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David R. Wilson
Heller Ehrman White & McAuliffe LLP Act: / 95/@/
701 Fifth Avenue, Suite 6100 Section: ’
Seattle, WA 98104-7098 Rule: M/f’cﬁu

. Public
Re:  Costco Wholesale Corporation
- Incoming letter dated September 23, 2003 Availability: &, ‘/ { foo03
Dear Mr. Wilson:

This is in response to your letters dated September 23, 2003 and
November 12, 2003 concerning the shareholder proposal submitted to Costco by Domini
Social Investments LLC. We also have received letters from the proponent dated
October 30, 2003 and November 19, 2003. Our response is attached to the enclosed
photocopy of your correspondence. By doing this, we avoid having to recite or
summarize the facts set forth in the correspondence. Copies of all of the correspondence
also will be provided to the proponent.

[n connection with this matter, your attention is directed to the enclosure, which
sets forth a brief discussion of the Division’s informal procedures regarding shareholder
proposals.

Sincerely,
ROCESSED  outin #ulomne
DEC 18 2003 ‘ Martin P. Dunn
Wﬁ Deputy Director
Enclosures
ce: AAam Kanzer

General Counsel and

Director of Shareholder Advocacy
536 Broadway, 7" Floor
New York, NY 10012-3915
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Via Federal Express ' Fax (206) 447-0849

25843.0001

Office of Chief Counsel

Division of Corporation Finance
Securities and Exchange Commission
450 Fifth Street, NW

Washington, D.C. 20549

Re: Omission of Shareholder Proposal Submitted by Domini Social Investments LLC
Ladies and Gentlemen:

This letter is to inform you that our client, Costco Wholesale Corporation (the
“Company”), intends to omit from its proxy statement and form of proxy for the 2004 annual
meeting of the shareholders (the “2004 Proxy Materials™) a shareholder proposal (the
“Proposal”) and supporting statement (the “*Supporting Statement™) received from Domini
Social Investments LLC (the “Proponent™). The proposal requests that the Board of Directors
“develop a thorough Code of Ethics that would also address issues of bribery and corruption.
A report including the Code and discussing Costco’s implementation of the Code shall be
prepared at reasonable expense, omitting proprietary information, and made available to
shareholders by July 1, 2004.” The Proposal and Supporting Statement were received on
August 12, 2003, and are attached to this letter as Exhibit A.

On behalf of our client, we hereby respectfully request that the Staff of the Division of
Corporation Finance (the ““Staff”) of the Securities and Exchange Commission (the
“Commission’) concur in our opinion that the Proposal and the Supporting Statement may be
excluded from the 2004 Proxy Materials. As discussed more fully below, the Proposal and
the Supporting Statement may properly be excluded from the 2004 Proxy Materials under
Rule 14a-8(1)(7) because the Proposal relates to the Company’s “ordinary business
operations,” specifically its employee and business conduct policies, and under Rule 14a-
8(1)10 because the Company already has in place an employee code of conduct that addresses
bribery and corruption and 1s in the process of adopting a Company-wide Code of Ethics as
required by the proposed NASDAQ listing standards. In addition, the Proposal and
Supporting Statement may properly be excluded from the 2004 Proxy Materials under Rule
14a-8(1)(3) because they contain false and misleading statements.
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Pursuant to Rule 14a-8(j), enclosed are six (6) copies of this letter and its attachments.
Also in accordance with Rule 14a-8(j), a copy of this letter and its attachments are being
mailed on this date to the Proponent, informing it of the Company’s intention to omit the
Proposal and the Supporting Statement from the 2004 Proxy Materials. The Company
intends to mail its definitive 2004 Proxy Materials on or about December 15, 2003.
Accordingly, pursuant to Rule 14a-8(j), this letter is being filed with the Commission no later
than eighty calendar days prior to the Company’s filing of its definitive 2004 Proxy Materials
with the Commission.

L. Rule 14a-8(i)(7) — Ordinary Business Operations

A. The Proposal and Supporting Statement address matters relating to the
Company’s ordinary business operations

Under Rule 14a-8(1)(7), a registrant may properly exclude a proposal dealing with a
matter relating to the conduct of the registrant’s ordinary business operations and not
involving significant social policy issues. The policy underlying Rule 14a-8(i)(7) is basically
the same as the underlying policy of most state corporation laws: “to confine the solution of
ordinary business problems to the management and the board of directors and to place such
problems beyond the competence and direction of stockholders since it is impracticable for
stockholders to decide how to solve such problems at an annual meeting.” SEC Rel. No. 34-
40018 (May 21, 1998); see also Washington Business Corporation Act, RCW § 23B.08.010
(“All corporate powers shall be exercised by or under the authority of, and the business and
affairs of the corporation managed under the direction of, its board of directors, subject to any
limitation set forth in the articles of incorporation™). This underlying policy rests on two
central considerations. First, certain tasks are so fundamental to management's ability to run
a company on a day-to-day basis that they are not proper subjects for shareholder proposals.
The second consideration “relates to the degree to which the proposal seeks to ‘micro-
manage’ the company by probing too deeply into matters of a complex nature upon which
shareholders. as a group, would not be in a position to make an informed judgment.” SEC
Rel. No. 34-40018 (May 21, 1998). For the reasons presented below, the Proposal falls
squarely within the parameters of the ordinary business exception contained in Rule 14a-
8(1)(7) and the Company may exclude the Proposal on that basis.

The Proposal requests that the Company’s Board of Directors develop a code of ethics
and present a report to its shareholders by July 1, 2004. The Proposal states that the code of
ethics should include oversight of payments made through business partners or other third
parties, a chain of accountability, reporting mechanisms and whistleblower protection, audit
mechanisms, disciplinary measures for violators, linkage of code implementation to executive
compensation, and specific measures to ensure compliance with the Foreign Corrupt Practices
Act (the “FCPA™). The Supporting Statement asserts that Mexico as a country has a problem
with corruption, that the Company (through a joint venture) does business in Mexico, and
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therefore the Company requires an anti-bribery policy even though there is no evidence the
Company has ever had a problem in this area. The essence of the Proposal and Supporting
Statement clearly relates to ensuring compliance by the Company, its employees and foreign
business partners with the FCPA, which was enacted to address issues of bribery and
corruption in foreign transactions.

Such a proposal infringes upon management’s core function of overseeing the
Company’s business practices with respect to its dealings with its numerous foreign business
partners and with its employees. The Company, as part of its ordinary day-to-day business,
determines the appropriate policies and procedures to be followed in conducting business in
foreign countries and managing its employees.

B. The Staff has consistently declined to recommend action against registrant’s
that omitted a proposal relating to a code of ethics

The Staff has consistently determined that proposals for the adoption of codes of ethics
that would apply to relations between a company and its employees and others may be
excluded pursuant to Rule 14a-8(1)(7) because they relate to matters involving ordinary
business operations. For example, in Chrysler Corp. (Feb. 18, 1998), the proponent requested
the board of directors to review or amend Chrysler’s code of standards for its international
operations and present a report to Chrysler’s shareholders. The Staff determined that such a
proposal related to Chrysler’s ordinary business operations. The proponent in USX Corp.
(Dec. 28, 1995) requested that the board of directors adopt and maintain a code of ethics.
USX maintained an extensive set of policies in the areas covered by the proposed code of
ethics, specifically employee/employer relations, customer and business relationships, and the
conduct of management generally. USX by means of its corporate policies and codes of
conduct made such conduct part of its ordinary business operations and the staff permitted
USX to exclude the proposal under the ordinary business exception. Similarly, in Barnett
Banks, Inc. (Dec. 18, 1995), the Staff determined that a proposal that a company prepare and
issue a comprehensive code of ethics for public dissemination fell under the purview of a
company’s ordinary business operations. See also Lockheed Martin Corp. (Jan. 29, 1997)
(proposal requesting the audit and ethics committee of the registrant’s board of directors
evaluate whether the registrant has an adequate legal compliance program and prepare a
report); AT&T Corp. (Jan. 16, 1996) (proposal requesting the registrant's board of directors to
initiate a review of the standards and practices in the registrant’s Maquiladora operations and
prepare a report to be made available to shareholders, including recommendations for
changes); NYNEX Corp. (Feb. 1, 1989) (proposal related to the formation of a special
committee of the registrant’s board of directors to revise the existing code of corporate
conduct); Transamerica Corp. (Jan. 22, 1986) (proposal requesting the formation of a special
committee of the board of directors of the registrant to develop and promulgate a code of
corporate conduct).
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Similarly, the Staff has consistently declined to recommend enforcement action
against registrants that omitted shareholder proposals requesting the board of directors to
undertake actions to ensure compliance with legal requirements governing ordinary business
operations and to report on such efforts to shareholders. In Citicorp (Jan. 9, 1998) the Staff
did not recommend enforcement action against the registrant for omitting, under the ordinary
business exception, a proposal that called for the board of directors to form an independent
committee of outside directors to oversee the audit of contracts with foreign éntities to
ascertain if bribes and other payments of the type prohibited by the FCPA or local laws had
been made to any foreign nationals and report annually to shareholders. See also Crown
Central Petroleum (Feb 19, 1997) (proposal requesting the board to investigate whether
marketing practices have resulted in sales of tobacco to minors in violation of applicable
laws, determine the steps needed to ensure full compliance with applicable laws, and report to
shareholders); Citicorp (Jan. 8, 1997) (proposal relating to bank policies to monitor illegal
transfers through customer accounts). '

The registrant in many of the above-referenced no action letters also had established
policies in the areas covered by the proposed code of ethics. As discussed in Part II, below,
the Company currently has in place an extensive set of policies and procedures relating to
how its employees conduct business. Moreover, the Company is in the process of adopting a
code of conduct for all its employees and directors as required by proposed NASDAQ listing
standards.

C. The Proposal may be excluded under Rule 14a-8(i)(7)

As discussed above, the Proposal falls squarely within the ambit of the Staff’s view
that shareholder proposals addressing codes of ethics and addressing compliance with legal
requirements may be excluded as relating to a registrant’s ordinary business operations.
Accordingly, the Company may omit the Proposal under Rule 14a-8(1)(7).

IL Rule 14a-8(i)(10) — Substantially Implemented

A. A proposal may be omitted from a registrant’s proxy statement if it has been
substantially implemented

Under Rule 14a-8(1)(10), a proposal may be omitted if it has already been
“substantially implemented.” The Staff has taken the position that “a determination that the
Company has substantially implemented the proposal depends upon whether its particular
policies, practices and procedures compare favorably with the guidelines of the proposal.”
Texaco Inc. (March 28, 1991); see also Exchange Act Release No. 34-20091 (Aug. 16, 1983)
(adopting interpretive change “to permit the omission of proposals that have been
‘substantially implemented by the issuer’”). A proposal need not be implemented in full or
precisely as presented for it to be omitted as moot under Rule 14a-8(i)(10) — all that is
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required is that the Company has in place policies and procedures relating to the subject
matter of the proposal.

Where companies have implemented the essential objectives of the proposal or have
policies and procedures concerning the subject matter of the proposal already in place, the
Staff has consistently found that the proposal had been substantially implemented and could
be excluded under Rule 14a-8(i)(10). For example, in The Talbots, Inc. (April 5, 2002), the
proposal requested implementation of a code of corporate conduct based on human rights
standards of the United Nations’ International Labor Organization. The proposal was found
to have been substantially implemented because the company had established and
implemented Standards for Business Practice, a Labor Law Compliance Program, and a Code
of Conduct for Suppliers, regularly disseminated these texts to its new manufacturers,
mandated annual certification, and implemented a monitoring program.

In The Gap, Inc. (March 16, 2001), the proposal asked the company’s board to provide
a report to shareholders on child labor practices of the company’s suppliers. The Staff found
that the proposal was excludable because the company (1) established and implemented a
code of vendor conduct that addressed child labor practices, (2) monitored compliance with
the code, (3) published information on its website about the code and its monitoring
programs, and (4) discussed child labor issues with shareholders. Similarly, in Kmart Corp.
(Feb. 23, 2000), the shareholder proposal requested that the company’s board report on its
vendor standards and vendor compliance program. The Staff concluded that the proposal
could be omitted from the company’s proxy materials because the company had substantially
implemented the proposal through its Vendor Workplace Code of Conduct, monitoring
program and reports to shareholders.

B. The Proposal and Supporting Statement address policies that have been, or
will be before the Company’s 2004 Annual Meeting, substantially
implemented

The Company has substantially implemented the Proposal through its existing and to-
be-adopted standards of conduct. The Proposal requests that the board of directors develop
and report on a thorough Code of Ethics that would also address issues of bribery and
corruption. As noted above, the essence of the proposal clearly relates to ensuring
compliance by the Company with the FCPA, which was enacted to address issues of bribery
and corruption in foreign transactions. Mechanisms for compliance with all U.S. laws
governing transactions with foreign entities are integral to the Company’s policies, and
ensuring compliance with such policies is a core management function.

The Company has in place a Mission Statement and Standards of Conduct and
Discipline that apply to every member of the Company (attached hereto as Exhibits B and C,
respectively). The Company also has an additional Standard of Ethics that applies to all
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employees in a managerial or supervisory role (attached hereto as Exhibit D). The Mission
Statement contains the founding philosophy of the Company and is something that the
Company takes very seriously. First and foremost in this Mission Statement is the principle:
“Obey the Law.” This principle is further elaborated on in the Standards of Conduct and
Discipline, which states that “serious misconduct of any kind as defined by the Company™ is
a cause for termination. The Standard of Ethics states that managers must “operate within the
law in all aspects,” and continues:

Personal relationships with any person providing a business service to Costco is
not a sound practice and generally prohibited. Do not seek or accept from any
person or company doing business with Costco any gift, service, loan,
entertainment or trip of any value. Your position at Costco must never be used
to influence a vendor or any person doing business with us to personally benefit
you or your family.

*® %k %

Records (payroll, personnel, inventory, etc.) are never manipulated in an effort
to enhance performance or results.

% k%

At the core of our philosophy as a company must be the implicit understanding
that not one of us is required to lie or cheat on behalf of Costco or to enhance
our company or personal performance. Managers must never engage in any
activity which could raise a question concerning their integrity. Any time there
is the slightest doubt about an activity that could be questioned regarding
honesty, integrity or intent it must be presented and discussed with your
Manager or Regional Vice President to remove any shade of doubt.

As part of its financial reporting process, on a quarterly basis senior employees
involved in international operations sign a certification to the CEO and CFO that includes
compliance with the FCPA (attached hereto as Exhibit E). The certification states (among
other things):

all employees or agents thereof have complied with the provisions of the
Foreign Corrupt Practices Act, including any prohibition in the Act against
providing any money or any thing of value to any foreign government official,
candidate for governmental office, political party or any other person knowing
that such other person will offer the money or thing of value to any foreign
government official, candidate for governmental office or political party, in
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order to influence a government official in the performance of his official duties
or otherwise secure an improper advantage.

Moreover, proposed NASDAQ listing standards that will likely be effective in January
2004 require that each listed company adopt a code of conduct that will apply to all
employees, officers and directors. This code of conduct will further address issues of
financial integrity, compliance with laws and enforcement mechanisms. In addition,
Sarbanes-Oxley requires each company to adopt mechanisms for anonymous reports to the
Company’s Audit Committee regarding financial and auditing practices, a mechanism that the
Company will have in place no later than January 2004, which is prior to the Company’s
2004 Annual Meeting at which the Proposal would be presented.

The Mission Statement, Standards of Conduct and Discipline, and Standard of Ethics
are all contained in the Company’s Employee Handbook. Every employee receives a copy of
the Employee Handbook at the time they are hired and must sign an acknowledgement that
they have read the handbook. In addition, every new employee is required to watch a video
i which James D. Sinegal, President and founder of the Company, emphasizes the
importance of the Mission Statement and ethical and lawful conduct of business.
Furthermore, every time the Employee Handbook is updated (approximately every three
years), each and every current employee receives a copy and must sign an acknowledgement
that he/she has read the handbook. The Company’s numerous policies and procedures
addressing the subject matter of a shareholder proposal are just the type that the Staff has
determined in the past to constitute substantial implementation of a shareholder proposal.

C. The Proposal may properly be excluded under Rule 14a-8(i)(10)

The Company believes that the Proposal is already, or will be, substantially
implemented by its existing and to-be-adopted policies and procedures. Accordingly, the
Company believes that it may properly omit the Proposal from its Proxy Materials in
accordance with Rule 14a-8(i)(10).

III.  Rule 14a-8(i)(3) — False and Misleading

A. The Proposal and Supporting Statement contain false and misleading
statements in violation of the Commission’s proxy rules

Rule 14a-8(1)(3) provides that a shareholder proposal or supporting statement may be
omitted if it is “contrary to any of the Commission's proxy rules,” including Rule 14a-9's
prohibition on materially false and misleading statements in proxy solicitation materials.

Note (b) to Rule 14a-9 states that “misleading” material includes “[m]aterial which directly or
indirectly impugns character, integrity or personal reputation, or directly or indirectly makes
charges concerning improper, illegal or immoral conduct or associations, without factual
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foundation.” Proposals containing unfounded and unsubstantiated assertions representing the
personal opinions or suspicions of a shareholder are excludable under this provision. See,
e.g., Detroit Edison Co. (Mar. 4, 1983) (statements implying company engaged in improper
“circumvention of . . . regulation™ and “obstruction of justice” without factual foundation
provided a basis for excluding the proposal under former Rule 14a-8(c)(3) (the predecessor to
the current Rule 14a- 8(i)(3)). Set forth below are the statements contained in the Proposal
and Supporting Statement that have no basis in fact, or omit to state relevant information, or
are false and misleading and, therefore, violate Rule 14a-9 of the Exchange Act.

In the fifth paragraph of the Supporting Statement, the Proponent asserts that “The
International Ombudsman Centre for the Environment and Development, a respected,
independent non-governmental organization, found negligence on the part of the authorities
overseeing the project, and there has been speculation in the press about ‘donations’ that
residents thing may have facilitated its approval.” This statement, when read in light of the
rest of the Supporting Statement is clearly misleading because it gives investors the
impression that the International Ombudsman Centre reported bribery in connection with the
Cuernavaca store when, in fact, the report makes no reference to bribery. The “negligence”
alleged by the International Ombudsman Centre is a far cry from bribery. This statement is
also misleading because it first mentions the International Ombudsman Centre, labeling 1t as
“respected” and “independent,” and then mentions speculation in the press about bribes being
paid in connection with the development. The juxtaposition of these statements misleads
investors by attempting to lend credibility to the press reports, which contain nothing but pure
speculation. Even this speculation does not even make any mention that the Company might
have been involved in the alleged bribes.

