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appealed the case, the United Stz;tcs‘Court of Appeals for the Third Circuit®48
affirmed the lower court decision on the ground that the plaintiff failed to make a
demand, upon GTE directors to iﬁsﬁmm the litigation. ¥ Thé-Court of Appeals
stated that: =

...in the instant case, ho-wev'cr, Cramer’s complaint does not adequately

explain why he failed to make 2 demand upon the direct ors.. 450

Although the plaintiff argued that making a de:.nand was futile because the special
litigation committee opposing this suit was dominated by the defendants,45!
namely the board of directors involved in illegal payment, the court rejected this

argument, stating that:

We cannot agree with Cramer that the four directors named as defen-

dants in the instant case dominated the Board to such an extent that the

plaintff sl;ould be excused from the mandatory requirement of Rule
©  23.1 that he first make a demand on the directors...452

The objective behind this procedural restriction is to give the board of dizectors an
opportunity to exercise their power?>3 and to curtail the abuse of the derivative

suit.%>* Nonetheless, these procedural fequirernents may hinder the shareholder’s

448 Cramer v. General Telephone & Electronics Corp., 582 F. 2d 259 (3d. Cir. 1978).

449 14, at 265, )

450 1d. at 276.

451 M

42 1d, ar 277. ‘

43 See also Canada Business Corporations Act, S.C. 1974-76, .33 as an., $.232(2). See
also Daniel R. Fischel, "The Demand and Standing Requirements in Shareholders’ Derivative
Action” (1976), 44 U.Chi. L. Rev., 168-204, at 171. See also Michael St.Patrick Baxter "The
Derivative Action Under the Ontario Business Corporation Act: A Review of Section 97,"
(1982), 27 McGill L. Rev., 453478, at 466. i

44 For a Canadian view of the shareholders’ derivative suit, see Michael St. Patrick Baxter,
Id.. at 457. Also see Bruce Wellidg, Corporate Law in Canada, (1984), at 517. The abuse of
a derivative suit can come in the form of a striking suit by shareholders brought purely as an
atempt to obtzin settlements for personal gain. See Dykstro, "The Revival of the Derivative
Suit" (1967}, 116 U. Pa. L. Rev., 74-82, at 77.
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suit when directors take the position not to sue. Derivative suit is definitely one
way of deterring - management from making bribes or illegal paymcnts,455 and of
remedying the abuse of power bestowed on corporate directors, because

..the protection of a corporation from fiduciaries’ abuse and the
efficiency of the markets depends on information as to how the corpora-
tion is managed. A derivative suit is one of the means for conducting a
thorough investigation of corporate management. Furthermore, even
though shareholders may sell their shares when dissatisfied with
managements’ performance, the sale does not make corporate fiduciaries

accountable, except through takeovers.#56

.

The demand requirement may be excused if share holders can prove that
making 2 demand on the MNC board of directors to sue on behalf of the corpora-
tion would be futile’ because of conflict of interest® or the board’s lack of

indcpendcncc.459 One writer suggests that shareholders name all current directors

455 Daniel R. Fischel, supra. footnote 365, at 1290.

456 See T. Frankel and W.M. Barsky, "The Power Struggle Between Shareholders and
Directors: The Demand Requirement in Derivative Suits” (1983), 12 Hofstra L.Rev., 39-75, at
5. %

457 Several grounds may be advanced and asserted to stiow the futility of making a demand
on directors to bring a suit on behalf of a corporadon. Those grounds are control, conflict of
interest or directors’ participation in the transaction attacked, and director opposition to the
suit. See Daniel R. Fischel, supra, foomote 453, at 173-180. .

438 Common law courts are reluctant to relieve the shareholder of the demand requirement;
however, it is within the sound discretion of the judge to determine the need for a demand.
See Re Daon Dev. Corp. (1984). 54 B.C.LR. 235 (5.C.) The futility of a request to directors
to bring action does not relieve the obligation to make such a request. Also see Nancy Abbe v.
Stanley B. Goss 411 F. Supp. 923 (S.D.N.Y.1975), where the plaintff shareholder admitted that
she had not made a demand because it would have been futile, as the defendant controlled the
corporation’s decision making. The court agreed with the plaintiff after investigating the evi-
dence, saying: Applying "sound discretion” to the facts of this case, it would appear that the in-
dividual defendant’s control of Tenna [the company’s name] was sufficient to excuse a Rule
23.1 demand...[At 925] However, this variance among courts in formulating a test to determine

whetker a demand is excused or not is due to the fact that demand is a procedural issue, not a
substantial one. :

459 Kon Sik Kim, "The Demand on Directors’ Requirements and the Business Judgement
Rule in he Shareholder Derivative Suit: An Alternative Framework"(1981), 6 J. Corp. Law,
§11-529, at 513,
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or défcndants in order to prevent MNCs from forming a special litigation commit-
tee from among those directors not being sued or not involved in illegal pay-
mcnts;45° ilowcvcr, courts shall not accept such a manoeuvre without questioning
cither the good faith of the committee’s members in terminating the suit m_ the
best interests .of the corporation or the independence of the committee’s

members. 461

Certainly, MNCs would retain control over the progress of the shareholder
suit by invoking the business judgement rule,%62 and in almost 'all illegal payment
cases that were brought by shareholders and investigated by special litigation com-
mittees, the decisions were not to sue or terminate the suit as it was not in the best
interests of the corporation from the committee’s point of view.463 Yet courts

have supported the decision by granting summary judg}'nfcnt without even _trying
- the issue, as long as the committee’s decision to terminate the suit was taken in
good faith,%64 and the committee had been delegated the authority to terminate the

suit by therboard of directors. 465
4

e

40 Janet Johnson, supra, footnote 443, at 488-489,

461 Leonard S. Janofsky, supra. footmote 389, at 1319.

42 See Kon Sik Kim, supra, footnote 459, at 511,

463’ Abbey v. Control Dasa Corporation, 603 F. 2d 724 (Sth cir. 1979), Cért. denied, 444
U.S. 1017(1980); Gall v. Exxon Corp., 418 F. Supp. 508 (S.DN.Y.1976); Auerback v. Bennett,

47 N.Y. 2d 619, 393 N.E. 2d 994, 419 N.Y.S. 2d 920 (1979); Miller v. American Tel.& Tel.
Co., 507 F. 2d 759, 762 (3d Cir. 1974).

464 Richard W. Hunt, "bbey’s Modification of Zapata: A Further Restricﬁ'op on the Power
of Special Litigation Committees: Abbey v. Computer & Commurication Techndlogy Corp. ™
(1984), 9 Del. J. Corp. Law, 105-124, at 106-107.

45 Kon Sik Kim, supra, foomote 459, at 511.
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(i) The Business Judgment Rule and the Success of Derivative Suits in the
}rea of Dlegal Payments

-~

Traditionally, the business judgment rule has been invoked by corporate
directors to block shaéiloldcrs’ derivative suits at the outset and use it "as a
defence of the merits"466 of the case provided that corporate directors have exer-
cised due diligence and were in good faith when taking the decision that triggered
the suit:%67 The rule protects MNC directors from any liability that may ensue
from decisions they make in directing the corporation and exercising their business
judgment.468 It places the "primary control over litigation on behalf of a corpora-
tion in the hands of the board [of directors], rather than in the ‘hands of the share-
holders, 6% provided the members of the board are independent, capable of mak-
ing impartial decisions, and acting in the best interests of the corporation. The
independence requirement emphasizes the need for MNCs to have outside direc-
tors who may well be perceived to be more independent of management, and thus
more able to discharge their duties and to manifest disinterest when ruling on the

-

basis of a business judgment rule of any derivasive suit.

In illegal payment cases, the use of the business judgment rule as a defence
has created an obstacle to the success of shareholders’ suits sought to recover the
amount of bribes paid or restitution for civil and criminal penalties levied upon the

MNCs as a result of the disclosure of these payments by the administrative author-

46 MM. Brown and W.I. Phillips, "The Business Judgement Rule: Burks v. Lasker, and
Other Recent Developments™ (1981), 6 J. Corp. Law, 453480, at 462. Also see Prudential As-
surarnce Co. Lid. v. Newman Industries Ltd., (No. 2), [1982] 2 W.LR.31 (C.A), and, see also
Burows v. Becker, [1969) S.CR. 162. 173-174, 70 DLR. 2d) 433 440-442,

467 Samuel Arsht, "The Business Judgement Rule Revisited" (1979-80), 8 Hofstra L. Rev.,
93-134, at 127,

468 1.C. Coffee and DE. Schwartz, "The Survival of the Derivative Suit An Evaluation and
a Proposal for Legislative Reform™ (1981), 81 Column. L. Rev., 261-336, at 281,

469 Meredith M. Brown and W J. Phillips, supra, footnote 466, at 465,
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ity.470 For example, in the case of Auerbach v. BennettT! the plaintiff sharehold-
ers of General Telephone & Electronics Corporation (GTE) brought suit against
GTE following an internal investigation by the corporation that revealed that GTE
had made illegal payments and bribes to officials in the United States and
z;;broza.::l.472 The suit sought the recovery of these payments on behalf of GTE. The
~ company board appointed a special litigation committee to deal with thc suit, con-
51;tmg of those dxrcctors who had not been members of the board at thc time the
payments were made.473 The committee was authorized by the board to dcten'mnc
what position GTE should takc with respect to the suit. It retained spcmal counsel
and reviewed the company’s audit committee, It determined which directors were
involved and interviewed them.474 The special litigation committee came to the
conclusion that it would not be in the bcst interests of GIE to prosecute the action.
or to pursue the lmganon 475 The trial court dismissed the action on the grounds
that the business judgement rule foreclosed any iction against the defendant for
making the illegal ﬁaymcnts, Eccaus‘e the rule forbade the court 'to question the
soundness of the committee’s decision so long as it was in good faith and acting
independently.*7® The New Yérk Appellate Court’’ affirmed the district court
decision, holding that:
... a derivative action may be dismissed if an independent committee of
the board concludes, after sufficient investigation, that the suit should

not proceed.#78

470 Janet Johnson, supra, footnote 443, at 482.
7). Auerbach v. Benrett, 408 N.Y. 2d 83, (1978).
472 1d., at 84. .
m E:: at 85. AR
474 1d., at 84.

475 Tbid.

476 1d_. at 87.

77 Auerbach v. Benneu, 47 N.Y. 2d 619 (1979).

478 1d., at 637.
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The court further stated that:

. the substantive aspé*:ts of a decision to terminate a shareholder’s

derivative acﬁ'on against defendant corporate directors ... are beyond jud-

icial inquiry under the business judgement doctrine...479
Also the court felt -th'at no serious question had been raised about the indepen-
dence of the special litigation committee or the adequacy of the procedures used-
in arriving at its determination 480

This position of a state court is also the same as that of the United States
federal courts. The case of Abbey v. Control Data Corporation*! is a prime
example. In this case, Wl}gl the Security and Exchange Commission levied an
-amount of criminal and civil penaldes on the company for making bribes and ille- -
gal payments to foreign officials, a shareholder of the corporation brought action
against the directors to repay the amount of $1,381,000 to the corporation. The
alicgation rested on the violaton of certain s;ctions of the United States Federal
Securities Law and also on breaches of common law fiduciary duties,*82 which
allow shareholders to seck remedies on the grounds of mismanagement and wast-
ing of corporate assets. The corporation formed a special litigation committee to
investigate the issue and to determine the fate of the shareholder’s suit. The com-
mittee recommended the dismissal of the suit on the grounds that pursuing the suit
was not in the best interests of the corporation. The district court then granted

summary judgment on the basis of the business judgment rule 483 Consequently

479 1d.. at 623.
480 1d., at 633-635,

481 Abbey v, Control Data Corp., 603 F. 24 T24(8th Cir. 1979), Cert. denied, 444. US,
1017 (1980).

482 1d., at 726.

433 Abbey v. Control Daia Corp., 460 F, Supp 1242, (D. Minn. 1978). The court em-
phasised that:

The business judgement rule applies to any reasonable, good fzuth determination by an
independent board that the derivative action is not in the best interest of the corpora-
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the plaintiff appealed the lower court ruling and the United States Coust of Appeal
for the Eighth Circuit subsequently affirmed that:

illegal payment cases clearly involve state law questions of breach of

fiduciary duties...434

So the plaintiff shareholder who rests his claim on the breach of federal law
places himself in a very weak position:
Several courts have refused to find remedy under Sec. 14(2) for secret
illegal payﬁmrits...“ss
This failure to find remedy is usually due to the lack of "transactional causa-
tion,"*86 which means that.. the harm to the plaintiff shareholder must have
resulted from a corporate transaction which was authorized as a result of a false or
' . misleading p-;'oxy-solicitationﬁs-’ Co;sc_quently, for a claim to have good standing

Do
the

..injury to CDC shareholders from the corporation’s illegal payment
[must] stem directly from the corporate waste and mismanagement

involved in authorizing those payments...#88
e - ’ : . q
This is a matter of a state law, since the governing. of ints;-nal. corporate affairs is

left to the discretion of the directors, in the absence of instruction or vote of the

shareholders. The appointment and delegation of decision making authority to the

tion. [At 1245)

The court went on to say that
...the independence and good faith of the Special Litigation Committee are not a tis-
sue; plaintff concedes that the Committee reached its decision in good faith and in-
dependent of any pressures and influence from the defendant directors...” [At 1246]

484 Abbey v. Control Data Corp., 603 F. 2d 724(8th Cir. 1979), cert. denied, 444 U.S. 1017
(1980)at 731. -

45 1d., at 732.
4 Toid
7 Toid
483@2
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special litigation committee was clearly consistent with the long standing common
law rule, 8% except when the plaintiff had charged bad faith or fraud on the part of
the outside directors involved with the committee and had made a decision to

dismiss the suit because

-

such a determination [not to pursue suit], like any other business judge-
ment, must be made by the corporate directors in the exercise of their
sound business judgement... The conclusive effect of such judgement
cannot be affected by the allegedly illegal nature of the inital action

which purportedly gives rise to the cause of action... %90

Legal writers have criticized the Abbey decision on the grounds that neither

courts made any attempt to inquire into the precise nature of the illegal payments

made by CDC that resulted in the corporation’s plea of guilty to the criminal .

charge. The courts simply accepted the special litigation committee’s report,
which merely stated that the payménts were a customary busincss rpractice and
were intended to serve the corporati;)n’s business intcrclsts, without any support for
their conclusion.49! MOICOV.CI:, this decision by the courts undermined the purpose
of -mg.shg:gholdcr’s derivative suit to monitor director and maﬁagement activities.
Also, the rationale that the payments made were customary practice for furthering
MNGC business is illusive justification of all types of illegal payments. One writer
suggests that in order for the court to pr;:vcnt the abuse of the business judgment
rule, it should subject the special litigation-committee’s findings 0 thorough "scru-
tiny,” and "the reason given for a decision not to sue"492 should be more convinc-

ing and reasonably justified before the courts permit a commitiee to terminate a

489 1d., at 28.
490 14, at 730.

491 See Janet Johnson, supra, foomote 443. See also Richared W. Hunt, supra, footnote 464.

492 Jchn C. Coffee, supra, foomoig429, 3t 1237~
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suit on behalf of an MNC.
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(iii) Judicial Review of Board Decisions to Terminaté Derivative Suits

The cases we have discussed demonstrate that in the COl:ltht of illegal pay-
ments, common law court, especially in the United Sratcs; will not intrude and
~ review the board’s or the special litigation committee’s decision to dismiss the suit
even if "the underlying cause of action appears meritorious"%93 so long as the
decision to dismiss the suit "is foundéd upon reasonable care and ...-not tainted by

self-interest."494 However, many legal writers in recent years have questioned the

endorsement of a business judgement of the board or special litigation committee

by the court on these grounds as not sufficient to terminate the shareholder’s

derivative suit.*%5 They consider such an endorsement "a technique for judicial
abdication."¥%6 Indeed, to givc' the board the power to terminate a derivative
action without any monitoring device for the abuse of the rule such as a Jjudicial
review, as the court in the United States did creates a dilemma and brings into
question the benefit of the suit and the business judgment rule. What we mean by
judicial review herée is giving the court the final word in terminating the decision,
and that does not mean that the court would replace the board in making deci-
sions, but would "activate"497 the decision. That is what the revised Canadian

Business.Corporation Act of 1975 has in fact done.#98 It resolved the problem that

493 1d., at 1221.
494 Meredith M. Brown and W.J. Phillips, s supra, footnote 466, at 455.

495 David S. Ruder, "Protection for Corporate Shareholders: Are Major Revisions Needed?"
(1982-83), 37 U. Miami L. Rev., 243272, at 261.

496 Janet Johnson, supra. foomote 443, at 497.

47 1.C. Coffee and D.E. Schwartz, supra, footnote 468, at 325.

498 The Canada Business Corporations Act, $.C.1975, ¢.33, 5.232(2) creates as a precondi-
tion to the prosecution of a derivative action the requiremnent thac

.. the court is satisfied that ... (¢) it appears to be in the best interest of the Corpora-
tion or its subsidiary that the action be brought, prosecuted, defended or discontinued.

The chareholders under the Act must apply to the court first in accordance with Sec. 232(2). Also,
the di. conunuahon of the suit is reviewed by the court, not by board of directors or a special liti-
gation committee as we have seen in the cases brought in American courts.

-128-

T
e



the board may maintain special litigation committees that meet the minimum judi-
cial criteria but are still dominated by the board. Such judicial insight also fosters
board and commiftee independence in taking their decision, as they will realize

that there will be a court review of the decision.
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6. Appraisal and Conclusion

These s@s being taken by MNCs as intra-corporate remedies for illegal pay-
ments appear to have some effect in caseskwhere th;ty are being taken seriously
and being applied competently. ﬁc first benefit would be the prevention of
_ gdvcmmcnt interference in corporate activities, as long as the MNCs are making
an honest and genuine effort to maintain and uphold legal ar;d ethical standards.
Failure to do so would invite severe government action, either in the country
where the MNC is i1:1corporatcd or in the country where it is doing business. This
was the case when the United States enacted the Foreign Corrupt Practices Act?®®
as a means of curtailing illegal payments. Finally, in the case of sharcholders’
suits, the effectiveness of such steps to halt illegal payments can be more positive
if the legislation goes a step further, as the Canadian Business Corporation Act?%
has dbnc, by giving the court some control over special litigation committees’
abuse of the business judgment rule by terminating the suit bcfc;rc even adjudicat-
ing its merit. Justice would be better served if board and committee decisions

were further subjugated to the final decision of the court.

493 See U.S. Foreign Corrupt Practices Act, pub. Law. no. 95-213, tit. 1, 91 Star 1494
(19771 (codified at 15 U.S.C. Secs. 78 dd-1, 78 dd-2, 78 ff {Supp. I, 1977] ).

* 300 See Canada Business Corporations Act, S.C. 1975, C. 33, sec. 232(2).
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PART THREE: LEGISLATIVE CONTROL AND THE FPROBLEM OF

ENFORCEMENT AND EXTRATERRITORIALITY .
CHAPTER 5.0

LEGAL SANCTIONS OF MNCs’ ILLEGAL PAYMENTS

1. General Remarks

Needless to say, bribery and illegal payments -in international business are
linked, to.a considerable degree, to local practices. However, as a general rule,
corruption flourishes when dishonest officials are enticed by wealthy, greedy
MNCs caécr to accomplish their goal of higher profits to the detriment of the gen-
cral public welfare. Nonetheless, when the issue of illegal payments and bribery
surfaced in the mid"/bs, and precisely after the Watergate scandal, many MNCs,
p'érticulaﬂy the U.S. -based corporations, felt the resentment of their practices,
domestically and internationally. Consequently, several of them took steps to
remedy and éountcract their négarivc image. Thaose steps, as we have discussed, 91
took the form of various internal measures to cusb and eliminate any further cor-
rupt practices,”%2 and to let competitiveness be the determining factor of success,

and thus to regain the trust of the general public.

Yet, when the MNCs’ steps fall short of achieving these goals, there is no
doubt that the responsibility lies with the home country, whether for policy rea-
sons or for the purpose of preserving the free market economy, to take measures

to enact appropriate rules of criminal law by which to-discourage its MNCs and

501 See supra. Chapter 4.0. '

502 Many*MNC boards of directors allege that they have no knowledge of bribery or ques-
tionable payments and that such activities are the result of decisions made by the corporation’s
ma.nagement-._ﬁee supra, foomote 429 and accompanying text.
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business persons from abusing the system and using bribery or illepal payments in
their dealings overseas. At the same time such sanctions seive as a message to
) foreign officials that their pﬁcn‘cc of corruption is no longer immune from disclo-
sure, and that it will have a negative cffcct on their continuity in public office.503
Admittedly, the success and efficiency of legal sanctions on bribery and question-
able payments depends on the cooperative efforts of the hostS%4 countries where
MNCs are conducting business. Furthermore, cffcctivcnéss' is heightened if the
effort to Squclch corrupt practices in intcrngm'onal business takes the form of mul-
tilateral’ action. This promotes the issue of fighting bribery and questionable pay-
ments to the international level, 595 and gives it momentum to overcome the ¢com-
plcxi'ty associated with the application of national law that is designed to curtail

activities outside the national border 506

Inter-governmental cooperation is also important for mutual judicial assis-

tance,%7 extradition, and settlement of any dispute that may arise as a result of

593 In most cases of scandalous activities revealed by the SEC or as a result of voluntary
disclosure by MNCs themselves, illegal payments or bribery were made in countries with close
ties with the United States. Examples are the Lockhead payment to the Japanese prime minis-
ter, and payments in the Netherlands, Italy and several Middle-East countries. See supra, foot-
notes 197, 19‘8. 199 and accompanying text.

304 The term "host country” means a country in which an entity other than the parent entity
is located.

305 We will discuss international efforts to prevent such illegal activities by MNCs infra,
Chapter 7.0.

506 The issue of extraterritorial application of national law arises, and jurisdiction may be
asserted on the principle that 2 country has personal Jurisdiction over its citizens (an MNC is
considered a citizen of the country where it is incorporated) and can charge them with a viola-
tion of national law, Therefore, when the jurisdictional question arises from the application of
the national law that is designed to regulate overseas activities, several tess have been ad-
vanced, such as the subject matter test, when the act of a national corperation (or of a citizen)
in a foreign nation normally is subject to the law of the country where the act takes place.
However, another theory advances the notion that when a ransaction is concluded outside the .
country but has a substantal and foresecable effect on the count’y's commerce regardless of
where the transaction takes place the country can apply its law to mitigate the negative effect
on its commerce.. See infra, Chapter 6.0 for more discussion of these theories and the defences
challenging such notions.

07 Gerhard W. Mueller, "International Judicial Assistance In Criminal Matters™ (1962), 7
Vill, L Rev., 193-231.
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prosecution and indictmcnt.508

¥
Concurrently, cooperation is needed, either bilateral or multilateral, on several

“"issues that arisé as 2 result of the application of local law, such as jurisdictional
- issues and disclosure of information about bribery or questionable payments, sensi-
tive political contributions, gifts, loans to public officials, fees and excessive com-
missions. Almost every country in the world has laws prohibiting its publig
officials from being a party to bribery or any equivalent act,5% but because of the
distinctive character of bribery in international business, one country, namely the
United States, which is the home country®!® of most MNCs, has gone farther to
cnz;c.:t laws that prohibit its MNCs from giving bribes to gain access to foreign
countries for the purpose of conducting business.’!! Attendant upon these laws are
many difficulties associated with their application, such as the extraterritorial reach
of the act and the cmbarrassmcr;t that would surface when the disclosed informa-
tion reveals that the beneficiary is 2 high ranking foreign official or leader of a

country having close ties with the United States.512

Simultaneously, the United States is supporting international efforts®!3 to

solve the problem of MNC illegal payments in the hope of overcoming the

308 Michael Bogdan, "Internaticnal Trade and the New Swedish Provisions on Chrruption”
(1979), 27 Am. J.Comp. L., 665-677, at 668.

309 See for example the Penal Code of Japan, ch. XXV, Crimes of Officials Corruption, art.
193-198, reprinted in Kugel and Cohen, Government Regulations of Business Ethics, Book 11,
sec. 3.8 (1978), also the Indian Penal Code, 1860, no. 45, secs. 161-165A, also see Saudis Re-
gulations for the Prevention of Bribery which was enacted by the Royal Decree no. 15/M on 7,
3, 1383.AH (Aug. 9, 1962) for full text, see app. I

310 The term "home country” means the country in which the parent entity is located. .

51 See the Foreign Corrupt Practices Act, Pub. Law. no. §5-213, tit. 1, 91 Stat. 1494(1977)
( Codified at 15 U.S.C. Secs. 78 dd-1, 78 dd-2, 78 ff [supp. I, 1977]). For the complete text
see Appendix II infra.

312 See Jerry Landaver, supra, footote 30 and accompanying text.

513 See staff reporter, "Senate Vote Urges Code Barring Bribes by Multinationals,” Wall
Street Journal, November 13, 1975, at 12, col. 3. The U.S. Senate, by a vote of 930, called on
U.S. diplomats to negotiate an "international code of conduct” aimed at stopping bribes and
kickbacks in business transactions by global corporations.
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difficulty associated with the application of the Foreign Corrupt Practices
Act(FCPA). The United States is also trying to deter Japan, certain countries in
Western Europe, and other nations that have a competitive edge with the United
States MNCs and do not have laws against illegal payments and bribery in inter-

national business when paid abroad.

In the following pages, we will examine legal sanctions on bribery and illegal
paymcr;;té under Saudi Arabian law with its dual legal system, and under United

States law. \
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2. Legal Sanction Under the Saudi Arabian Legal System
A. Shari’a as Basis for the Legal System

The Shari’a or Islamic law has been applied in the Arabian Peninsula since
the time of the Prophet. Its sources are: First; the Quran, which lays down the
basic principles, Second; the Prophet’s tradition, sunnah, which refers to the path-
way, practice, mores, manner of acting and conduct of the Prophet, peace be upon |
him, in his life. It-is supplementary to the Quranic principle in that the Prophet’s
conduct illustrates the general principles laid down in the Quran For instance, the
Quran commands five prayers(salah) every day as one pillar of Islam, but does not
lay down their details.sm. It is the Prophet’s practice of salah, and his explanatién
of its details and forms to his companions that éive the follower of Islam fl‘.lll
knowledge of it. Furthermore, sunnah also includes as a source of law the
Prophet’s model of behaviour and the normative practices of his life, which is
known as Hadith or tradition. Even though theologians may differentiate between
Hadith as the narration of the Prophet’s practices and behaviour, and sunnah as the
law deduced from this narration, the terms are generally interchangeable. Third;
the scholarly works of several jurists through different schools of jurisprudence.
The first school was known at its initation as the Kufah school, in Iraq. It was
founded by Immam Abu Hanifzh and lasted from 80 AH. to 150 A.H.,Sls some-
time after the Immam’s death. This schooi of thought is the most liberal one,
bccau;e it advocates the doctrine of analogy or giyas as a source of law in cases
where neither the Quran nor the sunnah provides ansénswer. This school of

thought is, in the writer’s opinion the most adaptable school for today’s

514 See The Glorious Quran, Surah LXX verses 23 and 34; Surah LXXIV verse 43; Surah
CVII verse 5; and Surzh CVIII verse 2.

515 See Asaf A.A. Fyzee, OQutlines of Muhammadan Law, (3d, ed. 1964), at 32.
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civilization.

The second school is the Madinah school, which was established by Immam
Malik Ibin Annas in the C?ty of Madinah in the northwestern Arabian Peninsula in -
97AH., and continued to 179 A.H.5*6 This school of thought relies heavily on the

~gse of the hadith aﬁd the ijma(cpnscnsus) and practices of the Prophet’s compan-
ions in Madinah rather than on qiyas, or analogy, as the Hanafi school has done.

_ Immam Malik is the founder of the doctrine of ijma as a principle of Islamic law.
This doctrine, later broadened to include the consensus, not only of Madinah jur-
ists, but also of other leading jurists and scholarly opinions, and came to be
known as ijtihad, or exerting oneself to form an opinion on a decision that must
be made. This broad interpretation of this principle avoided ignoring jurists in
other parts of the Islamic world who were just as capable of arriving at an ijma as
the Madinah jurists.

- The third school is the Shafii school, founded by Immam Al-Shafii, 517 2 stu-
dent of Immam Malik. Immam Al-Shafii was the most systematic legal theorist.
He perfected the doctrine of consensus and modified it to comprise the best work
of Islamic scholars. He narrowed the use of sunnah to the authentic Prophet’'s -
tradition of Hadith, in order to avoid anything based on local practices. He also

. narrowed the use of the doctrine of analo (qiyas) to those questions that had no
answer in the primary sources of Islam, L}ht:. Quran and the sunnah. The consensus
provided that the use of the doctrine of analogy must conform to the general spirit

of Islam and not supercede the primary sources.

The last school is the Hanbali school, founded by Immam Ahmed Ibin Han-
bal, and flourishing between 164A.H. and 241 A.H.518 The founder was a studen;

516 1d.. at 33.
517 Tbid.
518 1&: a 34.
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of Immam Al-Shafii,. He was a traditionalist who closely adhered to the litemal
interpretation of Hadith. He opposed reasoning and rejected all forms of qiyas
(analogy) and of ijtihad (independent judgment), which is considered by other
schools as a source of Islamic law. This doctrine of independent Jjudgment
cmérgcd in the cérly' deveJopment of the four schools to solve differences on
matters that had no clear cut answer in the primary sources. The acc.cptancc of
this doctrine by the school of thought varied depending on the latitude of their
'intcxprcration. Traditior_llaﬂ.isi:s rcjected this doctrine as a source of law ﬁ-ém_ the
beginning and insisted oﬁ literal ‘interpretation of the primary sources. This notion

of rejecting ijiihgd or independent judgement as a source of law later became an

Scholarly Works have been produced by several jurists who represent the
different schools of thought. However, as new situations hévc arisen that ha.ve not
been dealt with adequately in these sources, thc study of Islamic Jjurisprudence has
generated several justifications for Muslim leaders to issue secular legal or admin-
istfative standards to rcgullatc_in detail subject matter that is important to the
preservation of the community, provided that these regulations or laws do not con-

tradict the general principles of Islam,

One of the issues that has arisen in today’s complex society is the problem of
illegal payments by MNCs to public officials and employees. Although Islamic
Jurisprudence has discussed the issue of bﬁbcry and has declared it a sin, it has
not reached the stage of declaring it a crime punishable by a specific penalty.

This may be atwibuted to the inherent 'cha.ractcr of Islamic society in the days

519 Ibid.



when there was not rﬁuch importance attributed to public cmploycés, except cer-
. tain people such as judges and governors. After the unification of the Kingdom of
Saudi Arabia, the aur.horitics.rca.lizcd that there was a need for a comprehensive
legal system to regulate the process of modernization and to-supplement Islamic
law. These regulations of course had to be in accordance with IsIamic‘ l;rinciplcs.
Since then many laws, in the form of régulations and administrative decrees, have
been promulgated to strengthen the legal system ar;d to protect the general public -
“welfare. This movement toward rcgﬁlating certain problems and issues takes gui-
dance from thé Shari’a, which provides for sec_:glar authority to be exercised by
temporal leaders. In the following pages we will discuss the Islamic principles
that treat the issues of bribery and illegal payments, and then we will examine the

Saudi experience of regulating these issues.
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B. Islamic Law o
(i) Crime and Sin

It is important to knowftlj-ai there are three categories of human acts that are
considered crimes and are therefore punishable under Islamic law or shari’a. First,
there are acts committed against the existence of God, religion or the right of God
~in general; for éxa.rnplc, z;. Muslim is forbizideﬁ to Eonvert from Islam to another
religion. The peralties for these crimes have been prescribed in detail in various
chapters of the Glorious Quran The punishmcnrs indicated for Ehct;le crimes are
severe, for they touch on the very existence of Go.d.520 Second, there are crimes
against humans or their rights, such as murder or theft. The punishments for these
are also prcscﬁbcd in detail in the Glorious Quran Thirdly, there are crimes
against the cormnuhi:tj' and public safety. The most commonly occiu'ring crimes
-fall mto this catcgory It is left to the Muslim judge to assess the loss and to
decide on the pcnalty called the Tazir or chasx:lserm:nt.s21 Depending on the
significance of the offence committed, the judge may dictate a punishment ranging

from jail to lashes%2 to a fine. 523

I
520 Muhammed Abu-Zahrah, Crime and Penalty in Islamic Jurisprudence, vol. 1 (1957), \
Sec. 59, at 62(in Arabic).

521 The purpose of this type of punishment is to prevent the culprit from relapsing. The
g uran does not mention this kind of punishment; on the contrary, it classifies several transgres-
sions afterwards punished with Tazir as merely sins.

+ S22 The Tazir with lashes as one type of chastisement may be auributed to the Prophet’s
tradition as recounted by one of his companions, Abdullah Tbin Umar; "Those who bought pro-
visions wholesale without measure or weights in order to sell them again were punished in the
“time of the Prophet by whipping.” (Bukhari, Bab, Al-Hudud, Hadith No. 43). In another tradi-
 tion of Ibin Abbas, the Prophet is said to have threatened with twenty lashes any man who in-
sulted another by calling him soft or effemmate(lbm Majah Bab, Al-Hudud, Hadith No. 15)
{in Arabic).

523 The penalty of fine is atributed to the Kufah school. of thought (one of the fopr major
Sunni schools in Islam, other schools being the Shafi, the Madinah, and the Hanbaliy/and espe-
cially to one of its leamed jurists, Abu-Yusuf, who advocated legal reasoning in teaching
Islam. He saw it as important for the ruler of a country to inflict Tazir or chastisement by
means of seizing property, usually through a fine. The sum exacted should be proportionate to
the offence. See Thomas P. Hughes, Dictionary, of Islam, 1895, at 632-633.
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. Nevertheless, not all specific offences are listed in the Glorious Quran or
mentioned in the prophet’s tradition, only examples of various typcs The state
" decides what‘is significantly harmful to the community at large, and ensures that
the authoritics regulate these matters in accordance with the principles of Islam.524
For example, narcotics trafficking is now considered a criminal act, against the
cornrﬁunity. Our concern here is with brib;zry or illegal payments by MNCs to
public officials or employees. In the writer's opinion, these are acts harmful to
individual citizens of the country as well as to tht; community at Iargc. It is impor-
tant to know }.ha; t_hc exegesis of some verses of the Glorous M by Islamic
jurists reveals that it does in fact prohibit bribery indirectly, as the action of bri-
bery is cor;sidcrcd an action against the Islamic idea of justice.525 The Almighty

God says in the Glorious Quran:

-.and eat not up property among yourselves in vanity, nor seek by it to
gain the hearing of a judge that ye mzy knowingly devour a portion of

the property of another wrong fully.526
Another section says:
Listener for the sake of falsehood! Greedy for illicit gain...5?7

1t has been a consensus.among Islamic jurists in their excgeses of thes& verses that
bribery is included in the unlawful gaining and "devouring" of property or

money.5%8 Furthermore, the prohibidon of bribery and illicit payment has also

524 Abdu-Alqadir-Oudah, Islamic Penal Law Compared with Man Made Law (Statutory
Law), 1949, at 250 (in Arabic). :

525 The Glorious Quran was revealed to the Prophet Mohammed in the Arabic language.
The' meaning can be approximated but we shall wam that translation does nat convey ths qual-
ity and richness associated with reading in the Arabic language. The translation of the verses
of the Quran in this thesis is the effort of Marmaduke Pickthall, The Glorious Quran, Sixth im-
pression, 1976, London Fine Books Ltd. '

526 ""he Glorious Quran, Surah I, "The Cow,” verse 188.

