pensi Sept. 23
Adopt policy on values, political spending | Northstar Asset Mgt
Nike Review/report on political spending NC Retirement System Sept. 19

Disclosure requests about environmental risks and sustainability reporting dominated, as they have for
many years. Butinvestor interest in the disclosure of all corporate spending in the political arena re-
mained strong. Just under one-third of all the environmental and social proposals filed pushed for dis-
closure of governance and contributions during political campaigns, as well as lobbying that takes place
outside of elections. Half of the 16 proposals earning more than 40 percent dealt with these concerns,
while proponents racked up 28 withdrawals after reaching accords with management in nearly every
instance. But when compared to other high-scoring subjects, withdrawals in this area in fact were rela-
tively scarce: two-thirds went to votes. Six of the 13 remaining resolutions pending concern political
spending and lobbying (see table above).

Overall support: Support from investors for dissident resolutions has increased to an all-time high in
2013 of 21.3 percent for the resolutions filed to date, after dipping a little in 2012. Support has been on
an inexorable climb for the last 10 years, illustrating growing traction among many mainstream inves-
tors. (See chart below.) More than half of all the 175 votes so far this year—98, or 56 percent of the
total voted—were above 20 percent (up from 45 percent of the total voted on last year at this time);
eighteen earned more than 40 percent. (See table, next page for a list of political spending resolutions).

Support Trends for U.S. Environmental & Social
Shareholder Proposals, 2004-2013
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2013 Political Spending Resolutions With More than 40 Percent Support

Company Proposal Proponent \(’;;;E
CF Industries Holdings Review/report on political spending NYSCRF 66.0
Alliant Techsystems Report on lobbying | Midwest Capuchins 64.8
McKesson Review/report on political spending Miami Firefighters 46.8
Equity Lifestyle Properties Report on political spending and lobbying Reinvestment Partners 46.3
Hess Review/report on political spending Trillium Asset Mgt 46.0
Lorillard Report on lobbying Midwest Capuchins 44.2
Valero Energy Adopt/amend policy on indirect political spending | Nathan Cummings Fndn 429
Peabody Energy | Report on lobbying AFL-CIO 42.7
Marathon Oil Report on lobbying NYSCRF | 42.2
BB&T Report on political spending and lobbying Mass. Laborers' Pension | 41.7

*Percentages presented as shares cast for divided by shares cast for and against. All proposals listed are advisory and majority votes do not
legally require management action. Official passage can require other vote calculations including the consideration of shares cast as absten-
tions or total shares outstanding. |

Withdrawals and omissions: More than one-third of all filed proposals on social and environmental are
withdrawn each year, a proportion that has increased in the last several years. Proposals on issues that
receive high levels of support are the least likely to be struck from proxy statements after company chal-
lenges at the SEC and they are the most amenable to negotiated withdrawals. lin the last three years
proposals on diversity, political spending and sustainability have averaged comfortably more than 20

percent support,
Voting Result Trends, 2011-2013

have low rates of

omission and— S v 3-Year ~ Omitted Withdrawn
except for politi- B : Average Support (%) | (%ofallfiled) | (% ofallfiled)
cal spending— Diversity 41 29.2% 4% 66%
have high with- | Sustainability 40 27.4% 6% 60%
drawal rates. Political Spending 221 235% 9% o 2%
These thdra\'_v_ Environment 136 17.3% 13% 40%
als have come in

Labor/Human Rights 57 16.7% 18% 27%
most cases after
proponents and Animals 27 4.2% 18% 34%
companies Conservative 10 3.0% 65% 6%
agreed to either All Others 28 10.7% 42% 26%
discuss the issues All social/environmental ' Gl
further or take shareholder resolutions 260 s 1 Soe

specific actions.

Copyright 2013, Si2




Si2 Proxy Season Mid-Year Review 2013 — Corporate Political Activity

2013 Votes and Averages
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Synopsis of Corporate Political Activity Proposals

More proposals sought lobbying disclosure from companies this year, the Center for Political Accounta-
bility entered the ninth year of its campaign for oversight and disclosure of political spending, and
NYSCRF used a novel legal tactic to press for spending disclosure. All this occurred while competing fac-
tions jockeyed for position—sometimes behind the scenes—trying to either kill or promote a potential
new SEC spending disclosure rule, in a battle that is far from over.

There were more proposals than ever—a total of 125 filings, with 76 votes to date (including two of the
majority votes for the season), 29 withdrawals and nine omissions; three more also did not go to votes,
while six remain pending for fall votes.

More than half of the political spending resolutions—60 filings—asked for clearer disclosure of compa-
nies’ lobbying expenditures, particularly those that are funneled through trade associations and other
non-profit entities that do not have to report on their donors. The bulk of these resolutions were from a
campaign coordinated by AFSCME and Walden Asset Management that focused just on lobbying, but
about half a dozen more combined inquiries about both lobbying and campaign spending. The highest
votes occurred at Alliant Techsystems, as already noted, and also at BB&T (41.7 percent), Equity Life-
style Properties (46.3 percent), Lorillard (44.2 percent), Marathon Oil (42.2 percent), Peabody Energy
(42.7 percent) and Valero Energy (42.9 percent); average support for all the lobbying resolutions was
26.8 percent. There were nine withdrawals, reached after agreements. Three more votes for meetings
in August and later have yet to be recorded, at Alliance One International, Darden Restaurants and
Universal.

The Center for Political Accountability’s template proposal seeking board oversight and reporting on
direct and indirect campaign spending went to 52 companies, with several variations. This has produced
26 votes that averaged 29.3 percent support, plus 18 withdrawals—most with negotiated agreements—
and two omissions on technical grounds; one additional vote did not occur because of a merger. Five
more will go to votes before the end of the year.

The proponents for the lobbying and campaign spending resolutions were a rich mix of religious inves-
tors, unions, social investment firms, a few individual and public pension funds. Social investors also
filed 16 additional resolutions. One set was a new approach emphasizing congruency between ex-
pressed corporate values and political expenditures; this produced six votes, all 6 percent or less, and
one omission. The other main grouping asked companies to consider an outright ban on campaign
spending (though not lobbying) or to just ban such spending outright; the highest of the six resulting
votes was 6.4 percent. A final resolution suggested Goldman Sachs run for office, on the principle that
corporations are people, but it was thrown out on ordinary business grounds after an SEC challenge.

Conservatives: As in the past, there were a few proposals from conservative activists, challenging what
proponents felt were overly liberal public policies from large companies on gay rights, health care re-
form and abortion. Just two went to votes, both at Merck, and neither earned more than 5 percent.

Lobbying

With the 2012 presidential election behind them, investor advocates for political spending reform
turned their attention in earnest to how companies attempt to influence lawmakers after elections.

Last year’s campaign expanded further in 2013, while sticking for the most part to the same approach. A
few hybrid proposals tried to address the full spectrum of corporate involvement in the political arena
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by covering both campaign spending and lobbying, as well, or zeroing in specifically on corporate con-
nection to intermediary spenders who do not disclose their donors but spend heavily.

Primary resolution: The American Federation of State, County and Municipal Employees (AFSCME) and
Walden Asset Management coordinated filings of the main resolution at 50 companies, producing 39
votes (two which have yet to occur)—up from 40 filings last year and just six in 2011.

The standard proposal asked for annual reports on policy, payments, memberships in non-profit groups
that write model legislation (highlighting the American Legislative Exchange Council), and information on
how these payments occur and how management and the board of directors oversee them. (See table
below for a full list of companies and the results.) The proposal said the reports should include infor-
mation about direct and indirect lobbying, detailing corporate governance oversight and policies, pay-
ments and group memberships. It asked that the disclosure include “grassroots lobbying communication,”
which it defined as “a communication directed to the general public that (a) refers to specific legislation or

"

Company | Company. | Proponent

Abbott Laboratories AFSCME Marathon Oil NYSCRF

Accenture Walden Asset Mgt. Northern Trust* MA Laborers’ Pension 30.5 x
Aetna* Unitarian Univ. Northrop Grumman AFSCME 78 O
Allergan Dignity Health Nucor Green Century 29.7
Alliance One Intl Midwest Capuchins Peabody Energy AFL-CIO 42.7 O
Alliant Techsystems Midwest Capuchins SLM N. Cummings Fndn 35.5
Allstate AFL-CIO Time Warner Cable Walden Asset Mgt. 14.7
Altria Midwest Capuchins Union Pacific AFSCME 280 O
Amer. Electric Power C. Reynolds Fndn United Parcel Service Walden Asset Mgt. 11.7 O
Bank of America* Amalgamated Bank UnitedHealth Group Trillium Asset Mgt. 246 O
BB&T* MA Laborers Universal Midwest Capuchins 38.3
Chevron AFSCME Valero Energy* N. Cummings Fndn 429
CIGNA AFL-CIO Verizon AFSCME 258 O
Citigroup Change to Win ; Visa Boston CAM 37.0
ConocoPhillips Walden Asset Mgt. 261 0
CVS Caremark Srs. of St. Francis 357x O | 3M Walden Asset Mgt.

DaVita Hlthcare Ptnrs UAW Retiree Trust 243 ATE&TH¥ O UAW Retiree Trust

Darden Restaurants Reynolds Fndn Sept. 18 | Bristol-Myers Squibb# Unitarian Universalists

Devon Energy Walden Asset Mgt. 229 O Corrections Corp. United Church Fndn

DuPont Missionary Oblates 334 PepsiCo O NYSCRF

eBay Missionary Oblates 29.4 O Reynolds American Midwest Capuchins

Entergy Trillium Asset Mgt. 24.2 Walgreen UAW Retiree Trust

Equity Lifestyle Prop.* | Reinvestment Ptnrs 4634 Wells Fargo FAFN

Exxon Mobil Steel Workers 24.9 Xcel Energy # Srs. St. Joseph of Carondelet
General Dynamics NYSCRF 19.7

GEO Group Midwest Capuchins 323 O Aetna NYSCRF

Goldman Sachs Needmor Fund 6.3x U | Endo Health Solutions Trillium Asset Mgt. #
IBM Walden Asset Mgt. 245 O Norfolk Southern NYSCRF (b)
JPMorgan Chase Srs. of St. Francis 9.9 ¥ O | Pfizer ' AFSCME (i-12) O
Lockheed Martin Srs. of St. Francis 9.7 U Southern Company NYSCRF (b) O
Lorillard Midwest Capuchins 442 Wellpoint AFL-CIO (i-11) O

*Hybrid proposal on political spending and lobbying and/or indirect spending via intermediaries
* Endo Health Solutions left the proposal out of the proxy statement but did not receive SEC approval to do so.
A SEC challenge X SEC challenge rejected 3 Resubmission

b: Insufficient proof of stock ownership. i-11: Duplicative

i-12: Insufficient previous support
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regulation, (b) reflects a view on the legislation or regulation and (c) encourages the recipient of the
communication to take action with respect to the legislation or regulation.” It said “indirect lobbying” is
that done by “a trade association or other organization of which [the company] is a member.”

Variations: Seven more resolutions combined campaign spending and lobbying disclosure requests,
producing votes above 30 percent in all but one case:

At Bank of America, Amalgamated Bank earned 36.6 percent with a request for a report on all
corporate spending to influence legislation or support candidates, parties and political commit-
tees, social welfare groups, 527 political committees and 501(c)3 groups that write model legis-
lation, along with the political portion of any trade association dues.

The highest vote for the hybrids came at Equity Lifestyle Properties—46.3 percent—where Re-
investment Partners also asked about contributions to regulators and ballot initiatives. The
proponent advocates for equitable lending in low income communities and filed previously on
predatory lending as the Community Reinvestment Association of North Carolina.

The Massachusetts Laborers’ Pension Fund asked for semi-annual reports on any support for
candidates or groups “attempting to influence the general public, or segments thereof, with re-
spect to elections, legislative matters or referenda.” It earned 41.7 percent at BB&T and 30.5
percent at Northern Trust. The proposal also asked that the report “identify each recipient, the
amount paid to each, and the purpose of any contribution or expenditure.”

Proposals voted on at Aetna and Valero Energy—with quite different results—focused on cor-
porate contributions to intermediaries that spend on both campaigns and lobbying. At Aetna
the Unitarian Universalists wanted the board to “Establish specific criteria tailored to analyzing
whether to make payments to Intermediaries for political purposes, requiring articulation of the
business rationale for each payment and consideration of the use(s) to which the funds will be
put by the Intermediary” but got just 6.7 percent. While the company gave money secretly to a
special initiative aimed at stopping the Affordable Care Act, Aetna also has detailed oversight
and disclosure policies that may have kept the vote down despite the controversy that ensued
after its indirect lobbying against the law was revealed. At Valero, though, a similar proposal
from the Nathan Cummings Foundation earned 42.9 percent; the company’s policy on political
spending is unclear and in 2010 it bankrolled half the budget for a failed effort to overturn Cali-
fornia’s climate change law. Votes on somewhat similar proposals at Valero have been steadily
rising since 2010, when a disclosure and oversight proposal got 26.5 percent.

(A second Aetna resolution from the New York State Common Retirement Fund and F&C Asset
Management, also zeroing in on corporate-supported tax-exempt group political spending and
lobbying, was omitted after an ownership challenge.)

Withdrawals: In 2012, proponents withdrew about one-third of the lobbying disclosure resolutions they
filed, generally after reaching agreements with companies. This year the deals occurred in similar pro-
portion, with 9 of the standard lobbying proposals withdrawn, producing additional dialogue with Aetna
and substantive deals in all the other cases:

3M agreed to disclose trade association political spending if it is more than $25,000 and clarified
that it is not a member of ALEC.
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e Bristol-Myers Squibb said it would provide more public information on its lobbying rationale
and priorities, oversight and trade association involvement—and disclose the political portion of
its dues when it is more than $50,000, and describe its use of advocacy firms and its federal
grassroots lobbying efforts.

e Corrections Corp. of America will publicly explain its lobbying policy and approach, covering di-
rect and indirect spending. It will identify all its lobbyists and its aggregate lobbying budget, its
dues to trade associations if they are more than $25,000 and its grassroots lobbying (although it
reports no such activity), its membership in groups such as ALEC (although it is not a member),
and its oversight and management processes for lobbying.

o Pepsi will add a listing of all its federal and state lobbyists to its website, disclose trade associa-
tion memberships if pays a group more than $25,000 a year and revamp its website disclosure
about trade association interaction. It clarified that it is not an ALEC member but said it would
disclose such membership if it occurs.

e Reynolds American agreed to expand its website disclosures.

e Walgreen committed to two years of “robust engagement” on lobbying oversight and disclosure,
said it would review its existing corporate governance of the practice, codify its internal pro-
cesses and set up a framework for reviewing its current and future memberships in trade asso-
ciations and other non-profits.

e Wells Fargo will expand its website disclosure and provide more information on what it sees as
critical issues for its stakeholders, further monitor and examine disclosure of trade association
payments when they exceed $100,000 and continue dialogue with investors on the subject.

¢ Xcel Energy will expand its website lobbying disclosure. It confirmed it is not an ALEC member
but said it would disclose any future contributions to the group in a manner similar to its current
disclosure of support for intermediary spenders.

In addition, Endo Health Solutions neglected to include the proposal in its proxy statement without having
requested SEC approval for the omission. Subsequently, as a sign of good faith to the proponents, it modi-
fied its political spending disclosure policies and practices to provide more information.

Votes: Investors are still giving a little less credence to lobbying disclosure proposals compared with cam-
paign spending disclosure proposals, but both types get significant support. Results for all proposals that
mentioned lobbying that have gone to votes so far in 2013 average 27 percent, a little less than the cam-
paign spending disclosure resolutions. Pushing up the average was the 64.8 percent vote at Alliant
Techsystems, which occurred after the main voting season ended, on July 31.

In all, seven companies saw votes above 40 percent (in addition to Alliant Techsystems, these were BB&T,
Equity Lifestyle Properties, Lorillard, Marathon Oil, Peabody Energy and Valero Energy. Nine more ex-
ceeded 30 percent, at Accenture, Bank of America, Citigroup, DuPont, GEO Group, Northern Trust, SLM
Universal and Visa. As the list of high votes illustrates, investors seem particularly inclined to favor disclo-
sure at energy sector companies and banks—not particularly surprising given significant political spending
by both sectors in contentious recent policy matters.

Two votes have yet to occur, at Alliance One International and Darden Restaurants.
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Campaign Spending and Oversight

The Center for Political Accountability and its allies have been pursuing, with growing levels of support,
greater disclosure of political campaign spending and more oversight of the approval process for this
spending. The campaign began in 2004 and in 2011 the Center released a new index assessing the 100
largest companies for their compliance with its model disclosure and oversight code; a September 2012
update looked at the 200 largest companies in the S&P 500, finding steady progress towards more over-
sight and disclosure.

Primary resolution: The standard CPA proposal, changed only slightly from last year, asked 52 compa-
nies to produce semiannual reports on its website that disclose policies and procedures for corporate
spending on political campaigns in elections or referenda, how much the firm spends both directly and
indirectly, the recipients of this support and the titles of company officials who make decisions on
spending. (A few of the proposals were not coordinated by the CPA but used its template, with variatins
notes below.) Twenty-four of the recipient companies in 2013 had not received a similar proposal pre-
viously and 23 were resubmissions, as shown in the table below.

Campaign Spending and Oversight Proposals

| Proponent

|__vote | Company ______| Proponent

Withdrawn

Amazon.com Investor Voice 2640 AmerisourceBergen Teamsters
Anadarko Petrol. NYSCRF 26.70 Biogen ldec UFE/Resp. Wealth
AT&T Domini Social Inv. 2540 Boeing U Newground Social Inv.
AutoNation NYSCRF 15.6 O CenturyLink O Trillium Asset Mgt.
Cardinal Health Teamsters Nov. 2 Comcast # NYSCRF
CF Industries Hldgs NYSCRF 66.0 Corning # Elizabeth B. Phillips
Charles Schwab NYC pension funds 2530 Deere U William Zessar
Cisco Systems Newground Soc. Inv. Nov. 15 O | Dr Pepper Snapple NYSCRF
Consol Energy NYSCRF 19.3 Harley-Davidson NYSCRF
CVS Caremark Clean Yield Asset Mgt. 35.20 JPMorgan Chase* O Domini Social Inv.
Danaher Mercy Investment 38.1 KeyCorp NYSCRF
Darden Restaurants | United Assn (Pipefitters) Sept. 18 Lowe's U NYC pension funds
DENTSPLY Intl Mercy Investment 31.2 McCormick & Co. Clean Yield Asset Mgt.
DTE Energy NYC pension funds 3010 Mylan O N. Cummings Fndn
FedEx NYC pension funds Sept. O Noble Energy NYSCRF
Hess Trillium Asset Mgt. 46.0 Plum Creek Timber NYSCRF
Humana NYSCRF 24.6 Southwest Airlines NYSCRF
McKesson Miami Firefighters 46.8 WellCare Hlth Plans O Amalgamated Bank
Motorola Solutions | UFE/Resp. Wealth 28.1
Nike NC Retirement System | Sept.19 U
PPL Corporation NYC pension funds 38.6 CBS Robert Krinsky
Raytheon NYSCRF 28.7 Express Scripts O Miami Firefighters
Regions Financial NYC pension funds 3690
Republic Services NYSCRF 1590 No Vote (Merger)
Seaboard” HSUS 4.3 Sprint Nextel x O NYC pension funds
Spectra Energy N. Cummings Fndn 33.3
Travelers NYSCRF 30.20 :lndirect, excluding Iobbyiqg. )
Waste Mgt NYSCRE 37.4 Including charitable contributions

- : A SEC challenge
Wellpoint Harrington Inv. 1340 %SEC challenge rejected
Windstream CWA 3040 ) Resubmission
Yahoo! Michael Loeb 38.2 b: Insufficient ownership proof
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Variations—The resolutions to Seaboard and SprintNextel were worded a little differently but
covered ground similar to the others. At Sprint there was specific mention of 501(c)4 “social welfare”
organizations, while at Seaboard the call-out related to political committees organized under Section
527 of the tax code and also any contributions to 501{c)3 charities (which may not spend money for lob-
bying or on elections). The proponent of the Seaboard proposal was the Humane Society of the United
States, which takes issue with the company’s animal welfare policies and its support for efforts to clamp
down on animal welfare groups’ investigations of factory farming practices. This proposal also received
the lowest vote, with just 4.3 percent. The Sprint proposal did not go to a vote given a merger.

Further, as noted below in the discussion of SEC action, the resolutions to CVS Caremark and JPMorgan
Chase specifically noted that they did not concern lobbying—setting up a test at the SEC of the proposi-
tion that campaign spending and lobbying are substantively the same issue.

Withdrawals: Proponents withdrew 18 proposals, reaching substantive agreements about implementing
the terms of the request at 17 companies. Only seven of the companies had previously received a pro-
posal on this subject, suggesting firms increasingly are willing to agree quite readily to the best practices
as defined by the CPA protocol, without being asked twice. At Boeing, though, the deal had been long
sought, with annual requests since 2007 that received investor support that consistently approached 30
percent each year. At Wellcare Health Plans, the agreement to implement all the terms of the proposal
followed a majority vote in 2012 of 52.7 percent. McCormick agreed to state publicly it would not sup-
port any political candidates and also will disclose the political portion of any trade association dues.

Votes: Votes aside from the proposal at Seaboard were significant, with the 25 proposals voted on to
date averaging about 31 percent. The highest vote of 66.0 percent at fertilizer company CF Industries, a
first-time recipient, marks an all-time record for any proposal on social or environmental issues. Two
others were more than 40 percent—at Hess and McKesson, while 11 more were above 30 percent (see
table). In contrast to the lobbying resolutions, the votes occurred in a wide range of economic sectors.
Five more are slated for votes before year’s end: Darden Restaurants, FedEx and Nike in September
and Cardinal Health and Cisco Systems in November.

Additional Political Spending Proposals

Values congruency: Northstar Asset Management introduced a new proposition to investors this year,
asking eight companies to more explicitly incorporate their stated corporate values into “Company and
PAC political and electioneering contribution decisions.” It also requested quarterly reports on election-
eering or political contribution spending, “identifying any contributions that raised an issue of incongru-
ency with corporate values, and stating the justification for any such exceptions.”

Six of the proposals went to votes, but investors did not warm to the idea and none of the votes sur-
passed 7 percent—although all earned at least the 3 percent resubmission threshold for first-year pro-
posals. Northstar reached one agreement, at Intel, which agreed to review its political contributions for
congruence with its company policies and prompted withdrawal of the resolution. (SEC action at West-
ern Union is discussed below; the proposal to Procter & Gamble was submitted to late.)

Ending political spending: Social investment firms last year started filing a new resolution that asked for
a complete end to campaign spending, although they did not suggest an end to lobbying. This year
there were a few different variants on this idea, at seven firms:
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Clean Yield Asset Management asked
companies to study whether they
could put in place a ban on electoral

; End Spending
spending and report back, presenting VL Clean Yield Asset Mgt. 6.2 0
this to 3M, Bank of America and EQT. Bank of America * Clean Yield Asset Mgt. 46%x0
The latter vote fell just shy of the 3 Chevron Green Century 34
percent resubmission threshold, EQT * Clean Yield Asset Mgt. 2.9 %
while the highest at 3M earned 6.2 E:xobn N':Db” ) ﬁewr.‘ A:SEtIMgt't - 5;;

5 dIrbucks arrington Investments 5

percent. (SEC action at Target and Target * UFE/REsp. Wealth Omitted (-10) O

ExxonMobil is discussed below.)

Values Congruency

Other Political Spending Proposals

Chubb 3.5
The two other proposals were more Ecolab 4.9
precipitous. Green Century Capital EMC 5.0
Management asked Chevron to stop Intel Withdrawn
. _ h & Joh Northstar

using any corporate funds to influ- Jahnsan el 6.4
ence elections and Harrington In- Freln _ 20

' t i Srsrioeksts st I Procter & Gamble Omitted (e-2)
vestments asked Starbucks to stop a Westsr Unlon 4%
direct and indirect campaign spend- Running for Office
ing in addition to banning a political Goldman Sachs Harrington Investments Omitted (i-5)

*Report on feasibility of a ban

action committee, which it currently
i-5: Not significantly related

does not have. Each earned just a lit-
tle more than 3 percent.

i-10: Moot e-2: Late O Resubmission

SEC Action

There was a rich array of arguments and decisions at the SEC, with a gradually shifting interpretative
landscape that now seems to be allowing more than one type of political spending proposal on the same
ballot. In the end, the SEC rejected a wide range of different arguments that sought to exclude 11 f the
proposals but said it would take no action if companies omitted six more of the proposals for substan-
tive reasons; there were five technical challenges that successfully argued the proponent did not give
sufficient documentation of stock ownership, as well.

Duplication: Disclosure advocates have been trying for some time to overcome the SEC's view that all
proposals mentioning political spending, including lobbying, are substantially the same—meaning only
the one filed first could appear on a single proxy statement. This interpretation knocked out four lobby-
ing proposals in 2012, but the proponents reformulated their proposals in two test cases and arguments
and appear to have set a new precedent this year in their favor. Careful wording seems to be required if
both lobbying and campaign spending are to appear on the proxy ballot, though:

e The SEC rejected arguments from CVS Caremark that a lobbying proposal from the Sisters of St.
Francis duplicated an earlier-submitted resolution from Clean Yield Asset Management that
used the CPA template. The lobbying proposals explicitly stated that it did not cover “efforts to
participate or intervene in any political campaign or to influence the general public or any seg-
ment thereof with respect to an election or referendum,” while the CPA model proposal con-
versely stated that “Payments used for lobbying are not encompassed by this proposal.” In its
response to the company, the SEC said only that it was “unable to concur” with the company’s
assertion, but as is typical (although not always the case) did not elaborate.
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e Inasecond test case, at JPMorgan Chase, the company initially argued a first-submitted pro-
posal on indirect spending from Domini duplicated a lobbying proposal from the Sisters of St.
Francis. But after the company agreed to additional disclosure, Domini ended up withdrawing
and the SEC did not weigh in.

Further illustrating the importance of precise language, a different lobbying disclosure proposal from the
AFL-CIO to Wellpoint that did not specifically note it excluded spending on political campaigns or refer-
enda was excluded. The company prevailed at the SEC with its argument that it was substantially the
same as a CPA-template proposal it received first from Harrington Investments.

Using a different tactic that also relied on the contention that resolutions duplicated each other, Pfizer
managed to knock out two proposals on lobbying and political spending. Pfizer said an AFSCME lobby-
ing proposal and a resolution on charitable and political spending from conservative activist Donald Per-
rella were substantially similar to a 2012 proposal from longtime activist Evelyn Davis asking for disclo-
sure of political spending in newspapers. Since the Davis resolution missed the resubmission threshold,
the company said neither of the two new proposals had to be included; the SEC agreed with the premise
they were the same and with the subsequent conclusion.

On the other hand, Bank of America and ExxonMobil tried and failed with arguments that a political
spending ban proposal was the same as lobbying resolutions they also received this year: the SEC
opined they were different.

Ordinary business: A successful argument from Bristol-Myers Squibb varied, however. The company
received two proposals—a lobbying disclosure proposal from the Unitarians and a resolution critical of
its position on health care reform from the National Center for Public Policy Research (NCPPR). The
company challenged the Unitarian proposal, saying it duplicated the NCPPR’s which it received first. But
management also negotiated with the church, agreeing ultimately to provide more information about its
lobbying and noting that it had let its membership in the controversial group ALEC expire at the end of
2012. Separately, the company argued that the NCPPR proposal related to ordinary business: While the
proposal generally addressed the company’s lobbying activities, the supporting statement’s “sole focus
is exclusively the Company's support of the passage of the Patient Protection and Affordable Care Act
(‘PPACA’) and its membership in the Pharmaceutical Research and Manufacturers of America (‘PhRMA’).”
The SEC agreed this narrow focus on one issue disqualified the resolution, saying “the proposal and sup-
porting statement, when read together, focus primarily on Bristol-Myers' specific lobbying activities that
relate to the operation of Bristol-Myers' business and not on Bristol-Myers' general political activities.”
The commission denied a subsequent request for reconsideration of this view.

In the case of EQT, though, the SEC disagreed with the company’s assertion a spending ban resolution
concerned ordinary business and the proposal went to a vote.

Vague or misleading: Company arguments that political spending resolutions were too vague or mis-
leading generally did not hold water with the SEC staff. The commission disagreed on this point when it
was raised by Bank of America, EQT and ExxonMobil regarding the spending ban proposition. It also did
not buy Western Union’s challenge when it tried to exclude the Northstar values congruency proposal
for this reason.

Substantially implemented: SEC staff also usually was not persuaded that existing corporate action
made political spending proposals moot, but there was one exception. Target contended it had sub-
stantially implemented a proposal on study and report on a potential ban on the use of all corporate
treasury funds “for any direct or indirect political contributions intended to influence the outcome of an

Copyright 2013, Si2
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election or referendum.” The company said it had, in fact, studied the issue—but concluded judicious
political spending was appropriate to safeguard its business interests. Target considered the issue after
receiving a similar proposal to stop all election spending in 2012, it noted. However, Abbott Laborato-
ries, Cigna and Marathon Oil also all said they had already substantially implemented the lobbying dis-
closure proposal and the SEC disagreed.

Not related: Goldman Sachs successfully argued that a resolution from Harrington Investments asking it
to run the corporate for political office was not related to its business, since the company “currently has
no involvement, never has had any involvement, and has no plans to become involved in the business of
running for political office.”

Conservative Proposals

In counterpoint to the campaign promoting more oversight and disclosure of corporate political spend-
ing, the National Center for Public Policy Research asked three companies in 2013 to report on their
public policy activities. At ExxonMobil, it concerned lobbying about international treaties that the pro-
ponent said could adversely affect the company’s oil exploration business, while at Bristol-Myers Squibb
and Merck it related to lobbying in favor of the Affordable Care Act, to which the proponent takes ex-
ception. The resolution went to a vote at Merck, but as noted above Bristol-Myers Squibb successfully
argued it could be omitted because it concerned lobbying on a specific issue affecting the company’s
ordinary business. The withdrawal at Exxon came after the company said it was duplicative of a lobby-
ing disclosure resolution from the United Steelworkers.

At Merck and Pfizer, individual proponent Donald Perrella asked for reporting on charitable and political
contributions. He expressed concern about the companies’ contributions to Planned Parenthood, and
its support for stem cell research and gay rights. Pfizer successfully argued it was similar to a previous
proposal from that did not receive enough support for resubmission and the SEC agreed. It wentto a
vote at Merck but earned only 3.7 percent.

D P 2 & DDO 0 DIrpo e PO al A
Proposal | Company Proponent | Vote/Status
Bristol-Myers Squibb Omitted (i-7)
Report on public policy advocacy Exxon Mobil NCPPR Withdrawn »
Merck 4.2
’ - — Merck 3.7
Report on charitable and political contributions Pfizer Donald Perrella Omitted (-12)

A SEC Challenge b Insufficient proof of stock ownership  i-7: Ordinary business  i-10: Moot  i-12: Insufficient previous support
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About Si2

The Sustainable Investments Institute (Si2) is a non-profit organization which helps its institutional in-
vestor subscribers make informed, independent voting decisions on social and environmental share-
holder proposals. Si2 also conducts research on related efforts to influence corporate social and envi-
ronmental policies, explaining what investor reformers want and how companies respond. Primary
support comes from annual fees paid by the largest U.S. college and university endowments and a group
of the largest pension funds. Si2 also has received grants from the Investor Responsibility Research Cen-
ter Institute and others.

For its proxy season coverage, Si2 is grateful for the generous cooperation of the shareholder propo-
nents who filed resolutions in 2013. We are particularly appreciative of the information these investors
shared about what happened when resolutions did not go to votes. Such information provides a critical
measure of shareholder “success” but negotiations that lead to withdrawals often occur outside the eas-
ily discernible public record. Si2 aims to provide a compilation of all social policy shareholder activism
for the record, alongside the more visible votes and activity at the Securities and Exchange Commission.

Contacts: Heidi Welsh, Executive Director, email heidi@siinstitute.org, tel. 301-432-4721, or Peter De
Simone, Deputy Director, email peter@siinstitute.org, tel. 202-249-9923. Website: www.siinstitute.org.

Si2 Publications

Proxy Season Research by Subscription: Si2 proxy season reports for members in 2013 provided back-
ground information in both Briefing Papers and company-specific Action Reports, covering the following:

Topic Subject Topic Subject

Environment  Climate Change Social Human Rights
Hydraulic Fracturing and Diversity

Natural Gas Decent Work

Coal Corporate Political Activity
oil Media
Nuclear Power Animal Testing
Water Governance Sustainability Reporting
Environmental Management Board Diversity
Industrial Agriculture Board Oversight
Toxics and Human Health Economic Financial Services

Additional Research Reports: Empirical benchmarking reports available free to the general public include:

* Integrated Financial and Sustainability Reporting in the United States (April 2013, IRRC Institute)

® [nvestor Risks Looming in the Niger Delta (July 2012)

* Discovering Shale Gas (March 2012, IRRC Institute)

* Corporate Governance of Political Expenditures (November 2011, IRRC Institute)

® How Companies Influence Elections (October 2010, IRRC Institute)

Copyright 2013, Si2
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Shareholder Resolutions on Corporate Political Spending Disclosure & Accountability

Summary Analysis of Vote Results and Agreements, 2004-2013

The Center for Political Accountability and its shareholder partners started engaging public U.S. companies on
their political spending disclosure and accountability in 2004. To date, a total of 217 companies have formally

been engaged through a shareholder resolution on the issue, resulting in a total of 118" agreements that lead to

a withdrawal. The following information provides a more detailed look on how these companies came to an
agreement with shareholders, as well as patterns in support for the resolution by the broader shareholder

communities.

Table 1: Number of Agreements and Average Shareholder Support

Year 2013 | 2012 | 2011 | 2010 | 2009 | 2008 | 2007 | 2006 | 2005 | 2004

# Agreements 16* 14 12 12 12 17 24 8 2 0

Average Shareholder

Support on Resolutions NA 30% 33% 30% 29% 26% 25% 19% 11% 10%
Table 2: Number of Companies Coming to Agreement after Different Vote Results

_ No\Vote | Vote<10% | Vote>10% )% Vote>40% | Vote>50%

Total # of Agreements 78 7 7 6 11 4 4
Table 3: Companies that Received Majority Shareholders Support
Company : o Ye Percentage

Plum Creek Timber 2005 56%

Amgen’ 2006 76%

Unysis 2007 51%

Sprint Nextel’ 2011 53%

WellCare 2012 53%

CF Industries 2013 66%

' * This number includes Qualcomm, which came to a disclosure agreement through a “books and records” request by the

New York State Common Retirement Funds in 2013.

* Amgen’s board of directors supported the resolution, leading to the extremely high vote. See Amgen’s 2006 Proxy
Statement here: http://www.sec.gov/Archives/edgar/data/318154/000110465906018306/a06-5806 2deflda.htm

? Sprint Nextel has not come to an agreement to date.

Copyright © 2013 by the Center for Political Accountability
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What Makes Meaningful Disclosure of Corporate

Key Elements of Corporate
Political Disclosure & Accountability

Policies
a. Ways in which we participate in the political process;
b. Who makes spending decisions; and
c.  Our commitment to publicly disclose all of our expenditures,
direct and indirect.
Disclosure
a. [ltemized Direct Expenditures
i.  State-level candidates and committee contributions;
ii. Ballot measure spending; and
iii. Independent expenditures.
b. Itemized Indirect Expenditures
i.  Trade association dues and other payments, including
special assessments used for political purposes; and
ii. Payments to other tax-exempt organizations [527
groups, super PACs, and 501(c)(4) “social welfare”
organizations] used for political purposes.
Oversight
a. Board of directors regularly reviews our spending, direct and

indirect, and existing policies.

N

Political Spending?

By setting out objective criteria for political spending, a
company provides a context for decision-making. An
articulated policy provides a means for evaluating
benefits and risks of political spending; measuring
whether such spending is consistent, and is aligned
with a company’s overall goals and values;
determining a rationale for the expenditure; and
judging whether the spending achieves its goals.

N

Disclosure of political spending from corporate
treasury funds gives shareholders the information they
need to judge whether corporate spending is in their
best interest. It identifies possible sources of risk. It also
helps ensure that board oversight is meaningful and
effective.

Board oversight of corporate political spending
assures internal accountability to shareholders and to
other stakeholders. It is becoming a corporate
governance standard.

Copyright © 2012 by the Center for Political Accountability.
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alliance Small business owners. Small business values.

January 20, 2012

Elizabeth M. Murphy

Secretary

Securities and Exchange Commission
100 F Street, NE

Washington, DC 20549

Re: Main Street Alliance Comment on File Number 4-637, Committee on Disclosure of
Corporate Political Spending petition for rulemaking (August 3, 2011)

Dear Ms. Murphy:

On behalf of the Main Street Alliance, we write to express our strong support for the petition
for rulemaking to bring about greater transparency in corporate political spending (File No. 4-
637).

The Main Street Alliance is a national network of state-based small business coalitions. Our
network creates opportunities for Main Street small business owners to speak for themselves
on important policy issues ranging from health care to the vitality of our economy to the health
of our democracy. We promote policies that level the playing field for small businesses to
create jobs, build local economies, and support thriving communities.

The growing influence of corporate political spending — and particularly secretive third party
spending — in our elections and politics puts small businesses like ours at a severe disadvantage.
To succeed in business, we know we have to contend regularly with big corporate interests,
both our direct competitors and the bigger companies we do business with, like health insurers
and banks. We welcome the challenge — on a level playing field. But when secret corporate
political spending drowns out true small business concerns and shapes policies to the benefit of
special interests at our expense, the playing field is far from level.

We believe business success should be based on offering a good product at a competitive price
and backing it up with creativity and great service. Secret political spending should not be
permitted to get in the way of honest competition in the marketplace.

Transparency is a Main Street value. Small business owners recognize the importance of
transparency and accountability in building a loyal customer base, establishing trust, building
their business brand and reputation, and positioning a business for long term success. As small

The Main Street Alliance - 3518 S. Edmunds St. — Seattle, WA 98118 - (603) 831-1835
www.mainstreetalliance.org - info@mainstreetalliance.org
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business owners, we stand by our words and actions. When we want to make our voices heard,
we sign our names at the bottom. We believe publicly-traded corporations should do the same.

We urge the SEC to move forward with a rule-making process to require full disclosure of
publicly-traded corporations’ political spending, including third party spending. We believe this
is a critical step to ensure honest competition and a strong economy that rewards transparency
and innovation, not secrecy and pay-to-play politics.

Sincerely, on behalf of the Main Street Alliance National Steering Committee,
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Kelly Conklin " David Borris
Foley-Waite Associates Hel’s Kitchen Catering
Bloomfield, NJ Northbrook, IL

. .

Fredd?fastiblanco Mary Black

Terraza 7 Live Music The UPS Store at Citiplace
Elmhurst, NY Baton Rouge, LA

Jose Gonzalez Hollis Berendt

Tu Casa Real Estate No Co Eco Services
Salem, OR Greeley, CO

Patricia Divine Wilder
Walla Walla, WA
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Bogle Financial Markets Research Center

John C. Bogle, President
P.O. Box 2600, V22
Valley Forge, PA 19482

Via Email and U.S. Mail

January 17,2012

Ms. Elizabeth Murphy

Secretary

U.S. Securities and Exchange Commission
100 F Street, NE

Washington, DC 20549-1090

Re: File Number 4-637, petition to require public companies to disclose to shareholders the use of
corporate resources for political activities.

Dear Ms. Murphy:

I am writing on my own behalf as one with six decades of experience in the field of investment
management, including nine years as chief executive of Wellington Management Company, followed by
26 years as chief executive and then senior chairman of The Vanguard Group, the mutual fund company
that I founded in 1974. My experience involves virtually every aspect of institutional money management,
including (especially relevant in this case) establishing proxy voting policies.

I do not presume to speak on behalf of the present management of Vanguard, nor have I done so in the
nine books I have written focused on mutual funds, investment policy, proxy voting issues, and fiduciary
duty. I’m taking the liberty of attaching to this letter the relevant parts of chapters 3 and 6 from my 2005
book The Battle for the Soul of Capitalism (o provide an example of my strong view that institutional
investors should honor both the rights and responsibilities of corporate governance. (Attachment A)

Now let me turn to the Commission’s proposal for rulemaking on corporate political spending. First, I
endorse without reservation the petition for corporate disclosure of political contributions presented by
the Committee on Disclosure of Corporate Political Spending, dated August 3, 2011. I am sure that the
Commission has noted the high academic standing of its signatories, but I would add that their probity
and independence should give their proposal a powerful influence on the Commission’s thinking. These
are not extremists of either the right or the left; they are intelligent, experienced, and respected academics
who seek to further the best interests of our financial system and our society.
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My Proposal

For those who share my concemns, the Petition for Rulemaking by the Committee on Disclosure is
a start. Transparency in corporate political spending is in the best interests of investors, companies, and
the general public, so I urge the SEC to take favorable action on this petition. However, such a rule
doesn’t go far enough. Concerned investors should have an explicit right to submit a resolution such as
the one below for inclusion in the next proxy statement for each corporation in which they’ve invested:

RESOLVED: that the corporation shall make no political contributions without the approval of the
holders of at least 75% of its shares outstanding.

I recommend a supermajority requirement because of the inevitably wide range of views in any
shareholder base. As it happens, 75% is halfway between a simple majority and the standard (under
earlier Delaware corporate law) requiring a unanimous shareholder vote to ratify a gift of corporate assets
(arguably, precisely what a political contribution is).

Such a check on unfettered political contributions is essential now that our corporations are no
longer controlled by “persons” (i.e., individual shareholders). Some 70% of the shares of our large
publicly held corporations are held by “agents”—the institutional investors who manage our mutual
funds, pension funds, insurance and trust companies, and endowment funds.

Discussion

These institutional investor/agents—who together hold working control of virtually every
publicly-held company in corporate America—have all too often failed to honor their responsibilities of
corporate stewardship, and they actively vote their proxies far too rarely, normally endorsing management
proposals by overwhelming majorities. With but a handful of exceptions, the participation of our
institutional money managers in corporate governance has been limited, reluctant, and unenthusiastic. The
record, as far as I know, is bereft of a single proxy proposal submitted by a mutual fund or pension fund
investor in opposition to a corporation’s management. The temptation for agents to take advantage of
their agency position for their own benefit is simply too great to resist. Large institutional investors, for
instance, routinely manage the retirement plans and thrift plan portfolios of the very corporations whose
shares they own. As the saying goes: “There are only two types of clients we do not want to offend: actual
and potential.”
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November 1, 2011

Ms. Elizabeth M. Murphy, Secretary
Securities and Exchange Commission
100 F Street, Northeast

Washington D.C. 20549

By email: rule-comments@sec.gov

Re: File No. 4-637, Petition to Require Public Companies to Disclose to Shareholders the Use of
Corporate Resources for Political Activities

Dear Ms. Murphy,

We are writing today representing the undersigned organizations to voice our strong support for the
petition referenced above seeking a rulemaking requiring corporate political transparency. We represent a
wide range of investment professionals, including mutual fund and other institutional asset managers,
foundations, religious investors and financial planners. Our organizations manage more than $690 billion
on behalf of individual and institutional clients in North America and Europe

The rulemaking petition was submitted on August 3, 2011 by the Committee on Disclosure of Corporate
Political Spending, a group of prominent law professors specializing in the areas of corporate and
securities law. The petition captures the concerns of a substantial number of investors that have,
particularly over the past five years, persistently sought transparency in corporate political spending.
Many leading corporations have responded to this growing call for disclosure. Currently, 88 major
companies already publicly disclose their political spending policies and their direct political payments,
including more than half of the S&P 100. These companies include Microsoft, Wells Fargo, Merck and
Aetna.

Shareholder proposals requesting corporate political transparency have been among the most frequently
filed proposals over the past few years, making up one-quarter of all social and environmental policy
resolutions filed in 2011, with 88 proposals, up from only 53 in 2010. Thirty-three disclosure-oriented
proposals from the Center for Political Accountability went to a vote and received 34 percent support on
average in 2011, up from 30.4 percent at 29 firms in 2010. These proposals have received sustained and
growing support from investors.

We strongly believe that corporate political spending transparency is in the best interests of investors,
companies and the general public, and that the Securities and Exchange Commission is the most
appropriate agency to require such disclosure.

Corporate political spending transparency is necessary for the smooth and efficient functioning of our
capital markets, as discussed below, and can serve as a critically needed risk management tool for
shareholders, corporate management, and directors.
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Finally, we believe the time has come for a clear rule requiring all public companies to disclose this
information, and that such a rule would be simple to draft and to implement, as some of the largest U.S.
companies have clearly demonstrated.

Background

Corporations use treasury funds' for a variety of political purposes, including direct contributions to state-
level political candidates, including judges, to fund ballot initiatives, political parties and a range of tax-
exempt entities, such as trade associations and 527 organizations that engage in political activity.
Corporations may also contribute funds to finance political advertising on public policy issues or to
advocate for or against the election of particular candidates. These activities are subject to a variety of
state and federal laws, but there are no current rules that require that companies disclose this spending to
their shareholders, and there are significant gaps in the type of spending that is required to be disclosed to
anyone. As a result, it is virtually impossible for an investor to obtain a complete picture of any individual
company'’s political spending, with the exception of those companies that have elected to voluntarily
disclose this information.