In the eighth paragraph of the of the Supporting Statement, the Proponent asserts that
“the current Code of Ethics posted on Costco’s website is only 19 words long and in our
opinion does not adequately address the complexities of international business transactions.”
This statement is misleading in that it does not adequately capture the Company’s extensive
efforts regarding compliance with all laws, and the FCPA in particular. As discussed above,
the Company has in place a Standard of Ethics that applies to all employees in a managerial
or supervisory role and requires certifications to the CEO and CFO that include compliance
with the FCPA. In addition, the Company has in place a Mission Statement and Standards of
Conduct and Discipline that apply to every member of the Company. The statement also
makes no mention of the fact that proposed NASDAQ listing standards that will be effective
in January 2004 require that each listed company adopt a code of conduct that will apply to
all employees, officers and directors. This code of conduct will further address issues of
financial integrity, compliance with laws and enforcement mechanisms. Thus, this paragraph
suggests to investors that the Company does not take compliance with laws seriously when it
clearly does.




HellerEhr man September 23, 2003

AT TORNETVY S Page9

Furthermore, the Proponent’s Supporting Statement as a whole suggests that the
Company was involved in corruption and bribery in connection the store in Cuernavaca and
that it does not take seriously compliance with the FCPA. The Company was not involved in
bribery or corruption in developing the store in Cuernavaca and, in fact, went above and
beyond governmental requirements to develop the store in as responsible a manner as
possible. The Company worked with local authorities to reduce the store’s impact on the
environment, revising its plans to reduce the number of trees that would be cut and
temporarily transplanting others until construction was complete. The Company also worked
to save murals that were in the rundown buildings on the store site and arranged to have the
murals restored. These murals will be housed in a museum and cultural plaza constructed by
the Company. The Company believes that there is no evidence of any bribery, that the
Proponent knows this and, if the Staff determines that the Proposal and Supporting Statement
must be included in the 2004 Proxy Materials, that the Supporting Statement should be
required to state that the proponent has no evidence that Costco or its affiliates have paid any
bribes, in Cuernavaca or elsewhere. The Proponent should also be required to state that its
Proposal arises from its opposition to the building of the warehouse in Cuernavaca.

B. The Proposal may properly be excluded under Rule 14a-8(i)(3)

As a result of the materially false and misleading statements discussed above, the
Proposal and Supporting Statement may be omitted from the Company's 2003 Proxy
Matenials pursuant to Rule 14a-8(i)(3). If the staff does not concur that the entire Proposal
and Supporting Statement may be omitted from the Company’s Proxy Materials, the
Company believes that at a minimum:

1. the third sentence of the fourth paragraph should be deleted in its entirety as a
misleading and inflammatory statement about controversy surrounding the
Cuernavaca store with unfounded insinuation that the Company was involved in
bribery;

2. the eighth paragraph should be revised to make it clear that the Code of Ethics
on the Company’s website is not the Company’s only mechanism for ensuring
compliance with the laws and the FCPA; and

3. the Supporting Statement should be revised to state that the Proponent has no
evidence that Costco or its affiliates have paid any bribes, in Cuernavaca or
elsewhere, and that the Proposal arises from the Proponent’s opposition to the
building of the warehouse in Cuernavaca.
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IV. Conclusion

Based on the foregoing, the Company hereby respectfully requests that the Staff agree
that it will not recommend any enforcement action if the Proposal is omitted from the
Company’s 2004 Proxy Materials under Rule 14a-8(i)(7) and/or Rule 14a-8(1)(10).

Should you have any questions or comments regarding the foregoing, or should any
additional information be desired in support of the Company’s position, please contact the
undersigned at (206) 389-4264. If the Staff is inclined to deny the Company’s request, we
would appreciate the opportunity discuss such a determination in advance of your formal
written response.

Very truly vours,

s

David R. Wilson
Attachments

Cc:  Adam Kanzer, Esq. (Domini Social Investments LLC)
John Sullivan (Costco Wholesale Corporation)

SE 550425 v2




EXHIBIT A

Shareholder proposal and supporting statement received from
Domini Social Investments LLC
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SOCIAL INVESTMENTS LLC

The Way You Invest Matters™

August 12, 2003

Joel Benoliel, Esq.

Senior Vice President

Chief Legal Officer

Costco Wholesale Corporation
999 Lake Drive

Issaquah, WA 98027
jbenoliel@costco.com

Fax: (425) 313-8162

BY FAX, EMAIL AND FEDEX

Dear Mr. Bend]iel:

I am writing to you on behalf of Domini Social Investments, the manager of a socially
responsible family of funds based on the Domini 400 Social Index, including the Domini Social
Equity Fund, the nation’s oldest and largest socially and environmentally screened index fund.
Our funds’ portfolio holds more than 120,000 shares of common stock in Costco Wholesale
Corporation.

. The attached proposal is submitted for inclusion in the next proxy statement in accordance with
- Rule 142a-8 of the General Rules and Regulations of the Securities Act of 1934. We intend to

maintain ownership of the required number of shares through the date of the next stockholder’s
annual meeting. A letter verifying our ownership of Costco shares from Investors Bank and
Trust, custodian of our Portfolio, is enclosed. A representative of Domini Social Investments will
attend the stockholders' meeting to move the resolution as required by the SEC Rules.

We strongly believe that this proposal is in the best interest of Costco and its shareholders.
Please direct any correspondence relating to this proposal to my attention.

cc: Jim Sinegal, President & CEO

536 Broadway, 7* Fl, New York, NY 10012-3315 Tel: 212-217-1100, Fax: 212-217-1101, Investor Services: 800-582-6757
Email: info@domini.com, URL: www.domini.com




REQUEST FOR ANTI-BRIBERY CODE OF ETHICS
Whereas: ,

¢ Costco operates in seven countries. After the US and Canada, the country with the
largest number of Costco warehouses is Mexico, with 21 locations;

o Transparency International (TI), an international nongovernmental organization
dedicated to curbing corruption, has identified government corruption as a serious
problem for international business. In Mexico specifically, TI's 2003 Global
Corruption Report found that 59% of the population has personally experienced
government corruption, and that the average Mexican perceives 77% of the
country’s civil servants to be corrupt;

e Transparency International’s 2002 Corruption Perceptions Index, a compilation of
data from the World Bank, World Economic Forum, and other respected policy
and academic sources, gave Mexico a corruption rating of 3.6 on a scale where 1
indicated maximum corruption and 10 indicated maximum honesty;

e a Transparency International survey of private sector leaders in 15 emerging
market economies found that in all these countries, bribery is believed to be most
prevalent in the construction/public works sector; '

e suspicion of involvement in bribery can seriously damage our company’s
reputation and endanger shareholder value. We believe such suspicions have
already arisen in Cuernavaca, Mexico, where Costco’s construction on a site of
cultural and environmental importance was opposed by a number of groups of
local residents. The International Ombudsman Centre for the Environment and
Development, a respected, independent non-governmental organization, found
negligence on the part of the authorities overseeing the project, and there has been
speculation in the press about “donations” that residents think may have
facilitated its approval;

e The Foreign Corrupt Practices Act (FCPA) prohibits American companies from
bribing public officials in international business transactions. Many companies
have implemented programs to ensure compliance with the Act;

e the Organization for Economic Cooperation and Development and the
International Chamber of Commerce have developed model codes of conduct for
multinational enterprises to prevent bribery and corruption;

e in a 2002 shareholder letter, our Chairman and President wrote that “corporate
citizenship is high on our list of priorities.” However, the current Code of Ethics
posted on Costco’s website is only 19 words long and in our opinion does not
adequately address the complexities of international business transactions;




THEREFORE BE IT RESOLVED that the shareholders request the Board of Directors
of Costco to develop a thorough Code of Ethics that would also address issues of bribery
and corruption. A report including the Code and discussing Costco’s implementation of
the Code shall be prepared at reasonable expense, omitting proprietary information, and
made available to shareholders by July 1, 2004.

SUPPORTING STATEMENT
We believe the Code of Ethics should include:

e oversight of payments made through business partners or other third
parties :

a clear chain of accountability for implementation

adequate reporting mechanisms and whistleblower protection

robust audit mechanisms to evaluate compliance

specific disciplinary measures for code violations

linkage of successful code implementation to executive compensation
levels V

¢ specific measures to ensure compliance with FCPA




EXHIBIT B

Mission Statement
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"WHAT DO WE STAND FOR?”
1.0
INTRODUCTION

Our Mission
To continually provide our members with quality
goods and services at the lowest possible prices.

In order to achieve our mission we will conduct our
business with the following Code of Ethics in mind:
Our Code of Ethics

1. Obey the law.

2. Take care of our members.
3. Take care of our employees.
‘4, Respect our vendors.

If we do these four things throughout our organization,
then we will achieve our ultimate goal, which is to:

5. Reward our shareholders.

Costco’s Code of Ethics'

1. Obeythe Law
e THE . “ The law is irrefutable! Absent a moral imperative to challenge a law, we must
conduct our business in total compliance with the laws of every community
where we do business.

We pledge to:

» Comply with all statutes.
* Respect all public officials and their positions.
» Comply with safety and security standards for all products sold.

+ Exceed ecological standards required in every community
where we do business.

+ Comply with all applicable wage and hour laws.
+ Comply with all applicable anti-trust laws.

! Adapted from Jim Sinegal’s presentation of Costco’s Code of Ethics
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Employee Agreement E==WHOLESALE

2. Take care of our members
Costco membership is apen to business owners, as well as individuals.
%, Our members are our reason for being — the key to our success. If we
= don'’t keep our members happy, little else that we do will make a
difference.
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 There are plenty of shopping alternatives for our members and if they fail to
show up, we cannot survive. Qur members have extended a trust to Costco by virtue
of paying a fee to shop with us. We will succeed only if we do not violate the trust
they have extended to us, and that trust extends to every area of our business.

To continue to earn their trust, we pledge to:

Provide top-quality products at the best prices in the market.

» Provide high quality, safe and wholesome food products by requiring
that both vendors and employees be in compliance with the highest
food safety standards in the industry.

» Provide our members with a 100% satisfaction guaranteed warranty
on every product and service we sell, including their membership fee.

* Assure our members that every product we
sell is authentic in make and in representation
of performance.

* Make our shopping environment a pleasant
experience by making our members feel
welcome as our guests.

+ Provide products to our members that
will be ecologically sensitive.

* Provide our members with the best
customer service in the retail industry.

+ Give back to our communities
through employee volunteerism and
employee and corporate
contributions to United Way
and Children’s Hospitals,
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3. Take care of our employees
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We pledge to provide
our employees with:

Career Opportunities at Costco:

Our employees are our most important asset. We believe we have the
‘4, very best employees in the warehouse club industry, and we are
N = committed to providing them with rewarding challenges and ample
§ ~ opportunities for personal and career growth.

Competitive wages
Great benefits

A safe and healthy work w
environment

Challenging and fun work

Career opportunities

An atmosphere free from
harassment or discrimination

An Open Door Policy that allows
access to ascending levels of
management to resolve issues

Opportunities to give back to their
communities through volunteerism
and fund-raising

Costco is committed to promoting
from within the company. More
than 85% of our current
management team members
(including Warehouse, Merchandise,

Administrative, Membership, Front End and Receiving Managers)
are “home grown.”

Our growth plans remain very aggressive and our need for qualified, experienced
employees to fill supervisory and management positions remains great.

Today we have Warehouse Managers and Vice Presidents who were once
Stockers and Callers or who started in clerical positions for Costco. We believe
that Costco’s future executive officers are currently working in our
warehouses, depots and buying offices, as well as in our Home Office.
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4, Respect our vendors

Our vendors are our partners in business
and for us to prosper as a company,
they must prosper with us.

%

To that end, we strive to;

+ Treat all vendors and their representatives as you would expect to be
treated if visiting their places of business.

* Honor all commitments.
+ Protect all vendor property assigned to Costco as though it were our own.
+ Not accept gratuities of any kind from a vendor.

These guidelines are exactly that — guidelines — some common sense rules for the
conduct of our business. At the core of our philosophy as a company is the
implicit understanding that all of us, employees and management alike, must
conduct ourselves in an honest and ethical manner every day. In fact, dishonest
conduct will not be tolerated. To do any less would be unfair to the overwhelming
majority of our employees who support and respect Costco’s commitment to
ethical business conduct.

If you are ever in doubt as to what course of action to take on a business matter
that is open to varying ethical interpretations, TAKE THE HIGH ROAD AND
DO WHAT IS RIGHT.

Ifwe follow the four principles of our Code of Ethics throughout our organization,
then we will achieve our fifth principle and ultimate goal, which is to:
5. Reward our shareholders

wWtettee, -+ Asa company with stock that is traded publicly on the NASDAQ
BN\ % stock exchange, our shareholders are our business partners.

» We can only be successful so long as we are providing them with a
good return on the money they invest in our company.

+ This, too, involves the element of trust. They trust us to use their investment
wisely and to operate our business in such a way that it is profitable.

+ Over the years Costco has been in business, we have consistently followed an
upward trend in the value of our stock. Yes, we have had our ups and our
downs, but the overall trend has been consistently up.

* We believe Costco stock is a good investment, and we pledge to operate our
company in such a way that our present and future stockholders, as well as
our employees, will be rewarded for our efforts.
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What do Costco’s Mission Statement
and Code of Ethics have to do with you?

EVERYTHING!
The continued success of our company depends on how well each of Costco’s
employees adheres to the high standards we insist on, as mandated by our Code
of Ethics. And a successful company means increased opportunities for success
and advancement for our employees.

No matter what your current job, there are creative ways you can put Costco’s
Code of Ethics to work every day. Its reflected in the energy and enthusiasm you
bring to work each day, in the relationships you build with your management,
your co-workers, your vendors and your members.

By always choosing to do the right thing, to go the extra mile — you will build
your own self esteem, increase your own chances for success and make Costco
more successful, too. It is the synergy of ideas and talents, each of us working

together and contributing our best, that makes Costco the great company it is
today and lays the groundwork for what we will be tomorrow.

We're glad you are part of the Costco family, and we thank you for your valuable
contributions to our company. We hope you will stay and grow along with us.
We believe the best is yet to come!

How we do business
Our Warehouses:

+ We operate in large, no-frill, low-cost facilities.

» Costco warehouses are designed for simplicity, economy and efficient use of
shopping space, in keeping with our image of warehouse shopping at
wholesale prices.

Qur Merchandise:

+ We offer a wide range of product categories with a narrow selection of the
most popular items and styles within each category.

» Goods are displayed in original cartons on pallets, allowing for efficient
storing and moving of products into display/sell positions.

* We carry nationally branded products as well our own top-quality private
label goods (Kirkland Signature products), which must meet or exceed
national brand quality and provide a substantial savings to our members.

» While name-brand recognition is very important, buyers purchase only
high-quality products based on which items they can obtain at the best
price. This is why at different times our members may find products of the
same high quality but in different brands.
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Standards of Conduct and Discipline
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"WHAT ARE THE RULES?”
11.0
STANDARDS OF CONDUCT AND DISCIPLINE TAB

11.1 STANDARDS OF CONDUCT AND DISCIPLINE

The following are basic Company guidelines. This is not intended to encompass all
Company policies and procedures. If you have any questions, please check with
your Supervisor for clarification.

We may, from time to time, at our discretion, modify these guidelines.

11.2 CAUSES FOR TERMINATION

The general course of action will be termination of employment. No previous
Counseling Notices are necessary. If termination does not occur, the Employee
Counseling Notice will be retained as a permanent part of the personnel file.

1. Falsification of Company records and/or time card including omitting facts
or willfully giving wrong or misleading information. This includes, but is
not limited to:

» the employment application

* internal investigations

* benefit enrollment forms

+ inventory, vault or sales audit forms

+ signing someone else’s time card or swiping someone else’s name badge
+ having your time card signed or your name badge swiped by someone else

2. Violation of the Company policy prohibiting harassment including, but not
limited to, sexual harassment, retaliation, or interfering with an
investigation.

3. Violation of the Company policy prohibiting discrimination against or
harassment of co-workers, vendors or members, including malicious gossip,
and derogatory attacks. This includes, but is not limited to, retaliation, or
interfering with an investigation.

4. Unauthorized disclosure of confidential information relating to Costco, its
members, employees, vendors or agents.

5. Violation of Manager’s Standard of Ethics.

6. No call/no show for three consecutive days (job abandonment) and/or
unauthorized absence for three consecutive days.

7. Unauthorized leave of absence or failing to return from a leave of absence
and/or failure to provide required documentation for a leave of absence.

8. Unbecoming conduct, horseplay, unnecessary noise, or any act that
jeopardizes the order of business and safety of the Company, the employee,
other employees, customers, vendors, or Company property.
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9. Any conflict of interest which includes, but is not limited to, creating a
business in competition with Costco, working for another employer in
competition with the Company, or performing unauthorized work for a
customer as a representative of Costco.

10. Serious misconduct of any kind as defined by the Company.
11. Three unpaid suspensions in any 12-month period.

12. Any relationship that jeopardizes your ability to perform your job
responsibilities safely, competently and/or honestly.

13. Creating or contributing to unsanitary or immoral conditions.

14. Reporting for or returning to work under the influence of intoxicants; or
possessing, consuming, or selling any controlled substances on Company
premises; or refusing to be tested for alcohol and/or substance abuse in the
event of reasonable suspicion or as a result of being involved in or having
contributed to an accident involving injury or harm to individuals,
property or equipment; or testing positive. Any violation of the Company’s
Drug and Alcohol-Free Workplace Policy, described in Section 2.6. ™

15. Proof or confession of dishonesty including, but not limited to, grazing "
or theft of any kind. Arrest and conviction of a felony; or other
adjudication or where sentence is imposed. 2

16. Borrowing, using, lending, removal of, or giving away Company funds,
merchandise, or equipment without written authorization of the Manager.

17. Fighting, striking, or attempting to strike another person, or any act of
violence or threat of violence occurring on Company premises or on
Company time.

18. Willful damage or destruction of Company property, equipment,
merchandise, or property of others on Company premises.

19. Any act of insubordination, or refusal to comply with the direct
instructions or directions of your Supervisor, including but not limited to,
any violation or non-compliance with a Contract for Continued
Employment.