527 Tue Glorious Quran. Surah V, “The Table'Spread,” verse 42.

528 Mohammed Rashid Ridah, Exegesis of the lous Quran, first edition, at 393 (in Ara-
bic). Also see Mohammad Ibin Jarir Al-Tabari, Tabari Exepesis of the Glorious Quran, vol. 10, i
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been mentioned in the Prophet’s tradition, for one of the Prophet’s companions
has recounted that the Prophet, pcacc be ﬁpon him," said:
God damned the briber, the bribee and the intermediary between
them. 529

ﬁfnothcr va'sion of this tradition, recounted by Ahmad Ibin Hanbal, and also
recited in the major four authenticated books of the Prophet’s tradition,>39 states
~ that "the prop‘}}ct damned the briber, the bribee and the intermediary.” Ahmad Ibin -
Hanbal added: "the intermediary is the ambassador between the giv;:r and the
taker, even if he did not take remuneration for his ambassadorship, and if he did,

his sin is more serious.”331,

at 318 (in Arabic).

329 Recounted by Thouban, see AL-Emam Al-Syouti, Jamie AL-Sagheir., vol. 2, 1364. AH.
at 239, and 245 (in Arabic).

530 The books are (1) Al Bukhari, Jami Al-Sakik (2) Immam Muslim, Sahik Muslim (3)
Malik, Al-Muwatta (4)Ibin Hanbal, Al-Musnnad (in Arabic).

531 Mohammed Ibin Ismail Al-Sanaani, Subul Al-Salam, wa Sharh Blugh Al Maraam min
Jama Ahadieth Al-Ahkam, 1349 AH. ed., (1929), vol. 4, at 91-69 {in Arabic).
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(ii) The Distinction Among Bribery, Gift and Commission

Under Islamic law, any form of bribery, such as an illegal payment or a kick-

back, is merely a sinful act and does not rate as seriously as a crime against God

- or against an individual, such as murder and adultery, for which punishments are

prescribed in the Glorious Quran

In early Islam, little notice was taken of the bribing of public employees,
except where those employees had a great deal of influence on their society. So
we find Islamic jurisis and jurisprudence consemcd only with bribery of judges
{quadah), governors (wulah) and tax collectors (orlnzdl).S?’2 Asa precaution, Isiamic
jurists differentiate among the types of behéﬁts that public employees mi:_ght
o_brain. They make a distinction, for example, between a bribe and a gift. Bribing
of judges for the purpose of rendering a judgment upon the briber that is contrary
io justice is sinful for both the giver and the taker of the bribe. But if a bribe is
given to a judge so that he will uphold tjuc law, the bribe is sinful and forbidden
for the bribee and not sinful for the briber, because he gave it to retain his right
and to encourage the judge to enforce the law.933 However, the majority of
Islamic jurists prefer the prohibition for both thé giver and the taker, because the |
Prophet’s tradition (Hadith) implies a gcncr;ﬂ condemnation of this type of
activity.534 In addition, Islamic jurists have mentioned that bribing the ruler or
those who have influence on him for the purposé of gaining a position of judge-

ship or govern ship is sinful and unlawful for both the giver and the taker.533

532 Ibin Qudamah, Mughoni w& Al-sharh Al-kabeir, reprinted in 1367 AH. (1947) vol. 11,
at 438(in Arabic).

533 Al-Tassas, Ahkam Al-Quran, vol. 2, at 527, repnnted in 1378. A.H. (in Arabic).
534 Mohammed Ali Ibin Hazm, Al-Muhala, 1351 AH.(1931), vol. 9, at 157 (in Arabic).

535 Mohammad Bin Ali Al-shawkani, Nai! Al-Awttar min Asrar Miintaga Al -Akhbar, vol. 8,
at 513-520 reprinted in 1382. AH. (in Arabic).
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Meanwhile, Islamic jurists have been more vigil_ant in situations where
apparent gifts ha&c been transformed into illegal practices, as when what appears
on the surface to be a small token is being accumulated along with many others,
thus bccoxhing a substantial sum that is being used to procure -influence. In
rendering a icgal decision- of prohibition they examine past relations and the
motive behind the gift. For example, if there has been a pattern of a reciprocal
exchange of gifts betw.cen the public cmpioycc and the gift giver, this practigc is
lawful provided that the reciprocity. started before the public employee assumed
office. At the very Ilcast they must have known each other before the act of gift
giving in question occurred. If the gift exchange has come .aft.er the public
employcé assumes his office, it must be decided whether there was reciprocity.
One learmned islamic jurist has safél that prohibition is the only solution when a
public employee is involved and the giver is in need of his services, because any
gift under thése conditions can be construed as inveiglement or enticement of the
recipient to take care of the giver’s need beforc-‘ rendering a decision (if he is a -
judge or a governor). It is in such a way that the fine line between a gift and a

bribe is crossed.336

Turning to commissions, Islamic jurists have also mentioned them indirectly.
They distinguish between two kinds of fees o£ jara one made ovcf a pen'k)d of
time and another for carrying out a specific task.537 The services of an intermedi-
ary can be hired as long as it is customary in the profcssion,.but the legal reason-

ing>3 is that today’s commission paid by an MNC to an intermediary when

536 Ibin Qudamah, supra, footmote 532, vol. 9, at 77.

337 Joseph Schacht, Introduction to Islamic Law (1964) at 154-155.

338 The legal reasoning concept had been developed since early Islamic jurisprudence, espe-
cially by the Shafi school of thought, and was advanced by one of its great and learned jurists,
Abu Yusuf, who had systematically in his life applied the rule of reasoning and logic to con-
sistently arrive at solutions to any problems that have no specific answers in the Glorious
Quran or the Prophet’s tradition. For more about this school of thought, see Joseph Schacht,
Origins of Mohammedan Jurisprudence (1950), at 269-282. .
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conducting business when excessive can be analogized to "consuming one
another’s property in vanity,"3° Thus excessive comumission, which amounts to 2

bribe, is prohibited according to this verse of the Qurain

3% The Glorious Quran, Surah II, verse 188.

~—

-144- - .



(iii) Penalties for Bribery

As we have said, bribery has been mentioned in the Glorious Quran only
indirectly, and in the Prophet’s tradition there is no prescribed penalty for the
commission of this act. In the writer’s view, this is because Muslims must adhere
to Islamic principles in every aépcct of their lives, and manifest those principles in
their dealings among themselves and with those of other creeds, so as to dcmdn-
strate the ascendancy of Islam as a way of life. So any diversion from Islamic
principles that is not considered contrary to basic belief has no prescribed punish-
ment in the Quran and is deemed a “sin" under Islamic law. The concept of
Tazir>*0 or chastisement is being established by Islamic jurists, on the authority of
the Quran41 1o be inflicted for transgressions that are deemed sin and have no
specified punishments in the Glorious Quran®*2 The application ‘of this concept is
highly restricted, and the kind and amount of chastisement is left entirely to the

discretion of the judge.

340 Tazir, from Azar, means "to censure or repel.” It was a discretionary correction admin-
istered for offences, for which no fixed punishment is mention ed in the Glorious Quran

341 The authority in the Quran can also be adduced by the fact that men are emjoined to
chastise their wives for the purpose of correction and amendment. :

342 See supra, foomote 521, and accompanying text.
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C. Statutory Sanction of Illegal Payments

(i) Historical Background

The st.atutbry prohibition of bribery in Saudi Arabia goes back to 1930, two
years bcfolrc King Abdulaziz united the country under the name of the Kingdom
of Saudi Arabia. The first prohibition came in Articles 100 and 102 of the .Gen-
eral Civil Service Regulations.>43 Then, with the gradual growth of the country,
the expansion of govcmmcni jurisdiction and the increase in the number of civil
servants, Saudi legislators enacted the Civil Servant Law,>** which in several
places prohibited civil servants from taking bribes or using influence that might

tempt them to ignore the fiduciary duties entrusted to them.

Such was the case until the government enacted a separate law exclusively
aimed at the prohibition of bribery,>*> and this law is known today as the Regula-
tion of the Prevention of Bribery, or the bribery/statute in Western legal parlance,
however, it is always the tendency of the authorities in.the Kingdom of Saudi Ara-
bia not to label any statute or regulatory action with t};e term "law"” in the Western
sense, but rather to call it a "regulation,” because there is always a struggle to
maintain the good will of the religious leaders. The latter oppose the term
"law"because to‘thcm it means Islamic law. The religious leaders do not want the

government to pursue any change of the "status quo” of the Kingdom as the only

543 General Civil Service Regulations, published in the national Arabic newspaper Um Al-
Qura, No. 347, on 22, 3, 1350 AH. (1930).

544 A second Civil Service law or Regulation was enacted after the uniting of the country
under the name of the Kingdom of Saudi Arabia. It was published in the pauonal newspaper
Um Al-Qura, No. 1061 on 19, 7, 1364 AH. (1977).

54* The Regulation for the Prevention of Bribery was enacted by the government and
promvlgated by Royal Decree No, 13/m on 7, 3, 1382 AH. (Aug. 9, 1962) From here on we

will re‘er to it as the "bribery statute.” See translation of the statute provided by the writer in
Appendix No. 1.
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country in the world today that adheres to Islamic law. While the government
adheres to Islamic law in the case of a crime against the right of God and the
right of person, such as murder or theft, at the same time it allows the banking
system to operate contrary to Islamic law, which prohibits interest. 56 Thig regula-
tion was enacted so that a cohesive law might be codified, in order to bring home
o public officials the importance of carrying out their fiduciary duty to the public,
and of preserving the integrity of that position and not using it as a commodity to

be traded in the marketplace.

. Notwithstanding the simplicity of the statute’s language, which took its cue
from the unsophisticated society for which it was enacted, it could be easily
applied .to bribery in today’s business, if the authority had the integrity to enforce
it upon all those who take bribes those paid off by big corporations to Tacilitate
their entrance into the business opportunities in the country, those who grease the
wheels for an MNC’s bid to go through the bureaucracy and gain favourable treat-
ment, and those who take bribes from ci(i-g:ns in the country to accomplish their
paperwork. Furthermore, this lack of enforcement may also be attributed to the
fact that the structure of the Saudi Arabian le:‘gal system and government is quite
different from that of Canada and the U.S. The availability of information on the

enforcement of bribery statutes in the West depends largely on the existence of the

346 In spite of the fear of the religious leaders, in the writer's view, using the term "law" in
connection with bribery is not contrary to Islam, because now in the country if we look at all
the regulations conceming labour, corporation, banking, bribery, import and export, trade in
general and many other areas, these are laws in the Western legal interpretation. Also, all
these laws do not contradict Islamic law, except for the banking laws, which allow banks to
operate on an interest basis. Moreover, it is possible that Islamic principles can be enacted in
law in a specific and clear manner in accordance with the imterpretztion of the most moderate
Islamic school of thought This has the advantage of limiting the judges’ discretion from nar-
row interpretation of Islamic legal principles, bringing about the cohesiveness in the judges’
holdings, and preventing them from abusing their power. Finally, we shall recognize that all
these regulations or laws are being taught now in the Kingdom in the Institute of Public Ad-
ministration under the name "Regulation Studies” and in various universities in the Kingdom
under a similar name.
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concept of accountability of elected officials. This concept is perhaps understood
differently in other systems, where accountability is not to the citizens as electors,

but to the rulers as guardians of the society’s ethics.

In the following pages, we will study the scope and content of the statutory
prohibition of illegal payment and bribery, starting with the status of the recipient

of the payment.
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(ii) Status of the Recipient

At the outset it is important to mention that bribery is coiasidcred a crime of
a descriptive nature, because it was defined by Islamic jurists in their interpretation
of Islamic law, and also because-it occupies a distinct position in the eyes of the
law and is subject to specific regulations as far as the public official and the
employee are concerned. Thus, we shall see that bribery can be committed only
by those described by the law. Mcanwﬁilc, it is essential to understand the dis-
tinction made | by some civil law jurists between the definition of a public
employee in administrative law and’ that within criminal law.5%7 Administrative
law defines a public employee as anyone occupying a public position and working
for the public on behalf of the state or another legal entity administered by the
state.>¥8 The criminal or bribery staltute defines a public‘ employee as any person
working in view of the public and for the service of the public in the name of the
state, or any legal person understate control in a natural and ordinary way, by
which the individual citizen trusts that when executing the work authorized to him

he is doing so within the limits prescribed by the law.34°

The importance of this definition can be realized in the case where a public
official claims to be in a certain public position in order to take advantage of it,
when he is not truly incumbent by the law. The Saudi bribery statute thus defines
"public employee"broadly for the -purpose of encompassing several categories

including the "apparent” employee.550 Intaking this broad definition it may be the

347 Dr. Ahmad Al-Alfi, Treatise in Saudi Criminal Regulations. 1306 AH. (1576), at 94 (in
Arabic). This book is composed of lectures given by the author to students at the Institute of
Public Administration in the Regulations Study program for thc course of Criminal Law, in
which the writer was a student.

548 Dr. Abdulfattah Khidher, Treatise #n Saudi Regulations of General Civil Service, vol. 1,
1400 A.H.(1980), at p. 20-25 (in Arabic).

349 Dr. Ahmad Al-Alfi, supra, foomote 547, at 94 °

550 Bribery statute, supra, foomote 545, article (9) specifies several types of employees that
are subject to the statute. Among them are (a)temporarily appointed servants (b) arbitors, or

A
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intention of the legislators to preserve the civil service from 'corruption. Yet, for

the bribery law to be applied, the public employee must virtually have acted in

his"official capacity,” that is, within the scdpe of what he is employed to do as '
distinguished from being engaged in a self interested act. 55! In the latter case, he
may be liable for another crime in the domain of Islamic law, such as deceit,
swindling or skul duggery. Further, the statute does not apply in the case where
the bribe or intermediary is not a public employee,52 but if an Islamic Law judge
is presiding on the case, the above charges may apply. Moreover, the bribery sta-
tute mandates that a public employee must have territorial®>® and subject matter
jurisdiction.5%* However, in the case of a nﬁsancgaﬁon or misrepresentation of
jurisdiction by a public employee, the bribery statute does not make a distinction,
so that if a public employee misrepresents himself as the one who has jurisdiction
on the subject matter, hg__\l.r\ill be prosecuted for taking a bribe, as long as he is
judged to have taken positive action.>>3 The public employee may also be con-
victed of bribery, even though the action requested was not within the official’s

power to perform.® Looking at the briber, the statute renders a person guilty of

experts appointed by the government or by a legal entity thar has competent and exclusive jur-
isdiction (c) doctors and nurses (d) all who are in charge of doing things on behalf of govern-
ment and the administrative authority(e) employees of publicly held corporations or corpora-
tions involved in public projects. :

551 1hid ’

352 In case No. 10840 on 5.6.1382 AH. (1967), an employee in a private store took a bribe
from a citizen for the purpose of not testifying before the court about selling a stolen animal.
The case was filed for bribery before the Special Bribery Board (or Grievance Board) and not
in the Shariz or Islamic Court. The Bouard dacided the bribery statute was not applicable be-
cause the statute only applied to public empioyees.

353 Bribery statute, supra, footnote 545, article (1).

55¢ The requirement of territorial and subject matter jurisdiction is emphasized in the Saudi
bribery statute. This is different from Egyptian law, on which most of the 3audi regulations
are based. Egyptian law does not require territorial jurisdiction for the public employee who
took the bribe. See Mohammed N.Husni, Treatise on the Egyptian Penal Code (1972), at 40-
41 (in Arabic). '

355 Brisery statute, supra, footnote 545, article (13). :

356 Tbid., articles (1) and (2). See also Dr.Ahmad Al-Alfi, supra, footnote 547, at 119.
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bribing a public ofﬁcial_ when the official acc@m Or agrees to accept any pecuni-
ary benefit upon agxﬁcmcnt or understanding that he will do some type of service
in exchange for this pecuniary benefit.557

The Saudi bribery statute goes fuﬁhcr to encompass the employees of public
companies,>>® or companies working for the public sector.5% In addition, an |
intermediary is considcrcd by the act as a participant, and subject to the same
penalties menton ed in the act for the bribee and the briber. 560 In the sxmanon
where the beneficiary of the illegal payments is someone else who has been desig-
nated by the public official or employee to receive the. gift or the bribe, and this
designated party has accepted ti'le bribe or any pecuniary benefit with knowledge,
he will bepunished by a jail sentence’ from one month to six months or by fine
from one thousand Saudi Riyal to five thousand Saudi Riyal (SR) or by both.36!
This applies even if he has nortask to perform as an intermediary, in which case

he is considered a participant.562

557 The crime of bribety is completed when a public employee accepts a gift or service in
exchange foc breaching his fiduciary duty, even if he is not capable ~f performing the action he
agrees to. See article (8).

538 A public company under Saudi corporation law is one that has been established in accor-
dance with the law and offers shares to.the public. Ses Saudi Corporation Law promulgated
by Royal Decree m/6 on 22, 3, 1385 AH.(1965).

359 See bribery statute, supra, foomote 545, amcle(9)(e)

360 Bribery statute, supra, footnote 545, article (6).

361 article (10). .

562 article (6).

7
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(i) Action of the Recipient and Type of Consideration

The second element of bribery is the consideration or thing of value that is
cxchanged for the action by a pu_biic official in favour of the giv-cr of the con-
sideration.  Since’ bribery, under the regulation, is considered to be the taking,
acceptance or asking for anything of value, or thq offer or prorn‘isc of anything of
value fo1; the benefit of the bribee “public official" or someone else designated by
him, the passivcnc:;s or activeness of the public employee is not a relevant factor
in de.t-cnnining whether a crime has been comnﬁtfcd.563 So the public employee is
liable whether he took a consideration for his action,5% or whether hc took it for
merely abstaining from taking an action at the briber’s request.565 In addmon _the
bribery law is also apphcd when a public crnployee or official takes a bribe to use
his influence, whcth;r real or not, to get or attempt to get a decree, licence, deci-
slon or agreement relating to import or export thz-zt will benefit the giver of the
consideration.5% The consideration need not be of monetary value under the sta-
tute.57 It may be something such as a service that cannot actually have a value
put to it, and has no limit. Hence, under the law, if the thing given is seemingly a
bribe, the parties involved are still liable, so long as the public employee has been

influenced to breach his fiduciary duties.

363 Dr. Ahmad Al-Alfi, supra. footnote 547, at 116,
564 Bribery stanute, supra, footnote 545, article (1).
565 Ibid., article (2).

. 366 Ibid., article ().
367 Ibid., article (11).
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(iv) Intent of the Recipient o '

For the crime of bribery to be completed, the public cmr@vc the

state of mind of committing a crime.568 This means that the public employ

knew or had reason to bcli;’:vc that the gift or.scrviccs given or promised to him,
or to someone else as his beneficiary, was in exchange for his passive or active
role for the benefit of the giver. Liabli'lity remains even though the cr;lploycc may
not have continued his folc, as long as he agreed or accepted the offer of the
briber.569 This concept,of intent ynust exist at the time the offer is made, because
brfbcrf, although illegal, is a contract, whighféntailé an offer and an acceptancé.‘
For example, if the public employee thought at the time the gift was given tha_t_ it

was an honest gift, or that the service was complimentary, he is not liable, so long

as he doés not use his position to compensate the giver for his services or gift at

~ :
public expense, and does not breach his fiduciary duty.570

\f\ :

This element of cormupt intent is very important, and a public employee’s
staté of mind must not be influenced by the authority’s action. This is a crucial
point when the authority tries to entrap -a public official, and then examine his
intent. Such entrapment is not mentioned in the Saudi bribery statute,57! though it
is considered to be a traditional defence in most common law jurisdictions. It
pr&ents Eonvicﬁon of 2 person induced to commit a crime unless the prosecution

can establish the person’s predisposition to commit the‘ crime.’’? This defence

L1

568 Tbid., articles (1) and (2).

569 Mohammed N. Husni, supra, footnote 554, at 92, '

570 Nabil M. Salim, Treatise on Criminal Law (1973), at 26 (in Arabic).
. 371 Bribery stawte, supra. foomote 545, however, it is generally prohibited to influence 2 -

' "pubh'c_ employee to do anything ‘illegal, or not to do the Jjob required by him by the law, under

the general principle of Islamic law. o

512 See Amato v. The Queen [1982], 69 C.C.C.(2d) 31, affirmed 51 C.C.C. (2d) 401
(RC.C.). Although the Supreme Court of Canada held by 2 five to four majority that the appeal
shduld be dismissed on the ground that the defence did not rest on the facts, it was finally de-
cided in this case that when 2 crime is committed only as the result of instigation fnd per-

™~
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exonerates a defendant who has cn_gaged' in criminal behaviour becanse a govern-
-ment agent has implanted m the mind of an innocent persoh the disposition to
commit_an offence.573 While 'this ig the state of the Iaw in most common law jur-
isdictions and juriéprudcﬁcc, the United States Court, in what is commonly
referred to as the ABSCAM caslt:.,s"4 did not_admit this defénce because the
accused congressmen did not assert the defence in ‘trial, claiming only that bri‘ﬁcry

, . ;.
had not occurred at a11.5?5 The judges of the United State"Court of Appeal for the’

Second Circuit went on to say that

- we do not doubt that when an entrapment defence is raised by evi-
dence of inducement, either through cross examination or affirmative
evidence, a defendant is entitled to have a court assess, as with every
Yother element of an offence, whether the record contains sufficient evi-
dence from which .2 reasonabie jury can conclude beyond a réaéonablc

doubt... that the prosccution has proved the defendant’s predisposition

to commit the offence...576

sistent importuning of the police, the defence of entrapment is available as mens rea is absent.
In the United States the Supreme Court, in Sherman v. United States, 356 U.S. 369, 78 S.Ct
819 (1958), reversed the indictment of the defendant for unlawful sale of narcotics, because the

" criminal conduct charged against the defendant was the product of the creative activities of law

enforcement officials. In England, on the other hand, this defence of entrapment was not ac-
cepted.  See Michael L Stober, Entrapment In Canadian Criminal Law, (1985), at 55. See also
Paul Macus, "The Development of Entrapment Law" (1986), 33 The Wayne LRev., 37, at 5.
3 C.V. Sorrells v. United States 287 U.S. 435, §35 S.Ct 210 (1932), in which the defen-
dant was convicted and indicted for processing and selling intoxicating liquor in violatién of

* the National Prohibition Act after he was instigated to do so by a prohibition agent. Although

he pleaded not guilty and relied upon the defence of entrapment, the lower court refused to
sustain the defence. This decision was affirmed by the United States Court of Appeal for the

Fourth Circuit: 57F. 2d 973 (4th Cir. 1932). The Supreme Court reversed on the ground that

"It is not[the official’s] duty to incite to and create a crime for the sole purpose of prosecuting
and punishing it" At 443. ) : ,

574 Cited as U.S. v. Myer 692 F. 2d 823 (2nd Cir. 1982). The case was a scheme set up by
FBI agents who Yosed as employees of Arab sheiks who tried to lure several U.S. congress-

men to some investing with them on favourable tarms in exchange for pulling some influence
in the U.S. Congress for the Arabs. '

575 Ibid,, at 836.
576 I_h_d -
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The court finally concluded:

---.we hold that 2 defendant who fails to assert entrapment as a factual

defence at his trial canndt assert it asia legal defence to his conyic-

-

tion...577

In the writer’s view, the reasoning of the court for not allowing the defence to be
Jasserted in the final stage is not convincing, bccéusc the cnn'apmént action was
being set up for thé purpose of inducing the congressmen to commit the alleged
offence, and the FBI selectively implanted several methods of entrapment to con-

vince the jury of the illegality of the congressmen’s action, in spite of some ambi-

* guity of the evidence and mediz influence upon the issue.

4

577 Ibid
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(v) Penalty and Enforcement

When the elements of the crimeg of bribery are satisfied under the Saudi bri-
bery statute, the penalty for the convicted official is-imprisonment from one to five
years, or a fine from five thousand SR to one hundred thousand SR, or by both.578
The statute applies whether the public employee’s rr;)Ic was active ér passive, and
whether the émpIchc had a specific jurisdiction or merely pretended to take an
action.>7? ‘Morcovcr, the Statute applies equally whether the bribe took place
before or after the employee’s action, whether or not the employee executed the
action he was paid for by the bribe giver, and in the case where he accepted the
bribe but intended not to take an action. These penalties apply to the briber, the
intermediary and anyone who assists with knowlédgc in the committing o; tiﬁc

crime. 380

Since the bribery. statute exists for the purpose of preserving the trust placed
in public servants and to warn those servants against doing anything that could be
construed as a breach of their fiduciary duties to the public, the statute also makes
a public cﬁploycc liable if he takes an action as a result of an entreaty or a sup-
plicatio‘n; or because of a lizison he has with the person asking the favoar. This
applies even if no osténsible gift changes hands. The penalty for .this influence
peddling is imprisonment for a pcriéd not to exceed %ﬁc year; or a: fine of 10,000“
SR, or both.581 | '

578 Bribery statute, supra, footnote 545, article (1)..

579 In contrast, the Egypdan penal code aricle, 103, differentiates between the passive and
active action of a public employes. The employee gets a severe penalty for an active role (hard
labour, imprisonment for life and a fine), while he gets only a prison term and 2 fine if he
takes a bribe, bt Hoes not intend 1o take “action (acticle [104]). See Hassan S, Almersafawi,
Penal Code, 1978, at 47 (in Arabic),

580 Bribery statute, supra, footnote 545, article (6).

581 Tbid., article (4).
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Tt is worthwhile to note here that the Saudi statute considers the fine to be _
fixed, and not propofr.ionatc, which means that if several cmplé)yecs are convicted

" of br;béry in the same case, everyone has to pay the prescribed fine: the ar‘nount is
not shared 582

Furthermore, as a consequence of conviction of the crime of bribery, the sta-
tute prescribes an ancillary penalty the dismissal of the public emplovee or official
or other participant from the public service, and in the cagc of one who is not a
_p'ublic official, a barring from ever assuming a public position.583 If the convicted
person is a legal entity such as an MNC, the statute prohibits the company from
entering public bidding,584 but reserves that the c‘abinct minist.“:;s méy remove this
pr'ohi'bition after five years from the date of conviction.585 Conviction of bribery
will result in the confiscation of the property, the privilege or the money that con-
stituted the bribe, when practical 586

The penalty for a quasi-public employee, such as one who .\;rorks for a public
corporation or ﬁas executed work for the public sector, is the same as for the civil
scrvan‘t,53‘_7 _The statute contains an incentive to disclose bribery by stating that "thcb
briber and/or the intermediary may be excused from pena.lty if he hinforfns the

authority of the crime,588 provided that this avowal precedes the authority’s’

382 In contrast, the Egyptian legislation makes fines proportionate. When several employees
are involved, they are fined in accordance with each one's degree of participation in the crime,
See Hassen S. Al Mersafawi supra, foomote 579, at 48.

583 Bribery statute, supra, footmote 545, article (12).

-584 I_IEE .

385 Ibid Although the bribery statute so states in article (12}, the conviction and indictment
of Hyundai Corporation for bribing a public, official does not comply. The sentence was severe
in the amount of fine levied, as it was more than the statute mandated, and light in the prohibi-
tion aspect, as it only prevented the corporation fmn;{ entering bids and doing business in the
country for a period of two years. See supra, footnote 60 and accompanying text,

58 Bribery statute, supra, footnote 545, article (13).

587 Ibid., articles (6) and (9). )

588 Ibid., article (14).
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discovery of the crime.58® In such a case, the intended bribe money 1Cnot
{ A

confiscated, nor are any privilegés with drawn.590 The purpose, of course, is to

encourage the discovery of those who have abused their public position for the

sake of personal gain. To further this goal, the bribery statute also pmcribgs an

“award for thosc who give any information about-a crime of bribery,3%1 provided

-

that r.lns information leads to the conviction or proves, establishes or confirms the
illegal action of a public official or employee. Under the statute, this award can-

not go to D:ribcr, intermediary or participant.?%2 It also has a maximum and

. minimum limitation.”®3 In addition, the statute also mandates that when a cabinet

minister has material evidence of a public employee’s uprightness and integrity in
resisting sub6rdina;t;ion to or incitement by those who tried to lure him into. bri-
bery, the cabinet minister shall see that the gmployee is rewarded, either with

money or a significant promotion.594

—

The investigation and the prosecution of those involved in the crime of bri- -

-
v

585 The language of article (14) clearly permits the pardon, even after discovery of the
crime:

The briber or intermediary shall be pardoned from penalty if he informs the authority
of the crime or avows it, even though this avowal is after the discovery by the authori-
ty (ranslated by author from original Arabic text),

The language was amendad by Royal Decree No. 35D on 13, 10, 1388 A.H. (1968), which res-
tricts and limits the pardon to thase instances where the authority is informed before discovery.

5% Ibid., article (14). An exaiyple of the pardon is contained in Ministerial Resolution No.
11/R on 18, 1, 1393 AH. (1973), fer acting in an intermediate role in bribery. They conferred
1o the crime before discovery and they helped to expose the others involved. Also Ministerial
Resolution No. 181350n 1, 8, 1386 AH. (1966) pardoneg twenty bribers from penalties when

- they avowed the crime after it was discovered. This pardon came before the amendment of ar-

ticle (14). :
551 Bribery statuts, supra, footnote 545, article (15).
392 Ihid '

+ 993 Ibid The award prescribed s no less than 50,000 SR, and no more than half of the bribe
or confiscated property. The stamte also provides that if the amount of the bribe is less that
the minimum amount mentioned in this article, the public treasury will bear the difference, or
the full amount if no mandatory value can be assessed. The assessment of the award is made
by the special board presiding on the case.

59¢ Thid., article (16).
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bery are delegated 1o a special committee,3 under the direction of 2 member of -
the Grievance Board and a police officer.596 After completing the investigation,
the committee refers the case to a special board composed of the head of the
Grievance Board or his deputy, who preside over the case, a .lcgal profcssioﬁal
from the Grievance Board, and a legal counsellor specially appointed by the prime
minister.>®”7 The members of this special board must not have participated in the
investigation process, nor given any opinions on the case.398 The decision of the
special board is not ffal until it is indicated and approved be the King, who is
also the Prime Minister.5% The enforcement of the penalty is always left to the

police, as in any other criminal case, ' j
’ {

. N (

s The Grievance Board has been given special jurisdiction in this arez, It was established
by Royal Decree No. 2/13/9759, dated 9/17/1374 AH. May 10, 1955). It assembles an ad-
ministrative court in the civil law system. The authority for the establishment of the Grievance
Board is attributed to the right of the sovereign under Islamic law to deal with all litigation and
alleviate any injustice.

5% Bribery statute, supra, foomote 545, article (17) provides that offences, "... shall be in-
vestigated by an official of the Grievance Board and a police investigation,”

-5%7 In recent times the structure of the government has been such that the King and the
Prime Minister are one and the same. _

598 Bribery statute, supra, footmste 545, article an.

5% Ibid
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3. Legal Sanction Under American Law

A. Background to the FCPA

The heavy and regrettable publicity that accompanied the revelaton of the
Watergate scandal raised te consciousness and perceptiveness of the United
States Congress and of the government as a whole: there was a major thrust to

improve the morality and the image of U.S. MNCs and businessmen abroad.5®

Con comitant with this effort, and sometimes at Cross purposes with it, was the

need to preserve the United States’ share of the multinational market. 60 Although

f »
at the time of the revelation of the illegal or qﬁcstionfole payment there were no

- laws directly sanc'tioni,ng bribes to foreign officials, the deceptive. manner of

recording the payments and the complexity that had been associétcd with the ille-
gal political conm'butiggs made the Securities and Exchange Commission (SEC)
move quickly to require full disclosure of all qu;:su'onablc payments made in the
United States and abroad.%%2 This initiated a program by which corporations
voluntarily disclosed bribes, questionable illegal payments and political contribu-

tons in exchange for amnesty by the SEC.603

Nonetheless, specific sections of the United States fcdcral laws can be util-
ized to prosecute MNCs for making iilegal payments, for example the Mail Fraud
Statute, 5% which prohibits the use of the postal service to pcrpcu'atc fraud. There

%0 Michael E. Murphy, "Payoffs to Foreign Officials: Time for More Nationa}
Responsibility”(April 1976), 62 Am. Bar. Assoc. J., 480483, at 482,

60! Walter Sterling Surrey, "The Foreign Corrupt Practice ‘Act: Let the Punishment Fit the
Crime" (1979), 20 Harv. Int’l L7, 293-303, at 293.

2 See supra, footnote 325 and accompanying text. :

803 See statement by SEC Chairman Roderick M.Hill before the sub committee of Priorites
and Economy in Govemment, of the Joint Economic Committee, Congress of the United
States, on the subject of” Abuses of Corporate Power, E:bes, Kickbacks, Folitid ntributions

and Cther Improper Payments,” on January 14, 1976, Washington, D.C.' Reprinted in [1975-
76, TransfeghBinder] 80 Fed, Sec. L. Rep., 364-380, 365.

%04 18 US.C. Sec. 1341 (1976). This statute could conceivably be used by the government
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is also the Wire Fraud Act,ﬁos which prohibits the use of wirc,l radio or television
connnﬁcations to perpetrate fraud. Also, the Bank Secrecy Act of 1970 monitors
the flow of money into a_md out of the U.S.908 Other acts exist to control improper
MNC activities committed abroad, such gs the U.S. Export Import Bank regula-

tions.%07 The Internal Revenue Service®% and federal tax 1aw®® also have some

~effect on bribery. Even though the Securities and Exchange Act of 1934 does not

prohibit the making of bribes and illegal payment, if does require their disclosure -
and any related information that is considered material as defined.610

Apparently none of these statutes directly prohibits hribery in international
business. So when U.S. congress was astonished by the degree of MNC involve-
ment, the rnagmtude of their illegal political contributions in the U.S., and the
attendant disclosure of bribes to foreign officials, it moved forward to curb such _

illegal activities. Two views emerged: one was that MNCs should be required to

o prose cute those companies that have somehow involved the mails as an instrumentality of
interstate commerce in their questionable activities. > ’

605 18 U.S.C. 1343 (1966).

6 Bank Secrecy Act of 1970, 31 U.S.C. Sec.1101(b) (1970) requires any person transport-
ing over$5,000 in monetary instruments on one occasion either out of or into the United States
to file a report with the United States Cuztoms Service stating the amount, origin, destination,
and route of tansportation of the money. Monetary instruments are defined as including
among other things, currency, traveller’s cheques, money orders, and bearer negotiable instru~
ments.

807 12 CFR. Sec. 4013 (c) (1981). The Expo:t Import Bank of the United States regulate
American firms that enter into sales contracts abroad, but only if the sales are financed with
loans from the Zxport Import Bank.

%8 E.C. Lashbrooke, Jr., "The Foreign Corruyt Practices Act of 1977: A Unilateral Solution
to an International Problem” (1979), 12 Cornell Int'l LJ., 227-243, at 230.