Some corporations claim that these activities are important to maintain their competitive business
position, and thus they are in shareholders’ best interests. Shareholders, however, have no uniform means
to monitor these activities, or assess the risks of corporate political spending without an SEC rule
requiring full disclosure for all public companies. Information that is already available points to a range
of serious risks. Full disclosure would allow investors to manage, and help to mitigate, the full range of
risks presented by corporate political spending. For example:

e Political spending disclosure helps prevent corporations (and unaccountable corporate
executives) from using corporate treasury funds to obtain competitive advantages through
political means, rather than by adding value in the marketplace (in economics, what is
commonly known as “private rent seeking”). Secret political giving undermines free
enterprise and creates unearned advantages in the marketplace. These activities distort the
workings of the market, and result in misallocations of capital. Mandatory corporate political
spending disclosure would further a marketplace where companies compete and win based on
superior products and services, rather than by superior access to lawmakers. Certainly this is
in keeping with the SEC’s mandate to “maintain fair, orderly, and efficient markets.”

e Political spending disclosure would also help to mitigate the high risk of conflicts of interest
and self-dealing by politically active CEOs and other senior executives that may be using
corporate treasury funds for their own political purposes. The Commission has consistently
favored disclosure as an effective means to address conflicts of interest.

o Trade associations, and a range of other tax-exempt entities such as 501(c)(4) social welfare
organizations, have become significant conduits for ‘indirect’ corporate political spending.
Many of these organizations are not required to disclose the source of their funding. We
believe that the opacity of these organizations has contributed to an increased radicalization
of their politics. In our experience engaging with corporations on these issues, trade
associations are frequently taking positions that contradict the policies of many of their

"It should be noted that many companies maintain a Political Action Committee (PAC), which is administered by the company,
but is funded by employees. Information on PAC contributions is already publicly available. This letter is focused on the direct
and indirect use of corporate treasury funds for political purposes, not employee money.



corporate members. Without full disclosure of the payments corporations make to these
groups for political purposes and the corporate policies and procedures that guide such
payments, neither shareholders nor corporations have any effective means to hold these
increasingly influential and powerful organizations accountable. We have seen instances
where this lack of accountability has led corporations to finance both sides of controversial
public policy issues, such as healthcare reform and climate change regulation.

¢ Political spending disclosure also protects companies from the growing risks posed by pay to
play political fundraising. The SEC recently passed a rule to address the risks of pay to play
arrangements between registered investment advisers and state entities, and issuers of
municipal securities are also covered by pay to play regulations requiring, inter alia, the
adoption of compliance policies and procedures and internal monitoring of political spending
of certain key executives. Many public corporations, however, are also exposed to these risks
and are not subject to similar regulations.

o Corporations face a complex patchwork of legal risks at the state and federal levels when they
engage in political spending. *

The Rulemaking Petition notes that “Absent disclosure, shareholders are unable to hold directors and
executives accountable when they spend corporate funds on politics in a way that departs from
shareholder interests.” Based on our experience engaging with corporations, we believe it is common for
corporate political spending to diverge and undermine shareholder interests. We believe that undisclosed
corporate political spending can encourage behavior that poses legal, reputational and operational risks to
companies and systemic risks to our economy and to our political and judicial institutions.

All of these concerns were dramatically increased by the Supreme Court’s decision in Citizens United v.
Federal Election Commission,” which legalized unlimited corporate spending to influence the outcome of
elections, so long as this spending is not coordinated with a candidate (“independent expenditures™). It is
troubling to note than most public companies have no publicly available policies to address this new and
risky avenue of political spending. *

The Supreme Court said that full, real-time disclosure of corporate political payments allows shareholders
to “determine whether their corporation’s political speech advances the corporation’s interest in making

2 Lack of compliance with these laws can have significant consequences. For example, eight major companies were indicted by a
Texas grand jury in 2004 for giving more than $500,000 to Rep. Tom DeLay’s Texans for a Republican Majority political action
committee in the 2002 elections. Texas law prohibits corporate political contributions at the state and local level. The companies
were Alliance Quality Nursing Home Care, Bacardi USA, Cracker Barrel, Diversified Collection Services, Questerra
Corporation, Sears Roebuck, Westar Energy, and Williams Companies. The total amount they spent on legal costs is unknown,
but likely far exceeded the political contributions that resulted in the indictments.

*130 S.Ct. 876 (2010)

* See, e.g., Ryan McConnell, Katharine Southard and Katelyn Richardson, Corporations and Politics: Blue or Red, Few
Companies are Neutral, Corporate Counsel, Oct. 31, 201 1, available at http:/bit.ly/rIsiKs (“After Citizens United, companies are
able to draw from their own corporate funds to finance political advertisements, instead of using political action committees
funded through voluntary employee contributions. ... Surprisingly, we found the political contribution policies in codes of
conduct remained basically unchanged after the Supreme Court's decision. Only two Fortune 500 codes of conduct specifically
reference the Citizens United decision.™)
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profits.” Corporate political disclosure would provide investors with a previously unavailable window
into this important area of corporate strategy, providing shareholders with additional means to discern the
true drivers of corporate value, and to more accurately assess management’s view of the political risks
and opportunities they face.

Political spending disclosure protects not just shareholders but also protects and strengthens companies.
Indeed, disclosure facilitates good corporate governance, because it is not only shareholders that are
currently in the dark about corporate political spending—corporate directors are too often not well
informed about the purposes or recipients of this spending either. According to a report issued by the
Conference Board, a leading non-partisan, non-profit business membership and research organization,
“For directors, an understanding of the details and nuances of political spending is becoming essential in
order to carry out their oversight responsibilities.” According to a 2008 survey of corporate directors
conducted by Mason-Dixon Polling and Research, Inc. a substantial percentage reported that political
activity poses risks to their company, industry and corporate America at-large, but 4-in-10 directors
reported that they do not even receive reports detailing the political spending of the companies they
oversee. Surveyed directors were strongly supportive of disclosure of this information.’

Many leading companies have now recognized that political transparency and board oversight are prudent
and efficient means to mitigate the broad range of risks presented by corporate political spending. Asa
result, board oversight of political spending, accompanied by full disclosure of both direct and indirect
political spending is becoming a best practice corporate governance standard. As noted above, 88 major
corporations, including more than half of the S&P 100, have voluntarily established board oversight of
corporate political spending, and full disclosure of all direct political payments made by the company. A
smaller number of companies have adopted full political transparency, by also disclosing the company's
indirect political spending, through trade associations and similar entities that engage in political activity
and serve as conduits for corporate political spending. Forty-three corporations disclose full or partial
information on their trade association payments or memberships.?

* Citizens United at 916. The court added that “this transparency enables the electorate to make informed decisions and give
proper weight to different speakers and messages.” Eight justices supported full disclosure.

® Bruce Freed and Karl Sandstrom, Political Money: The Need for Director Oversight (The Conference Board Executive Action
Series, No. 263, April 2008), available at http://www.perkinscoie.conV/files/upload/DC_10-05_Sandstrom.pdf, and

see also, Handbook on Corporate Political Activity: Emerging Corporate Governance Issues (The Conference Board, November
2010). In light of the importance of corporate political activity to corporate governance, the Conference Board has established a
committee on corporate political activity, co-chaired by executives from Microsoft and Merck.

" This survey was commissioned by The Center for Political Accountability and the Zicklin Center for Business Ethics Research
of the University of Pennsylvania’s Wharton School. Mason-Dixon Polling & Research, Inc. conducted the survey from
February 4-15, 2008. A total of 255 members of boards of directors of Russell 2000 companies were interviewed by telephone.
Nationwide Survey of Members of Corporate Boards of Directors (2008), available at
hitp:/Awww.politicalaccountability.net/index.php?ht=a/GetDocumentAction/i/919. The survey and its findings are attached to this
letter for your convenience, in addition to the findings of a Mason-Dixon survey of investors.

% According 10 a new study issued by the Center for Political Accountability and the Zicklin Center for Business Ethics at the
Wharton School of the University of Pennsylvania, 43 companies disclose some information about their indirect spending
through trade associations or other tax-exempt groups. Of the 43 companies, 26 disclose the portion of their trade association
payments, or funds paid to tax-exempt third-party groups, that are used for political or lobbying purposes. Another 17 companies
disclose less detailed information about their trade associations, such as listing their memberships but failing to disclose the
amounts used for political purposes. See The CPA-Zicklin Index of Corporate Political Disclosure and Accouniability: How
Leading U.S. Companies Navigate Political Spending in the Wake of Citizens United (Center for Political Accountability and
Zicklin Center for Business Ethics at the Wharton School of the University of Pennsylvania, Oct. 28, 2011), available at
http://www .politicalaccountability.net/index.php?ht=a/GetDocumentAction/i/S800
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Perhaps the closest analogy in existing regulation is to the requirement that mutual funds publicly disclose
their proxy voting polices and actual votes. In that context, the Commission recognized that mutual funds
are fiduciaries, voting proxies on behalf of their investors. The Commission stated that “Investors in
mutual funds have a fundamental right to know how the fund casts proxy votes on shareholders' behalf.”
The Commission argued:

Yet, despite the enormous influence of mutual funds in the capital markets and their huge impact
on the financial fortunes of American investors, funds have been reluctant to disclose how they
exercise their proxy voting power with respect to portfolio securities. We believe that the time has
come to increase the transparency of proxy voting by mutual funds. This increased transparency
will enable fund shareholders to monitor their funds' involvement in the governance activities of
portfolio companies, which may have a dramatic impact on shareholder value.”

Similar arguments apply to corporate political spending. Corporations do not speak for themselves.
Whether you believe they speak for their shareholders, or their broader base of stakeholders, as some
companies claim, they are legal entities using other people’s money for political purposes. They have a
tremendous influence over our government and the laws and rules that ultimately impact our economy
and shareholder value. We believe shareholders should have a right to this information.

Specific Guidance: Content and Format of Disclosure

In its rulemaking petition, the Committee on Disclosure of Corporate Political Spending raised a series of
questions regarding the scope and format of the requested disclosure. We believe these questions are
easily answered, and that the experience of the 88 major companies that currently disclose their political
contributions should be instructive.

Public companies should be required to disclose the following information:

1. Policies and procedures for political contributions and expenditures (both direct and indirect)
made with corporate funds.

2. Monetary and non-monetary contributions and expenditures (direct and indirect) used to
participate or intervene in any political campaign on behalf of (or in opposition to) any candidate
for public office, and used in any attempt to influence the general public, or segments thereof,
with respect to elections or referenda. The report should include:

a.  Anaccounting through an itemized report that includes the identity of the recipient as well
as the amount paid to each recipient of the Company’s funds that are used for political
contributions or expenditures as described above; and

* Final Rule: Disclosure of Proxy Voting Policies and Proxy Voting Records by Registered Management Investment Companies,
17 CFR Pants 239, 249, 270, and 274, available at http://www.sec.gov/rules/final/33-8188.htm (Footnote omitted)



http://www.sec.gov/ruleslfinal/33-8188.htm

b.  The title(s) of the person(s) in the Company responsible for making the decisions to make
the political contribution or expenditure.

Corporate political spending disclosure must be provided in a disaggregated fashion, broken down by
recipient. This is consistent with how most companies currently disclose this information.

We would recommend that companies be required to report on how trade associations are using their
payments. This would include providing a report on the recipients or beneficiaries of trade association
political spending underwritten by company funds. Avon is one company that currently provides this
level of disclosure."

Links to current corporate disclosures are available at:
http://www.politicalaccountability.net/index.php?ht=d/sp/i/869/pid/869

DE MINIMUS EXCEPTION: The Committee on Disclosure of Corporate Political Spending
recommended that the Commission adopt a de minimus exception for corporate political spending
disclosure, with a low threshold. We do not believe that such an exception is warranted or necessary for
direct political payments to candidates and most third parties. Companies have not had any problem
disclosing small contributions, and it is important to understand that the amount of the payment is not
necessarily proportional to the risk. Target, for example, has faced a persistent consumer boycott and
public relations debacle after a single $150,000 contribution, certainly not a ‘material’ figure when
compared to the company’s annual revenues.'' In 2004, Merck made a $1,000 contribution to a
Mississippi Supreme Court candidate’s campaign. This small contribution resulted in controversy for the
company when the candidate was accused of running a racist campaign. "

With respect to trade association payments, some corporations have established a threshold for disclosure
due to the significant number of memberships they may maintain. We believe that a $25,000 threshold for
disclosure would be acceptable where corporations can demonstrate that full disclosure of all of these
memberships would be impractical.

EXEMPTION: The rulemaking petition suggests that companies that restrict how their money can be
used politically should be exempted from the disclosure requirements. We are aware of a number of
major companies that have placed formal restrictions on the use of their funds by trade associations.
Companies that include such restrictions in their formal policies should be exempt from the requirement
to disclose these payments. This exemption would provide companies with the means to minimize the
cost of compliance with this rule by placing meaningful restrictions on the use of their money.

FREQUENCY: The Supreme Court speculated about the advantages of “real time” disclosure of
corporate political expenditures. Most corporations that currently disclose their political spending do so
on an annual basis. We would recommend that disclosure be required to be produced on a semi-annual
basis to ensure that disclosure is reasonably well aligned with the political cycle. In order to allow
shareholders to make accurate comparisons between companies, all companies should be directed to

19 hup://avoncompany.com/aboutavon/corporategovernance/docs/2010.Poli.Contribute.report.pdf (visited 9/22/11)

' See, e.g., Brian Montopoli, Target Boycott Movement Grows Following Donation to Support "Antigay” Candidate, CBS News,
July 28, 2010, available ar hitp://www.cbsnews.com/8301-503544_162-20011983-503544.htm

12 Handbook on Corporate Political Activity, at 29.
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publish these reports by a set date. To achieve alignment with both the proxy voting and electoral seasons,
we would recommend that these reports be provided at the end of the first and third quarters.

LOCATION OF DISCLOSURE: Currently, companies that voluntarily disclose their political
contributions provide this information on their websites. We would support a requirement to notify
shareholders in the proxy statement where this information can be found on the corporate website. The
creation of a new form, similar to Form N-PX for mutual fund proxy voting disclosure, would improve
investors’ ability to analyze and compare corporate disclosures.

Conclusion

Political disclosure is necessary for the smooth functioning of markets, and fits comfortably within the
securities laws and the SEC’s framework. It is an important tool that helps shareholders, management and
directors deal with significant risks that can threaten companies and shareholder value. We respectfully
urge the Commission to move forward with the Committee’s rulemaking petition, and would be pleased
to provide additional information on any of the points raised in this letter. If you need any further
information, Adam Kanzer of Domini Social Investments will serve as primary point of contact for the

undersigned group of investors.

Sincerely,

[ain Richards
Regional Head of Corporate Governance
Aviva Investors

B. Scott Sadler, CFA
President, Chief Investment Officer
Board Walk Capital Management, Inc.

Susan Vickers, RSM
VP Community Health
Catholic Healthcare West

Rian Fried
President
Clean Yield Asset Management

Steve Zielinski

Representative/Fund Manager

Diocese of Springfield, IL

Dominican Sisters of Springfield, IL
Sisters of the Presentation -- Aberdeen, SD

Judy Seid
Branch Manager
Blue Summit Wealth Management, Inc.

Lauren Compere
Managing Director
Boston Common Asset Management

Daniel Nielsen
Director, Socially Responsible Investing
Christian Brothers Investment Services, Inc.

Community of the Sisters of St. Dominic
of Caldwell, NJ

Adam Kanzer
Managing Director & General Counsel
Domini Social Investments



Stephen Hine
Head of Responsible Investment Development
EIRIS

Elizabeth McGeveran
Senior Vice President
F&C Investments

Kristina Curtis
Senior Vice President for Sustainable Investing
Green Century Capital Management

Laura Berry
Executive Director
Interfaith Center on Corporate Responsibility

Peter Krull
President & Founder
Krull & Company

Deirdre McElroy LPL
Financial Planner and
Responsible Investing Advocate

Bob Walker
Vice President, ESG Services
NEI Investments

Jerome L. Dodson
President
Parnassus Investments

Richard W. Torgerson

Director of Social Research & Shareholder
Advocacy

Progressive Asset Management

Dr. Dominique Biedermann
Executive Director
Ethos Foundation Switzerland

Steven J. Schueth
President
First Affirmative Financial

John Harrington
CEO
Harrington Investments, Inc.

Joyce K. Moore, ChFC, LUTCF
President
Joyce Moore Financial Services

Susan Makos
Director of Social Responsibility
Mercy Investment Services, Inc.

Laura Campos
Director of Shareholder Activities
The Nathan Cummings Foundation

Bruce T. Herbert, AIF
Chief Executive
Newground Social Investment

Julie Gorte
Senior Vice President for Sustainable Investing
PaxWorld Management LLC

Dan Apfel
Executive Director
Responsible Endowments Coalition



Manuel Adamini
Head of ESG-research
SNS Asset Management

Lars Lewander
President
Spring Water Asset Management

Thomas E. Ellington II

Trust Administrator

The Sustainability Group of Loring, Wolcott &
Coolidge

Shelley Alpermn
Vice President
Trillium Asset Management

Kathryn McCloskey
Director, Corporate Social Responsibility
United Church Funds

Timothy Smith

Senior Vice President and

Director of ESG Shareowner Engagement
Walden Asset Management

Enclosures:

Ron Freund CFS
Duncan Meaney
Social Equity Group

Seb Beloe

Head of SRI Research
Sustainable & Responsible Investment (SRI) funds of
Henderson Global Investors

Lauren Webster
CFO
Tides Foundation

Patricia Daly
Executive Director
Tri-State Coalition for Responsible Investment

Lisa Woll

CEO

US SIF: The Forum for Sustainable and Responsible
Investment

Sonia Kowal
Director of Socially Responsible Investing
Zevin Asset Management, LLC

e Mason-Dixon Polling & Research, Nationwide Survey of Members of Corporate Boards of

Directors (2008)

e  Mason-Dixon Polling & Research, Corporate Political Spending: A Survey of American

Shareholders (2006)



December 13, 2011

Ms. Elizabeth M. Murphy

Secretary

Securities and Exchange Commission
100 F Street, Northeast

Washington, D.C. 20549

Re: COMMITEE ON DISCLOSURE OF CORPORATE POLITICAL SPENDING
PETITION FOR RULEMAKING (August 3, 2011), File No. 4-63

Dear Ms. Murphy:

Transparency and honesty are the foundation of any free market. Without those
principles, investors cannot have trust in the marketplace. That is why we, as business
leaders, are writing to support the petition for rulemaking that would require greater
transparency of corporate political spending.

We are troubled by the way that some of our business colleagues have chosen to
exploit recent court rulings expanding the right of companies to participate in politics.
Rather than donate openly and deal honestly with shareholders and citizens, these
firms fail to adequately disclose campaign expenditures from their corporate treasury.

We agree with the eight Supreme Court justices who, in last year’s Citizens United
decision, said that disclosure allows shareholders to “determine whether their
corporation’s political speech advances the corporation’s interest in making profits.”
Shareholders can only make that determination if the corporation where they have an
equity interest fully discloses their political expenditures. That is why it is critical for
the Securities and Exchange Commission to enact a rule to require corporations to
disclose political spending to shareholders, not only to protect shareholders but to
strengthen the corporations themselves.

It is exactly this type of disclosure that facilitates good corporate governance by
encouraging corporations to create a process in which these types of donations are
thoroughly evaluated. As Minnesota-based Target Corporation saw in 2010, these
types of political donations can come with a risk to the corporation’s reputation and
shareholder value. Political disclosure can help shareholders, management and
directors deal with the risks associated with political spending of treasury dollars.

We strongly believe that requiring disclosure of corporate political spending will
strengthen the way that corporations operate and will protect the investment of
shareholders.

Sincerely,

Locals, AFT
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EXECUTIVE SUMMARY

A decade ago, the Center for Political Accountability began engaging corporations to voluntarily provide
disclosure and oversight of political spending. Few, if any, companies disclosed their political spending then.
Today, by contrast, the third annual CPA-Zicklin Index of Political Accountability and Disclosure - issued on
the 10™ anniversary of the Center’s founding — shows widespread, dramatic change that could not have been
imagined in 2003. Scores of publicly held companies have adopted new practices. This reflects a growing
shareholder demand for transparency as well as company recognition of sound business practices in a
political landscape transformed by new rules and by escalating spending.

Experts have judged the 2012 election “the most expensive and least transparent presidential campaign of
the modern era,”* and there is no end in sight for the political spending race. This year’s gubernatorial
elections® may be the most costly in history. In 2014, the U.S. Senate race in Kentucky could be the first
Senate election contest to top $100 million.?

In this climate, the CPA-Zicklin Index provides a comprehensive portrait of how the largest U.S. public
companies — the top 200 companies in the S&P 500 Index — are navigating political spending. It looks at the
companies’ policies and practices for disclosing, decision-making and managing the risks associated with their
political spending.

In 2013, a growing number of the largest U.S. publicly held companies have increased their transparency and
accountability. At the same time, significant room for improvement remains. Data from the 2013 Index reveal
the following findings:

¢ Between 2012 and 2013, many leading American companies have expanded political spending
disclosure and accountability, reflecting a sustained national shifting toward more comprehensive
disclosure that further establishes political disclosure as a mainstream corporate practice.

Of the 195 companies studied by the Index for the second year in a row,* 78 percent improved their
overall scores for political disclosure and accountability. Average score for the entire group grew
from 38.2 to 50.7.

Companies showing the greatest improvement were Noble Energy, boosting its overall score from
5.6 t0 91.4 on a scale of zero to 100; CSX Corporation, raising its overall score from 8.3 to 92.9; and
Anadarko Petroleum Corporation, receiving a score of 80.0, up from 2.8.

¢ The number of companies receiving top-tier ratings for political disclosure and accountability
increased dramatically. New companies advancing into the top tier reflect a continuing change in
mainstream corporate attitude.

The number of companies in the top five ranking this year more than doubled, increasing from six
last year to 16 this year. The companies are: Merck & Co., Inc.; Qualcomm Incorporated; United
Parcel Service, inc.; AFLAC Inc.; CSX Corporation; Microsoft Corporation; Gilead Sciences; Noble

! consider the Source. The Center for Responsive Politics. Accessed Sept. 4, 2013
<http://www.publicintegrity.org/politics/consider-source>

2 parti, Tarini. “Outside, secret money likely to flow in 2013.” Politico. Jan. 5, 2013.
<http://www.politico.com/story/2013/01/outside-secret-money-likely-to-flow-in-2013-85422.htmI?hp=12>

2 Cilliza, Chris. “Kentucky Senate race could top $100 million.” The Washington Post. Aug. 11, 2013,
<http://articles.washingtonpost.com/2013-08-11/politics/41299737_1_state-alison-lundergan-grimes-elizabeth-warren-
massachusetts-race>

“ Five companies in the top 200 of the S&P 500, as measured by market capitalization at the end of 2011, were excluded.
Philip Morris International does not have operations in the United States and was excluded from the study in 2012 and
2013. Four other companies were excluded because they were acquired by another company: Medco, El Paso, Progress
Energy and Goodrich Corporation.


http:/larticles.washingtonpost.com/2013-08-11/politics/41299737
http://www.politico.com/story/2013/01/outside-secret-money-likely-to-flow-in-2013-85422.html7hp=l2
http://www.publicintegrity.org/politics/consider-source

Energy, Inc.; ConocoPhillips; Exelon Corporation; J/PMorgan Chase & Co.; Time Warner Inc.; Wells
Fargo & Company; intel Corporation; PG&E Corporation; and Yum! Brands Inc. (Newcomers
italicized.)

e Increasing corporate acceptance of political disclosure and accountability spans industrial sectors.

The top-ranked corporate sectors for political disclosure and accountability in 2013 are
Pharmaceuticals; IT Services; and Chemicals.’

¢ Almost 70 percent of companies in the top echelons of the S&P 500 are now disclosing political
spending made directly to candidates, parties and committees.

A total of 104 out of the 195 companies {more than 53 percent) made disclosure of their direct
contributions to candidates, parties and committees, while 33 companies (17 percent) said it is their
policy not to make such contributions directly. No 2012 data is directly comparable.

e Almost one out of every two companies in the top echelons of the S&P 500 has opened up about
payments made to trade associations.

Eighty-four of the 195 companies (43 percent) made disclosure of their payments to trade
associations and the amounts used for political {and lobbying) purposes, while 14 (seven percent)
said they asked trade associations not to use their payments for political purposes. In 2012, the
overall figure was 41 percent. That included 36 percent that made some disclosure, and five percent
that restricted their payments.

e Corporations have increased their disclosure of payments to nonprofit 501(c)(4) groups. These
groups, often labeled “dark money” conduits when they make independent expenditures without
disclosing donors, have increased significantly in number and magnitude.

In 2013, more than 35 percent of the companies disclosed their payments to or had a public
policy against giving to these “social welfare” organizations, whereas in 2012, just about a
quarter did the same.

This year’s advances in disclosure take on added importance in light of the petition submitted by a group of
leading academics to the U.S. Securities and Exchange Commission in 2011 for a rule to require disclosure of
corporate political spending to public-company shareholders.® The petition, still pending before the SEC, was
based on corporations’ growing acceptance of voluntary disclosure practices.

The 2013 CPA-Zicklin Index reflects steady and tangible progress. However, it also reflects severe gaps that
shroud many corporate spenders in secrecy in an era of surging hidden political spending.

5 CPA used the General Industry Classification Standard (GICS), developed by MSCI and Standard and Poor’s, which
consists of 10 sectors, 24 industry groups, 68 industries and 154 sub-industries. See
http://www.msci.com/products/indices/sector/gics/

© petition for Rulemaking, the Securities and Exchange Commission, by The Committee on Disclosure of Corporate
Political Spending. Aug. 3, 2011. <http://www.sec.gov/rules/petitions/2011/petn4-637.pdf>
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INTRODUCTION

The CPA-Zicklin Index of Corporate Political Disclosure and Accountability portrays comprehensively how
leading publicly held U.S. companies are addressing political spending in a high-spending era, marked by the
most expensive general election in American history in 2012.” The Index depicts:

e The ways that companies manage and oversee political spending;
e The specific spending restrictions that many companies have adopted; and
e The policies and practices that leave room for the greatest improvement.

The Index gives investors a tool to evaluate whether their companies’ policies and practices invoke disclosure
or meaningful accountability. It helps companies assess whether they are following best practices for
disclosure and accountability, and the extent to which they are demonstrating a commitment to these
principles.

The Index is based on a CPA review of practices and policies of the top 200 companies in the S&P 500. It
measures only a company’s policies as publicly disclosed on a company’s website. It does not make any
judgments about a company’s political spending, and it does not guarantee accuracy of information that
companies have presented.

CPA published the first Index in 2011, examining companies in the S&P 100. The 2012 Index was expanded to
cover the top 200 companies in the S&P 500. The Center is updating the Index annually.

A DECADE OF PROTECTING SHAREHOLDERS, CORPORATIONS, AND DEMOCRACY

The Index measures corporate disclosure and accountability for political spending. Since the Center for
Political Accountability began operating a decade ago, it has helped advance these issues to company
agendas. Today, more 100 leading American companies have used the model proposed by the Center and its
shareholder partners. Of 217 companies engaged by CPA and its investor partners since 2003, 118 - or 54
percent — have adopted political disclosure and accountability policies.

CPA’s model builds on longstanding principles. Almost a century ago, Louis Brandeis, who would later
become a Supreme Court justice, wrote, “Sunlight is said to be the best of disinfectants.” More recently, the
Supreme Court recognized in Citizens United and elsewhere® the importance of disclosure to both
shareholders and democracy.

SECRET POLITICAL DOLLARS RISING TO NEW HEIGHTS AFTER CITIZENS UNITED

Secret political spending continued to surge in 2012.° In the first presidential election cycle since the
Supreme Court’s Citizens United ruling in 2010, overall political spending soared to $6.3 billion.!® That
compared to $4.1 billion in 2004, the year after the Center for Political Accountability opened its doors.

7 Confessore, Nicholas, and Willis, Derek. 2012 Election Ended With Deluge of Donations and Spending.” The New York
Times, Dec. 7, 2012. <http://thecaucus.blogs.nytimes.com/2012/12/07/2012-election-ended-with-deluge-of-donations-
and-spending/>
8 Doe v. Reed is a 2010 United States Supreme Court case holding that the disclosure of signatures on a referendum does
not violate the First Amendment to the United States Constitution.
? “Secret” political spending refers to funds that cannot be traced back to the original donor. The “sacial welfare” organizations
under the L.R.S. tax code 501(c)(4) do not have to disclose their donors as long as 51 percent of their budgets are used for non-
political purposes. See page 10, Box 2, for more information on 501(c)(4) organizations.
' Historical Elections — The Money Behind the Elections. The Center for Responsive Politics. Accessed Aug. 26, 2013
;hnp://www.opensecrets.org/bigpicture/index.php>

Ibid.
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Independent spending set a record in 2012 at more than $1 billion,*> compared to $198 million in 2004.%3
Almost a quarter of that was classified as “dark money,” which cannot be tracked back to its first source.™®

In Citizens United, the Supreme Court made corporate accountability and transparency even more essential
for investors that wish to assess the kinds of risk associated with their companies’ political spending.

The decision left in place a prohibition on corporations contributing directly to federal candidates and
political parties. At the same time, it allows companies to spend unlimited sums in their own names or
contribute to trade associations and other non-profit groups that engage in political spending. The corporate
political spending cannot be coordinated with a candidate or political party.

Citizens United permitted American corporations to decide for themselves how, and to what extent, they
would devote their treasury funds to influence elections at the federal level. It opened the door to unlimited
corporate spending on elections. It also spurred the growth of super PACs and politically active nonprofit
groups; the former are required to disclose their donors, the latter are not. The Committee for Economic
Development reported in 2011 that Citizens United had "enhanced the value of corporate and labor
union donations, since these funds may now be used to finance advertising that advocates the election
or defeat of federal candidates," and this shift in turn "has led to greater demand for corporate and
labor union dollars from political groups and nonprofit organizations engaged in political activity.” **

These anonymous-donor groups are called 501(c){4)s for the section of federal tax law that permits them to
participate in political activity. They are multiplying in number. In 2012, more than 3,200 groups sought the
special tax status, up from 1,735 in 2010." Trade associations, which can use corporate dollars for political
purposes, also are not required to disclose their donors or members.

As these conduits have expanded, big political donors have become emboldened.? In addition, these and
other developments have generated more pressure on corporations to spend to influence elections.’®

A HEIGHTENED NEED FOR CORPORATE DISCLOSURE AND ACCOUNTABILITY

Surging hidden spending and the proliferation of secret conduits for political money have made the Center
for Political Accountability’s campaign for political disclosure and board oversight more critical than ever.

In an article published by The Conference Board Review,'® CPA spotlighted the risks of companies
“outsourcing” to such outside organizations:

12 gutside Spending. The Center for Responsive Politics. Accessed Aug. 26, 2013
1<3http://www.opensecrets.org/outsidespending/index.php?type=Y&view=viewpt>

Ibid.
% Bowie, Blair, and Lioz, Adam. “Election Spending 2012: Post-Election Analysis of the Federal Election Commission
Data.” Démos. Accessed Aug. 26, 2013. <http://www.demos.org/publication/election-spending-2012-post-election-
analysis-federal-election-commission-data>
** Ibid.
16 Reis, Patrick. “Could Anger At the IRS Unite Democrats And the Tea Party?” The National Journal. Aug. 21, 2013.
<http://www.nationaljournal.com/congress/could-anger-at-the-irs-unite-democrats-and-the-tea-party-20130821>
17 Barker, Kim. “How Nonprofits Spend Millions on Elections and Call it Public Welfare.” ProPublica. Aug. 24, 2012 <
http://www.propublica.org/article/how-nonprofits-spend-millions-on-elections-and-call-it-public-welfare>
18 after Citizens United: Improving Accountability in Political Finance. Committee for Economic Development. Sep. 26,
2011. < http://www.ced.org/pdf/After-Citizens-United.pdf>
9 Ereed, Bruce, and Sandstrom, Karl. “Dangerous Terrain.” The Conference Board Review, Winter 2012.
<http://www.conference-board.org/publications/publicationdetail.cfm?publicationid=2185>
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When a company contributes to one of these outside groups, it cedes control over the use of its funds
while remaining accountable to its customers, shareholders, and employees on how the money is
eventually spent.

A contributor’s own goals and intentions can be easily ignored. Lacking basic internal controls and external
accountability, the groups spend as they please. And if that spending generates scandal—all too
possible—a company giving money can find itself mired in controversy and, as a passive contributor,
unable to control the narrative.

Shareholders need to know how their money is used to influence elections so they can assess possible risks
and hold a company accountable. Corporations, by channeling contributions through conduits, can leave
shareholders unaware of political activity. And many companies are themselves unaware of how their
trade associations, or other tax-exempt groups to which they contribute, use their funds for political
purposes.

One of the most vivid examples of such a political spending scandal was still unfolding at publication time,
and it was unclear whether it would affect any corporate donors. In California, after an Arizona “social
welfare” nonprofit group funneled an $11 million campaign donation to oppose Gov. Jerry Brown'’s tax
initiative in 2012, the California Fair Political Practices Commission denounced the largest case of “campaign
money laundering” in state history and launched an investigation. In June 2013, it was reported that a state
grand jury has been convened.? The California Supreme Court ordered the Arizona group to disclose the
sources of the funds.

The 2013 Corporate Political Disclosure and Accountability Index is made available by CPA and The Wharton
School’s Zicklin Center against this backdrop of surging hidden political spending, increased risk for
companies and shareholders, and overall, a political spending landscape transformed by Citizens United,
increasing the need for transparency and accountability.

DISCLAIMER

Research for the 2013 Index was based primarily on qualitative information, measuring distinctive
characteristics, properties, and attributes reflected in each company’s website. CPA consulted with its Scoring
Advisory Committee in order to be as consistent, fair, and accurate as possible. While CPA does not intend to
make significant changes to the indicators or their interpretations in 2014, other than noted above, it
reserves the right to do so. In that case, companies will be alerted in advance.

? Stone, Peter. “Exclusive: California Grand lury Probing Shadowy Money Groups.” The Daily Beast. Jul. 17, 2013.
<http://www.thedailybeast.com/articles/2013/07/17/exclusive-california-grand-jury-probing-shadowy-money-
groups.html>
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CHAPTER I. COMPARISON OF COMPANIES FROM 2012 TO 2013

Since 2012, many leading American companies have expanded the scope of their political spending disclosure
and accountability, thereby creating more pressure on other companies to follow suit, and more incentives
for them to do so.

Of the 195 companies studied by the Index for the second

Graph 1: Percentage of Companies and year in a row, an overwhelming majority of 152 companies
Areas of Improvement, 2012 - 2013 (78 percent) improved their overall scores for political
78% disclosure and accountability. On average, these
66% companies improved their final scores by about 13 points.
57%

43% When examined by specific criteria:

I 128 companies (66 percent) improved their scores for
_ A : board oversight of political spending;
Overall Board Disclosure  Policy 112 companies (57 percent) boosted their scores for
Score Oversight the disclosure of spending; and

e 83 companies (42 percent) raised their scores for the
category of adopting or disclosing policy.

The 2013 Index re-examined companies from the 2012 Index, which included the top 200 companies, as
measured by market capitalization at the end of 2011, in the S&P 500.*

COMPANIES WITH MOST IMPROVED SCORES
The following three companies received the most improved scores from 2012 to 2013:

Noble Energy boosted its overall score from just 5.6 to 91.4. It tied for the #3 ranking overall for
disclosure and accountability. In about a year, Noble Energy has posted a detailed policy statement
on political spending, has disclosed its contributions to candidates, parties, and committees, as well
as independent expenditures and payments to trade associations and other tax-exempt
organizations, semi-annually. Oversight of political spending is exercised by the company’s Corporate
Governance and Nominating Committee of the Board of Directors.

CSX Corporation’s total score soared from 8.3 to 92.9. It tied for the #2 ranking overall for disclosure
and accountability. CSX now discloses its contributions to candidates, parties, and committees as
well as disclosing its independent expenditures and payments to trade association and other tax-
exempt organizations, semi-annually. The company describes in detail its political spending program,
including that its Public Affairs Committee of the Board of Directors provides oversight.‘z2

Anadarko Petroleum Corporation’s overall score jumped from 2.8 to 80.0. Anadarko now discloses
its contributions to candidates, parties, and committees annually. It provides a detailed description
of its political spending program, including that its Nominating and Corporate Governance
Committee of the Board of Directors provides oversight.”?

! See Footnote 4, Page 4.
*?In 2012, the New York State Common Retirement System filed a shareholder proposal at CSX, asking the company to disclose
all of its election-related spending. The company agreed to make disclosure and the shareholder withdrew the proposal.
 The New York State Common Retirement System has filed a shareholder proposal at Anadarko on this issue since 2011. The
resolution received 38.1 percent shareholder support in 2011; 46.6 percent support in 2012; and 26.7 percent support in 2013.
11



CHAPTER II: OVERALL RESULTS

The Center for Political Accountability began engaging corporations on political spending, asking them to
voluntarily disclose and oversee political spending a decade ago in 2003. Few, if any, companies disclosed
their political spending then.

In 2013, the third annual CPA-Zicklin Index reflects a continuing embrace by a growing number of leading
American companies of expanded political disclosure and accountability.

For all 195 companies, the average final score improved from 38 in 2012 to 51 in 2013. With continued
improvements in disclosure and accountability categories across the board, the number companies
occupying the top tier increased dramatically:

e The number of companies receiving an overall score of 90 or higher more than tripled, from four to 13.
e The number of companies receiving an overall score of 80 or higher almost tripled, from 12 to 34.
e The number of companies receiving an overall score of 70 or higher more than doubled, from 31 to 66.

CORPORATE LEADERS IN DISCLOSURE AND ACCOUNTABILITY

According to data from the 2013 Index, 16 companies place in the top five rankings (first through fifth) for
disclosure and accountability. Last year, only six companies placed in these rankings. The companies are:

Table 1: Top Five Ranking Companies, 2013

Rank Company Score GICS Industry™
1 Merck & Co., Inc. 94.3 Pharmaceuticals
1 Qualcomm Incorporated 94.3 Communications Equipment
1 United Parcel Service, Inc. 94.3 Air Freight & Logistics
2 AFLACInc. 92.9 Insurance
2 CSX Corporation 92.9 Road & Rail
2 Microsoft Corporation 92.9 Software
3 Gilead Sciences 91.4 Biotechnology
3 Noble Energy, Inc. 91.4 Qil, Gas & Consumable Fuels
4  ConocoPhillips 90.0 Qil, Gas & Consumable Fuels
4 Exelon Corporation 90.0 Electric Utilities
4  JPMorgan Chase & Co. 90.0 Diversified Financial Services
4 Time Warner Inc. 90.0 Media
4 Wells Fargo & Company 90.0 Commercial Banks
5 Intel Corporation 88.6 Semiconductors & Semiconductor Equipment
5 PG&E Corporation 88.6 Multi-Utilities
5  Yum! Brands Inc. 88.6 Hotels, Restaurants & Leisure

A full list of companies and their scores is provided in Appendix E (page 29). The Center has divided the
195 companies into five tiers based on their scores.

“ CPA used the General Industry Classification Standard (GICS), developed by MSCI and Standard and Poor's, which
consists of 10 sectors, 24 industry groups, 68 industries and 154 sub-industries. See
http://www.msci.com/products/indices/sector/gics/
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ASSESSING DISCLOSURE OF CORPORATE POLITICAL SPENDING

Why is political disclosure so important? Disclosure of corporate political spending gives shareholders
the facts they need to judge whether corporate spending is in their best interest. It identifies possible
sources of risk. It also helps ensure that board oversight is meaningful and effective.

The Supreme Court strongly endorsed disclosure in its ruling on the Citizens United case. “With the advent of
the Internet, prompt disclosure of expenditures can provide shareholders and citizens with the information
needed to hold corporations and elected officials accountable for their positions and supporters,” the court
wrote.

It added, “Shareholders can determine whether their corporation’s political speech advances the
carporation’s interests in making profits, and citizens can see whether elected officials are in the pocket of
so-called moneyed interests.”*

In 2012, the first full election cycle since Citizens United witnessed a flood of secret spending, often called
“dark money.” An increasing number of companies at the top of the S&P 500 are nonetheless bringing
sunlight by disclosing their political spending:

Graph 2: Level of Disclosure by Expenditure Type

Candidates, parties, committees 53% 17%
527 groups | 51% | 14% |
1
Ballot measure committees |7 SN (.
Trade associations 3
1
Direct independent expenditures m_m_
1

501(c )(4) groups TN NETN
4

= Yes or Partial = Don't give Don't disclose

Direct Spending: In 2013, a total of 104 out of the 195 companies (more than 53 percent) disclosed
information about their contributions to state candidates, parties and committees. A total of 33 companies,
or 17 percent, said it is their policy not to make such contributions directly. (No 2012 data is directly
comparable; see Appendix for explanation of changes.)

Contributions to 527 groups: In 2013, 99 companies (51 percent) disclosed information about their
contributions to entities organized as 527 groups under the Internal Revenue Service codes, including
national governors associations and political action committees, including super-PACs. A total of 27
companies, or 14 percent, said it is their policy not to give to such organizations. (No 2012 data is directly
comparable; see Appendix 1 for explanation of changes.)

Independent expenditures: in 2013, 56 companies (29 percent) disclosed information about their
independent expenditures. A total of 49 companies, or more than 25 percent, said it is their policy not to

® Citizens United v. Federal Election Commission, 558 U.S. 50 (2010), Page 55.
<http://www.supremecourt.gov/opinions/09pdf/08-205.pdf>
13
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make such expenditures. In 2012, just 18 percent disclosed information in this category, and 20 percent said
they had a policy against such spending.

Box 1. Best Practice Examples - Disclosing payments to trade associations:

Companies that have demonstrated best practice examples provide clear language on what they are
disclosing and make timely reports. These companies disclose the non-deductible portions (used for political
or lobbying activities) of their payments, including dues and special assessments, to trade associationsin a
given year. Many companies use a threshold amount (e.g. $25,000 a year) to reduce the burden of reporting
and focus on the politically active trade associations for transparency.

Microsoft Corporation — “Each year, Microsoft inquires and makes a reasonable effort to obtain from
those associations where our dues and other expenditures total $25,000 or more, what portion of the
company's dues or payments were used for lobbying expenditures or political contributions. This
information is publicly disclosed and updated annually.” See
http://www.microsoft.com/about/corporatecitizenship/en-us/working-responsibly/principled-business-
practices/integrity-governance/political-engagement/

Hewlett-Packard Company — “HP has requested information regarding lobbying expenses and political
expenditures from trade associations that received from HP total dues or payments of $15,000 or more.
Based on the information we received, the following amount of HP dues or payments to trade
associations were used for lobbying or political expenditures in 2012.” See
http://www.hp.com/hpinfo/abouthp/government/us/lobbying.html

Trade Associations: In 2013, 84 companies (43 percent) disclosed information about their payments to trade
associations and the amounts used for political (and lobbying) purposes. A total of 14 companies, or seven
percent, said they instruct trade associations not to use these payments on election-related activities. In
2012, about 36 percent of the companies made disclosure and almost five percent said they restricted their
payments.

“Social welfare” or 501 (c)(4) organizations: In 2013, 51 companies (about 26 percent) disclosed information
about their payments to politically active and tax-exempt social welfare organizations, called 501(c)(4) groups
for their classification under Internal Revenue Service codes, while 18 companies (more than nine percent)
said their policy is not to give to these groups. In 2012, about 16 percent of the companies made disclosure
and almost 9 percent said they don’t give to such groups.

Ballot measures: In 2013, a total of 93 out of 195 companies (48 percent) disclosed information about
their payments to intervene in ballot measures, while 13 companies, or seven percent, said their policy
is not to engage in such activities. In 2012, about 36 percent of the companies made disclosure, and
almost five percent said they don’t make such expenditures.

Box 2. Distinguishing 501(c)(4) organizations that engage in political activities:

Internal Revenue Code section 501(c)(4) exempts certain civic groups and not-for-profit organizations whose
primary purpose is to promote social welfare from federal income tax obligations. Even though such groups
have always existed in varying forms, the U.S. Supreme Court’s decision in Citizens United gave rise to a new
wave of 501(c)(4) groups that actively engage in election-related activities. Many of them make independent
expenditures to advocate for a position in the elections, and some even raise secret funds for their sister super
PACs,

In order to determine which 501(c)(4) groups to disclose, companies can look at an organization’s activities and
see if it engages in any political activities as defined by the Internal Revenue Service. Using current regulatory
definitions, including the IRS's definition of political intervention, political spending comprises:
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e any direct or indirect contributions or expenditures on behalf of a candidate for public office or referenda,

e any payments made to trade associations or tax-exempt entities used for intervening in a political
campaign, and

s any direct or indirect political expenditure that must be reported to the Federal Election Commission,
Internal Revenue Service or state disclosure agency.

See CPA’s political spending guidance document:
http://www.politicalaccountability.net/index.php?ht=a/Get DocumentAction/i/2862

ASSESSING POLICIES ON POLITICAL SPENDING AND RESTRICTIONS

Why is political spending policy so important? By setting out objective criteria for political spending, a
company provides a context for decision-making. An articulated policy provides a means for evaluating
benefits and risks of political spending; measuring whether such spending is consistent, and is aligned with
a company’s overall goals and values; determining a rationale for the expenditure; and judging whether
the spending achieves its goals.

The CPA-Zicklin Index reflects a wide range of policies posted by top 200 companies in the S&P 500 on
political spending. Most of these companies are at least moving toward an articulated policy. Some of the
posted policies are comprehensive and robust. Some are incomplete and weak. Here is a summary of the
policies:

' T Policies Posted on Website: In 2013, more than half, or 128

Graph 3: Disclosure of Policy out of the 195 companies (66 percent), provided a full

political spending policy, while an additional 55 companies (28
percent) gave brief policy statements that left room for
ambiguity. About 57 percent of the companies offered a

——— Pkl detailed policy in 2012, while about 32 percent offered brief
28%
66% ones.
Parameters of giving: In 2013, about 89 companies (46
percent) fully described to which political entities [i.e.,
6% \ candidates, political parties, 527 groups, ballot measures,
one

trade associations, 501(c)(4) organizations, etc.] they would or
would not give money, while an additional 45 companies (23

percent) provided some information on giving. Last year, about 35 percent of the companies provided full
descriptions and 24 percent provided some.

Decision-making criteria: Seventy-two (37 percent) provided detailed information on the public policy
priorities that become the basis of political spending decisions in 2013, while 42 companies (22 percent)
provided more vague language on why they give. Last year, about 31 percent offered detailed information
and 16 percent offered partial information.
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RESTRICTIONS ON POLITICAL SPENDING

Data from the 2013 CPA-Zicklin Index reflect that many companies have placed restrictions on their political
spending. This represents a major change since 2004, when few imposed such restrictions or had clear
policies to that effect:

No Political Spending: Five companies told CPA or indicated in public disclosure that they do not spend from
their corporate treasuries to influence elections, and that they ask trade associations not to use their payments
for political purposes:

Accenture Public Limited Company Praxair, Inc.
Colgate-Palmolive Company The Goldman Sachs Group

IBM Corporation

PAC Spending Only: Seven companies have a policy that they will not engage in any political spending from
corporate funds and their only political expenditures will come from employee-funded Political Action
Committees (PACs).