20. Possession of firearms, weapons, or explosives on Company time or
premises.
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Y Except where prohibited by state law. In the state of Vermont, state law requires rehabilitation,

" This includes, but is not limited to: shelf stock, RTYV merchandise, merchandise returned
at membership, and any packages that become opened by either members during the
couirse of the day or damaged in the process of stocking (1.e., blade cut, defective seams, etc.).
Also included are Food Court and fresh food products and any ingredients used in their
preparation. “If you didn’t buy it, dor'’t eat it!”

"2 Except where prohibited by state law. In the state of Hawaii, the conviction must
be related to the position held.
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21. Extending or receiving unauthorized discounts, refunds, or credits; failure to
record sales; ringing up own sales or a family member’s sales; working with
an open register.

22, Unauthorized posting, distribution, removal, or alteration of any material
on Company property. :

23, Unauthorized entry or exit from Company premises at points other than
those designated for employees. Going into restricted areas without
authorization.

24. Leaving the Company premises during working shift without permission of
management.

25. Exceeding the maximum time granted for leaves of absence or exceeding a
vacation period.

26. Accepting employment with another employer while on leave of absence.

27. Disobedience of Company rules including, but not limited to,
E-mail/Internet policy, safety policies and procedures, fire procedures,
and sanitary rules and regulations.

28. Accepting gratuities, gifts, presents, money, or tips from
members/customers and/or vendors.

29. Failure to produce and/or maintain required licenses.

+ Licensed or certified Pharmacy, Optical, Hearing Aid
personne! are required to maintain their own licenses or
certificates as a condition of employment.

+ Employees working in the tire shop must maintain
current driver’s license. ‘

30. Failure to report to your Supervisor any injury, accident, or damage to
Company property.

11.3 CAUSES FOR DISCIPLINARY ACTION

Counseling Notices will be issued within three scheduled working days of the
violation coming to Management’s attention (excluding Saturdays, Sundays
and holidays).

In some instances, such as an ongoing investigation, such issuance may exceed
three scheduled working days. You will be asked to sign the Counseling Notice.

+ The first violation will result in a documented Employee
Counseling Notice.

» The second violation of the same or similar nature within a 6-month
period will result in a second decumented Employee Counseling Notice.
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* The third violation of the same or similar nature within a 6-month
period will result in termination of employment.

+ Pour counseling notices within any 6-month period, even if unrelated,
will result in termination of employment. (A Counseling Notice for
Excessive Absenteeism cannot be counted as one of these four
counseling notices.)

Note: Employee Counseling Notices for violations of minor offenses will remain
in the employee’s personnel file for six months. Employee Counseling Notices for
absenteeism will remain in the employee’s personnel file for one year. Employee
Counseling Notices for violations of major offenses will remain in the employee’s
personnel file permanently.

1. Excessive absenteeism is defined as exceeding seven instances in any 12-
month period, extended by any leave of absence. (When absent for two or
more consecutive days, this is ene instance.)

* The eighth instance in any 12-month period will result in a
documented Employee Counseling Notice.

+ The ninth instance in any 12-month period will result in a
documented Employee Counseling Notice.

* The tenth instance in any 12-month period will result in an unpaid
3-day suspension.

+ The eleventh instance in any 12-month period will result in
termination of employment.

Note: Paid sick leave is included for purposes of calculating instances
of absence.

Absences Which Do Not Count:
* If you have requested a day off in advance and received your
Supervisor’s approval, this will not count as an instance of absenteeism.

+ Absence due to an approved leave of absence (including Family and
Medical Leave Act), jury duty, funeral leave, veteran’s leave, or workers’
compensation leave will not count as an instance of absenteeism.

+ If you report to work and leave prior to the end of your scheduled shift
due to illness, and with the approval of your Supervisor, this will not be
included for purposes of calculating instances of absenteeism.
However, if you have had excessive absenteeism, or have requested
permission to leave early due to sickness on a frequent basis, your
Supervisor may ask that medical substantiation of your illness be
produced. If it is not, then that instance of absence will be counted as
an instance of absenteeism.
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» If you or a member of your family has a serious illness which results in
your incurring more instances of absenteeism than are permitted, an
exception may be made so that any absence due to such illness will not
count as an occasion of absenteeism, provided medical substantiation
is produced, in accordance with FMLA and state regulations.

2, Excessive tardiness - three separate tardies in any 30-day period is
considered excessive. Reporting to work four or more minutes late is
considered tardy. Tardies can only be counted once.

3. No call/no show. Reporting for work one hour or more after your
scheduled shift, without contacting management.

4, Failure to perform work as required. Not meeting Company requirements
for quality, accuracy or quantity of work; inefficiency or the inability to
perform assigned tasks (job incompetence).

5. Use of rude, derogatory, or obscene language between Supervisors,
co-workers, members/customers and/or vendors, not of the nature to
constitute a violation of the anti-harassment policy.

6. Discourtesy, insolence, or rudeness to a member or vendor.

7. Trading, switching, or not following the posted work schedule without
prior approval of management.

8. Beginning work prior to the start of your scheduled shift or leaving before
your work schedule is completed without the express approval of
management to change your schedule. Working “off the clock”

9, Failure to show up for work or call in prior to the beginning of the work
shift. Notification must be made to your Supervisor one hour before the
start of the work shift unless you are working the first shift of the day, in
which case you must notify your Supervisor at the start of the shift.

10. Improper use of Company property.

11, Unnecessary loitering, wasting of time, engaging in personal conversations,
detracting from your work or the work of others, including any behavior
or conduct that causes a disruption in the workplace.

12, Use of Company telephones, fax machines, computers, and property for
personal business, except in the case of an emergency and then only with
express management approval.

13, Taking extended breaks or meal periods. Loafing or other abuse of
Company time.
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14, Parking cars in areas not assigned as employee parking areas or “on
premises” traffic violations.

15. Violations of established cash handling policies and procedures (excluding
theft of any kind or other acts of dishonesty).

16. Chewing gum, chewing tobacco, or smoking, except in designated areas,
and never on the sales floor or at the registers.

17. Failure to follow any safety rules or regulations, including, but not limited
to, using improper lifting or box cutting techniques.

18. Presenting the Company with a personal check for insufficient funds,
closed account, etc.

19. Soliciting or collecting funds for any purpose during actual working hours
without permission of a Supervisor or Manager.

20. Failure to follow rules and regulations from the Security Department
concerning identification/name badges and/or other procedures.
Note: Employee parcels, lunch boxes, backpacks, lockers, etc. are subject
to periodic search. Lockers are provided in the break area for personal
belongings. Personal belongings are to be secured in a locker, not taken
to the checkstand or on the sales floor. Employees are responsible for
providing a padlock for their locker.

21. Violation of Costco’s Personal Appearance policy.
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Standard of Ethics
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11.5 STANDARD OF ETHICS (MANAGERS/SUPERVISORS)
The Costco Mission Statement sets forth our commitment to obey the law, take
care of our members and employees, respect vendors, and reward our
shareholders. We cannot accomplish this unless we adhere to a set of moral
principles that project our Mission’s goal to our fellow employees, members,
vendors and community. In accepting a position of management you must be
committed to and demonstrate a role of honesty and forthrightness. Managers
above all else lead by example.

» The rights of employees, members and vendors must be treated with respect
and dignity.

» Inappropriate fraternization with employees creates an atmosphere of
conflict of interest and favoritism and is not acceptable.

* Managers must always strive to keep the workplace free of any form of
harassment or discrimination. All members of management must review, be
versed in and administer the policy prohibiting harassment and
discrimination as outlined by the Costco Employee Agreement. All forms of
harassment, whether due to race, color, national origin, ancestry, sex, sexual
orientation, religion, age, disability, veteran status, political ideology or any
other reason is prohibited.

+ Vendors are dealt with in the same honest and forthright fashion we expect
from them.

+ Personal relationships with any person providing a business service to
Costco is not a sound practice and generally prohibited. Do not seek or
accept from any person or company doing business with Costco any gift,
service, loan, entertainment or trip of any value. Your position at Costco
must never be used to influence a vendor or any person doing business with
us to personally benefit you or your family.

+ Without proper authorization, confidential information must never be
released to outside sources.

» Records (payroll, personnel, inventory, etc.) are never manipulated in an
effort to enhance performance or results.

* Costco merchandise, equipment, supplies and employees are not to be
exploited for personal gain.

+ Our management commitment requires us to operate within the law in all
aspects. Company policies and directives are to be adhered to in all aspects
of the operation.

+ All Managers are to be aware of and administer our Drug and Alcohol-Free
Workplace Policy as defined in the Costco Employee Agreement.
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Our goal is a safe and efficient working and shopping environment. Following
and administering the standards of conduct and discipline as stated in the Costco
Employee Agreement is one of the management tools used to create this
environment.

The above are some common sense guidelines for our job. Guidelines can never
answer every question or solve all problems. At the core of our philosophy as a
company must be the implicit understanding that not one of us is required to lie
or cheat on behalf of Costco or to enhance our company or personal
performance. Managers must never engage in any activity which could raise a
question concerning their integrity.

Any time there s the slightest doubt about an activity that could be questioned
regarding honesty, integrity or intent it must be presented and discussed with
your Manager or Regional Vice President to remove any shade of doubt.
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Quarterly Certification




CERTIFICATION

The undersigned hereby confirms, to the best of my knowledge and belief and
under penalty of perjury, that:

L.

The books and records of [Name of subsidiary] are maintained in
accordance with the policies and procedures of Costco Wholesale
Corporation (the “Company”).

The financial and operating information regarding [Name of
subsidiary] and the International Financial Reporting Package
presented to the Financial Reporting Department in connection
with the preparation of the Company’s Annual Report on Form 10-
K for the year ended September 1, 2002

do not contain any untrue statements of a material fact nor omit to state any
material fact necessary to cause the statements in the Annual Report to not be misleading

Dated:

to a reasonable
investor,

and fairly present, in all material respects, the results of
operations and financial condition of [Name of subsidiary].

[Name of subsidiary] and all employees or agents thereof have
complied with the provisions of the Foreign Corrupt Practices Act,
including the prohibition in the Act against providing any money
or any thing of value to any foreign government official, candidate
for governmental office, political party or any other person
knowing that such other person will offer the money or thing of
value to any foreign government official, candidate for
governmental office or political party, in order to influence a
government official in the performance of his official duties or
otherwise to secure an improper advantage.

, 2002

Name:
Title:




Dated: 2002

Name:
Title:

Dated: , 2002

Name:
Title:
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SOCIAL INVESTMENTS LLC

The Way You Invest Matters™

October 30, 2003

Securities and Exchange Commission
Office of Chief Counsel

Division of Corporate Finance

450 Fifth Street NW

Washington, DC 20549

Re:  Costco Wholesale Corporation
Shareholder Proposal of Domini Social Investinents

Dear Ladies and Gentlemen:

I am writing on behalf of Domini Social Investments LLC in response to a letter written by
attorneys representing Costco Wholesale Corporation (“the Company”) dated September 23,
2003, notifying the Commission of the Company’s intention to omit the above-referenced
shareholder proposal (“the Proposal,” attached as Exhibit A) from the Company’s proxy
materials. In its letter (“the no-action request,” attached as Exhibit B), the Company argues that
the Proposal may properly be excluded from the Company’s materials for three reasons: first,
because it relates to the Company’s ordinary business operations (Rule 14a-8(1)(7)); second,
because it has been or soon will be substantially implemented by the Company (Rule 14a-
8(1)10); and third, because it contains statements that are materially false and misleading (Rule
142-8(1)(3)). We disagree with all three of the Company’s arguments, and respectfully request
that the Company’s request for no-action relief be denied.

L Ordinary Business

The Proposal does not focus on ordinary business because it addresses substantial public policy
issues, and the Staff has consistently denied no-action requests under Rule 14a-8(i)(7) where
shareholder proposals addressed such issues. The Proposal requests that the Company develop a
comprehensive Code of Ethics addressing issues of bribery and corruption, and prepare a report
to shareholders discussing implementation of this Code. The Proposal comes at a time when our
Company finds itself at the center of a significant controversy surrounding a project to build a
Costco warehouse in Cuernavaca, Mexico, during which suspicions of bribery and corruption
have arisen. We believe that denial of relief under Rule 14a-8(i)(7) is entirely consistent with
previous Staff no-action letters, and respectfully request that the Company’s argument be
rejected.

536 Broadway, 7" Fl, New York, NY 10012-3915 Tel: 212-217-1100, Fax: 212-217-1101, Investor Services: 800-582-6757
Email: info@domini.com, URL: www.domini.com
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Our argument is divided into four sections: 1. Background on the controversy surrounding the
Company’s Cuernavaca project; 2. A description of allegations of bribery and corruption that
have arisen regarding the project; 3. A brief discussion of bribery and corruption generally as a
significant public policy issue, and as an issue for investors; and 4. A discussion of Commission
no-action letters regarding ordinary business challenges to proposals that also raise significant

social policy issues.
A. Background on the Cuernavaca project

The filing of this shareholder proposal was originally prompted by a controversy arising from the
Company’s recent acquisition and development of a property in Cuernavaca, a city located in the
Mexican state of Morelos. The project has provoked significant controversy as well as suspicions
that the Company was involved in bribery in connection with the proj ect.' We believe that the
Company’s reputation has been damaged as a result of this controversy, and that it must take
action to prevent similar controversies in the future.?

The property in question is the former site of a hotel called the Casino de la Selva. Never
actually used as a casino, the hotel was built in 1931 by a wealthy patron of the arts, who
commissioned a well-known architect to design it and, over the course of the next several
decades, hired the leading painters of two generations of Mexican artists to paint murals on its
walls. Also housing a theatre, an art gallery, and a renowned school of ceramics, the hotel
became an internationally known gathering place for artists, intellectuals, and visitors from many

countries, and was immortalized in both literature and film.

In the 1990s, the hotel fell into disrepair and came into the possession of the Mexican authorities
when its owners defaulted on their taxes. The authorities’ subsequent decision to sell the
property to Costco and its Mexican partner company, Comercial Mexicana, was opposed by a
substantial number of groups and individuals. In addition to the hotel’s art and architecture, some
opponents of the project sought to protect archeological artifacts that were found on the site, as
well as the plants and trees that surrounded the hotel complex. The Casino site is also in the close
vicinity of a large market at which thousands of local people from the surrounding area sell their
products; these vendors feared that competition from the planned megastores would put them out

! At the outset, it is worth noting that the fact that this project has generated significant controversy is not in dispute.
In a brochure posted to the Company’s website, Costco stated that “[oJur development of the Cuernavaca site has
been fraught with controversy almost from the beginning, and Costco has faced many obstacles and dilemmas along
the way.” The brochure goes on to describe the Company’s efforts to address this controversy (“A Culture of
Commitment: The Story of Costco in Cuernavaca,” available at
http:/fwww.costco.cony/frameset.asp?trg=images%2FProdImages ToProd%2FPDFs%2FCostco%SFcuernavaca%2E
pdf&log=).

* The Company was involved in a different land-acquisition controversy in the United States, in 2002, when it
sought to acquire land the local government intended to seize through its powers of eminent domain. The Wall
Street Journal editorial board remarked that this use of eminent domain “on behalf of private business ... represents
the worst form of political collusion.” The Journal also remarked that Costco “should buy their land in the open
market instead of relying on local governments to seize a juicy location at below-market prices.” “The First Church
of Costco”, The Wall Street Journal (May 30, 2002), Al14.
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of business. As the sale proceeded, a range of citizens and public figures began to speak out
against the project.

Some of the criticism of the authorities’ actions has come from elected officials. In the summer
of 2001, the state legislature of Morelos (the state in which Cuernavaca is located) approved a
resolution proposed by Representative Marco Antonio Adame Castillo of the PAN (the party of
President Vicente Fox) urging the authorities to suspend work on the site and to conserve the
cultural, historical, and archeological heritage it contained.’ Later that year, the Senate Culture
and Education Commission, led by Senator José Natividad Gonzalez Paras of the PRI (the
country’s second largest party), passed a resolution recommending that the city government buy
the property back from Costco in order to preserve it.* In September 2002, Senator Jesus Ortega
Martinez, who leads the PRD, Mexico’s third largest party, filed suit against the people
responsible for approving the project, charging that they have committed violations of federal
law. The lawsuit, (which can be accessed on the senator’s website at
<http://www.prd.senado.gob.mx/senadores/nota.lasso?s=1sc=424), states that the
Casino was “undoubtedly a symbol of the city” and that it contained “a great wealth of natural
resources and of cultural and artistic heritage” that authorities failed to protect.

The project has also received criticism from a number of environmental groups,” and in the fall
of 2002, Francisco Icaza, José Reyes Meza, and Jorge Flores, three of the muralists whose work
decorated the walls of the Casino, declared their intention to file suit regarding the treatment of

their murals by Costco.®

There have also been a series of protests and demonstrations against the project, some of which
included thousands of people. At one such demonstration in August of 2001, demonstrators were
beaten and arrested. A Morelos State Human Rights Commission later ruled that these
demonstrators had been violated both by the local police and by security personnel hired by the

} Periddico Oficial, “Tierra y Libertad,” Organo del Gobierno del Estado Libre y Soberano de Morelos, 22 August
2001: p. 4.

* Alvarez, Carmen. “Recomienda Senado expropriacién,” Reforma, 6 September 2001: 3C.

* In February 2002, the Group of 100, a well-known Mexican environmentalist group, stated publicly that the
wooded grounds of the former Casino should not be destroyed to make way for Costco’s construction, because they
constituted an important green space in the city center and eliminating them would have “an exceedingly negative
effect on the climate.” (Grupo de Cien, “No a la construccion de la megatienda Costco-Price-Comercial Mexicana
en el Casino de la Selva” (Cuernavaca, Morelos, Febrero del 2002), p. 1. The original quote reads “un impacto
sumamento negative para el clima.” A number of other environmental groups joined the Group of 100 in endorsing
an academic report that came to this conclusion. Written by Professor Rafael Monroy Martinez, chair of the
Department of Botany at the Center for Biological Studies at the Independent University of Morelos, this study
stresses the role of urban vegetation in moderating temperature and giving Cuernavaca its reputation as the “city of
eternal spring.” (Martinez, Rafael Monroy. Andlisis del Problema Socio Ambiental Casino de la Selva.
Departamento de Biologia Vegetal, Centro de Investigaciones Biolégicas, Universidad Autonoma del Edo. De
Morelos (Febrero 2002), p. 3.) Greenpeace Mexico and the United States’ Sierra Club have also expressed concern
about the project’s effects on plant and animal species. (For Greenpeace: Benet, Raul. Letter to the directors of
Costco, 18 January 2002. For the Sierra Club: Mills, Stephen (Director, International Program). Letter to Victor
Lichtinger, Secretaria de Medio Ambiente y Recursos Naturales, 15 October 2002.)