8% CR.C. Sec. 162(C) prohikiis tax payers from deducting bribes or kickbacks in determin-
mg taxable income if the payments are unlawful in the United States. See Morgan Chu and
Daniel Magraw, "Deductibility of Questionable Foreign Payments" (1978), 87 Yale LJ., 1901-
1124, The article analyses the application of Sec. 162(C) of the tax law through a set of hy-
pothetical business transactions involving bribery or similar payments.

610 The securities law does not prohibit the making of illegal payments to foreign officials;
however, it requires their disclosure under appropriate circumstances when the payments are
considered to be"material” for investors and shareholders, as defined by the regulation promul-
gated by the commission in 17 CF.R. Sec. 230.405(1) (1977). See Gerald T. McLaupghlin,
"The Criminalization of Questionable Foreign Fayments by.Corporaticns; A Comparative Le-
gal Systems Analysis" (1978), 46 Fordham L. Rev., 1071-1114, at 1101.
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fully disclose any payment made abroad, whether ‘Icgal or‘bf questionable legality,
revealing the recipient’s name and the country where it was made; the second
view was to make it a crime for an MNC to bribe a foreign official either directly
or indirectly in order to acquire business.®!! Finally, after three years of debate the
U.S. Congress enacted the Foreign Corrupt Practices Act (FCPA),512 which made
it a crime for the U.S. MNCs to acquire business abroad through bribery. This
crime is pﬁnishablc by fine or imprisonment cr both, as we will see. The view
favouring mere disclosure was rejected by Congress on the grounds that this might
be construed as condoning bribery, so long as it is not conducted covertly. It was
also perceived th;':zt disclosure might not achic;vc Congrcss’s goal of discouraging
the practice, and might result in the embarrassment of officials of foreign govern-

ments that are friendly to the U.S.613

The goal of making bribery in international business a crime is to reduce
public discontent and to improve an image that the MNCs perceive as having been

oversimplified as to their role in corrupting the officials of underdeveloped coun-

tries, and in framing U.S. foreign policy.614

-

S1! Steven M. Morgan, "In Search of ap International Solution to Bribery: The Impact of
the Foreign Corrupt Practices Act of 1977 on Corporate ‘Behaviour™(1979), 12 Vand. J.
Transnar’'l L., 359-390, at 360-368. .
612 pub. Law. no. 95-213. Tit. I, Sec. 102, 91 Star 1494, Cedified at 15 U.S.C. Sec. 78
-M(b) (Supp. L1977) [amending Sec. 13(b) of the Securities Exchange Act of 1934); Sec.
103(a), 91 Stat. 1495 codified at 15 U.S.C. Sec. 78dd 1 (Supp. I, 1977) famending Sec. 30(a)of
the Securities Exchange Act of 1934]; Sec. 103(b), 91 Stat. 1496, codified at 15 U.S.C. Sec.
73T (a)(Supp. - L. 1977) [amending Sec. 32(a) of the Securities Exchange Act of 1934; Sec.
- 104, 91 Stat. 1496 (codified at 15 U.S.C. Sec. 78dd 2 (Supp. I 1977). Tit. II, Sec. 202, 91
Stat. 1498; codified at 15 U.S.C. Sec.78m(d) (Supp. L. 1977) [amending Sec. 13(d} of the Secu-
. rmtes Exchange Act of 1934]; Sec. 203, 91 Stat.1499, codified at 14 U.S.C. Sec. 78m(g) (h)
(Supp. L19%) [amending Sec. 13(g), (h) of the Securities Exchange Act of 1934, See Appen-
dix II infra. -
613 Scott 3. Criminalization of American Extraterritorial Bribery: The Effect
of the Federal Corrupt ices Act of 19777 (1981), 13 N.Y.UJ. Inf'l L. & Pol., 645-674, at

» Corruption and the Federal Corrupt Practices Act of 1977" (1979),

13 UMich. J.L. Ref., 158195, at 162, . . :
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The development of the FCPA was also spurred by American MNCs’ use of
foreign subsidiaries to launder money for iliegal political contributions in the
United States. The FCPA curbed such illegal -activities by requiring detailed dis-
closures and providing criminal penalties for false reporting and standards of con- "
duct for overseas activities, 615 l

*Thus the United States became the first country in the world to pass a crimi-
nal statute that regulates the activides of MNCs abroad.616 Noncthclcss, the
effectiveness of such a unilateral action is weakened by charges of ambiguity in
some of the provisions of the act launched By officials in the U.S. administra-
tion%17 and some commentators_,&s ;amd by pressure from the business community

LY
to refrain from strict enforcement of the act.619

In spite of the criticism, the act has played a crucial role in generating
- independent audit committees and other intemnal remedies by MNCs, as discussed
previously. The U.S. Congress, by passing the act, expected that i]lqgal payments
by the U.S. MNCs would cease and that/ the U.S. position would be stronger in
any international negotiations concerning bilaicral or multilateral agmcmcﬁts to
ban the practice of illegal and questionable payments.520 It was the intention of
the a;ct to accomplish these purposes first by imposing accounting standards and h

internal control procedures upon reporting compainics in accordance with the

615 Vvalter Sterling Surrey, supra, footmote 601, at 294-295.

616 Scott J. Lochner, supra, footnote 613, at 650. .

®'7 Jerry Landauer, "And-Bribery Law Uncenainties Persist, Despite President’s Call for
Clarification,” Wall Street Journal, May 30, 1979, at 12, col. 2. A

€18 Hurd Baruch,,"The Foreign Corrupt Practices Act” (1979), 57 Harv. Bus. Rev., 32-50.
Also Howard T.Sprow and James N. Benedict, "The Foreign Corrupt Practices Act of 1977:
Some Practical Problems and Suggested Procedures” (1978), 1 Corp. L. Rev., 357-365. Also
Michael C. Jensen, "Anti-Bribery has Some Teeth,” New York Times, December 25, 1977, Sec.
4, at 2, col.3.

619 Robert Pear, "Payment by Raytheon Alleged” New York Times, October 15, 1980, Sec.-
D, at 5, col 4.

620 Steven M. Morgan, supra, foomote 611, at 359.

-
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Securitics Exchange Act,%2! and secopdly by criminalizing certain forms of bri-

bery committed by U.S. citizens, MNCs and other entities.

621 See Security Exchange Act of 1934, Sect. 13(b)(2), codified at 15 U.S.C., Sect 7%
m(b)(2). See also Ronald P. Kane and Samuel Butler, ITI, "Improper Paymenis: The Second
Half of Watergate™(1976), 8 Loy. U..Chi. LJ. 50, at 23.



B Dimensions and Effectiveness of the Accounting Provisions of the FCPA .

The management stewardship of MNCs was brought into question after the
" disclosure that millions of dollars had been spent to bribe foreign officials and to
furnish funds to consultants and subsidiaries which they then laundered for use as

illegal political contributions in the U.S., thus avoiding accountability through

false entries in the corporations’ books and records. The logical response to these |

umgulannes in recording corporate liabilities and expenditures and to the abusc of
trust by corporate management is the stringent internal co1:1trol of MNCs’ spending
to ensure that it is commensurate with legitimate corporation expenditures. These
internal control requirements were the seed of the intemal accounting provisions
of the FCPA, whiéh then became a more vigorous legal concept.52 U.S. Congress
visualized a broad objective byrcnacn'ng accounting provisions to control and
- remedy corporate misconduct. Thus illegal payments were seen as a consequence.
of dishonest record icecping and ineffective accounting control.623 These account-
ing provisions constitute a separate amendment to the United States Secarities
Exchange Act of 1934,5%% and are intended t6 be applied to all issuersé2

registered with the SEC, whether or not thcy’éo business overseas.

The purpose of these provisions is to give the SEC more power to insure cor-

porate accountability. Thus, the goal is not merely to stop illcgai payments, but to

62 Wallace Timmeny, "An Overview of the FCPA"(1982-83), 9 Syracuse J. Infl L. &
Cam., 235-244, at 237. -

€3 Daniel L. Goelzer, "The Accounnng Provzs:ons of the Foreign Corrupt Practices Act The
Pedcnlnon of Corparate Record keeping and Internal Control” (1979), 5 J. Corp. L. 53, at 19.

624 Gee" Security Exchange Act of 1934, Sect. 13(b)(2), 15 U.S.C 78 q(b}2)(A)B). Also see
Notes, "The Accounting Provisions of the Forgjgn Corrupt Practices Act: An Alternative Per-
spective on SEC Intervention in Corpora:e Goyernance"(1980), 89 Yale LJ., 1573-1594 at
1574.

€25 Sec. 30(a)(8) of the Federal Secunues law of the U.S. defines "issuer” as "any person
who issues or proposes to issue any securities ..." 15 U.S.C. Sec.78(a}(8) {1976); "person” in
turn means “any natural person, company, government, or political subdivision, agency, or in-
stumentality of a government.” Sec.3(a)(2) 15. U.S.C., Sec. 78(a)9) [1976 Supp. L 1977),

\
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cncourag:c ideal corporate govemnance by requiring adherence tc these provi-

sions.ﬁzs'Thc accounting provision of Sec. 102 of ‘the FCPASZ? magnifies the dis-

closure approach$2® by requiring all companies that file reports under the Securi- -

ties law to

make and keep books, records, and accounts which, in reasonable detail,
accurately and fairly reflect the transactions and dispositions of the

. Q
assets of the issuer.62°

The provisions of the act also require all issuers to devise and maintain a system

of internal accoynting control sufﬁqicx}t_ to provide reasonable assu:_'an'cc that tran-
sactions are executed in accordance with management authorizations,ﬁm" and that
transactions are recorded as mecessary to bemﬁt the preparation of ﬁnancia.l-' state-
ments and'tc; maintain accountability for the corporation assets.831 Mo v;.:r, it
requires' that any access to the ;:orporan'on ‘assets must be permitted by afd only in
accordance with management authorization.%32 Finally, the rcéordcd accommtability
is compared io_exisu'ng assets at reasonable intervals, with rcésonablc steps taken
to correct any flgffcrf:r:lcms.633 These stringent accounting s_tan:dar'ds are intended to
ensure that no MNC expenditures are made without the approval of the proper
-organ in the organization and without being accurately recorded.$34 Such accuracy

in the corporate books and records will further achieve another important goal, the

626 Lloyd H. Feller, "An Examination of the Accounting Provisions, of the FCP\A'.', {1982-.
. 83), 9 Syracuse J. Inf'l L. & Com., 245-254, at 247.

627 Sec. 102 of the FCPA, amending Sec. 13(b) of the Securities Exchange Act of 1934 of
the U.S,, codified at 15 U.S.C. Sec. 78m.

€28 Steven M. Morgan, supra, foomote 611, at 368,
629 15 U.S.C. Sec. 78m(6)(2)(a).

630 15 U.S.C. Sec. 78m(6)(2)(a)i).

&1 15 US.C. Sec. 78m(6)(2)(a)(ii).

82 15 U.S.C. Sec. 78m(S)(2)(a)(ii). : : -
633 15 U.S.C. Sec. T8m(6)2)(@)(iv). t ‘
634 Fredrick B. Lesser, supra, foomote 614, at 184.

LI
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prevention of the longstinding practice of creating a slush fund for corrupt pur-
poses. 635 These, provisions also require the MNC to maintain acclytc records of
its expenditures, which must correspond to gcncrally accepted accounting stan-
dards, to reflect _thc corporate disposition of its assets.536 Thus the act takes din:ct‘
aim at corporauons that have been very creative in attempting to circumvent .
accounting standards in order to disguise dubious payments. 637 The degree of
MNC compliance with these record keeping requirements shall be evaluated in
terms of the specific transactions that have caused problems in the past and have

in fact given rise to such requirements. 638

Because of such measures MNCs are making comprethsive evaluations of
their control systems so as to detect any weaknesses and take reasonable correc- |
tive action to bring practices into line with the accounting requirements of the
FCPA. The audit committee should play a leading role in determining the efficacy
of the corrective action and whether it embraces all potential areas of illegal or
questionable transaction.83° Incoming to its decision, the audit committee would
rely largely on the independent auditor’s opinion of management’s efforts to
adhere to the internal control requirements of the act,%*® because auditors are
required to }?zing any "material weaknesses” they may find in the course of the

auditing process to the attention of the MNC management or its audit commit-

. 35 Charles N. Stabler, "Foreign Bribery Act Imposes Tough Rules on the Bookkeeping of
All Public Firms,” Wall Street Journal, July 28, 1978, at 30, col. 1.

€36 Shelley O'Neill, "The Foreign Corrupt Practices Act: Problems of Extraterritorial Appli-
cation” (1979}, 12 Vard J. Transnat'l L., 689-720, at 692,

637 Deborah Rankin, "Accounting Ruses Used in Disguising Dubious Payments,” (Study of a
hundred companies that used ingenious methods, including dummy invoices, that are difficult
for outside auditors to detect} New York Times, February 27, 1978, Sec. D, at 1, col. 1.

638 For example, certain types of actions, whether lawful or not, require stringent controls,
such as political contributions, payoffs to foreign offictals, commercial bribes and kickbacks.
See Howard Baruch, supra, footnote 618, at 34.

6% Daniel L. Goelzer, supra, foomote 623, at 46.

640 1d., at 50.

!
.
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tee.%41 Correspondingly, when the corporate auditor, either external or internal,
identifies any material weakness in the MNC mtcmal accounting control, %42
management is bound to take positive action to remedy the defect, or to put for-
ward reason able justification, on 2 cost benefit analysis basis, for abstaining from
taking any action to comect the problem.%3 The corporation that fails to take
these measures can be held liable for vioIau'ng-thc act. Although the accounting
requirement of the act, with its record keeping provisions, was intended to be used
as a tool to force MNCs to disclose illegal payments, the word "record" as used in
the act has gencratcd some interpretative controversies. One writer has suggested
that "any tangible embodiment of infonnz-ztion made or kept by an issuer is within
the scope of Sec. 102 of the FCPA, at least if it pertains to the recording of
’economic events’."%* Another corﬁmentator contested this dcﬁniu’on,‘ saying that
"th.c.wo:cl ‘ ‘record’ does appear in the act, but the langua_lgc does not limit the
dcﬁm:tion tc;‘ ’“ac\counting records’; the SEC’s definition of the word is broader than
was intended wﬁén the act ;xras written."%%5 Notwithstanding this interpretative

disagreement, the efficacy of the internal control system in an MNC depends not

641 AICPA Staff, "Auditing Interpretations Intemnal Accounting Control and the Foreign Cor-
rupt Practices Act” (October 1978), 146 The Journal of Accountancy, at 130.

642 The accounting profession has an accepted definition of what constitutes 2 material
weakness in internal controlk:

«-a.condition in which the auditor believes prescribed procedures or the degree of
compliance with them does not provide teasonable assurance that errors or irregulari-
ties in amounts that would be material in the financial statements being audited would
be prevented or detected within a timely period by employees in the normal cause of
performing their assigned functions. These criteria may be broader than those that
maybe appropriate for evaluating wealkmesses in accounting control for management d—
other purposes, '

See American Institute of Certified Public Accountants, Statément on Auditing-Standards,\No, 1
Codification of Auditing Standards and Procedures, Sec., 320, 64-68(1972).
643 Barbara C. George and Mary J. Dundas, "Responsibilities of Domestic Corporate

Management under the Foreign Corrupt Practices Act” (1980), 31 Syracuse L.Rev., 865-905, at
879.

644 Daniel L. Goelzer, supra, footmote 623, at 23.
645 Lloyd H. Feller, supra, footnote 626, at 250.
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only on the organizational structure of the corporation but also on the calibre of its

cmployccs and thc parameters of the whole intcmal control s:,rsu:n'l.646

Dcspnc the apparent and csscnual thrust 'of the accounting provisions in
fighting bribery and questionable payment.s by MNCs, the fact that the act
excludes matters of national security®7 g:masculatcs its essential obJectwc. This
. rather cryptic exemption permits MNCs that are involved with the CIA and its
officials abroad®® to falsify their records and books to the extent necessary to
conceal the illegal payments they make outside the country to foreign officials.5%

- This exemption also results in a loophole that may be used "to immunize the very

-
famms

aerospace and other defence related enterprises whose improper activities abroad

led to the congressional passage. of the statute.”650

The responsibility for enforcing the accounting provisions of the FCPA. has
been granted to the SEC because cf the incorporation of the FCPA into the Secu-
rities Exchange Act.%5! So the SEC has a wide and flexible array of regulatory

and enforcement tools with which to carry out the implementaton of these

646 Daniel L. Goelzer, supra, foomote 623, at 28. -

647 15 US.C. Sec. 78m (b)(3)(AJ (Supp. I 1977) This provision exempts nanona.l security
matters when the head of an agency or department dealing within such an area issues a written
directive pursuant to presidential authority.

648 A special CIA office was created in Washington, D.C., in 1967 to place former CIA
agents in the overseas offices of American based corporations., The retired CLA agents, who
once made bribes "officially,” carried out the same tasks in the private sector, One prominent
example is Kermit Roosevelt, Jr,, who became an international consultant for Northrop, bribing
the same contacts in ‘the Middle East he had bribed for the CIA. See J. Roebuck and S.
Weeber, Political Crime in the United States: Analyzing Crime by and against Government
- (1978), at 88. '

649 David Ignatius, "Foreign Bribery; Trials May Show U.S. Knew of Some Payments,”
Wall Street Journal, October 5, 1978, at 1, col. 6. The writer describes the involvement of the
CIA in many foreign illegal payments by using corporate covers to place agents in foreign
countries.’

650 Terry E.-Bathen, "A Congressional Response to the Problem of Qucsuonable Corporate
Payments Abroad: The Foreign Corrupt Pracuces Act of 19777(1978), 10 Law & Policy Inf'l
Bus., 1253-1304, at 12635,

. .- 651 The FCPA is actually an amendment to the United States Federal Securities laws. See
supra, foomote 612 for more details.
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provisions.%52 It has brought several actions against corporations that violated the
accounting provisions, although these cases have been settled through consent
decrees before trial. For example, in SEC v. Textron, Inc.553 the SEC charged
that employees of Tcxtron altered company records to conccal $5m11hon in ques-
nonablc payments to senior government officials in several countries and in the
United States. The company conscntcd to an injunction against further violations
of antifraud and record kecpi.ﬁg provisions. Also, in SEC v. Sam P. Wallace
Co.6%4 the SEC charged that the Sam P. Wallace Co. paid $1.4million to fc;reigh
officials to obtain or retain business in unnamed countries. It alleged that these
payments were improperly accounted for and were inviolation of the provisions of
the FCPA. Further, the SEC charged the corporation with making misleading
representations in financial statements and proxy-solicitations. The corporation
ﬁﬁauy consented to an injuncton against further violations of the FCPA provi-
sions. Seemingly, the wisdom behind the SEC’s Inclination to limit its action in
many cases to court approved settlement of a consent decree rather than to pursue
these cases to trial is to secure a wide range of remedies against defendants
through management changes, and to give the MNC a chance to continue its inter-
nal remedies by self investigating any violation through an independent audit com-
mittee. There might also be certain pressure from the business community, with

the comphc1ty of some officials, to refrain from vigorously enforcing the act, as

- hinted in the words of Charles Nartman, 2 regional counsel of SEC: "Technically,

it’s possible to bring a pure FCPA suit. We just haven’t to date."555 There has

52 Daniel L. Goelzer, s supra. foomote 623, at 31,

853 SEC v. Textron, Inc., SEC Reg. and L.Rep.(BNA) No. 539, at A 2, (DD.C. January 31,
1980).

&4 SEC v. Sam P. Wallace Corp., SEC Reg. and LRep. (BNA) No. 617, at A 4 (DD.C.

August 13, 1981).

655 Laurel Leff, "Internal Auditors Find Them selves Loved as Rules Stiffen for "Clean’ Sets

of Books," Wall Street Journal, January 15, 1980, at 46, col. 2 .
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been a fair amount of debate about the ambiguity of several sections of the act.556

Several voices have called for an amendment to remove the books /and records

provision.557 Furthermore, the less than aggressive stance in the enforéement and
interpretation of the act reflects the changing attitude of the American administra-
tion and the tendency of US officials to maintain a low profile in the area of

prosecuting ﬂicgal foreign payments by U.S. MNCs.658

B -

656 1 loyd H. Feller, supra, footnote 626, at 252,
657 1d, at 253. .

S8 John Sweeney, "The SEC Interpretative and Enforcement Program Under the FCPA"
(1982-83), 9 Syracuse J. Ini'l L. & Com., 273-281, at 281.

-171-



g T

6 | ' \

C. Scope of the Anti-Bribery Provisions of the FCPA

-

Basically the FCPA is an attempt to regulate corporat!é behaviour in two
major areas. One area, which we have discussed, is the maintenance of accurate
records and books that reflect all the MNC’$ transactions, its lizbilities and the
disposition of its assets, thus guaranteeing the rcliabili.ty of its auditing procc_ss.and
the disclosure to investors and to the public of all questionable or illegal transac-
tions. The second rclatéd arczi in which the FCPA seeks to alter corporate
behaviour is the securing of business by bribing foreign officials. The act contains '

two such prohibitions. Secs. 103.95? and 104.50 pin point the issue of bribery

r
'

C'/and*c)xplicitly prohibit the misuse of corporate assets and "directly criminalize the
malgiﬁg of paymé:nrs for the purpose of inducing foreign officials to misuse their -

p%in‘ons to grant favorable treatment to the payor.”6! /

A e ant-bribery provision of Sec. 103 is directed at the publicly held cor-
poratg (the issuer), that has a class of securities registered on the United States
Nauoné.l Securities Exchange )naccordancc with the procedures of the Securities
Exchange Act.562 The reqmrcmcnt _15\ perceived to be an attempt to avoid the
extraterritorial reach of the act to foreign owned subsidiaries of American
MNCs,%3 although these limitations may be challenged under the agency

theory,3%% when the parent corporation may be held liable for the acts of its agents

or subsidiaries if there is an authorization by the parent, or when the parent may

659 15 US.C. Sec. 78dd

0 15 U.S.C. Sec. 78dd N

61 Kathleen F. Brickey, Corporate Criminal Licbility (1984), vol. 2, at 46.

662 15 U.S.C. Sec. 78dd 1(a). This section encompasses the class of securities that are re-
gistered pursuant to Sec. 12 of the Securities Exchange Act of 1934, 15 US.C. Sec.’78 L. It
also encompasses issuers that are required to file reports under Sec. [15] d of the Exchange - -
Act, 15 U.S.C. Sec. 780(d). :

3 Frederick B. Lesser, supra. footmote 614, at 165.
664 See infra, Chapter 6.0. )
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havc }mowlcdgc of or havc reason to have knowledge of the payment or thc por-'
non of it used to bribe foreign ofﬁcmls 665 The anti- bnbcry provisions of Sec. 104

of the act are directed toward those individuals and companies that are not
| registered with the SEC. The prohibitions of this section extend to what are
termed "domestic concems,"666 which have been defined as any legal entities
other than rcportiné companies.®%7 This section specifies that payments or bribes
are prohibited for certain foreign officials if made for the purpose of influencing i
the official’s act or his dccision—vt_o abstain from acting,668 or for the purpose of |
inducing the recipient of the bribe to endeavour to influence a foreign official or

government instrumentality in order to affect a government act or decision.569

The act makes it illegal for U.S. MNCs, both domestic concerns and those
© registered with the SEC, to pay bribes to certain foreign officials,f70 to foreign
polmcal parties, to ofﬁc1als of foreign political pamcs, or to candxdatcs for foreign
polmcal office.671 Also, the language of the act suggests that an MNC is hablc for
the act of any person connected with the MNC who has paid a bnbc, provided
that the MINC knows of or has reason to know of the payment as being a bribe to

a foreign of_"ﬁcial.672 However, if the employee of the MNC acted on his own in

665 15 U.S.C. Sec. 78dd 1 (2)(3); 15 U.S.C. Sec.78dd 2 (a)}(3).
. 6 15 U.S.C. Sec. 78dd 2(d)(1), which defines a"domestic concern” as:

... any individual who is a citizen, national or resident of the United States, or any
corporation, partnership, association, joint stock company, business trust, unincorporat-
ed organizatuon, or sale partnership which has its principal place of business in the
United States, or which is organized under the law of a state of the United States, or a
- territory, possession, or commonweaith of the United States.

&7 Wallace Timmeny, supra, footnote 622, at 239.

68 15 U.S.C. Sec. 78dd 1(a)1)(A), (a)(2)(A), (a)}3)(A); 15 B.S.C. Sec. 78dd 2(a)(1XA),
(@(2XA), (@(3)A).

&9 15 US.C. Sec. 78dd 1(a)(1)B), (2)(2XB), (2)3)B); 15 U.S.C. Sec. 78dd 2(a)(1)(B)
@(2)(®B), (@(3)B).

670 15 US.C. Sec. 78dd 1(a)(1); 15 U.S.C. Sec.78dd 2(a)(1).

671 15 U.S.C. Sec. 78dd 1(a)(2); 15 U.S.C. Sec.78dd 2(a)(2).

672 15 U.S.C. Sec. 784d 1{a)(3); 15 US c Sec.78dd 2(a)(3
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making such 'aniaffcrgor promise, the liability of the MNC depends on the cir-
cumstances surrouﬂding ?I_lc payment, which would take into account the
employee’s posiﬁén in the company, the degree of supervision that the board of
directors exercises over the management of the company, and the degree of super-
vision t..hat chmanagcgncnt exercises over the employee involv_ed.sn The act
defines the term"foreign official” narrowly to include only officers and employees

of foreign governments or government departments, agencies and instrumentali-

' ties.57? It also includes any person who is acting in an official capécity on behalf

of such government or its ‘cntity,ms and this suggests the inclusion of officials of

state industries and enterprises.576 The act specifically limits the term "official” to

those ofﬁ.ccrs in foreign governments who have decision making powers. \ It states:
Such term does not include an§ employee of a foreign government or
_any department, agency,’ or instrumentality thereof whose duties are

essentially ministerial or clerical.677

573 Fredrick B. Lesser, supra, footnote 614, at 167.

674 What constitutes an "agency or instrumentality” is not defined under the act, which
leaves the court with full discretion t define such terms by using definitions in other statutes.
See Id., at 179. .

675 15 U.S.C. Sec. 78 dd 1(b); 15 U.S.C. Sec. 78dd 2(d)(2).

676 Fredrick B. Lesser, supra, foomote 614, at 179.

677 15 U.S.C. Sec. 78dd 1(b); 15 U.S.C. Sec. 78dd 1(d)(2). One writer suggests that, in
determining whether the payment to a particular person is prohibited by the act, the focus
should be on the nature of the foreign official’s job, not on the particular act that he is paid to
perform. See H.T.Sprow and JN.Benedict, supra. footnote 618, at 357-61. Under this in-
terpretation, a payment made to a civil servant whose duties involve the exercise of discretion
would be, unlawful, even if the act he was paid to perform was essentially ministerial or cleri-
cal. Moreover, there are many difficultes in applying this exclusion, because in many coun-
tries those holding official positions also own companies and work 2s businessmen. For exam-
ple, in the Middle East, only one of Qatar’s fourteen cabinet ministers has no known business
ties, and similar situations exist in other countries such as Oman and the United Arab Emirates.
Thus if an MNC pays fees to those who work as their agents or who benefit from a profit shar-
ing agreement, the MNC risks making an illegal payment under the act. See L. Robert Pri-
moff, "The FCPA: Implications for the Private Practitioner” (1982-83), 9 Syracuse J. Inf'l L.
& Com., 325-337, at 335.
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Under the act the discretionary power of a foreign official to make a decision is an
essential factor for liability, so that when the "duties require the exercise of reason

in the adaptation of means to end, and a choice in determining the course to be

pursued,"678 the employees exercising ‘those duties are foreign officials under the-——""

_ T
.act. The focus here is on the specific status of the recipierit, which might raise the

argument that "a payment to a clerical officer would not be prohibited even where
the officer pcrférms a function for a payor which excccds his_mormal clerical or
ministerial dutit:s."“s-‘r9 |

Congruently, the ac't prohibits payments made for the “corrupt” p@sesso of
influencing a fércign official to act in favour of the payor for the purpose of
obtaining or retaining business in the country where payment is made, or to cause
the payment to be directed to achieve these purposes.58! This limitation is called a
"business purpose test,"682 and it prohibits only those payments that are intended
to influence a foreign official’s decision to assist the payor in obtaining or rctzﬁn-
ing business.583 The act, therefore, contemplates a spcciﬁc intent to make illegal
payments on the part of the payor. The word "corruptly” serves as a limitation in
order to make it clear that any gift, promise, or offer which does not have a cor-
rupt intent is not embraced by the act, because those payments are not made to
influence a foreign official’s decision in favour of the giver. By stipulating cor-
rupt intent on the part of the MNC, the limitation relieves MNCs from liability for

payment resulting from extortion.584 While the general thrust of all-attempts to

678 Fredrick B. Lesser, supra, footnote 614, at 179,

679 Steven M. Morgan, supra, footnote 611, at 373.

680 15 U.S.C. Sec. 78dd 1(a); 15 U.S.C. Sec. 78dd 2(a).

68! Wallace Timmeny, supra. footnote 622, ar 240.

%82 Steven M. Morgan, supra, foomote 611, at 372.

583 15 US.C. Sec. 78dd 1(a)(1), (2), (3); 15 U.S.C. Sec. 784d 2(a), (1), (3).

684 Margaret H. Young, "A Comparison of the Fedsral Corrupt Practices Act and the Draft
Inter national Agreement of Illicit Payment” (1980) 13 Vand.J. Transnat'l L., 795-823, at 802.
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define the scopd'df the tcnn“cérrupt" is to remove certain types of payment from
the ambit of prohibition, there are still difficulties in applying the exclusion.58S

This is because first, the cnstmg "corrupt" standard does not rcquu'r. either that the

proscribed act be fully consummated or that it succced in producmg the desired
outcome;586 second, such standargl does not define what constitutes evidence of
corrupt intent on the part of the payor and to what extent the MINC is allowed, for
examplé, to entertain 2 visiting foreign official in connection with a demonstration
of the company’s goods or services.%87 In addition, the act implicitly permits
"grease” of'facﬂimting" payments to lower level employees or by excluding from
the definition of "foreign official"those whose duties are clerical or ministerial 658
Ironically, it seems to suggest that such payments are permitted regardiess of the
amount involved and in spite of the fact that these mployees may be used as a
conduit to channel part of the grease payment to an official as defined in the
act.%9 This type of payment would foster corruption in lower lc'\}él'gr_ﬂfﬂ'c—)il;:;s of
the host country and would encourage them to abs_pain from performing their
duties unless they receive bribery incentives. Also it :ﬁcouragcs them to neglect
service to their fellow ciﬁzcni who do not pay and who rely on their work.
Furthermore, the standa:d of interpretation should not depart from what the
nation considers to be corruption_. In the writer’s view, making different interpre- '
tations of the term on a multicultural basis does not serve the purpose of justice,
which cv'ezr-’g_fﬁ_na-tiOn strives to achieve | and maintain, nor does it serve’ the

acclaimed ethical standards that the act is intended to preserve.5%0 It is

685 Frederick B. Wade, "An Examination of the Provisions and Standards of t:s FCPA"
(1982-83), 9 Syracuse J. Ind'l L. & Com., 255-272, at 270.

686 1bid. :

687 1. Robert Primoff, supra, footnote 677, at 335.

688 15 U.S.C. Sec. 78dd 1(b); 15 US.C. Sec. 78dd 2(d)(2). See also Wallace Timmeny,
supra, foomote 622, at 239; and Margaret H. Young, supra, footnote 684, at 302,

689 L. Robert Primoff, supra, footnote 677, at 334.
- 690 The revelation of monumental intemational illegal payments does give first impression
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inconceivable to say that the concept of corruption varies from nation to nation, %91

or to make a distinction between "conventional” and "functional” corruption$2 1o
rationalize grease or facilitating payment on the ground that the payment is not

corrupt in some countries, though considered corrupt in the U.S.693

that bribery is known everywhere, however, that does not mean that it is accepted as part of

I

the philosophical or lwmrmw on this earth. Steven M. Morgan, supra,

~ foomote-61Eat-362.

61 Gerald T. McLaughlin, supra, ra, footnote 610, at 1071.

2 Amold A. Rogou and H.D. Lasswell, "The Definition of Corruption,” in Political Corr-
uption: Readings in Comparative Analysis (Arnold J. Heidenheimer, editor, 1978), at 54

3 See supra, footnote 82 and accompanying text.
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D. . Enforceme:zit and Penalty Under the FCPA

The administration of t_ﬁc FCPA is divided between the SEC and the United
States Department of Justice. The FCPA envisioned th#t the SEC would continue
its role as investigator of foreign bribery5%4 and have enforcement authority over
FCPA violators. because of its role in ov;:rsceing compliance with the accounting
provisions of Sec. 102 of the FCPA,%5 and the antibribery provisions of Secs.
103 and 104 of the act against issuers.5% The SEC has authority over all
registered MINCTCs (issuers), regmvdlesé of nationality or the extent of their contract
with the U.S., which Thay be as minimal as trading stock on the U.S. exchange

market.697

The commission has two available remedies: civil injunction against viola-
tors®% and suspension of professionals, such as attorneys and accountants, that are

licensed to practice before it.5%9 The Department of Justice has criminal enforce-

ment responsibility with respect to those companies that violate the accounting

provisions. Once the SEC has gathered evidence sufficient to take criminal action

%4 The SEC assumed its role as investigator of foreign bribes by MNCs right after the
Watergate scandal. It initiated the voluntary disclosure program and laid down injunctons
against several MNCs who had violated the reporting réquirement under the Securities Ex- _
change Act of 1934, when the amounts of the bribes and illegal political contributions wee
material. Although when the SEC entered the game che amounts were trivial, it was astonished
at the participation of top management, and the total of the payments made. For more detail
on the earlier participation of the SEC, see Lloyd N. Cutler, "Watergate, International
Style™(1976), 24 Foreign Policy, 160-171. -

695 .15 US.C. 78m (b)(2)(b) requires record kceping and the maintenance of firm internal
contrel. -

6 John W. Bagby, "Enforcement of Accounting Standards in The Foreign Corrupt Prac-
tices Act” (1982), 21 Am. Bus. L.J., 213-235, at 220,

%7 The SEC has examined secret payments by foreign companies made in the U.S. to win
or maintain airline business. Staff reporter, "Aloha Airlines Puts Off a Proposed Takeover by -
International Air, Wall Street Journal, March 8, 1979, ¢ 6, col. 4.