Accenture Public Limited Company Illinois Tool Works

Air Products and Chemicals Praxair, Inc.

Aon Corporation The Goldman Sachs Group
BB&T Corporation

PAC Spending Primarily: Seventeen companies said most of their political spending was made through an
employee-funded PAC.

ADP, Inc. Morgan Stanley

Consolidated Edison PPL Corporation

Cummins, Inc. Stryker Corporation

Dell Inc. Texas Instruments Corporation
Eaton Corporation The Procter & Gamble Company
FedEx Corporation The TJX Companies, Inc.

Ford Motor Company United Parcel Service, Inc.
JPMorgan Chase & Co. Wells Fargo & Company

Lowe's Companies, Inc.

No PAC: Seven companies do not have an employee-funded PAC and said that they spent little to no money
on political activities.

Colgate-Palmolive Company National Oilwell Varco, Inc.
Costco Wholesale Corporation Schlumberger N.V.
IBM Corporation Ventas, Inc.

Kimberly-Clark Corporation

No Spending Except Trade Associations: Five companies explicitly stated in their disclosures that they while
they don’t spend directly or indirectly to influence elections, they do not place restrictions on their payments
to trade associations.

Air Products and Chemicals Illinois Tool Works
Aon Corporation National Oilwell Varco, Inc.
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Some Restrictions on Spending: Sixty-six companies (34 percent) placed some type of restriction on their
direct political spending, as reflected in the chart below:

Table 2: Summary of Restrictions on Political Spending

Number of Companies That Restrict

Type of Political Spending

2013 2012

Direct independent expenditures 49 40
Candidates, parties, and committees 33 -—*
527 groups 27 --*
(501)(c)(4) groups 18 17
Trade associations 14 9
Ballot measures 13 10

*In 2012, these two indicators were measured as one and CPA does not have comparable data for each.

Box 3. Example policy language when no election spending, direct and indirect:

“Company XYZ prohibits using company funds to make political expenditures, including those for
candidate, parties, committees, directly or indirectly. This prohibition includes directly sponsoring
advertisements to influence an election and giving through third parties, including those organized under
the 527 and 501(c)(4) sections of the IRS codes. ...

Company XYZ asks the trade associations of which it is a member that they NOT use the company’s
payments for any election-related activities, including making independent expenditures or giving to other
organizations that engage in election-related activities. Company asks our trade associations to certify
every year that this restriction was followed.”

ASSESSING BOARD OVERSIGHT OF POLITICAL SPENDING

Why is board oversight so important? Board oversight of corporate political spending assures internal
accountability to shareholders and to other stakeholders. It is becoming a corporate governance
standard.

Data from the 2013 CPA-Zicklin Index indicate that a majority of companies in the top echelons of the S&P
500 have some level of board oversight of their political contributions and expenditures:

Board Oversight: More than half, or 120 companies

Graph 4: Board Oversight of Political
g 5 out of 195 (62 percent), said their boards of directors

Activities
- regularly oversee corporate political spending. About
57% 56% 56 percent said the same in 2012.
40%
Committee Reviews Policy: 112 companies (57
percent) said that a board committee reviews company
policy on political spending. About 49 percent said the
Board Committee  Committee  Committee samein 2052,
regularly  reviews policy  reviews reviews trade
oversees expenditures  association
payments
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Committee Reviews Expenditures: 110 companies (56 percent) said that a board committee reviews
company political expenditures. About 45 percent said the same in 2012.

Committee Reviews Trade Association Payments: 77 companies (40 percent) indicated that a board
committee reviews company payments to trade groups. About 22 percent said the same in 2012.

COMPARISON OF PERFORMANCE BY SECTORS

When all companies in the 2013 Index were compared by industrial sector, the top-ranked sectors for
political disclosure and accountability were Pharmaceuticals; IT Services; Chemicals; Health Care Providers
and Services; and Aerospace and Defense.

Table 3: Analysis of Political Disclosure Performance by Industry
Numberof  Average

Industry™ Chibhanles S Best Performing Companies (Score)
Pharmaceuticals 6 81.0 Merck & Co., Inc. (94.3)
IT Services 6 71.9 Visa Inc. (77.1)
Chemicals 7 63.1 Air Products and Chemicals (77.1)
Ecolab (77.1)

Health Care Providers & Services 7 60.0 UnitedHealth Group Inc. (77.1)
WellPoint Inc. (77.1)

Aerospace & Defense 8 56.8 The Boeing Co. (84.3)
Food Products 6 52.4 General Mills (85.7)
Health Care Equipment & Supplies 74 51.4 Baxter International (85.7)
Qil, Gas & Consumable Fuels 14 46.3 Noble Energy (91.4)
Insurance 11 45.3 AFLAC Inc. (92.9)
Electric Utilities 7 44.1 Exelon Corporation (90.0)
Media 8 439 Time Warner Inc. (90.0)
Food & Staples Retailing 5 41.4 Costco Wholesale Corporation (80.0)
Capital Markets 8 35.0 State Street Corporation (78.6)
Real Estate Investment Trusts (REITs) 8 7.9 Ventas, Inc. (35.7)

*46 industry groups were represented among the 195 companies in the Index, and only those with more than five companies
were included in the above analysis. Because it involved averaging of scores, CPA considered five to be the least sufficient
sample size for a meaningful analysis.

% CPA used the General Industry Classification Standard (GICS), developed by MSCI and Standard and Poor’s, which
consists of 10 sectors, 24 industry groups, 68 industries and 154 sub-industries. See
http://www.msci.com/products/indices/sector/gics/
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APPENDIX A: METHODOLOGY

In late 2003, the Center for Political Accountability launched an initiative to persuade companies to
adopt board oversight and disclosure of political spending. Today, the CPA-Zicklin Index provides a
scorecard. It measures how corporations have changed their policies and practices over time; and it
portrays how companies are positioning themselves for the future.

SAFEGUARDING OBJECTIVITY

To develop an objective system for scoring companies, CPA established an advisory committee. (The
members are listed in “Acknowledgments.”)

To determine company scores, CPA conducted an objective review of information available from
company web sites. In some instances, the follow-up discussions with companies about their preliminary
scores also contributed to this objective review.

CPA has worked in its research process to maintain openness and transparency. In February 2013, CPA
sent letters to the top 200 companies in the S&P 500 informing them of the project, and provided a copy
of the indicators to be used in rating companies.

Ninety-three of the companies, or 48 percent of the companies in the Index, replied with questions and
comments. All information included in this report reflects publicly available data, as reviewed by CPA
during its research period or at the time of this report.

SCOPE OF RESEARCH

Scoring in the Index is based on publicly available information from each company’s website, collected
by researchers under supervision of CPA staff.

For the purposes of this study, corporate political spending was defined as expenditures from corporate
treasury funds, direct and indirect, used to sway votes on political candidates and ballot issues. See the
Glossary at the end of this report for further explanation.

The study reviewed corporate political spending practices of the top 200 companies, as measured by
market capitalization at the end of 2011, in the S&P 500. These are the leading publicly traded
companies in the United States.

Five companies in the top 200 of the S&P 500 were excluded. Philip Morris International does not have
operations in the United States and was excluded from the study for this reason, as it was in 2012, Four
other companies were excluded because they were acquired: Medco, El Paso, Progress Energy and
Goodrich Corporation.

CHANGES TO INDICATORS

The 2013 Index relies on 24 indicators to gauge disclosure, policies, and compliance and oversight, one
fewer than in 2012. CPA made changes from the 2012 Index for clarification and to eliminate
redundancy, and it incorporated feedback from participating companies.

The indicators draw on emerging best practices identified in The Conference Board’s Handbook on
Corporate Political Activity, co-authored by CPA, and on the model code of conduct for political
spending developed by the Center in 2007. CPA also asked approximately 60 experts in the corporate,
NGO, academic, and institutional investor communities to review the original indicators.
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These changes were made to arrive at the indicators used in 2013:

e Indicator 1 from 2012 was divided and became indicators 1 and 2, separating the disclosure of
payments to candidates, parties, and committees (new Indicator 1) and the disclosure of
payments to 527 organizations (new Indicator 2).

¢ Indicators 8 and 9 from 2012 were combined into Indicator 9. The new indicator captures the
archiving of disclosure reports for both direct and indirect spending. It states, “Does the
company publicly disclose an archive of each political expenditure report, including all direct and
indirect contributions, for each year since the company began disclosing the information (or at
least for the past five years)?”

¢ The following indicator was removed: Indicator 25 from 2012, “Does the company state on its
website that outside auditors or independent experts provide periodic review of the company’s
political activity?” CPA decided, with input from its Scoring Advisory Committee, that the
indicator lacked the clarity to be sufficiently meaningful.

CHANGES TO DATA INTERPRETATION AND SCORING

In continuing revisions to achieve consistency and fairness in company ratings, CPA has changed its
interpretation and scoring for several indicators.

e Indicator 14, disclosure of criteria on which a company bases its political spending decisions:
Companies that did not list in any level of detail the public policy issues that are important to its
business did not receive full/”Yes” credit.

¢ Indicator 22: Whereas this indicator measured timeliness as well as completeness of disclosure
in the 2012 Index, CPA simplified it in the 2013 Index to measure timeliness alone, as long as
companies made some disclosure of spending.

UPCOMING CHANGES IN INTERPRETATION FOR 2014 INDEX

In the spirit of transparency and advance notice, CPA has the following changes in how we plan to rate
companies in our next study.

e Indicators 1, 2, 3, 4, 5 and 7 — Companies that report only a single, lump-sum amount for the
disclosure indicators will not get any credit for the disclosure. In the past the companies were
given a “Partial” credit in such cases. This is because the indicators ask for an itemized list of
spending in each category, including amounts and recipients, and a single number for a category
or overall does not offer enough specificity to be deemed transparent.

o Indicators 4 &5 — Trade associations and 501(c)(4) disclosure: Companies that have noted in the
years 2011- 2013 that no trade associations or (c){4)s reported back to them the non-deductible
portions their payments will be assigned “No” responses in 2014, as opposed to “Partial” in the
past. This is because all companies getting credit for these indicators are making specific
information available, to varying degrees, and CPA strives to reward transparency in a fair and
balanced manner to all companies included in the Index. See page XX for an example of best-
practice trade association disclosure.

ASSIGNING NUMERICAL SCORES TO RESPONSES

The “Scoring Key” on page XX of this report lists the 2013 indicators and the maximum points given for
each.
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Numerical scores were assigned following a simple arithmetic system described below.

e Aresponse of “No” to an indicator resulted in a score of zero;
e Aresponse of “Yes” or “Not Applicable (NA)” was given the maximum score; and
e Aresponse of “Partial” was given half of the maximum score.

Indicators that are highlighted in the table include those that are considered “key performance
indicators” (KPIs}, which are scored more heavily than the rest.

DISCLAIMER

Research for the 2013 Index was based primarily on qualitative information, measuring distinctive
characteristics, properties, and attributes reflected in each company’s website. CPA consulted with its
Scoring Advisory Committee in order to be as consistent, fair, and accurate as possible. While CPA does
not intend to make significant changes to the indicators or their interpretations in 2014, other than
noted above, it reserves the right to do so. In that case, companies will be alerted in advance.
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Appendix B: GLOSSARY

Ballot measure committee: A group formed to support or oppose the qualification or passage of a ballot
initiative or referendum.

Direct political spending: Contributions to state legislative, judicial and local candidates; political parties
and political committees (including those supporting or opposing ballot initiatives); and contributions to
other political entities organized and operating under 26 U.S.C. Sec. 527 of the Internal Revenue Code,
such as the Democratic and Republican Governors Associations, or so-called “Super PACs.”

Direct spending can also include independent expenditures, which may not be coordinated with any
candidate or political committee.

Electioneering communication: A radio or television broadcast that refers to a federal candidate in the
30 days preceding a primary or 60 days preceding a general election (2 U.S.C. § 434(f)(3)).

Independent expenditure: A public communication that expressly advocates the election or defeat of a
candidate and is not coordinated with a candidate or political party.

Indirect political spending: Payments to trade associations and other tax-exempt organizations used for
political purposes. Under the federal tax code, civic leagues and social welfare organizations (501(c)(4)
organizations) and business leagues and trade associations (501(c)(6)organizations) may engage in
political campaign activity, so long as the political activity does not comprise the group’s primary
activity.

Indirect political spending can include independent expenditures, when corporate payments to trade
associations or 501(c)(4)s are in turn spent to purchase ads supporting or opposing candidates, or the
trade associations or 501(c)(4)s pass these corporate payments to other organizations.

A company may not be aware that a portion of its dues or other payments is used for political activity.

Political activity/political spending: Any direct or indirect contributions or expenditures on behalf of or
in opposition to a candidate for public office or referenda; any payments made to trade associations or
tax-exempt entities used for influencing a political campaign; and any direct or indirect political
expenditure that must be reported to the Federal Election Commission, Internal Revenue Service, or
state disclosure agency.
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Appendix C: SCORING KEY

A qualitative response of "Yes" or "Not Applicable" to an indicator is given the maximum score.
A qualitative response of "Partial” is given half of the maximum score.
A qualitative response of "No" is given a score of 0.

Disclosure

QOversight

Indicator
Does the company publicly disclose corporate contributions to political candidates, parties and committees, including

1 | recipient names and amounts given? 4
Does the company publicly disclose payments to 527 groups, such as governors associations and super PACs, including
2 | recipient names and amounts given? 4
Does the company publicly disclose independent political expenditures made in direct support of or opposition to a
3 | campaign, including recipient names and amounts given? 4
Does the company publicly disclose payments to trade associations that the recipient organization may use for political
4 | purposes? 6
Does the company publicly disclose payments to other tax-exempt organizations, such as 501(c)(4)s, that the recipient may
5 | use for political purposes? 6
Does the company publicly disclose a list of the amounts and recipients of payments made by trade associations or other
6 | tax exempt organizations of which the company is either a member or donor? 2
Does the company publicly disclose payments made to influence the outcome of ballot measures, including recipient
7 | names and amounts given? 4
Does the company publicly disclose the company's senior managers (by position/title of the individuals involved) who have
8 | final authority over the company’s political spending decisions? 2
Does the company publicly disclose an archive of each political expenditure report, including all direct and indirect
9 | contributions, for each year since the company began disclosing the information (or at least for the past five years)? 4
Does the company disclose a detailed policy governing its political expenditures from corporate funds? 6
Does the company have a publicly available policy permitting political contributions only through voluntary employee- Yes/
funded PAC contributions? No
Does the company have a publicly available policy stating that all of its contributions will promote the interests of the
company and will be made without regard for the private political preferences of executives? 2
Does the company publicly describe the types of entities considered to be proper recipients of the company’s palitical
spending? 2
Does the company publicly describe its public policy positions that become the basis for its spending decisions with
corporate funds? 2
Does the company have a public policy requiring senior managers to oversee and have final authority over all of the
company’s political spending? )
Does the company have a publicly available policy that the board of directars regularly oversees the company's corporate
political activity? 2
Does the company have a specified board committee that reviews the company’s policy on political expenditures? 2
Does the company have a specified board committee that reviews the company’s political expenditures made with
corporate funds? 2
Does the company have a specified board committee that reviews the company’s payments to trade associations and
other tax-exempt organizations that may be used for political purposes? 2
20 | Does the company have a specified board committee that approves political expenditures from corporate funds? 3
Does the company have a specified board committee, composed entirely of outside directors, that oversees its political
21 | activity? 2
22 | Does the company post on its website a detailed report of its political spending with corporate funds semiannually? 4
Does the company make available a dedicated political disclosure web page found through search or accessible within
23 | three mouse-clicks from homepage? 2
Does the company disclose an internal process for or an affirmative statement on ensuring compliance with its political
24 | spending policy? 2
TOTAL MAXIMUM RAW SCORE | 70
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APPENDIX D: QUALITATIVE RESULTS FOR ALL COMPANIES
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Company Name
Morgan Stanley

Motorola Solutions Inc.

Newmont Mining Corporation

National Oilwell Varco, Inc.

News Corporation (21st Century

Fox)

Nextera Energy, Inc.

Nike, Inc.

Noble Energy, Inc.

Norfolk Southern Corporation

Northrop Grumman Corporation

Occidental Petroleum Corporation
Oracle Corporation

Pepsico, Inc.
Pfizer Inc.

PG&E Corporation
PPL Corporation

Praxair, Inc.

Precision Castparts Corp.

Priceline.com Incorporated

Prudential Financial, Inc.

Public Service Enterprise Group

Incorporated

Public Storage

Qualcomm Incorported
Raytheon Company

Reynolds American, Inc.
Schlumberger N.V.

Simon Property Group, Inc.

Spectra Energy Corp.

Starbucks Corporation

State Street Corporation
Stryker Corporation
Sysco Corporation

T. Rowe Price Corporation

Target Corporation

Texas Instruments Corporation
The Bank of New York Mellon

Corporation

The Boeing Co.

The Charles Schwab Corporation

The Chubb Corporation
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Final 73 A

Score 2 Raw
Company Name (100%) 1 2 3 5 6 7 8 9 11 12 13 14 15 16 17 18 19 20 21 | 22 23 24 Total
Becton, Dickinson and Company 78.6 4 4 4 E L 2 4 2 4 3 N 0 0 2 2 2 2 2 1 0 2 2 1 0 55
Eli Lilly and Company 7860 4 | a | 4 |HENIEON o0 | 4 | 2 | 2 |HEGHM N | 2 | 2 2 "HIERERE 2 | o ] 2 IR 2 2 55
General Electric Company ZB6h 4 | a4 | 4 |NEMIEEE o | 4 | 2 | 2 |WEMM N | 2 [ 2| 2] 2|2 [2]2]2]0f[2]a]2]2 55
Lockheed Martin Corporation 786 | 4 4 4 |3 | o 0 4 2 4 6 N 2 ] 2 2 2 2 2 2 0 2 2 2 2 55
State Street Corporation 7868 4 [ o | o |NCHINGE 2 | ¢ | 2 | 4+ BEW N | 1 | 2 [ o]l 2| 2|0 o] 2]o0]lo]a]2]2 55
The TJX Companies, Inc. 7268 4 | a4 | 4 NONIEGHE o | 2 | 2 | 2 WS p | 2| 2| 2| 2| 2] 2121l 2]2]2]:2 55
Air Products and Chemicals 77 4 4 4 0| s 0 4 2 4 6 Y 2 2 2 2 2 2 2 0 2 2 0 2 0 54
Cummins, Inc. 218 4 | 4 | a'|MENEEN o | 4 | 1 | & M p | 1 | 2| 2|1 ]1]o]1]oflalal2a]]z2]2 54
Dell Inc. 77.1 4 4 4 6 6 | 0 4 2 2 6 P 2 2 2 2 2 0 2 0 0 0 2 2 0 54
Dominion Resources 711 4 4 4 B | 3 0 0 2 4 6 | N 2 Z 1 2 2 2 2 2 0 2 2 2 0 54
Ecolab Inc. 77.1 4 4 4 (0 | 0 4 2 4 6 N 1 1 2 2 2 2 2 0 0 2 4 2 0 54
Johnson & Johnson s 4 4 4 3 0 0 4 1 4 6 N 2 2 2 2 2 2 2 2 0 2 4 2 0 54
Prudential Financial, Inc. 77.1 4 2 2 6 6 0 4 2 4 6 N 1 2 0 2 2 i | 2 1 1 2 2 2 0 54
Target Corporation 77.1 2 2 0 6 | 6 2 2 1 4 B N 2 2 2 2 2 1 2 2 0 2 4 2 0 54
UnitedHealth Group
Incorporated 77.1 4 4 0 3 0 0 4 2 4 6 N 2 1 2 z 2 2 2 2 2 2 4 2 2 54
Visa Inc. 771 4 4 4 0 0 0 4 2 4 6 N 2 2 2 2 2 2 2 2 2 2 2 Z 2 54
Wellpoint, Inc. 77.1 4 4 0 6 0 0 4 2 4 5 N 2 2 2 2 2 2 2 2 0 2 2 2 2 54
Aetna, Inc” 758 4 | 2 | o [NeEEOM o | 0o | 2 | 4 MM N | 2 ] T 2 |2 1l2lelzl2.] 2 |2 53
EMC Corporation 757 0 4 0 6 | 6 0 0 2 4 6 N 2 2 2 2 2 2 2 2 0 2 4 2 1 53
Kellogg Company 74.3 4 2 4 3 3 0 2 2 4 6 N 2 1 1 2 2 2 2 2 0 2 2 2 2 52
Mastercard Inc. 74.3 4 4 2 3 0 0 4 2 4 6 N 2 2 1 2 2 2 2 1 0 2 4 2 1 52
Monsanto Company 74.3 4 4 4 3 0 0 4 2 4 6 N 1 2 1 2 2 1 2 0 0 2 4 2 2 52
The Walt Disney Company 743 4 4 4 S| 0 4 2 4 6 N 1 2 2 2 2 1 2 0 0 2 2 2 0 52
Abbott Laboratories 729 | 4 4 4 3 0 0 4 2 4 6 N 2 2 2 2 2 2 0 2 0 2 2 2 0 51
Aon Corporation 729 | 4 4 4 0 6 0 4 2 2 6 Y 2 2 2 2 2 1 2 0 2 2 0 2 0 51
Humana Inc. 729 4 4 4 6 | 0 0 4 1 4 b N 2 2 2 2 2 0 0 0 0 0 4 2 2 51
The Williams Companies, Inc. 729 4 4 0 6 6 0 2 1 0 6 N 2 2 1 2 2 2 2 2 0 2 2 2 1 51
Pepsico, Inc. 714 4 4 0 2. 180) 0 4 2 4 5] N 2 2 2 2 2 2 2 0 0 2 2 2 0 50
Starbucks Corporation 714 4 4 0 3 | 6 0 4 2 2 B N 1 2 1 2 2 1 2 0 0 2 2 2 2 50
The Dow Chemical Company 714 | 4 4 0 6 6 0 4 2 0 6 N 1 2 2 2 2 1 2 0 0 2 2 2 0 50
National Oilwell Varco, Inc. 70.0 4 4 4 0 5] 0 4 2 2 6 NA 2 2 2 2 2 1 2 0 0 2 0 2 0 49
Allergan, Inc. 68.6 | 4 4 4 o 0 0 4 1 2 6 N 1 2 2 1 2 2 2 0 0 2 4 2 0 48

7 InJune 2012, Aetna inadvertently disclosed in its filings to the National Association of Insurance Commissioners that it gave $4.05 million in donations to the U.S. Chamber of Commerce and $3
million to the American Action Network, a politically active 501(c)(4) group. Aetna disclosed its payment to the U.S. Chamber as having been used for “voter education initiatives” in its disclosure
report for 2011 [what disclosure report for 2011? Not clear]; the company continues to not disclose its payments to 501(c)(4) groups. Some critics of Aetna noted that the phrase “educational
activities” is often used as a euphemism for issue ads. See CNNMoney article, “Oops! Aetna discloses political donations,” published on June 15, 2013, and Bloomberg Business News, “NY state
urges Aetna to reveal political spending,” published December 20, 2012.
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Final | [P,

Score Raw
Company Name (100%) 1 2 3 ﬁ N 6 7. 8 9 N 11 12 13 14 15 16 17 18 19 20 21 22 23 24 Total
Amgen Inc. 86| 4 | a | o [HONIENON o | 4 | 1 B - I EENE 2 2 2 2 2 e | B Z s ] 2 2 48
Broadcom Corp. 6868 4 | 4 | o |[EEEEIN o0 | o | 2 | 4 MEM N | 1| 2| 2| 2 2] 2 [ 2 2 | o | 2 L2 2 | o 48
CVS Caremark Corporation 67.1 4 2 4 6 0 0 4 2 4 6 N 2 2 2 2 1 0 0 0 0 0 2 2 2 47
Hewlett-Packard Company 6o 4 |4 | o |NGEINGN o | 4 | 2 [ o MG N | 1] 2| 2|22 ]z2l2lo]lz2]2]l2]2]d¢ 47
The Procter & Gamble Company G 4 | 4| 4 |REEIEEN o | 2 | 2 | 4 [HEW P 1 |2 |2 2 2 1 1 1 o]l 2 | Z ]3]0 47
The Travelers Companies, Inc. 6ol 4 | a | 4 BEEINEE o | o | 2 | 2 G N | 2| 2] 22|22 z2]2]1]2]12]2]d9 47
AT&T, Inc. 550 4 | 4 | o |SOEIESE o 4 2 2 [BGH N | 2 1 2 2 2 2| 2 2 2 2 | 4] 2. | © 46
Deere & Company 65.7 | 4 4 4 65 | 6 0 4 2 0 6 N 2 2 0 2 0 0 0 0 0 0 2 2 0 46
Lowe's Companies, Inc. 65.7 4 4 4 |BE 6 0 2 2 2 6 P 2 2 1 2 2 2 2 0 0 2 0 1 0 46
McDonald's Corporation 65.7 4 4 4 0 1] 0 4 2 2 6 | N 1 2 0 2 2 2 2 0 i 2 2 2 2 a6
Metlife, Inc. 65.7 4 4 4 6 3 0 4 0 0 6 N 1 2 0 2 2 1 1 1 0 1 2 2 0 46
Ebay Inc. 64.3 4 4 0 6 0 0 4 F 2 6 N 1 1] 2 2 2 1 2 1 0 2 2 2 0 45
H.). Heinz Company 64.3 2 2 0 6 | 6 0 0 2 4 6 N 1 1 1 2 2 1 2 1 0 2 2 2 0 45
Northrop Grumman Corporation 643 | 4 4 4 6 | 0 0 0 2 0 6 N 0 2 0 2 2 2 2 1 0 2 2 2 2 45
The Coca-Cola Company 64.3 4 4 o s 0 0 0 2 2 6 N 2 2 2 2 2 2 2 2 0 2 4 2 0 45
Verizon Communications, Inc 64.3 4 4 4 0 0 0 4 2 0 6 N 2 1 2 2 2 2 2 0 0 2 4 2 0 45
3M Company 62.9 4 4 0 6 0 0 4 2 0 6 N 0 1 2 2 2 2 2 1 0 2 2 2 0 44
Kimberly-Clark Corporation 62.9 4 4 < 3 6 0 2 2 o |l NA 1 2 2 2 2 0 2 0 2 0 0 0 0 44
Citigroup 61.4 4 4 4 0 0 0 2 2 2 6 N 1 1 1 2 2 2 2 2 0 2 2 2 0 a3
Medtronic, Inc. 61.4 4 4 0 6 | 6 0 0 2z 4 6 N 1 1 1 2 0 0 0 0 0 0 4 2 0 43
Occidental Petroleum
Corporation 61.4 a4 4 0 3 6 0 4 1 4 6 N 0 2 1 2 2 0 0 0 0 0 2 2 0 43
American Electric Power
Company, Inc. 58.6 a 4 (1] 6 3 0 0 2 0 6 N 1 2 1 2 1 1 1 1 0 2 2 2 0 41
American Express Company 58.6 4 4 2. 3 3 0 0 x4 2 6 N 1 1 1 1 2 1 2 1 0 2 2 b 0 41
The Southern Company 586 | 4 4 4 3 3 0 4 2 0 6 N ol 2 0 2 2 0 0 0 0 0 2 2 0 41
ADP, Inc. 57.1 4 0 4 6 0 2 0 1 2 6 P 1 1 1 1 2 2 2 0 0 2 2 1 0 40
Chevron Corporation 57.1 4 4 0 3 0 0 4 n 0 5] N 1 1 1 2 2 2 2 1 0 2 2 2 0 40
Honeywell International Dy 2 0 4 oo 0 4 2 2 6 N 1 2 2 2 2 2 2 1 0 2 2 2 0 40
Apple, Inc. ol 4 | 4 | 2 |[EEEIEOE o | 4 | 2 | 2 |MGE N | 1 1 | 2 2 |2]lwo Jo)lelo]a |22 ]0 39
Danaher Corporation 55:70| 4 4 4 0o |lo| o 4 2 4 6 | N 1 2 1 2 1 0 0 0 0 0 |2 2 0 39
Mondelez International (Kraft i [l
Foods Inc.) S| 2 2 A0 0 2 0 4 6 N 0 2 1 0 2 2 2 1 0 2 2 2 0 39
Eaton Corporation 543 | 4 0 3| o 0 2 2 0 6Nl P 1 2 0 2 2 2 2 2 0 2 2 2 0 38
The Bank of New York Mellon = e i
Corporation 54.3 4 4 4 | 0 | 0O 0 0 2 4 3 N 1 0 2 2 2 1 2 1 0 2 2 2 0 38
American International Group 529 | 4 4 4 |G| 0 4 2 0 Sl N 1 0 0 2 2 2 2 2 0 2 0 0 0 37
Express Scripts Goioll 4 | 4 | o NOBIEGM o | 4 | 2 | 2 |6 N | 0 | 1| 2 ] 2| 1] 1f[2]o0o]ofl2]2]2]0d 37
Halliburton Company 529 | 4 2 2 |[EEREeN o a 2 o |[ie | N 1 1 1 2 2 0 0| o o |0 | 2 2 | o 37
News Corporation (21st Century ol
Fox) 529 4 4 4 O8I0 0 4 2 2 6 N 2 2 1 z 0 0 0 0 0 0 2 2 0 37
Google Inc. 51.4 4 0 0 & 3 0 4 2 2 é N 2 2 2 2 0 0 0 0 0 0 2 2 0 36
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Final

Score Raw
Company Name (100%) 1 2 3 7 8 9 11 12 13 14 15 16 17 18 19 20 21 22 23 24 Total
Boston Properties, Inc. ool o | o | 0 0| ol oM v~ | olo]l]o]o|lo|]o]olo]l]o]o]|]o|lo]o 0
CME Group ool o | 0] 0 | o | o |MdW N|o|ofo]o 0 [o|o|lo]o]|lo|o]o]o 0
Intuitive Surgical, Inc. 00| O 0 0 0 0 o | o N 0 0 0 0 0 0 0 0 0 0 0 0 0 0
Loews Corporation 0.0 0 0 0 0 0 0 IO N 0 0 0 0 0 0 0 0 0 0 0 0 0 0
Mead Johnson Nutrition
Company 00| O 0 0 0 0 0 0 0 N 0 0 0 0 0 0 0 0 0 0 0 0 0 0
Simon Property Group, Inc. 0.0 0 0 0 0 0 0 0 0 N 0 0 0 0 0 0 0 0 0 0 0 0 0 0
T. Rowe Price Corporation 0.0 0 0 0 0 0 0 0 o | N 0 0 0 0 0 0 0 0 0 0 0 0 0 0
The Charles Schwab Corporation 00| 0 0 0 0 0 0 o ol N 0 0 0 0 0 0 0 0 0 0 0 0 0 0
Varnado Realty Trust 00| 0 0 0 0 0 0 0 0 N 0 0 0 0 0 0 0 0 0 0 0 0 0 0
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Corporate Political Spending

A SURVEY OF AMERICAN SHAREHOLDERS

2006

BACKGROUND & RESEARCH OBJECTIVES

This survey was commissioned by The Center for Political Accountability (CPA). Founded in October 2003, the
Center is a non-profit, non-partisan organization dedicated to achieving corporate political transparency and
accountability.'

The CPA is mounting the first sustained shareholder campaign to convince companies that disclosure and board
oversight of their political activity is in their and their shareholders' best interest. Under current law, companies are not
required to fully report and account for their political activity. In fact companies are free to use corporate funds to make
unlimited political contributions and expenditures without ever having to account to shareholders for those
disbursements. The amount of corporate money devoted to politics is often a mystery to shareholders. The mystery is
compounded by the fact that an enormous amount of corporate political spending is routed through trade associations
and other tax exempt entities. These organizations, including the country's leading trade associations, are not required
to report funds they spend on political activity and many do not even disclose the names of their members. The result
is that tens if not hundreds of millions of corporate dollars flow into the political process, often without internal or
external controls, board oversight, or shareholder knowledge.

Through the efforts of the Center and a group of institutional investors, a growing number of companies have
recognized that disclosure and board oversight is just good business practice and now disclose and have their
boards oversee their political activity.

To better understand the views of American shareholders, the Center commissioned one of the country's foremost
public opinion firms to conduct a survey of shareholder attitudes towards corporate political involvement. The research
objectives were defined by CPA and focused on:

e Current practices, governance and regulation of corporate political spending

¢ Risks associated with corporate political spending.

e Attitudes on proposals that require greater corporate disclosure, transparency and accountability of corporate
political spending.

The results are detailed in this report.

! hitp//:www .politicalaccountability.net
Mason-Dixon Polling & Research 2



CPA — Survey of American Shareholders - 2006

Methodology

This survey was conducted by Mason-Dixon Polling & Research, Inc. from March 6-9, 2006. A total of 800 American
adults were interviewed by telephone. Those interviewed stated that they held stock or mutual funds with common
equities.

Those interviewed were selected by the random variation of the last four digits of telephone numbers. A cross-section
of exchanges was utilized and quotas were assigned in order to ensure a fair reflection of the demographic profile
American households owning stocks and mutual fund in the United States?.

The margin for error, according to standards customarily used by statisticians, is no more than +/-3.5 percentage
points. This means that there is a 95 percent probability that the "true” figure would fall within that range if all
shareholders were surveyed. The margin for error is higher for any subgroup, such as an age or gender grouping.

2 Fundamentals, INVESTMENT COMPANY INSTITUTE RESEARCH IN BRIEF, Vol. 14/ No. 5, October 2005 based on June 2005 survey of 3000
US households conducted by Investment Company Institute Research and extrapolated data from US Census Data.

Mason-Dixon Polling & Research 3
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The Center for Political Accountability

Corporate Political Spending

A SURVEY OF AMERICAN SHAREHOLDERS

2006

Findings:

Awareness of Current Governance
& Regulation of Corporate Political Spending:

e Just 14% of American shareholders correctly stated that corporations are not required to disclose all
political contributions. The overwhelming majority (86%%) were either under the mistaken impression that
corporations are required (55%) to disclose all political contributions or stated they were not sure (31%) what
current law requires.

Are corporations required or not required to publicly
disclose all political contributions?

NOT REQUIRED
14%

REQUIRED 55%

NOT SURE 31%

¢ Inresponse to another question, only 19% of shareholders correctly stated that corporate boards are not
required to approve and oversee political contributions. A majority (81%) either thought that corporate boards
had a legal obligation to approve and oversee political contributions (21%) or did not know (60%)

Are corporate boards required to approve
and oversee political contributions?

NOT REQUIRED

REQUIRED 21% 19%

NOT SURE 60%
widson-wixon Foung & xesedrcn



CPA — Survey of American Shareholders - 2006

Awareness of Current Governance
& Regulation of Corporate Political Spending: (continued)

e Seventy-four percent (74%) of all shareholders did not know that corporations are not required to disclose their
contributions to trade associations, which are then passed on to political committees and candidates. In 2004,

more than $100 million of corporate monies were spent by just 6 trade associations on political and
lobbying and activities, including contributions to political committees and candidates. None of this spending

was required to be disclosed by the contributing corporations.

Are corporations required to disclose the amount of

money they contribute to trade associations which is
then passed on to political committees and candidates?

NOT REQUIRED

26%
REQUIRED 28%

NOT SURE 46%

e Similarly, 72% of shareholders did not know that corporations were not required to disclose which candidates
and organizations receive the money they contribute to through a trade association? (72% total, of which 47%
not sure, 25% stating there was a disclosure requirement)

Are corporations required to disclose which candidates
and organizations receive the money they contribute
through a trade association?

NOT REQUIRED
28%

REQUIRED 25%

NOT SURE 47%

Mason-Dixon Polling & Research



CPA — Survey of American Shareholders - 2006

Confidence in Corporate Leadership and Oversight:

After benchmarking the level of shareholder awareness about the current governance and regulation of corporate
political spending, shareholders were informed that

Not all corporate political spending is disclosed.
Corporate political spending does not require board oversight or approval.

¢ The amounts and identity of candidates and political organizations a particular corporation gives to through
trade associations are not required to be disclosed.

The survey then documented shareholder opinion towards the risks posed by the lack of board oversight. It paid
particular attention to the extent that shareholders were confident that corporations in which they held stock exercised
corporate oversight and avoided risky political involvement.

s An overwhelming majority of 85% of shareholders agreed that the “...lack of transparency and oversight
in corporate political activity encourages behavior that puts corporations at legal risk and endangers
corporate reputations”. Intensity among shareholder opinion was pronounced with 57% strongly
agreeing and just 28% somewhat agreeing.

The lack of transparency and oversight in corporate political activity
encourages behavior that puts corporations at legal risk and
endangers corporate reputations.

STRONGLY 57% '

SOMEWHAT 28%

% 10% 20% 0% 40% 50% 0% T0% BO% 90%

o Further, a majority (54%) stated that they had little or no confidence that the corporations “...in which you own
stock” have adequate oversight of political contributions.

Confidence that the corporations “...in which you own stock” have
adequate oversight of political contributions:

CONFIDENT ST L=

} VERY 11% l

NOT CONFIDENT

P

T T T T T J
0% 10% 20% 30% 40% 50% 60%

NOT SURE

Mason-Dixon Polling & Research 6



CPA — Survey of American Shareholders - 2006
Confidence in Corporate Leadership and Oversight: (continued)

e A plurality of shareholders (39%) expressed little or no confidence that companies in which they own stock do
not engage in risky political behavior. Another quarter 25% said they weren't sure. That left just over a third
(35%) of American shareholders stating confidence about their investments not being exposed to risky political
behavior.

| am confident that corporations in which | own stock directly or in
my mutual funds do not engage in risky political behavior.

SOMEWHAT 13% STRONGLY 22% i

AGREE

SOMEWHAT 18%

NOT SURE

f T T T T T T 1
0% 5% 10% 15% 20% 25% 30% 5% 40%

e But, the vast majority of shareholders (87%) agreed with the simple proposition that they would have more
confidence in investing in corporations that have adopted reforms that provide for transparency and
oversight in political spending. Intensity of opinion was particularly strong with 65% strongly agreeing
with the proposition.

Generally, | would have more confidence in investing in corporations
that have adopted reforms that provide for transparency and
oversight in political spending.

STRONGLY 65% i

T T T T T T T T
0% 10% 20% 30% 40% 50% 60% T0% 80% 90%

Mason-Dixon Polling & Research 7



CPA — Survey of American Shareholders --2006
Current Corporate Practices:

e« The Center for Public Accountability’s Green Canary report3 documents several examples of “risky” corporate
behavior that has resulted in criminal and civil penalties, tarnished corporate reputations and loss of
shareholder value. The CPA has also documented examples of corporate payments to trade associations
which are contributed to political and other organizations and candidates that promote and support
controversial social agendas. A substantial majority (80%) of American shareholders consider this an
inappropriate use of corporate funds with a strong intensity of opinion (58% “not at all appropriate”, 21%
“not too appropriate”).

Appropriateness of corporate political contributions, passed through
trade associations, supporting controversial social agendas that
have nothing to do with the corporation’s business:

APPROPRIATE | |

| —
HATTo0 21t e O T S |

Persy

NOT APPROPRIATE

NOT SURE

P

+ T T T T T T T 1
0% 10% 20% 30% 40% 50% 80% 70% 80%

e Another corporate behavior that poses a risk to reputations and shareholder value is that companies are
increasingly using aggressive political contributions and political relationships as a critical part of their business
strategy. Enron, Qwest, and Global Crossing are examples of the over reliance of corporations on political
spending to salvage their failed business plans.

When asked “how appropriate do you think large political contributions and heavy spending on lobbying efforts
are for the companies in which you own stock?” 68% said that it was inappropriate behavior.

Appropriateness of large political contributions and heavy spending
on lobbying efforts are for the companies “...in which you own
stock™:

EWHAT 2 Ve
APPROPRIATE SOMEWHAT 24% ] oy ﬁ%’

NOT APPROPRIATE || SOLICLUES

. Green Canary: Alerting Shareholders and Protecting Their Investments, The Center for Political Accountability, February 2005.
http://www.politicalaccountability.net/gcreport/indexgc.htm.

Mason-Dixon Polling & Research 8



CPA — Survey of American Shareholders - 2006
Current Corporate Practices: (continued)

= Shareholders also agreed that lack of transparency and oversight led to the inappropriate behavior by some
corporate executives. Fully, 73% of shareholders agreed that corporate political spending is often
undertaken to advance the private political interests of corporate executives rather than the interest of
the company and its shareholders.

Corporate political spending is often undertaken to advance the
private political interests of corporate executives rather than the
interest of the company and its shareholders.

STRONGLY, 45% '

SOMEWHAT 28%

0% 10% 20% 0% 40% s 60% TO% 80%

Support for Reform:

= A majority of shareholders think that current law and regulation do not provide sufficient checks and
accountability in corporate spending. Fifty-nine percent (59%) disagreed with the statement “Current law
and regulfation governing corporate political spending provides sufficient checks or accountability on corporate
boards and executives.” (27% somewhat, 32% strongly disagreeing)

Current law and regulation governing corporate political spending
provides sufficient checks or accountability on corporate boards
and executives.

SOMEWHAT 15%  |STRONGLY 11%
1

DISAGREE
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CPA — Survey of American Shareholders - 2006

Support for Reform: (continued)

o Shareholders clearly and overwhelming think that reform is needed. Seventy-one (71%) disagree with
statement that reform is not needed to protect the ordinary investor. Again, there was strong intensity of
opinion with 47% strongly disagreeing. There was weak support, both in total numbers and intensity, for the
status quo. Just 24% stated that reform was not necessary (somewhat 12%, strongly 12%).

Reforms in corporate political spending are not necessary to protect
the interests of the ordinary public investor.

el
SOMEWHAT 12% | STRONGLY 12%
| J

0% 10% 20% 30% 40% 50% 60% To% BO%

STRONGLY 47%

DISAGREE

e Shareholders are looking to corporate boards for leadership and accountability on these issues. When
asked to agree or disagree with the statement “Corporate political contributions should not require the
oversight and approval of the board of directors,” 75% shareholders disagreed. The support for board
accountability is further evidenced by the intensity found in response to the question with nearly half (48%) of
all American shareholders strongly disagreeing with the statement.

Corporate political contributions should not require the oversight
and approval of the board of directors.

i —
me
|

DISAGREE

! T T T T T T T v
0% 10% 20% 30% 40% 50% 80% 70% BO%
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CPA — Survey of American Shareholders - 2006
Support for Reform: (continued)

As detailed in the forthcoming Hidden Rivers report, some corporate contributions to trade associations end up in the
coffers of political organizations that champion divisive social issues unrelated to the corporation’'s business. And, as
documented in the report, often these political payments support policies that are contrary to the publicly stated
policies of the corporation. The Center's Green Canary report also found this to be the case with company soft
money political contributions.

e Of all the issues tested in this survey, this one elicited the strongest response and greatest intensity of
opinion. Fully 95% of American shareholders agree that corporations should make certain that political
contributions made to trade associations be consistent with company policies and be fully disclosed. Eighty
percent (80%) strongly agreed with the statement.

Corporations should ensure that payments made to trade
associations that are used for political purposes be consistent with
company policies and fully disclosed.

[SOMEWHAT 15% STRONGLY 80% '

v T T T T T T 1
30% 40% 50% B0% 0% BO% 0% 100%
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CPA — Survey of American Shareholders - 2006
Reform Proposals Considered:

In response to the risks posed by the current lack of transparency and oversight in corporate political spending, the
Center for Public Accountability has proposed a set of reforms” for adoption by corporations, the elements of which
are:

1. Corporations should be required to publicly disclose all political spending.
2. Corporate boards should oversee and approve all direct and indirect political spending.

3. Corporations should be required to disclose the guidelines they use for their political spending
decisions.

4. Corporations should identify the corporate officers who manage the company’s political giving.

5. Corporations should be required to disclose their political spending on the company’s website on a
quarterly basis.

6. Corporations should be required to disclose payments made to trade associations which are then
used for political purposes.

e Shareholders were read each reform proposal and asked if they supported or opposed it. As illustrated in the
charts below and on the following pages, each proposal is supported by the vast majority of American
shareholders. All have the support of at least 84% of shareholders. In addition, the degree of support
was particularly intense, with an average of 64% of shareholders ‘strongly’ supporting each of the reform
measures.

Corporations should be required to publicly
disclose all political contributions.

94% Total Support

P —
SUPPORT _SOMEINHAT 18% STRONGLY 76%
Corporate boards should oversee and approve all direct
and indirect political spending.
84% Total Support
—
SUPPORT SOMEWHAT 26% STRONGLY 58%

* The Center for Political Accountability drafted a model political disclosure resolution that has been filed by institutional investors
since the 2004 proxy season. It calls on companies to disclose their soft money contributions and payments to trade associations
and other tax-exempt organizations that are used for political purposes, identify the corporate officers involved in the expenditure
decisions, disclose their political spending guidelines, and require board of directors oversight of their political spending. The CPA
also has developed eight principles for corporate political spending and accountability for companies to follow.
(http://www.politicalaccountability. net/principles.htm)

Mason-Dixon Polling & Research 12




CPA - Survey of American Shareholders - 2006

Reform Proposals Considered: (continued)

Corporations should identify the corporate officers who
manage the company’s political contributions.

89% Total Support

A
SOMEWHAT 26% STRONGLY 63% l

Corporations should be required to disclose the
guidelines they use for their political spending decisions.

84% Total Support

|
SOMEWHAT 21% STRONGLY 63% '

Corporations should be required to disclose their
political spending on the company’s website on a
quarterly basis.

86% Total Support

|
SUPPORT SOMEWHAT 30% STRONGLY 56% l

Corporations should be required to disclose contributions
made to trade associations which are then used for
political purposes.

91% Total Support

SOMEWHAT 22% STRONGLY 69%

SUPPORT

Mason-Dixon Polling & Research
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CPA — Survey of American Shareholders - 2006

Voting Their Proxy:

¢ Finally, when asked if they would vote their proxy in favor of corporate political reforms, 87% agreed with 61%
expressing strong sentiment.

I would vote my proxy in corporations | hold stock in to implement
these corporate political spending reforms.

STRONGLY 61% '

| SOMEWHAT 26%

U T T T T T T T T 1
0% 10% 20% 30% 40% 50% 60% T0% 80% 0%

e American shareholders also expressed overwhelming (85%) support and intensity of opinion for “mutual funds
and other equity managers” voting their proxies in support of shareholder resolutions calling for corporate
political disclosure and accountability.