® Lopez, Sergio Raul. “Asegura que su mural estaba en buen estado,” Reforma, 8 November 2002, 8C.
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company developing the property,7 and Amnesty International mentioned the allegations of force
used against demonstrators at the Casino de la Selva in its Annual Report for 2003 (see
http://web.amnesty.org/report2003/Mex-summary-eng).

Public figures of great renown and moral authority also weighed in against Costco’s project.
Gabriel Garcia Marquez, winner of the Nobel Prize for Literature, has publicly advocated
converting the hotel into an international university of fine arts.® Both Bishop Samuel Ruiz
Garcia (a three-time Nobel Peace Prize nominee who is internationally known for his role in
brokering a peace agreement between the Zapatista rebels and the Mexican government) and
General José Francisco Gallardo (a former prisoner of conscience who is also internationally
known for his advocacy of human rights) have made public appearances and statements in
support of those protesting the project.

While this is by no means a complete listing of the project’s critics, it should serve to illustrate
the controversial nature of the venture.

B. Suspicions of bribery and corruption

A number of the project’s critics have suggested that the authorities involved in approving
various aspects of the Costco/Comercial Mexicana project acted improperly, illegally, orin a
corrupt manner. In the fall of 2002, in response to a request from a group of concerned citizens in
Cuernavaca, the International Ombudsman’s Centre for the Environment and Development
(OmCED),’ a nonprofit organization concerned with issues of sustainable development,
conducted a study of the Casino de la Selva controversy. The OmCED report, which was issued

7 Comisién Estatal de Derechos Humanos de Morelos, ruling of March 12, 2003, p. 35.

¥ Oscar Lopez, “Garcia Marquez se pronuncia a favor de la Universidad de las Artes,” Ja Jornada Morelos, 2
September2001: 10.

> OmCED’s mission is to encourage sustainable development practices through nonadversarial, impartial
investigations and conflict mediation. In situations where multiple stakeholders disagree about a development
project, and where existing mechanisms for dealing with the issue are lacking or inadequate, OmCED conducts
impartial inquiries and seeks to facilitate solutions. OmCED was founded in 2000 as a partnership between the Earth
Council and the World Conservation Union. The Earth Council was founded in the wake of the United Nations
Conference on Environment and Development, often referred to as the “Earth Summit,” that was held in Rio de
Janeiro, Brazil, in 1992. Now based at the University of Peace in Costa Rica, the Council is a nonprofit,
nongovernmental organization whose mission is to mobilize and inform civil society on issues related to sustainable
development. (For more information, see www.ecouncil.ac.cr.) The World Conservation Union was founded in 1948
as an association of both governmental and nongovernmental organizations dedicated to ensuring the equitable and
environmentally responsible use of the world’s natural resources. It currently includes 980 members in 140
countries. (For more information, see www.iucn.org.) OmCED is housed in the University of Peace, an institution of
higher learning that was founded in San José, Costa Rica, in 1980 under the auspices of the United Nations. It is

" directed by Ambassador Frans van Haren, a Dutch diplomat who simultaneously serves as Vice-Rector for

Institutional Affairs at the University of Peace and President of the Earth Council. (In 2001, van Haren was granted
a leave of absence from the Dutch government, which he had represented in Brazil, in order to take up these duties.
His previous experience includes service in a wide range of agencies and organizations, including the Dutch
Ministry of Foreign Affairs, the International Energy Agency, and the Organization for Economic Cooperation and
Development. (For more detail, see www.upeace.org/faculty/vharen.htm.)
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in January of this year and can be accessed online at
http://www.omced.org/MEXICO_CUERNAVACA . pdf, concluded that there had been
negligence on the part of the government agencies involved in the approval of the project, and
that these agencies had frequently failed to coordinate adequately with one another. It also noted
that although Costco may not have been primarily responsible for the destruction of the Casino,
the company had become the “visible face” of the entire controversy, and its reputation had been
damaged by its association with what the report called “a cultural (and to a lesser extent,
environmental) crime of great proportions.” OmCED predicted that it will be “difficult for
Costco to shake this burden, despite its efforts to repair its image by making a series of changes
to the project to make it more environmentally and artistically sensitive.” 10

The controversy over Costco’s acquisition and use of the Casino de la Selva property has
received substantial coverage in Mexico and Spain. Having followed this controversy closely
and sought to inform ourselves about it in detail, we have in our possession over 1,800 pages of
coverage about the matter, published between March 2001 and the present. We do not claim that
this collection of articles is exhaustive, but it does provide an overview of the way the matter has
been portrayed in the Spanish-language media. From the inception of Costco’s project, a wide
variety of citizens and public figures have been quoted expressing their opinion that the purchase
price the Company paid for the land was suspiciously low, and that there were irregularities,
illegalities, or corruption involved in the approval of various aspects of the project by Mexican
authorities. As our Proposal notes, Transparency International has documented a widespread
belief among the Mexican public that much of its government is corrupt and susceptible to
bribery. Given this context, we believe it is likely that readers of press reports alleging that
agents of the government engaged in illegal activities would suspect they had been bribed to
commit these illegalities—most probably by the companies whose project these officials
approved.

The following is a sampling of quotations from newspaper and magazine articles on this matter.
For each, we have provided an English transiation here; the original article can be found in
Exhibit C, where the relevant quote from each article has been marked.

In the spring of 2001, a Spanish publication reported that Costco had purchased the Casino de la
Selva property for $10 million, far below its market value, and called the sale to Costco “the first
cultural scandal for the government of Vicente Fox.”'' Later that summer the Mexico City paper
Reforma quoted a former administrator of the hotel estimating its value at between $40 and $60
million and calling the sale to Costco at a bargain price a “dirty maneuver.”'? Varying
assessments of the property’s value—all far higher than Costco’s purchase price—were regularly
discussed in other articles during this period. Responding to this controversy in July 2001, the

' OmCED report, p. 51. The original quotations say that Costco is the “cabeza visible del ‘atentado’,” that what has
happened is “un atentado cultural de grandes proporciones (en menor medida, también ecologico,” and that the
Company will find it “dificil desembarazarse, a pesar de sus intentos de reivindicar su imagen a través de sucesivas
remodelaciones del proyecto, mas amigables con el arte y la naturaleza.”

' Manuel Garcia, “Patrimonio Perdido,” E! Tiempo, (March 3, 2001): 66-67 (Document 1).

2 Carmen Alvarez, “Califican remate de ‘sucia maniobra’,” (July 26, 2001): 1C (Document 2).
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Morelos Citizens’ Council for Culture and Arts (CCCAM), along with other civic organizations,
gathered “to demand that the cultural authorities and the city council disclose, in a transparent
manner, details of the sale of the ex-hotel Casino de la Selva” to Costco, in order to determine
“whether it was completed in a legal fashion.” 13 Cuernavaca city council member José Luis
Correa Villanueva echoed these concerns, writing that Treasury Secretary Francisco Gil Diaz
may have been involved in a “fraudulent sale” of the property to Costco. He suggested that
because the Company “paid approximately a thousand pesos per square meter, there exists the
possibility that the transaction was fraudulent. The per-square-meter assessment for real estate in
the area in which the property is located greatly exceeds the amount that the company was
required to pay.”'* Muralist Francisco Icaza and journalist Javier Sicilia, moreover, also raised
questions about the past ownership of the property and the circumstances of its sale, suggesting
that the Secretary of the Treasury may have “committed an irregularity’” and that this may be “a
case of corruption on the part of the authorities.”"”

A number of prominent citizens were also quoted in the press alleging that city and state officials
had improperly or illegally facilitated the Company’s project by granting it construction and use
permits for the property. A former Cuernavaca city councilwoman, Verénica Ahumada Mata,

blamed the mayor, Ratl Hernandez Avila, for improperly authorizing the construction license as .

well as the permit that allowed the property to be used for a strictly retail (rather than more
tourist-oriented) enterprise. She suggested that if he had abided by “legal norms, he should not
have authorized” these permits.'® The president of the Tourism Business Council, Salvador
Castaneda y Brillanti, also “held mayor Ratl Hernandez Avila responsible for all the cultural
heritage that has been lost, as a result of not having analyzed the value of the property prior to
issuing the permits to Costco.”"” Meanwhile, a group of parliamentary representatives of
Morelos issued a document stating that “in view of the violations of the regulations governing
construction, it may be possible to initiate legal proceedings against the mayor and the governor,
Sergio Estrada Cajigal Ramirez.” 18

Business owners in the neighborhood of the Casino property also alleged that “there were
irregularities in the permits that the state authorities granted to Costco,” and that the speed and
ease with which these were granted was “very unusual.” These established business owners
noted that they had had to wait far longer than Costco for permits, and had been required to

B Oscar Lopez, “Exigen que se transparente la venta del Casino de la Selva,” La Jornada Morelos (July 11,2001) 15
(Document 3).

' Carlos Gallardo Sanchez, “Presumen fraude en venta del ex Casino,” Morelos (July 26, 2001): n.p. (Document 4).
' Oscar Lopez, “Aseguran que el Casino de la Selva nunca fue propiedad de Suarez Ruiz,” La Jornada Morelos
(July 23, 2001): back page (Document 5).

'® Guadalupe Samano Popoca, “Luto por el Casino de la Selva,”Kronos (July 22,2001): 19 (Document 6).

17 Jéssica Gomez Macias, “José Raul Hernandez Avila, tinico culpable del acervo cultural perdido,” £/ Sol de
Cuernavaca, (July 18, 2001): n.p. (Document 7).

'* Andres Serrano Chacon, “Asegura JRHA que los diputados estan en todo su derecho de hacer el ridiculo:
Documento del PRI establece que hubo violaciones a reglamentos de construccion,” La Jornada Morelos (July 28,
2001): 3 (Document 8).
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preserve far more of the historical architecture on their property than the Company was obliged
to do."”

Employees of the National Institute of Anthropology and History (INAH), moreover, denounced
what they claimed were “irregularities in the approval of construction licenses to Costco.” They
noted that construction permits were granted despite the fact that INAH found pre-Columbian
artifacts at the site, and speculated that these permits were granted “in exchange for computers
donated to the offices” of the INAH by Costco. They went on to wonder “if there were also
‘donations’ of another kind.”

Finally, when the demolition work began, Ernesto Vilches, a Morelos-based writer, summed up a
widely-expressed dismay at the authorities’ actions when he “lamented the series of
contradictions in which the municipal authorities have involved themselves, by on the one hand,
assuring us that areas which have been provisionally designated as part of our cultural heritage
will not be destroyed, while ‘on the other hand they are being demolished.”” *'

This selection of articles represents a mere fraction of the allegations that were made in the press,
but should suffice to demonstrate that Costco’s involvement in Cuernavaca has placed the
Company at the center of a significant social controversy involving numerous allegations of
corruption.

As investors, we are concerned that this reputational damage has endangered the value of our
investment. The Company currently operates 20 warehouses in Mexico, and as shareholders we
would like to see its operations expand and flourish both in that country and everywhere it does
business. As we note in our Proposal, however, Mexico is considered by Transparency
International (TT), the leading international nongovernmental organization dedicated to curbing
corruption, to have substantial problems with both the reality and the perception of corruption.
According to TI, the country ranks 58™ out of 102 countries listed in its Corruption Perceptions
Index (see www.globalcorruptionreport.org, pp. 262-265).

C. Bribery and corruption present significant social issues

Anti-bribery policies are increasingly recognized as important for all international corporations.
A 2002 survey of current practices in anti-corruption policy conducted by the UK-based
investment firm Friends, Ivory and Sime (currently known as ISIS Asset Management) revealed
that 58% of the companies surveyed believed bribery and corruption to pose a material risk to

' Geovanni Barrios, “Presumen tolerancia de autoridad municipal,” 4hora Morelos, (July 20, 2001): n.p.
(Document 9).

0 Kathia Sasso Blancas, “Fue irregular la aprobacién de licencias de INAH a Costco,” La Jornada Morelos (n.d.)
n.p. (Document 10).

*! Mariana Viayra Ramirez, “Comenzé la destruccién del inmueble que alberga al ex Casino de la Selva,” La
Jornada Morelos (July 14, 2001): 14. (Document 11).
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their business.”? A recent study from Cornell University demonstrated that government
corruption impacts the valuation of corporations based in countries with poor corruption
perception ratings.23 This study was recently awarded the Moskowitz Prize, an annual award
given by the socially responsible investment industry for excellence in academic research. The
choice of this study for the award is an indication of the importance the socially responsible
investment industry places on this issue. In addition, investors representing more than $3 trillion,
including the Proponent, recently issued a statement on transparency in the worldwide extractive
industry sector, which urged companies in that sector to improve disclosure of all payments they
make to foreign governments. Endorsed by British Prime Minister Tony Blair, the Extractive
Industries Transparency Initiative noted that “poor standards of governance and transparency . . .
can give rise to corrupt operating environments,” which in turn impair “economic transparency
and social cohesion.”** These studies and initiatives are just a few examples of a much broader
trend among investors, corporations, and NGOS to encourage and adopt comprehensive anti-
bribery policies. Over the course of the last decade, the Organization for Economic Cooperation
and Development (OECD), the International Chamber of Commerce (ICC), and Transparency
International have all worked extensively to raise awareness of the importance of corporate anti-
corruption programs, to develop codes of conduct for private companies, and to assist companies
in developing their individual codes.”

D. Commission precedents do not treat major public policy issues facing a company
as ordinary business

The Commission has over many years stated that Rule 14a-8(i)(7) relating to ordinary business
(and its predecessors) was inapplicable to shareholder proposals that raise "substantial policy"

~considerations and are not “mundane in nature.” See Release 34-12999 (December 3, 1976).

Most recently, this interpretation of the Rule was reiterated by the Commission in Release 34-
40018 (May 21, 1998), which specifically determined that employment-related matters could
raise important policy considerations. The release clarified that “Ordinary Business”
determinations would hinge on two factors.

1.Subject Matter of the Proposal: “Certain tasks are so fundamental to management's ability to
run a company on a day-to-day basis that they could not, as a practical matter, be subject to
direct shareholder oversight. Examples include the management of the workforce, such as hiring,
promotion, and termination of employees, decisions on the production quality and quantity, and
the retention of suppliers. However, proposals relating to such matters but focusing on

%2 See report at http://www.isisam.com/uploadfiles/area%200{%20engagement%20-
%20bribery%20%20corruption%20%20report%20feb%2002.pdf, p. 4.

¥ Lee, Charles M. C., and David T. Ng. 2003. Corruption and international valuation: Does virtue pay?, Working
paper, Comnell University (available at http://aem.comell.edu/faculty sites/dtn4/).

** See http://www.isisam.com/newsDetail.asp?newsID=183.

¥ See, for example, the OECD’s Anticorruption Instruments and the OECD Guidelines for Multinational Enterprises at
www.oecd.org/dataoecd/0/33/2638728.pdf, the ICC’s Rules of Conduct ta Combat Extortion and Bribery at
www.iccwbo.org/home/statements_rules/rules/1996/briberydoc.asp, and Transparency International’s Anti-Bribery Toolkit at
www.transparency-usa.org/Toolkit3a.html.
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sufficiently significant social policy issues (e.g., significant discrimination matters) generally
would not be considered to be excludable, because the proposals would transcend the day-to-day
business matters and raise policy issues so significant that it would be appropriate for a
shareholder vote.” In release 40018 the staff explicitly overrode the prior staff determination that
matters of employee relations were necessarily ordinary business.

2. “Micro-Managing” the Company: The Commission indicated that shareholders, as a group,
will not be in a position to make an informed judgment if the “proposal seeks to ‘micro-manage’
the company by probing too deeply into matters of a complex nature upon which shareholders, as
a group, would not be in a position to make an informed judgment.” Such micro-management
may occur where the proposal “seeks intricate detail, or seeks specific time-frames or methods
for implementing complex policies.” However, “timing questions, for instance, could involve
significant policy where large differences are at stake, and proposals may seek a reasonable level
of detail without running afoul of these considerations.”

Many of the decisions cited by Costco as implicating the current resolution were explicitly
characterized as ordinary business because they addressed “employment related” activities prior
to the Commission’s Release 34-40018 in May 1998. So it should be noted that these are really
not appropriately cited as precedents — many could have the opposite result today. The cited
resolutions treated as ordinary business entirely or largely because they addressed employment
matters included Chrysler Corp. (February 18, 1998); USX Corp. (December 28, 1995);
Lockheed Martin Corp. (January 29, 1997); AT&T Corp. (January 16, 1996); NYNEX Corp.
(February 1, 1989); and Transamerica Corp. (January 22, 1986).

Other precedents cited by the Company as demonstrating micro-management are distinguishable
because the proponent had failed to raise large enough public policy concerns to move from
micro-management of mundane concerns to facing down big public policy challenges. In Barnett
Banks, Inc. (December 18, 1995) the resolution asked the bank to issue a code of ethics, citing
only general issues: for example, that such a code would reinforce public trust in the bank and be
a good public relations tool. There was no sense from the resolution that the bank was implicated
in or needed to respond to substantial public policy issues or public controversy. The Citicorp
(January 8, 1997; January 9, 1998) decisions can also be understood in this light.

Costco argues that because the resolution seeks to address compliance and provide disclosure of
enforcement mechanisms it should be treated as ordinary business. The Company cites
compliance-oriented resolutions that were rejected as ordinary business. For instance, Citicorp
(January 9, 1998) involved an effort to bolster compliance programs. But apparently the
determinative factor for the staff was that the proposal and supporting statement identify no
violations of the Foreign Corrupt Practices Act (FCPA), but merely seek initiation of a general
compliance program. By contrast, in the current situation, as discussed above, there are strong
suspicions in the community, reported repeatedly in the press, that bribery and corruption may
have played a role in the development of the Cuernavaca project.

The Company neglects the many cases where compliance mechanisms and disclosure of internal
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enforcement matters have been a core element of resolutions that were not deemed ordinary
business. SEC staff has consistently allowed shareholder resolutions to go forward, even if they
delve into some compliance, standards, or procedural elements of a business, where there are
substantial public policy issues at stake for a company.