98 See SEC v. Int'l System Control Corp., (1979) 838 Fed. Sec. L. Rep (CCH) 7-8 (D.D.C.
December 27, 1979). . N il

% Fredrick B. Lesser, supra, footnote 614, at 182.
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against violators of the accounting provisions, the commiséion will refer the éasc

to the Department for criminal prosecution.’® The Department, under the act, has

' enforcement authority for both civil and criminal prosecution with respect to

"dqmestic concerns,” which includes corporations not registered with the SEC

. (that is, companies other than reporting companies), partner ships, and individu-
als. 701

Essentially, there must be a jurisdicional nexusas a basis for conviction or

prosccuﬁon of the violators. The act requires that a jurisdictional means had o be

used to establish the violation of the statute. It prox:rides that the mail or another -~

- —

s

~ instrumentality of interstate commerce ha'\d\ to have been used in furtherance of the

illegal payments.”02 This broad basis of jurisdiction encompasses all cérrupt
| foreign activities abroad’] l:y MNCs, save tﬁc national security ;xce;;;:%d .i:arbvidcd
by-thic siamste.’03_Accordingly, "if one were to use the jurisdictional means to
cover up payment or to send a message to get to the point where one was going to
make an improper payment, that could well be in furtherance of r.ﬁc payment." 7%
Thus, notwithstanding the act does not appcar.to have an extraterritorial reach
extending to foreign subsidiaries of American MNCs, it ‘may have' some conse-
quences on the U.S. parent coinpany, if it can be proved that the parent knew or

had reason to know that its foreign subsidiaries relied on the payment of bribery

to do business abroad. In such a case the parent corgpany would be subject to
~ N

700 Frederick B. Wade, supra, footnote 685, at 268.

701 15 U.5.C. Sec. 78dd 2(d)(1). Also see supra. footnote 666 and accompanying text.

702 15 U.S.C. Sec. 78dd 2(d)(3). What constitutes instrumentality of interstate commerce is
trade, commerce, transportation, Or communication among the several states, or
between any foreign country and any state or between any state and any place or ship
outside thereof. Such terms include the interstate use of a) a telephone or other inter-

- state means of communication, or b) any other interstate instrumentality.

703 Shelley O’Neill, supra, footnote 636, at 655. -

704 Wallace Timmeny, supra, footnote 622, at 240.
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prosecution and to the penalty prescribed by the act.705

Intrinsically, the FCPA prescribes stringent penalties for those who z'iolatc its
provisions. The penalties for violating the anti-bribery provisions are severe
indeed. Under the Act: a) any corporation, “issuer" or domestic concern upon
conviction may be-fined up to one million dollars;’% b) any individual who is a
domestic concemn and who wilfully violates the antibribery provisions may be
fined up 10$10,000, and/or be imprisoned for up to five years;?%7 ¢) any officer or
director ‘of any issuer or domestic concern, or any stockholder acting on behalf of
the issuer or domestic concern who wilfully violates the provisions of:the act may
also be fined up to $10,000, and/or be imprisoned for up to five years,’%8 d) any
employee or agent of a cornpahy subject to the jurisdiction of the Unit;:d States
wh;) wilfully carries out an act constituting violation of the provisions of the
FCPA is subject to the same penalties, but only. when the company itself is found

to have violated the anti-bribery provision of the act.70?

An example of the above situation is the case of United States v. McLean.’10
The Fifth Circuit of the United States Court of Appeals affirmed the District Court
dismissal of action against the defendant employee for violation of the FCPA on

the ground that the employee of the issuer could not be prosecuted in his indivi-

705 Stanley J. Marcuss, "Extraterritoriality: U.S. Anti-Boycott Law and the Foreign Corrupt
Practices Act” (1983), 15 Law & Pol'y Int'l Bus., 1135-1146, at 1144,

706 15 US.C. Sec. T8ff(c)(1)(b). Although Sec.102 of the FCPA does not include any
specific penalties against ‘violation of the accounting provisions of the act, the SEC chairman,
in 1978, stressed that this section can be enforced "by the same tools as' the balance of the
Federal Security laws,” Address by SEC Chairman Harold M. William before the American
Accounting Association in Denver, Colorado. (August 22, 1978)quoted in Terry E. Bathen.
supra, footnote 650, at 1261.

707 15 U.S.C. Sec. 78dd 2(b)(1)(B).

708 15 US.C. Sec. 78ff(c)(2); 15 U.S.C. Sec.784d 2(6)(2).

709 15 U.S.C. Sec. 78ff(c)(3); 15 U.S.C. Sec.78dd 2(6)(3).

710 United States v. McLean, 738 F2d 655 (Sth Cir., 1984), cert. denied, 105 S.ct. 1748
(1985).
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dual capacity as a domestic éonccm, because the gt.)vcrnmcnt plaintiff was unable
to satisfy the requirement of showing that the issuer the cmploycr was in vi'olation
of the act The case involved two criminal prosecutions stemming from an inves- N
tigatibn of an alleged foreign bribery scheme involving International Harvester
Company, Crawford Enteé?prises, Inc., and Pemex, Mexico’s national petroleum
company. The Solar div-ision of Harvester was the dominant worldwidé supplier:
of turbine compressor equipment from Solar and Crawford Enterprises.”1! A
forty-nine count indictment charged that George S. McLean, vice president of the
Solar division, and Luis A. Unarte, Solar’s Latin Amcrica.m regional manager, con-
spired to bribe and did bribe officials of Pemex in violation of 15 U.S.C.Secs.
784d 2(a)(1) & (3), 78dd 2(b).7'2 Harvester was not charged in that indictment.”!3
Shortly after the indictment was issued, Harvester pleaded guilty under a one
count information item' charging the company with conspiring to violate the
'FCPA In exchange for Harvester’s guilty plca the government agreed mnot to
// prosecute Harvester further in connection with the compressor equipment sales.

Following Harvester’s plea, Mc Lean and Uriarte moved to dismiss the indictment
égainst them because, as employees of Harvester, they could be held responsible
for violating the FCPA only if Harvcstcx: were also found to have violated the act.
The district court agreed that the substantive counts should be dismissed, but let
the conspn'acy count stand.’4 Then the govcmmcnt appealed the dismissal, argu-
ing that a) the "found to have vmlatcd"prowsmn does not require that t.hc
mr—:mcrpriscs. a broker and lessor of gas compression systems,-often purchased
equipment from Harvester for resale or lease. During the mid *70s Harvestsr, as prime con-

ractor, had supplied equipment to Pemex. In the late 1970s, Crawford contracted with Pemex

to build compression plants, and Harvester acted as subcontractor for Crawford. See Ibid., at
656.

712 The conspiracy charge was brought under the general Federal Conspiracy Statute, 18
U.S.C. Sec. 371. See Ibid

713 I, at 657.

714 M
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employer be convicted of an FCPA violation, because this requirement may be
| satisﬁed by establishing at the emplo;l;cc’s trial that the employer violated the act;
and b)Mc Lean, as an individual domestic concern, may be charged with aiding
and abetting Crawford Enterprises, Inc.”!5 The Fifth Circuit, after reviewing the
legislative history underlying the "found to have violated" requirements and the

language of the act, concluded that it was the legislators’

... clear intent to impose criminal sanctions against the emnlcyee who
acts at the behest of and for the benefit of his employer only where his

employer has been convicted of similar FCPA violations...”16

The court’s concern was that agents and low level employees might be made
scapegoats for the corporation and used as shieids against institutional liability.
Such interpretation might provide an inentive for the corporation to assist

employees in their defence.”!7 The court finally held that

... in order to convict an employee under the FCPA for acts committed
for the benefit of his employer, the government must first convict the
employer. Because the government failed to convict Harvester and
under the plea agreement will be unable to indict Harvester and try it—_ R

~
with McLean, the act bars McLean’s prosecution...’!8

Eventually, if the employee, director, stockholder, officer, or agent of the company
is convicted and fined, the act prohibits the corporation the issuer for paying resti-

tution directly or indirectly. 739 KIC was convicted in an FCPA criminal =

715 1hid

716 1d., at 659.

7 Ibid

718 1d, at 660. . '

719 15 US.C. Sec. 78dd 2(6)(4); 15 U.S.C. Sec.78ff(c)(4). To date there has been only one
successful criminal prosecution under the act. In U.S. v. Kenny Intemational Corporation Unit-
ed States v. Kenny Internatioral Corporation, Crim. No. 79-372 (D.D.C., August 2, 1979);and
Civ. No. 79-2038 (D.D.C. August 2, 1979). Both actions were settled by the imposition of
civil penalties and injunctive relieves, Commented upon by Kenneth 1. Juster, "Multinational
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prosecution and was fined $50,000. As part of a guilty plea bargain, KIC entered
into an agreement with ﬁ1c government of the Ccok Islz:mds"'z0 whereby the cor-
poration obtained the exclusive rights to the distribution and sale of the Islands’
postage stamps outside the Cook Islands. KIC and its foundcr and chief execu-
tive, Fibar B. Kenny, believed that the stamp distribution agreement could be
assured only if the country’s premier and the leader of the Cook Islands Party was
reclected. A representative of the Islands’ premier solicited SNZ 337,000 from
KIC to pay the _transportation césts for flying party supporters from New Zealand
fo the Cook Islands to vote in favour of ‘the premier. F. Kenny agreed to provide
such funds on behalf of KIS. 'When th; pfcmier worn the election, his opponent
contested the result and the High Co:lrt of that counu:}' overturned the election
results, because such a voter ‘sub's-idy is illegal uﬁdcr Cook Islands law. The U.S.
f)cpartmcnt of Justice charged that the acts of F. Kcnny and KIC were in violation
of the antibribery provision of the FCPA. According to the provision, the bribery
in this case was a "domestic cc»nc:cm,"-’721 because KIC was organized and existed
under the laws of the State of New York, and used an instrumcnté.lity of interstate
commerce, namely the mails and commercial aircraft. After pleading guilty on a
plea bargain agreement, F. Kenny and KIC were fined only $50,000, with F.
Kenny acceding to several of the Department of Justice’s conditions;; among them

to appear before the High Court of the Cook Islands and to plead guilty to a pend-

ing criminal charge.”2? The success of the prosecution in this case is attributable-.

to its political nature, and to the cooperative effort of the foreign government,

Curporations: Foreign Corrupt Practices Act of 1977" (1979), 20 Harv. Int’t LJ., 716-720.

720 The Cook Islands are located 2,700 km off the coast of New Zealand. They are an in-
dependent South Pacific nation freely associated with New Zealand for purposes of external
affairs and defence. See Political Handbook of the World (A, Bank, ed., 1978), at 321.

721 15 UJ.S.C. Sec. 78dd 2(d)(1).
72 Kenneth I. Juster, supra, foomote 719, at 718.
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which brings us to the conclusion that the enforcement of the act requires max-
imum cooperation by the government of tl'm country where the bribe taker resides,
because any criminal prosecution requires evidence to- prove beyond reasonable
doubt that the act was violatcd.m Japan 27 U.S.T. 946, T.LLA.S. No. 8233 (Bila-
teral agreement on Exchange of Information)

From the two cases we have just presented the only ones that have ever been
brought under the étatutc there is\ evidence of weakness in the act and problems
'%urrounding enforcement of its provisions. One commentator has advanced three
reasons for the SEC’s and the Department of Justice’s lack of zeal in enforcing

the act:

(a) the difficulty that the prosecutors face in proving violation, because of the
extraterritorialsitus of the criminal action, and the delicate methods of con-

cealing the illegal payments;

-

(b) foreign policy implication and the problems that may accompany the enforce-
ment efforts, especially when the recipient is attached to a government that is
friendly to the U.S., because the enforcement may offend other officials of

that country, and consequently harm other U.S. interests; and

(c) the negative effect to the U.S. MNC of losing business abroad as a result of
the cnforccmcnt_of the act, especially when competitors from other countries
are willing to pay 1':rib‘c:;.724
In spite of these enforcement difficulties and notwithstanding the fact that the

FCPA does not specifically provide for the right of private action, nor could one

723 Shelley O’Neill, supra, foomote 636, at 717. The cooperative efforts to deal with the
problem of illegal payments were demonstrated by the agreement between the United States
and Japarn when the two govemments agreed to procedures for mutual assistance in the
Lockheed scandal, March 23, 1976. United States
. 74 William L. Larson, "Effective Enforcement of the Foreign Corrupt Practices Act”
(1980), 32 Stan. L.Rev., 561-580, at 569.
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infer from the legislative history of the act and the surrounding circumstances that
there was a desire to have an implied right of ac_u'on,m the SEC contemplates a
private right of action for those injured by prohibited illegal forcig"n payments on
the ground that such an action ‘would unquestionably benefit enforcement of the
act.726 In taking this position the SEC does not anticipate the harm that can be
dt‘:ne when competitors use such a course of action to frustrate the defendant’s
business activities and tamish its reputation,’?’ in the hope of taking the

defendant’s place in the international business market.

725 Mary F. Lyle, "The Foreign Corrupt Practices Act of 1977: Private Right of Action?"
(1979), 12 Vand.J. Transnat'! L., 735-755, at 750. . )

. 726 See letter from Frederick B.wade (SEC special Councel Office of the General Counsel)
o M. Raymond Garcia, Emergency Committee for American Trade, Washington, D.C.,- May
16, 1578, asserting the existence of a private course of action, reprinted in [1978 Transfer
Binder) Fed. Sec. Reg. L. Rep. (CCH) #81, 701.

727 William L. Larson, supra, foomote, 724, at 576.
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E. Compliance Problems and the Effectiveness of the FCPA .

The .fundamcntal purpose of the FCPA was to deal with the continuing prob-
lem of illegal foreign payments by United States corporations. However, during
the many years since the act was passed, numerous complaints have arisen’?8
from thc intentionally perhaps deceptively concise wordmg of provisions that have
not yet been defined by the legislator,72% or by court decision.”30 The ambiguity
0‘f the accounting “provision’s language enables the administrative agcﬁcy, the
SEC, to interpret the act to extend as far as possible into managcmcnt dccmon
making. 731 Such terms as "accurately and fairly” and "reasonable assurances"732
have brought about confusion that maybe forcing the management of MNCs to
select the most stnngent and expensive control systcms rather than to risk violat-

ing the act. The rcqun'cmcnt to provide''reasonable dcteuls“ gives the SEC a wide

range of latitude to define the objective of MNC mternal control to encompass all -

assets and expenditures, regardless of the level of the administrative authorities
within the corporation.”33 Moreover, the “reason to know” standard, which has

been designed to cover the channelling of illegal payments to foreign officials

728 Bantley A. Brennan, "Amending the Foreign Corrupt Practices Act of 1977: "Clarifying"
or "Gutting™ a Law?" (1984), 11 J. Legis., 56-89, at 57.

2% William C. George, "The Foreign Corrupt Practices Act Review Procedures: A Quest
For Clarity"(1981) 14 Cornell Ini’l LJ., 57-93, at 59.

730 Most of. the cases that have been investigated have been settled before going to trial.
For example SEC v. Textron, Inc,, SEC. Reg. and L. Rep.(BNA) No. 539, at A 2, (DD.C.
January 31, 1980); and SEC v. Sam R. Wallace Corp., SEC. Reg. and L. Rep.(BNA) No. 617,
at A 4 (DD,C. August 13, 1981). This demonstrates the unwillingness of the authorities to en-
force the act-stringently, as evidenced by the elimination of the Multi-National ®ranch of the
Criminal Fraud Division of the U.S. Department of Justice, which has reviewed hundreds of
cases for criminal prosecution. See Brooks Jackson, "Overseas Bribery Gets a Lot Less Atten-
tion after Cutbacks by the Justice Department,” Wall Street Journal, February 22, 1983, at 33,
col. 4, ;

731 Notes, "The Accounting Provisions of the Foreign Corrupt Practices Act: An Alternative
Perspective on SEC Intervention in Corporate Governance”(1980), 89 Yale L. J., 1573-15%4, at
1575.

732 15 US.C. Sec. T8m(6)(2)(A) (B)..

733 Notes, supra, footnote 731, at 1577.
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through agents and subsidiaries of the parent corporation,’>* may increase the
MNC’s liability; so far no court decision has interpreted this phrase.”3S Further,

the act has no precise definition of a"facilitating” or "grease" payment,’36

Besides the problc,rlns arising from imprecise language, the SEC has not inadc
it clear what the :onse‘.qucnccs will be if "grease" payments incfcasc corruption
among lower, level cmployces of forcxgn government, nor dealt with the impact of
allowing such paym&ms to forelgn cmployccs when the employee’s government
has laws prohibiting bribery of such a nature. Also the problem of dual enforce-
ment 'aut.hor by the SEC and the U.S. Department of Justice may raise the possi-

bility-of inconsistent enforcement of the act.”37

All these problems have rationzﬁly provoked arguments about the
cffcctivcncss% of the act, and have motivated several groups to seek its amcnd-.
ment.”>® These voices have found listening ears among the U.S. administration, in
the form of pressure to amend the Act’>? or at least direct the Department of Jus-
- tice and the SEC to provide a guideline to delineate the enforcement policy and

. priorities for a proposed transaction.’#?

Though resenting the pressure,’#! the Department of Justice has issued the

734 Frederick B. Wade, supra. footnote 685 at 271,

735 Bartley A. Brennan, supra, footnote 728, at 64.

736 Ibid., at 66.

737 Joht W, Bagby, supra. footnote 696, at 214.

738 Bartley A. Brennan, supra, footnote 728, at S6.

739 See supra. foomote 404 and accompanying text.

740 philip Taubman, "U.S. Seen Clarifying Bribery Law. Foreign Payoff Guides Possible”
New York Times, May 29, 1979, Sec. D, at 1, col. 3.

741 Richard Beckler, then chief of the fraud section of the Cnmmal Division of the U.S,
Department of Justice, stated that "providing guidelines for business review is certainly niot a
role 2 criminal prosecutor can easily play.”" Quoted by P. Taubman, Ibid.. at 1, col. 2. The
Justive Department feared that such guidelines would be used as a "road map for fraud.” Tts
officials stated frankly that "all[businessmen] want to know is who they can bribe and who
they cavmot. Well, we are not going to tell them. We will go down kicking and screaming on

this one." See R. Berry, "Justice is Reluctant Guide on New Bribe Legislation,” Washington
Post, October 10, 1978, SecD, at 7, col. 3.

-
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FCPA Review Procedures to provide some guidance to the business community
concerning the application of the act to specific transactions. 742 Initially, the SEC
declined to participate in such a process, claiming that such review procedures
would only help MNCs to circumvent the FCPA’s provisions,’#3 but the SEC

-finally announced that it would not bring dn enforcement action for bribery viola-

tions against any party receiving clearance under the Review Procedures scheme
prior to May 13, 1981.744 However, despite the issuance of a guideline, most
MNCs are reluctant to use it to screen their proposed business dealings with
foreign governments for fear that such screening would uncover damaging docu-
ments or leak information contained in these documénts to other competitors.’4>
Further, such "a review procedure is simply not an appropriate mechanism to pro-,

vide general guidance on a statute."74¢ This criticism ‘and reluctance to participate

742 A review requisition for a proposed transaction must be submitted to the Criminal Divi-
sion of the U.S. Departmenti of Justice for review at the Department’s discretion. It may state -

‘its enforcement intention under the act or decline to do so. It will only screen and consider the

requisition for clearance. The requisition must afford all relevant information relating to the ~
proposed transaction. The Department of Justice then issues a lemzr of its enforcement inten-
tion. For example, when Lockheed and the Olayan Group, a Saudi Arabian trading and invest-
ment company, proposed 10 enter into an.agreement together 1o do business with the govern-
ment of Saudi Arabia and with Saudi Arabia Airlines Corporation [Saudia), the two partners
sought Department of Justice guidance on the FCPA implication of the fact that Olayan’s
chairman, Mr. Suliman 8. Olayan, was also an outside director of Saudia. After determining
that Mr. S. Olayan had taken significant steps to disclose his joint affiliation, and to refrain
from any action that might cause Saudia or the government of Saudi Arabia to be influenced in
favour of Lockheed or Olayan Group, the Department of Justice declared its intention to take
no enforcement action on the basis of Mr. S. Olayan’s joint affiliation. This implied, however,
the reservation that if Lockheed or Olayan Group appeared to benefit from the affiliation, the

_ Department of Justice would not be bound by this review decision. See U.S. Department of

Justice, Foreign Corrupt Practices Act Review Procedure Release No. 80-04 (October 29,
1980).

743 At the outset, the SEC considered some of the act’s ambiguities to be desirable, in that
they maie MNCs hesitant to attempt to circumvent the law. John Walcott, "Business Without
Bribes™ News Week, February 19, 1979, at 63. Also see William C. George, supra, footnote
728, at 70,

744 See Securities Exchange Release No. 34-17099 statement of the Commission pohcy
concerning Sec. 30 A of the Securities Exchange Act of 1934, See U.S. FedReg. 59, 001, 59,
003 (1980).

75 Wwilliam C. George, supra, foomote 729, at 85.

746 1d, at 82.
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in the review procedure weakens the statute’s effectiveness in fighting ilegal pay- -

ments in international business. This leads us to conclude that the best solution to

the problem is an international one.
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4. Appraisal and Conclusions

It should be remembered that illegal payments flourished as a result of
MNCs’ efforts to maintain their economic power in developing countries. To
accomplish this goal, they cxploitcd_ foreign officials whose foremost concern was
greed and personal enrichment to ﬁw detriment of their fellow citizens, because
the national economy finally bears the cost of illegal payments, not the MNCs
them selves,747 Bribery resembles the black market. Its prosperity depends on
supply and demand, to use Adam Smith’s economic theory. Although almost
every country has laws or regulations banning such illegal activity, tl;c enforce-
ment of such laws may be hindered in situations where the law breaker is sup-
posedly the guardian of the law. This is most true in developing countries that
have no democracy to make it possib-le'for other ciﬁﬁs to serve as watchdogs for
those acting on behalf of the government. The perpetuity of the de facto étatc of
dictatorship in most of these countries is thus supported to the advantage of out-
siders and of international politics, which manage to kcci) these- countries under

their sphere of influence.

The United States, as the biggest economic power in the world, took a posi-
tive step to rebuild an image that had been tarnished by the revelation of illegal
payment by certain MNCs to foreign officials abroad. This step was the enactment
of the FCPA, which was directed ;t pﬁnishing those MINCs. However, the FCPA
has several weaknesses that may hinder its effectiveness, such as the National

Securities Exemption, which allows the use of bribes to foreign officials to keep

747 Mr. Haughton, Lockheed chairman, testified before the Senate Foreign Relations Com-
mittee of the U.S. in connection with excessive agent fees paid to Mr. A. Khashoggi to facili-
tate the sale of company aircraft to one of the Middle Eastern countries. He said that the sale
commission and alleged bribe was added to the price of the airplanes, Sec Robert Smith,
"Lockheed Document Discloses $106 million Saudi Payout, Agent's Fees Cited in Testimony
at Senate Panel,” New York Times, Sept. 13, 1975, at 31, col. 1 and at 33, col. 1.
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them in line with U.S. policy. In addition, the FCPA raises the possibility of hav-

ing em‘atcfritoriﬁl ;:onscqucnccs in its épplication, Svhere U.S. MNCs have fprcign
subsidiaries who depend on bribes for doing business abroad, or who have
Icnowlcdg{of agents in foreign countries who pay such bribes.”#8 The extent of a
U.S. MNC’s liability for the act of its subsidiary or agent under the FCPA
depends upon whether the MNC itself "kncw'or had reason to know" of illegal
payments. It might be a direct Liability if the corporation’s maﬁagcmcnt author-
ized the agent or subsidiary to give money for corrupt purposes, or it might be an
indirect liability, in a case when the MNC has not directly participated in the ille-
gal payment, but has knowingly assisted in the violation and the impropriety.
This knowledge can be actual or constructive knowledge, as we will discuss in the
next chapter. These extraterritorial consequences have raised some doubt about the
effectiveness of the act, which brings us finally to conclude that the effectiveness
of the legal sanction of illegal payments depends on the full cooperation of inter-

national communities, as we will discuss in Chapter 7.0.

748 Jennifer L. Miller, Accounting for Corporate Misconduct Abroad: "The Foreign Cotrupt
Practices Act of 1977" (1979) 12 Cornell In'l LJ., 293-307, at 302, -

-191-

BT T e



CHAPTER 6.0

POLICY DILEMMA AND  EXTRATERRITORIAL CONSE-
QUENCES OF LEGAL SANCTION OF MNCS’ ILLEGAL PAY-
MENTS ABROAD '

1. General Remarks

Before addressing the policy dilemma of national sanction of illegal payments
abroad, we should first briefly look at the cdnccpt of corpora:e criminal liability its
development, its scope when corporate -management exercises "due diligence” to
prevent the violation of the law, and the extent to which an MNC can be held

liable for the acts of its agents and subsidiaries abroad.

The common law courts have taken the lead in developing the doctrine of
corporate .criminal liability’#9 to deter corporations from abusing their economic
power.”>0 This doctrine of | liability has been fashioned to seek the widest possible
_ effect on illegal corporate behaviour, especially when such behaviour is carried out
by giant corporations. The all encompassing nature of this doctrine is attributable
to growing public concern about corporate criminal liability. While the doctrine

of corporate criminal liability originates from tort law,”>! the idea that a corpora-

749 Several rationales have been advanced to justify the imposition of criminal sanctions on
corporations that infringe on or break the law among them rehabilitadon, incapacitation, deter-
rence and retribution. The first three rationales are referred 1o as consequentialist theories, be-
cause they are consequences of punishment The last is justified only if the offender is morally
culpable. Deterrence is the major rationale, because economic regulations are aimed at con-
wolling corporate activities rather than punishing morally culpable violators. See note, "Cor-
porate Crime: Regulating Corporate Behavior Through Criminal Sanction” (1978-79), 92
Harv. L. Rev., 1227-1375, at 1235,

750 LH. Leigh, "The Criminal Liability of Corporations and Other Groups" (1977), 9 Or-
tawa L.Rev., 247-302, at 247.

751 Gerhard Q. W, Mueller, "Mens Rea and the Corporation: A Study of the Model Penal
Code Position on Corporate Criminal Liability”™ (1957-58), 19 U. Pint.L. Rev., 21-50, at 21.
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tion as an abstraction can commit a criminal act for which it can be punjshcd has
only gradually made its way into com:i;on i-;vﬂ.;’sz The general tenet in common
law used to be that corporations were not criminally liable because they were
-incapable of carrying out the illegal acts and having a mens rea, or guilty mind-,'ty\,_\
" think and act in violation of the law.”S3 This position was defended by legal writ-
ers who claimed that penalizing individual actors is more effective because "there
is absolutely no evidence that corporate criminal liability is any more effective
than personal criminal liability,"”>4 and "the deterrent effects of corporate cnmmal
li::;ility“havc not fully been proven."755 In‘add‘ition, such imposition of lability on
a corporate entity would punish innocent shareholders, the ultimate bearers of fines
imposed on their corporation.’%6 Another school of writers upheld the concept of
corporate crimihal liability, claiming that "an individual actor’s motive cannot
realistically be separated from the pressures brought'to bear upon Him by the cor-
poration"’37 to achieve corporate goals that may necessitate the commission of
illegal acts. The agent or employee often confronts a hard choice either risk being
viewed as failing to achieve corpofatc goals, or begin taking unethical -or illegal
shortcuts.”58 Furthermore, confining criminal liability to the individual ac-:tors

motivates corporations to take advantage of their employees’ zeal by makihg them

752 Henry W. Edgerton, "Corporate Crimindl Responsibility” (1926-27), 36 Yale L. J. 827
844, at 842,

753 Legal writers have argued as to whether corporate criminal liability should be recog-
nized. Among others, see Henry W. Edgerton, ibid and Walter H. Hitchler, "The Criminal
Rcsponsibility of Corporations” (1923), 27 Dick. L. Rev., 89-101, and 121-137. Also see Lee
Frederic, "Corporate Criminal Liability” (1928), 28 Colum. L. Rev. ;

754 Gerhard O.W. Mueller, "Criminal Law and Administration” (1959), 34 N.Y.UL. Rev.,
83-116, at %4. ‘
~ 755 Bruce Coleman, "Is Corporate Criminal Liability Really Necessary?" (1975), 29 Sw. L.
J.. 908-927, at 927.

756 Thid.. at 920,

757 Seth Maxwell, "The Foreign Corrupt Practices Act and Other Arguments Against a Due
Diligence Defence 1o Corporate Criminal Liability" (1982), 29 UCLA LRev., 447-503, at 453.

758 George Getschaw, "Overdriven Executives: Some Middle Managers Cut Corners to
Achieve High Corporate Goals,” Wall Street Journal, November 8, 1979, at 1, col. 6.

B -193-

\
\

N



scapcgoais.759 Also, the complex structure ;f today’s giant corpomtion§ obscures
individual responsibility, rendering it difficult to identify the culpable indivi-
dual. 760 Advocates of the concept of corporate criminal liability refute the notion
that the imposition of fines would only punish innocent share holders, arguing that
corporate managerial personnel are alwa.ys known to shareholders, who can exert
pressure to restrain them from committing illegal acts or seek their removal from

the corporation.’6!

The contribution of the United }tamCourts to the development of the doc-
’ \
trine of corporate criminal liability is highly regarded, because this concept has

been "more extensively dcvelopcd‘in the United States than elsewhere".762 The

Supreme Court of the Unit ed States recognized this doctrine for the first time in
the case of New York Central & Hudson River Railroad v. United States?83 in

which the corporation was indicted and convicted for violating the law.764

In Canada, corporate liability can be traced to the original Combines Investi-

gation Act of 1889765 and the 1892 Criminal Cod':.,-"s6 which made corporations .

liable for punishment if they did not adhere to such laws.”®’ The Canadian court
first held such lability in the case of Regina v. Corporation of the City of Lon-

don,7%® when the court held that a corporation was liable for nuisance.’6?

759 John C. Coffee, Jr., "No Soul to Damn: No Body to Kick: An Unscandalized Inquiry
into the Problem of Corporate Punishment” (1981), 79 Mich. L.Rev., 386-459, at 410.

760 Notes: "Structural Crime and Institutional Rehabilitanon: A New Approach to Co'poratc
Sentencing” (1979-80), 89 Yale L. J., 353-375, at 358.

761 Gerhard O. Mueller, supra, foomote 751, at 39.

762 LH. Leigh, supra, footnote 750, at 266.

763 New York Central & Hudson River Railroad v. United States, 212 U.S. 481 (1509).

764 The law that was violated was the Etkin Act, 2 law that imputed violation of the Inter:
state Commerce Act by a corporate agent to the corporation itself. 49 U.S.C. Sec. 41(1).

765 Canada Combines Investigation Act, S.C. 1889, C.41. .

766 Canada Criminal Code, S.C 1892, C.29.

767 LH. Leigh, supra, footnote 750, at 250.

768 Regina v. Corporation of the Cisy of London, {1900] 32 OR. 326-28 CLJ. (H.C. 1500).

769 Also in Canada, the Supreme Court, in Union Colliery Co. v. the Queen, [1900] 4:
C.C.C. 400, affirmed the conviction of a corporation for having omitted to perform its duty of

-194-

sy



There is, however, a difference in the way the two systems derive this liabil-

ity. The United Staicé Courts impose liability upon corporations by equating cor-
porate liability to vicarious liability.”’0 While Canadian courts have acknowledged
and appreciated the cxpcricﬁcc of the Americans courts, they have developed the
principle of identification, which allows for the attribution of' mens rea to a cor-

poration, where the ac is of such a status that he rcprcschts the con-

trolling mind will of the company w1 in the sphere of responsibility allotted

to him.77! Robinson Ltd772 the court esta-

urther, in the case of Rex v. Fa
blished that a corporation can be guilty of a criminal offence of which mens rea is
sential element. Therefore, the principé of identification, as developed by
the Canadian, Courts, is the basis of liability, rather than liability being imposed

upon the "respondent superior."773

avoiding danger to human life bty anything in its charge or under its control without lawful ex-
cuse. A number of people had been killed in a train accident caused by the company’s neglect
to properly care for a bridge over which the company owned train had passed.

770 LK. Leigh, supra, footnate 750, at 266. .

7L Ibid, at 255~ "

T2 Rex v. Fana Robinson Lid., (1594112 W.W.R.235, 76 C.C.C. 196, [1541] 3 D.LR. 409"
(Alta. C.A). The facts in this case were: Pursuant to an aWW‘m"Wjum.
the two directing officers of an auto repair company fraudulentdy added a certain sum to a
repair bill on an insured automobile, and on receipt of the: money from the insurer paid part of
the inflated sum to the adjuster, the balance being retained by the company. The Alberta Court
of Appeal affirmed the conviction on the ground that the culpable intention and illegal act of
the two officers were the intention and act of the company, which should accordingly be con-
victed on both counts of an indictment charging conspiracy to defraud and obtaining money
under false pretenses. In this case the court applied the doctrine of identification, which means
the corporation can generally be held liable on ordinary doctrine of vicarious liability, save for
exceptions made by the stamte. See L.H. Leigh, supra, footnote 750, at 251.

T3 Regina v. §t. Lawrence Corp., (1969] 2.0R.305, S.DLR. (3d) 263 (C.A.), in which the
court held that officers are vital organs of a corporation, and their actions and intent are the
very actions and intents of the company when they act within the sphere of their duty. Also
see Canadian Dredge & Dock Co. v. the Queen, [1985), 1 S.CR. 662. in which several cor-
porations were held

... criminally liable in the circumstances by operation of the identfication theory.
The underlying premise of this theory is that the identity of the directing mind and the
identity of the company coincide...

Also sce generally Harvey Yarosky, "The Criminal Liability of Corporatons™ (1964), 10
MeGill L. Rev., 142-157.
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- Ii 1S noteworthy _r.hat“ common law has long ceased thmkmg in terms of
vicarious liability when corporations breach the law, excent in limited cases where
corporate directors who have broken the law were elected to the board by the
shareholders, who subsequently failed to supervise their activities.”’4 But the civil
law of Quebec regards a corporation as a person who has rights and bears obli-g.a:
tions except those which the statute exempts when it considers a partnership as a
legal entity,””5 and vicarious liability has been imposed upon partnerships.’76
Moreover, in France and some other countries, though the notion is still rejected
that a corporation could be criminally liable, in limited circumstances corporations

may be convicted of committing criminal offences.””?

Although it is settled in common law that an inanimate entity such as a cor-
poration can be subject to criminal sanction and criminal liability, the debate con-
tinues in regard to the scope and extent of such liability, and who should be liable
for corporate illegal activities.”® The common law courts have consistently
regarded corporations as liable for any violations of the law that are committed by

their servants and agents in furtherance of a corporate goal,’’® and courts have not

714 Gerhard O. Mueller, supra, footnotz 751, at 39.
T35 Art. 1838 C.CL.C. as amended (1974).

716 Prices. Board v. Cote, et al., [Que. 1947] 5.CR.237. In this case, the partners of a com-
mercial firm were tried under part XV of the Criminal Code with violating the War Time
Prices and Trade Board Regularions, the lower court dismissed the charge, but the appeal was
allowed and defendants were hold Liable for the offence committed by their employee, acting
2s such in the ordinary course of business.

777 LH. Leigh, supra, footmote 750, at 265. It shall be remembered that the emergence of
the principle of defense sociale, huwever, justifies some of the criminal liability of corporations
for violation of economic regulations, because of the lack of reasonable means of checking cor-
porate activities, especially after World War II. Examples of these legislations are foreign ex-
change violations law, tax fraud law and foreign investment violation law.