Mutual funds and other equity managers should vote their corporate
proxies in support of resolutions that require disclosure and board
accountability for political spending.

STRONGLY 60% l

T T T T T 1
40% 50% 60% 70% 80% 90%
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Questionnaire

CPA Project

March 2006 Shareholder Survey

American Shareholder Awareness:

| first want to ask you a few questions about your familiarity with campaign finance laws. If you don't know,
please feel free to say you are not sure.

1. Under current law, are corporations required or not required to publicly disclose all political

contributions?
REQUIRED 55%
NOT REQUIRED 14%
NOT SURE 31% 45%

2. Under current law, are corporate boards required or not required to approve and oversee political

contributions?
REQUIRED 21%
NOT REQUIRED 19%
NOT SURE 60% 79%

3. Corporations pay millions of dollars in dues as members of trade associations. In turn, trade
associations distribute these millions to political committees and candidates. Under current law,
are corporations required or not required to disclose the amount of money they contribute that is
passed on by the trade association to political committees and candidates?

REQUIRED 28%
NOT REQUIRED 26%
NOT SURE 46% 72%

4. Under current law, are corporations required or not required to disclose which candidates and
organizations receive the money they contribute through a trade association?

REQUIRED 25%
NOT REQUIRED 28%
NOT SURE 47% 75%

Mason-Dixon Polling & Research



Attitudes towards the status Quo:

In fact, corporations are not required to disclose all their political contributions, and their boards are under no
obligation to approve or oversee contributions made by their corporate executives and lobbyists.

5. Ingeneral, how much confidence do you have that the corporations in which you own stock have
adequate oversight of political contributions so that they protect the corporation from legal liability
and not threaten shareholder value? Are you:

VERY CONFIDENT 1%
SOMEWHAT CONFIDENT 24% 35%
NOT TOO CONFIDENT 32%
NOT CONFIDENT 22% 54%
NOT SURE 12%

In another practice, millions of corporate dollars have been given to political committees and trade associations
which in turn give this money to candidates and special interest groups that promote social agendas that have
nothing to do with issues that impact the corporation’s business or shareholder value. For example, issues like
abortion, gay rights and other issues of morality.

6. As a shareholder, how appropriate do you think it is it that corporate political contributions given to

trade associations end up supporting special interests groups that promote controversial social
agendas that have nothing to do with the corporation’s business? s it:

VERY APPROPRIATE 4%
SOMEWHAT APPROPRIATE 11% 15%
NOT TOO APPROPRIATE 21%

NO APPROPRIATE 59% 79%
NOT SURE 6%

Another issue of concern is that some corporations made political contributions and political relationships a

critical part of their business strategy. Their strategy was to use aggressive corporate political spending to curry

favor with elected officials in order to gain favors, tax breaks and regulatory relief.

7. As a shareholder, how appropriate do you think large political contributions and heavy spending on

lobbying efforts are for the companies in which you own stock? s it:

VERY APPROPRIATE 6%
SOMEWHAT APPROPRIATE 24% 30%
NOT TOO APPROPRIATE 19%

NO APPROPRIATE 49% 67%
NOT SURE 3%

Mason-Dixon Polling & Research
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Support for Reform
In response, many in the investment community are calling for reforms.

| going to read several proposals and | would appreciate your telling me if you support or oppose each.

The first proposal is . Do you support or oppose that proposal? is that strongly favor/oppose or

somewhat favor/oppose?

8. Corporations should be required to publicly disclose all political contributions.

STRONGLY SUPPORT 76%

SOMEWHAT SUPPORT 18% 95% Total Support
SOMEWHAT OPPOSE 4%

STRONGLY OPPOSE 1% 5%

NOT SURE 1%

9. Corporations should be required to disclose their political spending on the company’s website on a

quarterly basis.

STRONGLY SUPPORT 56%
SOMEWHAT SUPPORT 30% 85%
SOMEWHAT OPPOSE 9%
STRONGLY OPPOSE 5% 14%
NOT SURE 1%

10. Corporations should be required to disclose contributions made to trade associations which are
then used for political purposes.

STRONGLY SUPPORT 69%
SOMEWHAT SUPPORT 22% 91%
SOMEWHAT OPPOSE 6%
STRONGLY OPPOSE 2% 8%
NOT SURE 1%

11. Corporations should be required to disclose the guidelines they use for their political spending

decisions.
STRONGLY SUPPORT 63%
SOMEWHAT SUPPORT 21% 84%
SOMEWHAT OPPOSE 8%
STRONGLY OPPOSE 7% 15%
NOT SURE 1%

12. Corporations should identify the corporate officers who manage the company's political

contributions.
STRONGLY SUPPORT 63%
SOMEWHAT SUPPORT 26% 89%
SOMEWHAT OPPOSE 8%
STRONGLY OPPOSE 3% 11%
NOT SURE 1%

13. Corporate boards should oversee and approve all direct and indirect political spending.

STRONGLY SUPPORT 58%
SOMEWHAT SUPPORT 26% 85%

Mason-Dixon Polling & Research
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SOMEWHAT OPPOSE 8%
STRONGLY OPPOSE 4%
NOT SURE 4%

12%

Now I'd like to read several statements and | would appreciate your telling me if you agree or disagree with each.

[Rotate order]

The first statement is

. Is that strongly agree/disagree or somewhat agree disagree?

14. Corporate political spending is often undertaken to advance the private political interests of

STRONGLY AGREE 45%
SOMEWHAT AGREE 28%
SOMEWHAT DISAGREE 11%
STRONGLY DISAGREE 4%
NOT SURE 12%

corporate executives rather than the interest of the company and its shareholders.

73%

15%

15. Current law and regulation governing corporate political spending provides sufficient checks or

accountability on corporate boards and executives.

STRONGLY AGREE 1%
SOMEWHAT AGREE 15%
SOMEWHAT DISAGREE 27%
STRONGLY DISAGREE 32%
NOT SURE 15%

27%

59%

16. Reforms in corporate political spending are not necessary to protect the interests of the ordinary

public investor.

STRONGLY AGREE 12%
SOMEWHAT AGREE 12%
SOMEWHAT DISAGREE 24%
STRONGLY DISAGREE 47%
NOT SURE 6%

24%

71%

17. Mutual funds and other equity managers should vote their corporate proxies in support of

STRONGLY AGREE 60%
SOMEWHAT AGREE 25%
SOMEWHAT DISAGREE 6%
STRONGLY DISAGREE 6%
NOT SURE 3%

resolutions that require disclosure and board accountability for political spending.

85%

12%

Mason-Dixon Polling & Research
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18. Corporations should ensure that payments made to trade associations that are used for political
purposes be consistent with company policies and fully disclosed.

STRONGLY AGREE 80%
SOMEWHAT AGREE 15%
SOMEWHAT DISAGREE 3%
STRONGLY DISAGREE 2%
NOT SURE 1%

95%

4%

19. Corporate political contributions should not require the oversight and approval of the board of

directors.
STRONGLY AGREE 10%
SOMEWHAT AGREE 12%
SOMEWHAT DISAGREE 27%
STRONGLY DISAGREE 48%
NOT SURE 4%

22%

75%

20. Corporations should adopt procedures that ensure political contributions are spent lawfully and
consistent with the stated public policies of the company.

STRONGLY AGREE 80%
SOMEWHAT AGREE 15%
SOMEWHAT DISAGREE 3%
STRONGLY DISAGREE 2%
NOT SURE 1%

95%

4%

21. The lack of transparency and oversight in corporate political activity encourages behavior that puts
corporations at legal risk and endangers corporate reputations.

STRONGLY AGREE 57%
SOMEWHAT AGREE 28%
SOMEWHAT DISAGREE 6%
STRONGLY DISAGREE 4%
NOT SURE 5%

85%

9%

22. | would vote my proxy in corporations | hold stock in to implement these corporate political

spending reforms.

STRONGLY AGREE 61%
SOMEWHAT AGREE 26%
SOMEWHAT DISAGREE 6%
STRONGLY DISAGREE 6%
NOT SURE 2%

87%

11%

Mason-Dixon Polling & Research 20



23. Generally, | would have more confidence in investing in corporations that have adopted reforms
that provide for transparency and oversight in political spending.

STRONGLY AGREE 65%
SOMEWHAT AGREE 22% 86%
SOMEWHAT DISAGREE 8%
STRONGLY DISAGREE 5% 12%
NOT SURE 2%

24. | am confident that corporations in which | own stock directly or in my mutual funds do not engage
in risky political behavior.

STRONGLY AGREE 22%
SOMEWHAT AGREE 13% 35%
SOMEWHAT DISAGREE 19%
STRONGLY DISAGREE 20% 40%
NOT SURE 25%

Mason-Dixon Polling & Research 21



AGE

RACE

PARTY ID

SEX

REGION

INCOME

18-34
3549
50-64

65+
REFUSED

WHITE
BLACK
HISPANIC
OTHER
REFUSED

DEMOCRAT
REPUBLICAN
INDEPENDENT

MALE
FEMALE

NORTHEAST
MIDWEST
SOUTH
WEST

<$35,000
$35,000-$49,999
$50,000-874,999
$75,000-$99,999
$100,000+
REFUSED

13%
34%
36%
16%
0%

80%
5%
2%
3%
1%

28%
40%
34%

48%
52%

25%
24%
28%
24%

9%
17%
15%
20%
23%
16%

Mason-Dixon Polling & Research
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CPA — Zicklin Center — Survey of Boards of Directors

BACKGROUND & RESEARCH OBJECTIVES

This survey was commissioned by The Center for Political Accountability (CPA)
and the Zicklin Center for Business Ethics Research of the University of
Pennsylvania’s Wharton School. CPA is a “non-profit, non-partisan dedicated to
bringing transparency and accountability to corporate political giving” and activity.’
The Zicklin Center sponsors research on critical topics in business focusing on
business ethics and corporate governance.”

Core to the organizations’ mission is to better understand corporate leaders attitudes
towards, awareness of and behaviors related to corporate political activities and
political spending.

That is the context in which this survey was conducted. The research objectives
were defined by CPA and the Zicklin Center and focused on documenting and
measuring:

e The level of political activity of boards of directors.

e The perceived importance and impact of corporate political activity.

e The level of familiarity and knowledge of campaign finance laws as they relate
to corporations.

e Internal reporting and processes related to corporate political activity.

e The perceived level of risk associated with corporate political activity.

e The degree of support for specific reform proposals regarding disclosure and
board oversight of corporate political activity.

The objectives were accomplished by the survey and are detailed in this report.

i http://www.politicalaccountability. net
2 http://www.zicklincenter.org

Mason-Dixon Polling & Research



CPA - Zicklin Center — Survey of Boards of Directors

Methodology

Mason-Dixon Polling & Research, Inc. conducted this survey from February 4-15,
2008. A total of 255 members of boards of directors of Russell 2000 companies
were interviewed by telephone.

Those interviewed were selected randomly from commercially available lists of
Russell 2000 companies, which included listings of their boards of directors. In
addition, the list of board member names were tele-matched to their personal
residences; this enable researches to contact ‘independent and outside’ board
members as well as ‘internal and management’ board members. Of the 255 board
members interviewed 57% were ‘internal/management’ board members and 43%
were ‘Independent/outside’.

The margin for error, according to standards customarily used by statisticians, is no
more than plus or minus +/-6 percentage points. This means that there is a 95
percent probability that the "true"” figure would fall within that range if all board
members of Russell 2000 companies were surveyed.

Mason-Dixon Polling & Research



CPA - Zicklin Center — Survey of Boards of Directors

Key Findings

Relatively few boards are actively engaged in political advocacy and even
fewer are engaged in fund raising.

A majority of directors think that political advocacy is essential to their
industry and company, yet few say the activity results in favorable
outcomes.

More directors report that political advocacy by competitor companies and
industries does more ‘harm’ than their political advocacy does ‘good’.

A substantial percentage of directors state that they are familiar with the laws
and regulations concerning corporate political activity. Yet, when tested on
the disclosure regime that is at the core of campaign finance law, they
fail miserably.

Directors express a high level of confidence in their company’s internal
reporting and oversight of political activity. Yet, 4-in-10 directors report that
they do not even receive reports detailing political spending

A substantial percentage report that political activity poses risks to their
company, industry and corporate America at-large.

In response to the legal and reputational risk, directors strongly support
reforms in the disclosure of corporate political activity.

Mason-Dixon Polling & Research



CPA - Zicklin Center — Survey of Boards of Directors

Political Activity by
Boards of Directors

Advocacy Fundraising
) Are you or other board members personally engaged in
Are you or other board members personally engaged in corporate or industry political fundraising or spending?

political and policy advocacy for your corporation or
industry with elected officials or regulatory agencies?

YES : 24%

NO: 76%

* Relatively few boards are involved in political activity. When asked if
they or any other board members engaged in political advocacy, just
24% said yes and even fewer are engaged in political fund raising
(18%).

«  During their tenure, a majority (66%) of directors said that the level of
corporate political activity has stayed about the same, 14% said it had
increased, 5% decreased, and 15% were not sure.

Mason-Dixon Polling & Research 4




CPA - Zicklin Center — Survey of Boards of Directors

Pressure to Contribute?

At one time or another | have felt uncomfortably pressured by industry
or company colleagues to make or solicit political contributions.

| 915 TOTAL
s OISAGREE
| have felt uncomfortably pressured by elected
official to make political contributions.
TOTAL
" 33% DISAGREE
SOMEWHAT 90%

There is a strong consensus (90%) among directors that they are not
‘uncomfortably pressured’ to make or solicit political contributions by
company or industry colleagues.

An identical percentage (90%) said the same about pressure from elected
officials.

There was a good deal of intensity in response to both questions with nearly 6-

in-10 directors ‘strongly disagreeing’ that they felt pressure to make political
contributions.

Mason-Dixaon Polling & Research




CPA — Zicklin Center — Survey of Boards of Directors

Impact of Political Advocacy
&
Spending by Companies

Political advocacy and spending by my company and/or industry has
resulted in instances of favorable legislative, regulatory or tax treatment.

TOTAL
AGREE
29%

18%

AGREE SOMEWHAT

Political advocacy and spending by competitor companies or
industries have resulted in instances of unfavorable legislative,
regulatory or tax treatment of my company or industry.

TOTAL

7% T SR, SR AGREE
— . R SR o o
AGREE SOMEWHAT | sTRONGLY e

While 6-in-10 directors state that political activity is essential to their company’s
and industry’s competitiveness, twice as many (63%) say that political activity
by competitor companies or industries has resulted in unfavorable treatment
than favorable (29%).

Mason-Dixon Polling & Research 6



CPA - Zicklin Center — Survey of Boards of Directors

Familiarity with Campaign Finance
Laws & Own Company Political Activities

How familiar are you with your company's political
advocacy and activities, including political fundraising?

TOTAL

FAMILIAR
1 86%
35%
FAMILIAR
SOUEWHAT
Generally, how familiar are you with campaign finance
laws and regulations that govern corporate political
spending and activity?
TOTAL
FAMILIAR
66% 75%
FAMILAR
SOMEWHAT

Nearly 9-in-10 directors stated that they were familiar with the own
company’s political activity, with a majority (51%) of all directors saying that
they were ‘very familiar’, and 35% ‘somewhat’ familiar.

A substantial majority (75%) of directors say they are familiar with campaign
finance laws, (9% ‘very familiar’ and 66% ‘somewhat familiar’).

Mason-Dixon Polling & Research




CPA — Zicklin Center — Survey of Boards of Directors

Percentage Not Knowing Current Laws

CORP. REQUIRED TO DISCLOSE ALL POLITICAL SPENDING

1 88%

TRADE ASSOC. REQUIRED TO DISCLOSE MEMBERSHIP AND CANDIDATES
& ORG. THAT BENEFIT FROM POLITICAL EXPENDITURES

-1 86%

501c4s REQUIRED TO DISCLOSE MEMBERSHIP AND CANDIDATES & ORG.
THAT BENEFIT FROM POLITICAL EXPENDITURES

= 7%

BOARDS REQUIRED TO APPROVE & OVERSEE POLITICAL EXPENDITURES
= 63%

An overwhelming maijority of directors failed when tested on their professed
knowledge and familiarity with corporate campaign finance laws an.

The chart above illustrates that overwhelming majorities of directors incorrectly think
that all political contributions by corporations, trade associations and non-profits are
required to be disclosed.

More interestingly is the fact that 63% of directors mistakenly think that boards are
required to approve and oversee political expenditures.

Mason-Dixon Polling & Research 8




CPA — Zicklin Center — Survey of Boards of Directors

Current Internal Reporting & Processes

I am very confident that my company has the policies and oversightin
place to protect it from the risks associated with political spending.

TOTAL

&l 3% AGREE
AGREE SOMEWHAT 83%

My company has a ‘code of conduct' or other written policy that
provides guidance and governs political spending and activity.

TOTAL

AGREE il Agﬁ’EE
SCMOWHAT

My company provides directors with reports
on the company's political spending.

|

TOTAL
AGREE

24% 56%
SOMEWHAT

AGREE

89% of directors say they are confident that their company policies and
oversight protect the company from risks associated with political
spending.

81% say they have ‘codes of conduct’ or other policies that provided
guidance on political activity.

But, just over half 56% say the receive reports on their company’s political
spending, which belies their reported confidence in their oversight.

Mason-Dixon Polling & Research




CPA — Zicklin Center — Survey of Boards of Directors

Attitudes about Corporate Political Activity & Risk

Legal risk & risk to reputation

The lack of transparency and oversight in corporate political
activity encourages behavior that puts corporations at legal risk
and endangers corporate reputations.

AGREE

TOTAL
DISAGREE
59%

§

DISAGREE

While a majority (59%) disagreed, 4-in-10 (38%) directors think that lack of
transparency and oversight of corporate political activity ‘encourages
behavior’ that poses legal and reputational risks to companies.

Mason-Dixon Polling & Research 10




CPA — Zicklin Center — Survey of Boards of Directors

Attitudes about Corporate Political Activity & Risk

(continued)

In recent years high profile scandals related to corporate political activities
have damaged the public's confidence and trust in corporate America.

a™ TOTAL
AGREE AGREE
SovEWHAT _ 66%

Reforms in corporate political spending are
unnecessary to protect companies for risk.

AG 20%
REE SONEWHAT
TOTAL
DISAGREE
60%
2% 22% 4% £2% &8z

»  Two thirds (66%) of directors say that recent corporate scandals have
damaged the public’s trust and confidence in corporate America.

Mason-Dixon Polling & Research 11




CPA - Zicklin Center — Survey of Boards of Directors

Support for Specific Reform Proposals: Disclosure

Corporations should be required to publicly disclose
all corporate funds used for political purposes.

a7 TOTAL
SUPPORT SOMEWHAT S5U F;BPgRT

Corporations should be required to disclose the
standards governing their political spending.

oo TOTAL
- _ SUPPORT
SUPPORT SOMEWHAT _ 68%

Cofporations should be required to disclose payments made
to trade associations and other tax-exempt organizations
which are used for political purposes.

31% f TR R TS e | TOTAL

SONEWHAT SUPPORT
= 75%

SUPPORT

Corporations should be required to disclose their
political spending on the company's website.
TOTAL

7% SUPPORT
SUPPORT 10 SOlEWHAT 45%

+ Directors expressed strong support with substantial intensity in
each of the disclosure based reforms tested (with the exception of
posting their political spending on their company website).

Mason-Dixon Polling & Research
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CPA — Zicklin Center — Survey of Boards of Directors

Support for Specific Reform Proposals: Oversight

Corporations should identify the corporate officers
who manage the company’s political spending.

23%
SUPPORT - TOTAL
SOMEWHAT _ SUPPORT

60%

Corporate boards should oversee and/or
approve all direct and indirect political spending.

s - 8% TOTAL
UPPORT SONEWHAT su:ggm

Corporate political expenditures should require
the oversight of the board of directors.
TOTAL

24% | AGREE

[l

Corporate political expenditures should require
the approval of the board of directors.

21% TOTAL
AGREE - SOMEWHAT AGREE 57%

*  60% of directors support accountability by identifying corporate officers
who are responsible for political spending.

e Directors also stated support reforms codifying the boards’

accountability by requiring board oversight (62%) and explicit approval
(57%) of political spending.

Mason-Dixon Polling & Research 13



CPA — Zicklin Center — Survey of Boards of Directors

The Burden & Cost of Reform

Additional reporting requirements and transparency in corporate
political spending would be too burdensome and costly.

L TOTAL

DISAGREE

57%

2%, 3 A

g

i 3

f
by

* A majority (57%) of board members disagreed that these additional reporting
requirements and transparency in political spending would be too burdensome
and costly.

Mason-Dixon Polling & Research 14




Methodology: A total of 25656 members of boards of directors of Russell 2000 companies were interviewed by
telephone. Interviews were conducted between February 4 — 15, 2008. Margin of error is 6%.

1.  Generally, how familiar are you with campaign finance laws and regulations
that govern corporate political spending and activity?

VERY FAMILIAR 9%
SOMEWHAT FAMILIAR 66% 75%
NOT TOO FAMILIAR 16%
NOT FAMILIAR 9% 25%

2. How familiar are you with your company’s political advocacy and activities,
including political fundraising?

VERY FAMILIAR 51%
SOMEWHAT FAMILIAR 35% 86%
NOT FAMILIAR 14%
NOT SURE 0% 0%

3.  Areyou or other board members personally engaged in political and policy
advocacy for your corporation or industry with elected officials or regulatory

agencies?
YES 24%
NO 76%

4. Are you or other board members personally engaged in corporate or industry
political fundraising or spending?

YES 18%
NO 82%

5.  During your tenure as a corporate board member, has corporate political
activity, including political spending, increased, decreased or stayed about the

same?
INCREASED 14%
DECREASED 5%
STAYED THE SAME 66%
NOT SURE 15%

Mason-Dixon Polling & Research



10.

To the best of your knowledge, under current law, are corporations required or
not required to publicly disclose all of their political spending?

REQUIRED 73%
NOT REQUIRED 12%
NOT SURE 15%

Under current law, are corporate boards required or not required to approve
and oversee political expenditures?

REQUIRED 38%
NOT REQUIRED 37%
NOT SURE 24%

Are trade associations required to disclose their corporate members and the
candidates and political organizations that benefit from their political

expenditures?
REQUIRED 41%
NOT REQUIRED 14%
NOT SURE 46%

Are 501 c4 organizations required to disclose their contributors and the
candidates and political organizations that benefit from the political

expenditures?
REQUIRED 23%
NOT REQUIRED 23%
NOT SURE 54%

Corporations should be required to publicly disclose all corporate funds used
for political purposes.

STRONGLY SUPPORT 51%
SOMEWHAT SUPPORT 37% 88%
SOMEWHAT OPPOSE 9%
STRONGLY OPPOSE 3% 12%
NOT SURE 1%

Mason-Dixon Polling & Research 16



11.

12.

13.

14.

15.

Corporations should be required to disclose payments made to trade
associations and other tax-exempt organizations which are used for
political purposes.

STRONGLY SUPPORT 44%
SOMEWHAT SUPPORT 31% 76%
SOMEWHAT OPPOSE 17%
STRONGLY OPPOSE 6% 23%
NOT SURE 1%

Corporations should be required to disclose the standards governing their
political spending.

STRONGLY SUPPORT 39%
SOMEWHAT SUPPORT 29% 68%
SOMEWHAT OPPOSE 15%
STRONGLY OPPOSE 16% 31%
NOT SURE 1%

Corporations should identify the corporate officers who manage the company’s
political spending.

STRONGLY SUPPORT 37%
SOMEWHAT SUPPORT 23% 60%
SOMEWHAT OPPOSE 19%
STRONGLY OPPOSE 19% 38%
NOT SURE 2%

Corporate boards should oversee and/or approve all direct and indirect political
spending.

STRONGLY SUPPORT 32%
SOMEWHAT SUPPORT 28% 60%
SOMEWHAT OPPOSE 17%
STRONGLY OPPOSE 22% 39%
NOT SURE 1%

Corporations should be required to disclose their political spending on the
company’s website.

STRONGLY SUPPORT 24%
SOMEWHAT SUPPORT 21% 45%
SOMEWHAT OPPOSE 28%
STRONGLY OPPOSE 26% 54%
NOT SURE 1%

Mason-Dixon Polling & Research 17



16.

17.

18.

19.

20.

Reforms in corporate political spending are unnecessary to protect companies
for risk.

STRONGLY AGREE 18%
SOMEWHAT AGREE 20% 38%
SOMEWHAT DISAGREE 36%
STRONGLY DISAGREE 24% 60%
NOT SURE 2%

| am very confident that my company has the policies and oversight in place to
protect it from the risks associated with political spending.

STRONGLY AGREE 58%
SOMEWHAT AGREE 31% 89%
SOMEWHAT DISAGREE 7%
STRONGLY DISAGREE 3%
NOT SURE 1% 4%

Corporations should disclose dues to trade associations and other tax-exempt
organizations that are used for political purposes.

STRONGLY AGREE 38%
SOMEWHAT AGREE 26% 64%
SOMEWHAT DISAGREE 18%
STRONGLY DISAGREE 17% 35%
NOT SURE 2%

Corporate political expenditures should require the oversight of the board of
directors.

STRONGLY AGREE 38%
SOMEWHAT AGREE 24% 62%
SOMEWHAT DISAGREE 20%
STRONGLY DISAGREE 17% 36%
NOT SURE 2%

Corporate political expenditures should require the approval of the board of
directors.

STRONGLY AGREE 36%
SOMEWHAT AGREE 21% 57%
SOMEWHAT DISAGREE 20%
STRONGLY DISAGREE 23% 42%
NOT SURE 1%

Mason-Dixon Polling & Research
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21.

22,

23.

24.

25.

The lack of transparency and oversight in corporate political activity
encourages behavior that puts corporations at legal risk and endangers

corporate reputations.

STRONGLY AGREE
SOMEWHAT AGREE
SOMEWHAT DISAGREE
STRONGLY DISAGREE
NOT SURE

In recent years high profile scandals related to corporate political activities have
damaged the public's confidence and trust in corporate America.

STRONGLY AGREE
SOMEWHAT AGREE
SOMEWHAT DISAGREE
STRONGLY DISAGREE
NOT SURE

22%
16%
32%
28%
3%

26%
40%
16%
18%
0%

38%

59%

66%

34%

Effective and active political advocacy by our industry, including fundraising
and spending is essential to our industry’s competitiveness and bottom line.

STRONGLY AGREE
SOMEWHAT AGREE
SOMEWHAT DISAGREE
STRONGLY DISAGREE
NOT SURE

26%
37%
18%
18%
2%

63%

35%

Political advocacy and spending by competitor companies or industries have
resulted in instances of unfavorable legislative, regulatory or tax treatment of

my company or industry.

STRONGLY AGREE
SOMEWHAT AGREE
SOMEWHAT DISAGREE
STRONGLY DISAGREE
NOT SURE

Political advocacy and spending by my company and/or industry has resulted
in instances of favorable legislative, regulatory or tax treatment.

STRONGLY AGREE
SOMEWHAT AGREE
SOMEWHAT DISAGREE
STRONGLY DISAGREE
NOT SURE

17%
29%
29%
21%
3%

11%
18%
38%
28%
4%

Mason-Dixon Polling & Research
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51%

29%

66%
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26.

27.

28.

29.

30.

My company has a ‘code of conduct’ or other written policy that provides
guidance and governs political spending and activity.

STRONGLY AGREE 52%
SOMEWHAT AGREE 29% 82%
SOMEWHAT DISAGREE 11%
STRONGLY DISAGREE 5% 16%
NOT SURE 3%

My company provides directors with reports on the company's political
spending.

STRONGLY AGREE 33%
SOMEWHAT AGREE 24% 56%
SOMEWHAT DISAGREE 21%
STRONGLY DISAGREE 20% 41%
NOT SURE 3%

Additional reporting requirements and transparency in corporate political
spending would be too burdensome and costly.

STRONGLY AGREE 24%
SOMEWHAT AGREE 17% 41%
SOMEWHAT DISAGREE 30%
STRONGLY DISAGREE 27% 57%
NOT SURE 2%

At one time or another | have felt uncomfortably pressured by industry or
company colleagues to make or solicit political contributions.

STRONGLY AGREE 2%
SOMEWHAT AGREE 7% 10%
SOMEWHAT DISAGREE 31%
STRONGLY DISAGREE 59% 90%
NOT SURE 0%

At one time or another | have asked industry or company colieagues to make

political contributions.

STRONGLY AGREE 5%
SOMEWHAT AGREE 13% 18%
SOMEWHAT DISAGREE 25%
STRONGLY DISAGREE 57% 82%

Mason-Dixon Polling & Research
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31.

32.

33.

34.

| have felt uncomfortably pressured by elected official to make political
contributions.

STRONGLY AGREE 4%
SOMEWHAT AGREE 7% 11%
SOMEWHAT DISAGREE 33%
STRONGLY DISAGREE 57% 89%
NOT SURE 0%

How many years have you been a member of a board of directors?

<5 YEARS 24%
5-9 YEARS 19% 43%
10-19 YEARS 28%
20+ YEARS 28% 56%
REFUSED 0%

Are you an independent or outside director or not?

OUTSIDE 48%
NOT OUTSIDE 51%
REFUSED 2%

Would you consider your industry a highly regulated industry?

HIGHLY REGULATED 75%
NOT HIGHLY REGULATED 25%
REFUSED 0%

Mason-Dixon Polling & Research
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Editorial Summaries

Che New Jork Times

Corporate Donations and the S.E.C.

Published: April 24, 2013

“... Forcing publicly traded corporations into the sunlight would be an enormous step toward
facing the threat of political corruption posed by stealth donations... The fury of the opposition
is already evident as trade associations like the United States Chamber of Commerce issue alerts
to members that free speech rights are about to be trampled. Not according to Justice Anthony
Kennedy in Citizens United, who noted that ‘shareholder objections raised through the
procedures of corporate democracy” would provide accountability by companies now free to hide
donations through trade associations.” More: http:/nyti.ms/13QqqWq

SLos Angeles Times

SEC and political spending

Published: May 7, 2013

“When the Supreme Court — in our view wrongly — ruled that corporations had a constitutional
right to spend their money to influence elections, it also said that disclosure of such expenditures
‘permits citizens and shareholders to react to the speech of corporate entities in a proper way.” In
that spirit, the Securities and Exchange Commission should heed a petition drive to require
publicly traded companies to disclose their political spending to investors.” More:
http://lat.ms/16G44Fb

Forbes

SEC's Political Disclosure Proposal Will Improve Corporate Governance

Published: April 25, 2013

“From a corporate governance standpoint, it is difficult to argue against more transparency,
however. Even if such political donations amount to a small portion of a company’s resources,
they represent the type of spending that is critical to not just shareholders, but other corporate
stakeholders. Just as some sharcholders, consumers, and vendors look at a company’s stance on



affirmative action or gay rights, or analyze a company’s environmental record... or scrutinize its
relationships with unsavory governments, they should be able to see how a corporation
participates in our democracy.” More: http://onforb.es/10Cv8t8

Ciies

Editorial: Keep closer tabs on corporate political spending
Published: May 10, 2013

“The proposed SEC rule would end that charade and require publicly traded corporations to
reveal how they spend shareholder money for political purposes. The proposal is an early test of
newly installed SEC Chairwoman Mary Jo White, who pledged to be a vigilant guardian over
Wall Street abuses. By approving the enhanced disclosure rule, White can send a clear message
that she intends to be more sheriff than bystander.” More: http://bit.ly/17¢cipPl

THE SACRAMENTO BEE

Editorial: SEC could lead on disclosure of campaign funds
Published: April, 28, 2013

“A decision on that petition will test Mary Jo White, the former federal prosecutor from
Manhattan who is President Barack Obama's new SEC chairwoman. White should heed the pleas
from a record 500,000 people who have asked the commission to adopt such a rule. Petitioners
include deep thinkers such as law professors Lucian A. Bebchuk of Harvard and Robert Jackson
of Columbia, who have led the effort, and advocates such as Public Citizen, which helped
organize the petition drive. There also are thousands of investors who are trying to follow their
conscience.” More: http://bit.ly/150yelT

Bloomberg

SEC Should Make Companies Disclose Political Spending
Published: May 8, 2013

“More transparency, in both politics and finance, is almost always better... If corporations want
to play in the political arena, they should have the fortitude to do so openly and be held
accountable for it. The voting public might not care to have a role in the matter... But



shareholders, at least, will be in a position to accept or reject the use of their money for political
ends.” More: http://bloom.bg/10HgZ6N

USA
TODAY.

A CAMMETT COMPANY

Make companies disclose political spending: Our view
Published: May 2, 2013

Thanks to the power of the Internet, Kennedy wrote in the landmark Citizens United decision,
"shareholders can determine whether their corporation's political speech advances the
corporation's interest in making profits, and citizens can see whether elected officials are 'in the
pocket' of so-called moneyed interests."

Alas, the world he described does not exist. Citizens and shareholders can't make these
determinations because they lack the basic information to do so. More: http://usat.ly/ZnTg]L

The Seattle Times

Editorial: SEC should require public companies to disclose political contributions
Published: April 30, 2013

“It is time to make disclosure a requirement for all public companies....If the owners of a
company want to know what political causes it supports, it ought to tell them, because it is their
company. People want to know. They want to know what their company is saying, and what
other companies are saying to them.The SEC has been compelling corporate disclosure for
almost 80 years. It has the power to do this, and it should do it.” More: http://bit.1y/181XV3i
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2013 Media Clips Summary

The Hill, August 20, 2013

SEC disclosure rule on political spending needed

[ http://thehill.com/blogs/congress-blog/economy-a-budget/317723-sec-disclosure-rule-on-political-
spending-needed-to-protect-shareholders-and-well-functioning-markets |

The Center for Public Integrity, July 25, 2013

More corporations revealing 'dark money' donations

[ http://www.publicintegrity.org/2013/07/25/13047/more-corporations-revealing-dark-money-
donations ]

Bloomberg Business Week, July 24, 2013

Business Leaders Say U.S. Political Giving Is ‘Pay to Play’

[ http://www.businessweek.com/news/2013-07-24/business-executives-say-u-dot-s-dot-political-giving-
is-pay-to-play ]

Directors and Boards, July, 2013
Political spending: Big risk for boards
[ http://www.politicalaccountability.net/index.php?ht=a/GetDocumentAction/i/7969 ]

Reuters, June 24, 2013

SEC should force companies to disclose their political spending

[ http://blogs.reuters.com/great-debate/2013/06/24/sec-should-force-companies-to-disclose-their-
political-spending/ ]

Yahoo Finance, June 17, 2013

It's Time for the SEC to Regulate Political Spending By Public Companies

[ http://finance.yahoo.com/blogs/the-exchange/time-sec-regulate-political-spending-public-companies-
202544912.html ]

Corporate Counsel, June 4, 2013

Harvard Prof. Says SEC Can Require Political Donation Info
[http://www.law.com/corporatecounsel/PubArticleCC.jsp?id=1202602655841&amp;Harvard_Prof_Says
_SEC_Can_Require_Political_Donation_Info&amp;slreturn=20130507143626 ]

Huffington Post, May 28, 2013
Corporate Political Spending Targeted In Shareholder Meetings
[ http://www.huffingtonpost.com/2013/05/09/corporate-political-spending_n_3247055.html ]




HuffPost Live, April 30, 2013

Show Me The Donations!

Video: [ http://live.huffingtonpost.com/r/segment/corporate-political-donations-
sec/517e81ac2b8c2a1d5d000586 ]

UP with Steve Kornacki, April 28, 2013

Rare chance to make corporations disclose secret political spending
Video: [ http://video.msnbc.msn.com/up/51692720#51692720 ]

NPR, April 27, 2013

Plan Would Force Public Companies To Reveal Political Gnvmg
[ http://www.npr.org/blogs/itsallpolitics/2013/04/26/179277823/plan-would-force-public-companies-

to-reveal-political-giving ]

Bloomberg, April 25, 2013

Shareholders Force Firms to Reveal Secret Political Funds

[ http://www.bloomberg.com/news/2013-04-25/shareholders-force-firms-to-reveal-secret-political-
funds.html ]

Lifting the Veil on Corporate Political Spending
Video: [ http://www.bloomberg.com/video/lifting-the-veil-on-corporate-political-spending-

seLhwwLzQP6rlixQoiohog.html ]

Bozeman Daily Chronical, April 24, 2013

Guest column: Secret political spending stacks the deck against small businesses

[ http://www.bozemandailychronicle.com/opinions/guest_columnists/article_b55d1aba-acf0-11e2-
a835-0019bb2963f4.html ]

The New York Times, April 23. 2013

S.E.C. Is Asked to Require Disclosure of Donations

[ http://www.nytimes.com/2013/04/24/us/politics/sec-is-asked-to-make-companies-disclose-
donations.html?pagewanted=all ]

The Fight Over Political Donations

Video: [ http://www.nytimes.com/video/2013/04/24/us/politics/100000002189365/fight-over-political-
donations.html ]

Bloomberg, April 16, 2013

SEC: More than 500,000 Calls for Corporate Spending Disclosure
[ http://go.bloomberg.com/political-capital/2013-04-16/sec-more-than-500000-calls-for-corporate-

spending-disclosure/ ]

The Hill, April 16, 2013

Watchdogs press new SEC chairwoman to expose corporate cash in politics

[ http://thehill.com/blogs/regwatch/business/294203-watchdogs-press-new-sec-chairwoman-to-
expose-corporate-cash-in-politics ]



NPR, April 12, 2013

Thousands Petition SEC To Disclose Corporate Political Spending

[ http://www.lansingstar.com/business-a-technology/9467-eighteen-political-spending-agreements-
reached ]

Pensions and Investments, April 9, 2013

5 companies agree to disclose political spending after prodding from DiNapoli
[ http://www.pionline.com/article/20130409/DAILYREG/130409878/5-companies-agree-to-disclose-

political-spending-after-prodding-from-dinapoli

USAToday, April 5, 2013

Companies face pressure on political spending
[ http://www.usatoday.com/story/news/politics/2013/04/04/corporate-political-spending-

sec/2053059/ ]

New York Times, March 20, 2013

Companies: Show Us the Money
[ http://www.nytimes.com/2013/03/21/opinion/companies-show-us-the-money.htmi?_r=0]

Roll Call, March 5, 2013

K Street Files: FEC Complaint Targets Chevron, GOP Group

[ http://www.rollcall.com/news/k_street_files_fec_complaint_targets_chevron_gop_group-222859-
1.html]

Huffington Post, March 5, 2013
Chevron Super PAC Contribution Complaint Raises Its Own Questions
[ http://www.huffingtonpost.com/2013/03/05/chevron-super-pac-contribution_n_2814113.html ]

Reuters, Feb. 22, 2013
New York fund withdraws political spending lawsuit against Qualcomm
[ http://www.reuters.com/article/2013/02/22/us-qualcomm-nylawsuit-idUSBRE91L0IT20130222 ]

New York Times, Feb. 19, 2013
Campaign Donations and Political Corruption
[ http://www.nytimes.com/2013/02/20/opinion/campaign-donations-and-political-corruption.html ]

MarketWatch, Feb. 7, 2013

Shareholders guestion corporate political spending
[ http://www.marketwatch.com/story/shareholders-question-corporate-political-spending-2013-02-07 ]

Politico, Feb. 5, 2013
Disclosure is hardly un-American
[ http://www.politico.com/story/2013/02/disclosure-is-hardly-un-american-87167.html ]

Los Angeles Times, Jan. 8, 2013

Advocates cheer SEC consideration of corporate disclosure rule

[ http://www.latimes.com/news/politics/la-pn-sec-campaign-spending-disclosure-
20130108,0,55217.story ]




The Nation, Jan. 8, 2013

Will the SEC Force More Campaign Finance Disclosure?
[ http://www.thenation.com/blog/172066/will-sec-force-more-campaign-finance-disclosure# ]

Politico, Jan. 8, 2013

Campaign finance fight lands at the SEC’s door
[ http://dyn.politico.com/printstory.cfm?uuid=17BD4274-DBES-6368-0006A5BD4022F380 ]

Bloomberg, Jan. 8, 2013

Political Disclosure on SEC Agenda
[ http://go.bloomberg.com/political-capital/2013-01-08/political-disclosure-on-sec-agenda/ ]

Mother Jones, Jan. 8, 2013

SEC Could Require Corporations to Disclose Their Dark Money
[ http://www.motherjones.com/mojo/2013/01/sec-corporate-disclosure-dark-money ]

Huffington Post, Jan. 8, 2013

Corporate Political Spending Pushes SEC To Consider Disclosure Rule
[ http://www.huffingtonpost.com/2013/01/08/corporate-political-spending_n_2432618.html ]

The Hill, Jan. 8, 2013

Campaign reformers applaud action on corporate giving rule

[ http://thehill.com/blogs/on-the-money/corporate-governance/276107-campaign-reformers-applaud-
action-on-corporate-giving-rule ]

Roll Call, Jan. 8, 2013

Coalition Presses for Rules on Corporate Political Spending

[ http://www.rollcall.com/news/coalition_presses_for_rules_on_corporate_political_spending-220641-
1.htmi?pos=olobh ]

Kansas City Star, Jan. 8, 2013

Advocates cheer SEC consideration of corporate disclosure rule
[ http://www.kansascity.com/2013/01/08/4000450/advocates-cheer-sec-consideration.html ]

Economic Times, Jan. 8, 2013

Backers of corporate political disclosure cheered by US notice

[ http://articles.economictimes.indiatimes.com/2013-01-09/news/36237674_1_disclosure-sec-
spokesman-john-nester-sec-division ]

Bloomberg, Jan. 7, 2013

Political-Disclosure Rule Seekers See Hopeful Sign on SEC Agenda

[ http://www.bloomberg.com/news/2013-01-07/political-disclosure-rule-seekers-see-hopeful-sign-on-
sec-agenda.html ]



Large Majorities Of U.S. Business Executives
Agree That The Solutions Are Limits And

Disclosure

90% support reforms that disclose all individual, corporate,
and labor contributions to political committees.

89% want limits on how much money individuals, corpora-
tions, and labor can give to political candidates.

89% want limits on how much money individuals, corpora-
tions, labor, and independent political organizations
can spend for political purposes during an election.

American Business Leaders On Campaign Finance/Reform - June 2013 - Hart/American Viewpoint for




Research Methodology

B Hart Research (D) and American Viewpoint (R) formed a bipartisan
research team to conduct an online nationwide survey among 302

business executives for the Committee for Economic Development
(CED).

B The survey was conducted May 29 — June 3, 2013.

B Job titles for respondents were restricted to owner, president,
chairman, partner, CEO, COOQO, CFO, senior vice president,
department head, vice president, director, and administrator.

B All respondents work for a company with at least five employees,
including approximately 120 respondents who work for a company
with at least 1,000 employees.

B While online surveys are not sampled surveys, a comparable
sampled survey of this size would have a statistical margin of
sampling error of £5.64 percentage points.

American Business Leaders On Campaign Finance/Reform - June 2013 - Hart/American Viewpoint for




The SEC and Dark Political Money:

An Historical Argument for Requiring Disclosure

Ciara Torres-Spelliscy
Stetson University - College of Law

June 18, 2013

Abstract:

In traveling across the country to talk about the impact of the Supreme Court’s 2010 decision in Citizens
United, I frequently encounter resistance from audiences when I suggest that the Securities and
Exchange Commission ("SEC” or the “Commission”) has a vital role to play in providing greater clarity
about corporate money in the American political process. One version of this objection is: “you're asking
the wrong thing of the wrong agency.” This paper is meant to provide a fulsome explanation about why
the SEC should continue its leadership in fighting pay-to-play corruption by requiring transparency of
corporate political spending across the board.

Some may think regulating money in politics is outside the SEC's wheelhouse. But this is a mistaken view.
Contrary to common misconceptions, securities regulators had to grapple with the problem of corporate
money in politics four decades before Citizens United. In actuality, the SEC has been sitting at the nexus
of campaign finance law and corporate securities law since the mid-1970s. In addressing this issue, I first
explore the investigations conducted by the SEC of public companies following the Watergate scandal,
which revealed that corporate treasury funds had been given to President Richard Nixon's 1972 reelection
campaign. The SEC found that the money that went to Nixon’s campaign was just the tip of the iceberg.
The SEC discovered that hundreds of American companies had made political payments to both political
parties in American elections as well as significant payments to politicians abroad, much of these political
payments were made secretly in ways that hid them from investors. Following this discovery, the SEC
was instrumental in pushing Congress to pass the Foreign Corrupt Practices Act to require more corporate
transparency as well as to outlaw bribery of foreign officials by US businesses.

The next major intervention of the SEC into the regulation of money in politics came in the 1990s when
SEC Chair Arthur Levitt made fighting pay to play in the municipal bond market a top priority for the
Commission. The SEC found that contracts to underwrite municipal bonds were often being awarded to
those investment companies that had given sizable campaign contributions to state and local elected
officials. Many investment companies, it appeared, were “paying to play” in the profitable municipal
bonds market — essentially, rigging the awarding of government contracts. To stop this practice, the SEC
through the Municipal Securities Rulemaking Board (MSRB) promulgated Rule G-37 to clamp down on
pay-to-play corruption. Finally in 2010, after a string of further embarrassments in the public pension
fund market sent numerous elected officials to jail for kickback schemes, the SEC acted again to curb pay
to play in this market as well. This time the SEC promulgated Rule 206(4)-5, which restricts the amount
of campaign money investment advisers can give to public officials in charge of investments for public
pensions.

This piece argues that just as the SEC acted in these three previous cases to prevent corruption in the
capital markets whether the source was foreign or domestic, federal state or local, the Commission
likewise has a duty to step up to the plate to provide sensible new rules for corporate political spending
again post-Citizens United. Citizens United is the Supreme Court case from 2010 which allow corporations
to spend an unlimited amount of money in state and federal American elections. Already, millions of
dollars that can be traced from publicly traded companies has been spent in the 2010 and 2012 federal
and state elections. Unfortunately, there are hundreds of millions of dollars being spent in the federal



election alone that cannot be traced. Investors and voters are left in the dark about how much of this
money is from public companies.