In Intel Corporation (March 19, 1999) the proposal recommended that Intel take all reasonable
steps to ensure that the Intel-ISEF science fair rules are amended to prevent children from
inflicting pain or death on vertebrate animals by bringing those rules into substantial conformity
with educator-endorsed state education laws and the Intel Science Talent Search rules. It was
found by staff not to be ordinary business because of the policy concerns involved.

Alliant Techsystems, Inc. (April 23, 1997) involved a request that the board establish a
committee to research and develop criteria for bidding, acceptance and implementation of
military contracts and to report the results of its study to sharcholders prior to the 1998 annual
meeting. While contract bidding standards might ordinarily be considered a very mundane
element of ordinary business, the staff concluded that the subject matter of the proposal, sales of
military equipment to foreign governments, has significant public policy implications that take it
out of the realm of ordinary business.

In Abbott Laboratories (February 29, 1983) the Staff rejected the argument that a detailed code
regarding infant formula would be ordinary business. The staff wrote:

In our view, a proposal which requests that the Board of Directors endorse and implement
a very comprehensive collection of mandatory rules which govern the marketing and
promotion of infant formula products at all levels of corporate operation and in every
country of the world is a matter of policy and not an “ordinary” business matter.

Many resolutions that have withstood challenges as ordinary business have included a mix of
mechanisms to ensure or disclose legal compliance with requirements to go beyond the law. The
determinative issue was not whether the resolutions spoke to issues of legal compliance, but
rather whether they also addressed significant public policy challenges.

In Wal-Mart Stores Inc. (April 3, 2002) the resolution requested that the board of directors
commit to the implementation and outside monitoring of a code of conduct based on
International Labor Organization human rights standards. The staff rejected the ordinary business
argument despite the inclusion of enforcement mechanisms, in light of the extensive issues, such
as sale of sweatshop-produced products, that were facing Wal-Mart. The resolution focused on a
set of ILO-endorsed human rights principles and noted that “independent monitoring of
corporate adherence to these standards is essential if consumer and investor confidence in our
company’s commitment to human rights is to be maintained, therefore.... shareholders request
that the company commit itself to the implementation of a code of corporate conduct based on
the aforementioned ILO human rights standards by its international suppliers and in its own
international production facilities and commit to a program of outside, independent monitoring
of compliance with these standards.”

10
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Similarly in Xcel Energy Inc. (March 24, 2003) the resolution requested the board of directors to
review or amend, where applicable, Xcel’s codes or standards for its international operations and
report a summary of this request to the shareholders by October 2003. The staff rejected the
ordinary business argument for this proposal, which raised numerous policy issues, in a code that
would embrace protecting human rights including ILO labor standards, protection of indigenous
peoples, and environmental standards to protect the environment, employees and the
communities in which Xcel operates (sustainability).

The present proposal is in some ways very similar to the proposal facing Koh!’s Corp. (March
31, 2000), which requested the board of directors to report on the company’s vendor standards
and compliance mechanisms. In that case as in this one the crux of the company’s argument was
that the company was adequately policing issues in question; in that case as in this one the
proponent’s shareholder proposal called for disclosure of how the program was in fact operating.
The proponents also raised serious questions about the adequacy of monitoring being done by
Koh!’s and its existing monitor.

The resolution requested “the Board of Directors to prepare a report at reasonable expense on its
International Operating Principles and compliance mechanisms for its vendors, subcontractors
and buying agents in the countries where it sources.” The SEC staff rejected the ordinary
business argument.

Also, in Phillip Morris (February 24, 1998) the SEC staff found that a request was not ordinary
business despite elements of compliance. The resolution requested the board to establish an
independent committee of independent directors to determine the Company’s direct or indirect
involvement in cigarette smuggling and to report its findings and recommendations. Specifically,
the shareholders request “the Board to establish an independent committee of independent
directors to determine the extent of our Company’s involvement directly or indirectly in
smuggling its cigarettes throughout the world and to make whatever recommendations are
appropriate to ensure that our Company is not involved in any way in marketing its cigarettes in
ways that assist smuggling. This Committee shall report its findings and recommendations to the
shareholders prior to the 1999 annual meeting.”

In correspondence with SEC staff, the Phillip Morris company had argued that this was simply a
matter of ensuring compliance with civil and criminal law and therefore excludable ordinary
business. The proponents, however, distinguished this from more generalized requests to
companies to establish compliance programs, because it was based upon and responsive to a
specific incident: “In light of the actions taken by the Italian government a few years ago, and the
credible allegations that the problem continues to this day, we believe that the Proponent's
shareholder proposal raises an important policy matter.” The proponents prevailed against the
argument that such a compliance-related investigation would be ordinary business.

In General Electric (January 25, 1991) the staff rejected an argument of ordinary business in
request for report on company’s compliance with affirmative action including:

11
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1. Total number of employees, according to the sex and race in each of the nine major
EEOC defined job categories for 1988, 1989, and 1990.

2. A summary of Affirmative Action programs and timetables to improve employment
opportunities, particularly in job categories where women and minorities are underutilized,
and a description of major problems in meeting the network's goal in this area.

3. What programs does GE - NBC have in place to increase the number of women and
- minorities in creative, managerial, and decision-making positions throughout the company?

4. What procedures are currently utilized to make program content more responsive to
women and minority concerns?

~ The staff reached the same conclusion in American Telephone and Telegraph Company (Dec.

21, 1988) in response to a similar resolution that also spoke to the issue of disclosure of the
company’s progress in affirmative action.

In Westinghouse Electric Corporation (January 4, 1993) and McDonald’s Corporation (January
26, 1993) that staff found that resolutions requesting a corporation to endorse the CERES
Principles were not ordinary business. Implementation of the CERES Principles, as with the
presently proposed code of ethics, entails a blend of legal compliance measures and measures
that go beyond compliance to ensure accountability and effective responses to public policy
challenges. For instance, one of the ten CERES Principles addresses Environmental Restoration,
requiring the company to commit to “promptly and responsibly correct conditions we have
caused that endanger health, safety or the environment.” Such a principle, and many of the other
CERES principles, largely goes to the question of how the company will treat its obligations to
comply with existing laws such as federal and state Superfund laws. Another CERES principle
states, “We will not take any action against employees for reporting dangerous incidents or
conditions to management or to appropriate authorities,” which is in part a commitment to
comply with whistleblower protection laws. The principles also address internal information
flow of the corporation — to “‘sustain a process that ensures that the Board of Directors and Chief
Executive Officer are fully informed about pertinent environmental issues and are fully
responsible for environmental policy.”

IL. Substantial Implementation

We do not agree that Costco has “substantially implemented the Proposal through its existing

“and to-be-adopted standards of conduct.” In order to make this argument, we believe the

Company has: 1. Ignored half of the resolve clause of the Proposal by focusing exclusively on
the development of a Code of Ethics; 2. Improperly narrowed the scope of the Proposal to
Foreign Corrupt Practices Act (FCPA) compliance and overstated the sufficiency of the
Company’s existing policies; and 3. Misapplied Rule 14a-8(i)(10) by relying on future events
that may not occur.

12
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In addition, the no-action letters cited by the Company in support of its argument are easily 4
distinguishable from the current case. In each of Texaco Inc. (March 28, 1991), The Talbots, Inc.
(April 5, 2002), and The Gap, Inc. (March 16, 2001), the company provided a detailed
description of its implementation of the proposals at issue, describing codes of ethics that
addressed each of the issues raised by proponents, monitoring systems, public reporting, and
regular consultation with shareholders on the issues in question. Although proponents disagreed
in each case that the company had adequately addressed their proposals, the dispute generally
concerned the degree to which the company had implemented each point, not whether a point
had been addressed at all. In Kmart Corp. (February 23, 2000), the Staff’s decision appears to
have turned on Kmart’s representation that it had produced a report discussing the issues raised
by the proposal and notified shareholders in its Annual Report of its availability.

By contrast to the fairly rigorous codes of conduct, monitoring programs, public reporting, and
shareholder consultation described by the above-referenced corporations, Costco’s policies and
procedures regarding bribery and corruption fall far short of implementing the Proposal. As
discussed in greater detail below, the Company’s public transparency with respect to these issues
amounts to a single statement: “obey the law”’; the Company provides no public reporting
regarding its efforts to implement its Code of Ethics and, based on Proponent’s personal
experience, the Company engages in very limited discussions with shareholders regarding these
issues. The Proposal outlines seven specific points that a comprehensive Code of Ethics that
addresses bribery and corruption should include. The materials produced by the Company along
with its no-action request touch on only one of these seven points. (By contrast, in The Talbots,
Inc. and The Gap decisions, both companies had codes of conduct that addressed each of the
individual ILO conventions sought by proponents.)

A. The Company has not addressed the Proposal’s request for a publicly disclosed
Code of Ethics addressing bribery and corruption, or a public report discussing
implementation of the Code

The Resolved clause of the Proposal states that “shareholders request the Board of Directors of
Costco to develop a thorough Code of Ethics that would also address issues of bribery and
corruption. A report including the Code and discussing Costco’s implementation of the Code
shall be prepared at reasonable expense, omitting proprietary information, and made available to
shareholders by July 1, 2004.” The Company claims that it has substantially implemented the
Proposal because it has developed a Code of Ethics that addresses bribery and corruption, or may
do so in the future in compliance with the NASDAQ listing standards and the Sarbanes-Oxley
Act. In its no-action request, the Company completely ignores the Proposal’s request for a public
report, focusing entirely on the development of a Code of Ethics.

In order to ‘substantially implement’ the Proposal, we would respectfully submit that the

Company must: 1. Develop and publicly disclose a comprehensive code of ethics that addresses
the seven points outlined in the Proposal’s Supporting Statement (or “substantially” all of these
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points); and 2. Produce a public report including the Code and a discussion of the Company’s |
efforts to implement the Code. The Company has not taken either of these two steps.

By the Company’s own admission, it has failed to disclose its Code of Ethics addressing issues
of bribery and corruption. In the eighth paragraph of the Proposal, Proponent argues that the
current Code of Ethics posted on the Company’s website “is only 19 words long and in our
opinion does not adequately address the complexities of international business transactions.”
Only three words in this Code appear to apply to the issues raised by the Proposal: “Obey the
law.” As far as we are able to ascertain, this 19-word statement is the Company’s only publicly
available Code of Ethics. The Company argues that Proponent’s reference to this Code is
misleading, and should be removed from the Proposal because “it does not adequately capture
the Company’s extensive efforts regarding compliance with all laws, and the FCPA in particular.
... Thus, this paragraph suggests to investors that the Company does not take compliance with
laws seriously when it clearly does.” (No-action request at 8.) It would therefore appear that the
Code of Ethics that is currently publicly disclosed is not the Company’s actual Code, and does
not adequately describe the Company’s efforts to deal with bribery and corruption. And yet, the
Company argues that it has substantially implemented the Proposal by disclosing this admittedly
inadequate Code.

With respect to the second element of compliance with the Proposal, production of a report on
implementation, the Company has not produced any form of public report describing its Code, or
discussing its implementation, nor has it claimed to have done so. In fact, the Company did not
address this request for a report in its request for no-action relief.

B. The Company has improperly narrowed the scope of the Proposal to FCPA
compliance and overstated the sufficiency of the Company’s existing policies

The Supporting Statement of the Proposal lists seven points that Proponent believes should be
part of an effective code of conduct. The Company has produced policies that touch on, but do
not fully address, only one of these points: “specific measures to ensure compliance with FCPA.”
The Company ignores the other six points, arguing that the essence of the Proposal is to ensure
compliance with the FCPA.

As we discuss below, the Proposal is broader than FCPA compliance, and the policies the
Company has produced are not responsive to the Proposal, and in most instances do not even

relate to the issues raised by the Proposal.”

1. The Proposal is not limited to FCPA compliance

% As discussed in Section II. A, above, even if the staff were to agree with the Company that these policies were sufficient to
address the Proposal’s request for a comprehensive Code of Ethics that addresses bribery and corruption, the Company should
still be compelled to include the Proposal in its proxy materials for failure to implement the Proposal’s request for a publicly
disclosed Code of Ethics addressing bribery and corruption and a “report including the Code and discussing Costco’s
implementation of the Code.”
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The Proposal requests the development of a Code of Ethics that would address issues of bribery
and corruption in considerable detail. The Supporting Statement of the Proposal lists seven
points that we believe should be included in an effective anti-bribery and corruption policy. The
Code of Ethics should include: oversight of payments made through business partners or third
parties, a clear chain of accountability for implementation, adequate reporting mechanisms and
whistleblower protection, robust audit mechanisms to evaluate compliance, specific disciplinary
measures for code violations, linkage of successful code implementation to executive
compensation levels, and specific measures to ensure compliance with FCPA. In sum, the
Proposal requests that the Company develop a comprehensive policy on bribery- and corruption-
related issues.”” These seven points were drawn from recommendations of Transparency
International, the Organization for Economic Cooperation and Development, and the
International Chamber of Commerce.

It is therefore not correct to claim, as the Company does, that “the essence of the proposal clearly
relates to ensuring compliance by the Company with FCPA.” Foreign Corrupt Practices Act
compliance is only one of the seven points mentioned in the Supporting Statement to the
Proposal. Corporations can take a variety of different approaches to ensure compliance with the
FCPA (See, e.g., Transparency International’s Anti-Bribery Toolkit at vy transpareney-
usa.ore/ Toolldi3a hindd). Several of the points in the Supporting Statement, although not
specifically required by the Act, would be part of a strong FCPA compliance program, such as
adequate reporting mechanisms and whistleblower protection, robust audit mechanisms to
evaluate compliance, and specific disciplinary measures for code violations. It should be noted
that the documents appended to the Company’s no-action request do not reflect the existence of
any of these measures. The Proposal also requests that the Company take a number of steps that
would clearly go beyond FCPA compliance. The FCPA does not, for example, address linkage
of successful code implementation to executive compensation levels, or require any form of
public transparency regarding code lmplementatlon In addition, FCPA compliance would not
address bribery and corruption in the United States.?®

In addition, legal payments to foreign governments that may facilitate government corruption
have also become a significant issue for global investors. As noted above, for example,
Proponent recently joined ISIS Asset Management and investors representing $3 trillion in assets
under management calling on corporations in the extractive industry sector to publicly disclose
these payments.”

*’ Many multinational corporations have recognized the need for detailed, thorough anti-corruption and bribery
policies of the kind the Proposal requests, and have developed and implemented them in their firms. For a list of
model corporate codes, including General Electric and Lockheed Martin, see http://www.transparency-
usa.org/Toolkit3c.html#poli.

% Tt should be noted that the United States ranks 16 out of 102 countries on Transparency International’s
Corruption Perceptions Index.

¥ See Section IC above.
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In our view, it is critical that global corporations adopt comprehensive Codes of Ethics and
develop compliance programs that are consistent with best practices to ensure compliance with
the FCPA. Our Proposal describes some of these best practices, which do not appear to be part of
the Company’s compliance program. The Proposal, however, also goes further. We believe that
mere compliance with the Foreign Corrupt Practices Act is no longer sufficient to adequately
protect global corporations and their shareholders from the reputational risk arising from
suspicions of involvement in bribery and corruption.

2. The materials produced by the Company do not address the Proposal’s
request for a comprehensive code of ethics on bribery and corruption

According to the Company’s no-action request and the supporting documents appended to it, the
Company’s current anti-bribery policy is expressed in four documents: 1) the Mission
Statement,2) the Standards of Conduct and Discipline, 3) the Standard of Ethics, and 4) the
quarterly certification of compliance with FCPA (collectively, “the Company Policies”). None of
these documents, either singly or taken together, adequately address the points raised in the
Proposal. Indeed, two of them (the Mission Statement and the Standards of Conduct) do not
mention bribery at all, and a third (the Standards of Ethics) only briefly addresses the receipt (but
not the payment) of bribes. The fourth is a form of certification for FCPA compliance, presented
without any information regarding how FCPA compliance is monitored, or how senior
executives are held accountable to the mandates of the FCPA. The fact that the Company is
compelled to draw upon four separate documents in order to respond to the Proposal, and that
these documents collectively contain remarkably little information germane to this issue, is itself
an indication of the need for the comprehensive Code of Ethics we request. In addition, none of
these documents are publicly available.

Neither the Mission Statement nor the Standards of Conduct specifically mentions bribery or
corruption, and it seems clear that neither of these documents was designed to address these
issues. In its discussion of the Mission Statement, the Company states that the foremost principle
of the Statement is “Obey the Law.” In the Mission Statement itself, this principle is elaborated
upon by means of six short bullet points, none of which address bribery, or the Foreign Corrupt
Practices Act, for that matter. Next, in discussing the Standards of Conduct and Discipline, the
Company quotes one sentence of that document which states that “serious misconduct of any
kind as defined by the Company” is cause for termination. Neither the Company’s letter nor the
Standards of Conduct, however, elaborates upon how “serious misconduct” is either defined or
detected.

The Mission Statement is a general overview of Costco’s goals as a company, which include
taking care of its members, employees, and shareholders and respecting its vendors. It includes
no discussion of the Company’s relationships to governments or the communities in which it
operates. The Standards of Conduct and Discipline, meanwhile, is a guide to appropriate
employee behavior that focuses in large part on the Company’s expectations of its
nonmanagerial employees. Among the prohibited actions it lists are “leaving the Company
premises during working shift without permission of management” (point 24); “going into
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restricted areas without authorization” (point 23); “working with an open register” (point 21);
reporting to work intoxicated or selling drugs at work (point 14); stealing from the Food Court or
from opened packages (point 15); and “unbecoming conduct, horseplay” or “unnecessary noise”
(point 8). Clearly, the main focus of this document is on the internal, day-to-day operations of a
Costco warehouse, and not on the methods by which the Company’s high-level personnel
conduct its international business transactions.