718 John B. McAdams, "The Appropriate Sanction for Corporate Criminal Liability: An
Eclectic Alternative” (1977), 46 Cinn. L. Rev., 989-1000, at 992,

779 See Canadian Dredge & Dock Co. v. the Queen, (1985), 1 S.CR. 662. Also see Law
Reform Commission of Canada, Criminal Responsibility for Group Action (1978) Working Pa-
per No. 16, at 24-28. Also see Egan v. United States 137.F2d 369 (8th Cir. 1943), Cert.
denied, 88 L. Ed. 474 (1943), supra, footnote 208 and accompanying text. However, the U.S.
Court held that even when servants do not act with a view to furthering the corporation’s in-
tezests, the company may still be held criminally liable if superior agents were aware of the

-196-



recognized "due diligence” as a defence for offences requiring mens rea’sC Some
legal writers have maintained that such a defence should not be admitted because
it would give the corporations an opportunity to avoid liability for illegal acts and
to ‘shicld their complicity by claiming the exercise of due diligence to prevent ille-
gal payment.’81
We have taken a c&sow look at the development of the concept of corporate
criminal liability. We will now proceed to examine the jurisdictional bases upon
; which national corporations can be indicted and convicted when illegal acts have
been taken by their agents or subsidiaries outside the boundary of national laws.
We will also look at the policy dilemma and the implications associated with the

assertion of such jurisdiction.

violation and did nothing to report or prevent the agent's violations of the law. See Streare
Tank Lines, Inc. v. United States, 330 F2d 719 (5th Cir. 1963). Also see Standard Oil Corp. v.
United States, 307.F.2d.120 (Sth Cir. 1962), rev'g. sub. nom., and United States v. Thompson
Pewell Drilling Corp., 196 F. Supp.571 (ND.Tex. 1961), which proved that where the offence
does not involvesmens rea, corporations may be held liable for crimes of strict Lability if these
are committed by an employee while acting in the course of his employment, whether or not
he intended to benefit the corporation. ,

780 See Law Reform Commission of Canada, Criminal Responsibility for Group Action, Id.,
at 24-28, For offences requiring mens rea, the U.S. federal courts do not recognize due dili-
gence as 2 defence. The fact that the actor gisobeyed corporate instructions in acting as he did ~
will not preveat his intent from being imputed to the-corporation. See United States v. Armour
& Ce, 168 F.2d 342 (3rd Cir.1948). The rationale is to prevent corporations that have violated
the law from shielding themselves from liability on the ground that they had exercised
sufficient care to prevent illegal activities from occurring.

781 Seth Maxwell, supra, foomote 757, at 450.

o
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2. Jurisdictional Basis for Applying National Law

Under international law, the term “jurisdiction” generally refers to the state’s
power and authority to prescribe and enact rules of law that affect the legal
interests of its citizens.?82 However, the state’s jurisdiction under international law
depends upon the state’s interest, and-the nature and significance of such interest
depend on the nature of the transaction in question, and ‘on the persons who are
affected.”83 When en:cting laws, the state must have the lcgislaﬁvc power to do
580, because the court, to determine the extent of a particular statute, must be con-
vinced that the application is consistent with the principles of international law.78%
Congﬁ:cntly, it is a generally recognized principle that a state does not have the
tight to enact a criminal law that has extratefritorial reach,”85 because asserting
jurisdiction over conduct in the ambit of another country’s jurisdiction is an

infringement of the latter’s sovereignty and an impairment to its independence.786

'I'hc validity of any law and the exercise of jurisdiction’’ rest upon the

782 The U.S. Restatement (Second) of Conflict of Laws, Sec. 9 provides that where two
states have jurisdiction to prescribe and enforce rules of law, the rules they prescribe are re-
quired by international law to be in good faith, and they must moderate the exercise of their
enforcement jurisdiction in the light of such factors as:

(a) the vital national interests of each of the states,

(b) the extent and nature of the hardshxp that inconsistent enforcement action would impose
upon the persons involved,

(¢) the extent to which the required conduct is 1o take place in the temitory of the other state,

(d} the nationality of the persons involved, and

* (e) the extent to which enforcement by action of either state can reasonably be expected to
achieve compliance with the rules prescribed by that state,

See also D.P. O’Connell, International Law (1965), vol.2, at 655,

783 1d,, at 659.

784 Shelley O'Neill, supra, footnote 636, at 707.

785 The term "extraterritorial jurisdiction™ refers to “juridical power which exu:nds beyond

the physical limits of a particular state or country.” Black's Law Dictionary (5th edition, 1979),
at 528,

786 Shelley O’Neill, supra, footnote 636, at 710.

787 Shalom Kassan, ”Extrar.emxonal Jurisdiction in the Ancient World" (1935), 29 Am. J.
Inf'l L., 237-247.
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interpretation of three theories of legislative power and the assertion of jurisdiction
within international law.” The first recognized basis for jurisdiction under inter-
national law is nationality. It is generally accepted that in its sovereign power, a
state has the right to ph:scribc laws to control the conduct of its nationals wher-
ever such conduct occurs. The basis of this is personal jurisdiction, by which a
state court will rely on de facto power’s? over a pcrsor'l bearing state nationality,
whether a natural or a juristic person. A juristic person can be a corporation,
which, for the purpose of this jurisdictional basis, bears the nationality ‘of its incor-
porating state.7%0 A problem arises when this juristic person (the corporation) has
subsidiaries abroad, one or more of which has corm:ittcd an illegal act under the

law of its parent’s state of incorporadon. In such a case the exercise of a state’s

788 Sec generally Harvard research in International Law "Jurisdiction with Respect 1o
Crime.,” (Supp.1935), 29 Am. J. Ing'l. L., 435-447, at 445. The exercise of Jurisdicdonal power
in a manner inconsistent with international law or comity would trigger counter measures by
the country whose jurisdiction is being infringed upon, to protect its mational interest. This
takes the form of "blocking statutes,” which are enacted 1o impede the operation of foreign
law. For example, Canada’s Foreign Extraterritorial Measures Act(FEMA), S.C. 1984-85,
C.49, gives the Attorney General of Canada broad powers to restrict or prohibit the disclosure
of documents and data, and to forbid a foreign judgment to be recognized or enforced. In gen-
eral, the FEMA allows the government of Canada to respond to unacceptable claims of extra-
territorial jurisdiction by foreign governments and courts. Another example is the Trading In-
terests Act of Great Britain, which was enacied in March 1980. See generally M.J. Danaher,
"Antitrust Law: The Drawbacks and-Other Features of the United Kingdom Protection of
Trading Interests Acts™ (1980}, 12 Law & Pol'y. Int'l. Bus., 947-972, at 948.

789 Erik Nerep, Extraterritorial Control of Competition Under International Law (1983), vol.
1, at 4,

790 U.S. Restatement (Second) of Conflict of Laws (Supp. 1971) Sec. 41 states that

(@) a corporation’s incorporation in a state provides a fair and reasonable basis upon which to
base its amenability...;

«b)  incorporation in the state gives the state a basis for the exercise of personal jurisdiction over
the corporation in any action that may be brought against it;

Also Sec. 43 states:
A stawe has power to exercise judicial jurisdiction over a foreign corporation which has con-
sented to the exercise of such jurisdiction.

Sec. 44 states:

A state has power to exercise judicial jurisdiction over a foreign corporation which has au-
thotized an agent or 2 public official to accept service of process in actions brought against
the corporation in the state as to all courses of action to which the authority of the agent or
officizl to accept service extends.
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jurisdiction over its national abroad for acts committed in violation of its laws
would bcq limited by cons;idcration of international comity.”9! '

The second basis of jurisdiction is the territorial principle: A state has the
right to pmcribé rules of law attaching legal consequences to conduct occurring
within its territory, whether or not the effect of that conduct falls within that terri-
tory.”92 This principle was applied by the United States court in the case of Amer-
ican Banana Corp. v. United Fruit Corp.7%3 in 1909. The court held that the
Sherman Act (the major part of the American anti-trust law) did ng_t/apﬁly in this
case, because all the acts committed in furtherance of a conspiracy to restrain
trade occurred outside the territorial limit of the United States, and were not con-

sidered inviolation of the laws of the foreign countries.”>* However, today the

United States FCPA,”®5 as a statute directed at criminalizing illegal payments

abroad, is difficult to enforce because it involves acts that take place in another
state’s territory, which then raises the issue of extraterritorial application -and

enforcement of the 22t.79 The third basis of jurisdiction is the effect theory,

91 Shelley O’Neill, supra, footnote 636, at 711,
792 The territorial principle is set out in the U.S. Restatement (Second) of Foreign Relationg
Law, Sec. 17, as follows:
A state has jurisdiction to prescribe a rule of law

(a) auaching legal consequences to conduct that occurs within its territory, whether or not
such consequences are determined by the cffecubof the conduct outside the territory;
and '

(b) relating to a thing located, or a status or other interest localized, in its territory,
See 18 U.S.C. Sec. 17 (1965). '

793 American Banana Corp. v. United Fruit Corp., 213 US. 347 (1909) 29 5.Ct. 511, 53 L.
Ed. 826 (1909). At the defendant’s instigation, the Supreme Court of the United States affirmed
the dismissal of a complaint against the Costa Rican government for seizure of part of the
plaintff’s plantation. A senior Costa Rican official subsequently obtained title to the property
in an irregular ex parte judicial proceeding, and sold it to agents of the defendant, In the opin-
ion by the U.S. Supreme Court, the Sherman Act (under which the plaintiff sued) did not apply
o actions occurring outside the U.S, or involving sovereign acts that were lawful in the coun-
try in which they were performed, At 357-259,

794 1d., at 359.

™5 Pub. Law no. 95-213, Tit, 1, 91. Star. 1494(1977), Codified at 15. US.C. Secs. 78dd 1,
78dd 2, 78 FF. (Supp. 1, 1977). For full text of the act see Appendix No. II infra.
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. sometimes referred to as the objective territorial principle, which maintains that a
state has the power to prescribe rules of law relating to conduct occurring beyond
its territorial limit if that conduct has effects within the territory of the prescribing
state. This basis of jurisdiction was adopted by the Restatement (Second) of

A
Forcigtt-Relation Laws of the United States,””’ which emphasizes that jurisdiction

is limited to cases where:

(2) the conduct and the effect of the conduct are generally recognized as consti-

tuent elements of a crime or tort;
(b) the effect within the territory is substantial; and

(¢) the effect is a direct and foreseeable result of extraterritorial conduct. In
addition, the exercise is to be consistent with the generally recognized princi-
ples of justice. Under this theory of jurisdiction thc\ United States may seck
-to apply its own laws for conduct occurring outside its territorial limits, by
claiming subjcct’ matter jurisdiction when there is a direct or foreseeable
effect on U.S. commerce.”® This has been demonstrated by the holding of

the Second Circuit of the United States Court of Appeals in the case of

United States v. Aluminum Co. of America (ALCOA),” in which the appel-

late court recognized that the U.S. Congress has the power to attach liability

to persons for their conduct outside the United States. The court held that

796" In Canada, the Law Reform Commission of Canada, Working Paper no. 37, Extraterri-
torial Jurisdiction (1984}, at 8-9, emphasizes that the territorial principle should continue to be
the basis for the application of its criminal law, augmentad to a limited extent by other princi-
ples of public internatiogal law and international conventions. ‘

77 Sec. 18 (1965) of the U.S, Restatement (Second) of Foreign Relations Laws.

798 Kenneth R. Feinberg, "Economic Coercion and Economic Sanctions: The Expansion of
United States Extraterritorial Jurisdiction” (1981), 30 Am. U. LRev., 323-348, at 326-332.

99 United States v. Aluminum Corporation of America, 148 F24 416 (24 Cir. 1945). The
governn:ent alleged that an American company and 2 Canadian company conspired with Euro-
pean producers of aluminum ingots to impose quotas on imports into the United States. The
American tompany was absolvec, but the presiding judge held that the court had subject matter
jurisdiction over the Canadian company. 2
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the Sherman Act applied extraterritorially where conduct outside the United

States was intended to and did produce detrimental effects within the United

States. The court stated that .

... any s'riate may impose Ii'abilitics, even upon persons not within its

allegiance, for conduct outside its borders that has consequences within

its borders which the state reprehends; and these liabilities other states

will ordinarily recognize. 3% |

This e.ffcct basis for jurisdicn’on has been re fined by the Ninth Circuit Court
of ;\ppeal in the case of Timberlane Lumber Corp. v. Bank of America®0! which,
as the Alcoa case,392 has all the qualities necessary to set a precedent in the field
of foreign commerce by introducing the balance of interest approach test. The
facts in this c2se were that Timberlane, an American lumber.corporation entering
the Honduran market in seaxf:h of a Is'ou.rcc of lumEcr, brought suit against the
Bank of America an American corporation based in California and having a
wholly owned subsidiary ;)p-craring a branch in Honduras as well as égainst
several employees of the bank. The suit alleged that the latter conspired to
prevent Timberlane from milling lumber in Honduras and exporting it to the
United States, thereby helping to maintain control of the Honduran lumber export
business in the hands of a few individuals backed by the bank. The plaintiff
alleged that the defendant was restraining trade in violation of Secs. 1 and 2 of the
Sherman Act.803 All the activities, as the court founc-l, took place in Honduras.3%

These activities included inducing Honduran courts and authorities to issue court

800 1d ., ar 443, where upon cases were cited to support the "settled" principle of law as the
court saw it.

801 Timberlane Lumber Corp. v. Bank of America, N.T.& SA. 549 F.2d 597 (9th Cir. 1976).
802 {/nited States v. Aluminum Corporation of America, 148 F.2d 416 (2d Cir: 1945).

803 1d., at 597.

804 1d., at 604. 7
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orders crippling Timberlane’s operations, arresting and imprisoning Timberlane’s
manager in Honduras, and causing a com'pletc shutdown of Timbcrlang’s business
in Honduras.8%> The defendant argued that Timberlane's injuries resulted from
acts of the Honduran government in connection with the enforcement of a
disputed security ‘interest in a lumber :mll held by the bank, and could not be
reviewed under the act of state doctrine.8% The court, however, held that the act
of state doctrine does not require dismissal of an action when the activities in
question do not reflect official Hondhran policy nor threaten relations between the
. US. and Honduras.8%7 The court, in searching for the basis of jurisdiction,
analyzed and elaborated upon many of the commentaries in the doctrine as well as
the relevant casc laws, and reached the conclusion that the Sherman Act may
apply to activities of aliens as well as American citizens in other nations, but that
there comes a point at which the interests of the United States are too weak and
 the foreign harmony incentives for restraint are too strong to justify an extraterri-
torial assertion of jurisdiction.!™® The court went further t6 conclude that the
effect test as a basis for jurisdiction is incomplete because it fails to consider the
interests of other nations involved, and the full nature of the relationship between
foreign actors and the United States.3% The court introduced a tripartite analysis:

First, does the U.S. court have subject matter jurisdiction? Second, is the effect of

such a magnitude as to present a cognizable injury to the plaintiff? Finally, are -

the United States’ interests and concerns including the magnitude of the effect on
American foreign commerce sufficiently strong, vis-a-vis of other nations, to

Justify an assertion of extraterritorial jurisdiction over the conduct?.sw.'l’hc court

805 M

806 *d., at 605.

807 14, at 615. : - -
808 1d. at 609.

809 1d., at 612. * .

810 1d, a2 613.
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found that the first and second conditions were satisfied, but that the last was not,
and since no comprehensive analysis of the relative connections and interests of
Honduras and the United States was presented in the lower court, the case was

remanded without further inquiries.811 s

Seemingly, this balance of interest approach, reached by the United States
courts in trying to ‘accommodate the interests of foreign sovereigns, increased
awareness of the international implication of national laws for foreign businc;scs.
But it is no more satisfactory as a solution to the extraterritorial problcm than are
consultation procedures,812 because national courts tend t3 resolve disputes on the
basis of the immediate short term interests involved in a given case. This maKes

it difficult to perceive and weigh the interests and values of other nations in an

objective manner.813

8H 1d., at 615.
812 AV. Lowe, "The Problems of Extraterritorial Jurisdiction: Economic Sovereignty and
the Search for a Solution™ (1985} 34 Int'! &. Comp. L.Q., 724-746, at 732.

813 Harold G. Maier, "Extraterritorial Jurisdiction at a Cross Roads: An Intersection
Between Public and Private International Law™ (1982), 76 Am. J. Inf'! L., 280-320, at 317.
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3. Liability of MNCs for Dllegal Payments Made by'Their Subsidiaries
Abroad '

As we have seen, one of the traditional principles of asserting jurisdiction is
nationality, whereby underinternational law a state may punish the acts of its
nationals whether natural or juristic parsons wherever they are committed 814
Nevertheless, a problem arises when a corporation, as a juristic national, has
foreign subsidiaries, and one of those subsidiaries has committed an act prohibited
by the paren: corporation’s Iav{s. Thé questién i1s: Do the parent’s laws 'h_avc
extraterritorial reach to the subsidiaries?

No other country in the world has dealt with this question so thoroughly and
claimed so wide an application of its laws as the United States. Although most of
those claims and interests have centered on the enforcement of the U.S. anti-trust
and securities laws, many of the conclusions reached in these cases will have
analogous applications in other legal fields. The reaction outside of the United
States has been one of resentment and acute criticism. In the summer of 1982, the
extraterritorial application of the U.S. export control laws became the focal point
of an international dispute.815 Before that were the case of Societe Fruehauf v.

Massardy®16 and that of In re Uraniwm Ansitruse Litigation, Westinghouse Electric

814 See generally, supra. Chapter 6.2. :

815 The dispute arose on June 22, 1982, when the U.S. Department of Commerce, pursuant
to Sec. 6 of the Export Administration Act, Pub, Law no. 95-52, 91 Stat.235 (1977), amendad
Secs. 376.12, 385.2 of the Export Administration Regulations. The amendment implied an ex-
tension of U.S. controls on exports and re-exports of goods and technical data relating to oil
and gas exploration, exploitation, transmission and refinement, and was particularly aimed at
obstructing the progress of Soviet Union European pipeline construction. See generally Robert
S. Wayne, "Extraterritorial Application of the Export Administration Amendments of 1977"
(1978), 8 Ga. J. Inf'! & Comp. L., 741-761, and C.H.Peterson and A.G. Skol, "Export Control
Laws and Multi-national Enterprises™ (1977), 11 Inf'l Law., at 29.

816 Societe Fruehauf v, Massardy, Judgment of May 22, 1565, Cour d’Appel, Paris, [1965],
Recueil Dallaz Sirey, Jurisprudence 147, translated in 5 Jne'! Legal Materials, (1966), at 476,
In this case the U.S. sought to enforce The Trading with the Enemy Act, [Trading with the
Enemy Act of 1917, 50 US.C. App.Sec. 1 et seq. {1976)], against Fruehauf France, S.A., a
French subsidiary of an American corporation, because i the subsidiary had contracted to sell
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Corp. v. Rio Algom Lid317 in which the foreign states were outraged, and all
affected governments moved swiftly to block U.S. action, making the United

\
States’ extra territerial enforcement of its laws counterproductive 818

The subject of extraterritoriality has not been settled yet. The U.S. FCI;A‘819
has also recently been subject to some discussion, although it is limited to cor-
porations or any legal entities organized under Uniicd States 1aw,820 and any
"domestic concern” also defined to include all United States citdzens.82! It seem-
ingly does not extend to the conduct of foreign-based subsidiaries of United States
MNCs, or to corporations organized under foreign-law. However, the act may
have extraterritorial consequences in the case where an MNC’s subsidiary has
made illcgal payments that ultimately have some benefit for the parent corpora-
tion.8%2 For example, an MNC’s foreign subsidiary might pay a bribe to a foreign
official in connection with a deal between the subsidiary and the official’s govern-
ment, but later the parent might also gain a2 major contract with the ofﬁcial’s

government through its subsidiary, and the circumstances suggest that such a deal

and deliver goods made in France to the People’s Republic of China. Fearing prosecution, the
American parent corporation ordered its French subsidiary to suspend the performance of the
contract upon the request of the U.S. government. The board of directors of the French subsi-
diary succeeded in instituting Litigatiopn in the French court that resulted in the appointment of
an administrator to head the FrenchAubsidiary for three months, in order to preform the con-
tract. The U.S. perceived the activities of the subsidiary as an American entity, but the French
viewed the activities as subject to their own jurisdiction.

817 In re Uranium Antitrust Litigation, Westinghouse Electric Corp. v. Rio Algom Lid., 617
F.2d 1248(7th Cir. 1980).

818 Canada, Great Britain and Australiz moved to enmact laws to block the operation of
American law. See generally supra, footnote 788 and accompanying text. Also ses Robert R.
Merhige, Jr, "The Westinghouse Uranium Case: Problems Encountered in Seeking Foreign
Discovery and Evidence™ (1979), 13 /nf'l Law., 19-26. Also see Jeffrey L. Wood and Victor M.
Carrera, "The International Uranium Cartel: Litigation and Legal Implications™ (1979), 14 Tex.
Int'l L., 59-114, at 92-100.

819 Pub. Law. no. 95-213, Tit. I, 91 Star. 1494(1977). (codified at 15.U.S.C. Secs. 78dd 1,
78dd 2, 78 FF (Supp. L. 1977). For the full text of the act see Appendix No. I infra.

820 15 US.C. Sec. 78dd 2(d)(b) (1977).

821 15 US.C. Set. 78dd 2(d)(a) (1977).

822 David C. Gustman, "The Foreign Corrupt Practices Act of 1977: A Transactional
Analysis”(1979), 13 J. Inf'l L. & Econ., 367-401, at 393.
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would not have been possible had the subsidiary not bribed the official previously.
In this case, it is presumed that the parent had sufficient knowledge of the bribe
and its ultimate purpose. The liability under ﬁ1c act may also extend to illegal
payments made by a joint venture or a pﬁ:}nc contractor.323 Moreover, the act may
apply to a United States citizen who sets up a foréign corporation and makes ille-
gal payment.5%4 The act requires an MNC, as a parent co;'poration, to closely
oversee the accoﬁnting practices of its foreign subsidiaries, thus curtailing illegal
payment.52 Punishment under the act will extend to the parent corporation when
any one of its officials had knowledge, whether actual or constructive, gf the pay-
ment; the concepts of conspiracy and ;f aiding and a betting can be utilized to
prosecute the participants to prevent the parent’s officials from using the subsidi-
ary as a conduit for illegal payments.826 Finally, the act imposes liability upon the
U.S. parent corporation if it has constructive knowledge or "reason to Imow"ém
that its subsidiaries made illegal payments to foreign officials. Such constructive
knowledge can be inferred from the circumstances. For example, if the subsidiary
" spent a sum of money far beyond the original cstimau:,lor used fictitious invoices
to cover up the real disbursements of the money and its recipient or to withdraw a
large sum of cash for a questionable purpose, then the parent corporation may be

prosecuted for having reason to know the violation of the act.828

823 william C. George supra, footote 729, at 62, note 15.

824 Jeffrey J. Hamilton, "The Foreign Corrupt Practices Act of 1977: A Solution or a Prob-
lem?"(1981), 11 Calif. W. In'f LJ., 111-139, at 120, Although Sec. 104 of the FCPA (7844
2(d)d) is limited to companies organized under U.S. law, either federal or state, the definition
of the term "domestic concern”(78dd 2(d)(a) to include U.S. citizens when crganized and own-
ing companies in foreign states gives the act extraterritorial reach. An example of this situa-
ton is the civil injunction in the United States v. Carver, Cir. No. 79-1768 (S.D. Fla, filed
April 9, 1979). See Richard Shine, "Enforcement of the FCPA by the Department Justice™
(1982-83), 9 Syracuse J. Ini'l & Com., 283-300.

825 15 US.C., Sec. 78m(b)(2) (Supp. L. 1977). See also supra. Chapter 5.3.B.

826 Morton A. Pierce, "The Foreign Corrupt Practices Act of 1977" (1980) 8 Ins'l Bus. Law.,
13-18, 16. :

827 15 US.C. Sec. 78dd (a)(3).

%28 Jennifer L. Miller, "Accounting for Corporate Misconduct Abroad: The Foreign Corrupt
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‘ Hov.;cvcr, despite the act's efforts to cﬁcompass every attempt to circumvent
its application, MNCs still find ways to pay bribes ﬁm loopholes aﬁd excep-
‘tions to the act8?% This renders the FCPA problematic as a unilateral criminal
pfohibiﬁon,,for it is not accomplishing the elimination of international payoffs and
thus becomes ineffective in the absence of multinational efforts to curb corruption

in international business.

Practices Act of 1977" (1979) 12 Cornell Inr'l LJ., 293-307, at 304.
82% See Shelley O"Neill, supra, foomote 636, at 719.
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4. Liability of MNCs for Illegal Payments Made by Their Agents Abroad

As mentioned earlier, éorporations cannot shield themselves from liability
merely by taking the convenient path of imputing the committing of illegal acts to
their employees or agents. It is now a precedent that common law couﬁs will
impose liability upon a corporation for 'the illegal act of its agent when the agent
has committed the act within th'; scope of his employment, or when the act
appears to be within his ::1u\:1'n:>ri‘ty.830 Even if there is doubt about the agent’s
authority, the corporation may nevertheless be considered to have ratified the
agent’s illegal activity, and thus to have full responsibility for it,33! because when
a corporation accepts the benefit of an agent’s employment, it places itself in the
position of upholding the agent’s authority.832 Liability is attached to a corpora-
tion for the acts of its agent, ever though the agent has violated express instruc-

tions and policy not to commit illegal acts,®33 and even when corporate officers

took reasonable and utmost care to prevent violations of the Iaw,834 so long as the

agent was acting for the benefit of and/or on behalf of the corporation. This tradi-

tional principle of agency law applies when an MNC agent abroad makes illegal

payment in violation of the express policy of the corporation not to do 50.835 The |

830 Denis Houptly and Nancy L. Rider, "The Proposed Federal Criminal Code and Whire
Collar Crime"(1979) 47 Geo. Wash. L. Rev., 523-549, at 530.

831 Joseph E. Claxton, "Agency and Business Associations” (1974), 26 Mercer L. Rev., 21-
43, at 30.

82 Builders Homes of Georgia, Inc. v. Wallace Pump & Supply Corp., 197 SE. 2d 839
(1973).
© 833 United States v. Cadillac Overall Supply Corp., 568 F.2d 1078, 1090 (5th Cir. 1978);
United States v. Hilton Hotels Corp., 467 F2d 1000, 1004 (Sth Cir. 1972), Cert denied, 409
U.S. 1125 (1973). Congress may constitutionally impose criminal liability upon a business en-
tity for acts or omissions of its agents within the scope of their employment, and such lability
mzy attach without proof that the conduci was within the agent’s actual authority, even though
it may have been contrary to express instructions.
83 United States v. A & P Trucking Corp., 358 U.S. 121, 125-26 (1958). Offences commit-
ted by corporate agents generally inculpate the corporation. _
835 David C. Gustman, "Questionable and Ilegal Payments by American Corporations”
(1981), 19 Am. Bus.L.J., 67-74, 146-152, at 149,
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reason for this strict liability is to prevent MNCs from faﬁing to supervise their
A

agents’ behaviour abroad 836 J
Notwithstanding this general principle of ageney law, the question remains

whether the United States FCPA confers ex itorial jurisdiction . over the
actions of MNC agents overseas, and to what extent the interpretation of its provi-
sions will give rise to strict lability for every illegal payment made by these
agents. We should be aware that express authorization by MNCs to their ageﬁts
to make illegal payments to foreign officials is unlikely, and because the majbr:
purpose of the FCPA is to encourage MNCs to be more responsible and to try to
prevent the illegal conduct of their agents, accountability must-bc established on
the basis of secondary liability.837 However, legal commentators following the
legislative .history of the FCPA find it difficult to determine whether an MNC is
liable for the act of its agent when it had not authorized the agent’s actior; nor
issued a directive to its agent to make an illegal payment838 A broading of super-
vision by MNCs over the activities and pfabticcs of their agents abroad would no
doubt be of great benefit in assisting MNCs against charges that they had
kmowledge, whether actual or constructive, and therefore complicity in making the
illegal payment.$39

Although the FCPA does not explicitly confer cz‘m'atcrritorial jurisdiction for
the act of an MNC agent, and not withstanding the fact that so far there has been
~no judicial interpretation of it; provision,340 it appears from the l'anguagc of the

act that it has an extraterritorial reach over the activities of MNCs and their

86 David C. Gustman, supra, footote 822, at 385.
57 Jennifer L. Miller, supra, footnote 828, at 301.
¥8 pavid C. Gustman, supra, footote 835, at 148,
839 1d., ar 149.

10 Thig,
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agents. The act prohibits U.S. MNCs and other domestic concerns and their
agents from making use of the mails or any other instrumentalities of"interstate
commerce in furtherance” of making "corrupt payment."84! The term "intcrstatci_
commerce” is broadly defined to include "trade, commerce, u-anspc;rtation Br com-
munication amoﬁg the severzl states or between a foreign country and any state, or

between any state and any place or ship outside thereof."%42 According to this

broad definition, as one comm'cntator” observes, the SEC would be able to

activities thut the act is intended to .prevent3*3 The jurisdictional purpose is
satisfied to allow prosecution even if the illegal payment was made wholly outside
the U.S. by the agent of an MNC, for example through a-uansfcr of money to the
agent. 344 However, in view of the fact that the FCPA conditions the liability with
"knowing" or having "reason to know"that all or part of thepayment will be
passed on to bribe a foreign official, the court when presented with such a case
would adhere to "the reason to know" test before rendering judgment against an
MNC for the act of its agent.845 Although the phrase "reason to know'is not
specifically defined in the act, the conclusion of MNC liability for having reason
to know would depend upon the common sense of an ordinary man who may infer
from the facts or circumstances surrounding the payment that part of the payment

. -
made by the MNC to its agent as fee or commission is to be passed on as a bribe

841 15 U.S.C. Sec. 78dd 2 (Supp. I, 1977).

842 15 U.S.C. Sec. 78dd 2(d)(3) Supp. ], 1977).

843 Notes, "American Adjudication of Transnational Securities Fraud® (1975-76), 89 Harv.
L. Rev., 553-572.

844 David C. Gustman, supra. foomote 835, at 148.

845 Dayid C. Gustman, supra, footnote 822, at 386. The "reason to know" increases the po-
tential Lability of an MNC for an act of illegal payment committed by its agent or any closely
affiliated third party, regardless of whether the company was able to control the agent’s activi-

ties, especially since the court has not yet interpreted such language. See Bartley A. Brennmm,

supra, footote 728, at 63. s

Cay
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to a foreign official #46 The “"reason to know™ test requires that an MNC investi-
gate its agents’ past employment and rcﬁutation in representing and conductin_g
business abroad.$47 This stringent requirement is a sensible interpretation of Sec.
102 of the act,®8 aimed at preventing MNCs from "looking the other way" in
regard to questionable activities of their agchs.849 This presumption of knowledge
can be imputed to an. MNC for the act of its agent even though the MNC has
acquired a written agreement in which the agent has pledged not to bribe foreign
officials in the conduct of the company’s business. An exception to this would be
when other affirmative action was taken, such as the submission of the proposed
sale or contract and the representation of the agent for review and approval by

authorities of the U.S. Department of Justice.850

846 Morton A. Pierce, supra, foomote 8§26, at 16. One legal commentator maintains that the
"reason to know" standard suggests that the issuer cannot ignore "red flags” that would lead the
reasonable person to believe something may be amiss... The failure to investigate in the pres-
ence of danger signs should suffice to establish.. liabiliry..." See Wallace Timmeny, "SEC En-
forcement of the Foreign Corrupt Practices Act” (1979), 2 Loy. LA. Int'l & Comp. L Ann., 25-
46, at 31. In addition, MNCs should infer that any excessive fees or commissions would be
taken as a sign of complicity in illegal payment. To avoid such accusations they should tike

necessary precautions to ensure that these practices do not go on. However, other commenta-
" tors have refuted this argument by stating that MNCs do not "violate the FCPA merely by
transferring something of value with constructive knowledge that the recipient will use it to
make a prohibited payment; the company must also act with a corrupt intent.” See Gary M.
Elden and Mark S.Sableman, "Negligence Is Not Corruption: The Scienter Requirement of the
Foreign Corrupt Practices Act™(1980-81), 49 Geo. Wash. L. Rev., 819-842, at 828,

87 David C. Gustman, supra. foomote 822, at 388. &
8438 15 US.C. Sec. 78m(b) (Supp. L. 1977). S

843 Jennifer L. Miller, supra, footnote 828, at 302.
80 william C. George, supra, foomote 729, at 77.
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5. Political Reality and Judicial Restraint with Regard to Exercise and

Enforcement of National Sanctions

International law, which governs relations among nations, is founded on the
principles-of sovereign right and equality among nations, which then mandates that
one sovereign stafc may not exercise its power in any form in the territory of
another. This was affirmed by the Permanent Court of International Justice in the
S.S. Lotus case,%%! when it concluded that the assertion by a sovereign state of
extraterritorial jurisdiction over acts that took place in another state will most cer-
tainly undermine these principals and will antagonize and infringe upon the other
sovereignty. Furthermore, when 2 nation commits itself to a certain philosophy by
enacting laws criminalizing and punishing acts outside its territorial limit, it shall
not ignore the political reality of 'today’s business world. In enforcing such laws
its judicial organ shall exercise such restraint as to effectuate international
cooperation and clévatc respect for sovereignty and international comity, v:rhich

has been defined by the common law court as a body of rules that reflects:

-..the recognition which one nation allows within its territory to the leg-
islative, executive or judicial acts of another nation, having due regard
-both to international duty and convenience, and to the rights of its own

citizens or of other persons who are under the protection of its laws. 852

The application of national law to MNC activities in another state may be
perceived as particularly intrusive upon that state’s sovereignty. The reaction was

well and eloquently stated by Lord Viscount Dilhorn:

For many years now the United States has sought to exercise jurisdic-

851 §.5. Lotus (France v. Turkey), 1927 P.C:1] Reports, Series A. No. 10.
82 Hilton v. Gugat, 159 U.S. 113, 164 (1895).
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tion over forcigners in respect to acts done outside the jurisdiction of
* that country. This is not in accordance with international law and has
led to legislation on the part of other states, including the United King-
dom, designated to protect their nationals from criminal proceedings in
foreign courts, where the claims to jurisdiction by those courts are

excessive and constitute an invasion of sovereignty...853

It is evident that, when the nan'or;al law, such as the FCPA, prohibits illegal
payments by MNCs, it may in some situations have extraterritorial reach that
amounts to. indirect infringement on the sovereignty of the country where the ille-
gal payment is made, and may consider itself as having priority to regulate illegal
payments and bribery within its jurisdiction.%* There is also the situation where
the subsidiaries made illegal payments and there are documents and records that
can prove that the parent company knew or had reason to know of the payrment.
The U.S. court would have no problem if the parent corporation has possession of
the document and records to be produced as evidence in the trial. But 2 problem
arises when the subsidiary has possession of the documents, and the U.S. court has
no pérsonal jurisdiction to compel their production.’55 The U.S. court would have

to issue a rogatory letter836 secking the assistance of a foreign sovereign legal

853 Rio Tinto Zinc Corp. v. Westinghouse Elec. Corp. (1978) 1 All E. Rep. 434, at 464
(HL.).

854 Shelley O’Neill, supra, footnote 636, at 712.

855 It has been proven that any attempt involving the use by U.S. federal agencies of the
compulsory process to force production of evidence situated in foreign jurisdictions will be
directly challenged by the executive and judicial authority of the foreign state. Such challenge
may take the form of political protest to the U.S. or the enactment of blocking statutes to pro-
tect against unwarranted unilateral application of U.S. extraterritorial law. An example of
Canadian blocking statutes is the Foreign Extraterritorial Measures Act, proclaimed on Febru-
ary 14, 1985. See supra, foomote 788 and accompanying text For more discussion of this sub-
ject, see A.V. Lowe, "Blocking Extraterritorial Jurisdiction: The British Protection of Trading
Interests Act of 1980" (1981), 75 Am. J. Int'l L., 275-282. Also see Sidney S. Rosdeitcher,
"Foreign Blocking Statutes and U.S. Discovery: A Conflict of National Policies™ (1583-84), 16
NY.UJ. Intl L. & Pol., 1061-1074.