This new era of corporate political spending raises a similar problem of transparency for investors as the
previous three cases and threatens the integrity of our capital markets. This is why the SEC should act on
Petition No. 4-637 to establish clarity of how much money is being spent by public companies for exactly
which political causes, candidates and parties.
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“Integrity is not some impractical notion dreamed up by naive
do-gooders. Our integrity is the foundation for, the very basis
of our ability to do business. If the market economy ever goes
under, our favorite socialist economics and government

regulators won’t be to blame. We will.”
— A.W. Clausen, President of the Bank of America (1976)

Executive Summary

n 2011, 10 corporate law professors petitioned the Securities and Exchange

Commission (“SEC” or the “Commission”) asking for a new rule requiring

transparency of corporate political spending. This report argues that the SEC
should act on this Petition. The SEC has already been regulating corporate money in
politics in various guises for the past forty years, and so its jurisdiction on this
matter is well established. Furthermore, unlike other nations, such as the United
Kingdom, the United States is uniquely ill-equipped to deal with the new and
growing phenomenon of corporate political spending, unleashed by the Supreme
Court’s Citizens United v. Federal Election Commission decision in 2010. Much of
corporate political spending had simply not been allowed in the US until recently,
and thus there are no federal laws or regulations in place to ensure responsible
corporate governance will be in place to cope with this type of political spending.

In addressing this issue, I first explore the investigations conducted by the SEC of
public companies following the Watergate scandal, which revealed that corporate
treasury funds had been given to President Richard Nixon’s 1972 reelection
campaign. The SEC found that the money that went to Nixon’s campaign was just
the tip of the iceberg. The SEC discovered that hundreds of American companies
had made political payments to both political parties in American elections as well
as significant payments to politicians abroad, much of these political payments were
made secretly in ways that hid them from investors. Following this discovery, the
SEC was instrumental in pushing Congress to pass the Foreign Corrupt Practices Act
to require more corporate transparency as well as to outlaw bribery of foreign
officials by US businesses.

The next major intervention of the SEC into the regulation of money in politics came
in the 1990s when SEC Chair Arthur Levitt made fighting pay to play in the
municipal bond market a top priority for the Commission. The SEC found that
contracts to underwrite municipal bonds were often being awarded to those
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investment companies that had given sizable campaign contributions to state and
local elected officials. Many investment companies, it appeared, were “paying to
play” in the profitable municipal bonds market - essentially, rigging the awarding of
government contracts. To stop this practice, the SEC through the Municipal
Securities Rulemaking Board (MSRB) promulgated Rule G-37 to clamp down on pay-
to-play corruption.

Finally in 2010, after a string of further embarrassments in the public pension fund
market sent numerous elected officials to jail for kickback schemes, the SEC acted
again to curb pay to play in this market as well. This time the SEC promulgated Rule
206(4)-5, which restricts the amount of campaign money investment advisers can
give to public officials in charge of investments for public pensions.

This piece argues that just as the SEC acted in these three previous cases to prevent
corruption in the capital markets whether the source was foreign or domestic,
federal state or local, the Commission likewise has a duty to step up to the plate to
provide sensible new rules for corporate political spending again post-Citizens
United. Citizens United is the Supreme Court case from 2010 which allow
corporations to spend an unlimited amount of money in state and federal American
elections. Already, millions of dollars that can be traced from publicly traded
companies has been spent in the 2010 and 2012 federal and state elections.
Unfortunately, there are hundreds of millions of dollars being spent in the federal
election alone that cannot be traced. Investors and voters are left in the dark about
how much of this money is from public companies.

This new era of corporate political spending raises a similar problem of
transparency for investors as the previous three cases and threatens the integrity of
our capital markets. This is why the SEC should act on Petition No. 4-637 to
establish clarity of how much money is being spent by public companies for exactly
which political causes, candidates and parties.
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Introduction

In traveling across the country to talk about the impact of the Supreme Court’s 2010
decision in Citizens United, | frequently encounter resistance from audiences when |
suggest that the Securities and Exchange Commission (“SEC” or the “Commission”)
has a vital role to play in providing greater clarity about corporate money in the
American political process. One version of this objection is: “you’re asking the
wrong thing of the wrong agency.” This paper is meant to provide a fulsome
explanation about why the SEC should continue its leadership in fighting pay-to-play
corruption by requiring transparency of corporate political spending across the
board.

Contrary to common misconceptions, securities
regulators had to grapple with the problem of
corporate money in politics four decades before
Citizens United.

Some may think regulating money in politics is outside the SEC’s wheelhouse. But
this is a mistaken view. Contrary to common misconceptions, securities regulators
had to grapple with the problem of corporate money in politics four decades before
Citizens United. In actuality, the SEC has been sitting at the nexus of campaign
finance law and corporate securities law since the mid-1970s.

Part . The SEC’s Leadership after the Dark Days of
Watergate

The last time the SEC took a probing look into corporate political spending, the
Commission found a rats’ nest.! Forty years ago, the SEC took a leadership role in
investigating political contributions by US corporations in the aftermath of the
Watergate scandal, which through the investigation of Congress and prosecutors
had revealed illegal corporate political contributions to the Nixon campaign from
public companies.

All told, during the Watergate prosecutions, 21 companies pleaded guilty to charges
of making illegal corporate contributions totaling $968,000.2 Among the companies
that ran afoul of the corporate campaign finance laws in Nixon’s reelection
campaign were several companies that are still around today.3 As Former FEC Chair
Trevor Potter stated: “[M]ajor corporations ... violated the law: ITT, American
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Airlines, Braniff, Ashland Oil, Goodyear Tire & Rubber, Gulf, Philips, Greyhound—
those were just a few of the well-known corporations caught up in the Watergate
campaign financing scandal: 31 executives ended up being charged with criminal
campaign violations, and many plead guilty.”* Other companies ensnared in the
Watergate corporate contribution scandal included 3M, Carnation, American Ship
Building, Diamond International, Hertz, Lehigh Valley Cooperative Farmers, and
Northrop.5

A. The SEC Got to the Bottom of the Secret Corporate Funds More Effectively than the
Watergate Prosecutors

“How does Gulf Oil record a transaction of a
$50,000 cash payment? | wanted to know, what
account did they charge? Do they have an

account called ‘Bribery’?”
— Former Director of SEC Enforcement Stanley Sporkin

Stanley Sporkin, then-Director of SEC Enforcement, was curious about how
corporate payments from publicly traded corporations, revealed during the
Watergate investigations, could make their way into a presidential campaign when
such donations were patently illegal.¢6 He remarked, “[w]hat sparked my interest
was the fact that these were cash payments to the Committee to Reelect the
President which came directly out of the corporate treasuries. And I knew that was
illegal.”” Mr. Sporkin continued:

How does Gulf Oil record a transaction of a $50,000 cash payment? |
wanted to know, what account did they charge? Do they have an
account called “Bribery”? And so | decided to ask one of my
investigators to go out and find out how they did it . ... When we
looked into these funds, we found out they were not only being used
domestically in the United States for illegal campaign contributions,
but we found that the same monies were being used to bribe officials
overseas in connection with the companies’ business.8

The SEC stepped in to investigate whether the 21 companies ensnared by Watergate
were just a few bad apples, or whether the whole barrel was rotten.?

The SEC picked up where other Watergate congressional and prosecutorial
investigations left off. The more the SEC investigated, the deeper the rabbit hole of
corporate political donations went.!® Corporate donations flowed not only to
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Nixon’s campaign, but also to Democrats.1l As author J. Anthony Lukas reported:
“[3M, for example,] conceded that between 1963 and 1972 it doled out at least
$634,000 in 390 contributions to politicians of both parties.”2 Furthermore, the
corporate political spending was not just bipartisan; it was also international.13

In reaction, the SEC required voluntary disclosure by publicly traded corporations of
questionable foreign and domestic political payments.1* Hundreds of companies
stepped forward to confess that they too had a secret political fund.!®> The SEC was
disturbed by the obfuscation they uncovered. As the SEC reported to Congress in
1976: “The almost universal characteristic ... has been the apparent frustration of
our system of corporate accountability which . . . [requires] not omit[ing] or
misrepresent[ing] material facts. Millions of dollars ...have been inaccurately
recorded in corporate books and records to facilitate the making of questionable
payments.”¢6 The SEC explained the depth of the deception by publicly traded
companies included, “falsifications of corporate financial records, designed to
disguise or conceal the source and application of corporate funds misused for illegal
purposes, as well as the existence of secret ‘slush funds’ disbursed outside the
normal financial accountability system.”17

“The most distressing aspect of all this — more
distressing, if possible, than the realization that
many corporations had deliberately, knowingly,
wittingly, and as the result of command from the
highest levels, flaunted the American election
laws — was the discovery that frequently these
payments were made out of substantial pools of
money that had been sucked out of the corporate

accountability process and squirreled away...”
— Then-SEC Commissioner A. A. Sommer, Jr.

The scope of the questionable and illegal payments was quite sizable, occurring in
nearly 500 top American firms.18 Then-SEC Commissioner A. A. Sommer, Jr. painted
a gruesome picture of the corporate political spending in the decades leading up to
the 1970s. 1 quote from him at length to show the magnitude of the deception the
SEC uncovered:

[W]e have indeed lost our innocence; we have in a sense known sin
and been repelled by its face... Among the most distressing of
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disclosures has been the revelation that many large corporations have
engaged in a variety of misdeeds ... to an extent never imagined....
[TThe pattern of illegal political contributions extended back many
years... [T]hese contributions were carefully planned, artfully
concealed and in no sense the fruit of illicit pressures. The means of
tucking the money away for future distribution were often carefully
developed, with clear assignments of responsibilities and well-
developed techniques for the bestowal of the favors. The most
distressing aspect of all this — more distressing, if possible, than the
realization that many corporations had deliberately, knowingly,
wittingly, and as the result of command from the highest levels,
flaunted the American election laws — was the discovery that
frequently these payments were made out of substantial pools of
money that had been sucked out of the corporate accountability
process and squirreled away in the accounts of overseas agents, Swiss
bank accounts, Bahamian subsidiaries, and in various other places
where the use of the money would be free of the questions of nosey
auditors, responsible directors, and scrupulous underlings. These
systems were characterized by such interesting phenomena as the
transportation in suitcases of vast sums of money in one hundred
dollar bills by top executives. False or misleading entries were made
in the books of corporations to conceal the true purposes for which
the money was used.... [I]Jt was the executive suite itself which was
engaged in deceit, cunning and deviousness worthy of the most fabled
political boss or fixer.1?

What the SEC found post-Watergate was galling and it had real consequences
abroad. Heads of state in Japan, the Netherlands and Italy all resigned.2? In other
words, President Nixon was not the only head of state to leave office in the wake of
Watergate. Rather, the impact of corporate political spending was felt in capitols
across the globe.

In light of these post-Watergate revelations of gross corporate misconduct, with
respect to political expenditures here and abroad, the sitting SEC Commissioners in
the 1970s touted the need for better reporting from companies. Not surprisingly,
central among the legislative fixes to this problem was a strict requirement to keep
accurate corporate books and records.2!

Transparency was one of the solutions to the problem uncovered in the 1970s. As
Commissioner Sommer told the American Institute of Certified Public Accountants,
“investors are... rational people... To make a rational choice in any matter,
information is essential - and the possibility of a rational choice is enhanced if that
information has certain characteristics. Investors must have information that is
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sufficient, timely, reliable and fairly presented.”?2 In other words, for market
discipline to work, transparency is essential.

B. The SEC Proposed Legislation that became the Foreign Corrupt Practices Act

The SEC Commissioners put their revulsion to work and urged Congress to tighten
the rules on internal accounting and the rules for the use of corporate funds for
donations to foreign officials. These suggestions would eventually become the
Foreign Corrupt Practices Act of 1977 (FCPA).

Congress enacted the FCPA23 to restore public confidence in the integrity of the
American capital markets.2* The FCPA amended the Securities Exchange Act of
1934 (the “1934 Act”) to require registered issuers to keep detailed books, records,
and accounts that accurately record corporate payments and transactions.?> The
FCPA also requires SEC registered issuers to institute and maintain an internal
accounting control system.26 Thirdly, the FCPA prohibits domestic corporations,
whether or not registered with the SEC, from bribing a foreign official, a foreign
political party, party official, or candidate for the purpose of obtaining or
maintaining business.2’ The FCPA applies to political contributions abroad if they
are made with corrupt motives.28

Since 1978 the SEC, along with the Department of Justice, have had jurisdiction over
campaign contributions used for foreign bribes. Schering-Plough gave $76,000 to a
charity headed by a Polish official that purchased health materials for Polish
hospitals. As a result, Schering-Plough paid a $500,000 civil penalty.2® Titan paid
$3.5 million to an agent in Benin who funneled the money to the election of Benin'’s
incumbent president. This led to Titan’s paying $28.5 million in penalties for
violating the FCPA.30

Part Il. SEC Chair Levitt’s Leadership on Municipal Bond
Pay to Play in the 1990s

In the 1990s, the SEC responded once again to the problem of corporate money in
politics. Right out of the gate, the SEC under President Clinton made addressing pay
to play in the municipal bond market a top priority.3! What brought the SEC into
this regulatory space was foresight of its then-Chair Arthur Levitt Jr.32 Mr. Levitt
was gravely troubled that the municipal bond market wasn’t functioning as a
normal market. Rather, the award of lucrative underwriting contracts seemed to
flow not necessarily to the best talent, but rather to the most politically connected.33
Chair Levitt made a mini-crusade of fighting pay to play. He intoned: “Municipal
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finance is the number one priority of the Commission ... It's an obsession of mine,
and we're going to come down hard.”3+

Corruption damages both the government and the private sector as resources are
not allocated for their most productive use.35 Pay to play in the municipal bond
market is not a victimless practice because it can steer government contracts not to
the most efficient business partner, but rather to the best connected. This, in turn,
can cost the government more than if a contract was awarded on a competitive and
lowest cost basis. As one author articulated: “pay to play harms the public.
Taxpayers and investors are harmed ...[because it] cheats taxpayers out of the
quality services taxpayers would receive if pay to play conduct were not
involved...[and costs are passed on to] federal, state or local government(s].”36

The “municipal” bond market is a bit of a misnomer since the market includes both
state and locally issued bonds.3” The size of the market is vast as states and their
political subdivisions raise money for public works by borrowing it. As economists
explained, “[m]unicipal securities are debt obligations issued by over 50,000 units
of state and local governments such as cities, counties, and special authorities or
districts. Well over one million different municipal securities are outstanding...”38

The muni-bond market has continued to grow over the past two decades. In 1995,
there was $1.3 trillion in outstanding municipal debt.3° Federal Reserve economists
estimated the municipal bond market at $1.9 trillion in 2005.4° Five years later, the
New York Times reported the municipal bond market stood at an estimated $2.7
trillion with $21.4 billion new issues scheduled in 2010 alone.#! In the 2011-2012
period, the municipal bond market had an estimated value of $3.73 trillion.42 Or as
author Michael Lewis summed the state of play up for Vanity Fair, “[flrom 2002 to
2008, the states had piled up debts right alongside their citizens’: their level of
indebtedness, as a group, had almost doubled, and state spending had grown by
two-thirds."43

The market for underwriting municipal bonds is competitive with large
commissions at stake for the investment bank which wins the contract.
Commissions that can be earned by underwriters in the municipal bond market are
big because the market is so massive.#* The fees were also large pre-1994 because
they were not negotiated as arms-length transactions because of pay to play. As
former Counsel to the SEC Jon B. Jordan explained, “dealers and underwriters use
political contributions to the campaigns of elected officials in order to solicit
municipal bond business for their firms. These contributions are specifically
directed to the campaigns of elected officials who will in turn favor those firms that
contributed to them when it is time to select dealers for municipal bond work.”45
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Underwriters were able to extract larger fees in negotiated deals (as compared to
competitively bid deals) with municipal bond issuers by donating political campaign
contributions to politicians with control over the bonds. As economists Alexander
W. Butler, Larry Fauver, and Sandra Mortal found:

When underwriting firms routinely made political campaign
contributions to win underwriting business from the state, gross
spreads were significantly higher, but only for negotiated bid deals,
i.e, those deals that can be allocated on the basis of political
favoritism. The effect is statistically significant and economically
large—it ranges from 11.8 to 13.8 basis points, depending on the
specification. ... In contrast, competitive deals, which offer no room for
favoritism, have fees that are only negligibly higher (and generally not
statistically significant).  This result continues to hold when
controlling for underwriter fixed effects. We interpret these higher
fees as the quid pro quo for political campaign contributions.46

These results have been replicated in other economic studies.4’

Charles Anderson who retired as manager of tax-exempt bond field operations for
the Internal Revenue Service summed up the problem for the New York Times in the
following way, “[i]t’s rare to sell a Senate seat, but it's not rare to sell a bond deal...
Pay-to-play in the municipal bond market is epidemic.”8

“I have myself experienced someone sitting across
the table from me saying that she would need a
$50,000 from me for a candidate who was running
for office and | said | wasn’t able to do that and
she said, ‘Well, then | have to be very frank with
you. You are not going to do any business with

this particular client.””
— Former MSRB Chair David Clapp

SEC Chair Levitt urged the Municipal Securities Rulemaking Board (MSRB), the self-
regulating organization (SRO) which has been authorized by Congress to make rules
for the municipal bond market,49 to promulgate rules banning pay to play.>® The
Board did just that with Rule G-37. This rule was approved by the SEC5! In the
SEC's Release on the Rule G-37, it explained the motivation for the rule: “Unlike
general campaign financing restrictions, .. which ... combat unspecified forms of
undue influence and political corruption, [these] conflict of interest provisions, ... are
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tied to a contributor’s business relationship with governmental entities and are
intended to prevent fraud and manipulation.”52

Looking back on the sordid practices that motivated Rule G-37, David Clapp, the
1994 Chair of the MSRB, reminisced in 2011:

I have myself experienced someone sitting across the table from me
saying that she would need a $50,000 from me for a candidate who
was running for office and I said | wasn't able to do that and she said,
“Well, then I have to be very frank with you. You are not going to do
any business with this particular client.”s3

Mr. Clapp’s experiences in the municipal bond market were not atypical.5¢

Shortly after being promulgated, MSRB Rule G-37 was challenged in federal court.
In upholding the constitutionality of Rule G-37, the D.C. Circuit Court of Appeals
explained political contributions have both positive and negative aspects—being
one part free speech and one part bribery.

Contributions. . . . may communicate support for a candidate and his
ideas, but they may also be used as the cover for what is much like a
bribe: a payment that accrues to the private advantage of the official
and is intended to induce him to exercise his discretion in the donor’s
favor, potentially at the expense of the polity he serves.55

The Court went on to explain that the parallel between the government's interest in
defending the integrity of the market and the integrity of the political system: “here
the effort is to safeguard a commercial marketplace. ... In every case where a quid in
the electoral process is being exchanged for a quo in a particular market where the
government deals, the corruption in the market is simply the flipside of the electoral
corruption.”s¢

Indeed the Court found the conflict of interest between underwriters who are
political donors to local politicians with influence over hiring underwriters patently
obvious. As the Court wrote,

underwriters’ campaign contributions self-evidently create a conflict
of interest in state and local officials who have power over municipal
securities contracts and a risk that they will award the contracts on
the basis of benefit to their campaign chests rather than to the
governmental entity. Petitioner himself remarked on national radio
that “most likely [state and local officials] are gonna [sic] call
somebody who has been a political contributor” and, at least in close
cases, award contracts to “friends” who have contributed.5”
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The Court also found the link between ending pay-to-play and promoting a free
market to be manifest as well, noting “the link between eliminating pay-to-play
practices and the Commission’s goals of ‘perfecting the mechanism of a free and
open market’ and promoting ‘just and equitable principles of trade’ is self-
evident.”58

Part lll. Former SEC Chair Schapiro’s Leadership on Pay to
Play for Investment Advisers to Public Pension Funds in
the 2000s

Approximately one decade later, corporate pay-to-play abuses grabbed headlines
yet again. This time the problem arose in the public pension investment market.
After a raft of embarrassing public pension scandals resulted in several elected
officials going to jail,>? the SEC promulgated a new Rule 206(4)-5 in 2010 to prevent
investment advisers from becoming major campaign donors to those who control
investments by public pension funds.60

Like the municipal bond market, public pension funds are also a huge revenue
source for those who manage their investments.6! In 2011 the estimated size of the
public pension fund market was $4.6 trillion.52 According to the U.S. Census Bureau,
“[iJn 2010, the largest share of all state government cash and security holdings was
in public-employee retirement trust funds...”63 Fees paid by public pension funds
generate lucrative business for investment advisers.54

Explaining why a rule was needed to curb pay to play for public pensions, Andrew J.
Donohue, Director of the SEC’s Division of Investment Management, explained,
“[p]ay-to-play serves the interests of advisers to public pension plans rather than
the interests of the millions of pension plan beneficiaries who rely on their advice.
The rule we are proposing today would help ensure that advisory contracts are
awarded on professional competence, not political influence.”¢>

Just like the municipal bond dealers in Rule G-37,
under Rule 206(4)-5, the investor advisers can
choose to be big fundraisers for municipal and
state candidates or they can advise public pension
funds, but they cannot do both simultaneously.
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SEC Rule 206(4)-5 prevents investment advisers from exchanging large
contributions for the ability to manage a public pension fund’s investments.56 Just
like the municipal bond dealers in Rule G-37, under Rule 206(4)-5, the investor
advisers can choose to be big fundraisers for municipal and state candidates or they
can advise public pension funds, but they cannot do both simultaneously.6?

A. Scandals that Motivated the Rule 206(4)-5

One motivation for the SEC's investor adviser rule was the down fall of the
Connecticut Treasurer Paul Silvester.8 As Professor Richard Hasen recounts, “[i]n
1999, Connecticut’s state treasurer pled guilty to racketeering charges. He later
admitted in court to collecting campaign contributions in exchange for ‘placing $500
million in state pension investments with certain equity funds.”6°

Also prominent in the minds of regulators was the down fall of New York
Comptroller Alan Hevesi.’?® Then-New York Attorney General “Cuomo’s lengthy
investigation into pay-to-play allegations ... against several individuals in the New
York State Comptroller's office...was capped off when Hevesi pleaded guilty to
accepting almost $1 million in kickbacks. In exchange for the kickbacks, Hevesi
admitted, he approved $250 million in pension funds investments with a California
private equity firm."’? Hevesi’s scheme involved hundreds of investment firms.72
Hevesi’s elaborate gambit was not just a fraud on the political system; it was also a
fraud on the market, which presumed that investment advisors were being picked
because of their acumen and skill instead of their political connections.”

At the time that the Commission’s new anti-pay-to-play rule was announced in
2010, then-Chair Mary Schapiro made the following pointed statement articulating
the justification for the rule:

An unspoken, but entrenched and well-understood practice, pay to
play can also favor large advisers over smaller competitors, reward
political connections rather than management skill, and — as a
number of recent enforcement cases have shown — pave the way to
outright fraud and corruption.... Pay to play practices are corrupt and
corrupting. They run counter to the fiduciary principles by which
funds held in trust should be managed. They harm beneficiaries,
municipalities and honest advisers. And they breed criminal
behavior.74

As the Commission recognized, campaign spending could have a distorting impact
and it rightly chose to act to safeguard the integrity of the market from this tempting
conflict of interest.”s
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B. Rule 206(4)-5 and Governor Rick Perry

Rule 206(4)-5 gained 15 minutes of fame during the 2012 Republican presidential
primary as reporters noticed with puzzlement that Wall Street bankers were
steering clear of donating large amounts to candidate Governor Rick Perry.7¢ As
Eliza Newlin Carney put it, “Texas Gov. Rick Perry has a Wall Street problem. ...
Perry’s [ ] problem is that federal rules actually bar certain finance-sector
professionals from donating to his campaign.”?? As the corporate law firm Skadden
Arps alerted its clients during the 2012 election, “[bjoth Rules 206(4)-5 and G-37
prohibit a covered firm, its covered employees or any Political Activity Committees
(PAC) they control from making, soliciting or coordinating contributions on behalf
of a covered official. Such officials include a covered state official running for federal
office. Gov. Perry is covered in that he appoints members to various Texas state
pension funds and entities that may select an investment adviser ... or issue
municipal bonds ...."78

While at first blush the rules may seem unfair since they allowed ex-Governor
Romney to raise funds from investment bankers, while severely limiting such fund
raising for Governor Perry, on closer inspection the rules are well crafted to prevent
pay to play. While Governor Perry enjoyed a brief moment in the sun as the
Republican frontrunner, his campaign for the Presidency faltered. Yet he never
stopped being the Governor of Texas where he has control of appointing those who
run the large Texas pension funds and their investment portfolios.” He may well
remember who helped in his presidential bid. But for the SEC rules, Governor Perry
would have the power through his appointees to award lucrative contracts to those
who were particularly generous during his run for president. The SEC rules ensure
that those who benefit from Texas investment fees can only give de minimis
campaign donations to sitting governors. As a sitting governor, Perry raised a risk
of pay to play that was not presented by ex-Governor Romney or any other
candidate running for president in 2012.

Part IV. Fresh Thinking is Needed in Light of the Flood of
Corporate Money from Citizens United

While Watergate, municipal bond pay-to-play corruption and public pension fund
pay-to-play abuses, all prompted the SEC to intervene, does the current post-Citizens
United environment merit the SEC’s action? It does. And here’s why.
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President Barack Obama was one of the first to recognize the sea change caused by
Citizens United, the case that allows corporations to spend an unlimited amount of
money in state and federal American elections. The President, in his State of the
Union Address delivered just days after the Supreme Court handed down Citizens
United told the members of the Supreme Court sitting in the gallery:

With all due deference to separation of powers, last week the
Supreme Court reversed a century of law that I believe will open the
floodgates for special interests — including foreign corporations — to
spend without limit in our elections. I don't think American elections
should be bankrolled by America’s most powerful interests, or worse,
by foreign entities. They should be decided by the American people.80

Inspired by the Supreme Court’s January 2010 decision in Citizens United, in the fall
of 2011, 10 corporate law professors petitioned the SEC asking for a new rule on
transparency of corporate political spending (Petition No. 4-637).81

The idea behind the petition was not original with these 10 professors. Fourteen
years before, in 1999, Professor Cynthia Williams suggested in the Harvard Law
Review that the SEC should expand social responsibility reporting for public
companies including “information on domestic and international political
contributions,”82 such as “(i) Support of candidates ...(ii}) Direct contributions to
political parties ...(iii) Support for ballot initiatives ... [And] statewide or federal
lobbying efforts [as well as] lobbying efforts of any trade associations to which the
company belongs ...83

And as University of Pennsylvania Professor Jill Fisch suggested eight years ago,
“political activity [should be included in] the disclosure requirements applicable to
publicly-traded companies... to enabl[e] shareholders to monitor the activities of a
corporation’s officers and directors, ... to police against possible waste or self-
dealing...."8¢

Indeed one day after Citizens United was decided in January of 2010, a lone
shareholder of AT&T stock asked the SEC to promulgate a new transparency rule on
corporate political spending.®> No matter who thought of it first, the idea is a good
one. The SEC should promulgate a new rule to require transparency of corporate
political spending.
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Thanks to the current Supreme Court,
shareholders have one more potential problem of
self-dealing by managers to monitor: spending
corporate treasury funds on U.S. elections.

A. Corporate Political Spending in the U.S. Lacks Transparency

The Supreme Court did shareholders of publicly-traded companies a grave
disservice when it ruled in Citizens United®8® that corporations have the right to
spend unlimited corporate treasury funds in American elections.8? Previous
Supreme Courts had protected shareholders from such spending.8 Thanks to the
current Supreme Court, shareholders have one more potential problem of self-
dealing by managers to monitor: spending corporate treasury funds on U.S.
elections.

This post-Citizens United corporate political spending has been unleashed into an
American regulatory environment rife with loopholes. In short, the way the tax
code, corporate and securities laws, and campaign finance laws interact enables
publicly-traded U.S. corporations to legally mask their political spending, thereby
thwarting accountability from customers, shareholders, and potential investors.

The 2010 Midterm federal election showed the scale of undisclosed political
spending. Studies have shown that between one third and one half of the
independent spending in 2010 was from unnamed sources.8? Initial data from the
2012 federal election cycle gathered by Démos and U.S. PIRG shows there was over
$315 million in dark money spent.?® This dark spending is only poised to increase in
future elections unless transparency is increased.

Money can get from a publicly-traded corporation into the political system without
detection in the following way:

= First, the SEC currently requires no reporting of political spending. This
enables a publicly-traded company to gives a donation to a politically active
nonprofit (usually organized under the Internal Revenue Code §§ 501(c)(4)
or 501(c)(6))?! without reporting this donation to the Commission.®?

» Second, the politically active nonprofit, such as a § 501(c)(6) trade
association, purchases a political ad supporting a federal candidate. This
nonprofit will report these corporate donations to the Internal Revenue
Service (“IRS"), but not to the public.%?
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* And third, the nonprofit reports to the Federal Election Commission (“FEC")
that it has purchased a political ad. The FEC only requires the nonprofit to
report earmarked donations.?* If the publicly-traded corporation did not
“earmark” the donation, which nearly no sophisticated donor would, then the
role of the corporation will never be revealed to the public.

In a nutshell, the investing public can see that the nonprofit bought a political ad, but
they cannot discern the role of the publicly-traded company in underwriting the
purchase.

“If investors are going to be able to send some
kind of a market reaction to this political speech
by corporations, we have to have better

disclosure.”
— Nell Minow, expert in corporate governance

As Peter Stone at the Center for Public Integrity reported on the eve of the 2010
Midterm election, “[m]any corporations seem inclined to give to groups that are
allowed by tax laws to keep their donations anonymous.”5 This theme was
repeated on a larger scale in the 2012 election as Eliza Newlin Carney reported for
Congressional Quarterly, “[w]hatever the moniker, secret money is playing an ever-
larger role in the 2012 election.” The campaign finance system often hides the
original source of funds from both investors and voters.

The urgency for a new rule has been stepped up with the advent of post-Citizens
United corporate political spending in federal elections and in an additional 23
states.?” The need for the SEC to act on Petition No. 4-637 now is clear. In 2010,
Nell Minow, an expert in corporate governance gave the Diane Sanger Memorial
Lecture and addressed the impact of Citizens United. Ms. Minow urged,

If investors are going to be able to send some kind of a market
reaction to this political speech by corporations, we have to have
better disclosure. We are currently facing a situation where some
companies are taking public positions in favor of one thing and then
[funneling] money to intermediary groups to oppose it. We can’t have
that any more. So, we need better disclosure about the contributions
and other kinds of political speech pay, that is paid out.98

Shareholders are already clamoring for more disclosure of political expenditures.%®
Fortune 500 companies don’t have to read the writing on the wall; they can read the
shareholder proposals in their proxies demanding more transparency.1®® Many
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public companies are already voluntarily disclosing.191 But comparing these
voluntary disclosure “apples to apples” is nearly impossible since each company is
disclosing a different set of data.

Because of this lack of transparency, determining the exact amount of money from
public companies in American elections is impossible. Most corporate political
spending is likely being concealed in plain sight through politically active trade
associations.

Nonetheless, some publicly traded corporations spent in the 2012 federal election
through various Super PACs under their DBA names. According to the Center for
Responsive Politics, Chevron (ticker CVX) gave $2.5 million to the Congressional
Leadership Fund Super PAC. Clayton Williams Energy (ticker CWEI) gave $1 million
to American Crossroads Super PAC. Chesapeake Energy (ticker CHK) gave $250,000
to the Make Us Great Again Super PAC. Scotts Miracle Gro (ticker SMG) gave
$200,000 to Restore our Future Super PAC. CONSOL Energy (ticker CNX) and
Hallador Energy (ticker HNRG) each gave $150,000 to Restore our Future Super
PAC. And Pilot Corp (Ticker 7846 on the Tokyo Nikkei) gave $100,000 to the
American Crossroads Super PAC.192 Public companies have also spent in state
elections through 527s like the Republican Governors Association and the
Democratic Governors Association.193 This peek into the spending of public
companies shows that millions of dollars have been spent on politics in the most
recent election cycle and in previous cycles as well. Without full transparency,
investors cannot judge whether these figures are outliers or the new normal.

B. SEC Has Statutory Authority to Promulgate a New Disclosure Rule

The United States federal securities laws have their genesis in a desire to never
repeat either the Stock Market Crash of 1929 or the Great Depression which
followed it.194 John Kenneth Galbraith explained, “[tjhe fact was that American
enterprise in the [nineteen] twenties had opened its hospitable arms to an
exceptional number of promoters, grafters, swindlers, impostors, and frauds. This,
in the long history of such activities, was a kind of flood tide of corporate larceny."105

The Securities Act of 1933, and the Securities Exchange Act of 1934 (the “1933 and
1934 Acts”, respectively) were federal efforts built on the shoulders of state blue sky
laws, which sought to regulate the sales of securities within each of the states.
“These statutes were popularly known as blue sky laws after the complaint of one
state legislator that some securities swindlers were so barefaced that they ‘would
sell building lots in the blue sky.””19% The inherent flaw with the blue sky laws is that
they could not capture interstate fraudsters.
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John Kenneth Galbraith describes the securities that were offered during the roaring
twenties as a horror show of worthless schlock: “stock was sold in companies ‘to
make Salt Water Fresh - For building Ships against Pirates - For importing a
Number of large Jack Asses from Spain,’ or even ‘For a Wheel of Perpetual
Motion..."107 Galbraith also summarized the reforms after the 1929 Stock Market
Crash:

In the Securities Act of 1933, and ... the Securities Exchange Act of
1934, the government had sought to prohibit some of the more
spectacular extravagances of 1928 and 1929.... Most important, the
principle was enunciated that the New York Stock Exchange and the
other exchanges were subject to public regulation and the Securities
and Exchange Commission was established to apply and enforce such
regulation.108

In sum, the federal securities laws were a stark break with the previous laissez faire
approach to securities sales. In the modern era, the SEC regulates stock sales and
the foundation of that regulation would be transparency to facilitate informed
investor decisions.

American securities laws arguably start and end with disclosure under the 1933 and
1934 Acts.10? Congress has stepped in throughout the years to bolster the original
1933 and 1934 Acts with additional disclosure requirements.11® The rule making
contemplated by File No. 4-637 to bring transparency to corporate political
spending is within the Commission’s authority to safeguard the nation’s capital
markets under the 1933 and 1934 Acts.111

C. Potentially Bad for Business & Bad for Democracy

Moreover, a new rule is needed because there is growing empirical evidence that
corporate political spending is bad for firms, endangering shareholder value. For
example, economist Dr. Michael Hadani reported to the SEC in his comment to File
No. 4-637, after analyzing a 11 year sample of 1110 small-, mid- and large cap S&P
firms, “the regression analysis reveals that PAC expenditures and cumulative PAC
expenditures have a statistically significant negative affect on firms’ market value,
both when examining their year to year PAC expenditures and also when examining
their cumulative, 11 years, PAC expenditures."112
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These empirical findings indicate that investors
have more than a prurient interest in knowing the
scope of corporate political spending: rather, they
have a financial interest in knowing so that they
can protect their investments.

In a soon to be published piece Dr. Hadani with co-author Dr. Douglas Schuler,
found, “[a]lthough many believe that companies’ political activities improve their
bottom line, empirical studies have not consistently borne this out. We investigate
... a set of 943 S&P 1500 firms between 1998 to 2008. We find that firms’ political
investments are negatively associated with market performance and cumulative
political investments worsen both market and accounting performance,”113

Professors Hadani's and Schuler’s findings are consistent with previous work from
Professors Aggarwal, Mischke and Wang, as well as Professor John C. Coates [V.114
These empirical findings indicate that investors have more than a prurient interest
in knowing the scope of corporate political spending: rather, they have a financial
interest in knowing so that they can protect their investments. Increased
transparency of corporate political spending would reduce monitoring costs for
shareholders and would increase market efficiency.115

Corporate political spending could be a wasteful brand of rent-seeking. As
Professor Richard Hasen suggests, “[m]inimizing rent-seeking therefore may be a
necessary component of an effort to improve U.S. economic productivity and
decrease the deficit. Unchecked rent-seeking may retard long-term economic
growth. In their look back at the Gilded Age in the United States, Glasser et al.
suggest that an earlier round of regulation to curb rent-seeking was necessary to
sustain U.S. economic growth.”116 But getting to the truth of the matter of whether
this is a waste of money or a sound investment is unattainable when such a
significant chunk of money in elections is untraceable. According to a joint Démos
and U.S. PIRG study, 31% of the money spent independently in the 2012 election
was untraceable, totaling over $315 million.117
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D. Scope of a New Rule

The new rule should cover political contributions,
independent expenditures and electioneering
communications.

Given that a new rule is needed, what should the contours of new rule be? The new
SEC rule should be expansive in its definition of political spending. The federal
government and state governments have long been able to require disclosures of
not only contributions to candidates, political parties and PACs, but also disclosures
of money purchasing political ads that expressly advocate the election or defeat of a
candidate.118 In 2003, the Supreme Court expanded the state’s disclosure power to
cover electioneering communications—broadcast ads which mention a candidate
directly before an election and are targeted to that candidate’s electorate.l1® The
new rule should cover political contributions, independent expenditures and
electioneering communications.

In addition, the new SEC rule should cover corporate spending in local, state and
federal campaigns so that investors get a fulsome picture of where the company is
spending money. While federal races garner the most attention from the press and
hold the potential for the most expensive media buys, many companies are focused
on narrow regional or even local political fights.120 A rule that only covered federal
spending would miss the corporate money flowing into state races, including
increasingly costly state judicial races.12!

The new Commission disclosure rules should cover not just corporate money for
candidate elections, but rather, any item that appears before an American voter
including ballot initiatives. Ever since the Supreme Court’s Bellotti case in 1978,
corporations have had the right to spend on ballot measures. And they do. For
example, the pharmaceutical trade association known as PhARMA funded 311 ballot
measures in the past eleven years in California alone.122

The new rule would have a significant loophole in it if it left out contributions from
companies to 527s, 501(c)(4)s and 501(c)(6)s.12> Corporate contributions to trade
associations and other nonprofit organizations are one way that companies hide
their role in politics. As I explained in more detail in a recent law review article, the
use of opaque nonprofits thwarts transparency of money from for-profit
corporations.124
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There should be specificity about which candidate or ballot initiative is being
supported by the corporation and in what amount. For example, disclosures should
list the candidate supported and the amount spent in favor of that candidate both
directly and indirectly through nonprofit intermediaries.!25 Only a rule that covers
all political spending will end the asymmetry of information among managers and
investors.

Periodic updating is also in order as political spending ebbs and flows along with the
election cycle. As Professor Milton Cohen explained about securities disclosure
more generally, “for the purposes of the continuing trading markets, the value of the
original disclosures under the 1934 Act will gradually diminish to the vanishing
point unless stale information is constantly replaced by fresh,”126

The information reportable under the rule should be aggregated on the SEC's
webpage in a sortable and downloadable format for easy access for the public.127 In
this respect, we can learn from the experience of the U.K., which had had corporate
transparency for political donations since 1967, that it is not enough to have
companies merely reporting to their particular shareholders.128 For true clarity, the
data across companies needs to be accessible in a single repository.

Finally, the SEC needs to include an enforcement mechanism to make the new
transparency rule meaningful. Clearly, one of the reasons Rules G-37 and 206(4)-5
have a high compliance rate is that the SEC enforces these rules.129

Compliance with a new rule would likely have a low to negligible cost. Companies
are already required to keep track of lobbying and political expenses in order to file
accurate tax returns since these expenses are not tax deductible.!3¢ As Dr. Susan
Holmberg explained in her public comment on Petition No. 4-637: “So long as the
reporting categories chosen by the SEC ...mirror the categories that the IRS [uses in]
... § 162(e), the cost of compliance may be as little as the hours it would require an
employee to copy and paste data from an internal file into a public one.”131

E. The Supreme Court Supports Transparency

1. Disclosure under the Securities Laws

The Supreme Court has embraced transparency regulations as an appropriate use of
governmental power in both securities regulations and in campaign finance laws. In
fact, the Supreme Court has focused on disclosure as the telos of the 1934 Act as
means of deterring securities fraud.132 In Santa Fe Industries, the Supreme Court
held:
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Section 10(b)’s general prohibition of practices deemed by the SEC to
be ‘manipulative’ in this technical sense of artificially affecting market
activity or in order to mislead investors is fully consistent with the
fundamental purpose of the 1934 Act ‘to substitute a philosophy of
full disclosure for the philosophy of caveat emptor.” Indeed,
nondisclosure is usually essential to the success of a manipulative
scheme,"133

The Court in Santa Fe went on to state: “the Court repeatedly has described the
‘fundamental purpose’ of the Act as implementing a ‘philosophy of full disclosure’;
once full and fair disclosure has occurred, the fairness of the terms of the
transaction is at most a tangential concern of the statute.”134

In 1995, the Court repeated this stance with respect to the pro-disclosure purpose
of the 1933 Act:

The primary innovation of the 1933 Act was the creation of federal
duties-for the most part, registration and disclosure obligations-in
connection with public offerings. [T]he 1933 Act “was designed to
provide investors with full disclosure of material information
concerning public offerings...” [And] “[t]he 1933 Act is a far narrower
statute [than the Securities Exchange Act of 1934 (1934 Act) chiefly
concerned with disclosure and fraud in connection with offerings of
securities-primarily, as here, initial distributions of newly issued stock
from corporate issuers”...135

Section 14(a) of the Securities Exchange Act of 1934 empowers the SEC to require
proxy disclosure “as necessary or appropriate in the public interest or for the
protection of investors.”136

As the Supreme Court stated in the Zandford case,
“[aJmong Congress’ objectives in passing the
[1934] Act was ‘to insure honest securities
markets and thereby promote investor
confidence’ after the market crash of 1929.”

As the Supreme Court explained in Capital Gains Research Bureau, “[a] fundamental
purpose, common to these [securities] statutes, was to ... achieve a high standard of
business ethics in the securities industry. As we recently said in a related context, ‘It
requires but little appreciation *** of what happened in this country during the
1920’s and 1930's to realize how essential it is that the highest ethical standards
prevail in every facet of the securities industry.”137 Or as the Supreme Court stated
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in the Zandford case, “[almong Congress’ objectives in passing the [1934] Act was ‘to
insure honest securities markets and thereby promote investor confidence’ after the
market crash of 1929.”138

2. Disclosure under the Campaign Finance Laws

The Supreme Court has also remained steadfast in its belief that transparency is
needed in campaign finance.l3® Recognizing the state’s interest in preventing
corruption and fraud, the constitutionality of disclosure of money in politics has
been repeatedly upheld by the Supreme Court.

Over the past four decades, the Supreme Court has recognized a number of state
interests in disclosure of money in politics including Buckley v. Valeo’s voter
information interest, anti-corruption interest, and anti-circumvention interest;
Caperton v. Massey’s due process interest in judicial elections; as well as Doe v. Reed’s
interest in ballot measure integrity.140

There is language in the Citizens United opinion, which gives the government the
ability to protect shareholders. As Justice Kennedy wrote for the Citizens United
eight-person majority:141

Shareholder objections raised through the procedures of corporate
democracy . . . can be more effective today because modern
technology makes disclosures rapid and informative. . . . With the
advent of the Internet, prompt disclosure of expenditures can provide
shareholders and citizens with the information needed to hold
corporations and elected officials accountable for their positions and
supporters. Shareholders can determine whether their corporation’s
political speech advances the corporation’s interest in making profits.
. . .[D]isclosure permits citizens and shareholders to react to the
speech of corporate entities in a proper way.142

The language of the Citizens United opinion is clear that shareholders have the right
to hold corporations accountable for their political spending. But such
accountability is frustrated unless shareholders know in the first instance which
companies are spending in politics and which are not.

F. The Public Supports a New SEC Rule

Americans of all stripes have expressed their dismay with the Supreme Court's
decision in Citizens United. For example, a Washington Post-ABC News poll
conducted found “[e]ight in 10 poll respondents say they oppose the high court’s
Jan. 21 decision to allow unfettered corporate political spending, with 65 percent
‘strongly’ opposed.” 143

June 18, 2013 26



Corporate Reform Coalition The SEC and Dark Political Money

The American public also wants better corporate controls in light of Citizens United.
Another poll from February 2010 found “[a] majority of voters strongly favor both
requiring corporations to get shareholder approval for political spending (56
percent strongly favor, 80 percent total favor) and a ban on political spending by
foreign corporations (51 percent strongly favor, 60 percent total favor).”144

Polling in 2012 shows little has changed in the intervening two years. Democracy
Corps found in November 2012, “Two thirds (64 percent) of 2012 voters said that
democracy was undermined in this election by big donors and secret money that
control which candidates we hear about.... Voters give strong support across the
board to a series of reforms like closing the revolving door (81%), [and] increased
disclosure of outside money (85%)..."145

According to the poll, 81 percent of Americans
agree that companies should only spend money
on political campaigns if they disclose their
spending immediately.

The 2012 polling has shown how sick American voters are of corporate money in
politics. Nearly nine in 10 Americans agree that there is too much corporate money
in politics according to a poll released by Bannon Communications on behalf of the
Corporate Reform Coalition in late October 2012. This poll also found
overwhelming support for corporate governance reforms in light of Citizens
United. According to the poll, 81 percent of Americans agree that companies should
only spend money on political campaigns if they disclose their spending
immediately.146 These polls show that the American public supports responding to
Citizens United, including by improving corporate governance.

Furthermore, the public has shown its support for Petition No. 4-637. At this time,
over a record-breaking 600,000 public comments have been filed with SEC in
support of the petition.14? Only bureaucratic inertia is standing in the way. The time
has come for the SEC to protect investors with a post-Citizens United transparency
rule for corporate political spending.

Conclusion

The attention generated by Citizens United has sparked calls for the SEC to take a
new step in regulating campaign finance by requiring across the board disclosure of
political spending by registered issuers.1#8 A transparency rule, like the SEC's
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previous anti-pay-to-play rules and its post-Watergate investigations, shares the
similar goal of ensuring the integrity of the market.

In this post-Citizens United regulatory
environment, the Commission should require that
publicly-traded corporations disclose all political
expenditures so that shareholders have a full and
complete picture of how much corporate money
is being placed into the political sphere.