With respect to the Standards of Ethics for managers and supervisors, the Company notes in its
letter that these Standards include a statement that these employees must not “seek or accept
from any person or company doing business with Costco any gift, service, loan, entertainment or
trip of any value.” The Standards do not, however, address in any way the question of Costco
employees’ providing gifts, services, and so on to others. The Company also quotes statements
from the Standards to the effect that records “are never manipulated in an effort to enhance
performance or results,” that “not one of us is required to lie or cheat on behalf of Costco,” and
that “managers must never engage in any activity which could raise a question concerning their
integrity.” These statements are merely general declarations of ethical conduct, and none of them
specifically address the issues of bribery and corruption. Moreover, nothing in the Standards of
Ethics explains how compliance with the Standards is monitored or even what specific acts
would constitute violations of them. Indeed, it seems that the Company leaves decisions about
these matters up to the conscience of the individual. As another sentence from the Standards of
Ethics that is quoted in the Company’s letter explains: “Any time there is the slightest doubt
about an activity that could be questioned regarding honesty, integrity or intent it must be
presented and discussed with your Manager or Regional Vice President to remove any shade of
doubt.” (See “Standards of Ethics,” final paragraph). This reliance upon individual scruple and
doubt is a far cry from the kind of systematic anti-bribery and corruption policy the Proposal
requests.

The final document to which the Company refers in order to argue that it has substantially
implemented the Proposal is its certification of compliance with the Foreign Corrupt Practices
Act. This document is signed by senior employees involved in international operations and
submitted to the CEO and CFO on a quarterly basis. While this certification declares that
employees of the Company have not participated in bribery of government officials, it does not
address the question of whether its business partners have done so. Nor does it describe the
systems, if any, the Company has in place to ensure ethical behavior on the part of these entities.
Finally, this declaration provides no information about the chain of accountability and the
specific measures the Company uses internally to implement and enforce its anti-bribery
principles. No information is provided regarding the CEO and CFO’s responsibility to adhere to
the FCPA. Curiously, none of the other Company Policies reference the FCPA, or this
compliance certification, leaving one to wonder where FCPA compliance fits in the Company’s
overall compliance program.

In sum, the Company’s current policy on bribery and corruption seems to consist of a

certification of FCPA compliance, along with a rather motley collection of imprecise statements
about honesty and appropriate conduct. To a large extent, the Company seems to be asking
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investors—as well as the general public—to simply trust that it will behave ethically. We find
this a sorely inadequate response to a shareholder request for greater transparency on an issue
that we believe is affecting the Company’s reputation and presents risks to shareholder value.

C. The Company should not be permitted to rely on the mere possibility of a future
Code

The Company also argues that its “to-be-adopted standards of conduct” address the issues
discussed in the Proposal. The Company has made no formal commitment to Proponent to
produce a bribery code, and without reviewing these “to be adopted” standards, it is impossible
to tell whether they are consistent with the Proposal. The Company is asking the staff to provide
no-action relief based on a code that has not been adopted (or even described, for that matter),
and may not be adopted. The Company has not presented any precedent in support of this
extraordinary argument, which would, in our view, require the staff to ignore the commonly
accepted meaning of both “substantial” and “implemented.”

The first of these “to-be-adopted” standards, according to the Company’s letter, is the “proposed
NASDAQ listing standards that will likely be effective in January 2004 [and] require that each
listed company adopt a code of conduct that will . . . further address issues of financial integrity,
compliance with laws and enforcement mechanisms.” The proposed NASDAQ listing standards
would require a code of conduct “for all directors, officers and employees’ that would fit the
definition of a code of ethics set out in Section 406(c) of the Sarbanes-Oxley Act of 2002 (see
the summary of the proposed listing standards at http://www.nasdag.com/about/SR-NASD-2002-
139 Federal Register.pdf). Although we agree that these listing standards are “likely” to be
adopted, the fact is that the Commission has not yet approved them. It is possible that the
Commission will choose not to approve these standards, or to modify them significantly. More
importantly, however, even if the standards do come into force, there is nothing in them that
would compel an individual company to design a code explicitly addressing the bribery and
corruption issues discussed in the Proposal.30 In short, the Company’s argument regarding the
proposed listing standards is a distraction, wholly unrelated to whether the Proposal has been
substantially implemented.

Bribery and corruption were not the primary concerns motivating the creation of either the
proposed new listing standards or the Sarbanes-Oxley Act. Both are in large part attempts to
restore investor confidence after recent scandals in which executives or directors enriched
themselves to the detriment of shareholders and employees. Indeed, the above-referenced
summary of the proposed NASDAQ listing standards indicates that these codes of ethics are
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%% According to the Sarbanes-Oxley definition, a code of ethics should promote “honest and ethical conduct, including the ethical
handling of actual or apparent conflicts of interest between personal and professional relationships”, “full, fair, accurate, timely

~ and understandable disclosure in the periodic reports required to be filed by the issuer”, and “compliance with applicable
governmental rules and regulations.” (See Sarbanes-Oxley Act Section 406 (c)). While these are certainly important goals,
nothing in this section of Sarbanes-Oxley or in the NASDAQ proposed listing standards would specifically require companies to
design and implement anticorruption or antibribery policies. Indeed, a company might write a code answering to the above
description without addressing these issues at all.
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needed because “investors are harmed when the real or perceived private interest of a director,
officer or employee is in conflict with the interests of the company.” The Proposal, however, is
concerned with preventing unethical behavior on behalf of the company--behavior that might not
benefit the individual engaging in it at all, and that might even appear, in the immediate term, to
benefit the company’s investors, who may only see its ill effects in a longer-term erosion of the
company’s reputation and value.

Similarly, when the Company asserts that by January 2004 it will have complied with the
Sarbanes-Oxley Act’s requirement “to adopt mechanisms for anonymous reports to the
Company’s Audit Committee regarding financial and auditing practices,” it provides no
guarantee that issues of bribery and corruption will be addressed by means of these mechanisms.

To be sure, it seems that individual companies will have considerable flexibility regarding the
implementation of both the provisions of the Sarbanes-Oxley Act under discussion here and the
new NASDAAQ listing standards that may be adopted shortly. It would appear that nothing would
prevent a company from voluntarily including a thorough anti-bribery and anticorruption policy
in the code or the mechanisms it designs in order to comply with them. If Costco were to take
such a step, we might well welcome and applaud its efforts. However, we believe that the
Company’s simple statement that it will comply with Sarbanes-Oxley (and, if they take effect,
with the NASDAQ listing standards) provides, by itself, absolutely no guarantee that the
Company will soon have policies and procedures in place to address the issues raised in the
Proposal.

It is difficult to understand how the Company can suggest that the mere possibility of a future
code is sufficient to satisfy Rule 14a-8(i)(10). The Company has stated that it may produce such
a code if the NASDAQ listing standards are approved as currently drafted. The Company’s
commitment to produce a Code consistent with the dictates of the Sarbanes-Oxley Act is
similarly unclear. Even if the Company were willing to make a formal commitment to adopt such
a code, we would respectfully submit that the Commission would still not be able to determine
whether such a code “substantially implements” the Proposal without an opportunity to review
its terms.’' Again, the Company appears to be requesting that we simply trust that they will do
the right thing.

III.  False and Misleading Statements

The Company alleges that the Proposal contains three materially false or misleading statements.
As discussed below, we believe that each of these statements is accurate and is not misleading.

3! 1t should also be noted that this “to be adopted” code would not include the report on implementation requested by the
Proposal.
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A. Third sentence of the fifth paragraph

The Company argues that the third sentence of the fifth paragraph of the Proposal (not, as the
Company states, of the Supporting Statement) is misleading: “The International Ombudsman
Centre for the Environment and Development, a respected, independent non-governmental
organization, found negligence on the part of the authorities overseeing the project, and there has
been speculation in the press about “donations” that residents think may have facilitated its
approval.” The Company believes that this statement is misleading for two reasons: first, because
it “gives investors the impression that the International Ombudsman Centre (“OmCED”)
reported bribery,” when it did not; and secondly, because the description of the Ombudsman
Centre as respected and independent, coming in close proximity to the discussion of the press
reports, seeks to “lend credibility to the press reports, which contain nothing but pure
speculation.” We disagree on both counts.

First, although the Company does not appear to challenge this assertion directly, we do believe it
is accurate to describe OmCED as “respected” and “independent.” As explained above, OmCED
is a nonprofit that was founded as a partnership between two older, well-known and well-
regarded organizations concerned with sustainable development, the Earth Council and the
World Conservation Union. It is based in the UN-affiliated University of Peace in Costa Rica,
and headed by a Dutch diplomat with an extensive resume in government and international
organizations (see fn.9 for more information).

Second, we do not believe that this statement gives the impression that OmCED found evidence
of bribery. The resolution explicitly states that OmCED found “negligence on the part of the
authorities overseeing the project” (emphasis added). The paragraph goes on to explain that there
has been speculation in the press about whether those authorities were improperly influenced to
neglect their duties.’® As for the credibility of the press reports, we refer in the sentence under
discussion here to “speculation in the press” and do not agree that we sought to give the
impression that this speculation was grounded in fact.>® These are accurate statements, clearly
expressed to avoid any imputation of guilt to the Company. In fact, the paragraph begins with the
statement that “suspicion of involvement in bribery can seriously damage our company’s
reputation and endanger shareholder value” and that we believe such suspicions have arisen in
Cuernavaca (emphasis added). The question of whether or not these suspicions are well-founded
1s, we believe, beside the point. If such suspicions arise—particularly in a country where
corruption is known to be pervasive—even a very honest and ethical company (and we have no
reason to believe that Costco is not an honest and ethical company) will be vulnerable to
reputational risk. The way to protect against such risk, we believe, is to have a robust
anticorruption and anti-bribery system in place. Such policies and programs can be used to avoid

32 For details, see our discussion of the press coverage of this issue in Section IB, above.
** We do question, however, how the Company can assert that the press accounts are “based on pure speculation.”
The Company’s involvement in Cuernavaca generated significant attention from the local press. A collection of
these press accounts stretching across more than two years runs to more than 1,800 pages. To suggest that all of this
coverage is based on “pure speculation” strikes us as a fairly reckless assertion.
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involvement in corruption and bribery and, where suspicions of such involvement arise, can be
used to dispel such suspicions.

B. Paragraph eight, second sentence

The Company also objects to the statement in paragraph 8 of the Proposal that “the current Code
of Ethics posted on Costco’s website is only 19 words long and in our opinion does not
adequately address the complexities of international business transactions.” According to its
letter, the Company believes that this statement “suggests to investors that the Company does not
take compliance with laws seriously when it clearly does,” and that it is misleading because it
does not “adequately capture the Company’s extensive efforts regarding compliance with all
laws,” efforts that include the company’s Standard of Ethics, Mission Statement, Standard of
Conduct and Discipline, and FCPA compliance certification, and may soon include a code of
conduct required under the new NASDAQ listing standards. Again, we disagree with the
Company.

The statement at issue does not suggest that the Company neglects any of its legal obligations,
but simply expresses the opinion that its Code of Ethics fails to address the complexity of
international business operations. Second, the fact that the statement does not capture all of the
Company’s efforts at compliance with the law is irrelevant, since the statement specifically
addresses the Code of Ethics published on the Company’s website and does not claim to apply to
any other documents. Furthermore, as explained above in section II B(2), above, we believe that
even the larger collection of documents cited by the Company does not adequately address the
concerns raised in the Proposal. If the Company believes that the paragraph in the Proposal
suggests that the Code of Ethics posted on its website is the only written statement that addresses
legal compliance, we would be happy to amend the Proposal to include reference to the various
documents the Company attaches to its no-action request. We believe that these documents also
fall short in addressing the complexities of international business operations.

The Company’s argument also misses the point that the Proposal is seeking public transparency
on these 1ssues. None of the Company policies attached to the no-action request were previously
publicly available. If the Company believes that citing the 19-word Code of Ethics posted on its
website misleads investors by suggesting that the Company does not take its responsibilities
seriously, then perhaps it should consider providing the public with more comprehensive
information regarding these efforts. As it stands, the current code certainly does convey the
perception that the Company does not take these issues seriously.

As noted above (Section IIA), it would appear that the Company agrees with the statement at
issue in the Proposal — the Code of Ethics posted on the Company’s website, the only publicly
available Costco Code of Ethics — does not adequately address the complexities of international
business transactions. Not only would it be impossible for Proponent to cite undisclosed policies
and procedures in its Proposal, we also believe that it is unreasonable to assert that Proponent is
proffering “false and materially misleading” information by referencing the Company’s only
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public statement on the issue at hand, particularly in the context of a Proposal seeking greater
transparency.

C. The Supporting Statement

The Company also argues that the Proposal’s entire Supporting Statement is misleading because
it “suggests that the Company was involved in corruption and bribery in connection with the
store in Cuernavaca and that it does not take seriously compliance with the FCPA.” The
Company has offered no explanation for why the Supporting Statement is misleading, and has
suggested that Proponent be compelled to include two additional statements in the Proposal,
presumably to provide a more balanced impression to shareholders. We disagree that the
Supporting Statement is misleading in any way, and believe the additions suggested by the
Company are unreasonable, and could tend to confuse shareholders.

First, we do not believe that any of these statements suggest the Company was responsible for
any wrongdoing, nor does the Company explain how the Supporting Statement could be read to
suggest such a thing. The Supporting Statement merely outlines seven areas that we believe
should be included in the requested Code of Ethics. It does not even reference the project in
Cuernavaca. When we request that a corporate vendor standards code include a provision on
child labor, we are not suggesting the company uses child labor. Many corporations have
adopted anti-bribery codes without admitting to any wrongdoing.

We also wish to take issue with the extraordinary recommendation that we be required to state in
the Proposal that we have no evidence that bribes were paid. We have never stated, or suggested,
that the Company has paid bribes. We have merely stated that there has been suspicion of
corruption surrounding this particular project. We are attempting to ensure that our Company is
taking responsible steps to avoid involvement in corruption. We do not believe that it is our role
as shareholders to prove or disprove the basis of these suspicions, or to opine on the accuracy of
statements that are in the public record. Whether or not we have evidence of bribery 1s irrelevant
and would not provide useful information to shareholders voting on this proposal.

We also take issue with the Company’s statement (on page 9 of its letter) that it “believes there is
no evidence of bribery, [and] that the Proponent knows this.” We are unclear what the Company
is asserting here about the state of our knowledge. Do they claim that we know no such evidence
exists, or that we know that ‘the Company believes’ no such evidence exists? The former is
clearly false, and the latter is irrelevant. The Company has now made a representation to the
Commission that it does not believe there is any evidence of bribery. We question what steps the
Company has taken to find this evidence. Based on the Company Policies the Company has
provided along with its no-action request, the Company does not appear to have any procedures
in place to capture this information.

Finally, the Company recommends that Proponent be required to state that the Proposal “arises

from [Proponent’s] opposition to the building of the warehouse in Cuernavaca.” Here, we can
only assume that the Company is attempting to ascribe improper motives to Proponent. It is true
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that our dialogue with management, and the filing of the Proposal, was originally prompted by
the controversy surrounding the Cuernavaca project. The controversy surrounding this project,
and the Company’s response to our inquiries, raised significant concerns in our minds about the
Company’s ability to defend itself from suspicions of bribery, and to avoid involvement with
government corruption. We believe that such suspicions raise significant reputational risks for
the Company, and that they may recur as Costco expands its business in Mexico and other
foreign countries. While the situation in Cuernavaca is an instructive example of why a
comprehensive policy on bribery and corruption is needed, we believe that the issues raised in
the Proposal have importance far beyond this single case. '

We fail to see why we should be required to state whether we approve or disapprove of the
Cuernavaca project. Qur personal opinion of the merits of this project lies outside of the scope of
the Proposal, and would not be relevant to investors in making their voting decision. Had we
included such a statement of personal opinion, we presume the Company would have requested
that it be removed as referring to ordinary business.

We believe that this suggestion arises from the Company’s belief that this Proposal is designed
to impugn the Company’s integrity and harm its reputation, when the opposite is true. As long-

term Costco shareholders, our intention is to help enhance shareholder value by protecting the
Company’s reputation. ,

For all of the reasons stated above, we respectfully request that Costco’s no-action request be
denied, and that the Company be directed to include our Proposal in its proxy materials.

Respectfully submitted,

Lol ‘%a,‘é,,\, WK

Adam Kanzer
General Counsel and Director of Shareholder Advocacy

Encl.

cc: David R. Wilson, HellerEhrman Attorneys
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EXHIBIT A




REQUEST FOR ANTI-BRIBERY CODE OF ETHICS
Whereas:

o Costco operates in seven countries. After the US and Canada, the country with the
largest number of Costco warehouses is Mexico, with 21 locations;

e Transparency International (TI), an international nongovernmental organization
dedicated to curbing corruption, has identified government corruption as a serious
problem for international business. In Mexico specifically, TT’s 2003 Global
Corruption Report found that 59% of the population has personally experienced
government corruption, and that the average Mexican perceives 77% of the
country’s civil servants to be corrupt;

¢ Transparency International’s 2002 Corruption Perceptions Index, a compilation of
data from the World Bank, World Economic Forum, and other respected policy
and academic sources, gave Mexico a corruption rating of 3.6 on a scale where 1
indicated maximum corruption and 10 indicated maximum honesty;

e a Transparency International survey of private sector leaders in 15 emerging
market economies found that in all these countries, bribery is believed to be most
prevalent in the construction/public works sector;

e suspicion of involvement in bribery can seriously damage our company’s
reputation and endanger shareholder value. We believe such suspicions have
already arisen in Cuernavaca, Mexico, where Costco’s construction on a site of
cultural and environmental importance was opposed by a number of groups of
local residents. The International Ombudsman Centre for the Environment and
Development, a respected, independent non-governmental organization, found
negligence on the part of the authorities overseeing the project, and there has been
speculation in the press about “donations” that residents think may have
facilitated its approval; '

e The Foreign Corrupt Practices Act (FCPA) prohibits American companies from
bribing public officials in international business transactions. Many companies
have implemented programs to ensure compliance with the Act;

e the Organization for Economic Cooperation and Development and the
International Chamber of Commerce have developed model codes of conduct for
multinational enterprises to prevent bribery and corruption;

e in a 2002 shareholder letter, our Chairman and President wrote that “corporate
citizenship is high on our list of priorities.” However, the current Code of Ethics
posted on Costco’s website is only 19 words long and in our opinion does not
adequately address the complexities of international business transactions;




THEREFORE BE IT RESOLVED that the shareholders request the Board of Directors
of Costco to develop a thorough Code of Ethics that would also address issues of bribery
and corruption. A report including the Code and discussing Costco’s implementation of
the Code shall be prepared at reasonable expense, omitting proprietary information, and
made available to shareholders by July 1, 2004.