856 A rogatory letter is a request to assist the administration of justice, issued by a court in
~ one country to a court in another country, usually through diplomatic channels. See G.M.
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system to compel production of such documents, based on the principle of
cooperation and international comity.357 Inherent in international comity is
reciprocal assistance among nations, but this does not compel testimony or produc-

tion of incriminating documents in breach of the law and the public policy of the

sovereign state.858 .

United States action to assert juﬁsdiction and enact law that govern conduct
occurring in an other country and under the domain of its law certainly offends
this principle of international comity.359 However, practical adjudication of the
violation of national law prohibiting illegal payments abroad may I.:c hard to
achieve, becaus’e the application of national law to illegal activities by MNCs out-
side the adjudicating state’s borders would depend on judicial:\analysis of the
extent to which a foreign government official’s conduct is a sovereign act.3%0 This
act of state may be employed by the maker of the illegal paj/m::nt as a defence,

~ along with the defence of sovereign compulsion to make illegal payments, as we

will see in the following analysis.

Whiteman, Digesr of International law, {1968), at 204.

87 For discussion of this subject see Harry Leroy James, "International Judicial Assistance:
Procedural Chaos and Program for Reform” (1953), 62 Yale LJ., 515-562.

88 £ C. Lashbrooke, Jr., supra, footmote 608, at 238.
859 Shelley O’Neill, supra. foomote 636, at 711.

80 Chitles R. McManis, "Questionable Corporate Payment Abroad: An Antitrust Ap-
proach” (1976), 86 Yale LJ., 215-238, at 233.
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A. The Sovereign Compulsion Defence

.The sovereign compulsion defence is a judicial cri-:ation, as is the act of state
‘doctrine defence.861 We shall be cognizant of the fact that although . the two

defences are similar, they have different doctrinal underpinnings.862

Because the sovereign compulsion defence is used to evade prosecution for
violating local law, the complex issue of causation is always raised. Courts permit
only a narrow use of the defence, particularly in illegal payment issues.863 For the
defence to be valid, it has to be established :hat the violation of national law
clearly was compelled, rather than permitted or encouraged by foreign officials, 864
and furthermore that the conduct took place within the territory of the -foreign
sovereign that instigated or ordered the law violation by the MNC.865 Under U.S.

law, compulsion is accepted as™a defence only if four conditions are met:

(@) the compulsion order was lawful under the legal system of the issuing
government;

(b) the government issued t.‘hc order in a sovereign rather than a comrﬁcrcial
.capacity;

(c) the order was directed only at conduct within the border of the compelling

government, and

81 See Sigmund Timberg, "Sovereign Immunity and Act of State Defences: Transnational
Boycotts and Economic Coercion® (1976), 55 Tex. L. Rev., 37, at 20. ~

852 The distinction between these doctrines has been recognized recently by the Deputy As-
sistant Atomey General of the United States in téstimony before the U.S. Congress Sub com-
mittee on International Economic Policy of the House Committee on International Relations, 5
Trade Reg. Rep. #50, 238, ar 55.

863 Charles R. McManis, supra, footnote 860, at 232. .

864 Contirental Ore Corp. v. Union Carbide &Carbon Cop.. 370 U.S. 690, 707 (1962).

85 United States v. Watchmaker of Switzerland Informatior. Center, Inc., [1963] Trade. Reg.
Rep. (CCH)No. 70, 600 (SD.N.Y. 1962); modified, [1965] Trade. Reg. Rep. (CCH) No. 71,
352 (SDN.Y. 1965). = -
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(d) the order was not induced by the private party claiming the dt:_f:.::ncc:.s‘56

It is important to mention that the basic policy on which the defence of
sovereign compulsion rests is fairness to the coerced party.567 Accordingly, for an
MNC to avail itself of the defence of sovereign compulsion, it must be evident
that the foreign government or official acted essentially to coerce the violation of
the law, otherwise ihe defendant MNC could have legally refused to accede to the
foreign official’s request for illegal playme,m.868 One legal commentator has sug-
gested that there should not be svch an emphasis on the requirement of a govern-
ment decree on participation ;m the payments for an MNC to invoke the defence
of sovereign compulsion in the case of illegal payment. He mailltains: "The
litmus test of the Jefence should be the degree of the compulsion, not the form of
the compulsion, [because] from the perspective of the company, it makes little
differcnce whether pressure is exerted by formal decree or statute or by some
informal customary practice."86° Regardless of what the commentators believe, the
courts always tend to narrow the application of the sovereign compulsion
defence®70 1o the point where for the defence to operate there must be evidence

that foreign law compelled the defendant (the MNC) to violate the FCPA or any

other law relevant to the transaction.871

866 See James R. Atwood and Kingman Brewster, Antitrust and American Business Abroad,
vol. 1 (2ndedition, 1981), at 268, Chapter 8.14.

87 Notes, "Extraterritoriality: Antitrust Law Development of the Defence of Sovereign
Compulsion"(1971), 69 Mich. L. Rev., §88-913, at 892,

88 Though the defence of sovereign compulsion is recognized when the party invoking it
was conforming 0 a statute or decree, "the law is less clear in regard to conduct which is re-
quested or induced by foreign officials.” See Joel Davidow, "Antitrust, Foreign Policy, and
International Buying Cooperation”(1974-75), 84 Yale L.J., 268-292, at 282.

89 Gerald T. McLaughlin, supra, footmote 610, at 1107.

870 Sabre Shipping Corp. v. American Presidential Lines, Ltd., 285 F. Supp. 949 (SDN.Y.
1968);Cerv denied, 407 F2d 123 (2nd Cir.), Cert denied, 395 U.S. 922 (1965).

571 See Sigmund Timberg, supra, footnote 861, at 23.
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Examples of relevant dicta are found in cases involving thé. violations by cor-
porations of American antitrust law as a result of foreign sovereign compulsion.
One example is the case of Continental Ore Cov. Union Carbide & Chemical
Co.872 which involved acts in Canada by the Canadian subsidiary of a U.S. com-
pany. The charge was that the parent company (Union Carbide) had conspired
with its Canadian subsidiary, (Electro Metallurgical Company of Canada, Ltd., or
Electro Met), to monopolize vanadium production and sales in Canada873 The
plaintiff, Continental Ore, alleged that it, among others, had been eliminated from
the vanadium business.as a consequence of Union Carbide’s restrictive practices in
Canada. Electro Methad been appointed by the C-a.:.tadian government as the
exclusive agent of vanadium in Canada. Consideri \_g/ the involvement of the
Canadian government, the question that arose was whether the acts of the Cana-
dian subsidiary (which were attributed to its parent, Union Carbide) were shielded
from the reach of the American antitrust law, namely, the Sherman Act. The
United Sti}tcs Supreme ’Court held that Electro Met was not excused from refusing
_to deal with Continental Ore, an American Corporation that sold vanadium, simply

because it was
...acting in a manner permitted by Canadian law...87%

. Y
The court found no indication of involvement by any Canadian official in directing
or ordering the cease of purchases from Continental; so Electro Met, though an

agent of a foreign govcrnmcnt, was acting on its own, without official approval.

The court therefore d1d not permit the. sovereign compulsion defence.875 Some

872 Continensal Ore Co v. Union Carbide &Chemical Corp., 370 U.S. 690, 82 S. Ct. 1404,
8 L. Ed.(2d) 777 (1962)"

873 Vanadium s a rare metal used in producing a tough and durable steel alloy.

874 Continental Ore Co. v. Union Carbide &Chemical Corp., 730 U.S. 650 (1962), at 706-
707.

875 Ihid.
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legal commentators have inferred from this that if there had been an actual order
c} involvement by the Canadian govcrmﬁcnr, the court would havF reached a
' different conclusion.876 Conérumﬂy, however, underlying the sovcrcfgn compul-
sion defence is the-balance of the international comity interest.377 The court may
not admit this dcfcncé if the foreign government action is of a commercial nature -

rather than one pertaining to the performance of a government function.878

It follows that MNCs are not able to invoke the sovereign compulsion
defence merely for having acceded to an official’s request for a bribe, because for
‘Lhe defence to operate there must be evidence that the MNC was compelled to
violate its national law and pay a bribe. A case in point was the antitrust acu’oq
of United States v. Warchmakers of Switzerland Informarion Center, Inc.8379 The
Swiss government had, strange encouraged Swiss watch firms and trade associa-
tions to execute and participate in an international agreement to limit exports of
Swiss watch parts to the U.S., as well as to restrict United States export of compa-
tible parts to the Swiss market in other countries.880 The complaint was filed in

New York against several American and Swiss manufacturers for conspiracy and

876 Robert C. Barnard, "Extra Territoriality and Antitrust Law in the United States” (1963),
No. 6 Supp. Inf'l & Comp. L.Q., 95-116, at 104; Anthony W. Graziano, Jr., "Foreign Govemn-
mental Compulsion as a Defence in United States Antitrust Law” {1967, 7 VaJ. Inf'l L., No.
21, 100-145, at 136-137; Wilbur L.Fugate, "Antitrust Jurisdiction and. Foreign Sovereignty"
(1962), 49 Va. L. Rev., 925-937, at 934. Also see Pierre Vogelenzang, "Foreign Sovereign
Compulsion in American Antitrust Law” (1980), 33 Stan.L. Rev.. 131-153, at 142-150.

S77 Douglas E. Rosenthal, "Sovereign Compulsion Defence in Antitrust Litigation: New
Life for the Act of State Doctrine?” (1978), 72 Am. Soc'y Int’l L. Proc., 97-118, at 117.

$78 Donald I. Baker, "Antitrust Remedies Against Government Inspired Boycotts, Shortages,
and Squeezes: Wanderings on the Road to Mecca™ (1976), 61 Cornell LRev., 911-949, at 927.

878 United States v. Watchmakers of Switzerland Information Center, Inc., [1963) Trade
Case no. 77, at 414 (SD.N.Y. 1963). The original complaint was filed in October, 1954, Is-
sues regarding personal jurisdiction were argued in United States v. Watchmakers of Switzer-
land Information Center, Inc., 133 F. Supp. 4XS.D.N.Y., 1955), re argument denied, 134 F,
Supp. 710(S.D.N.Y., 1955).

880 The case was subsequently dismissed as regards some defendants, while others signed a
consent -lecree. For more discussion and background of the case, see G. Winthrop Haight,
"The Swiss Watch” in Common Market and American Antitrust: Overlap and Conflict (1970),
at 311-363.
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restraint of trade in violation of the American anti-trust law. The court, neverthe-
less, found that the Swiss government’s approval of the an'angcménts did not
shelter the Swiss defendants from antitrust liability, because Swiss law had not
required. that participation.3%1 The court held that the defendants were liable for
their participation in the convention, which resulted in_ the restrictive practices,
even though such practices were permitted under Swiss 1%.{\;.:.332 The presiding
Jjudge distinguished this case from the situation where a foreign government com-
pels a business to engage in activities that violate American laws by saying that:
if, of course, the defendants’ activities had been required by Swiss

law, this court could indeed do nothing...383*

-

Sccm.ii'zgly, in both cases that we have just presented, the courts indicated in dicta
that sovereign compulsion may immurize MNCs from liability for violation of
' national law. This was also bome out by the court holding in Inter-american
Refining Corp. v. Te.xaco Maracaibo, Inc 834 in which the court recognized that
compulsion by a foreign government can justify the corporation’s violation of
national law and shield it from Hability.885 The rationale stems from the fact that
when a foreign nation compels a corporation to follow certain patterns of trade
practice in conducting business in that country, the act becomes in effect not the
act of the corporation accused of violating nation al law, but of the foreign

sovereign where the corporation operates and is compelled to act according to

81 United States v. Watchmakers of Switzerland Information Center, Inc., [1963], Trade
Cases #77, at 426. The core of the conspiracy was the collective convention, a private agree-
ment among associations of Swiss Manufacturers and some individual American manufacturers,
One of the purposes of the convention was to regulate the flow of Swiss watch parts to the
American market.

882 1d., at 456.

883 Ihid

884 Inter-american Refining Corp. v. Texaco Maracaibo, Inc., 307 F. Supp. 1291 (D. Del. -
1970).

835 1d., at 1298.
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those patterns.886 The court held that:

It requires no precedent, however, to acknowledge that sovercignty
includes the right to regulate commerce within the naton. When a
nation compels a trade practice, firms then have no choice but to obey.

Acts of business become effectively acts of the sovcmign.887

Although several legal writers accept this conclusion, which effectively
excuses the corporation from liability for violating national law,388 others consider
the Inter-armerican case wrongly decided on the ground that the foreign sovereign
decree compelling the corporation to act in violation of national law was not car-
ried out in the sovereign’s tcrn'tdry but was taking place wholly in the territory of

the United States.589-

Finally, in the recent case of Associated Radio Serv. Co. v. Page Airw&ys,

Inc 390 the court affirmed a jury verdict for the plaindff, finding that the defen-
dants had restrained -and monopolized trade, including export trade, in avionics for
a particular type of business aircraft. Part of the claim was based on evidence that
the defendants had bribed foreign government officials to secure their
govemnment’s busiﬁés's. In an instruction approved by the court of appeal for the
Fifth Circuit, the jury wa; ‘informed that it could find a foreign govemnment com-

- pulsion defence if:

-

836 Gerald T. McLaughlin, supra, foomote 610, at 1105. .

887 Inter-american Refining Corp. v. Texaco Maracaibo, Inc., 307 F. Supp. 1291 (D. Del.
1970), at 1298. :

888 See Wilbur L. Fugate, Foreign Commerce and Antitrust Law, (2d ed., 1973), at 80.
_Also see Robert C. Bamnard, supra, foomote 876, at 103.

889 See Douglas E. Rosenthal, Antitrust Jurisdiction and the Activities of Foreign Govem-
ment, Department of Justice press release, at 8 (January 29, 1976) (address before the World
Trade Institute, New York City). The writer acquired a photostat copy of the speech from Pro-
fessor Jonathan Fried during the course in Intermational Economic Law in which the writer was

enrolled at the University of Ottawa, Ottawa, Canada. -

890 Associated Radio Serv. Co. v. Page Airways, Inc., 624 F. 2d 1342 (5th Cir. 1980).
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-.the "foreign bribe" is a cost of doing business in the particular coun-
try and failure to make the payment results in the competitor mcwtably

losing the business.89!

Notwit.hstanding the dicta in the cases that we have just discussed in relation

to the validity of the defence of sovereign compulsion, courts may be reluctant o -

allow sovereign compulsion in its widest application, because the acceptance of
illegal payments.is not considered to be an act of staté; and is outside the realm of
official conduct. So, allov;ing suc'h a defence protects MNCs from violating
national law, thus inducing such conduct by foreign officials even though it is
against the law of their country.892 Therefore, illegal payment cases seem to fall

outside the protcciivc scope of this defence.

591 1d., at 1360." Note no. 27 in the judge’s instructions to the jury.
892 Joel Davidow, supra, footnote 868, at 284.
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B. The Act of State Doctrine Defence

Generally, when a national court contemplates an action by a sovereign state,
attention i; inevitably focﬁscd on-the act of state doctrine as developed by the
American courts, which have undeniably contributed greatly to the dzvelopment of
the commo_ﬁ law system.893 This approach ‘has also been recognized by other
major common law countries such as Great Britain %4 Australia and Canada 895
The essence of this doctrine is r.hat national courts will not pass judgment upon
the validity qf the acts abroad of a recognized foreign sovereign state effected in
or by virtue of the sovereignty capacity. This is distinct from the sovereign
immunity doctrine in that the latter exempts a party from suit by virtue of its sta-

n;tes, while the act of state doctrine is an application of the conflict of law princi-
ple.8%6 X \'
This doctrine was ﬁrst enunciated by the U.S. Supreme court in the Underhill -
v. Hernandez case3®’ The court held that the judiciary could not inquire into the
' legality of an action taken by a Venezuelanleader whose government was later
rccégﬁizéd by the U.S,, stating that:
Every sovereign state is bound to respect the independence of every

other sovereign state, and -the courts of one country will not sit in

893 There have been voluminous commentaries on the act of state doctrine. For examples of
recent writing, see Peter A. Longa, "Limiting the Act of State Doctrine: A Legislative Initia-
tive” (1982), 23 Va. Juns'l L., 103-133; Brian S. Fraser, "Adjudicating Acts of State in Suits
Against Foreign Sovereigns: A Political Question Analysis” (1983), 51 Fordham L Rev., 722-
746. -

%94 English courts have followed the American approach by recognizing the act of state doc-
trine Halsbury's Laws of England (1977), vol. 18, at 793,

895 "In relation to Australia in general and the Trade Practice Act of 1974 in particular,
every reason and logic and policy would seem to compel adoption of the U.S. approach.” See - -
Graham R. Taylor, "The Extratemritoriality of the Australian Antitrust Law"(1979), 13 J. Ins'l
L. & Econ., 273-310, at 307.

896 Sev Halsbury's Laws of England (1977), vol.18, at 793.

87 Underhill v. Hernandez, 163 U.S. 250 (1897). :
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judgement on the acts ofsthe government of another done within its o;.vn
' {m.itory_sgs A '

Since this case, the courts have consistently refrained from -adjudicating
issues that involve the actions of a foreign sovereign.8%° This absolute abstention
has been modcrz;tcd by the balancing approach test to determine whether applica-
tion of the doctrine is a;:rpr‘opria.te..9'00 In spite of this reformulation of the act of
state docu'ir;c, most courts i:rudcntly limit their role, and refrain from interfering in
issues that would provoke foreign policy problems, and have upheld the doctrine
in several recent cases.50! For example, in Occidental Petroleum v. Buttes Gas
and Qil Co.9%2 the court adhered to the view that a national court shall not pass

judgment upon the acts of another sovereign in its own territory. The case was a
898 1d., at 252. ™ :

899 See, for example, Ricaud v. American Metal Co., 246 U.S. 304, 309 (1918) (court will
not inquire into the legality of a sovereign’s act committed within its boundaries); QOetjen v.
Ceniral Leather Co., 246 U.S. 297, 303-04 (1918) (act of state doctrine helps preserve amica-
ble relatons between governments and peace among nations); American Banana Co. v. United
Fruit Corp., 213 U.S. 347, 352 (1909) (act of state doctrine compelled by comity of nations
and sovereign authority).

0 In Banco Nacional de Cuba v. Sabbatino, 376 U.S. 398 (1964). This suit related to the
Cuban government's expropriation of the assets of an American owned corporation in Cuba.’
The court, after discussing the separarion of power and the U.S. constitution, and whether hear- .
ing cases involving foreign sovereign acts would interfere with foreign policy (at 427-28), con-
Clyded that the purpose of the act of state doctrine would be best promoted by the use of 2
flexible balancing approach to determine whether to invoke the doctrine in a particular case
rather than by strict judicial abstention (at 428). The court finally upheld the doctrine after
finding that intemational law provided the court with liule guidance concerning the rights of
those whose property 2 sovereign state had expropriated, "Rights of victims of expropriated
property vary greatly from nation to nation” (at 428-430). Also the court noted that discussion
of the expropriation would have raised a sensitive ideological debate concerning private vs.
state ownership of a nation’s means of production( ibid. ), and concluded that judicial action
on this issue, therefore, could result in injury to foreign relations and foreign policy objectives
( Ibid., at 430). _

01 As a result of the court’s holding in the Sabbatino case, the U.S. Congress, concemed
that such holding would preclude American victims of illegal expropriation from obtaining any
redress, responded to the court holding by enacting an amendment to the Foreign Assistance
Act of 1964 (Pub. Law no. 88-663 Secs. 301(d), 78 stat. 1013 codified as amended at 22
US.C. Sec. 2370(e][2] [1982]). See Veronica A. DeBerardine, "Foreign Corrupt Practices:
Creadng an Exception to the Act of State Doctrine” (1984), 34 Am. U. L.Rev., 203-243, at 210.

%2 Occidental Petroleum v. Buttes Gas and Qil Co., 331 F. Supp. 92 (C.D. Calif. 1971),
aff’d 461 F.2d 1261 (9th Cir.) (per curiom] Cert. denied, 409 U.S. 950 (1972).
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private antitrust suit alleging that the defendants (Buttes Gas and Oil Company
and Clayco Petroleumn Corporation) who had an ol conc&s;ion from the Trucial
State of Shatjah9°3 to cover its territorial and offshore waters, conspired with
officials in that state to deprive the plaintiffs from winning the concession. Buttes
allegedly bribed the state ruler to pass ‘a decree to éxtend its territorial waters to
-cover an area that was supposed to be covered by a concession held by the
plaintiff (Occidental) for the sister Trucial state of Um Al-Qaywayn.%% The court
discussed whether there was "a substantial anti-competitive effect on American
commerce,” hoping to find basis for jurisdiction.995 The court found that the com-
plaint was insufficient to invoke the Sabbatino balancing approach test_.go‘s The

court conciuded that, although the ruler was motivated by his own personal gain

and benefit

" ...the act of state doctrine precludes [this]court from further adjudication

of the instant complaint. %07

According to this holding, courts may “continue to hold this position of refraining
from inquiring into the motivations of foreign government officials to distinguish

between legal payments and bribes prohibited under the U.S. FCPA.908

Notwithstanding this, the Supreme Court of the United States recognizes an
exception to the act of state doctrine when the sovereign’s conduct is essentially

commercial in nature, as the court held in the case of Alfred Dunhill of London,

%03 Sharjah and um Al-Qaywayn united with several other Gulf Trucial sheikdoms to form
the United Arab Emir ates.

. 904 Qccidental Petroleum v Buttes Gas and Oil Co., 331 F. Supp. 92 (CD. Calif. 1971),
ad 461 F2d 1261 (9th Cir.); denied 409 U.S. 950 (1972), at 98-101.

%05 1d., at 102-108. However, there have been no agreed upon criteria for what constitutes a
substantial effect. See Erik Nerep, supra, foomote 789, vol. 2, at 581,

90¢ Occidental petroleum v. Buttes Gas and Oil Co., 331 F. Supp. 92 (CD. Calif. 1971), at
112,

07 14, at 113.
908 Shelley O'Neill, supra, footnote 636, at 714.
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Inc. v. Republic of Cuba®® The plaintiff, an importer of cigars, complained that
the Cuban government had refused to return funds that the plaintiff had mistakenly
paid to Cuban interveners for cigars the plaintiff had purchased prior to the Cuban

seizure and the nationalization of cigar companies. 910

The former owners of the Cuban companies, most of whom had fled to the
United .Statcs, Jbrought an action in the U.S. court to collect the pu.rchasc price of
cigars that had been shipped to importers from these ized Cuban plants.
Correspondingly, the intervenors and the Republic of Cuba brought separate litiga-
tion against the prior owners’ attorneys, sceking to restrain the further prosecution
of the sui. The actions were consolidated for trial. The District Court concluded
that thé former owners, rather than -the interveners, were entitled to collect the
whole amount due and unpélid with respect tcéo shipments made after the date of
.intervention, but potl to the accounts owing at the time of confiscation without
compensation. This conclusion brought to the fore the importers’ Alfred Dunhill
and others claim that their payment of the preintervention accounts had been made
in error and that they were entitled to rccr;vcr these payments from interveners by
way of set off and counter claim, because they had paid this sum subsequent to
intervention on the assumption that the interveners were entitled to collect the

accounts receivable of the intervened business.?11

Although the government of Cuba argued that its refusal was an act of state
barred from adjudication,?!2 the Supreme Court declined to invoke the act of state

doctrine®1® on the ground that the Cuban government was operating a cigar busi-

. 909 Alfred Dunhill of London, Inc. v. Republic of Cuba, 425 U.S. 682 (1976).
910 Id., at 684
1 1d., at 687-688.
912 1d., at 687.
913 Id, at 697
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- mness for profit, an activity that is not sovereign.? In accordance with this hold-
ing, the court may rationalize that payment of a bribe to a foreign official to gain
some business advantage is a purely commercial Jacrion and the adjudication of
such illegal conduct is not barred by the act of state doctrine,”! because the doc-
trine is an untenable defence in every case involving illegal conduct by a foreign
official.? ' Nonetheless, this restrictive view has applied only in cases in which
the defendints were state owned or operated commercial vertures, and "since most

overseas payment suits are likely to be brought against corporations... even an

expansive view of the [act of state doctrine] would not pose a major obstacle to... .

action against overseas payment'9l7 by U.S. Corporations. Regardless of this
view, the act of state doctrine may cffccﬁvély pnl:vcnt a successful challenge to
any payments to foreign officials acting in their official capacity, because the act
precludes judicial inquiry into the action and the motivations underlying the activi-

ties of a foreign sovereign and its officials.?18

The act of state doctrine has been successfully asserted by private MNCs as a
defence to their being involved in i11¢¥ga1 payments to foreign officials. The first
case in point is Hunt v. Mobil Oil Corp319 in which an American company pro-
ducing oil in Libya brought an antitrust suit against another American company

similarly engaged.®?0 The plaintiff charged that the defendant had agreed to

914 1d., at 706. However, because sovereign acts are essentially those of private citizens, ad-
judzcauon is "unlikely to touch very sharply on 'national nerves’.” Id., at 704 (quoting Bance
nacional de Cubav. Sabbatino, 376 U.S. 398, 428 (1964).

915 Shelley O’Neill, supra, footnote 636, at 715-716.

916 Charles R. McManis, supra, footnote 860, at 236,

917 1d., at 234-235.

918 Qccidental Petroleum v. Buttes Gas & Oil Co., 331 F. Supp. 92 (C.D. Calif. 1971), aff'd
461 F.2d(9th Cir.); Cert. denied 409 U.S. 950 (1972). The court invoked the act of state doc-
trine o preclude inquiry into the granting of an offshore oil concession.

19 Hunt'v. Mobil Oil Corp., S50 F.2d 68 (2nd Cir. 1977); cert. denied, 98 S.Ct 608, 434
U.S. 984(1978).

920 Several oil compamcs were implicated in this suit (including the seven major oil cor-
porations which are sometimes referred to as the seven sisters): Mobil Qil Corporation; Exxon
.. Corporanon Shell Petroleum Corporation Ltd.; Texaco, Inc.; Standard Qil Company of Califor-

”
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bargain jointly with the Libyan government concerning the terms of its oil conces-
sions.521 Among the several claims of Hunt, a small, independent producer, was
the ailcgation that the defendant had manipulated the negotiations with the foreign
government by bribing several government officials to cause the Libyan govern-
ment to nationalize Hunts’ Libyan operation and properties.?22 The U.S. court of
appeal for the Second Circuit affirmed the lower court decision and rejected tne
plaintiff’s argument, stating that:

There is no allegation expressed or implied here that representatives of

Libya were seduced or enticed in any manner by the payment of bribes

or boodle to take -the action complained about. On the contrary, ..

Libya is depicted as the innocent dupe of a domestic conspiracy.92>

The court of appeal affirmed the dismissal of the plaintiff’s claim on the ground

that the act of state doctrine rendered the claim nonjustifiable, even though Libya
{

was not named a defendant or designated as a co-conspirator.”?* The court went

on to say:

This appeal therefore is not the proper vehicle for consideration of inter-
national commercial bribery in so far as it affects the act of state doc-
trine 925

This holding rdcmonstratcs how an MNC that made an illegal payment can invoke -

the act of state doctrine as a defence against prosecution.?26

nia; The British Petroleum Company, Ltd. and Gulf Oil Corporation; Occidental Petroleum
Corporation’s; and Grace Petroleum Corporation as the defendants, and Hunt Oil Company, an
independent oil producer, as the plaintiff. See Id., at 70.

921 1d., at 70

922 1d. at 72.

923 1d,, at 79.

24 1d., at 72.

925 1d., at 79.

926 Gerald T. McLaughlin, supra. footnote 610, at 1104,
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However, it could bc argued that the request or receipt of a bribe by a
foreign official is not a sovereign act, and therefore cannot be defended under the
act of state doctrine. This is demonstrated in tiic case of Sageintern, Lid. v. Cadil-
lac Gage Co.927 which involved claims by the various plaintiffs that the defendant
interfered with their plans to market an armored car by conspiring with foreign
and domestic sales agents to receive illegal kickbacks from these agents .for elim-
inating“the"plain‘tiffs from the armored car market.92% The defendant moved for a
summary judgment to dismiss all the claims on the ground that the decisions to
purchase these military cars are made by foreign government officials or their
direct agents, and that this is a sovereign act, so the act of state doctrine bars any
inquiry into the reasons for the purchase.9?® The court rejected the defendant’s
argument on the ground that in considering the act of s?atc doctrine as a defence,
attention is focuscd not on the purpose of the act bat on its nature, and the goal of
the inquiry is to determine whether the denial of such defence will thwart or sup-
port the policy consideration in which the doctrine is rooted.93% The court found
little conflict with foreign policy; because there were 1o éxuatcnitorial impacts
since the parties were all domestic corporations, there were not any long range
foreign relations implications on the hearing and.t.hc adjudication of the case.?3!
The court finally concluded that the plaintiff’s claims were rtot barred by the act
of s'tatc doctrine. Because the allegations related largely to the domestic action of
the defendant, the act of state doctrine was being used simply as a shield, because
the defend ant had joined foreign sovereign purchasing acts into its alleged anti-

trust conspiracy against the plaintiffs.?32

927 Sageintern, Lid. v. Cadillac Gage Co., 534 F. Supp. 895 (1981).
98 14, at 898.

929 thid.

930 1c., at 905.

931 Id., 909.

932 1d., ut 911,
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. Several voices haye been raised to urge the courts to recognize an exception
to the act of state doctrine defence when it involves illegal payments to foreign
officials by American MNCs, because there is an international consensus that ille-
gal payments and bribery are repugnant and should be punished.?33 These views
do not pay much heed to the complexities involved, the risk to U.S. foreign pol-
icy, and the consequences associated with any litigation involving illegal pay:ﬁcnts
to foreign officials by MNCs.934

Nevertheless, the U.S. appellate courts still adhere to the view that the act of
state doctrine bars U.S. courts from inquiring into the motivation and conduct of

foreign officials, This view was recently affirmed in the case of Clayco Perroleum

\‘_J;

Corp., v. Occidental Petroleun Corp.335 In 1979, the board of directors of

Occidental, the defendant, published a report in the Oakland Tribune in which it
admitted Occidental had made illcgaj paymchts amounting to $30million dollars to
foreign officials overseas.?% Among these illegal payments was one to the
petroleum minister of Um Al-Qaywayn,?37 Sheik Sultan, who was also the son of
the ruler938 Two of those payments, one in London and one in Switzerland,
totalled $417,000, and were part of a $1.7 million deal with the petroleum minister
for an oil and gas concession.93% Clayco, the plaintiff, brought an action against
Occidental, after the information about illegal payments was revealed by ‘he
defendant, alleging that the petroleum minister had promised the oil concession 1o

933 For more discussion of writers’ views on making bribery and corruption exceptions to
the act of state doctrine, see Veronica Ann DeBerardine, supra, footnote 901, at 235-238.

934 James R. Atwood and Kingman Brewster, supra.”footnote 866, vol. 1, Chapter 8.14, at
252,

%35 Clayco Petrolewn Corp., v. Occidental Petroleum Corp., 712 F.2d 404 (Sth Cir. 1983);
cert. denied, 104 S.Ct. 703 (1984).

936 14., ar 405.

957 See supra, footnote 903.

8 Clayco Petroleum Corp. v. Occidental Petroleum Corp., 712 F.2d 404 (9th Cir. 1983);
cert. denied, 104 S.Ct. 703 (1984), at 405.
%9 Ibid.
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Clayco earlier in 1969, but that it was awarded to an Occidental subsidiary,
Occidental of Um Al-Qaywayn, Inc., in 1979. Clayco claimed to have been aware

" in 1979 that the petroleum minister was motivated by a bribe.40

The action was based on violation of the antitrust law, which pf‘ohibits price
discrimination and any restriction on competition 4! The district court granted
Occidental’s motion to dismiss the action on the ground that an adjudication of the
case was ‘barred by the act of state doctrine.942 The court reasoned that allowing
adjudication . of the case would require Clayco to prove that the bribe caused it
injuries, which would in tumn require the court to examine the "ethical validity” of
the Um Al-Qaywayn ofﬁci_als.943 The plaintff appealed on the ground that the
FCPA created a corruption exception to the act of state doctrine, and that entitled
the plaintiff to have the court adjudicate the claim under the corruption exception
or under a commercial exception, because the granting of an oil concession is a-
commercial act% The plaintiff’s argument was two pronged: first, the doctrine
“should not apply in a private action against a bribing corporation, because this
would undermine the purpose of enacting the FCPA;%3 second, there would not
be any further embarrassment to the United States or threat to foreign relations,
because information about the illegal payments had already been disclosed, which
exposed the recipient foreign official and identified him.946 However persuasive
this argument might have been, the Ninth Circuit of the United States Court of

%40 Thid.

941 The plaintiff alleged violation of the Sherman Act, 15 U.S.C. Sec. 1 (1982) (Contracts,
. combinations, and conspiracies in restraint of trade or commerce among U.S. states or with
foreign nations are illegal), and Sec. 2(c) of the Robinson Patman Act, 15 U.S.C. Sec. 13(¢)
{1982) (payment of commission or other compensation other than for services rendered in con-
nection with sale or purchase of goods is illegal), Id., at 405.

942 1d., at 406.

45 Tbid.

944 ‘bid,

%45 1d., at 408.
546 1d., at 409,
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Appeal affirmed the lower court decision to dismiss the claim on the ground of the
act of state doctrine, and rejected the plaintiff’s assertion of bribery exception to
the doctrine.347

The court Jecision has been the subject of several commentaries.348 One
commentator said that the court’s decision was correct, because allowing the adju-
dication of the case would have amounted to 2 potential interference with U.S.
fbrcign relations.3*? Others criticized the decision, stating that the court failed to
recognize that foreign relations were not at risk so long as there was no involve-
ment in the negotiations by any U.S. executive branch.”50 They claimed the deci-
sion was wrong because it failed to apply the balancing approach test,3! which
was enunciated by the court in Banco nacional de Cuba v. Sabbatino®32 and in

Timberlane Lumber Co. v. Bank of America®53

The writer acknowledges the sensitive position in which U.S. courts find

themselves in dealing with issues involving the acts of foreign officials on behalf

- of their governments, especially in cases related to natural resources.’>* In the

cases that we have just discussed, however, the act of state doctrine should not
have been invoked, because with the bribe being admitted and the name of the

recipient foreign official disclosed, there were no ill effects or embarrassment to

%47 Tbid.