The Securities and Exchange Commission is uniquely positioned to act as the
guardians of the integrity of America's capital markets to protect current
shareholders and potential investors.14? It has been a leader before in Watergate,
the municipal bond market and the public pension fund market. In this post-Citizens
United regulatory environment, the Commission should require that publicly-traded
corporations disclose all political expenditures so that shareholders have a full and
complete picture of how much corporate money is being placed into the political
sphere.
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Editor’s Note

As this report was being drafted, the United States
Supreme Court handed down its decision in Citizens
United v. Federal Election Commission. The 5-4 decision,
on January 21, 2010, struck down restrictions on inde-
pendent political spending by corporations and unions
and affirmed the free speech rights of both. This decision
gives companies and unions access to additional avenues
to use their resources for political engagement and advo-
cacy. Some corporations and unions hailed the decision
as an appropriate recognition of First Amendment rights,
but others warned that an increase in political giving
could distort the political process and increase corporate
risk, as well as scrutiny from investors, the media, and
the public.

At the time of this report’s publication, there were a
number of bills pending in the U.S. Congress and state
legislatures that called for tightened limits or bans on
certain expenditures in response to the perceived reper-
cussions of Citizens United. Foremost among this pro-
posed legislation was the DISCLOSE Act; at the time of
this report’s publication, the DISCLOSE Act had passed
in the House of Representatives but had met with resis-
tance at both ends of the political spectrum in the Senate.

It
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In its current incarnation, the DISCLOSE Act would
require heightened disclosure of corporate financing of
political advertising. It would also require that the head
of any organization sponsoring an ad—including corpo-
rate CEOs—appear and “support the message” of the ad,
as is currently required of federal political candidates.
Another proposed bill, the Shareholder Protection Act
of 2010, would require shareholder authorization before
a corporation could make certain political expenditures.
The future of both of these bills remained unclear at the
time of publication.

It is impossible to predict how the Supreme Court deci-
sion in Citizens United and the proposed legislation

that followed will influence corporate political spend-
ing; whatever the outcome, it is always good corporate
governance practice to evaluate political expenditures
rigorously. Companies that adopt robust approval and
oversight policies that cover the full range of corporate
political activity and accountability are better positioned
to avoid the serious financial, legal, and reputational
risks associated with political spending while protect-
ing shareholder value and promoting the company’s best
interests.
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Introduction

This report addresses an important but sometimes
underemphasized area of corporate governance: political
spending. American corporations are generous con-
tributors and significant players in the political process
through their support of candidates, political action
committees (PACs), ballot measures, and organizations
that seek to influence legislators, policymakers, regula-
tors, and election outcomes. Companies may choose to
offer financial support to further their long-term goals or
support public policies that are aligned with their busi-
ness strategy. However, political spending always involves
an element of the unknown, and these expenditures

and activities can represent risks to corporations, their
boards, and their shareholders.!

In recent years, federal campaign finance laws have been
altered dramatically to ensure that corporate and union
funds are not contributed to federal candidates or party
committees and are not expended in coordination with
those groups. Failure to comply with these laws can have
significant criminal and reputational ramifications.
Companies therefore need to rigorously evaluate the
means, rewards, and risks of political spending before
undertaking any such activity.

The primary focus of this report is on the use of corpo-
rate treasury funds to engage in election-related activity.

‘Less attention is given to corporate PACs, which rely on

voluntary contributions. PACs tend to be highly regu-
lated under federal and state law and are subject to broad
disclosure requirements.2 Much of corporate political
activity is financed with corporate treasury funds (some-
times through trade associations and other tax-exempt
organizations) and takes the form of electioneering com-
munications, candidate-oriented grass-roots lobbying,
and independent expenditures, which are less regulated
and subject to greater risk.

The Role of the Corporation in
Political Discourse

Corporate participation in the political process is an
important and essential means of enhancing shareholder
value, strengthening corporate reputation and goodwill,
and engaging in good corporate citizenship. Corporate
political involvement can be a way to protect the eco-
nomic future of the company, as well as a way to appro-
priately participate in a free and democratic society.

HANDBOOK ON CORPORATE POLITICAL ACTIVITY EMERGING CORPORATE GOVERNANCE ISSUES

Corporations owe their existence to their ability to oper-
ate within the confines of legislative and regulatory poli-
cies developed at the federal, state, and local levels. They
are affected each day by the decisions of lawmakers, and
they therefore feel it necessary to participate actively in
the political process. Companies support candidates,
associations, and groups that they believe will advance
their interests and business strategies. ‘

The Impact of Citizens United

The complexity of campaign finance laws and regula-
tions was heightened by the 2010 Supreme Court deci-
sion in Citizens United v. Federal Election Commission,
which opened up new pathways for political activity

for corporations and unions.3 For example, corpora-
tions, some nonprofits, and unions now have the right to
use their general treasury funds for campaign ads that
directly support or oppose federal candidates, as long as
those ads are not directly coordinated with a candidate’s
campaign.

Organizations will now have more ways to participate

in the political process, but they may also encounter
new risks. Prior to Citizens United, corporations could
finance political advertisements before an election only
through PACs, which are funded through voluntary con-
tributions and must file frequent, detailed reports with
the Federal Election Commission (FEC). Now, corpo-
rations can also draw directly from their own treasury
funds to finance such political advertisements.

After the Citizens United decision, a number of states
reacted by enacting legislation requiring greater disclosure
of corporate political activity. At the time of this report’s
publication, Congress was also considering similar leg-
islation. The DISCLOSE Act, introduced in the House

by Rep. Chris Van Hollen (D-MD) and in the Senate by
Sen. Charles E. Schumer (D-NY), calls for comprehen-
sive disclosure of corporately funded campaign advertis-
ing. The bill passed in the House but faces an uncertain
future in the Senate. The Shareholder Protection Act,
introduced by Rep. Michael E. Capuano (D-MA), in addi-
tion to requiring greater disclosure of corporate politi-

cal spending, would require shareholder approval and
board oversight. (The bill was reported from the House
Financial Services Committee and was awaiting further
action at the time of publication.) It is also anticipated

that the U.S. Securities and Exchange Commission (SEC)
will consider increased disclosure of corporate political

5
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spending to shareholders of publicly traded companies.
State lawmakers in at least six states have introduced bills
on shareholder approval of political spending, and 13 state
legislatures have already passed new campaign finance
laws. Corporations should thus assume that they will be
operating in a constantly changing legal environment.

Regardless of whether these bills or any other new legisla-
tion is ever signed into law, any corporation participat-

ing in political activity without a rigorous governance
oversight process heightens its risk exposure. Under these
circumstances, the corporation is at risk with respect to
compliance with applicable laws and regulations, its repu-
tation, its business strategies, and its culture and values.
Beyond meeting minimal regulatory requirements, compa-
nies must consider how to steer clear of any unanticipated
consequences attached to their political activities.

There has also been increased interest in corporate
disclosure of political activity. This interest is fostered by
pending legislation that would require increased disclo-
sure, as well as by a conscious commitment by a number
of companies to go beyond minimal reporting require-
ments. Additionally, some boards are adding corporate
political spending to their list of matters for oversight
and monitoring.# This oversight pertains to company
compliance with existing laws, as well as an evaluation of
the corporate risks that can result from political expen-
ditures. Boards that choose to take on this responsibility
may want to ask the following questions: |

* Beyond the legal compliance function, does the board
have wider responsibilities for overseeing its company’s
political spending?

* What are the optimal organizatiohal structures for boards
that seek to oversee and monitor political activity?

* How are boards ensuring that oversight of their compa-
nies’ political activities addresses the key risks involved
(e.g., reputational risks, legal risks, and risks that their
expenditures may not be aligned with company values or
publicly stated policies and positions)?

* How can the full board, board committees, and man-
agement allocate the handling and oversight of their
company’s political spending?

www.conferenceboard.org

In 2004, only one public company had adopted political
disclosure policies; as of October 2010, seventy-six major
American corporations, including half of the S&P 100,
had adopted codes of political disclosure. However, a
similar shift toward political disclosure has not yet taken
place outside of the S&P 100.

Individual retail shareholders have expressed their desire
for companies to increase transparency and for directors
to oversee political spending. In one survey, 88 percent
of respondents backed more disclosure and 60 percent
were in favor of board oversight of political spending.®
Additionally, a growing number of leading institutional
investors have been casting their proxies in favor of
political disclosure resolutions.® In 2008, several main-
stream mutual funds in 13 families switched their votes
to support shareholder resolutions calling on companies
to require board oversight of their political spending with
corporate funds and to disclose contribution recipients.
In 2009, leading institutional shareholders, includ-

ing CalPERS, CalSTRS, the New York City Employee
Retirement System, and mainstream funds of Charles
Schwab, Wells Fargo, Legg Mason, and Morgan Stanley
supported political disclosure and board oversight of
political activity.” (See Table 2 on page 20.)

In sum, directors and senior managers should keep cur-
rent with the legal issues surrounding political expen-
ditures. This handbook can help them acquire the facts
and tools they need to make spending decisions about
political activities with confidence.
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Assessing Political Accountability

Corporate participation in politics can be a compli-
cated undertaking, and there is always the potential that
companies that choose to become politically active will
find themselves involved in unforeseen and undesired
situations. As a result of increased criminal prosecution
of companies that break campaign finance laws, lawyers
have recently been counseling corporate clients to exer-
cise significantly greater care in their political spending
decisions.8

Even when a company is confident that its political
activities are in compliance with the law, it must deter-
mine whether its political spending actually advances
the company’s interests. Consider the following:

Target In August 2010, the retailer became one of the first
companies to experience the pitfalls of making a corpo-
rate contribution in a post-Citizens United world, after

it made a $150,000 political donation to MN Forward, a
group that is backing a gubernatorial candidate opposed
to gay and immigration rights. Following much public
criticism and boycott threats, Target—a company recog-
nized for its support of gay rights and diversity—issued a
public apology and promised to begin a strategic review
and analysis of its decision-making process for financial
contributions in the public policy arena. Its brand, how-
ever, suffered significant short-term damage.?

Veco The chairman and a top executive of this multi-
national oil services company, which has since been
acquired by CH2M Hill, pied guilty in May 2007 to
political corruption charges, including that the company
used corporate funds to reimburse employees’ individual
campaign contributions.!? The company faces potential
criminal liability, and its former CEQ faces penalties of
up to 20 years in prison and $750,000 in fines.

A Legislative Timeline

1907 1947

Tillman Act Taft-Hartley Act
(bans corporate giving) (prohibits union
donations)

1925

Federal Corrupt
Practices Act

(limits contributions and
calls for disclosure)

<‘ﬂ#l.’A%0%

Westar Energy The company was the target of a federal
fraud investigation in 2002 for its attempts to induce
members of Congress, through political contributions,
to alleviate its debt problems. Specifically, Westar execu-
tives were accused of trying to influence lawmakers to
change provisions in an energy bill so that the company’s
reconfiguration would result in a benefit to an’execu-
tive. When this plan was exposed, the company posted
hundreds of millions of dollars in losses, and sharehold-
ers sued the company for $100 million.!" Westar eventu-
ally settled the case and a related one for $32.5 million in
April 2005.12

Cases such as these underline the need to fashion politi-
cal programs that both minimize risk and advance the
company’s political and business interests.

The Law

Campaign finance laws evolve continually and can often
be difficult to interpret. Corporations should bear in
mind that Congress, state legislatures, counties, and
municipalities all create political spending rules. Political
spending, loosely defined, can be considered the use of
corporate assets to influence the outcome of an election.
This includes direct monetary donations, use of corpo-
rate resources, and political advertising.

A brief history of campaign finance law

For more than a century, federal law had prohibited cor-
porations from contributing to campaigns for national
office or spending corporate funds in connection with

a federal election. The Tillman Act of 1907, however,
contained no provision for public financing, and its

ban on corporate giving was easily evaded. The Federal

1971 2002
Federal Election Campaign Act

(institutes strict disclosure

requirements) restricts ads)

1974 1976 1979
Amendments to FECA (sets limits

on contributions, establishes FEC,
expands party roles)

I
1900

Bipartisan Campaign
(FECA) Reform Act (BCRA)
(bans soft money and
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Corrupt Practices Act of 1925 put limits on contributions
to federal candidates and called for disclosure, but it
lacked enforcement procedures. The Labor—-Management
Relations Act of 1947, informally known as the Taft-Hartley
Act, prohibited monetary donations by unions to federal
political campaigns.

In 1971, the Federal Election Campaign Act (FECA), 2
U.S.C. 431 et seq., instituted more stringent disclosure
requirements for federal candidates, political parties, and
PACs. Congress amended the FECA in 1974 to set limits
on contributions by individuals, political parties, and
PAC:s and established an independent agency—the Federal
Election Commission—to enforce the law, facilitate
disclosure, and administer the public funding program.
Congress further amended the FECA in 1976, when it
abolished limits on candidate expenditures (unless the
candidate accepts public financing), contributions by can-
didates to their own campaigns, and limits on independent
expenditures. In 1979, it streamlined the disclosure process
and expanded the role of political parties.

The Bipartisan Campaign Reform Act of 2002 (BCRA),
more commonly known as McCain-Feingold, banned
national parties from raising, spending, or coordinating
the use of corporate funds (soft money); restricted “issue”
ads that mentioned national candidates; increased the
contribution limits; and indexed certain limits for infla-
tion. In short, the impact of McCain-Feingold on corpo-
rations was that: .

1 Corporations could not make contributions from
corporate treasury funds to national candidates or
national party committees.

2 National candidates could not solicit corporations for
soft money contributions.

3 Corporations were regulated in their use of election-
eering communications (i.e., television and radio
advertising that refers to federal candidates, when
aired directly before an election).

In January 2010, in a 5-4 U.S. Supreme Court decision

in Citizens United v. Federal Election Commission (588 US
_), the majority struck down restrictions on independent
political spending by corporations and unions, thereby
allowing these entities to spend money from their treasur-
ies on independent expenditures and electioneering com-
munications.’3 The U.S. Congress and state legislatures
are responding to this decision with proposed legislation
requiring greater disclosure of political spending by
corporations and unions.'# Also under consideration at

www.conferenceboard.org

the federal and state levels is legislation requiring share-
holder and board approval of corporate political spend-
ing.'> A new law in Iowa requires a majority of the board
of directors to authorize political expenditures from a
corporation’s coffers, bars political expenditures from
foreign corporations, and clarifies coordination rules.'6
While Citizens United dramatically changes the ways cor-
porations can be involved in political spending, the ban
on direct donations from corporations to campaigns still
exists. (Contributions to federal candidates out of a seg-
regated fund consisting of voluntary contributions from
employees and shareholders, commonly referred to as a
PAC, are allowed.) In an 8-1 decision, the U.S. Supreme
Court broadly upheld the federal law requiring disclosure
relating to independent expenditures and electioneering
communications.!”

State Campaign Finance Laws

Nearly every state and many municipalities require dis-
closure of campaign finance activity. Companies need to
be concerned with state laws wherever they are politically
active and monitor any changes in the law because many
are in flux. :

State and local regulations

Corporations are prohibited from making direct contri-
butions to state and local elections in twenty-two states,
while twenty-three states allow some use of corporate
funds and five states allow unlimited corporate contri-
butions.8 In states such as Michigan and Texas, which
prohibit corporate contributions to state candidates,
companies can contribute to political party adminis-
trative accounts. On state and local ballot measures,
companies may devote unlimited sums to committees
working in support of or against an issue. In Missouri -
and Louisiana, board approval is required for political
contributions.!?

Several states are revisiting their campaign finance laws
in light of the Citizens United case. In Minnesota, a bill
awaiting the governor’s signature will require not-for-
profit groups, such as trade associations that make inde-
pendent expenditures, to disclose donor information once
they spend more than $5,000 in an election.2® Colorado
enacted a new law in May 2010 that requires companies
and unions to disclose independent expenditures to the
secretary of state once they exceed $1,000. The groups
must also identify the contributor in advertisements.2!
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Pay to Play: State by State, City by City
States and localities are increasingly placing gift and
political contribution restrictions on companies doing
business with government. These so-called pay-to-play
laws are intended to foster fair and open competition in
the contracting process and dispel suspicions about com-
panies effectively buying government contracts through
campaign contributions. The statutes often carry stiff
penalties (e.g., debarment from eligibility for future

Reactions to Citizens United

contracts and criminal sanctions for even minor viola-
tions). Even if there is only an allegation of wrongdoing,
such an accusation can damage a company’s reputation
and diminish its chances for winning government con-
tracts. Nineteen states have pay-to-play laws,22 as well
as almost two dozen municipalities, and this number is
likely to grow in light of the Citizens United decision.23

Pay-to-play laws regulate not only corporate behavior,
but also gifts and political contributions from directors

Reaction to the Citizens United decision was immediate. Critics of corporate spending on elections argued it will give
special interests more influence over elected officials while supporters of corporate free speech argued that corpora-
tions are likely to be wary about abusing their new powers and that very littie would change. .

“I think this will be very incremental.
The chamber and other trade associations
will undoubtedly accumulate funds for
targeted races, but | don’t see this seeping
its way into competitive races all over
the country.”

Kenneth A. Gross
Campaign finance expert and partner,
Skadden, Arps, Slate, Meagher & Flom

“In the aftermath of Citizens United,
it can be expected that shareholders
in some corporations will attempt to
adopt measures restricting corporate
participation in the electoral process and
mandating disclosure of corporations’
political activities.”®

Theodore B. Olson

Former Solicitor General of the United States
who argued the case in the U.S. Supreme Court

“I think corporations are going to be very
careful in us{ing this.” '
) Stanléy Sporkin

- Former federal judge and regulator
who now counsels corporations

.

“Whatever individual states might do to
beef up their shareholder protections with
respect to corporate spending in state
or federal candidate elections, federal
legistation could usefully set both a
nationwide floor of protection and a model
for states to follow and build upon.™

. Laurence H. Tribe

Carl M. Loeb University Professor,
Harvard Law School

a Quoted in Jeanne Cummings, “Day after: SCOTUS ruling not so bad?” Politico, January 22, 2010

(www.politico.cpm /news/stories/0110/31878.html).

b Theodor B. Olson, “Supreme Court Strikes down Restrictions on Corporate Speech,” Harvard Law School Forum on
Corporate Governance and Financial Regulation (blog), January 26, 2010 (blogs.law.harvard.edu/corpgov/2010/01/26/

supreme-court-strikes-down-restrictions-on-corporate-speech).

¢ Quoted in Dan Eggen and Ben Pershing, “Campaign Finance Ruling Leaves Democrats With Few Options,” Washington Post,
January 23, 2010, (www.washingtonpost.com/wp-dyn/content/article/2010/01/22/AR2010012204811.html).

d Lawrence H. Tribe, “What Should Congress Do About Citizens United?” SCOTUSblog (blog), January 24, 2010
(www.scotusblog.com/2010/01/what-should-congress-do-about-citizens-united).
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State Laws Concerning Corporate Contribution to State Candidate Elections

Twenty-two states prohibit direct corporate contributions in state candidate elections, although eight of these states

allow union donations.

States that prohibit corporate and union donations

Alaska, Arizona, Colorado, Michigan, North Carolina,
North Dakota, Ohio, Oklahoma, Pennsylvania, Rhode
Island, South Dakota, Texas, Wisconsin, and Wyoming.

States that prohibit corporate donations but allow union
contributions

Connecticut Unions can give up to $3,500 to a guberna-
torial candidate, $1,000 to a state-senate candidate, and
$250 to a state house candidate per election.

lowa Unions can make unlimited contributions.

Kentucky and West Virginia Unions can give up to
$1,000 to a candidate per election.

and executives of a company and, in some instances, their
family members. Directors of companies that engage in
substantial government contracting should be aware of
these laws and consider taking steps to create appropri-
ate internal policies. Companies will want to maintain

a sufficiently robust compliance program that educates
employees about the law and company policy, monitors
compliance, and detects violations.

Pay to Play in the Securities Markets

On June 29, 2010, the SEC unanimously approved the
final text of a new rule under the Investment Advisers
Act of 1940 directed at preventing pay-to-play practices
by investment advisers.24 In response to 250 comment
letters expressing divergent views on the issue, the SEC
largely kept intact its initial proposals, which were
designed to ensure that investment advisers are prohib-
ited from using campaign contributions to steer munici-
pal investment business.

The new SEC rule has three key elements:

1 It prohibits investment advisers from providing advi-
sory services for compensation — either directly or
through a pooled investment vehicle - for two years,
if the adviser or certain of its executives or employees
have made a political contribution to an elected official
in a position to influence the selection of the adviser.

Massachusetts Unions can give up to $500 to a candi-
date per calendar year.

Minnesota Unions can give up to $2,000 to a guberna-
torial candidate and $500 to a legislative candidate in an
election year.

Montana Unions can give up to $630 to a gubernatorial |
slate, $310 to other statewide candidates, and $160 to a
legislative candidate per election.

Tennessee Unions can donate up to $2,500 to a state-
wide candidate and $1,000 to a legislative candidate per
election.

Sources: National Conference of State Legislatures, National Governors
Association.

N

It prohibits advisory firms and certain executives and
employees from soliciting or coordinating campaign
contributions from others (a practice referred to

as bundling) for any elected official in a position to
influence the selection of the adviser. It also prohibits
solicitation and coordination of payments to political
parties in the state or locality where the adviser is
seeking business.

3 It prohibits investment advisers from paying third
parties, such as placement agents, to solicit a gov-
ernment client on behalf of the investment adviser,
unless that third party is an SEC-registered investment
adviser or broker/dealer subject to similar pay-to-play
restrictions.

Finally, the rule contains a catch-all provision that
prohibits acts done indirectly that if done directly would
result in a violation of the rule. For example, contribu-
tions may not be funneled through an investment advis-
er’s attorneys, spouses, or affiliated companies.

Justified by past abuses

The SEC justified its approval of the new rule by ref-
erencing the perceived past success of the Municipal
Securities Rulemaking Board (MSRB) Rule G-37: “Our
years of experience with MSRB Rule G-37 suggests that
the ‘strong medicine’ provided by that rule has both
significantly curbed participation in pay to play and
provides a reasonable cooling off period to mitigate the
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effect of a political contribution.” The SEC also based
the need for a tough federal rule on its belief that neither
“codes of ethics [nor] compliance procedures alone would
be adequate to stop pay-to-play practices, particularly
when the advisor or senior officers of the advisor are
involved.” Under the rule, investment advisers remain
obligated to adopt policies and procedures designed to
prevent violation of the rule. The SEC affirmed “that an
adviser’s implementation of a strong compliance program
will reduce the likelihood, and therefore costs, of inad-
vertent violations.”

In the discussion portion of the rule, the SEC addressed
comment letters and also tackled First Amendment
concerns, explaining that the new rule is closely drawn

to accomplish the goal of preventing quid pro quo
arrangements while avoiding unnecessary burdens on
the protected speech and association rights of investment
advisers. The commission stated, “The rule imposes

no restrictions on activities such as making indepen-
dent expenditures to express support for candidates,
volunteering, making speeches, and other conduct.”

The commission distinguished its rulemaking from the
recent Citizens United case by stating, “Citizens United
deals with certain independent expenditures (rather than
contributions to candidates), which are not implicated by
our rule.”

The SEC also attempted to temper the rule by providing
certain exceptions to the prohibition on contributions.
Contributions of $350 or less per election, per candidate
can be ignored if the contributor is entitled to vote for the
recipient, and contributions of $150 or less per election,
per candidate are permitted even if the contributor is not
entitled to vote for the candidate. In addition, an adviser
may apply to the commission for an order exempting it
from the two-year compensation ban. The SEC empha-
sized that a key factor in determining whether to exempt
a firm from sanctions when a violation occurs will be
whether the firm has adopted and implemented an ade-
quate pay-to-play compliance program. As the commis-
sion noted, “While we have designed the rule to reduce
its impact, investment advisers are best positioned to
protect these clients by developing and enforcing robust
compliance programs designed to prevent contributions
from triggering the two-year time out.”

The effective date of the new rule will be 60 days after

it is published in the Federal Register. As noted above,
investment advisers may no longer use third parties to
solicit government business, except in compliance with
the rule or one year after the effective date. Advisers
may need to continue to provide advice for a reasonable
period of time during which a client can also seek to
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obtain advisory services from others. While some com-
‘mentators urged the SEC to allow advisers to continue
to receive fees during the two-year time out for services
provided pursuant to existing contracts, the commission
responded: “Allowing contracts acquired as a result of
political contributions to continue uninterrupted would
eviscerate the rule.”

Enforcement authorities

The FEC civilly enforces disclosure, contribution limita-
tions, and prohibitions of the Federal Election Campaign
Act (FECA), 2 U.S.C. § 431 et seq. The U.S. Department
of Justice prosecutes knowing and willful violations

of the FECA, which are treated as major felonies. The
Department of Justice guidelines for prosecuting cam-
paign finance crimes are set forth in its manual Federal
Prosecution of Election Offenses.2® As described in the
manual, a violation involving the improper use of cor-
porate funds is a priority offense for prosecution. False
reporting of campaign finance activity to the FEC, the
Internal Revenu¢ Service, or either house of Congress is
also punishable under 18 U.S.C. § 1001. Since the passage
of the Honest Leadership and Open Government Act of
2007 (Pub. L. 110-81), certain political conduct by lob-
byists and organizations that employ lobbyists must be
disclosed in reports filed with Congress. Failure to do so
is punishable as a major felony and subject to substan-
tial fines. The punishments for criminal violations can
be mitigated for violators who have active and effec-

tive compliance programs under the Federal Sentencing
Guidelines. Most state laws mirror this division of civil
and criminal prosecution through state disclosure agen-
cies on the one hand and state attorneys general and local
prosecutors on the other. The IRS regulates and requires
disclosure by political organizations, such as 527s and
nonprofits, under the 501(c) rules and can levy fines for
failure to comply with those requirements.

Third-party support

Corporations are not required to report or account for
corporate funds donated through third parties. Such
groups may spend these funds on media campaigns that
are not subject to federal limits. Donors, other than
political committees, are generally not required to file
reports on their political contributions. The funds can be
used to pay for a variety of political activities, including
“issue ads,” which support or attack a candidate for his
position on an issue without advocating his election or
defeat. Trade associations and other tax-exempt orga-
nizations are a major source of this spending.2® As the
costs of campaigning have increased, so has pressure on
companies to finance these efforts.?’ '
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Most nonprofits are not required to disclose their members,
the source of their funds, or the targets of their spend-
ing.28 As a general rule, they have wide latitude in their
political spending decisions. They do not need to receive
the approval of their members and donors for their spend-
ing or disclose the particulars of their spending to their
supporters. Ballot measure committees, which often col-
laborate with candidate committees to turn out targeted
voters, also operate under relatively loose rules. Ballot
measure committees are formed primarily to support or
oppose the qualification or passage of a ballot measure.

501(c)s and Other Destinations for
Corporate Dollars

Corporate political giving in recent years has expanded
far beyond direct contributions to candidates and PACs.
There are now a number of vehicles through which cor-
porations can currently spend politically, each with its
own set of regulations and regulators.

The tax-exempt groups that can engage in political
activity operate under different parts of Section 501(c)

of the Internal Revenue Code (IRC).2? In many states,
certain types of 501(c)s may directly advocate on behalf
of state and local candidates. They generally do not have
to disclose their donors and are not required to disclose
their contributions, with the limited exception of pay-
ments made specifically for the purpose of a broadcast
advertisement referring to a candidate within' 30 days of a
primary and 60 days of a general election.

Whether a 501(c) organization may engage in any form of
political activity or legislative advocacy depends largely
on the structure of the 501(c) entity and the activities it
undertakes. Corporate donors to any 501(c) organization
would be wise to ensure that there is complete clarity as to
the charter and anticipated activities of the recipient entity
before contributing. Failure to acquire this clarity can
have significant negative repercussions for all involved,
including additional, unanticipated tax consequences

to the donor. For example, 501(c)(3) organizations are
exempt from federal income taxation and their donors are
entitled to charitable or educational deductions for sums
contributed. These organizations, however, are expressly
prohibited by their enabling statute from devoting any
“substantial part” of their activities to “carrying on pro-
paganda, or otherwise attempting to influence legislation”
and are entirely prohibited from participating in “any
political campaign on behalf of (or in opposition to) any
candidate for public office.”30 This prohibition extends

to expressly advocating for or against federal candidates,
contributing cash or services to candidates, or otherwise
coordinating their communications with candidates.
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The Internal Revenue Service has issued guidance to
501(c)(3) organizations on the use of their resources to
engage in nonpartisan “voter education.”3! Strict compli-
ance with 501(c)(3) regulations is of utmost importance
to the entity itself, as well as to its donors. While donors
to 501(c)(3) entities are entitled to tax deductions, if the
entity loses its 501(c)(3) status, donors lose their deduc-
tions retroactively, sometimes years after the fact.

In recent years, the 501(c)s have become particularly
prominent players in electoral politics. In 2008, for
example, a 501(c)(4) called America’s Agenda: Health
Care for Kids, which was largely funded by the phar-
maceutical industry, spent $13.2 million to run “thank
you” ads praising 28 members of Congress for support-
ing a federal program that helps states provide medical
insurance to children. Although the ads, which ran in the
weeks before congressional elections, did not expressly
advocate for the election or defeat of any candidates, they
cast a favorable light on many legislators in competitive
races who would be in a position to help the pharmaceu-
tical industry in the upcoming session of Congress.32

Even donors to tax-exempt “social welfare organizations”
established under Section 501(c)(4) of the tax code need to
be cautious with regard to the activities of those groups
since failure to remain consistent with their charters

can result in the loss of tax-exempt status. IRS regula-
tions require that 501(c)(4) organizations be operated
exclusively for the promotion of social welfare and, in
some way, promote the common good for the purpose of
bringing about “civic betterments and social improve-
ments.”33 IRS regulations under Section 501(c)(4) distin-
guish between “acceptable” social welfare activities, such
as lobbying, and “unacceptable” activities, such as direct
engagement or participation in a political campaign.34
Contributing corporations need to exercise caution
because the consequences of failure to comply can

be a loss of the nonprofit’s tax-exempt charter.35

527 political groups

Independent 527 political organizations have become
increasingly prominent in recent elections. Heightened
political activity on the part of some independent 527s
has led to an increase in regulation. This greater regula-
tion has thus made 501(c)(@) and 501(c)(6) organizations
more attractive vehicles for some donors.36

Using voter education as the vehicle, many 527s spend
large amounts on advertising. In the 2004 presidential
race alone, 527s raised $424 million.37 The potential
problems of well-funded, lightly regulated nonprofit
political groups (e.g., Swift Boat Veterans for Truth,
MoveOn.org) became apparent during that election.




www.conferenceboard.org

HANDBOOK ON CORPORATE POLITICAL ACTIVITY EMERGING CORPORATE GOVERNANCE ISSUES

Key Attributes of Various Types of Tax-Exempt Organizatibns

While highly simplified and not to be relied upon as a substitute for fact-specific professional advice,
the following chart identifies the general framework of various forms of tax-exempt entities and

the activities they are allowed to engage in.

13

activities] -

¢

Activities 501(c)(3) 501(c){4) 501(c)(6) 527 PAC
Research, Social Welfare & Trade Association General Political Fundraising &
Education & Cause-Related or Business League Activities & Coordinated
Charitable Activities for the Benefit of Independent Campaign
Activities for the Members & Their Express Advocacy Activities
Public Benefit Industries .
_Engage in public Yes Yes Yes Must not be Must not be
- education & . ] primary purpose primary purpose
advocacy not related )
to legistation or
candidates
Engage in legislative Must not be Yes Yes o Must not be Must not be
activities substantial primary purpose primary purpose
€, .
- Engage'in géheral No | Must not be ‘Must not be Yes . Yes -
political activities:& primary purpose primary purpose
independent express- ) S
advocacy
Fundraising & No Restricted class & Restricted class & Restricted class & Restricted class
coordinated campaign connected PAC connected PAC connected PAC of connected
activities organization
Receive tax- Yes No No No No
deductible charitable [Notice required) [Notice required] [Notice required) {Notice required}
contributions S
Receive contributions Yes Maybe [But not for Yes [But not for No No
& fees that are lobbying /political lobbying /political i
deductible as a activities — Notice activities — Notice
business expense required] required)
Disclosure of donors & No 1 No No IRS FEC
members to IRS/FEC - '
Contributions, fees & Yes Yes Yes Yes Yes
substantially related
income exempt from
tax
Investment income Yes Yes Yes No - No
exempt from tax [if no political [if no political
activities]

Prepared by Jeffrey P. Altman, partner, McKenna Long & Aldridge LLP.
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During that campaign, Republicans and Democrats both
charged that 527s had illegally coordinated their activi-
ties.with the opposition’s campaign or had crossed the
line into direct advocacy.38 Following the 2004 election,
the FEC began to monitor the activities of 527s more
closely, taking a more critical look at 527 advertising and
‘the money backing it.39

In its 2007 decision Federal Election Commission v.
Wisconsin Right to Life, the Supreme Court ruled that
McCain-Feingold’s prohibition on corporate funding of
broadcast advertising that referenced a federal candi-
date within 30 days of a primary, or 60 days of a general
election, did not apply to issue ads.40 It held that com-
pany political spending is protected speech even in close
proximity to an election. In 2010, the Citizens United
ruling enabled companies to donate to 527s that make
independent expenditures. These 527s will probably need
to report more extensively to the FEC than the Internal
Revenue Code requires.

Political action committees

Many corporations maintain PACs, which are highly
regulated, to engage in political activity. A corporation
may solicit employees to make voluntary contributions to
its PAC. Under federal (2 U.S.C. § 441b) and various state
laws, PACs may contribute to and spend money on behalf
of candidates. PACs may not be funded with corporate
treasury funds, but corporate funds may be used to
administer a PAC. '

Individual Political Activity

It is often in a company’s interest that its officers

and senior managers be politically active. Company
executives may contribute freely to candidates, political
parties, and causes within the limits established by the
relevant jurisdiction. But when doing so, it is important
that they are aware that use of company resources —
even the use of the company’s name — can pose legal
and reputational risks to the company. Federal and state
laws in this area are complex and not intuitive. Officers
and senior managers should be aware of company policy
regarding the use of the company’s name, logo, and
resources when engaging in political activity.

It is not a company’s responsibility to police the private '

political activity of its employees, nor is it an employee’s
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One advantage of using a PAC as the primary vehicle
for political contributions is that PAC spending is more
transparent because federal law requires expenditures to
be reported, and nearly all states require disclosure as
well.4! By limiting its spending to a PAC, a corporation
might be able to deflect outside pressure to contribute
more generously to other political groups, but the public
and the press, however, do not always clearly distinguish
PAC contributions from direct corporate spending. The
use of a PAC, therefore, does not fully insulate a corpo-
ration from reputational damage that can result from
ill-considered or ill-timed political spending.

It is important that members of senior management

are kept abreast of PAC spending to ensure that it is
aligned with company policies and serves the company’s
interests. PAC boards can also be an effective tool for
educating employees regarding the importance of politi-
cal participation. It is also particularly important that
the timing of PAC contributions be planned and care-
fully considered. PAC contributions made at about the
same time as official action can give the appearance of
improper linkage.

right to use the company’s brand, reputation, or the
employee’s position with the company to advance per-
sonal political agendas. Officers and senior managers
need to recognize that their support of particular.candi-
dates or causes may reflect poorly upon the company,
particularly when those activities are at odds with an
announced company policy or position.

Corporations must also exercise care to ensure that
managers or senior executives are never perceived

by subordinates to be pressuring or inducing others

to make political contributions. Promises of career
enhancement, reimbursement, or threats of punitive job
actions are illegal in most jurisdictions and can result in
significant reputational injury to the corporation.
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Trade associations

Corporate leaders are aware that even when their own
actions pose little risk, the behavior of suppliers, trade
associations, and other third parties has the potential to
affect how their companies are viewed. Potential threats
can include outside organizations whose spending intro-
duces legal and compliance risks or is at odds with the
company’s positions, values, or business objectives.

Trade associations—national, statewide, and local—
serve as effective advocates for business.42 In certain
circumstances, however, their choice of candidates,
policy positions, or political causes may conflict with
the positions, values, business objectives, and wishes of
individual members.

In the worst cases, a company may find a trade asso-
ciation’s political activity so objectionable that it takes
action. For instance, Epic Systems Corporation, a $1.2
billion Wisconsin-based electronic medical records
company, announced in 2008 that it would not do busi-
ness with vendors who were members or affiliates of
Wisconsin Manufacturers & Commerce (WMC), the
state’s largest business group.43 Epic managers said
they objected to WMC'’s $1.8 million expenditure for
ads against the election of a justice of the state supreme
court, ads that they deemed distortions of the judge’s
record. Epic’s decision received considerable attention
in the press statewide, and at least one significant Epic
vendor pulled out of WMC.44

Most trade associations shun controversial political
activity. But given the relative freedom trade associations
have to engage in political activity, it may be advisable
for companies to inquire about how their own payments
to trade associations are spent.#> Without this informa-
tion about how its contributions are spent, a corpora-
tion may unwittingly end up supporting politicians or
political causes with which the company may not want

to be associated. It may also find its funds being used to
promote positions that may not be aligned with its values
or business strategies.
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Other approaches to political activity

A small minority of companies, including IBM, Colgate-
Palmolive, and Avon Products, have chosen to abstain
from all political activity—spending no company funds
on candidates or political committees and/or prohibit-
ing trade associations from using their payments for
political purposes. Other companies limit their political
activities to direct contributions. For example, Intel will
not contribute to 527 groups, given their involvement

in campaign ads and the potential that those ads can

be inconsistent with the company’s policies and style of
communication.

Other corporations may decide that, with the proper
policies in place, a broader range of legally permissible
political activities can be appropriately supported with
company funds. UnitedHealth Group says, under “cer-
tain circumstances,” it may contribute to other political
organizations, such as 527s. The company’s stated policy
is “to contribute to candidates or initiatives that are
consistent with our long-term legislative and regulatory
goals, and to those who represent the communities served
by our compahy.”46

U.S. Bancorp makes corporate contributions in connec-
tion with state and local ballot initiatives and referenda
on important policy issues that it believes are likely to
affect its business and its shareholders. However, U.S.
Bancorp does not make contributions to candidates

for political office, political parties or committees, or
political committees organized for the advancement of
political candidates. The company also does not make
contributions to 527s or to special interest lobbying
groups, even in states where it is permissible.4’

Regardless of a company’s level of involvement, the deci-
sion to participate in a political campaign or promote a
political cause should be supported by a solid business
rationale and aligned with the company’s values and poli-
cies. To that end, expenditures should be assessed on the
basis of the answers to the following two questions:

1 Can a strong case be made that the spending
advances the corporation’s key business objectives?

2  Does the spending threaten the company’s reputation
or expose it to unnecessary risks?
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Differing with a Trade Association

A great deal of corporate political activity takes place
through trade associations and other nonprofits in

the form of direct donations, electioneering com-
munications, grass-roots lobbying, and independent
expenditures directed at individual candidates. Trade
associations also serve as a valuable avenue to advo-
cate directly for an industry rather than for an individual
corporation when prevailing public opinion may not be
with the industry. As important as membership in a trade
association may be, a corporation must be mindful of
the risks that may be involved when there are significant
differences with an association on major issues that can
have a reputational or bottom-line impact.

For example, corporations that belong to the U.S.
Chamber of Commerce (Chamber) and the National
Association of Manufacturers (NAM) agree on most

of these organizations’ broad principles and overall
pro-business legislative agenda. But members have
differed with the associations on climate change.? While
the Chamber and NAM oppose certain approaches

to address climate change, such as a mandatory cap
and trade system or regulation of emissions by the
Environmental Protection Agency, several of the com-
panies represented on their boards of dirgctors support
regulatory change.b
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General Electric, Johnson & Johnson, and several other
companies have publicly stated that the Chamber was
not representing all the viewpoints of its membership in
the climate change debate. Some of these companies
have gone even further than public statements. While
Duke Energy remains a member of the Chamber, the
company withdrew from NAM.€ Pacific Gas and Electric,
PNM Resources, Apple, and Exelon left the Chamber in
September and October 2009 because of significant dif-
ferences over climate change legislation.d Nike resigned
from the Chamber’s board and issued a strong state-
ment, but is still a member of the association.®

The U.S. Chamber of Commerce has said that it con-
tinues to support federal legislation and a binding
international agreement to reduce carbon emissions and
address climate change.f However, it also has engaged in
grass-roots lobbying against climate change legislation.8
In 2009, it spent about $1 million in both Virginia and
Massachusetts on electioneering communications in
off-year contests. It also made sizeable expenditures on
advertising campaigns in other key states and districts
aimed at defeating climate change legislation.h

Companies should therefore be aware of whether their
membership in trade associations accurately represents
the company’s interests and policy positions and man-
age these relationships accordingly.

a Renee Schoof, “Businesses want a say in global warming Bill,” McClatchy Newspapers, January 21, 2008
(www.mcclatchydc.com/2008/01/21/24927/ businesses-want-a-say-in-global.html).

b Jane Sasseen, “Does the U.S. Chamber Speak for Big Business,” BusinessWeek, October 7, 2009 (www.businessweek.com/
magazine/content/09_42/b4151022190812.htm). See also Daniel Whitten, “PG&E, Duke Energy Walkouts Show-U.S. Split on
Climate,” Bloomberg, September 29, 2009. See also, “EPA ‘Tailoring’ Proposal May Harm Small Manufacturers and Businesses,”
National Association of Manufacturers, Press Release, September 30, 2009 (www nam. org/Commumcatuons/Artucles/2009/09/

EPATailoringProposalMayHarmSmallManufacturers.aspx ).

¢ Lisa Lerer, “Duke Energy ditches manufacturing group,” Politico, May 8, 2009 (www.politico.com/news/stories/0509/22269.html).

d Michael Burnham, “Lobbying: Chamber CEQ takes Steve Jobs to task in climate row,” Greenwire, October 7, 2009;
Cassandra Sweet, “Utility Quits U.S. Chamber Over Rift on Climate Bill,” Wall Street Journal, September 29, 2009; and
Daniel Whitten, “PG&E, Duke Energy Walkouts Show U.S. Split on Climate,” Bloomberg, September 29, 2009
(www.bloomberg.com/apps/news?pid=newsarchive&sid=au4dgEfKQBXo).

e Lisa Lerer, “Nike to quit Chamber post in climate protest,” Politico, September 30, 2009.

f “U.S.Chamber’s Donohue Comments on Climate Change,” U.S. Chamber of Commerce Press Release, September 29, 2009
(www.uschamber.com/press/releases/2009/september/us-chambers-donohue-comments-climate-change).

g Forexample, see the ad “Wake Up to Climate Change Legislation” on the Chamber website

{www.uschamber.com/ads/wake-climate-change-legislation).

h Marc Ambinder, “The Corporations Already Outspend the Parties,” Atlantic website, February 1, 2010
(www.theatlantic.com/politics/archive/2010/02/the-corporations-already-outspend-the-parties/35113/).
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Director Responsibilities, Board Oversight,
and Disclosure of Political Spending

There are well-established laws and regulations that
directly govern or otherwise influence board and direc-
tor conduct, and violations can result in civil liability

or criminal penalties. However, in the area of corporate
governance, companies and their boards of directors
may organize their activities so as to exceed the baseline
thresholds for avoiding liability.

While there are multiple areas of law that define the
responsibilities of corporate boards of directors, compa-
nies should pay very close attention to state law doctrines
of fiduciary duty, the Department of Justice Federal
Sentencing Guidelines, and the listing requirements of the
New York Stock Exchange.

The impact of fiduciary duty

The law regarding directors’ fiduciary duties governs
director conduct and underpins the processes and proce-
dures that boards adopt to exercise their responsibilities.
Corporations are creatures of state law. As such, the law
pertaining to directors’ fiduciary duties is state law, often
judicially interpreted and sometimes judicially made.

All corporate directors have fiduciary duties of care and
loyalty that they owe to the corporation and its share-
holders.*8 The duty of care requires diligence in execut-
ing responsibilities as a director, making decisions based
on all reasonably available information, and instituting a
system of oversight when appropriate for various man-
agement activities.4?

The duty of loyalty requires absolute loyalty to the
corporation. Directors must put the company’s interests
above their personal interests when making any deci-
sions that affect the corporation. The duty of loyalty
includes, among other responsibilities, avoidance of
conflicts of interest that may impair directors’ ability to
act in the best interests of the company. Another duty is
to act in good faith at all times.3% Good faith involves an
obligation for directors to “act at all times with honesty
of purpose and in the best interests and welfare of the
corporation.”®! The standard for the breach of good faith
demonstrates a lack of honesty or an intention to act
other than in the best interests of the corporation and its
shareholders.32
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Courts have recognized as a corollary responsibility of
corporate directors a duty of oversight of the corpora-
tion’s affairs and the activities of its officers and employ-
ees.53 The standard for failure of oversight is whether or -
not a director acted in good faith. As in other situations
in which a lack of good faith is alleged, the threshold for
liability as the result of an actual breach is high. In Stone
v. Ritter, the Delaware Supreme Court articulated the
conditions necessary for director oversight liability:

(a) the directors utterly failed to implement any
reporting or information system or controls; or

(b) having implemented such a system or con-
trols, consciously failed to monitor or oversee
its operations thus disabling themselves from
being informed of risks or problems requiring
their attention.54

Liability for failure to monitor can arise only when
there is “a sustained or systematic failure of the board
to exercise oversight—such as an utter failure to attempt
to assure a reasonable information and reporting system
exists.”>3 To establish actionable failure of oversight, a
court must find that a director disregarded his or her
fiduciary duties, had a conscious disregard for responsi-
bilities, or acted in bad faith.5¢ In other words, although
a duty to oversee and monitor exists, circumstances that
give rise to actual liability must be egregious and involve
a knowing disregard of duty.

There is no fiduciary duty of oversight of political spend-
ing. However, political spending as a corporate activity
involves questions of risk identification and risk man-
agement, compliance with specific regulations, and the
dictates of the company’s ethics code. Corporate political
spending can introduce issues of reputational risk as well
as the risk of noncompliance with spending and report-
ing requirements. In this respect, political spending can
be considered another area of poteritial corporate vulner-
ability that may require some form of board oversight.