SUPPORTING STATEMENT
We believe the Code of Ethics should include:

e oversight of payments made through business partners or other third
parties

a clear chain of accountability for implementation

adequate reporting mechanisms and whistleblower protection

robust audit mechanisms to evaluate compliance

specific disciplinary measures for code violations

linkage of successful code implementation to executive compensation
levels

e specific measures to ensure compliance with FCPA
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September 23,2003 . y David R. Wilson
DWilson@hewm.com
' Direct (206) 389-4264
i Main (206) 447-0900
Via Federal Express © Fax (206) 447-0849
258430001

Office of Chief Counsel

Division of Corporation Finance
Securities and Exchange Commission

450 Fifth Street, NW

Washington, D.C. 20549
Re:  Omission of Shareholder Proposal Submitted by Domini Secial Investments LLC
Ladies and Gentlemen

This letter is to 1nform you that our chent Costco Wholesale Corporation (the
“Company”), intends to omit from its proxy statement and form of proxy for the 2004 annual
meeting of the shareholders (the “2004 Proxy Materials™) a shareholder proposal (the
“Proposal”) and supporting statement (the “Supporting Statement™) received from Domini
Social Investments LLC (the “Proponent™). The proposal requests that the Board of Directors
“develop a thorough Code of Ethics that would also address issues of bribery and corruption.

A report including the Code and discussing Costco’s implementation of the Code shall be

prepared at reasonable expense, omitting proprietary information, and made available to-
shareholders by July 1, 2004.” The Proposal and Supporting Statement were received on

August 12, 2003, and are attached to this letter as Exhibit A.

On behalf of our client, we hereby respectfully request that the Staff of the Division of
Corporation Finance (the “Staff”) of the Securities and Exchange Commission (the
“Commission’) concur in our opinion that the Proposal and the Supporting Statement may be
excluded from the 2004 Proxy Materials. As discussed more fully below, the Proposal and

| ~ the Supporting Statement may properly be excluded from the 2004 Proxy Materials under

Rule 14a-8(1)(7) because the Proposal relates to the Company’s “ordinary business -

.operations,” specifically its employee and business conduct policies, and under Rule 14a-
8(1)10 because the Company already has in place an employee code of conduct that addresses

bribery and corruption and is in the process of adopting a Company-wide Code of Ethics as
required by the proposed NASDAQ listing standards. In addition, the Proposal and
Supporting Statement may properly be excluded from the 2004 Proxy Materials under Rule

- 14a-8(1)(3) because they contain false and misleading statements.

Heller Ehman White & McAuliffe LLP 701 Fifth Avenue, Suite 6100 ' Seattle, WA 98104-7088 www.hewm.com

© Seaffle- -Portland Anchorage’ SanFranslsco  Silicon Valley Los Angeles  San Diego' New York Washington, D.C.©  Madison, Wi
~Hong Kang  Singapore Affiliated Offices: Milan Pars  Rome
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Pursuant to Rule 14a-8(j), enclosed are six (6) copies of this letter and its attachments.
Also in accordance with Rule 14a-8(j), a copy of this letter and its attachments are being
mailed on this date to the Proponent, informing it of the Company’s intention to omit the
Proposal and the Supporting Statement from the 2004 Proxy Materials. The Company
intends to mail its definitive 2004 Proxy Materials on or about December 15, 2003.
Accordingly, pursuant to Rule 14a-8(j), this letter is being filed with the Commission no later
than eighty calendar days prior to the Company’s filing of its definitive 2004 Proxy Materials
with the Commission. _

I. Rule 14'a—8.(i)(7) — Ordinary Business Operations

A. The Proposal and Supporting Statement address matters relating to the
- Company’s ordmary business operations : :

Under Rule 14a-8(i)(7), a registrant may properly exclude a proposal dealing with a
matter relating to the conduct of the registrant’s ordinary business operations and not
involving significant social policy issues. The policy underlying Rule 14a-8(i)(7) is basically
the same as the underlying policy of most state corporation laws: “to confine the solution of
ordinary business problems to the management and the board of directors and to place such
problems beyond the competence and direction of stockholders since it is impracticable for
stockholders to decide how to solve such problems at an annual meeting.” SEC Rel. No. 34-
40018 (May 21, 1998); see also Washington Business Corporation Act, RCW § 23B.08.010

(“All corporate powers shall be exercised by or under the authority of, and the business and
affairs of the corporation managed under the direction of, its board of directors, subject to any
limitation set forth in the articles of incorporation”). This underlying policy rests on two
central considerations. First, certain tasks are so fundamental to management's ability to run
a company on a day-to-day basis that they are not proper subjects for shareholder proposals..
The second consideration “relates to the degree to which the proposal seeks to ‘micro-
manage’ the company by probing too deeply into matters of a complex nature upon which
shareholders, as a group, would not be in a position to make an informed judgment.” SEC
Rel. No. 34-40018 (May 21, 1998). For the reasons presented below, the Proposal falls
squarely within the parameters of the ordinary business exception contained in Rule 14a—
8(i)(7) and the Company may exclude the Proposal on that bas1s '

The Proposal requests that the Company’s Board of Directors develop a code of ethics
and present a report to its shareholders by July. 1, 2004. The Proposal states. that the code of
‘ethics should include oversight of payments made. through business partners or other third.
parties, a chain of accountability, reporting mechanisms and whistleblower protection, audit
mechanisms, disciplinary measures for violators, linkage of code 1mplementat10n to executive
compensation, and specific measures to ensure compliance with the Foreign Corrupt Practices
Act (the “FCPA”). The Supporting Statement asserts that Mexico as a country has a problem
with corruptlon that the Company (through a joint venture) does business in Mex1co and




HellerEhr man .' September 23, 2003

AT TORNKTEYS PageB

therefore the Company requires an anti-bribery policy even though there is no.evidence the
Company has ever had a problem in this area. The essence of the Proposal and Supporting
Statement clearly relates to ensuring compliance by the Company, its employees and foreign
business partners with the FCPA, which was enacted to address issues of bribery and
corruption in foreign transactions. :

Such a proposal infringes upon management’s core function of overseeing the
Company’s business practices with respect to its dealings with its numerous foreign business
partners and with its employees. The Company, as part of its ordinary day-to-day business,
determines the appropriate policies and procedures to be followed in conducting business in
foreign countries and managing its employees.

B. The Staff has consistently declined to recommend action against registrant’s
that omitted a proposal relating to a code of ethics :

The Staff has consistently determined that proposals for the adoptlon of codes of ethics
* that would apply to relations between a company and its employees and others may be
excluded pursuant to Rule 14a-8(i)(7) because they relate to matters involving ordinary
business operations. For example, in Chrysler Corp. (Feb. 18, 1998), the proponent requested
the board of directors to review or amend Chrysler’s code of standards for its international
operations and present a report to Chrysler’s shareholders. The Staff determined that such a
proposal related to Chrysler’s ordinary business operations. The proponent in USX Corp.
(Dec. 28, 1995) requested that the board of directors adopt and maintain a code of ethics.
USX malntalned an extensive set of policies in the areas covered by the proposed code of
ethics, spec1ﬁcally employee/employer relations, customer and business relationships, and the
conduct of management generally. USX by means of its corporate policies and codes of
conduct made such conduct part of its ordinary business operations and the staff permitted
USX to exclude the proposal under the ordinary business exception. Similarly, in Barnett
- Banks, Inc. (Dec. 18, 1995), the Staff determined that a proposal that a company prepare and
issue a comprehensive code of ethics for public dissemination fell under the purview of a
company’s ordinary business operations. See also Lockheed Martin Corp. (Jan. 29, 1997)
_(proposal requesting the audit and ethics committee of the registrant’s board of directors
evaluate whether the registrant has an adequate legal compliance program and preparea
report); AT&T Corp. (Jan. 16, 1996) (proposal requesting the registrant's board of directors to
initiate a review of the standards and practices in the registrant’s Maquiladora operations and
prepare a report to be made available to shareholders, including recommendations for
changes); NYNEX Corp. (Feb. 1, 1989) (proposal related to the formation of a special
committee of the registrant’s board of directors to revise the existing code of corporate
conduct); Transamerica Corp. (Jan. 22, 1986) (proposal requesting the formation of a special
committee of the board of dlrectors of the registrant to develop and promulgate a code of -
corporate conduct).
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Similarly, the Staff has consistently declined to recommend enforcement action
against registrants that omitted shareholder proposals requesting the board of directors to
undertake actions to ensure compliance with legal requirements governing ordinary business
operations and to report on such efforts to shareholders. In Citicorp (Jan. 9, 1998) the Staff
did not recommend enforcement action against the registrant for omitting, under the ordinary
business exception, a proposal that called for the board of directors to form an independent
committee of outside directors to oversee the audit of contracts with foreign entities to
ascertain if bribes and other payments of the type prohibited by the FCPA or local laws had

“been made to any foreign nationals and report annually to shareholders. See also Crown
Central Petroleum (Feb 19, 1997) (proposal requesting the board to investigate whether
marketing practices have resulted in sales of tobacco to minors in violation of applicable
laws, determine the steps needed to ensure full compliance with applicable laws, and report to
shareholders) Citicorp (Jan. 8, 1997) (proposal relating to bank policies to monitor illegal
transfers through customer accounts).

The registrant in many of the above-referenced no action letters also had established
policies in the areas covered by the proposed code of ethics. As discussed in Part II, below,
the Company currently has in place an extensive set of policies and procedures relating to- -
how its employees conduct business. Moreover, the Company is in the process of adopting a
code of conduct for all its employees and directors as required by proposed NASDAQ listing
standards.

C. The Proposal may be excluded under Rule 14a-8()(7)

As discussed above, the Proposal falls squarely within the ambit of the Staff’s view
that shareholder proposals addressing codes of ethics and addressing compliance with legal
requirements may be excluded as relating to a registrant’s ordinary business operations.
Accordingly, the Company may omit the Proposal under Rule 14a-8(i)(7).

II. 'Rule 14a-8(i)(10) - Substantially Implemented

v A. A proposal may be omitted from a reglstrant’s proxy statement if it has been
substantially implemented

Under Rule 14a—8(1)(10) a proposal may be omitted 1f it has a]ready been -
“substantially implemented.” The Staff has taken the position that “a determination that the .
Company has substantially implemented the proposal depends upon whether its particular
policies, practices and procedures compare favorably with the guidelines of the proposal.”
Texaco Inc. (March 28, 1991); see also Exchange Act Release No. 34-20091 (Aug. 16, 1983)

- (adopting interpretive change “to permit the omission of proposals that have been
‘substantially implemented by the issuer’). A proposal need not be implemented in full or
precisely as presented for it to be omitted as moot under Rule 14a-8(1)(10) — all that is
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required is that the Company has in place policies and procedures relating to the subject
matter of the proposal.

Where companies have implemented the essential objectives of the proposal or have
policies and procedures concerning the subject matter of the proposal already in place, the
Staff has consistently found that the proposal had been substantially implemented and could
be excluded under Rule 14a-8(i)(10). For example, in The Talbots, Inc. (April 5, 2002), the
proposal requested implementation of a code of corporate conduct based on human rights
standards of the United Nations’ International Labor Organization. The proposal was found
to have been substantially implemented because the company had established and
implemented Standards for Business Practice, a Labor Law Compliance Program, and a Code
of Conduct for Suppliers, regularly disseminated these texts to its new manufacturers,
mandated annual certification, and implemented a monitoring program.

In The Gap, Inc. (March 16, 2001), the proposal asked the company’s board to provide
a report to shareholders on child labor practices of the company’s suppliers. The Staff found
that the proposal was excludable because the company (1) established and implemented a
code of vendor conduct that addressed child labor practices, (2) monitored compliance with
the code, (3) published information on its website about the code and its monitoring
programs, and (4) discussed child labor issues with shareholders. Sumlarly, in Kmart Corp.
(Feb. 23, 2000), the shareholder proposal requested that the company’s board report on its
vendor standards and vendor comphance program. The Staff concluded that the proposal
could be omitted from the company’s proxy materials because the company had substantially
implemented the proposal through its Vendor Workplace Code of Conduct, momtormg
~-program and reports to shareholders ' .

B. - The Proposal and Supportmg Statement address pohcles that have been, or
will be before the Company’s 2004 Annual Meetmg, substantially
1mplemented '

‘The Company has substantlally implemented the Proposal through its existing and to-

. be- adopted standards of conduct. The Proposal requests that the board of directors develop

and report on a thorough Code of Ethics that would also address issues of bribery and '

corruption. As noted above, the essence of the proposal clearly relates to ensuring
- compliance by the Company with the FCPA, which was enacted to address issues of bribery
. and corruption in foreign transactions. Mechanisms for compliance with all U.S. laws

- governing transactions with foreign entities are integral to the Company’s pohc1es and
ensunng compliance with such policies is a core management function.

The Company has in place a Mission Statement and Standards of C0nduct and
‘Dlsc1p11ne that apply to every member of the Company (attached hereto as Exhibits B and C,
respectlvely) The Company also has an additional Standard of Ethics that apphes to a11
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employees in a managerial or supervisory role (attached hereto as Exhibit D). The Mission
Statement contains the founding philosophy of the Company and is something that the
Company takes very seriously. First and foremost in this Mission Statement is the principle:
“Obey the Law.” This principle is fuirther elaborated on in the Standards of Conduct and
Discipline, which states that “serious misconduct of any kind as defined by the Company™ is
a cause for termination. The Standard of Ethics states that managers must “operate within the
law in all aspects,” and continues:

Personal relationships with any person providing a business service to Costco is
not a sound practice and generally prohibited. Do not seek or accept from any
person or company doing business with Costco any gift, service, loan,
entertainment or trip of any value. Your position at Costco must never be used
to influence a vendor or any person doing busmess with us to personally benefit
you or your family.

% %k

‘ Records (payroll, personnel, inventory, etc.) are never mampulated in an effort
to enhance performance or results.

* %k &

At the core of our philosophy as a company must be the implicit understanding
that not one of us is required to lie or cheat on behalf of Costco or to enhance
- our company or personal performance. Managers must never engage in any
activity which could raise a question concerning their integrity. Any time there
 is the slightest doubt about an activity that could be questioned regarding
honesty, integrity or intent it must be presented and discussed with your
Manager or Regional Vice President to remove any shade of doubt. -

As part of its financial reporting process, on a quarterly basis senior employees
involved in international operations sign a certification to the CEQ and CFO that includes
compliance with the FCPA (attached hereto as Exhibit E). The certification states (among
other thmgs)

all employees or agents thereof have complied with the provisions of the
Foreign Corrupt Practices Act, including any prohibition in the Act against
providing any money or any thing of value to any foreign government official,
candidate for governmental office, political party or any other person knowing:
that such other person will offer the money or thing of value to any foreign
‘government official, candidate for governmental office or political party, in
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order to influence a government official in the performance of his official duties
or otherwise secure an improper advantage.

Moreover, proposed NASDAQ listing standards that will likely be effective in January
2004 require that each listed company adopt a code of conduct that will apply to all
employees, officers and directors. This code of conduct will further address issues of
financial integrity, compliance with laws and enforcement mechanisms. In addition,
Sarbanes-Oxley requires each company to adopt mechanisms for anonymous reports to the
. Company’s Audit Committee regarding financial and auditing practices, a mechanism that the
Company will have in place no later than January 2004, which is prior to the Company’s
2004 Annual Meeting at which the Proposal would be presented.

The Mission Statement, Standards of Conduct and Discipline, and Standard of Ethics
are all contained in the Company’s Employee Handbook. Every employee receives a copy of
the Employee Handbook at the time they are hired and must sign an acknowledgement that
they have read the handbook. In addition, every new employee is required to watch a video
in which James D. Sinegal, President and founder of the Company, emphasizes the
Jimportance of the Mission Statement and ethical and lawful conduct of business.

Furthermore, every time the Employee Handbook is updated (approx1mate1y every three

* years), each and every current employee receives a copy and must sign an acknowledgement
that he/she has read the handbook. The Company’s numerous policies and procedures '
addressing the subject matter of a shareholder proposal are just the type that the Staff has
determined in the past to constitute substantial implementation of a shareholder proposal.

C. _The Proposal _niay properly be eicluded under Rule 14a-8(i)(10)

The Company believes that the Proposal is already, or will be, substantially
implemented by its existing and to-be-adopted policies and procedures. Accordingly, the
Company believes that it may properly omit the Proposal from its Proxy Materials in :
accordance with Rule 14a-8(i)(10).

IIL. Rule l4a—8(i)(3) False and Misleading

A. The Proposal and Supporting Statement contain false and mlsleadmg
_ statements in violation of the Commission’s proxy rules .

Rule 14a-8(i)(3) provides that a shareholder proposal or supportmg statement may be
omitted if it is “contrary to any of the Commission's proxy rules,” including Rule 14a-9's
proh1b1t10n on materially false and misleading statements in proxy solicitation materials.

Note (b) to Rule 14a-9 states that “misleading’ material includes “[m]aterial which directly or
indirectly impugns character, integrity or pérsonal reputation, or directly or indirectly makes-
charges concerning lmproper 111ega1 or immoral conduct or associations, w1thout factual
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foundation.” Proposals containing unfounded and unsubstantiated assertions representing the
personal opinions or suspicions of a shareholder are excludable under this provision. See,
e.g., Detroit Edison Co. (Mar. 4, 1983) (statements implying company engaged in improper
“circumvention of . . . regulation” and “obstruction of justice” without factual foundation
provided a basis for excluding the proposal under former Rule 14a-8(c)(3) (the predecessor to
the current Rule 14a- 8(i)(3)). Set forth below are the statements contained in the Proposal
and Supporting Statement that have no basis in fact, or omit to state relevant information, or
are false and misleading and, therefore, violate Rule 14a-9 of the Exchange Act.

In the fifth paragraph of the Supporting Statement the Proponent asserts that “The
International Ombudsman Centre for the Environment and Development, a respected,
1ndependent non-governmental organization, found negligence on the part of the authorities
'overseeing the project, and there has been speculation in the press about ‘donations’ that
residents thing may have facilitated its approval.” This statement, when read in light of the
rest of the Supporting Statement is clearly misleading because it gives investors the
impression that the International Ombudsman Centre reported bribery in connection with the
Cuernavaca store when, in fact, the report makes no reference to bribery. The “negligence”
alleged by the International Ombudsman Centre is a far cry from bribery. This statement is
also misleading because it first mentions the International Ombudsman Centre, labeling it as
“respected” and “independent,” and then mentions speculation in the press about bribes being
paid in connection with the development. The juxtaposition of these statements misleads
investors by attempting to lend credibility to the press reports, which contain nothing but pure
speculation. Even this speculation does not even make any mentlon that the Company might
have been involved in the alleged bribes.