948 Janet E. Ritenbaugh, "The Act of State Doctrine: A Shield for Bribery and Corruption”
(1984-85), 16 Inter American L. Rev., 167-176; Joel Simon, " Clayco Petroleum Corp. v. Oc-
cidental Petroleum Corp. : Should There be a Bribzry Exception to the Act of State Doc-
trine?" (1984), 17 Cornell Int'l LJ., 407-42??;Vcronica A. DeBerardine, supra, footnote 901, at
203-242.

%43 See Joel Simon, supra, footnote 948, at 415. &

950 See Janet E. Ritenbaugh, supra, foomote 948, at 174,

91 1d., at 175.

952 Banco nacional de Cuba v. Sabbatino, 376 U.S. 398 (1964).

953 Timberlane Lumber Co. v. Bank of America, 549 F2d 597 (Sth Cir. 1976).

954 International Association of Machinists and Aerospace Workers v. OPEC, 649 F2d 1354
{9th Cir.1981).
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the U.S. The courts should have allowed the cases to be adjudicated. The courts’
decisions have had the adverse effect of "immunizing the conducl?[of MNCs] who
are able to unphcatc a foreign sovereign in their anucompcnnve'schcmcs "955 and -
of concealing corription, that is, illegal payments to foreign officials. This is a

g clear abuse of the act of state doctrine and its objective.

L4

955 Jo Rachel Backer, "Sherman Act Jurisdiction and the Acts of Foreign Sovereign™ (1977),
77 Colum. L Rev., 1247-1265, at 1248. :
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6. Appraisal and Conclusion

Needless to say, today’s giant corporations control a large part of the busi-
ness of the world. The rise of such giant entities has alerted the legislature and
the ;:ourts to take steps to control behaviour that would have an adverse effect on

_ the social structure and to ;chievc fairness in conducting their designated responsi-
bilifies. We have examined the doctrines of cnrmnal liability that have been
developed through the years by the common law courts, and how thcy were
fashioned to seek the widest possible control overcorporate misconduct. The
application of suf:h controlling power upon giant corporations by the legislature of
the country of incorporation must rest upon a solid ground of authority t.hit is gen-
erally known. This is the jurisdictional basis from which a state can apply its
national law to corporations bearing its nationality. | |

This issue®of rights and jurisdiction bccom;:s vital when a state intends to
enact laws that have exﬁ'atcrritoﬁal reach, thereby resulting in unsolvable dilem-
mas and threats to intematicnal harmony, as in the case when a national corporé-

_ Hon has several subsidiaries around the world. The question is: to what extent
does national law binding a parent corporaﬁ'on effect the activities of its subsidi-
aries in other countries, especially when these activities are motivated by the |
parent-cosporation’s desire to achieve certain objectives for the benefit of both.
The obvim\15 example of such law is the American antitrust competition A"Iaw,"
which has been the subject of several arguments and case laws around the world
for its infringement on the activities of subsidiaries of American owned corpora-
tions. Also, there was the enactment of the FCPA, which seeks to impose U.S.

corporation morality on areas where the United States has no jurisdiction,

Notwithstanding the FCPA does not have a clear extraterritorial reach, an

examination of the act’s language reveals that its consequential effect is inevitable,

- e
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especially when the prosecutor needs to 'ci—caminc some of ,.tt;;c;ocumcnrs of the
subsidiary, or reqmres the parent corporatibn to produce records required by the
act_. that may reveal a wrongdoing by tlic_subsidiary.ﬂxat then the parent may be
held accountable for. Or, the parent corporéﬁon’s constructive hlowicdgc of ille-
gal payments _aﬁd other miscenduct by the subsidiary may subject it to prosecu-
“tion. - | |
_-Unfortunately, the fear of prosecution may drive U.S. corporations to find
inventive means of circumvenﬁng the law and rendering the FCPA ineffective. For
example, 2 corporation might induce a foreign ofﬁciﬁl to accept a form of illegal
payment that obscures the intent of both parties, then claim sovereign compulsion
as a defence. Or it might resort to the act of state doctrine defence in an attempt
to shield-the payment of the bribe as the act of a sovereign state, as we have seen
in several of thc cases discussed. An::thcr counter productive effect is that some
American corporations will refrain from d?iﬁg business abroad for fear of violat-
ing the FCPA, and that other international corporations will take their place in the

world market.

These considerations lead the writer to conclude that there is only one way
for the United States to avoid the poiicy, dilemma that may result from applying
its national law to bribery and corruption.of foreign officials abroad, and to avoid
losing its share in intc'rqational business. It must first adhere to a consistent policy
in every area pertaining to the conduct of MNCs. The U.S. should make a-
compromise with developping countries and Eastern block countries, to reach a
workable and practical solution, for most issues that related to MNCs and its
behaviour in host countries, to reach an agreement for a compulsory code of con-
duct. It must push forward for international agreeraents that will be adhered to by

all nations. The United States and the other western powers have the economic
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power to make such agreements a reality.

Id -

~
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PART FOUR: IN SEARCH OF INTERNATIONAL SOLUTIONS
TO THE CONTROL OF ILLEGAL PAYMENTS

CHAPTER 7.0

INTERNATIONAL COOPERATIVE EFFORTS TO SOLVE THE PROB-
LEM OF ILLEGAL PAYMENTS

1. General Remarks

-

Certainly, the arteﬁtion brougkt to bear on the pfoblcm of illegal payments
has been the result of along and slow process. Today’s giant MNC, with its
‘power to dominate world wide economy by virtue of its capital and vast resources,
finds itself under the close scrutiny of various intematibnal organizations.?5 This
scrutiny was sharpened by the mid ’70s revelations of illegal payments in thc‘
United States, which disclosed the method by which most giant corporations con-
duct their business rcga:diess of ethical standards and fairness in international
trade. %57 As we havc'lsccn earlier, the U.S. was the first country in the world to
enact law?38 forbid ding national corporations o bribe forc:gn officials when con-
ducting business abroad.. Such a umlatcral act;-én by'a country can have ncgauvc
consequences for its national corporanons in that it may create a compeuu_uc.
disadvantage \js-a-vis other natons’ corporations that have no such legal restric-

tions.?59 Furthermore, as has been discussed earlier,?® the longevity and

-

%56 See Peter P. Gabriel, "Management of Public Interests by the Multinational Corpcracon
(1977), 11 J. World, Trad. L., 15-36, at 19.

957 1d., at 20.
958 Pub. Law no. 95-213, 91 Stat. 1494. See Appendix n infra

959 Morman C. Ankers, "The Foreign Corrupt Practices Act of 1977 (1978), 19 Harv. In'l
L. J., 726-730, at 729.

%0 See-supra, Chapter 5.3.
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cffecnvcncss of any unilateral sanction of ﬂlegal paymcnts abroad by national cor-
poratzons dcpcnds on the extent of the cooperation of other nations in particular®6!
and the mtcrnauonal community in general. This type of cooperation would
activate and effect the implementation of national law and international agree-
ments against bribery, for when crimes are committed abroad, nc% effective
prosecution would be possible without their investigation beyond national board-

ers. Such action requires the cooperation of the government of the country where

 the wrongdoer made the illegal pdyment, and mcvmably the Jud.lcxal and executive

assistance of other states.962

So, paradoxically, the nation’s unilateral sanction of illegal payment may in
the long run yield counter prociuctive results, when other nations view it as an
incriminating factor and as an infringement of their national sovereignty. This
leads us to the conclusion that the efféectiveness of any unilateral action in curbing
illegal payment and bribery will I;c slim unless it is "matched by similar action by
other natior;s."%:’ Thus far this seems unpredictable, ow.ing to the varying interests
of nations. We are led to conclude, therefore, that the only solution is a treaty 1o

which all nations would adhere.

In pursuit of this goal several international associations and regional organi-
zations have addressed thp problem in various fora. Their efforts have created an
atmosphere that is conducive to working together to eliminate illegal payments.964
However, we shall be cognizant of the fact that other independent efforts by

regional and international organizations fall short because their voluntary nature

%1 See supra, foomote 719 and accompanying text.

%2 An example is the Canada-U.S.A. Mutual Legal Assistance Treaty in Criminal Matters
of March 18, 1985, which mandated that the U.S.A. use the treaty mechanism, rather than uni-
lateral measures such as extraterritorial subpoenas, to obtain evidence from Canada. This obli-
gation, of course, is a reciprocal one.

963 Steven M. Morgan, supra, footmote 611, at 385.
964 Jeffery J. Hamilton, supra, foomote 824, at 124.
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robs them of any enforceable momentum. An international trtaty would obviate
the adverse effect of unilateral sanctions and the potential extraterritorial conse-
quences of enforcing them.%%5 Also, it would eliminate the potential negative
effect on foreign relations because any foreign official accused of demanding or
accepting illegal payment would have a chance to defend himsclf before a national
court. Also, when a foreign official is convicted, the MINC would not have to fear

retaliation for exposing him. %% Moreover, such an intemational treaty would

ensure "judicial assistance whenever evidence or witnesses are in another coun--

v
try."967 This judicial assistance must be an essential part of any international

treaty combatting bribery, and would guarantee and "protect the accused’s funda-

mental rights to a greater extent than they are currently safeguarded in interna-

tional investigation."968

We will accordingly in the follow‘ing pages shed some light on the efforts of

regional organizations and international bodies.

¢ -
965 E.C. Lashbrook, Jr., supra, footnote 608, at 240.
%6 id., at 241.
967 E.E% _
98 1d., at 242. .
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2. The Ofganimﬁon for Economic Cooperation and Development (OECD)
Guidelines for MNCs.

The OECD is the successor institution to the Organization for European
Economic Cooperation, (OEEC)which distributed’ aid and managed -the-Marshall. - .
project following World War I1.9° The new name was proclaimed at the

organization’s convention on December 14, 1960.970

The OECD recognized the important role MNCs played in its reconstruction
and development. To improve development in member countries, it strove to
create a suitable climate for maximum invc.stmcnt by MNCs, and to reduce any
difficulties that might arise in conducting their various operations. The OECD
realized that cooperation among member states?’! was of essential importance to

further MNC contribution and advance of international trade.

However, in 1974 the OECD started to look. beyond its basic pbjcctive, wheﬁ‘
its ad hoc committees began to cox-usidcr guidelines for govemmental policies and |
standards of behaviour for MNCs. This work gained momentum when it esta-
blished a committee on International Investment and Multinational Enterprises.®72
A code of conduct was formulated and then adopted by the OECD Council at a

ministerial meeting in June of 1976.973 In spite of the ambiguous role played by

%9 James Scott Glascock, "Legislating Business Morality: A Look at Efforts by Two Inter-
national Organizations to Deal with Questionable Behavior by Transnational Corporations”
(1977), 10 Vand. J.Transntl L., 459-473, at 459. .

70 [1961]. 12 US. T. 17-28, T. LAS. No. 4891. ,

91 Member swates are Aistralia, Austia, Belgium, Canada, Denmark, Finland, France,
Federal Republic of Germany, Greece, Iceland, Itland, Italy, Japan, Luxembourg, the Nether-
lands, New Zealand, Norway, Portugal, Spain, Switzerland, Turkey, the United Kingdom and
the United States,

972 Resolution of the council establishing 2 Committee on International Investment and Mul-
tinational Enterprises, adopted January 21, 1975; see OECD Doc. C(74) 247. (1975).

573 Declaration on International Investment and Multinational Enterprises, adopted June 21,
1976. Annex and Decision of Council, OECD Dec. 21 (76) 04/1(1976), reprinted in 15 Jne!
Leg. Mat., at 967; also see: OECD Doc. Press/A (76) 20 (1976). .

-~
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the U.S. in guiding the formulation of the code so as not to create a stricter
environment for U.S. MNC direct investment®™ the members were concerned
with organizing MNC operations to avoid concentration of economic power and to

ensure that MNCs served and promoted national economic and social welfare 975

. Notwithstanding that the code is voluntary and not legally binding,76 a por-
tion of the guidelines deals with illegal payment. The general policies of the code

indicate that corporations should

... not render and they should not be solicited or ckpcctcd to render any
bribe or other improper benefit, direct or indirect, to any public servant

or holder of public office;%77

... unless legally permissible, not make contributions to candidates for

public office or to political parties or other political organizations.978
One commentator criticized the g;xidcline’s effectiveness in combatting illegal pay-
ment, hofdiné that besides the guidelines’ voluntary nature, "the strength of [the
| antibribery] provision is vitiated by the operation of the following provision allow-
ing political contributions where legally permissible. Sanctioned political contri-
butions often obtain the same or similar results as bribes or other improper
bcncﬁts.‘Thus, the provision allowing political contributions severely restricts the
scope of the provision directly addressing the bribery issue."979 However, the
guidelines do require the disclosure of certain pertinent information relating to

MNC operations and activities in the host state for the purpose of improving

974 James S. Glascock, supra, footnote 969, at 464., ]
75 See supra, footnote 966, 15 Inr'! Leg. Mar., at 969,

976 The OECD Guidelines for MNCs state in paragraph 6: The guidelines set out below are
recommendations jointly addressed by Member Countries... Observance of the guidelines is
voluntary and not legally enforceable.”, at 970.

977 14, paragraph 7, at 972.
978 1., paragraph 8.
979 James S. Glascock, supra, footnote 969, at 463. -
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public understanding, and this disclosure might lead to the curtailment of illegal
payment for fear of negative reactions from either the host or the home co:':«
try.980 Also, even though the code is voluntary, MNCs “wiuld probably make a
serious mistake if they were to act contrary to the guidelines or not seek positively
to abide by them."8! Nonetheless, such guidelines may place MNC management
in a better position to combat requests for illegal payments and may influence host
governments to enact local laws or enhance existing ones to curtail illegal pay;
ment and consequentially enhance the host government’s bargaining powcr.982
In-sum, althéugh their language may offer a wide scope for interpretation, the
effectiveness of the guidelines is apparent from their influence on the behaviour of
MNCs and those others addressed, because"legal enforcement does not exclusively
constitute cfféctivcncss.“983 The OECD guidelines are meant to be an expression
of good W111 "without stipulating strict legal commitments on the part of the parti- -
cipating states”.%84 The OECD Committee on Investment and Multinational Enter-
prises in its Review Report of 1979985 recommended that MNCs express their pol-
icies with regard to the adherence to thexguidelincs in their annual reports.986 The
committee also reported that sentiment toward respecting the guide lines had been
reflected in the Badger case, introduced by the Belgian government on March 30,

980 1d., at 466; also see OECD Guidelines, 15. Ine'! Leg. Mar., at 973,

981 Daniel J. Plaine, "The OECD Guidelines for Multinational Enterprises” (1977), 11 Int'l
Law., 339-346, at 343,

982 George W. Combe, Jr., "Multinational Code of Conduct and Corporate Accountability:
New Opportunities for Corporate Counsel" (1980}, 36 Bus. Law, 11-43, at 25.

983 Sten Niklasson, "The OECD Guidelines for MNCs and the U.N. Draft Code of Conduct:
Some Political Considerations,” in Legal Problems of Codes of Conduct for Multinational En-
terprises (ed. Norbert Horn, 1980), 141-144, at 144,

984 Norbert Homn, "International Rules for Multinational Enterprises: The ICC, OECD, and
ILO Initiatives,” (1980-81), 30 Am. U. L. Rev., 923-940, at 926.

985 Organization for Economic Cooperation and Development, Report of the Committee on
International Investment and Multinational Enterprises on the Review of the 1976 Declaration
and Decisions, OECD Doc. C (79)102, June 5, 1979, reprinted in 18 Ins'l Leg. Mar., at 986
(1979).

986 Id., paragraph V 77, at 1008.

)
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1977,987 @hcn the business community encouraged the corporation to accept the

solution consistent with the' guidelines.

£

987 Roger Blanpain, "The OECD Guidelines and Labour Relations: Badger and BEOND,"

in Lega: Problems of Codes of Conduct for Multinational Enterprises supra, footnote 983, at
145-154. ‘
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3. International Chamber of Commerce (ICC) Efforts

The disapprobation of a number of spectacular cases of illegal payments and
bribery in international busihc;s transactions spurred the Executive Board of the
ICC to set up a commission to snidy the problem of corruption in intemational
business, and .simultaneously to recommend a solution. The ad hoc commission
was set up in December 1975 .undcr the chairmanship of Lord Shawcross, a
former United Kingdom attorney general and a leading figure in the business com-
munity, and was composed of representatives from both developed and developing
countries. The commission investigated the extent to which individual states had
cx_lactcd and enforced laws.to combat illegal I-Jayment, bribery, extortions and ille-
gal pﬁﬁtical contribution, and the scope of MNC voluntary involvement in such
activities.?S8 -,

The commission’s report indicated that illegal payments and bribes were
being taken and given despite the Lx\istcncc of laws to the cc>ntr2u'y.989 Conse-
quently, the Commission urged governments and the business community to
endeavour to eliminate such illcgz;l practices by pressing for the enactment of
stringent laws prohibiting and sanctioning all forms of corruption.?0 It also urged
that the business communiiy, represented largely by MNCs, camry out its
corresponding responsibility toward the effective elimination of such unethical
practices.®! Comrespondingly, the ICC, in Part II of its report, presented a self
" regulatory international code of conduct to combat such unethical and corrupt

practicz:s,.992 The ICC report strongly recommended the prohibition of all aspects

%88 See Shawcross Report on Ethical Practices in Commercial Transactions, adapted by
131st Sess. of the Council of the ICC, November 29, 1977. ICC Doc. No. 192736 (March 14,
1977), reprinted in 16 Int'l Leg. Mar., 686 (1977). (Herein after cited as Shawcross Report)

989 Id,, at 687.

90 g

@1 1d., at 688.



of both the giving and taking of illegal payments and bribes, including solicited
and so called facilitating payments.?3 This language makes the ICC report a
pioneer in prohibiting grease payment, in contrast with the FCPA of the U.S,
which allows payment to lower level employees®™ on the grounds that such
employees in developing countries where su;:h illegal payments dominate are
underpaid by their government, and that such acts are not corrupt because the term
"corrupt behavior” va:rie’s; in meaning from one legal system to another.9%5 Further-
more, the ICC report recommended that both parties to a bribe the MNC as giver

and the public 3fficial as receiver be punished for such illegal conduct. 996

In summary, the ICC’s contribution has been primarily to set a moral tone
for MNCs, as is clearty shown from the voluntary nature of the rules of conduct

as a method of self regulation.

92 1d., at 692,

92 Id., at 689, and 695.

994 15 US.C. Sec. 78 dd 1(b} and Sec. 78 dd 2(d)(2).

995 See Fredric Bryan Lesser, supra, foomote 614, at 175.
9% Shawcross Report, supra. footnote 988, at 691.

~
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4. Organization of American States (OAS) Efforts

As with the other regional organizations discussed, the concerns of the OAS
about MNC activities began in 1974, wheti-its General Assembly approved Reso-
hition 167 to study the nature and legal structure of MNCs and the impact of their
activities on member states’ economical, social and polmcal structures. 997 This
attention was intensified by thc news stories that uncovered a raft of immoral co\r:_
duct and a manifest interference by MNCs in the domestic political affairs of
member states. The Permanent Counc.il, as a result of these concerns, unani-
mously approved Resolution 154, which emphasized the need for a code of con-
duct.998 The council articulated its condemnation of MNC illegal activities and

their consequential effect on the political and economic relations among member

states.”?>? Correspondingly, the council resolved:

(@) to urge the member states to cooperate in the exchange of information for the
purpose of achieving effective control of the activities of transnational enter-

prises conforming to the economic and social goals of the host state;1000

(b) to make a study of the principles that should govern the activities of transna-
tional enterprises for the purpose of preparing a draft code of conduct which
such enterprises should observe. In the preparation of this code, account will
be taken of the work being carried out in this regard within the sphere of the
United Nations, 1001

997 QAS, AG/RES, 167 (IV 0/74) OEA/Ser. P/IV.0.2 (1974).

%8 "Behavior of Transnational Enterprises QOperating in the Region and Need for a Code of
Conduct to be Observed by Such Enterprises,” OAS. CP/Res. No. 154. (167/75), Corr. 1 (July
10, 1975), reprinted in 14 Int'l Leg. Mat., at 1326,

99 1d., at 1327.
1000 Ibid.
1001 14 at 1328.
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Nonetheless, the OAS categorically pronounced its condemnation of illegal péy-

ment and bribery in a separate section of the resolution and resolved:

(@) to condemn in the most emphatic terms any act of bribery, illegal payment or

offer of payment by any transnational enterprise; any demand for or accep-

tance of improper payment as well as any act contrary to cthics and legal

procedures; and

(b) to urge the governments of the member states, insofar as necessary, to clarify

their national laws with regard to the a fore mentioned improper or illegal
acts. 1002 *

Yet, ﬁ;om the wording of this resolution one could infer its voluntary
nature, 1093 and conclude that this resolution is merelif a policy statement that has
no enforcement power.!%% However, one may attribute the mild language of the
resolution to the do;u"r}ting economic power of the U.S. in the OAS, which, at
the time of the Resolution, was not interest ed in taking positive steps to_hinder its

economic interests in the regions where U.S. owned MNCs were heavily active.

1002 Thid.
1003 James S. Glascock, supra. footnote 969, at 469.
1004 Steven M. Morgan, supra, foomote 611, at 386.
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5. Scope and Content of the United Nations Draft Agreement on Illicit Pay-

ments

At the outset it shall-be mentioned fhat the UN.’s attempts to. control MNC
activities that have a detrimental effect on the economy of host countries began as
early as 1972, when Chile, through its representative in the U.N., charged that the
International Telephone and Telegraph (I.T.&T.) Company had interfered in the
Chilean political process.1%05 This allegation, and the subsequent surfacing of
other corrupt activi-tics, increased the U.N. member efforts to push for an interna-

tional code of conduct for MNCs.

The U.N. Gene@ Assembly Resolution 3514, of December 15, 1975,1006
was the first to acknowledge and reaffirm every country’s right to enact iaws and
regulations to control corrupt activities of MNCs.1007 Also, it called for coopera-
tion among member states to help facilitate the exchange of information concern-
ing such corrupt practices.!%8 In addition the resolution requested that the
Economic and Social Council (ECO/SOC) study the issue of corrupt pracdccé and
suggest the appropriate preventive measures that could effectively eliminate such

corrupt activities.1009

The ECO first established an ad hoc Intergovernmental Working Group "to

conduct an examination of the problem of corrupt practices, in particular bribery

in international commercial transactions by transnational and other corporations, -

their intermediaries and others involved, to elaborate in detail the scope and

1005 Hans W. Baade, "Codes of Conduct for Multinational Enterprises: An Introductory
Survey,” in Legal Problems in Codes of Conduct for Multinational Enterprises supra, foomote
683, 407-441, at 414, -

1006 GA. Res. 3514, 30 UN. GAOR, supp. (No. 34) 69-709 UN. Doc, A/10034 (1975).
1007 1d., paragraph (a).

1008 1d., paragraph (c).”

1009 1d., paragraph (d).

£
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content of an international agreement, to prevent and eliminate illicit payments, in
whatever form..."1910 The Working Group’s report!9! 1o the ECO included provi-
sions prohibiting bribery and other illicit payment in international business.1012
One yéar later the Working Group was dissolved when the ECO established a
"preparatory” committee!®®3 to work for on the preparation of a diplomatic
conference to conclude an intemational agrccm;:nt concerning illegal payments by
MNCs. By May 18, 1974, the committee adopted the draft report, 1914 which con- -
tained both text of the agreement!0!5 and notes by delegates expressing their

views on some controversial provisions of the agreement.}016

The draft agreement provided for the criminalization and sanctioning of ille-
-, gal payments by MNCs, and utilized the disclosure approach to-unveil suspected
illegal payments. Specifically, the agreement states:

Each contracting state shall ensure that entetprises or other juridical per-
sons established in its territory maintain, under penalty of law, accurate
records of payments made by them to an intermediary, or received by
them as an intermediary, in connection with an international commercial

transaction. These records shall include the amount and date of any such

1010 ESC. Res. 2041, 61 UN. ESCOR, supp. (No. 1) 17, UN. Doc. E/5889 (1576)._
1011 IN. Doc. E/6006 of July 5, 1977), reprinted in 16 Int'l Leg. Mat., 1236.
1012 1d,, at 1239-1240.

1013 The member countries of the comminee were: Argentina, Australia, Belgium, Brazil,
Canada, Central African Empire (now the Republic of Central Africa), Dominican Republic,
Egypt, Ethiopia, France, Federal Republic of Germany, Greece, Italy, Jamaica, Japan, Kenya,
Madagascar, Mali, Mexico, the Netherlands, Nigeria, Panama, Somaliz, Sudan, Sweden,
Switzerland, Syria, Arab Republic, Trinidad and Tobago, Turkey, Uganda, The United King-
dom and North Ireland, United Republic of Cameroon, the U.S. and Venezuela. »

1014 Report of the Committee on an Intemational Agreement on Hlicit Payments. and its
First and Second Sessions (2d Regular Sessions, agenda item 9), 21, UN. ESCOR, UN. Doc.
E/1979/104 (1979).

1015 Draft International Agreement on Illicit Payments. UN. Dex. 919‘79/104 (May 25,
1979) (Herein after cited as Agreement), reprinted in 18 Ins'l Leg.Mat., 1025.
1016 14, at 1031,

-249-



€

payments and the name and address of the mtcrmcdxary or intermmedi-

aries receiving such payments.1017 P

This provision ensures that no off record slush funds are allowed the practice most
MNCs use to cover-up their illegal activities and maintain the secrecy ‘of the
recipient’s identity. B '

The agreement also defines an "intermediary” as any enterprise or any legal |
or natural pcrs.on who in connection with an intcrnationﬂ bus;incss transaction
deals or. negotiates any sort of c‘onunqrcial contract with a public official on behalf _
of an MNC or any natural or juridical person.!018 Concummtljr, the agreement |
contains antibribery p:_'ovisibns that spccify certain types of payment as prohfbitcd
in the Contcxt of international business transa'ctic_m. .Accordingly, every contracting
‘state ‘shall undenake'to prohibit: | ~

. the offcnng, promising or giving-of any payment, gift or other
. advantage by any natural person, on his own behalf or on bchalf of any
enterprise or any other person whether jundmal or natural, to or for the
benefit of a public official as undue cons1dcranon for performing or
refraining from the performance of his dun’c.s- in connection with an
international cprr;mercial transaction. 019
The agreement also prohibits a public officiall%20 from soliciting, demanding
either directly or indirect or receiving anything of value to perform or withhold"
performance of his duties in connection wnh any int?naﬁonal'commcrcial transac-

3

1017 Agreement, art. 6, at 1028. :

1018 1d., are~2(c), at 1027. j ’

1019 1d., art, 1(a), at 1026. .

%0 Art. 2(a) of the Agreement defines a pubhc official as: "...any person, whether appoint-
ed'bgelected, whether permanently ‘or temporarily, who at the natlonal, regional or local level

holds a legislative, administrative, judicial or military office, or a public or gov tal au-
thority or agency who otherwise performs a public functon.”, at 1027. :'E, j
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tion.192! Additionally, the contracting state must

un&cnakc to make the -acts referred to[previously] punishable by
appropriate criminal penalties under its national law when committed by #
a juridical person, or, in the case of a sltatc which does not recognize
criminal respoﬁsibility of juridical persons, to tz;kc appropriate mcasui'cs_,
according to its national law, with the objccﬁvc,.gf‘comparablc deterrent.
effects. 1022 |

Moreover, the contracting state must also punish the offending public official,1023
and take appropriate and practicable measures to prevent any violatons of the

antibribery provisions of the agreement.1024 Essentially, no punishment can be

onal rcquir_em'cnts are satisﬁe:d,lo25 which the con tracting
states must gStablish to deal with the offender when it is a public official of the
contracting state, 1026 op wl;lcn the payment is proffered by one of ‘its own
nations.1%%7 In ad;iiu'on, it must be established that the bribery or other offence

mentioned in the agreement is committed within the state territory, 1028 or has

effects within the state.1029 The prosecution of the offenders is mandated by fhc_

agreement, which states:

1021 59, art. 1(1)(b), at 1027. -

¢ 10214 art 1(2). - . ‘

103 14, art 1(1), at 1026.

1024 1d., art. 3, at 1027.

1025 1d,, art. 4.

1026 14, art, 4(1)(b), at 1028. _

1027 1d., art 4(1)(c). Each contracting state [must] establish its jurisdiction ... (¢) over the
offence... relating to any payment; gift or other advantage in connection with ...an international
commercial gansaction when the offence is committed by a national of the State, provided that

any element of that offence, or any act aiding or abeting that offence, is connected with the
territory of that State. ' : :

028 1d., art. 4(1)(a), at 1027.

" 0% 1d., art 4(1)(d), at 1028. This provision®s bracketed in the Draft Agreergent, which in-
dicates the lack of agreement among delepations. )

;-
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A conﬁacting state in whose territory the alleged offender is found shall,
if having jurisdict_ion under article 4, paragraph 1, be obligoci without
exception whatsoever to submit the éasc to its, competent authorities '}'or ’
the purpose of prosecution, through proceedings in accordance with the

laws of the state 1030

}thn the offences are wnhm the scope of the agreement, such offenses
"shall be deemed to be included as extraditable offences in any extradition treaty
existing between contracting states,”1031 and shall likewise be included in any
future treaty,1032 The agreement stresses the cooperation needed between contract-
ing states to execute the agreement the” mutual agsismncc required in Eonnccﬁon
with the criminal investigation and proceedings to aid in the enforcement of the
provisions.}033. There is the need to ensure that all information is kept
confidentiall®34 and is used solely for the purpose for which i't has been obtained
and only by the requesting state. 935 These mutual aid provisions shall not affect
any other bilateral or multilateral treaty for mutual assistance in criminal matters

between contracting states.1036

L 3

Although the agreement’s basic intention is to eliminate illegal payments in
international and commercial transactions, several criticisms have been levelled
against it, some of a practical nature'%37 and others pertaining to the fact that the

agreement seems to permit political contributions because it does not mention

1030 14, art. S, at 1028.

1031 1d., art. 11 (1), at 1030.

1032 1hid. 4
1033 14, art. 10, at 1029.

1034 1d_ art 10 (3).

1035 1d., art. 10 (5), at 1030.

1036 1d., are. 10 (6).

1037 For example art. 7(3) requires each contracting State to submit its_annual report to the
Secretary General of thg United Nations. Ibid.. at 1028.
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them it as a prohibited offence.1938 Furthermore, the agreement has not been
ratified to have cnforccablc':' power, because for any U.N. agreement or MNC code
~of conduct to be effective, it must be a rmindatory code enforceable by all nations.
While this is a logical from a theoretical point of view, the ratification was not
achieved mainly, because of the attitudes and positions of the participants. First,
the U.S.A. has insisted, in this area, on the mandatory nature of the code. Th%s
positionl is inconsistent with ‘its policy towards other code of cogduct rclétcd to
MNCs, 1039 for example, the US positic-m an code of conduct dealing with restric-

tive business practices, is that such code should be voluntary rather than manda-

However, the U.S. position’is perfectly consisten with its own intcma’lﬂpblicy
on illegal payments. If the FCPA is enforced, American MNCs will find them-
selves in an unfavorable compeiitive situation compared to other MNCs whose
home countries do not prohibit illegal payments abroad. Thus, it is to the advan-
tage of American based MNCs to insist on the mandatory character of the code.
Secon'a, this may also explain why the European allies of the U.S. did not offer
mucH support to its position in the U.N. forum 1041 Possibly, the European MNCs
did not want to lose the "competitive edge" given to them by looser controls.
Third, developing countries, on the other hand, may have felt that the U.S. situa-
tion was one that left that country; with very little leeway. This w‘as seen as an
opportunity. to obtain concessions in other areas. Thus, they insisted on the man-
datory 6h-aractcr of a general code of conduct, which includcd,-intcr alia, illegal
payments, 1042 - ' :

v

1038 Jeffery J. Hamilton, supra, foomote 824, at 128.

1039 Seymour Rubin, "International Aspects of the Control of Illicit Payments™ (1982), 9
Syracuse Jint'l L. & Com., 315-323, at 321. .

1040 phid. R
1041 Fhid. ,
1042 1hid. ' : .
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The opposing positions thus made it difficult to come to a msoiuu'on of the
issue. Consequently, it is easy t6 understand why the legal nature c;f the code still
undetermined, its final determinztion was, by consensus, deferred to the conclud-
ing phase of the ncgotiaﬁoﬁs-and is still out-smncling.1043

~ As we have stat::d,- the internal position of the U.S. has put its MNCs in a
delicate situation. Possibly, they would pref;er the absgq;e of any control on their
business behaviour abroad; since such controls do cx.;st, (FCPA), they fear for

their compctmvcness in relation to MNCs. whose home countries have not

addressed the issue.

3
The situation, of course, depends on the vigorous enforcement of the FCPA!

but such vigorous enforcement is itself subject to the will of the Administration in
power. The current administration is not interested in enforcing the FCPA as was
clearly stated by former Assistant General Counsﬁ of the Securities and Exchange
Commission.10* Thus when the proposal for a mandoatory code was mooted, it
did not gather a consensus; since then, it is an outstanding issue, but one does. not
seem, at the present time, to have a great irnpc:;us.1045 E‘

The difficulty of creating a gonscrfsus on :; mandatory code should not, in-the
writer’s view, prevent U.S. from exérting presure on other countries to reach a
reasonable compromise and solution to the problem of illegal payments abroad.
The U.S. should make some consessions on other issues; and developing countries

also should soften their positon to reach an achievable compromise. In any case,.

1043 See U.N. Document E/C.10/1984/S/5 of May 29, 1984. "Outstanding Issues in the _
Draft Code of Conduct on Transnational Corporations”, reproduced in 23 Inr'l Leg. Mat., 602-
640, at 629.

1044 See John Sweeny, "The SEC Interpretive and Enforcement Program Under the FCPA",
(1982), 9 Syr. J. Infl L. & Com., 273-281, at 281,

1045 See U.N. Document E/C/1983/S/2 of January 4, 1983, “Information Paper on the
Negouanons to Complete the Code of Conduct on_Jransnational Corporations”, reproduced in
22 Int'l Leg. Mat. at 177

*
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the writer feels that the only theoritical solunon possible be a mandatory interna-

" tional code proh1b1tmg illicit payments by MNCs to foreign officials abroad.

»

‘./l
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6. Appraisal

It shall be recognized that national sanction of illegal payment alone does not

and will not amount to the elimination of such abhorrent acr;ivitics by MNCs, as
long as other countries do not have the will to enforce their laws if they have any
and to maintain and preserve a required ethical standard of business. Such a situa-
. tion also puts MNCS in the position of being hostages to other foreign officials
whose society does™mqt condemn illegal payment or bribggy, or whose political

system shields the wrongful acts of officials from being detected and punished.