It falls to every corporate board to determine the matters .
that are within its oversight and monitoring processes.
Insofar as a company engages in political spending,
directly or indirectly, a board may wish to consider how

it will conduct oversight and monitoring activities. How
elaborate a program is appropriate or how many times
each year the board examines political spending activities
is a determination that each board must make for itself.
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The Federal Sentencing Guidelines

The Federal Sentencing Guidelines (FSGs) are rules for
a uniform sentencing policy established by the U.S.
Sentencing Commission for those convicted of felonies
and serious misdemeanors. Although these guidelines
technically provide advice about conduct that can miti-
gate a sentence if the corporation itself is found guilty
of a crime, they have become a standard for corporate
boards and management to follow with respect to com-
pliance and ethics programs.5’

FSG Section 8b2.1 sets forth criteria for ethics and com-
pliance programs and prescribes certain responsibilities
for the “organization’s governing authority.” Ethics and
compliance programs “shall be reasonably designed,
implemented, and enforced so that the program is
generally effective in preventing and detecting criminal
conduct.”®8 The organization’s governing authority—in
the case of a corporation, this is the board of directors—
must be knowledgeable about the contents of the compli-
ance and ethics programs and must exercise reasonable
oversight with respect to implementation and effective-
ness of the programs. High-level individuals within the
organization must have day-to-day responsibility for the
programs’ operations.

The conduct prescribed by the FSGs is voluntary for
corporations and their boards. However, because they set
clear standards for compliance and ethics programs, FSG
dictates have become part of the fabric of governance
best practices. Companies follow the FSGs when devis-
ing compliance and ethics programs, as well as in their
efforts to provide oversight of other programs.

The New York Stock Exchange listing
requirements

Stock exchanges are subject to the jurisdiction of the
Securities Exchange Commission (SEC), and stock
exchange regulations must be approved by the SEC.
While they do not have the force of law, the regulations
are binding on all companies listing stock on the particu-
lar exchange, and thus constitute a form of quasi-public
regulation. Like the FSGs, stock exchange listing rules
form a standard of conduct and best practices that com-
panies, whether listed on the exchange or not, may wish
to adopt.
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The New York Stock Exchange (NYSE) Listed Company
Manual Rule 303A.10 requires all NYSE listed compa-
nies to have a code of business conduct and ethics. The
rule requires that, at a minimum, these codes deal with
certain subjects, including compliance with laws and pro-
cedures for reporting illegal or unethical behavior.59

The emphasis on compliance with laws and procedures
for reporting illegal conduct in some ways echoes the
FSG. The listing rules prescribe not only the importance
of ethics and compliance, but also the importance of
boards creating processes that ensure adherence to these
requirements.

Shareholder votes on political
disclosure resolutions

Since 2004, a number of S&P 100 companies have
announced their support for the public disclosure of
political contributions.®9 Additionally, certain share-
holder groups are increasingly using their influence to
press for greater disclosure from a broader group of
companies. Votes in favor of disclosing and accounting
for political spending have risen over the past six years,

in some cases garnering support in the 30 to 40 percent
range.% As You Sow, a shareholder advocacy group,
reported that political donations continue to be one of
the most significant social issues generating shareholder
proposals. According to a report by the organization,
“Social proposal votes ranging from 10 percent to 15 per-
cent [...] and often result in some action by the company
to address the shareholders’ area of concern.”6Z There has
been a steady increase in the average vote in support of
the resolutions since they were first filed in 2004 (Table 1).

TABLE |

Average Vote in Favor of Political
Contribution Disclosure Resolutions

Sources: SEC Form 10-Q and 8-K company reports.
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Results from a Director Survey on Corporate Political Activity

A 2008 survey of 255 directors found the following:

Limited Understanding of the Rules Governing
Political Spending

73 percent wrongly believed that corporations
are required to report all their political spending.

Under current law, are corporations required or
not required to approve to publicly disclose
all political spending?

15 Not sure 73%

Required

12 Not required i

38 percent were unaware that political
spending does not require board approval.

Under current law, are boards required or
not required to approve and oversee
political expenditures?

24 Notsure 38%

Required

37 Not required

41 percent did not know that trade associations
are not required to disclose their corporate members
or the beneficiaries of their political expenditures.

Are trade associations required to disclose
their corporate members and the candidates
and organizations that benefit from their
political expenditures?

46 Not sure Ea il 41%
Required

14 Not required

Support for Oversight and Disclosure
60 percent supported requiring board oversight
of political expenditures.

Corporate boards should oversee and/or
approve all direct and indirect political spending.

1 Not sure 32%

Strongly agree
17 Szwnrgily oppose trongly ag

22 Somewhat oppose

Somewhat agree 28

¥

75 percent supported disclosure of contributions
made to trade associations and other tax-exempt
organizations and used for political purposes.

Corporations should be required to disclose
payments made to trade associations and
other tax-exempt organizations that are
used for political purposes.

! Notswe | [

6 Strongly oppose | ‘

31 Somewhat agree

44%
Strongly agree

17 Somewhat
oppose

Note: Due to rounding, some percentages may not add up to 100. The 2008
survey polled 255 directors. Of the respondents, 57 percent were internal or
management board members and 43 percent were independent or outside
Board members. It was conducted by Mason-Dixon Polling & Research, and has
a margin of error of +/- 6 percent. The full survey results are available online
(wwwi.politicalaccountability.net/index.php?ht=a/GetDocumentAction/i/919).
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Institutional investor support for disclosure

Some mutual funds, which are often the largest share-
holders of companies, have also started to show support
for political disclosure. While proposals first filed in
2004 were opposed by major mutual funds, a review of
the voting records of the top mutual fund families since
then indicates that a growing number have changed
their position to “for” or “abstain™ (Table 2). Mutual
funds that abstain from voting on disclosure effectively
strengthen votes in favor of disclosure.43

Some companies [eel there are disadvantages to disclo-
sure. They may believe that the reporting of their PAC
contributions is sufficient, that their membership dues
to trade associations should be treated as confidential,
or that the collecting and posting of political spending
information is burdensome and of no interest to share-
holders. They may also not want their competitors to
have insight into their political spending programs. In
its 2010 proxy statement, Boeing argued that reporting
on its political expenditures would “impose unwarranted
administrative burdens on Boeing with no discernable
benefit to shareholders.™* Citigroup argued similarly
in its 2009 proxy statement that disclosing its spending
through trade associations “would not provide stock-
holders with a greater understanding of Citi’s strategies
or philosophies about its political contributions.”6?

TABLE 2

L
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Other companies have determined that a critical aspect
ol an effective oversight program is the disclosure of all
political dollars spent. By October 2010, 76 major com-
panies had decided that their political contributions to
candidates and political groups should be disclosed.6%
They also concluded that their payments to organizations
that underwrite political activity, such as trade associa-
tions and 501(c)4)s, should be disclosed.®”

Disclosure policies adopted by corporations commonly
cover the following:

° political contributions made with corporate funds and
payments to trade associations and other tax-exempt
organizations used for political purposes;

* policies and procedures regulating company political
spending;

* positions of corporate officers who manage the firm’s
political spending; and

* the process for board oversight of the company's
political spending.

Voting History on Political Disclosure Resolutions by Leading Mutual Fund Families: 2004-2009

2004 2005 2006 2007 2008 2009
Fund Family For Abstain For Abstain For Abstain For Abstain For Abstain For Abstain
Allegiant 0% 0% 0% 0% 45% 4% 50% 0% 54% 0% 93% 7%
Fidelity 0 45 0 47 5 55 4 96 0 100 0 | 100
Franklin Templeton 0 0 0 0 0 0 0 8 7 7 57 0
Legg Mason 0 2 0 2 56 0 62 0 91 0 78 0
Morgan Stanley 0 2 0 0 3 5 0 0 27 0 87 0
Schwab 0 0 0 0 51 0 71 0 OB s 0 96 0
Vanguard 8 92 0 100 0 100 0 100 3 97 0 99
Wells Fargo 0 4 0 4 6 0 0 0 81 0 81 6

Note: Results are from the funds within each respective fund family. The vote totals are the combined vote.

Data obtained from ProxyDemocracy (www.proxydemocracy.org).

Funds used in compiling the voting results include: Allegiant Large Cap Core Equity, Allegiant Large Cap Value, Allegiant Large Growth, Allegiant S&P 500 Index (Note: Allegiant
Funds are PNC funds as of February 2010), Fidelity Blue Chip Growth, Fidelity Contrafund, Fidelity Disciplined Equity, Fidelity Equity-Income, Fidelity Growth Company, Fidelity
Magelian, Fidelity New Millennium, Fidelity Spartan 500 Index, Fidelity Value, Franklin Templeton Growth, Franklin Templeton Income, Franklin Templeton Mutual Beacon, Franklin
Templeton Mutual Shares, Legg Mason Partners Appreciation, Legg Mason Partners S&P 500 Index, Legg Mason Partners Social Awareness, Legg Mason Partners Value Trust,
Morgan Stanley Dividend Growth Securities, Morgan Stanley Focus Growth, Mergan Stanley S&P 500 Index, Schwab 1000 Index, Schwab Core Equity, Schwab Hedged Equity,
Schwab S&P 500 Index, Schwab Total Stock Market Index, Vanguard 500 Index, Vanguard Primecap, Vanguard Total Stock Market Index, Vanguard U.S. Growth, Vanguard
Wellington, Vanguard Windsor, Vanguard Windsor Il, Wells Fargo Advantage Dow Jones Target 2040, Wells Fargo Advantage Equity Index, Wells Fargo Advantage Growth, and Wells

Fargo Advantage Index.
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Establishing an Effective Program to
Manage and Oversee Corporate Political Spending

Political Spending and Enterprise
Risk Management

In assessing the overall understanding of business risks,
many corporations combine risk management and
strategy in an enterprise-wide structure and leverage
their mandatory internal control procedures to establish
a comprehensive enterprise risk management (ERM)
infrastructure. ERM is a top-down initiative that is fully
supported by the corporate board and includes a preven-
tive, control-based aspect and a forward-looking and
entrepreneurial aspect.%8 The oversight of ERM is part
of the fiduciary responsibilities of directors, and compa-
nies might consider whether the risks posed by political
spending should be considered during the company’s risk
assessment.

An ERM framework can be used to assess and respond
to strategic and operating risks and help communicate
clearly a company’s long-term business strategy. ERM
oversight procedures add to corporate governance prac-
tices, while information on risk acquired through ERM
and disseminated within the company can help managers
and board members execute their corporate governance
responsibilities.

Just as there are many ways to set up political spending
oversight, there is no one-size-fits-all ERM process. But a
number of case studies provide a common base of practi-
cal knowledge of how a program properly works.59

First Steps toward a Political
Spending Policy

Establish separate roles for the board
and management '

Even when the respective roles of senior managers and
board members are well defined, the boundaries separat-
ing their responsibilities involve nuance. The fundamen-
tal question then remains: Where do senior managers’
responsibilities end and board members’ begin?

The responsibility to implement political spending poli-
cies is distinct from the responsibility to oversee political
spending. As a matter of general practice, board mem-
bers do not need to regularly approve political spending

decisions, but they should be comfortable with question-
ing the guidelines for the company’s political giving pro-
gram. Astute board members will ensure that there are
robust governance processes in place to instill confidence
in the overall political engagement of the corporation.

Draw political spending boundaries

In developing their company’s political spending policies,
management and the board may find it helpful to first
decide whether to limit the company’s political spending
to funds voluntarily contributed to a company-main-
tained political action committee or whether to permit
corporate treasury funds to be used for such spending.
After making that decision, the parties involved should
identify the types of organizations that are appropriate
recipients of tlie company’s resources (i.e., individual
candidates, hallot measure committees, political par-
ties, other political groups, issue advocacy groups, trade
associations, or 501(c)(4) organizations).”0 A next step
would be to identify those individuals or groups respon-
sible for making spending decisions, determine approval
procedures, and decide what type of reporting needs to
be completed.

This approach allows for significant flexibility. Some cor-
porations—those in highly regulated industries or those
that have had previous problems with imprudent politi-
cal expenditures—may choose stricter rules regarding
the approval of expenditures and more frequent internal
reporting requirements.

Determine what role the board plays

Certain boards may decide to play a more hands-on role
in the process. If this is the case, the board may choose

to assign oversight responsibilities of corporate political
activity to a standing committee (e.g., nominating and
governance, public affairs, or audit). The appropriate
structure will depend on the board’s committee composi-
tion as well as the interests and experience of the commit-
tee members. Examples of companies that have assigned
a board committee to oversee political spending include
Dell, Praxair Technology, and Aetna Inc.
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Nine Questions Every Director Should Ask

1 Are public policy and government spending part of
the annual business plan and strategic plan?

2 . Indeveloping these plans, have all constituents
been considered?

3 Do you have an effective government affairs
organization?

4  Have management and the board each defined their
roles in public policy activities?

5 Does your public policy activity support your code
of conduct?
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6  What kind of internal education do you offer about
government affairs?

7 What is the company’s record of compliance with
public policy activities?

8 If the company has been noncompliant in the past,
what were the consequences? Who handled the
issues? Are there now better compliance processes
in place?

9 s there effective inside corporate counsel who is
knowledgeable about these issues?

Source: Curtis H. Barnette, chairman emeritus, Bethiehem Steel Corporation, of counsel, Skadden, Arps, Slate, Meagher & Flom LLP.

Instead of requiring prior board approval of actual
political spending decisions, most companies have ret-
roactive reviews. At Coca-Cola, for example, the board’s
public issues and diversity review committee retroactively
reviews the company’s corporate political contributions;
at Unisys, a committee or the full board reviews politi-
cal spending annually, sets the policies, and then reviews
spending already done on a regular basis.”!

Many companies choose to support the board or board
committee with senior managers, inside counsel, and

What One Company Considers Before
Making a Political Contribution

United Technologies (UTC)

* Look at the candidate’s views (and voting record,
in the case of incumbents) on issues critical to
UTC’s success

» Check for the presence of UTC facilities in the
candidate’s district

* Note the congressional committees on which the
legislator serves (in the case of incumbents)

» Determine the strength of the candidate and the
impact a contribution and implied UTC endorse-
ment might have on the race

Source: UTC’s corporate governance section on political contributions section
(www.utc.com/utc/Governance/Political_contributions.htm!).

outside counsel who develop or revise policies for politi-
cal spending. The board may assign senior managers to
review the company’s current political spending prac-
tices and to make recommendations for procedures and
policies for the board to effectively review the company’s
political activity.

Define the role of senior management

One of management’s primary responsibilities is to
design the internal processes by which a company
makes its political spending decisions. Senior manag-
ers are responsible for ensuring that these policies are
well known and understood by all company officers
and employees. Senior managers must be certain that
company policy is widely understood by those who must
abide by it in their daily work, such as those in govern-
ment relations, as well as any other employee who may
be faced with decisions regarding corporate political
activity.”2

Managers can consider a number of elements:

¢ l|dentification criteria for the business case for proposed
political expenditures

* Various means available to educate employees on
company policy and practices related to political activity

* An effective process for proposing and approving
political expenditures

* Ways to communicate the risks of not following
the approved process

+ Methods of evaluating the effectiveness of prior activity
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It may also be helpful for managers charged with creating
political spending rules to draft a checklist that employ-
ees can use for political spending decisions. The check-
list could be an informal tool to help employees decide
whether to encourage a particular expenditure. Helpful
checklist questions could include:

* What is the business rationale for the expenditure?

* Is the request in writing and does it identify the purpose,
including the name of the candidate or issue involved?

* Who outside the company has solicited or encouraged
the expenditure?

* Who within the company is endorsing it?
* What is the amount of the proposed expenditure?
* How is the recipient expected to use the expenditure?

* Is the expenditure aligned with the company’s values
and publicly stated policies, positions, and business
objectives?

* Are any concerns raised by the timing of the request in
light of other internal and external activities?

Because campaign finance laws are complex and vary
from state to state, a company’s approval process
must include consultation with its legal department.

Components of an Effective Political
Spending Decision-Making Process

Planning Develop a strategy for political spending to
avoid the pitfalls of rushed decisions.

Initiation Respond to an internal or external written
request for a fully described expenditure.

Deliberation Involve a range of managers and
employees who have an interest in proposed political
spending.

Information Require research and analysis that will
be distributed for comment.

Responsibility Disperse responsibility for making
decisions to ensure broad agreement on the decision.

Review Examine the proposed expenditures to
ensure that they are in line with the company’s values
and publicly stated policies, positions, and business
strategies and that they do not pose reputational,
legal, or other risks to the company.
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Knowing what is legal and what must be reported and to
whom is essential prior to the approval of any political
expenditure.

Develop codes

Adopting a code of conduct for political spending is
another method of ensuring that a company’s employees
are aware of and acting in accordance with company pol-
icy. The code sets a conformance standard for employ-
ees. Companies including Dell, Intel, and Merck have
developed codes of political conduct and have posted
them on their websites.”3 Typical elements of these codes
include company policies on public disclosure of expen-
ditures of corporate funds on political activities on the
company’s website; disclosure of dues and other pay-
ments made to trade associations and other tax-exempt
organizations that the company anticipates will be used
for political expenditures; and establishment of boards’
of directors policy on monitoring of political spending.
(See Appendix 5 on page 43 for sample company codes of
conduct.) B

Create a deliberative process

Since companies vary widely by industry and size, there
is no single process that will work for all. But effective
political engagement programs share the characteristic of
being deliberate. A deliberative process allows a com-
pany to deflect undue political pressure to contribute.
Potential beneficiaries of a company’s spending deci-
sions may seek a quick decision from the company. That
pressure may dissipate, and a more sound decision may
emerge from a process that affords managers time to
make an informed judgment.

Deliberative processes also allow managers with different
portfolios to bring varying perspectives that may make
for better decision making. Government relations staff,
for example, may be inclined to contribute to a candidate
because he or she favors the company’s position on tort
liability. Other managers, however, might point out that
the candidate’s platform is at odds with the company’s
positions on issues such as climate change, immigration,
or diversity. With multiple managers’ perspectives, com-
pany leaders can better weigh the potential advantages
and disadvantages of a particular expenditure. A planned
process may give a company the opportunity to better
develop and pursue its public policy interests. Finally, an
effective decision-making process for political spending
will explicitly name those within the company leadership
who may approve political spending decisions.
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Obtain outside advice

There may be instances where managements or boards
will seek assistance in analyzing a company’s political
spending. In those cases, the company may want to con-
sider obtaining outside counsel. Independent, objective
counsel and expertise can help evaluate the company’s
political spending policies and protocols, the accuracy
of reporting, the reliability of managers’ advice, and any
gaps in policies, processes, and internal controls.

Effectively Managing a Poor Political Spending Decision

In 2005, Wal-Mart Stores found itself involved in

an embarrassing ad campaign designed to defeat
Proposition-100, an anti-big box ballot measure in
Flagstaff, Arizona. The company was the heaviest con-
tributor to the committee working against Proposition
100, Protect Flagstaff’s Future, giving more than
$300,000. The committee took out a full-page news-
paper ad featuring a photo of Nazi supporters burning
books. At the center of the photo was a swastika.
“Should we let government tell us what we can read?”
the text under the photo said. “Of course not. So why
should we allow local government to limit where we
can shop?™

Conclusion

A significant number of companies have put safeguards
in place to minimize the risks of political spending. A
board-approved process in close coordination with senior
managers may be needed to review the political spending
program, but it is management’s responsibility to design
and implement a program that best serves the company’s
needs while protecting it against unnecessary risk.
Periodic internal and external legal and audit reviews !
may be needed to reduce the risks inherent in political
activity, especially since such reviews can be a mitigat-
ing consideration when companies face legal sanctions
for political spending violations. When political spend-
ing mistakes are made, they should be quickly addressed

and, when appropriate, publicly acknowledged.

The reaction against the ad was immediate, with the
public, veterans groups, and the Anti-Defamation League
decrying the comparison between Proposition 100 and
Nazi Germany. According to published reports, Wal-Mart
had reviewed and approved the ad, created by a Phoenix !
agency, but a company spokesman said officials did not
realize the photo depicted Nazi supporters. Wal-Mart’s |
apology was swift and direct, and the company took out

a quarter-page ad apologizing for the original ad.P News

of the apology ran not only in newspapers throughout

Arizona, but also in USA Today, the New York Times, and

other major media outlets.©

a Amy Joyce; “Wal-Mart to Apolbgize for Ad in Newspaper,” Washington Post, May 14, 2005
{(www.washingtonpost.com/wp-dyn/content/article/2005/05/13/AR2005051301423.html).

b. Lauren Coleman-Lochner, “Wal-Mart to Apologize Over Ad,” Bloomberg News, May 15, 2005.

¢ “Wal-Mart apologizing for ad showing Nazi-era book fire,” USA Today, May 14, 2005 (www.usatoday.com/money/advertising/
2005-05-14-walmart-ad_x.htm);; Mark A. Stein, “Kinder, Gentler? Only to a Point,” New York Times, May 22, 2005
(query.nytimes.com/gst/fu!lpage.html?res=9F06ESDDI539F931A15756COA963908863).
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Creating an Ethical Corporate Culture

Dell has a political spending policy that is an integral part of our
ethical culture, but we can’t have policies for every kind of situation.
Our culture guides our decisions and helps us make the right

kind of judgments.

Finding the Limits of Compliance

Shareholders and other stakeholders judge corporate
conduct by both legal and ethical standards. Though the
legal system focuses on whether companies comply with
the law, the wider court of public opinion—sharehold-
ers, governments, suppliers, customers, and the general
public—looks beyond the law. Although a company
may be evaluated on any aspect of its behavior, it is
perhaps judged most harshly on its political behavior.”4
A company’s business strategy may be multifaceted and

difficult to decipher for those outside of the organization.

However, stakeholders have diverse views as to whether

Michael McLaughlin
Chief Ethics and Compliance Officer
Dell

a company’s support for a particular candidate, ballot
measure, or policy position is sound. These opinions
often correlate directly with their view of a company’s
ethics and role as corporate citizen.

Recognizing the ethical implications of business deci-
sions can help companies meet their needs without
compromising corporate values. A company grounded in
an ethical culture will do more than comply with exist-
ing laws; it will also take steps that encourage directors,
senior managers, and other employees to hold their

own and others’ actions to well-articulated company
standards.

Procter & Gamble: Spending Political Dollars with Care

Though Procter & Gamble (P&G) has long prided itself on its prudent political spending decisions, it formalized -
its decision-making process in 2006 to ensure that all political expenditures are backed by a solid business
rationale. The company’s Public Policy Team (PPT), which is charged to keep company political activity

in line with P&G’s values and goals, takes the following steps when considering political expenditures:2

» On a standard form, those proposing a political
“expenditure must make the business case for it.

. They must also explain its implications — direct and
indirect — for employees, investors, shareholders,
and consumers.

» The PPT team evaluates the proposal in a meeting,
conference call, or in circulated e-mail.

¢ The PPT team forwards certified proposals to
the company’s Global External Relations Officer
(GERO) for approval.

* The GERO advises the CEO and Vice- Chalrs of
approved proposal as necessary.

According to Deborah Majoras, chief legal officer and
secretary, “Engaging in the political process to help
shape public policy that directly impacts the company
is an important means of building and protecting P&G’s
business. We believe in transparency and have estab- '
lished robust systems to oversee political activity that
involves corporate expenditures as well as the P&G
Political Action Commuttee

a The following steps are adapted from the Procter & Gamble U.S. Public Policy Team'(PPT) Charter, 2006.
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The Elements of an Ethical
Corporate Culture

In order to create an ethical corporate culture, an organi-
zation should define that culture’s components. Directors
and senior managers are critical actors in achieving the
2004 Federal Sentencing Guidelines standard of encourag-
ing an ethical corporate culture. Unlike in compliance-
based regimes, much of what constitutes an ethical
culture is amorphous and must be woven into the fabric
of the company by consistent practice. Differentiating the
right thing to do from the expedient thing is often diffi-
cult and requires more than simply reflecting on what the
law minimally requires.

It starts at the top

One approach developed by author Ben Heineman is to
create a “performance-with-integrity” culture.”3 Such

a culture is “created as much by aspirations, examples,
transparency, and incentives, as it is by penalties,” and
company leaders create this type of culture “by forcefully
and consistently articulating the organization’s code of
conduct, guiding principles, and policy standards.”76
This approach means implementing business practices
that encourage adherence to high ethical standards.

Ultimately, though, encouraging an ethical culture is
dependent upon the examples set by the organization’s
leadership. In short, top management’s commitment
needs to be seen for the program to be believed. In the
final analysis, statements by executives promoting an eth-
ical culture may be far less important than the examples
that they set.””

Tone at the top is a critical success factor for an ethical
corporate culture. Those who study corporate perfor-
mance, management, and governance credit corporate
culture as one of the strongest competitive factors driving
sustained, long-term superior performance.’8 Leaders
who set the tone at the top must.be able to communicate
the company’s guiding principles as well as demonstrate
that behavior.”?
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Spreading the word

These same concepts should be encapsulated in well-
articulated standards for corporate political involvement.
While almost every company has a code of conduct, few
have codes that address political involvement. This is not
the case though with the largest companies; nearly all
S&P 100 companies address corporate political contribu-
tions in their codes of conduct.8% However, in addition to
the code of conduct, it is important to consider policies
that expressly address political behavior, as companies
such as Home Depot and Southern Company have put in
place.8!

A company’s code of conduct might also make clear

that only designated officials are permitted to make or
solicit political contributions on the company’s behalf,
with approval from the company’s legal department. In
this way, companies can avoid the possibility of small
groups within the company making political spending
decisions without proper oversight. In addition to adopt-
ing a code, managers have found other effective ways

to keep a company’s ethical principles front and center.
Statements and policies related to ethics can be given
prominent space on the company website and intranet
and distributed in newsletters. For instance, Microsoft
has developed a leadership code of conduct and report-
ing that guides its political activities. On its website, the
company clearly explains that its approach to corporate
governance extends beyond simple compliance with legal
requirements and that it strives to provide a framework
for establishing a culture of business integrity, account-
ability, and responsible business practices.82

Managers may find it useful to remind employees how
the code applies to political spending at particularly
important times (e.g., during election years). Merck, for
example, has begun requiring annual training and certifi-
cation on its political spending policies for its govern-
ment affairs representatives in the United States who

are involved in making recommendations on corporate
political contributions.

Corporate and individual responsibility is the foundation of Microsoft’s
culture. It is about upholding the trust of our shareholders, employees,
and partners; ethical business practices are a non-negotiable.

Dan Bross
Senior Director of Corporate Citizenship
Microsoft
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Similarly, Dow Chemical has worked to educate all
employees about interactions with government officials.
The company developed a training module that consists
of best practices, Dow’s Code of Business Conduct, and
company policies and processes, and separate modules
for specific countries. Dow is developing these country-
specific modules in recognition of the changing nature of
government requirements pertaining to lobbying, politi-
cal action, and government funding.83

Codes of conduct and political spending policies must
work in tandem with ethical decision making. Yet the
question has arisen whether the inherent nature of

rules makes it more difficult to do the right thing, as
employees may focus on the letter of the law rather than
its spirit. Rules need not be greater motivators of con-
duct than intrinsic values; instead of employees being
restricted by rules, they can be empowered by employers
to move beyond the confines of the legal to the realm of
the ethical 84

Ethical practice standards are not limited to prohibi-
tions. In many instances, they consist of protocols for
clearly articulating why companies have chosen to
support individuals or initiatives. For example, when a
company honors an elected official, it usually explains
publicly why it has chosen to do so. In a similar manner,
when it contributes to a candidate, a 527 group, or a bal-
lot measure committee, it could consider offering stake-
holders a rationale for its decision.

Encouraging internal debate and
independent thought

Conversations about company political activities might
also include employee input. An ethical company culture
encourages its employees to express opinions that may
differ from the majority view. A dissenting opinion on

a proposed political expenditure, for example, may be a
signal to managers about the potential risks that may be
associated with a certain activity. When employees feel
their objections have not been considered, an ethical cor-
porate culture should present further options for diverse
voices to be heard. Company leaders can demonstrate
their regard for wider input by offering:

* apolitical committee with broad, rotating participation;

* channels for employee input on the company’s policy
positions and corporate political activity; and

* aclear policy governing support for third-party political
initiatives.
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Broader considerations

Company leadership might also consider asking whether

"there are further obligations with regard to political sup-

port of candidates or causes. John F. Sherman, senior
fellow with the Corporate Social Responsibility Initiative
at the Kennedy School of Government at Harvard
University, encourages corporate leaders to ask this
question to define what he calls a “moral space” or, more
precisely, corporate attention to nontraditional, vulner-
able stakeholders. “The concept is that a company owes
duties to those who come into its moral space. Framing
the issue this way raises a number of questions: How
wide is a company’s moral space? Who’s in it? And what
duties does it owe to them?”85 Parties may be affected by
a company’s business, but they may fall outside its legal
obligations. A company motivated by ethical values will
give their concerns serious consideration.

These issues can arise in the case of judicial elections.
Business decision makers can potentially find them-
selves confronted with a choice between using corporate
resources to get involved or showing restraint by stay-
ing out of an election. As Ronald Berenbeim of The
Conference Board notes, the key to making the choice is
whether or not the situation seriously affects the rights or
welfare of disadvantaged parties:

Moral restraint is just that—it is a voluntary act.
In some cases [such as a judicial election] it may
be the optimal strategic response as well because
egregious acts can result in laws or court deci-
sions that restrict future autonomy and freedom
of action. In other cases, moral restraint may
impose real costs. You don’t always do well by
doing good.8¢

In sum, company leaders wrestling with the determina-
tion of whether a political spending decision requires
caution need to go beyond deciding whether the act meets
the company’s ethical code. They must also ask how a
political spending decision first came to be considered,
who will be the ultimate recipient of the expenditure, and
how the money will be spent. Other questions include:

* |s the recipient — whether a politician or an
organization — known by the company?

* In what manner was a member of the government
relations staff approached to contribute?

* Has the recipient spent prior contributions prudently?

* Is there reason to believe that the funds could promote
policies that would encourage risky company behavior or
practices?
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* In the case of high-risk expenditures (e.g., judicial can-
didates, issue campaigns, and ballot initiatives), did the
company follow up to learn how the recipients used the
company’s money, who the ultimate recipients were, and
how the recipients used the money? :

Looking forward: ethical impact reports

Some corporations that are seeking an alternative means
of addressing ethical issues in the political sphere are
considering the creation of an “ethical impact report”—
a standard protocol for important company decisions
that raise ethical questions.87 Such a report—still in the
conceptual phase at this time—would ask and answer
questions about the effects of a proposed company
action; list potential impacts of proposals, positive and
negative, as well as ways of mitigating negative impacts;
and discuss potential harm to the corporation’s reputa-
tion. In its conclusion, a report would take a position on
whether particular actions are justifiable and in line with
the company’s business and social objectives considering
their ethical implications.

Such a report might help prevent ethical missteps. When
managers and other employees understand that an ethi-
cal impact report will cover all aspects of a company’s
political actions, they will more naturally build ethical
thinking into the decision-making protocol, guaranteeing
the time for ethical considerations in these key corporate
decisions.88

)
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Putting It All Together

Strengthening a company’s ability to avoid imprudent
political spending requires both an effective compli-
ance system and an ethical corporate culture. An ethi-
cal corporate culture will encourage a greater degree of
deliberation and review than the law minimally requires.
It holds corporate decision makers to higher standards of
conduct and, therefore, corporate actions are less likely
to result in the kind of behavior that can tarnish reputa-
tions, diminish profits, or even endanger the sustainabil-
ity of the company.

In their political activity, leaders at companies with
strong ethical cultures enunciate and invoke their ethi-
cal codes. Ethically strong corporate cultures encourage
debate on company behavior, place a premium on trans-
parency and broad participation, articulate the rationale
for the company’s political involvement, and reward
rather than punish those who raise legitimate concerns.

If a company seeks to minimize the risks involved in

corporate political spending, it must take concrete steps;
however, the value of these efforts can only be maximized -
when grounded in an ethical corporate culture.



www.conferenceboard.org

Case Studies

Merck:
Know Your Audience

In 2004, Merck contributed $1,000 to support Samac
Richardson’s 2004 bid for the Mississippi Supreme
Court.8? The candidate was a strong supporter of tort
reform, an issue that many corporations champion.
However, Richardson’s reported stance on some social
issues raised problems. What was a very small contribu-
tion from the company resulted in Merck being listed in
Time magazine as “one of 18 companies that gave money
to judicial candidates whose conservative views clashed
with the corporations’ progressive policies.”%0

Merck has since adopted policies designed to minimize
any future risks related to political spending. In 2005,

it began disclosing its political contributions, tak-

ing an important step toward protecting itself against
imprudent political spending decisions. In 2009, Merck
announced it would expand its ban on giving political
donations to lower-court judicial campaigns and to state
Supreme Court candidates.

Merck, in the past several years, has significantly
improved the oversight of its political spending decisions
and publicized these policies on its website. The Public
Policy and Social Responsibility Committee of the board
of directors oversees political spending decisions. The
key components of Merck’s oversight include:

* A formal Corporate Political Contributions Committee
that oversees and approves all political contributions. It
is chaired by the executive vice president and general
counsel and includes senior managers representing key
divisions of the company. '

* An outside election counsel who reviews and approves
all political disbursements based on applicable state and
federal law.

* The requirement that all corporate political contribu-
tions are approved by the chief executive officer of the
company and reported annually to the Merck board of
directors.

* The disclosure of all corporate political contributions
on the company’s website, with a link to its federal PAC
contributions.

* All political spending shall reflect the company’s interest
in various policy areas and not those of its individual
officers or directors.
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* Employees are not reimbursed either directly or
through compensation increases for personal
political contributions.

* Employees shall not be pressured or coerced into mak-
ing personal political contributions or participating in the
Merck PAC. Employées will also be informed that their
decision will in no way affect their employment or job
status with the company.

* No contribution will be given in anticipation of, in
recognition of, or in return for an official act.?"

Freddie Mac:
The Cost of Prohibited Political Spending

As a federally chartered corporation, the Federal Home
Loan Mortgage Corporation (Freddie Mac) is prohibited
by law from making contributions in connection with any
election to political office. FEC regulations also prohibit
a corporation (including its officers, directors, or agents)
from facilitating or acting as a conduit for contributions.
In 2006, the FEC fined Freddie Mac $3.8 million—the
largest fine in U.S. history—for violating campaign
finance law. The size of the fine should “really catch peo-
ple’s attention,” FEC Commissioner Ellen L. Weintraub
said at the time. “It should make a lot of folks think hard
about how they are conducting their campaign-finance
business.”%2

Among the prohibited political activities that drew the
FEC’s attention were 85 fundraisers Freddie Mac under-
wrote for members of Congress. In addition to paying
for fundraising events, Freddie Mac executives allegedly
“used corporate staff and resources to solicit and for-
ward contributions from company employees to federal
candidates.”?3 The FEC found that Freddie Mac not
only raised money from employees for federal candidates
but also sent $150,000 in company funds directly to the
Republican Governors Association (RGA), a contribu-
tion the RGA later returned.? Freddie Mac settled the
case and admitted to violating election laws by donating
to the RGA.
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Eight Corporations and
Texans for a Republican Majority:
Collateral Consequences

The biggest campaign finance scandal of the 2000s
resulted in the fall of House Majority Leader Tom
DeLay, who was indicted in 2005 on charges of money
laundering. In 2004, before DeLay was charged, a grand
jury in Travis County, Texas, implicated eight companies
in the scandal and charged them with making illegal
corporate donations. Because of alleged efforts by the
recipient, Texans for a Republican Majority (TRMPAC),
to circumvent the state’s campaign finance laws, the
companies spent years negotiating with prosecutors and
battling bad publicity.

Contributions from the companies—all based outside

of Texas—went to Texans for a Republican Majority,

a political committee that DeLay used to help win a
majority for Republicans in the Texas legislature in 2002.
That majority, in turn, allowed for an unprecedented
mid-decade redrawing of Texas Congressional district
lines, which was seen by some as playing a role in five
more Republicans winning election to the U.S. House in
2004.95

“What has emerged is the outline of an effort to use cor-
porate contributions to control representative democracy
in Texas,” said Travis County District Attorney Ronnie
Earle, who led the investigation.?¢ :

The illegalities of the plan relate to a Texas law that
forbids corporations from contributing directly to politi-
cal candidates, though companies may fund political
committees’ administrative costs.9” The companies
ultimately gave TRMPAC a total of $190,000.98 Such
contributions, if used for administrative costs, are
legal. However, TRMPAC gave these donations to the
Republican National Committee, which in turn con-
tributed the same amount to Republican candidates for
the Texas House of Representatives based allegedly on
instructions from TRMPAC to redistribute the funds to
seven candidates.%?
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In addition to the indictments against DeLay, indict-
ments on charges of raising and spending corporate
money illegally were handed up against several associ-
ates, the eight companies, and the Texas Association of
Business, the largest business group in the state.!00

The companies denied the charges. In 2005, four of the
eight settled out of court.'0! They agreed to:

* work with prosecutors on the case against DelLay and
his associates;

* refrain from making any further improper campaign
contributions in Texas; and

* donate a total of $200,000 to a University of Texas
program on corporations and politics.

The cases against the other four companies are still
pending.102

As part of the settlement, some company officials also
said they would strengthen internal controls of corporate
political spending.'03 Despite the legality of their initial
donations, all eight companies entangled in the DeLay
scandal incurred legal costs and were forced to defend
themselves in the court of public opinion.
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Glossary

Ballot measure committee A group formed to sup-
port or oppose the qualification or passage of a ballot
measure.

Electioneering communication A radio or television
broadcast that refers to a federal candidate in the 30 days
preceding a primary or 60 days preceding a general elec-
tion (2 U.S.C. § 434()(3)).

Federal Sentencing Guidelines Rules for a uniform
sentencing policy established by the U.S. Sentencing
Commission for those convicted of felonies and serious
misdemeanors. Although the purpose of the guidelines is
to define factors that can mitigate a sentence, the guide-
lines have come to serve as a reference standard

for corporations creating compliance programs.

Grass-roots lobbying Advertising and other public com-
munication directed at the general public to urge support
for specific legislation or public policy.

Hard money Contributions to candidates and political
parties that comply with the source and amount restric-
tions of federal law.

Independent expenditure A public communication that
expressly advocates the election or defeat of a candidate
and is not coordinated with a candidate or political

party.

Issue ads Public communications that promote or
oppose an identified candidate’s position on a public
policy matter without expressly advocating the candi-
date’s election or defeat.
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PAC (political action committee) A separate and segre-
gated fund created by a corporation, trade association,
or union to engage in political activity, and consisting
exclusively of voluntary contributions from employees,
shareholders, or members.

Political activity/political spending Any direct or
indirect contributions or expenditures on behalf of or in
opposition to a candidate for public office or referenda;
any payments made to trade associations or tax-exempt
entities used for influencing a political campaign; and
any direct or indirect political expenditure that must be
reported to the Federal Election Commission, Internal
Revenue Service, or state disclosure agency.

Soft money Money that is used for political activity that
is not subject to the source and amount restrictions of
federal law (e.g., corporate treasury funds used to pay
for independent expenditures supporting or opposing a
candidate).
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APPENDIX 1

Roundtable Meeting Participants

January 28, 2009

Bryan Anderson

Vice President, Governmental Affairs
Southern Company

Former Vice President, U.S.
Government Relations

The Coca-Cola Company

Jim Bailey

Vice President and Deputy General
Counsel :

Selective Insurance Group, Inc.

Carolyn Kay Brancato
Senior Advisor
The Conference Board

Carolyn L. Brehm

Vice President, Global Government
Relations

Procter & Gamble

Paul Brownell

Senior Manager, Federal Government
Affairs

Dell

Catherine T. Dixon
Partner
Weil, Gotshal & Manges LLP

Paul DeNicola

Director, Governance Center &
Directors’ Institute

The Conference Board

Stacy Flax
Director, Associate Service
The Conference Board

Bruce F. Freed
Executive Director
Center for Political Accountability

Greg French
Senior Communications Manager
Weyerhaeuser

Charles R. Grezlak

Vice President, Government Affairs
and Policy, U.S. Health

Merck & Co., Inc.

Lejla Hadzic
Senior Analyst
RiskMetrics Group, Inc.

Valentina Judge

Associate Director

Center for Political Accountability
Former Research Manager
RiskMetrics Group, Inc.

Linda Y. Kelleher

Executive Vice President

National Investor Relations Institute
(NIRI)

Lauren Markoe
Writer/Editor
Center for Political Accountability

Edward Merlis
Consultant,
Government and Public Affairs

Michael P. Novelli
Chief Administrative Officer
Center for Political Accountability
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Maureen O'Brien
Research Director
Center for Political Accountability

Stefan C. Passantino
Partner
McKenna Long & Aldridge

Alan A. Rudnick
Senior Advisor
The Conference Board

Karl J. Sandstrom
Of Counsel
Perkins Coie

Roy Schotland
Professor Emeritus
Georgetown Law Center

John Sherman

Senior Fellow

Kennedy School of Government
Former Deputy General Counsel
National Grid

Matteo Tonello

Associate Director, Corporate
Governance Research

The Conference Board

E.). Wunsche

Associate General Counsel and
Assistant Secretary

Procter & Gamble
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April 13, 2010

Shelley Alpern

Vice President and Director of Social
Research and Advocacy

Trillium Asset Management

Curtis H. Barnette

Chairman Emeritus

Bethlehem Steel Corporation

Of Counsel

Skadden, Arps, Slate, Meagher &
Flom LLP

Former Director

Metlife, Inc.

Lydia I. Beebe

Corporate Secretary and Chief
Governance Officer

Chevron Corporation:

Wesley Bizzell
Assistant General Counsel
Altria Client Services Inc.

Dan Bross
Senior Director, Corporate Citizenship
Microsoft Corporation

Paul Brownell
Director, Federal Government Affairs
Dell Inc.

Peter C. Browning

Lead Director

Nucor Corporation

The Phoenix Companies, Inc.
Director

Acuity Brands, Inc.

EnPro Industries, Inc.

Lowe’s Companies, Inc.

Douglas Chia

Senior Counsel and Assistant
Secretary

Johnson & Johnson

Stu Dalheim
Director, Shareholder Advocacy
Calvert Investments
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Paul DeNicola
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Patrick Doherty
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Charles M. Elson

Edgar S. Woolard, Jr. Chair

John L. Weinberg Center for
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Director '
Healthsouth Corporation
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Partner
Cleary Gottlieb Steen & Hamilton LLP

Bruce F. Freed
President
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Naomi A. Gardberg
Associate Professor
Baruch College

Michael Garland
Director of Value Strategies
CtW Investment Group

Kurt Gottfried
Legal Analyst
Altria Client Services Inc.

Robert H. Gurfund
Professor of Philosophy
New York University

Janice Hester-Amy
Portfolio Manager
CalSTRS

Ellen Hexter

Senior Advisor, Enterprise Risk
Management

The Conference Board

Andrea Howell
Federal Affairs Manager
Weyerhaeuser Company

Adam M. Kanzer
Managing Director & General Counsel
Domini Social Investment

Maggie Kohn

Director, Corporate Responsibility
Communications

Merck & Co,, Inc.

Ben LaRocco
Global Government Relations
Procter & Gamble Company

Robert McGarrah
Counsel - Office of Investment
AFL-CIO

Per W. Olstad

Financial Initiatives Manager, Acting
Legal Counsel

CtW Investment Group

William Patterson
Director
CtW Investment Group

Erin Polak
Director, Political Programs
Merck & Co., Inc.

. Karl J. Sandstrom

Of Counsel
Perkins Coie LLP

Donald Schepers

Associate Professor of Management
Robert Zicklin Center for Corporate
Integrity

Baruch College

Jackie Sherman
General Counsel
New York City Public Advocate

Dom Williams
Senior Advisor
New York City Public Advocate
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APPENDIX 2
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Sample Institutional Investor Proxy Voting Guidelines

California Public Employees’ Retirement
System (CalPERS)

Global Principles of Accountable Corporate
Governance

(www.calpers-governance.org/docs-sof/principles/
2010-5-2-global-principles-of-accountable-corp-gov.pdf)

2.11 Charitable and Political Contributions

2.11.a Board Monitoring, Assessment and Approval

The board of directors should monitor, assess and
approve all charitable and political contributions (includ-
ing trade association contributions) made by the com-
pany. The board should ensure that only contributions
consistent with and aligned to the interests of the com-
pany and its shareowners are approved. The terms and
conditions of such contributions should be clearly defined
and approved by the board.

2.11.b Disclosure: The board’s guidelines for contribu-
tion approval should be publicly disclosed as a corporate
contributions policy. The board should disclose on an
annual basis the amounts and recipients of all monetary
and non-monetary contributions made by the company
during the prior fiscal year. If any expenditures earmarked
for political or charitable activities were prqvided to or
through a third-party, then those expendltures should be
included in the report.

Florida State Board of Administration

Corporate Governance Principles & Proxy Voting
Guidelines~January 2010

(www.sbafla.com/fsb/LinkClick.aspx?fileticket=BTXJ_
yTiFIk%3d&tabid=732&mid=1883)

Political Action Contributions (PACs): CASE-BY-CASE

These resolutions address the issue of corporate non-
partisanship and disclosure of contributions related to
political campaigns. We believe companies should provide
data on the amount and rationales for donating. Some
organizations, primarily labor unions, are addressing “soft
dollar” policies and some are requesting shareowner
approval of campaign contributions.

The SBA typically evaluates proposals to improve the dis-
closure of a company’s political contributions and trade
association spending on a CASE-BY-CASE basis, consider-
ing the following factors:

* Recent significant controversy or litigation related to the
company’s political contributions or governmental affairs;
and the public availability of a company policy on political
contributions and trade association spending including
information on the types of organizations supported, the
business rationale for supporting these organizations, and
the oversight and compliance procedures related to such
expenditures of corporate assets. '

TIAA-CREF

Policy Statement on Corporate Governance

(www.tiaa-cref.org/ucm/groups/content/@ap_ucm_p_tcp/
documents/dgcument/tiaao1010204.pdf)

Corporate Political Influence

General Policy: TIAA-CREF will generally support reason-

able shareholder resolutions seeking disclosure or reports
relating to a company’s lobbying efforts and contributions
to political parties or political action committees.

Comment: Given increased public scrutiny of corporate
lobbying activities and campaign contributions, we believe
it is the responsibility of company boards to review and
disclose the use of corporate assets for political purposes.

Council of Institutional Investors

Corporate Governance Policies

(www.cii.org/UserFiles/file/ClI%20Corp%20Gov%20
Policies%20Full%20and%20Current%204-13-10.pdf)

2.13 Charitable and Political Contributions

2.13a Board Monitoring, Assessment and Approval The
board of directors should monitor, assess and approve
all charitable and political contributions (including trade
association contributions) made by the company. The
board should only approve contributions that are con-
sistent with the interests of the company and its shar-
eowners. The terms and conditions of such contributions
should be clearly defined and approved by the board.

2.13b Disclosure The board should develop and disclose
publicly its guidelines for approving charitable and politi-
cal contributions. The board should disclose on an annual
basis the amounts and recipients of all monetary and non-
monetary contributions made by the company during the
prior fiscal year. Any expenditures earmarked for political
or charitable activities that were provided to or through a
third-party should be included in the report.
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APPENDIX 3

Overview of State Pay-To-Play Statutes

HANDBOOK ON CORPORATE POLITICAL ACTIVITY EMERGING CORPORATE GOVERNANCE ISSUES 35

Note: This appendix is an excerpt from Karl J. Sandstrom and Michael T. Liburdi,
“Overview of State Pay-to-Play Statutes,” Perkins Coie LLP, May 2010.

California

The California Public Employees Retirement System board
is prohibited from considering any matter involving a gov-
ernment contractor in closed session unless the contrac-
tor has previously disclosed all “campaign contributions
aggregating two hundred fifty dollars ($250) or more and
any gifts aggregating fifty dollars ($50) or more in value”
made to any board member or employee in the previ-

ous calendar year. Cal. Gov’'t Code § 20152.5. Similarly,
the California Education Code provides that the State
Teachers Retirement System Board may not consider any
matter that involves a government contractor during an
executive session absent a similar disclosure. Cal. Educ.
Code § 22363. Failure to make these disclosures could
result in disqualification. Id.; Cal. Gov’'t Code § 20152.5.

California State Lottery contractors must disclose all
reportable campaign contributions “to any local, state,
or federal political candidate or political committee in
[California] for the past five years.” Cal. Gov't Code §
8880.57(b)(7).

Board members of the Los Angeles County Transportation
Authority, who have received campaign contributions in
excess of $10 from contractors or prospective contrac-
tors within the previous four years, are prohibited from
participating in contract decisions that involve those
donors. Cal. Pub. Util. Code § 130051.20.

Colorado

In 2008, Colorado voters narrowly approved a multifac-
eted amendment to the state constitution prohibiting sole
source government contractors and members of their
immediate family from making any political campaign
contributions to political parties or to state and local
candidates at any time during the duration of the contract
or two years thereafter. Colo. Const. Art. XXVIII, § 15; see
also §§ 16-17. The amendment also prohibited any person
who made contributions to a ballot measure commit-

tee from entering into a sole source contract related to
that issue. Id. § 17(c). In Dallman v. Ritter, the Colorado
Supreme Court struck down the entire amendment as
unconstitutional under the First Amendment to the United
States Constitution. 225 P3d 610.

Connecticut

Section 9-612(g) through (i) of the Connecticut General
Statutes prohibits state government contractors from
making political contributions to candidates running for
statewide and state legislative offices and also politi-

cal party committees. Conn. Gen. Stat. § 9-612(g)(2)
(A)-(B). The prohibitions apply where a single contract

is valued at $50,000 or more or a combination or series
of contracts are valued at $100,000 or more and, in the
case of awarded contracts, run until December 31 of the
year in which the contract terminates. Conn. Gen. Stat. §
9-612(g)(1)(C)-(E). In 2008, the Connecticut District Court
rejected a constitutional challenge to these restrictions,
Green Party of Connecticut v. Garfield, 590 F. Supp. 2d
288 (D. Conn. 2008), which is now on appeal.

These provisions apply to both no-bid and competitive-
bid contracts and restrict current state contractors, pro-
spective state contractors, and principles of state
contractors and prospective state contractors from mak-
ing prohibited contributions. Conn. Gen. Stat. § 9-612(g)
(2)(A)-(B). The statute defines prospective state contrac-
tors as any person, business entity, or nonprofit organiza-
tion that submits a response to a request for proposals or
holds a prequalification certificate issued by the com-
missioner of administrative services. Conn. Gen. Stat. §
9-612(g)(1)(E). The statute defines a principal of a state
contractor or prospective state contractor to include any
of the following: an individual member of the board of
directors, an individual who holds a 5 percent or greater
ownership interest in the state contractor or prospective
state contractor, an individual employed by the state con-
tractor or prospective state contractor as president, trea-
surer, executive vice president, chief executive officer, or
an officer or employee who has managerial or discretion-
ary responsibilities with respect to the state contract, and
a spouse, dependent child, or a political committee of any
of the foregoing. Conn. Gen. Stat. § 9-612(g)(1)(F).

The State Elections Enforcement Commission has
enforcement authority over these prohibitions. Violations
can result in cancellation of an awarded contract or
disqualification from state contracting for up to one year
after the election, but the State Elections Enforcement
Commission may reduce or decline to impose any viola-
tion if warranted by mitigating circumstances. Conn. Gen.
Stat. § 9-612(g)(2)(C)-(D).
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Florida

In the past, Florida restricted two specific regulated enti-
. ties from contributing to candidates for the offices that
regulate those entities. Florida law previously prohibited
insurers from making contributions to candidates for the
Office of Insurance Commissioner. Fla. Stat. § 627.0623
(repealed 2003). The law was repealed by Senate Bill
1712, which reorganized the functions of the executive
branch, including the Office of Insurance Commissioner.
S.B. 1712, 2003 Leg., Reg. Sess. (Fla. 2003). Florida also
previously prohibited food outlets and convenience stores
from contributing to candidates for commissioner of agri-
culture. Fla. Stat. § 106.082 (repealed 2008). The law was
repealed, however, by an omnibus elections reform bill.
S.B. 866, 2008 Leg., Reg. Sess. (Fla. 2008).

Hawaii

Section 11-205.5 of the Hawaii Revised Statutes prohibits
any person entering into a contract with the state or its
subdivisions or any department or agency of the state
from directly or indirectly making or promising to make
any contribution to any political party, committee, or
candidate for public office or to any person for political
purposes or use or to knowingly solicit any contribu-
tions from others for any purpose. Haw. Rev. Stat. §
11-205.5(a). This prohibition applies from the execution of
the contract until its completion. However, this prohibi-
tion does not cover the establishment, admiqistration, or
solicitation of contributions to any separate segregated
fund by any state or national bank, corporation, or labor
organization for the purpose of influencing the nomina-
tion or election of any person to office. Haw. Rev. Stat. §
11-205.5(b).

This provision applies to both no-bid and competitive-
bid contracts and restricts only the contracting entity
from making any prohibited donations. Haw. Rev. Stat. §
11-205.5(a).

The Hawaii Campaign Spending Commission has enforce-
ment authority over these prohibitions. Violations can
result in fines of up to $1,000 for each occurrence or an
amount equivalent to three times the amount of an unlaw-
ful contribution or expenditure, whichever is greater. Haw.
Rev. Stat. § 11-228(a). If the violation is committed know-
ingly, intentionally, or recklessly, it could result in misde-
meanor prosecution. Haw. Rev. Stat. § 11-229(a).
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Illinois

lllinois law prohibits business entities with aggregate
annual state contracts totaling over $50,000, and certain
of their affiliates, from making contributions to political
committees established to promote the candidacy of

any incumbent or declared candidate for the offices of
governor, lieutenant governor, attorney general, secretary
of state, comptroller, or treasurer responsible for award-
ing the contracts. 30 Ill. Comp. Stat. § 500/50-37(a)-(b).
This prohibition is effective for the duration of the office-
holder’s term in office, or for two years following expira-
tion or termination of the contracts, whichever is longer.
30 1il. Comp. Stat. § 500/50-37(b). In addition, a business
entity with pending bids and proposals for state contracts
(or any combination of pending bids/proposals and pres-
ent contracts) totaling over $50,000 is prohibited from
making contributions to a political committee established
to promote the candidacy of the incumbent officeholder
responsible for awarding the contract. 30 lll. Comp. Stat.
§ 500/50-37(c). This prohibition is effective from the date
the invitation for bids or request for proposals is issued
until the day after the date the contract is awarded. Id.

With certain limited exceptions (most significantly for
highway projects eligible for federal highway funds), these
provisions apply to both no-bid and competitive-bid con-
tracts, and restrict current state contractors, prospective
contractors with pending bids, and certain affiliated enti-
ties and persons from making prohibited contributions to
covered officeholders and candidates. 30 lli. Comp. Stat.
§ 500/50-37(a)-(c). “Affiliated entities” include the corpo-
rate parent of the covered business entity, any operating
subsidiary of the corporate parent or business entity, any
501(c) tax exempt organization organized by the business
entity, and any political committee sponsored by the busi-
ness entity. 30 lll. Comp. Stat. § 500/50-37(a). “Affiliated
person” means any person with an ownership interest

in the business entity of over 7.5 percent, executive
employees of the business entity, and the spouse of any
executive employee. 30 lll. Comp. Stat. § 500/50-37(a).
Executive employees include the president, chairman,
and CEO of the business entity, as well as individuals who
either fulfill equivalent duties of such persons, or whose
compensation is determined in whole or part by the
award or payment of contracts to the business entity.

30 llIl. Comp. Stat. § 500/50-37(a).

The State Board of Elections and State Comptrollers
Office have enforcement authority over these prohibi-
tions. Contracts violating the provisions discussed above
are voidable, and a notice of all violations and the penal-
ties imposed will be published in both the Procurement
Bulletin and the lllinois Register. 30 Ill. Comp. Stat. §
500/50-37(a). If a contractor covered by section 500/
50-37(b) (i.e., with over $50,000 in annual state con-
tracts) violates that provision three or more times within a
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36-month period, all of its state contracts “shall be void,”
and the contractor will be barred from submitting any bid
or response to a request for proposal, or otherwise enter-
ing into any state contract, for three years from the date
of the last violation. 30 Ill. Comp. Stat. § 500/50-37(b).

A political committee that receives contributions in viola-
tion of the prohibitions above is required to repay the
state the value of the contribution within 30 days of the
violation being identified. Id. § 500/50-37(e).

Indiana

Indiana law provides that a person who has made a
campaign contribution to a candidate for state, legislative,
or local office, or political parties, may not enter into a
contract with the State Lottery Commission within three
years preceding the date of the contract award. Ind. Code
§§ 4-30-3-19.5(i), 4-30-3-19.7(i). Moreover, the statute
prohibits contractors and officers and political action
committees of contractors from making a state candidate
campaign contribution “while the contract is in effect and
during the three (3) years following the final expiration or
termination of the contract.” Ind. Code §§ 4-30-3-19.5(j),
4-30-3-19.7(j). Affected contracts include those for the
printing of lottery tickets, consulting services for lottery
operations, and contracts for certain goods and services.
~ Ind. Code §§ 4-30-3-19.5(e)(1)-(3), 4-30-3-19.7(e)(1)-(3).

Violations are subject to punishment as Class D felonies,
which can result in a prison sentence between six months
and three years and up to a $10,000 fine. Ind. Code §
35-50-2-7(a).

Kentucky

Sections 121.330(1) through (4) of the Kentucky Revised
Statutes prohibits an elected official from awarding a no-
bid contract to any entity whose officers or employees, or
the spouses of officers or employees, contributed more
than $5,000 to the elected official’s campaign. Ky. Rev.
Stat. § 121.330(1)-(4). The law also prohibits awarding no-
bid contracts to any person who directly solicited more
than $30,000 as a fundraiser for the campaign, as well

as prohibiting a no-bid contract award to that person’s
immediate family, employer, or employee. Ky. Rev. Stat.

§ 121.330(1)-(4). Additionally, Section 121.056 prohib-

its no-bid contracts to individuals who contribute more
than $1,000 dollars to a slate of candidates for governor
and lieutenant governor or to any entity in which such a
person has a substantial interest. In this statute, substan-
tial interest means the person making the contribution or
their immediate family, or a combination of the two, who
owns or controls 10 percent or more of the entity. Ky. Rev.
Stat. § 121.056(2).
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These provisions apply to all no-bid contracts and restrict
officers, employees, spouses of officers and employees,
or individuals who separately or together with immediate
family members hold an ownership interest in state con-
tractors and prospective state contractors from making
prohibited contributions. Ky. Rev. Stat. §§ 121.330(1)-(2),
121.056(2). The statute also applies to any person who
acted as a fundraiser by directly soliciting contributions
in excess of $30,000 in one election campaign and any
immediate family member, employer, or employee of
such a person. Ky. Rev. Stat. § 121.330(3)-(4). The statute
defines immediate family member as the spouse, parent
of the person or the spouse, or the child of the person or
the spouse. Ky. Rev. Stat. § 121.056(2).

The Kentucky Registration of Election Finance and the
state procurement office have enforcement authority
over these prohibitions. Any person or entity who know-
ingly receives a contract in violation of these statutes is
guilty of a Class D felony. Upon conviction, the contract
will be canceled, and that person or entity is ineligible to
receive a contract with the state for five years from the
date of a final judicial determination of guilt. Ky. Rev. Stat.
§ 121.990(11)-(17).

Louisiana

Louisiana Revised Statute § 18:1469(A) defines the crime
of bribery of a candidate as making or promising to make
a campaign contribution in exchange for a promise to
award or influence the awarding of a government contract
to the contributor. La. Rev. Stat. § 18:1469(A).

Section 18:1505.2(S)(1) prohibits campaign contributions
to candidates for insurance commissioner by contractors
for the Louisiana Citizens Property Insurance Corporation
(“LCPIC™) who also subcontract with insurance adjust-
ers to adjust claims for the LCPIC. La. Rev. Stat. §
18:1505.2(S)(1). In the case of corporate contractors, the
law includes individual officers and board members and,
for LLCs, it includes all of the company’s owners, mem-
bers, and officers. Louisiana law also prohibits elected
officials from accepting contributions from no-bid “hur-
ricane rebuilding efforts” (Hurricane Katrina) contractors.
La. Rev. Stat. § 18:505.2(T)(2)(a)-(b), (d).

Similarly, Section 27:261(D) provides that “[n]o entity that
holds a casino operating contract under the provisions of
this Chapter shall be eligible to make campaign contribu-
tions to any person seeking election or reelection to a
public office.” La. Rev. Stat. § 27:261(D).
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Persons convicted of candidate bribery are subject to a
fine of up to $1,000 or a maximum prison sentence of up
to five years, or both. La. Rev. Stat. § 18:1469(C). Violators
of the pay-to-play laws are subject to civil penalties of

up to $500 and criminal penalties of up to six months in
jail or imposition of a criminal fine of up to $500, or both.
La. Rev. Stat. §§ 18:1505.5(B)(1), 18:1505.6(C). Violators
of the hurricane rebuilding efforts contribution prohibi-
tion are subject to a fine up to two times the value of

the contribution and the statute requires that all such
contributions must escheat to the state. La. Rev. Stat. §
18:1505.2(T)(2)(a)-(c)-

Maryland

Maryland law requires public contractors to file campaign
contribution disclosure reports with the State Board of
Elections. Md. Code, Elec. Law § 14-101, et seq. The law
requires that a contractor file an initial statement at the
time when a public contract is executed that identifies
campaign contributions over the preceding 24 months.
Md. Code, Elec. Law § 14-104(b)(1)(i). Contractors must
also file semi-annual supplemental reports indicating
any subsequent contributions. Md. Code, Elec. Law §
14-104(b)(2)(i). This reporting requirement covers con-
tractors “making, during any 12-month period, one or
more contracts with one or more governmental entities
involving cumulative consideration of at least $100,000”
and only applies to “contribution(s] to a candidate, or a
series of such contributions, in a cumulative amount in
excess of $500.” Md. Code, Elec. Law § 14-101(b), (g)
(1). Contributions on behalf of officers, diregtors, and
partners of government contractors are attributable

to the contracting entity and must be reported, along
with any contributions made by an officer, director,
partner, employee, agent, or other person made at the
contractor’s request or direction. Md. Code, Elec. Law §
14-105(a)-(d).

Knowing and willful violators are subject to prosecution
for a misdemeanor and a fine of up to $1,000 or up to one
year in prison, or both. Md. Code, Elec. Law § 14-107.

Nebraska

Nebraska law prohibits the director of the state lottery
from awarding a “major procurement” contract to a bid-
der who has made a campaign contribution to a statewide
office candidate within three years preceding the contract
award.2 Neb. Rev. Stat. § 9-835(2). Moreover, a major pro-
curement lottery contractor is prohibited from making a-
contribution to or an independent expenditure for a candi-
date for state office “during the term of the contract or for
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three years following the most recent award or renewal
of the contract.” Neb. Rev. Stat. § 49-1476.01(1). These
restrictions cover contributions made by the contractor,
an officer, a separate segregated fund, or anyone acting
on their behalf. Neb. Rev. Stat. §§ 9-835(2), 49-1476.01(2).

The law provides that any contract awarded in violation

of Section 9-835 is void and that knowing or intentional
violations of Section 49-1476.01 are punishable as a Class
IV felony, which means that violators are subject to a
maximum prison sentence of five years or a fine of up to
$10,000, or both. Neb. Rev. Stat. §§ 9-835, 49-1476.01.

a The code defines “major procurement” as including “any
procurement or contract unique to the operation of the state
lottery in excess of twenty-five thousand dollars for the printing
of tickets used in any lottery game, security services, consulting
services, advertising services, any goods or services involving the
receiving or recording of number selections in any lottery game,
or any goods or services involving the determination of winners
in any lottery game. Major procurement shall include production
of instant-win tickets, procurement of online gaming systems and
drawing equipment, or retaining the services of a consultant who
will have access to any goods or services involving the receiving or |
recording of number selections or determination of winners in any
lottery game.” Neb. Rev. Stat. § 9-803(7).

New Jersey

Section 19:44A-20.14 through 15 of the New Jersey
Statutes prohibits the state or its purchasing entities from
entering into contracts where the value of the goods or
services exceeds $17,500, with any business entity that
has solicited, made, or pledged to make any political
contributions to a candidate committee or election fund
of any gubernatorial candidate or to any state or county
party committee. N.J. Stat. § 19:44A-20.14-15.

These provisions apply to both no-bid and competitive-bid
contracts except for highway contracts and those involv-
ing eminent domain. N.J. Stat. § 19:44A-20.25. The stat-
ute restricts donations from any business entity entering
into contracts for over $17,500 with the state. N.J. Stat.
§§ 19:44A-20.14, 19:44A-20.15. The statute defines busi-
ness entities as (1) all principals who own more than 10
percent of the profits, assets, or stock; (2) any subsidiar-
ies; (3) any 527 political organizations controlled by the
business entity; or (4) if the business entity is a natural
person, it also includes that person’s spouse or child who
resides in the same household. N.J. Stat. § 19:44A-20.17.

The Election Law Enforcement Commission has enforce-
ment authority over these prohibitions. Violations can
result in a penalty up to the value of awarded contract or
disqualification from state contracting for up to five years.
N.J. Stat. § 19:44A-20.10.
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New Mexico

New Mexico law requires that all prospective government
contractors disclose all campaign contributions that it has
made, or that were made by a family member or repre-
sentative, to state and local public officials during the two
years prior to (a) the date on which it submits its proposal
for a competitive contract or (b) the date on which a sole
source contract is signed. N.M. Stat. § 13-1-191.1(B); see
also N.M. Stat. § 13-1-112(A)(3). Disclosure is required
only when the total contributions exceeds $250 over the
applicable two-year period. N.M. Stat. § 13-1-191.1(B). The
law also prohibits a prospective contractor, family mem-
ber, or representative from giving a campaign contribu-
tion or any other thing of value to a public official during
the negotiation period for a sole source or small purchase
contract. N.M. Stat. § 13-1-191.1(E). The term “representa-
tive” includes corporate officers and directors, members
of a limited liability corporation, or a partner or trustee of
prospective contractors. N.M. Stat. § 13-1-191.1(G)(5).

New Mexico’s statutory tribal gaming compact also
requires that tribes with gaming facilities promulgate reg-
ulations that prohibit the tribe, its tribal gaming agency,
or a management contractor from contributing money or
anything of value to a candidate, political committee, or
anyone holding elected office. N.M. Stat. § 11-13-1 (see
tribal compact section 4(B)(21)).

Violations of § 13-1-191.1 can result in cancellation or
termination of a contract or ratification of the contract.
See N.M. Stat. §§ 13-1-181, 13-1-182.

Ohio

Sections 3517.13(l) through (Z) of the Ohio Revised Code
prohibits state government contractors from making polit-
ical contributions to state and local officials ultimately
responsible for awarding the contract or appointing
administrators who award the contract. Ohio Rev. Code §
3517.13(l)-(Z). Contractors are prohibited from making a
contribution to that official for two years prior to the start
of the contract and one year following its conclusion. Ohio
Rev. Code §§ 3517.13(1)(1)(a), 3517.093(B). The prohibi-
tions apply where an agency or department of the state
awards a single contract valued at $500 or more or where
a political subdivision awards a combination or series of
contracts valued at $10,000 or more in a calendar year.
Ohio Rev. Code § 3517.13(1)(1)(a).

These provisions apply to no-bid and competitive-bid

contracts and restrict current state contractors, prospec-
tive state contractors, and principles of state contractors
and prospective state contractors from making prohibited
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contributions. Ohio Rev. Code § 3517.13()-(Z). In 2007,
Ohio passed a stringent law restricting contributions from
a company’s business partners, shareholders, administra-
tors, executors, trustees, and individuals with at least a
20 percent ownership interest, as well as their spouses
and children age 7-17. Ohio Rev. Code § 3517.093(A). The
law also restricted donations from a company’s politi-

cal action committee. Ohio Rev. Code § 3517.13(1)(1)(a).
The law was recently invalidated on procedural grounds.
United Auto Workers, Local Union 1112 v. Brunner, 911 N.E.
2d 327 (Ohio Ct. App. 2009). As a result, the 2006 pay-
to-play law remains in force. The current law covers only
those with at least a 20 percent ownership interest in the
business.

The Ohio Elections Commission has enforcement author-
ity over these prohibitions. Violations can result in fines,
as well as cancellation of an awarded contract. Ohio Rev.
Code § 3517.992(R)(1)-(2).

Pennsylvania

Pennsylvania law requires businesses that have been
awarded non-bid contracts to report to the Secretary of
the Commonwealth all political contributions made by its
officers, directors, associates, partners, limited partners,
owners, or employees or members of their immediate
family that individually or in the aggregate exceed $1,000
during the preceding year. 25 Pa. Cons. Stat. § 3260a.

In December 2009, a new law went into effect regulating
campaign contributions by municipal pension system con-
tractors. Prospective or successful contractors “may not
solicit a contribution to any municipal official or candidate
for municipal office in the municipality where the munici-
pal pension system is organized or to the political party
or political action committee of that official or candidate.”
53 Pa. Cons. Stat § 895.703-A(b). This prohibition applies
not only to the contractor or the prospective contractor,
but also to agents, officers, directors, and employees.

In addition, a person who has made a political contribu-
tion to a municipal official or candidate within the past
two years is disqualified from entering into a contract
with that municipal pension system. 53 Pa. Cons. Stat §
895.704-A(a) (the statute excludes contributions made
prior to December 17, 2009). Contractors and prospective
contractors must also disclose all campaign contribu-
tions made within the last five years by officers, direc-
tors, executive employees, and owners in excess of $500
(individually or in the aggregate) made to candidates and
officers as well as political committees. 53 Pa. Cons. Stat
§ 895.705-A(a)(1).
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The Commonwealth Attorney General, along with the
local district attorneys, has prosecutorial enforcement
authority over violators of section 3260a’s disclosure
requirement. 25 Pa. Cons. Stat. § 3260b. Violators of the
municipal pension system contractor disclosure require-
ment are subject to contract cancellation and a prohibi-
tion from future contracting for up to three years. 53 Pa.
Cons. Stat. § 895.705-A(e)(1)-(2).

Rhode Island

Chapter 27 of the General Laws of Rhode Island imposes
reporting requirements on state vendors with contracts
worth $5,000 or more where the vendor has, within the
twenty-four months preceding the contract date, contrib-
uted $250 or more within a calendar year to any general
officer or candidate for general office, any member of,

or candidate for, the general assembly, or any political
party. R.l. Gen. Laws § 17-27-2. If the vendor has done so,
it must file an affidavit with the board of elections list-
ing the name of the person or entity to whom the vendor
contributed, the amount of the contribution made during
the preceding twenty-four months, and the gross amount
of the contracts entered into between the vendor and all
state agencies during that timeframe. R.l. Gen. Laws §
17-27-2. The vendor must also file a copy of the govern-
ment contract or a summary of the principal terms of

the contract. R.l. Gen. Laws § 17-27-3(a). If the contract
is written, the vendor must file the affidavit within sixty
days of its execution. R.l. Gen. Laws § 17-27-3(a). If the
contract is not written, the vendor must file the affidavit
within sixty days of the date when the vendor is notified
that it has reached the $5,000 threshold. R.l. Gen. Laws §
17-27-3(a). For purposes of this reporting law, a state ven-
dor is a person or business that sells goods or provides
services to a state agency, a person or business with at
least a ten percent ownership interest in such an entity,
an executive officer of such a business entity, the spouse
or minor child of a person qualifying as a state vendor
(unless the spouse works for a competitor), or a parent or
subsidiary of a qualifying business entity. R.l. Gen. Laws §
17-27-1(7)(i). Parent, affiliate, or subsidiary entities of the
vendor required to file an affidavit may consolidate their
reports with the vendors. R.I. Gen. Laws § 17-27-3(c).
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The board of elections has enforcement authority over
these provisions. R.l. Gen. Laws § 17-27-4(c). Any vendor
whom the board finds to have willfully and knowingly
violated the reporting requirements shall be subject to

a civil penalty of not more than $1,000 per offense. R.I.
Gen. Laws § 17-27-5(a). If the state vendor willfully and
knowingly violated the reporting requirements in order to
commit or attempt to commit fraud or bribery, to conceal
unlawful political contributions, or to induce a public offi-
cial to violate the code of ethics set forth in chapter 14 of
title 36 of the General Laws, the vendor may be declared
ineligible for the award of any additional state contracts
for a period of time that the board of elections deems
appropriate. R.l. Gen. Laws § 17-27-5(b).

South Carolina

South Carolina’s pay-to-play law regulates a “person who
has been awarded a contract with the State, a county,

a municipality, or a political subdivision” and prohibits
“contribution[s] after the awarding of the contract or
invest[ments] in a financial venture in which a public
official has an interest if that official was in a position to
act on the contract’s award.” S.C. Code § 8-13-1342. It
is unclear whether the prohibition extends beyond the
contracting entity (i.e., a corporation, partnership, other
business entity, or sole proprietorship) to its owners,
officers, or employees.

The statute applies only to contracts awarded through a
non-competitive bidding process. S.C. Code § 8-13-1342.
(excluding “contracts awarded through competitive bid-
ding practices”). The statute also prohibits public officials
and employees from soliciting “campaign contributions or
investments in exchange for the prior award of a contract
or the promise of a contract with the State, a county, a
municipality, or a political subdivision thereof.” S.C. Code
§ 8-13-1342.

Violators are subject to prosecution for a misdemeanor
offense and could be fined up to five hundred percent of
the amount of the contributions, but not less than five
thousand dollars, and/or a prison sentence of up to one
year. S.C. Code § 8-13- 1520(B). A person so convicted is
subject to (1) a fine of up to five hundred percent of the
amount of contributions, but not less than five thousand
dollars, and/or (2) imprisonment for not more than one
year. S.C. Code § 8-13-1520(B).
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Vermont

A firm, or a political committee established by a firm,
which currently has a contract with the state treasurer,
may not make or solicit contributions on behalf of a candi-
date for the office of treasurer. 32 Vt. Stat. Ann. § 109(b).
For purposes of this law, a “firm” means any person or
entity that provides investment services and includes

the owners, managers, officers, directors, partners,

and employees who have discretionary responsibility to
invest or manage funds or provide investment services.
32 Vt. Stat. Ann. § 109(a)(1); see also § 109(a)(2) (defining
“investment services”). The term “firm” does not cover
shareholders owning less than one percent of a firm’s
outstanding shares. 32 Vt. Stat. Ann. § 109(a)(1).

The treasurer may offer a contract to a firm if the firm, or
a political committee established by the firm, has made
or solicited contributions on behalf of a candidate for the
office of treasurer after July 1, 1997 and within five years
of the date of the contract. 32 Vt. Stat. Ann. § 109(c).

A violation of section 109(b) is considered a material
breach and default by the firm, and the state will termi-
nate the contract. 32 Vt. Stat. Ann. § 109(b). The state
may still compensate the firm with respect to work
performed, or expenses incurred, prior to the date the
contract is terminated. 32 Vt. Stat. Ann. § 109(b).
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West Virginia

Section 3-8-12(d) of the West Virginia Code prohibits any
person entering into a contract with the state or its sub-
divisions or any department or agency of the state from
directly or indirectly making any contribution to any politi-
cal party, committee, or candidate for public office or to
any person for political purposes or use. W. Va. Code.

§ 3-8-12(d). This prohibition applies “during the period

of negotiation for or performance under the contract or
furnishing of materials, supplies, equipment, land or build-
ings.” W. Va. Code. § 3-8-12(d). This provision applies to
both no-bid and competitive-bid contracts and restricts
only the contracting entity from making any political con-
tributions.” W. Va. Code. § 3-8-12(d).

The West Virginia Ethics Commission has enforcement
authority over this prohibition. Any person violating this
provision is “guilty of a misdemeanor and, upon convic-
tion thereof, shall be fined no more than [$1,000], or
confined in a'regional or county jail for not more than one
year, or, in the discretion of the court, be subjected to
both fine and confinement.” W. Va. Code. § 3-8-12(n).
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APPENDIX 4
Center for Political Accountability Model Code of Conduct

A Model Code of Conduct for Corporate Political Spending

1

Political spending shall reflect the company’s interests
and not those of its individual officers or directors.

The company will disclose publicly all expenditures of
corporate funds on political activities in reports regu-
larly posted on the company’s website.

The company will disclose dues and other payments
made to trade associations and other tax-exempt
organizations that are or that it anticipates will be used
for political expenditures. The disclosures shall describe
the political activities undertaken. In the case of trade
association payments, the disclosures will involve some
element of prorating of the company’s payments that
are or will be used for political purposes.

Company disclosure of political expenditures shall
include direct and indirect politica! contributions
(including in-kind contributions) to candidates, political
parties, or political organizations; independent expen-
ditures; electioneering communications on behalf of a
federal, state, or local candidate; and the use of com-
pany time and resources for political activity.

The board of directors or a committee of the board shall
monitor the company'’s political spending, receive regu-
lar reports from corporate officers responsible for the
spending, supervise policies and procedures regulating
the spending, and review the purpose and benefits of
the expenditures.

6

10

1

All corporate political expenditures must receive prior
written approval from the general counsel or legal
department, and the company shall identify all senior
management officials responsible for approving corpo-
rate political expenditures.

In general, the company will follow a preferred policy
of making its political expenditures directly rather than
through third-party groups. In the event that the com-
pany is unable to exercise direct control, the company
will monitor the use of its dues or payments to other
organizations for political purposes to assure consis-
tency with the company’s stated policies, practices,
values and long-term interests.

No contribution will be given in anticipation of, in recog-
nition of, or in return for an official act.

Employees will not be reimbursed directly or through
compensation increases for personal political contribu-
tions or expenses.

The company will not pressure or coerce employees to
make personal political expenditures or take any retalia-
tory action against employees who do not.

The company shall report annually on its website on its
adherence to its code for corporate political spending.

Source: Open Windows: How Codes of Conduct Regulate Corporate Political
Spending and A Model Code to Protect Company Interests and Shareholder Value,
Center for Political Accountability, March 2007 (www.politicalaccountability.net/
index.php?ht=a/GetDocumentAction/i/611).

www.conferenceboard.org
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Sample Company Codes of Conduct and Policies for Political Spending

Aetna

Code of Conduct: Excellence with Integrity
(www.aetna.com/governance/code.html)

Political activity and contributions

Do not link Aetna to your political work. Do not suggest
that Aetna endorses your political activity.

Joining the Aetna PAC is totally voluntary. You may give
your own money to the Aetna PAC (in keeping with eligibil-
ity and other rules of the Aetna PAC), but only if you freely
choose to do so.

* You must not use Aetna funds to support any state or local
candidate, ballot initiative, referendum or other question,
or political activity, unless you get prior written approval
from Government Relations. This is true no matter where
the Aetna funds come from {for example, core, segment or
region funds, or reimbursement of personal contributions
such as money spent going to a political event).

* You must not use Aetna funds to make any political contri-
bution related to a federal election (whether to a candidate,
political party or political action committee) since it is
against the law. In some cases, Aetna funds may be used
to support some federal political activity. You must contact
Government Relations to obtain written approval and if you
have questions. °

* Aetna is permitted by law to use its funds to support the ad-
ministration of the Aetna political action committee (Aetna
PAC). But, we are not permitted to contribute Aetna funds
to the Aetna PAC for election contribution purposes.

* Any use of Aetna funds for any political activity must be
processed through Government Relations, no matter what
the source of the funds (core, segment or region funds).

Contacts with government representatives

You must work with your internal legal counsel or with Gov-
ernment Relations on issues that involve federal, state and
local government. Promptly contact internal legal counsel,
Regional Compliance or Government Relations if any part
of the government, including a state insurance department,
reaches out to you on an unexpected situation or matter.
See Statement 6 for additional guidance related to govern-
ment contracts.

Only senior managers and those chosen by Aetna for gov-
ernment relations or legal work can formulate and express
Aetna’s views on legislation, regulations or government ac-
tion. Other employees may communicate Aetna’s views only
with specific guidance from Government Relations.

Only people from Government Relations or the Law
Department may hire lobbyists to help Aetna.

Your Aetné contacts

For employees and officers: your manager, the
Communications team, your compliance officer, internal
legal counsel or Government Relations. For directors: the
Corporate Secretary or General Counsel.

Political Contributions and Related Activity Report

(www.aetna.com/about/aoti/aetna_pac/
2009PACannualreport.pdf)

Aetna PAC

Aetna Inc. sponsors a Political Action Committee

(Aetna PAC), which is authorized to contribute to fed-

eral candidates and most state candidates, parties

and committees. Aetna PAC is controlled by a Board of
Directors drawn from various segments of the Company.
It is managed by three principal officers (Chairman,
Treasurer & Counsel and Administrator) and uses sepa-
rate Contributions Committees to make state or federal
disbursement decisions. Aetna PAC is governed by federal
law (Federal Election Campaign Act) and various state
laws where Aetna PAC is registered to make state political
contributions.

Aetna Inc. also sponsors separate but related state PACs
in New York (Aetna PAC-New York) and Michigan (Aetna
PAC-Michigan) because those states require such sepa-
rate registration. The control and management of these
two separate PACs is the same as Aetna PAC. Aetna PAC-
New York is funded by employee contributions and by
corporate funds from Aetna Inc. subsidiaries as permitted
by New York state law. Aetna PAC-Michigan is funded by
employee contributions.

Corporate Contributions

Aetna Inc. is permitted to contribute corporate dollars

to state and local candidates in many, but not all states,
and the company does so in part to better leverage the
availability of Aetna PAC dollars. In 2009 such corporate
contributions were made in 11 states and the District of
Columbia. The Management of Aetna PAC (PAC Board,
Officers and Committtees) exercises the same oversight,
managerial decision making and operational control over
Aetna Inc. corporate contributions and certain related
activity including employee and company communica-
tions on legislative matters (“grassroots”) as applicable to
Aetna PAC.
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MANAGEMENT

The Chairman, Treasurer, and Administrator of Aetna PAC
are responsible for the day-to-day management of Aetna
PAC as directed by the Aetna PAC Board of Directors.
These officers are responsible for the solicitation of
contributions to and the disbursement of funds from
Aetna PAC consistent with state and federal laws, with
the contribution policies and criteria of the Aetna PAC
By-Laws, and with the Aetna PAC process applicable to
such political contributions.

CONTRIBUTION POLICY & CRITERIA

The Contributions Committee is composed of state and
federal government relations personnel. It considers a
number of criteria when making contribution decisions:

* The candidate’s understanding of and support for the free
enterprise system

* The candidate’s need for Aetna PAC assistance

* The presence of Aetna employees, facilities or resources in
the candidates district or state

* The candidate’s demonstrated leadership or potential for
leadership

* The candidate’s committee assignments and seniority
within Congress or state government

* The candidate’s involvement with and position on issues
affecting health care and related group benefits

* The likelihood of the candidate’s election success

* Recommendations by Aetna PAC members '

PROCESS

Each contribution goes through a legal approval process
to ensure that Aetna PAC complies with federal and state
campaign finance and related laws and the Aetna PAC
By-Laws. The process for disbursing funds is virtually

the same whether the contribution is from Aetna PAC

or Aetna Inc. corporate funds. Recommendations for
supporting a candidate or a committee are submitted
from all areas of the Company and frequently come from
state or local company personnel who work in govern-
ment relations. The recommendation is sent to the State
or Federal Government Affairs Contributions Committee,
which meets in-person, by phone or e-mail to discuss
and vote on such matters. The approved recommenda-
tion is then reviewed by the in-house Aetna PAC Counsel
and outside Legal Counsel, if necessary, for legal and
campaign finance law compliance purposes. When certi-
fied as “legal,” the paperwork is processed (by the PAC
Administrator for Aetna PAC or by Corporate Accounting
for corporate funds) and a check is drawn and delivered.

The same Aetna PAC management oversight, decision
making, political contribution policy and process ele-
ments applicable to Aetna PAC apply as well to Aetna
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Inc. corporate political contributions and employee
and company communications on legislative matters
(“grassroots”).

The Audit Committee of the Aetna Inc. Board of Directors
annually reviews the political contributions and political
activities of Aetna PAC and Aetna Inc. and oversees com-
pliance with the overall policy, process and contributions
criteria with respect to such contributions or activity.

Aetna PAC and Aetna-PAC New York are audited annually
and the results are sent to the Audit Committee of the
Aetna Inc. Board of Directors. The Aetna PAC and Aetna
Inc. Political Contributions and Related Activity Report

is available to the public. This Report is also sent to the
Audit Committee.

Merck

Our Values and Standards
(www.merck.com/about/code_of_conduct.pdf)

Political Activities

Good corporate citizenship requires that we do not
unfairly or illegally influence the political process in the
communities in which we operate. Due to the complexity
and diversity of laws and regulations governing corpo-
rate political activities, political contributions and other
related activities may only be undertaken with the prior
approval of the Chief Executive Officer.

As private citizens, we may participate in the political
process, including contributing to candidates or parties
of our choice. However, we may not use Company time,
property or resources for our personal political activities.

Advocating For and Disclosing Public Policies

{www.merck.com/corporate-responsibility/advocacy-
outreach-policy/advocacy-public-policy/approach.html)

We work to monitor policy developments and contribute
to debates on a broad set of issues at the local, national,
regional and global levels. We engage with numerous
stakeholders — including governments, payers, interna-
tional organizations, nongovernmental organizations and
other third parties — to explain our views, provide analy-
ses of the issues at stake, and share information that can
help clarify complex topics and dispel misconceptions.
In doing so, we seek to remain consistent and trans-
parent about the policies for which we advocate, while
also recognizing the complexity and sophistication of a
policy landscape that often does not lend itself to simple
explanations.
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Merck’s advocacy approach supports the mission of our
business, is conducted in accordance with our Code of
Conduct, and is focused on the following key areas:

* |mproving patient access to medicines and vaccines based
on the principles of innovation, competition and consumer
choice;

* Protection of intellectual property rights as a core compo-
nent of our ability to innovate;

* Creating and maintaining a fair, predictable and evidence-
based system of research and product regulation; and

* Establishing global operating climates that are transparent
and conducive to free trade and free-market principles.

Global Policy Network/Organization

The Merck Executive Committee has overall govern-
ing responsibility for Merck’s public policy program, as
guided by the Board Committee on Public Policy and
Social Responsibility.

Merck’s Global Public Policy Network includes internal
business leaders, policy practitioners and other employ-
ees with responsibility for external affairs for Merck and
our subsidiary organizations around the world. Policy pri-
orities are set by senior management, including regional
Human Health presidents. Merck’s Global Public Policy
Leadership Team, headed by the Vice President of Global
Public Policy, leads the development and communica-
tion of policy positions on major issues based on input
from internal business leaders and external stakeholders.
Position statements summarizing Merck’s position on key
public palicy issues are posted on our public policy page.

Merck’s Federal Policy and Government Relations office
in Washington, D.C., is responsible for advocacy activi-
ties with the U.S. Congress and the federal government.
Advocacy at the U.S. state level is managed by Merck’s
State Government Affairs and Policy organization. Outside
the United States, stakeholder engagement and advocacy
activities are managed at the regional, country or local
level, with active involvement by Human Health presi-
dents in the regions, country managing directors, and
both regional and country policy staff.

Ensuring Ethical Interactions with Government
Officials Worldwide

Merck's standards for governing interactions with gov-
ernment officials include guidelines concerning the

U.S. Foreign Corrupt Practices Act to ensure employees
strictly adhere to Company policies and procedures, local
laws and U.S. laws when interacting with government
officials, their family members and their representatives.
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Code of Conduct

All Merck employees must abide by our Code of Conduct,
which applies to our interactions with government
officials and advocacy activities on public policy issues.
As outlined in our corporate policy on ethical business
practices, all Merck employees are required to adhere
to Merck’s high standards and act with integrity when
interacting with government agents or engaging in any
conduct related to governmental health care programs.
This includes ensuring that all information provided to
governmental entities is complete and accurate to the
best of the employee’s knowledge and belief. The policy
also makes clear that no illegal payments of any kind
(monetary or otherwise) are to be offered or made to
an individual or entity including a local, state or Federal
government or political party official or candidate in the
United States, to a government or political party official
or candidate of any other nation, or to officials of public
international organizations, at any time or under any
circumstances.

Working with Industry and Trade Associations

Merck is a member of numerous industry and trade
groups. We work with these groups because they rep-
resent the pharmaceutical industry and/or business
community in debates led by governments and other
stakeholders, and because they are important in helping
to reach industry consensus on policy issues. However, at
times, we may not share the views of our peers or asso-
ciations. Merck representatives on the boards and com-
mittees of industry groups and associations ensure that
we voice questions or concerns we may have about policy
or related activities. We may even recuse ourselves from
related association and industry group activities.

See below for information on disclosure of trade associa-
tion dues used for advocacy and/or political activities.

Role of Merck Government Affairs Professionals

To assist with our advocacy and policy analysis work,
Merck and our affiliates have full-time employees respon-
sible for issue advocacy in most countries where we con-
duct our business, including in Washington, D.C., and in
state capitols. Where required, these individuals become
registered under applicable laws. Merck and our affiliates
also contract with private firms specializing in govern-
ment affairs advocacy. These firms employ government
affairs consultants with particular expertise on issue
areas important to the Company. In the case of issue
advocacy, these firms are also important in ensuring that
Merck is able to comment on proposed legislation affect-
ing the Company in all jurisdictions as legislative sessions
can often be short and very dynamic. These lobbyists are
required to abide by the same code of conduct as Merck
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employees. In addition, Merck government affairs person-
nel, and those who are registered to lobby on our behalf,
must comply with all applicable laws and regulations
regarding disclosure and reporting of lobbying activities.

Report on Adherence to Code for Corporate
Political Spending

Merck utilizes the standards of the Center for Political
Accountability Model Code in its own operations.
Additionally, there are long-standing Merck policies in
place that govern the use of any corporate funds for
political purposes, and periodic audits are performed to
assess and enforce compliance with Company policies.
All Merck employees above a certain level of responsibil-
ity are required to certify annually their adherence to the
Company policy. Finally, in 2009 Merck will require that
those individuals involved in corporate political contri-
butions in the U.S. certify as to their knowledge of and
adherence to the above Code, in addition to the other
required Company certifications. In 2008 there were no
reports of possible violations of the Code or of state law
related to corporate political contributions.

The Merck Board of Directors recognizes that the use

of Company resources in the political process is an
important issue for shareholders. We closely monitor our
contributions to political candidates in accordance with
corporate policy. We seek approval by the Company’s
General Counsel in the U.S., and report our spending
regularly to the Board.

Our contributions reflect the Company’s mterests in
critical policy areas, not those of our individual officers
or directors. Additionally, employees are not reimbursed
directly or through compensation increases for personal
political contributions. In making our contributions,
Merck complies with all disclosure requirements as pre-
scribed by federal and state law and Generally Accepted
Accounting Principles. To improve access to information
about Merck’s corporate political contributions in the
United States, Merck annually posts on our Website the
Company's contributions categorized by state, candidate
and amount. Merck also discloses any contributions to
committees known as 527 organizations. Merck has dis-
closed its corporate political contributions in the U.S. for
several years, but for the first time is disclosing all such
contributions on a global basis, which includes contribu-
tions in the countries of Australia and Canada.

In 2008, we began to disclose the portion of dues that
major U.S.-based trade associations report to us as belng
used for advocacy and/or political activities.
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Merck Action Network and Merck Employees
Political Action Committee

The Merck Action Network seeks to inform Merck s US.-
based employees and retirees about important legislative
issues and to serve as a vehicle for them to communi-
cate with their members of Congress. For example, as a
result of a “Call to Action” by the Merck Action Network
in April 2009, employees and retirees sent nearly 16,000
letters to members of Congress supporting legislation to
establish an abbreviated approval pathway for biosimilar
products (similar versions of already approved biologic
medicines). Specifically, the letters requested support
for H.R. 1548 in the House of Representatives and similar
legislation when it is introduced in the U.S. Senate. We
believe this legislation will provide patients with greater
access to treatments for some of the most debilitating
and life threatening diseases, while protecting patient
safety and promoting continued innovation.

The Merck Employees Political Action Committee (PAC)
gives eligible employees an opportunity to help elect
candidates in the United States — both at the federal

and state levels — who share Merck’s goals of improving
patient access to medicine and vaccines, encouraging
innovation, and promoting a competitive business envi-
ronment. By law, the only way that Merck can directly
support federal and certain state candidates for politi-
cal office is through voluntary contributions our eligible
employees give to the Merck PAC. The Merck PAC is
non-partisan and supports legislators from both sides of
the aisle who understand and appreciate the work Merck
does to discover and develop medicines and ensure they
get to the patients who need them. Activity by the Merck
PAC is federally regulated and all contributions are pub-
licly disclosed in reports filed with the Federal Election
Commission. For more information, please visit our public

policy page. - -
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