The steps taken to date by regional groups such as the OECD, the Ica and
the OAS toward the elimination of illegal payment fall short of accompl;ishing
their goal, because all these efforts depend upon the voluntary compMce of
MNCs rather than on laws or treaties that have a mandatory proscription.
Congruently, it shall be noted that wide condemnation by the intem_ational com-
munity points to a prévailing attitude against corrupt activities of MNCs in general
and _illegal payments in particular. This leads us to conclude that the solution is a
mandatory international treaty to eliminate bribery and other illegal payments and
to obviate the need for unilateral sanctions which might have counterproductive
results amidst the diverse poliﬁcal systems in the world today. " Such an effort

ould:
o

(@) establish standards of ethical and equitable conduct.of international busi-

ness;
(b) provide a greater degree of foreign cooperation in enforcement matters;

+ (c) provide a wide divergence of opinions and expertise in formulating an

international solution to illegal payments;

(d) protect the competitive interest of any nation by causing other compati-
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ble nations’ corporations, to honour an international agreement, and;

(¢) create pressures or impose obligations on government to vigorously

enforce relevant domestic law.1046

When an international agreement is reached, the nations’ corporations need
not fear a competitive advantage from other corporations that would otherwise be
free to bribe foreign officials. Furthermore, it would minimize if not eliminate
enforcement difficulties. The draft agreement on illicit payment by the UN. is in

r
the writer view’s inconclusive, and compromise should be made to accommodate

the opposing views. The U.S. bears a great responsibility to utilize its economic
¢ ’

and political lcvcragc to exert pressure and’ make compromises topush other

nations to raufy the agresment, cspcc1a11y those nations w1c1d1ng western

economic and industrial power.

L _ -

1046 Sreven M. Morgan supra, footnote 611, at 385-386. Many countries however, do not
enforce their statutes, or provide for only minimal penal:es. See genesally Yerachmiel Kugel
and Ni . Cohen, Government Regulation of Business Ethics, Book IT, at 6.

-257-



GENERAL CONCLUSION

The crusade to control MNC bribery and illegal payment was triggered by
the revelation of the Watergate sca.n.gal of the 1970s. Our purpose throughout this
dissertation has been to examine the most effective way of controlling illegal pay-
ment and bribery by MNCs in all transnational transactions. As we have seen in
Chapter 1.0, illegal payments involve Tesorting to operational methods that
compromise morality in politics, and that are shamelessly rationalized as expedient
to the survival of both parties. This method of conducting business, besides devi-

ating from a legal norm, arouses anger and anxiety in our society.

Thezelite officials in countries where MNCs do business tend to back systems

that are designed to secure their power and maintain their validity. By adopting

. @n authoritarian approach, these ofﬁci_als elevate themselves above_all criticism,

thus facilitating the purchase of their favour. Such pufchasc of officials’ favour
can be perceived from the practices of certain MNCs th;t have been closely asso-
ciated with illegal payments and that show evidence of strong ties with govern-
ment officials. This black market of the buying and selling of influence prostitutes

the authority and power conveyed on public officials and results in the abuse of

’ public trust for personal advantage. Consequently, these activities have a damag-

ing effect on the economic and political structure of the officials’ country as well
as on the MNCs. - ’ ' .5'

It shall be recognized that bribery and illegal payments can be neither con-

trolled nor eliminated without the cohesiveness of the .officials’ attitudes about bri- .

bery and illegal payments. The practice of denominating a particular payment as
legal or not according to the role or responsibility of the receiving government

official is weak and corrupt, and only serves to perpetuate such activities.
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However, to reassert the value of ' justice in an open society, cmphasjs here
has been on changing the behaviour of those who can influence decisions regard-
ing illegal payments. The legal advisor in any business organization thus plays a
significant role in controlling illegal payments. While this legal advisor is some-
times a member of the elite personnel of a corporation, he shall play the role of a
loyal opposition in facing down proposed wrongdoings by other members of the
organization, ideally forming a counter elite whose concern i§ the maintaining of
justice and the carrying out of society’s expectations. The legal advisor’s presti-
gious position increases his responsibility to carefully and diligéntly observe the
right and wrong methods of business practices, and therefore to efficiently and
quickly intervene to prevent any perceived abuse that does not correspond to legal
and moral -standa.rgs in conducting business. Whether he is an outsider or an
employee of the corporation, the legal professional shall dedicate himself to his
corporation’s best interests, as well as to his profession. He shall exercise a

strong ethical imperative to prevent unethical conduct by his corporation.

These obligations may extend to the point of revealing illegal conduct within
his corporation. This duty of disclosure is one way :0 control illegal and question-
able conduct by MNCs, as was ;icmonstratcd by the decision in the case of SEC v.
National Studer: Marketz'ng corpérguion 1047 in which the U.S. court imposed on
an MNC’s legal advisor the duty to reveal any wrongdoing by his corporanon
when r.hc conduct is repugnant and does not correspond to society’s expectations.
This case showed that the legal advisor had a duty to the shareholders and to _thc
" public, as well as to his client. This duty of disclosure ‘comrols the abI;se of the

client’s privilege when used to conceal illegal conduct, as the U.S. Court of
Appeals for the Ninth circuit held in the Re Sealed 1948 case and as the Fifth

1087 SEC v. National Student Marketing Corporation , 457 F. Supp. 682 (DD.C. 1972).
1048 Re Sealed Case , 616 F. 2d 793(D.C. Circuit 1982).
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Circuit held in the Re Inzernational Systems and Controls Corporc.m'on case1049
both of which involved illegal payments by MNCs to public officials. This duty of
disclosure extends to all of the various methods of MNC illegal payments, whether
it be a political contribution or cxccssiv;: fees to agents abroad. The purpose and
" impetus of the payment are the determining factors in deciding its legality, as we
have seen in Chapter 2.0. Though evaluations of the propriety of a particular pay-
ment will be influenced by various factors and by context, great weight shall be
given to economic and public crder, so as to avoid justification of the payment by
shifting to a teleological rather Fhan a logical derivation of impetus and motiva-
tion. .

In addition to having a legal advisor to help control illegal payments by
MNCs to officials abroad, MNCs have internal remedies for these illegal practices,
. which, thoygh self serving, are a positive step toward controlling such illegal
activities. These measures are beneficial and seriously appreciated when they. are
implemented efficiently. By having a code of conduct, an MNC signals its con-
demnation of illegal payments and states its corporate philosophy, its ethical stan-
dards and its commitment to the society where it operates. Such a code also pro-

vides broad guidclines for its employees in conducting business.

Furthermore, the installation of outside independent directors has the advan-

tage of monitoring management activiti€s and reviving the board of directors’ role |

as the ultimate authority in managing the cormratioq. Such outside directors have :

an increased accountability to dispel the veil of prestige that formerly surrounded
the traditional role of the board. Moreover, the creation of audit committees to

oversee MNC activities would aid boards of directors to ensure effective and

1049 Re International Systems and Consols Corporations , 693 F. 2d 1235 (Sth Circuit
1982). ‘ '



appropriate internal accoﬁnting control and will inevitably lead to the discovery of
_illcgal acts or at least raise suspicion of covert illegality by the corporation. Also,
internal self investigation may be used to raire the consciences of corporate
employees and to discourage the conduct of business with bribery, because such
activities may antagonize shareiolders to the point of bringing a derivative suit o
recover the cost of a bribe. The benefit of these controls would be the prcvcntio.n
of government interference in corporate activities, so long: as it is evident that
MNCs are making an honest effort to maintain and uphold legal and ethical stan-
dards.

One may wonder to what extent these house cleaning and self reform efforts
are seriously intended and to what extent they are a way of parmrying official
efforts at reform. If thcy do not firmly commit themselves to reform and to fol-
lowing through on adopted rerxedies, MNCs will be faced with tight official regu-
lation of their behaviour by laws that will detFr prudent traders and but.;\i\n/c'ss per-
sons from engaging in bribery. In other words, ‘:1 spurious show of reform would
invite severe government action, either in the country where the.MNC is incor-

porated or in the country where it is doing business, as we have seen in Chapter

5.0.

Admittedly, almost every country in the world has laws that combat illegal
payment or bribery, but the success and efficiency of these legal sanctions depend
on the effective enforcement of these laws. Yet when the brthe takérs in host
countries are_tﬁc officials themselves or a related third party, they tend to exercise
o called prosecutional discrcﬁon enfrb/;cing the law in selected cases which makes
deterrence of law breaking dim and ;cmow, especially for those already bac_ked by
the authorities. Assessing the bcncﬁt‘ of such laws becomes difficult. One.‘ writer

has said: "Most unenforced criminal laws survive in order to satisfy moral objec-
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tions to established modes of conduct. They are unenforced because we want to
continue our conduct, and unrepealed because we want to preserve our
morals."1050

In the writer’s opinion, the reason for such selective enforcement of thé law
is that there is no non democratic political system that would make i‘tlpossiblc for
ordinary citizens to serve as watchdc;gs for those acting on behalf of the govern-
ment. The perpetuity of the de facto state of dictatorship in most of the develop-
mg countries is thus supported to the advantage of outsiders and of international
politics, which manage to keep these countries under their sphere of influence.

So, when a country senses rcséntmcnt against corruption in its business entities or
business persons, it may, for pc";h'cy rcason-s, take action to prevent its MINCs from
making bribes or any sort of illegal payments to gain access to foreign countries
for business purposes. This was the case when the U.S. enacted the FCPA. The
goal of making bﬁbcv in international business a crime v)as to‘rcducc‘rpublic
discontent and to dispel the over simplified image of MNCs as corrupters of

officials inundcrdcvelépcd countries. ) ‘ -

Thus, the U.S. became the first coughry in the world to pass a criminal statute
that regulates its corporations in conducting business abroad. Howc.vcr, the FCPA
has several weakmesses that may hinder its effectiveness, on;: being the national
se;:urity exception and the difﬁculﬁeé assécia}ed with its app]if:ation, such as the
- possible extraterritorial reach of the Act and the cmbarras;mént that would suﬁacc
when the disclosed information reveals that the beneficiary is a high ranking
foreign official or a leader of a country having close ties with the United States,
Extraterritorial .consequences may arise when U.S. MNCs have foreign subsidi-

aries who depend on bﬁbc‘sfor doing business abroad, or who have knowledge of

1050 T. Amold, The Symbols of Government, (1935), at 160. o
' \
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agents in other countries who pay such bribes.

L

These extraterritorial conséquences have raised some doubts about the

effectiveness of a unilateral legal sanction of illegal payments, which leads ﬁs to
the conclusion that effective -legal control of MNCs’ illegal payments in transna-
tional busincss dealings depends on the full cooperation of the intcmatic;nai com-
muaity. 'I'hcsc coopcrauvc efforts among nations would activate and effectuate

the implementation of nanonal law. Also, any international effort——such as a mul-

_tlateral treaty--directed at prohibiting and .consequently eliminating illegal _pay- .

ment, would alleviate the advcrsg effect of a unilateral sanction and the potential

extraterritorial consequences of its enforcement. Moreover, multilateral action

would clumnatc the potential ncgauvc effect on forczgn relations, bec‘.ausc any
foreigd ofﬁmal accused of demanding or acccpung illegal payment woyld have the
chance to defend hunself beforc a national court. If the ofﬁc1a1 isfconvicted, the
MNC would not have to fear rctahanon for having cxposcd h1m. Fmozily, interna-
uonal cooperative efforts would ensure judicial assistance in gathering evidence
and effective enforcement of the court’s sentences if ihe convicted MNC or

official is beyond the border of the country where the crime took place.

~l
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APPENDIX 1
SAUDI ARABIA
-Regulations Against Bribery
Promulgated by Royal Decree No. 15/m
on 7.3.1382.A.H. (August 9, 1962)

Art. 1 Every public employee who asks for, accepts or requests a promise for
himself or another or a gift in order to perform an act within his duties, or pre-
wnds that the act falls within the scope of his duties even though it is a lawful act
is considered corrupt and shall be punished with imprisonment from one to five
years and a fine from 5000 to 190,000 Riyals, or either of these penalties.
Whether the official intended to carry out what was promised has no bearing on

the constitution of the crime.

Art. 2 Every public Vofﬁcial who solicits for himself or another a promise or 2
gift as a reward for abstaining from performing an act within his duties, or pre-"
tends that such an act falls within the scope of his duties, although not performing
it is legal, is considered corrupt and shall be punished by the penalties prescribed
in Article 1 of this law. Whether the official intended not to carry out what was

promised has no bearing on the crime.

Art. 3 Every public official who solicits or accepts for himself or another a
promise or a gift as a reward for obstructing the performance of his duties or as a
reward for what he has accomplished, even if there was no previous agreement, is

considered corrupt and shall be punished by the penalties prescribed in Article 1

of this law.

Art. 4 Any public official who violates the duties of his position in order to
commit or abstain from committing an act as a result of-a request, rccommcnda—

tion, or mcdlanon is considered corrupt and shall be punished by imprisonment
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for one year and a fine not to exceed 1000 Riyals or either of these penalties.

Art. 5 Any public official who solicits or accepts for himself or another .a
promise or gift in order to use }u’s genuine or alleged influence tt; get or try to get
from any public authority, works, ordinances, decisions, commitments, conces-
sions, procurement contracts, or a job, service or any kind of privilege, is guilty of

bribery and shall be punished by the penalty prescribed in Aru'clé 1 of this law.

Art. 6 The briber, the intermediary and any participant in a.ny-of the above
.mentioned crimes shall be punished by the penalty preseribed in the incriminating
article. Whoever concurs, instigates, or helps to carry out a crime knowing that
the crime has been committed by virtue of his concurrence, instigatioh and assis-

tance, shall be considered an sccomplice.

Arz. 7 He who uses force or violence or threats agairist any public official to
get something illegal from him, or to force him to avoid implementation of lawful
action within his duties, shall be punished by the penalties prescribed in Article 1
of this law. ' |

Art. 8 He who offers a bribe but it was not accepted, or uses force, violence
c;r threats without attaining his objective, shall be punished by imprisonment from
six months to thirty months and a fine from 2,500 to 50,000 Riyals‘. or either of _
lthcsc penalties..

Arr. 9 In the application of this law, the following are considered public

officials:

a. an employee of the government, its agencies, or public institutions,

whether he has been appointed to a permanent or temporary job.

b. the arbiter or expert appointed by the government or any other institution

endowed with judicial authority;
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c. the doctor or midwife, in regard to the reports he or she submits, even if

he or she is not a public official;

d. every individual commissioned by the government or by any other admin-

istrative authority;

c. cmployees of corporations or companies that undertake any project for the

public sector.

Art. 10 Every individual appointed by the briber or the bribed person to
recetve a gift or a benefit, who accepts it knowing the reason behind it, shalabe
punished by ihlpi'isonment from 1 to 6 months and a fine of 5,000 Riyals or cir;hcr
of thesé penaltes, provided that this person was not an intermediary in the ‘bri-

bery.

Art, 11 In the application of the provisions of this law, any benefit or
privilege meceived by the bribed individual, no matter what type or whether it is
material or not, is considered a promise or a gift

'Art. 12 Anyone convicted of the crimes defined by this law, shall be removed
from office and shall be denied having any ptlblic office, or admittance to any
adjudication, public import licenses, public work contracts, government contracts
or any other public authority, whether through practice or direct contracting. The
Council of Ministers is entitled to consider an additional penalty after a period of

5 years since the original penalty.

Art. I3 Under all circumstances, the cash, privilege: or benefit shall be

confiscated.

Arz. 14-The briber or the intermediary shall be acquitted of the penalty if he
has informed or confessed to the authormcs even if he confesses after disclosure
of the act. The money, privilege or bcncﬁt shall not be c0nﬁscatcd if the briber

has informed the authorities prior to the discovery of the crime.

-266-



-
-

Art. I5 Any person who is not a briber, intermediary lor participant* and
informs the aut.‘noritievf the crimes described in this law and whose information
led to the confirmation of the crime, shall receive a reward of not less than 5,000
Riyals but not more than half of the money confiscated. If the bribe was not
sufficient for the zfiinimum reward, the Treasury shal.l pay the difference, or the
whole amount if the bribe was not confiscated. The appropriate court shall”esti-

mate the reward according to Article 17.

rd

Art. 16 When the integrity of the official has been ascertained through an
incident in which he resisted bribery by those with vested interests, the Council of
Ministers must encourage him with a financial reward and especially promote him
to a higher rank if he has the qualifications, and when such an incident has been
repeated. l |

Art. 17 The investigation of the crimes enumerated in this law should be
entrusted to an official from the Bureau of Grievances and one from the Police
- Department. The Chairman of the Council of Ministers shall direct anyone of his‘ .
‘choice to conduct such an investigation. When it is over, the file on these crimes

shall be forwarded to a committee composed as follows:
a. The Chief of the Bureau of Grievances or his deputy as Chairman;
b. a legal councillor of the Bureau of Grievances;

¢. 2 legal councillor appointed by the Chairman of the Council of Ministers,

as a permanent member of the committee.

No one who participated in any of these investigations, or gave any opinion
is entitled to take part in the deliberation of this committee whose rulings are con-
sidered definitive when counter signed by the Chairman of the Council of Minis-

ters.
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APPENDIX I
PUBLIC LAW 95-213 [S.305); Dec. 19, 1977

THE U.S. FOREIGN CORRUPT PRAC"I'ICES ACT OF 1977
~

An Act to amend the Sccuﬁﬁcs Exchange Act of 1934 to make it unlawful for an |
issuer of securities registered pursuant to section 12 of such Act or an issuer
required to file reports pursuant to section 15(d) of such Act to make certain
payments to foreign officials and other foreign persoms, to require such

issuers to maintain accurate records, and for other purposes.

Be it enacted by the Senate and~House of Representatives of the United States of

America in Congress assembled,
TITLE I--FOREIGN CORRUPT PRACTICES

SHORT TITLE o

15 USC 78a note.

SEC. 101. This title may be citéd as the "Foreign Corrupt Practices Act of
1977."

ACCOUNTING STANDARDS

SEC. 102. Section 13(b)-of the Securities Exchange Act of 1934 (15 U.S.C.
78q(b)) is amended by inserting "(1)" after “(b)" and by adding at the end

thereof the following:

"(2) E\;ery 1ssuer which has a class of securities registered pursﬁant to section
Y 120f this title and every issuer which is required to file reports pursuant to
section 15(d) of this title shall--

records-keeping

"(A) make and keep books, records, and accounts, which, in reasonable
: -~ .

-4 "~
~
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detail, accurately and fairly reflect the transactions and dispositions of

the assets of the issuer; and

Internal accounting controls ' - .

"(B) "devise’ and maintain a sysﬁcm of internal accounting controls

sufficient to provide reasonable assurances that--
e

"(i) transactions are executed in accordance with management’s

N .
general or specific authorization;

"(ii) transactions are recorded as necessary (I) to permit preparation
of financial statements in “conformity with generaily accepted
accounting principles or any other criteria applicable to such state-

ments, and (II) to maintain accountability for assets; s

"(ili) access to assets is permitted only in accordance with

-management’s general or specific authorization; and

"(iv) the recorded accountability for assets is compared with the
~
existing assets at reasonable intervals and appropriate action is

taken with respect to any differences.

r

Exemption directive, issuance and expiraton.
"(3) (A) With respect to matters concerning the national security of the
- United States, no duty or liability under paragraph (2) of this subsection shall
be imposed upon any person acting in cooperation with the head of any
Federal department or-agcncy responsible for such matters if such act in
cooperation with such head of a department or agency was done upon the
specific, written directive of the head of such department or agency pursuant
to- Presidential authority to issue such directives. Each directive issued
underthis paragraph shall set forth the si:cciﬁc facts and circumstances with

respect to which the provisions of this paragraph are to be invoked. Each
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'15 USC 78dd-1

such d&rcctive shall, 'unlcss renewed -in writing, expire one year after the date
of issuance. |
File maintenance. Annual summary, transmittal to congressional committees.
"(B) Each head of a Federal department or agency of the United States who
issues a directive pursuaht to this paragraph shall maintain a complete file of
all such directives and shall, on October 1 of cacﬁ year, transmit a summary
of matters covered by such directives in force at any time during the previous
year to the Permanent Select Committee on Intelligence of the House of

Representatives and the Select Committee on Intelligence of the Senate.”.
FOREIGN CORRUPT PRACTICES BY ISSUERS

SEC. 103. (a) The Securites Ex¢hange Act of 1934 is amended by inserting

after section 30the following new section:

"FOREIGN CORRUPT PRACTICES BY ISSUERS

<

15 USC 78L
SEC. 30. (a) It shall be unlawful for any issuer which has a class- of securi-
ties registered pursuant to section 12 of this title or which is required to file
reports under section 15(d) of this title, or for any officer, director, employee,
or agent of such issuer or any stockholder iher.c:of acting on behalf of such
issuer, to make use of the mails or any means or instrumentality of interstate
commerce corruptly in furtherance of an offer, payment, pron_iise to- pay, or

authorization of the giving of anything of value to--
"(1) an, foreign official for purposes of

"(A) influencing any act or decision of such foreign official in his

official capacity, including a decision to fail to .perform his-official
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functions; or

-~

"(B) inducing such foreign official to use his influence with a
foreign government or instrumentality thereof to affect or influence |

any act or decision of such government or instrumentality,

in order to assist such issuer in obtaining or retaining business for or

with, or directing business to, any person;

"(2) any foreign political party or official thereof or any candidate for
foreign political office for purposes of : -~

"(A) influencing any act or decision of such party, official or candi-
” .
date in its or his official capacity, including a decision to fail to

perform its or his official functions; or

3 - - . i -’ .
- "(B) inducing such party, official, or candidate to use its or his
influence with a foreign government or instrumentality thereof to

affect or influence any act or decision of such government or

instrumentality.

in order to assist such issuer in obtaining or retaining business for or

with, or directing business to, any person; or

"(3) any, person, 'while knowing orV}}aving reason to know that all or a
portion of such money or thing of value will be offered, given, or prom-
ised, directly or indirectly, to any foreign official, to any foreign politi-
cal party or official thcrcoi;, or to any candidate forforeign political
office, for purposes of

"(A) influencing any act or decision of such foreign official, politi-
cal party, party official, or candidate in his or its official capacity,

including a decision to fail to perform his or its official functions:
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or

"(B) inducing such foreign official, political party, party official, or
candidate to use his or its influence with a foreign government or
instrumentality thereof to affect or influence any act or decision of

~ such government or instrumentality,

in order to assist such issuer in obtaining or retaining business for or
with, or directing business to, any person. \
Fﬁreign official.
"(b} As used in this secn'op, the term’ foreign official’ means any officer or
employee of a foreign government or any department, agency, or instrumen-
tality thereof, or any person acting in an official capacity for or on behalf of
such government or department, agency, or instrumentality. Such term does’
not iﬁcludc ;'my employee of a foreign govemnment or any department,
agency, or instrum:ntality thereof .whosc duties are essentially ministerial or
clerical.”. -
Penalties
(b)(1) Section 32(a) of the Securities Exchange Act of 1934 (15 U.S.C.
78ff(2)) is amended by inserting "(other than section 30A)" immediately after
"title” the first place it appears.
(2) Section 32 of the Securities Exchange Act of 1934 (15 U.S.C. 78ff) is
amended by adding at the-end thereof the following ne:w subsection:
"(€)(1) Any issuer which violates séction 30A(a) of this title shall, upon con-

viction, be fined not more than $1,000,000.

"(2) Any officer or director of an issuer, or any stockholder acting on behalf
of such issuer, who willfully violates section 30A(a) of this title shall, upon’

conviction, be fined not more than $10,000, or imprisoned n& more than five
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years, or both.

"(3) Whenever an issuer i§ found to have violated section 30A(a) of this title,
any employee or agent of such issuer who is a United States citizen, national,
or resident or is otherwise subject to the jurisdiction of the Untied States
(other than an officer, director, <;r stockholder of such issuer), and who will-
fully carried out the act or practice constituting such violation shall, upon
conviction, be fined not more than $10,000, or imprisoned not more than five '

years, or both.

"(4) Whenever a fine is imposed underparagraph (2) or (3) af this subsection
upon any officer, director, stockholder, employee, or agent (ihn\issucr; such
fine shall not be paid, directly or indirccﬂy,-by such issuer.".

FOREIGN CORRUPT PRACTICES BY DOMESTIC CONCERNS

15 USC 78dd-2

SEC. 104.(a) It shall be unlawful for any domestic concem, other than an
issuer which is subject 'Eg_iection 30A of the Securities Exchange Act of
1934, or any officer, di.x%ctor, employee, or agent of such domestic concern
or any stockholder thereof acting on behalf of such domestic concern, to
make use of the mails or any 'rnca.ns or insn'umcnta.lify o‘f interstate commerce
corruptly in furtherance of an offer, payment, promise to pay, or authoriza-
tion of the payment of any money, or offer, gift, promise to give, or authori~
zation of the giving of anything of value to

(1) any foreign official for purposes of

(A) influencing any act or decision of such foreign official in his official |

capacity, including a decision to fail to perform his official functions; or

(B) inducing such foreign official to use his influence with a foreign
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‘government or instrumentality- thereof to affect or influence any act or
decision of such government or instrumentality, in order to assist such
domestic concern in obtaining or retaining business for or with, or

directing business to, any person;

3
(2) any foreign political party or official thereof or any candidate for foreign

e T e e e ———

. political office for purposesof —

(A) influencing any act-or decision of such party, ofﬁciail, or candidate
in its or his official capacity, including a decision to fail to perform its

.or his official functions; or

(B) inducing such party, official, or candidate to use its or his influence
with a foreign government or instrumentality thereof to affect or

-

influence any act or decision of such government or instrumentality, in

order to assist such domestic concern in obtaining or retaining business

for or with, or directing business to, any person: or

(3) any person, while knowing or having reason to know that all or a portion
of such money or thing of value will bn offered, given, or promised, directly
or indirectly, to any forc:xgn ofﬁczal to any foreign political party or official

thereof or to any candidate for forexgn political office, for purposes
(A) inﬂuencing any act or decision of such foreign official, political
party, prany ofﬁcinl, or candidate in€his or its official capacity, including
a decision to fail to perform his or its official functions; or
(B) inducing such foreign official, political party, party official, or candi- -
date to use his-or its influence with a foreign government or instrumen-
tality thereof to aff_ect_ or influence any act of decision of such govcni-

ment or instrumentality, in order to assist such domestic concem in
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obtaining or retaining business for or-with, or directing business to, any

person,

-

Penalties
'(b)(l)(A) Except as'providcd in" subparagrzaph (B), any domestic concem

which violates subsection (a) shall, upon conviction, be fined not more than

e et

$1,000,000.

(B) Any individual who is a domestic concern and who willfully violates
subsection(a) shall, upon convicticn, be fined not more than $10,000, or

imprisoned not more than five years, or both.

(2) Any officer or director of a domestic concern, or stockholder acting on
behalf of such domestic concern, who willfully violates subsection '(a) shall,
upon conviction, be fined nct more than 810,000,'or imprisoned not more

-~

than five years, or both.

(3) Whenever a domestic concern is found to have violated subsection (a) of
this section, any employee or agent of such domestic concermn who is a
United States citizen, national, or resident or is otherwise subject to the jur-
isdiction of the United States(other than an officer, director, or stockhaider
acting on bcéhilf of such domestic concern), and who willfully carried out the
act or practic;e constituting such violation sha'l, upon conviction, be fired not

more than $10,000, or imprisoned not more than five years, or both.

(4) Whenever a fine is imposed undcrparagrapil (2) or (3) of this subsection
upon any officer, director, stockholder, employee, or agent of a domestic con-
cern, such fine shall not be paid, directly or indireétly, by such domestic con-
cermn.

Civil Action

(c) Whenever it appears to the Attorney General that any domestic concern,
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or officer, director, employee, agent, or stockholder thereof, is engaged, or is
about to engage, in any act or practice constituting a violaton of subsection
(a) of thissection, the Attorney General may, in his discredon, bring a civil
action in an” appropriate district court of the United States to enjoin .such act
or practice, and upon a propcr‘ showing a permanent or temporary inju‘nction.
Or a temporary restraining order shall be granted without bond.
(d) As used in this section:

Definitions -
(1) The term "domestic concern” means (A)any individual who is a citizen,
national, or resident of the United States; or/B) any corporation, partnership,-
association, joint stock company, busmcssnrust unincorporated organization,
or sole proprietorship which has its p {:1pa1 place of business in the United
States, or which/is’ﬁgﬁ!'13:4‘.1.1.n:)<zhin laws of a State of the United States
ora t;mtory, possession, or commonwealth of the United States,
(2) /l"he term "foreign official" means any ofﬁccr or cmployce of a foreign
government or any department, agency, or instrumentality thereof, or any per-
$on acting in an official capacity for or on behalf of any such government or
department, agency, or instrumentality. Such term does not include any
employee of a foreign govemnment or any department, agency, or instrumen-

tality thereof whose duties are essentially ministerial or clerical.

(3) The term "interstate commerce" means trade, commerce, transportation, or _
communication among the several States, or between any foreign country and-
any State or between any State and any place or ship outside thereof. Such
term include‘s the interstate use of (A) a telephone or other interstate means

of communication, or (B) any other interstate instrumentality.
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TITLE II--DISCLOSURE
Domestic and Foreign Investment Improved Disclosure Act of 1977.
;_S_EC. 201. This title may be cited as the"Domestic and Foreign Investment
Improved Disclosure Act of 1977".
15 USC 78a note. |

SEC. 202. Section 13(d)(1) of the Securities Exchangc Act of 1934 (15
U.S.C. 78m) is amended to read as follows:

Equity security acquisition, statement, filing.
"(d)(1) Any _person who, after acquiring directly or indirectly the beneficial
owner ship of any equity security of a class which is registered pursuant to
section 12 of this title, or any equity security of én insurance company

Contents
'which would have bee required to be so registered except for the cxcepnon
contauned in sccnon 12(2)(2)(G) of this title,

15 USC 78L
or any equity security issued by a closed end investment company registered
under the Investment Company Act of 1940, is

(15 USC 80a.-51).
directly or indirectly the beneficial owner of more than 5 per centum of such
class shall, within ten days after such acquisition, send to the issuer of the
security at its principal executive office, by registered or certified mail, send
to each exchange where the security is traded, and file with the Commission,
a statement containing such of the following information, and such addition
information, as the Commission may by rules and regulations, prescribe as

necessary or appropriate in the public interest or for the protection of inves-

tors
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"(A) the background, and identity, residence, and citizenship of, and the
nature of such beneficial owncrship..by, such person and all other per-
sons by whom or on whose behalf the purchaécs have been or are to be

effected;

"(B) the source and amount of the funds or other consideration used or
to be used in making the purchases, and if any part of the purchase
price is represented or s to be represented by funds or .other considera-
tion borrowed or otherwise obtained for the purpose of acquiring, hold-
ing or trading such’ security, a description of the transaction and the
names of the parties there to, except that where a source of funds is a
loan made in the ordinary course of business by -a bank, as defined in
section 3(a)(6) of this title, if the person filing such statement so

requests, the name of the bank shall not be made available to the public;

"(C) if the purpose of the purchases or I.Jrospective purchases is to
acquire control of the business of the issuer of the securities, any plans
or proposals which such persons may have to liquidate such issuer, to
sell its assets or 10 merge it with any other persons, or to make anf

other major change in its business or corporate structure;

"(D) the number of shares of such security which are beneficially
owned, and the number of shares concerning which there is a right to
acquire, directly or indirectly, by (i) such person, and (ii)by each associ-
ate of such person, giving the background, identity, residence, and

citzenship of each such associate; and

-

"(E) information 2s to any contracts, arrangements, or understandings
with any person with respect to any securities of the issuer, including

but not limited to transfer of any of the securities, joint ventures, loan or
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option arrangements, puts or calls, guaranties of loans, guaranties against
loss or guaranties of profits, division of losses or profits, or the gdlving or
withholding of proxies, naming the pcrsoné with whor;1 such contracts,
arrangements, or understandings have been entered into, and giving the
details thereof.”.
Equity security ownership, statement, filing,
SEC. 203. Section 13 of the Securities Exchange Act of 1934, as amended
(15 U.S.C. 78m), is amended by adding at the end thereof the following new
subsection: ]
"fg)(l) Any person who is directly or indirectl; the beneficial owner of more
than 5 per centum of a.ﬁy security of a ciass described in subsection (d)(1) of
thissection shall send to the issuer of ihe security and shall file vﬁth the Com-
mission a statement setting forth, in such form and at such time as the Com-
mission may, by rule, prescribe--
"(A) such person’s identity, residence, and citizenship; and
"(B) thé number and description of the shares in which such person has -
an interest and the nature of such interest.
Amendments
"(2) If any material change occurs in the facts set forth in the statement sent
to-the issuer and filed with the Commission, an amendment shall be transmit-
ted to the issuer and shall be filed with the Commission, in accordance with
such and regulations as the Commission may prescribe as necessary or
appropriate in the public interest or for the protection of investors.
Person
"(3) When two or more persons act as a ﬁartnership, limited partnership, syn-

dfcate, or other ground for the purpose of acquiring, holding, or disposing of

L
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securities of an issuer, such syndicatc or group shall be deemed a ’person’

for the purposes of this subsection.

"(4) In determining, for purposes of this subsection, any percentage of a class
of any security, such class shall be dccméd to consist of the amount of the
outstanding securities of such class, exclusive of any securities of such class
. held by -or for the account of the issuer or a subsidiary of the issuer.
Infomaﬁon, availability

"(5) In exercising its authority under this subsection, the Commission shall
take such steps as it deems necessary or appropriate in the public interest or
for the protection of investors (A) to gchievc.ccnualizcd reporting of infor-
mation regarding ownership, (B)to avoid unnecessarily duplicative reporting
by and n;inirrﬁze the c‘ornpliance burden on persons required to report, and
(C-) to tabulate and promptly make available the information contained in any
rcﬁort filed pursuant to this subsection in a manner which will, in the view of
thé Commission, maximize the us%hfflness of the information to other Federal
and State agencies and the public.

Exemption.

"(6)' The Commission ma{j'f,'tiy rule or order, exempt, in whole or in part, any
person or class of persons from any or all of the reporting requirements of
this subsection as it deems necessary or appropriate in the public interest or
for the protection of investors.
Report to Congress.

"(h) The Commission shall report to the Congress within thirty months of the
date of enactment of tﬁis subsection with respect to (1) the effectiveness of
the ownership reporting requirements contained in this title, and (2) the

desirability and the feasibility of reducing or otherwise modifying the 5 per-

-280-



-

centum threshold used in subsections (d)(1)and (g)(1) of this section, giving

appropriate consideration to--

Ante, p. 1498.

’

SEC.

"(A) the incidence of avoidgncc of reporting by beneficial owners using
multiple holders of record: |

"(B) the cost of compliance to persons required to report;

"(C) the cost to issuers and others of processing and disseminating the
reported iri-fdnnation;

"(D) the effect of such action on ‘thc securities markets, including the
system for the clearance and settlement of securities transactions;

"(E) the benefits to investors and to the public; |

"(F) any bona fide interésts of individuals in the privacy of their finan-
cial affairs; '

"(G) the extent to which such reported information gives or would givc‘

any person an undue advantage in connection with activities subject io

sections 13(d) and 14(d) of this title; 15 USC 78 n.

"(H) the need for such information in connection with the administration

and enforcement of this title; and

"(D) such other matters as the Commission may deem relevant, including

the information obtained pursuant to section 13(f) of this title.”.

204. Section 15(d) of the Securities Exchange Act of 1934 is amended

by inserting immediately before the last sentence the following new sentence:

"’I’I]c

Commission may, for the purpose of this subsection, define by rules

and regulations the term held of record’ as it deems necessary or appropriate

in the public interest or for the protection of investors in order to prevent
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circumvention of the provisions of this subsection.”. "Held of record"”,

definition. 15 USC 78o0.

Approved Dccérnber 19, 1977.

%
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