In the eighth paragraph of the of the Supporting Statement, the Proponent asserts that
“the current Code of Ethics posted on Costco’s website is only 19 words long and in our
opinion does not adequately address the complexities of international business transactions.”
This statement is-misleading in that it does not adequately capture the Company’s extensive
efforts regarding compliance with all laws, and the FCPA in particular. As discussed above, -
the Company has in place a Standard of Ethlcs that applies to all employees in a2 managerial
or supervisory role and requires certifications to the CEO and CFO that include compliance
with the FCPA. In addition, the Company has in place a Mission Statement and Standards of
Conduct and Discipline that apply to every member of the Company. The statement also
makes no mention of the fact that proposed NASDAQ listing standards that will be effective
in January 2004 require that each listed company adopt a code of conduct that will apply to
all employees, officers and directors. This code of conduct will further address issues of
financial integrity, compliance with laws and enforcement mechanisms. Thus, this paragraph
suggests to investors that the Company does not take compliance with laws senously when it
clearly does
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Furthermore, the Proponent’s Supporting Statement as a whole suggests that the
Company was involved in corruption and bribery in connection the store in Cuemavaca and
that it does not take seriously compliance with the FCPA. The Company was not involved in
bribery or corruption in developing the store in Cuernavaca and, in fact, went above and
beyond governmental requirements to develop the store in as responsible a manner as
possible. The Company worked with local authorities to reduce the store’s impact on the
environment, revising its plans to reduce the number of trees that would be cut and
temporarily transplanting others until construction was complete. The Company also worked
to.save murals that were in the rundown buildings on the store site and arranged to have the
murals restored. These murals will be housed in a museum and cultural plaza constructed by
the Company. The Company believes that there is no evidence of any bribery, that the
Proponent knows this and, if the Staff determines that the Proposal and Supporting Statement
must be included in the 2004 Proxy Materials, that the Supporting Statement should be
required to state that the proponent has no evidence that Costco or its affiliates have paid any
bribes, in Cuernavaca or elsewhere. The Proponent should also be required to state that its-
Proposal arises from its opposition to the building of the warehouse in Cuernavaca.

B. The Proposal niay propei'ly be excluded under_Rule 14a-8(i)(3)

As a result of the materially false and misleading statements discussed above, the
Proposal and Supporting Statement may be omitted from the Company's 2003 Proxy
Materials pursuant to' Rule 14a-8(i)(3). If the staff does not concur that the entire Proposal
and Supporting Statement may be omitted from the Company’s Proxy Materials, the '
Company believes that at a minimum:

1. the third sentence of the fourth paragraph should be deleted in its eﬁtirety asa
' misleading and inflammatory statement about controversy surrounding the
Cuernavaca store with unfounded insinuation that the Company was mvolved ish
bribery; ’

2. the eighth paragraph. should be revised to make it clear that the Code of Ethics
on the Company’s website is not the Company’s only mechamsm for ensuring
comphance with the laws and the FCPA; and

3. the Supporting Statement should be revised to state that the Proponent has no
evidence that Costco or its affiliates have paid any bribes, in Cuernavaca or-
elsewhere, and that the Proposal arises from the Proponent’s opposmon to the
building of the warehouse in Cuernavaca.
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IV. Conclusion

Based on the foregoing, the Company hereby respectfully requests that the Staff agree
that it will not recommend any enforcement action if the Proposal is omitted from the
Company’s 2004 Proxy Materials under Rule 14a-8(1)(7) and/or Rule 14a-&(i)(10).

Should you have any questions or comments regarding the foregoing, or should any
additional information be desired in support of the Company’s position, please contact the
undersigned at (206) 389-4264. If the Staff is inclined to deny the Company’s request, we
would appreciate the opportunity-discuss such a determination in advance of your formal
written response. ‘ '

Very truly yours,
o
David R. Wilson

Attachments

Cc:  Adam Kanzer, Esq. (Domini Social Investments LLC)
John Sullivan (Costco Wholesale Corporation)

SE 550425 v2
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COSTCO

S WHOLESALE Em_plc;yee Agreement
“WHAT DO WE S'I'AND FOR?”

1.0
INTRODUCTION

Our Mission
To continually provide our members with quality
goods and services at the lowest possible prices.

In order to achieve our mission we will conduct our
business with the following Code of Ethics in mind:
Our Code of Ethics

1. Obey the law.

2. Take care of our members.

3. Take care of our employees.
-4, Respect our vmdoré.

If we do these four things throughout our organization,
then we will achieve our ultimate goal, which is to:

5. Reward our shareholders.

Costco’s Code of Ethics’
1.- Obeythe Law
S The law is irrefutable! Absent a moral imperative to challenge a law, we must
< B, conduct our business in total compliance with the laws of every community
where we do business. :

We pledge to:
» Comply with all statutes.
* Respect all public officials and their positions.
* Comply with safety and security standards for all products sold.

.+ Exceed ecplogical standards required in every community
where we do business.

. Comply with all applicable wage and hour laws,
» Comply with all applicable anti-trust laws.

 Adapted from Jirm Sinegal’s presentation of Costco’s Code of Ethics




Cosrco

Employee Agreement EmsWHOLESALE

2. Take care of our members

i Costco membership is open to business owners, as well as individuals.
> % Our members are our reason for being — the key to our success. If we
Z don t kegp our members happy; little else that we do will make a
difference.

lu,{

T?lere are plenty of shopping alternatives for our members and if they fazl to
show up, we cannot survive, Our members have extended a trust to Costeo by virtue
of paying a fee to shop with us. We will succeed only if we do not violate the trust
they have extended to us, and that trust extends to every area of our business.

To continue to earn their trust, we pledge to:
« Provide top-quality products at the best prices in the market.

* Provide high quality, safe and wholesome food products by requiring
that both vendors and employees be in compliance with the highest
food safety standards in the industry.

+ Provide our members with a 1009 satisfaction guaranteed warranty
on every product and service we sell, including their membership fee.

+ Assure our members that every product we
sell is authentic in make and in representation
of performance.

» Make our shopping environment a pleasant
experience by making our members feel
welcome as our guests.

* Provide products to our members that
will be ecologically sensitive.

* Provide our members with the best
customer service in the retail industry.

~ + Give back to our communities
. through employee volunteerism and
employee and corporate
contributions to United Way
and Children’s Hosplta]s
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EE=WHOLESALE, Employee Agreement

3, Take care of our employees
Cur employees are our most important asset. We believe we have the
very best employees in the warehouse club industry, and we are
committed to providing them with rewarding challenges and ample
opportunities for personal and career g-rowth

We pledge to provide

our employees with:

+ Competitive wages

+ Great benefits

+ A safe and healthy work %
environment

+ Challenging and fun work

+ Career opportunitiés

« An atmosphere free from
harassment or discrimination

+ An Open Door Policy that allows
access to ascending levels of
- management to resolve issues
+ Opportunities to give back to their
communities through volunteerism
and fund-raising

Career Opportunities at Costco:

» Costco is committed to promoting
- from within the company. More
than 85% of our current
management team members
(including Warehouse, Merchandise,
Administrative, Membership, Front End arid Receiving Managers)
are “home grown.”

* Our growth plans remain very aggressive and our need for quahﬁed experienced .
- employees to fill supervisory and management positions rernains great.

* Today we have Warehouse Managers and Vice Presidents who were once
Stockers and Callers or who started in clerical positions for Costco. We believe
that Costoo’s future executive officers are currently working in our
warehouses, depots and buying offices, as well as in our Home Office.
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4, Respéct ourvendors
Our vendors are our partners in business
e, and for us to prosper as a company;
t'hey must prosper with us.

LRLLE/
‘6. !"J

Q
<

To that end, we strive to:

-+ Treat all vendors and their representatives as you would expect to be
treated if visiting their places of business.

* Honor all commitments. ,
* Protect all vendor property assigned to Costco as though it were our own.
+ Not accept gratuities of any kind from a vendor.

These guidelines are-exactly that - guidelines — some common sense rules for the
conduct of our business. At the core of our philosophy as 2 company is the
implicit understanding that all of us, employees and management alike, must
conduct ourselves in an honest and ethical manner every day. In fact; dishonest
conduct will not be tolerated. To do any less would be unfair to the overwhelming
majority of our employees who support and respect Costoo s commitment to
ethical business conduct.

If yon are ever in doubt as to what course of action to take on a business matter
that is open to varying ethical interpretations, TAKE THE HIGH ROAD AND
DO WHAT ISRIGHT.

Ifwe follow the four prznaples of our Code of Ethics throughaut our mgamzatwm
then we will achieve our fifth principle and ultimate goal, which is to:
5. Reward our shareholders
S, + Asa company with stock that is traded publicly on the NASDAQ
N E fg; stock exchange; our shareholders are our business partners.
* We can only be successful so long as we are providing them with a
good return on the money they invest in our company.

-+ This, too, involves the element of trust. They trust us to use their investment
wisely and to operate our business in such a way that it is profitable.

». Over the years Costco has been in business, we have consistently followed an |
upward trend in the value of our stock. Yes, we have had our ups and our
downs, but the overall trend has been consistently up.

« Webelieve Costco stockisa good investment, and we pledge to operate our
“company in such a way that our present and future stockholders, as we]l as
our ernployees, will be rewarded for our eﬁ'orts
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‘What do Costco’s Mission Statement
- and Code of Ethics have to do with you?

EVERYTHING!
'Ihe continued success of our company depends on how well each of Costco’s
employees adheres to the high standards we insist on, as mandated by our Code
of Ethics, And a successful company means increased opportunities for success
and advancement for our employees.

No matter what your current job, there are creative ways you can put Costco’s
Code of Ethics to work every day. If’s reflected in the energy and enthusiasm you
bring to work each day; in the relationships you build with your management,
your co-workers, your vendors and your members.

By always choosing to do the right thing, to go the extra mile — you will build

- . your own self esteem, increase your own chances for success and make Costco

more successful, too. It is the synergy of ideas and talents, each of us worlq.ng

. together and contributing our best, that makes Costco the great company it is

today and lays the groundwork for what we will be tomorrow.

We're glad you are part of the Costco family, and we thank you for your valuable
contributions to our compary. We hope you will stay and grow along with us.
We believe the best is yet to come!

: Héw we do business
.Our Warehouses:

* We operate in large, no-frill, low-cost facilities.

» Costco warehouses are designed for sunphaty, economy and effiient use of
shopping space, in keeping with our image of warehouse shopping at
wholesale prices.

Our Metqhandxse-

+ ‘We offer a wide range of product categories with a narrow selection 6f the
most popular items and styles within each category.

* Goods are displayed in original cartons on pallets, allowmg for eﬂiaent
stormg and moving of products into display/sell positions.

» We carry nationally branded products as well our own top-quality private
label goods (Kirkland Signature products), which must meet or exceed
national brand quality and provide a substantial savings to our members.

» While name-brand recognition is very important, buyers purchase only
hlgh -quality products based on which items they can obtain at the best
price. This is whiy at different times our members may find products of the
same high quality but in different brands.. .
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“WHAT ARE THE RULES?”
11.0
STANDARDS OF CONDUCT AND DISCIPLINE 'I'AB

11.1 STANDARDS OF CONDUCT AND DISCIPLINE

The following are basic Company guidelines. This is not intended to encompass all
Company policies and procedures. If you have any questions, please check with
your Supervisor for clarification.

We may, from time to time, at our discretion, modify these guidelines.

11.2 CAUSES FOR TERMINATION

The general course of action will be termination of employment. No previous
Counseling Notices are necessary. If termination does not occur, the Employee
Counseling Notice will be retained as a permanent part of the personnel file.

1. Falsification of Company records and/or time card induding omitting facts

or willfully giving wrong or misleading information. This includes, but is
not limited to:

» the employment applicaﬁon

+ internal investigations

+ benefit enroliment forms

+ inventory, vault or sales audit forms

 signing someone else’s time card or swiping someone else’s name badge

* having your time card signed or your name badge swiped by someone else

2. Violation of the Company policy prohibiting harassment including, but not
limited to, sexual harassment, retaliation, or interfering with an
investigation,

3. Violation of the Company policy prohibiting discrimination against or
harassment of co-workers, vendors or members, induding malicious gossip,
and derogatory attacks. This includes, but is net limited to, retaliation, or
interfering with an investigation.

4, Unauthorized disclosure of confidential information relating to Costco, its
- members, employees, vendors or agents.

5. Violation of Manager’s Standard of Ethics.

6. No call/no show for three consecutive days (job abandonment) and/or
unauthorized absence for three consecutive days. :

7. Unauthorized leave of absence or failing to return from a leave of absence
and/or failure to provide required documentation for a leave of absence.

8. Unbecoming conduct, horseplay, unnecessary noise, or any act that

_ jeopardizes the order of business and safety of the Company, the employee,

: ﬂ other employees, customers, vendors, or Company property. '
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9, Any conflict of interest which includes, but is not limited to, creating 2
business in competition with Costco, working for another employer in
competition with the Company, or performing unauthorized work for a
customer as a representative of Costco.

10. Serious misconduct of any kind as defined by the Company.

11, Three unpaid suspensions in any 12-month period.

‘12, Any relationship that jeopardizes your ability o perform your job-
responsibilities safely, competently and/or honestly.

13. Creating or contributing to unsanitary or immoral conditions.

14. Reporting for or returning to work under the influence of intoxicants; or
possessing, consuming, or selling any controlled substances on Comnpany
premises; or refusing to be tested for alcohol and/or substance abuse in the
event of reasonable suspicion or as a result of being involved in or having
contributed to an accident involving injury or harm to-individuals,

property or equipment; or testing positive, Any violation of the Company’s
- Drug and Aleohol-Free Workplace Policy, described in Section 2.6. ™

15. Proof or confession of dishonesty including, but not limited to, grazing ™
or theft of any kind. Arrest and conviction of a felony; or other
adjudication or where sentence is imposed. '

16. Borrowing, using, lending, removal of, or giving away Company funds
merchandise, or equipment without written authorization of the Manager.

17. Fighting, striking, or attempting to strike another person, or any act of
violence or threat of violence occurring on Company premises or on
Company time,

18. Willful damage or destruction of Company property, eqmpment,
merchandise, or property of others on Company premises.

19. Any act of insubordination, or refusal to comply with the direct
instructions or directions of your Supervisor, including but not hrmted to,
any violation or non-compliance with a Contract for Conunued
Employment.

20, Possession of firearms, weapons, or exploswes on Company time or
premises, -

ANITdIDSIA ® 1DNANOD

19 Except where prohibited by state law. In the state of Vermont, state law requires rehabilitation.
W This includes, but is not limited to: shelf stock, RTV merchandise, merchandise returned
at membership, and any packages that become operied by either members during the
course of the day or damaged in the process of stocking (1.e., blade cut, defective searms, etc.).
Also included are Food Court and fresh food products and any ingredients used in their
preparation. “If you didn't buy it, don'teat it!”

12 Except where prohibited by state law. In the state of Hawast, the conviction must
- berelated to the position held..




CONDUCT & DISCIPLINE

€CoSsTCco

EEWHOLESALE Employee Agreement

21, Extending or receiving unauthorized discounts, refunds, or credits; failure to
record sales; ringing up own sales or a family member’s sales; working with
an open register.

22, Unauthorized posting, distribution, removal, or alteration of any material
on Company property.

23. Unauthorized entry or exit from Company premises at points other than
-those designated for employees. Going into restricted areas without
authorization.

24, Leaving the Company premises during working Shlft without permission of
management.

25. Exceeding the maximum time granted for leaves of absence or exceeding a
vacation period.

26. Accepting employment with another employer while on leave of absence.

27. Disobedience of Company rules including, but not limited to,
E-mail/Internet policy, safety policies and procedures, fire procedures,
and sanitary rules and regulations.

28. Accepting gratuities, gifts, presents, money, or ths from

. members/customers and/or vendors.

29. Failure to produce and/or maintain required licenses.

» Licensed or certified Pharmacy, Optical, Hearing Aid
personnel are required to maintzin their own licenses or
certificates as a condition of employment.

« Employees working in the tire shop must maintain
current driver’s license. - :

30. Failure to report to your Supervisor any injury, accident, or damage to
Company property

11.3 CAUSES FOR DISCIPLINARY ACTION
Counseling Notices will be issued within three scheduled working days of the
violation coming to Management’s attention (excluding Saturdays Sundays

“and hohdays)

In some instances, such as an ongomg mvesngatxon, such issuance may exceed
three scheduled working days. You will be asked to sign the Counseling Notice,

» The first violation will result in a documented Employee
Counseling Notice,

» 'The second violation of the same or sirnilar nature within a 6-month
period wil result in 2 second documented Employee Counseling Notice.
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* The third violation of the same or similar nature within a 6-month
period will result in termination of employment. ‘
+ Four counseling notices within any 6-month period, even if unrelated,
will result in termination of employment. (A Counseling Notice for .
Excessive Absenteeism cannot be counted as one of these four
counseling notices.) _
Note: Employee Counseling Notices for viclations of minor offenses will remain
in the employee’s personnel file for six months. Employee Connseling Notices for
absenteeism will remain in the employee s personnel file for one year. Employee
Counseling Notices for violations of major offenses will remain in the employee’s
personnel file permanently. :

1. Excessive absenteeism is defined as exceeding seven instances in any 12-
. month period, extended by any leave of absence. (When absent for two or
more consecutive days, this is one instance.)

» The eighth instance in any 12-month period will result in a
documented Employee Counseling Notice,
» The ninth instance in any 12-month period will result in a
documented Employee Counseling Notice.
* The tenth instance in any 12-month period will result in an unpaid
3:day suspension,
+ The eleventh instance in any 12-month period will result in
termination of employment.

Note: Paid sick leave is included for purposes of calculating instances

of absence,

Absences Which Do Not Count:
+ If you have requested a day off in advance and recelved your
Supervisor’s approval, this will not count as an instance of absenteeism.

+ Absence due to an approved leave of absence (induding Family and
Medical Leave Act), jury duty, funeral leave, veteran's leave, or workers’
compensation leave will not count as an instance of absenteeism.

* If you report to work and leave prior to the end of your scheduled shift
due to illness, and with the approval of your Supervisor, this will not be
included for purposes of calculating instances of absenteeism.

" However, if you have had excessive absenteeistn, or have requested
permission to leave early due to sickness on a frequent basis, your
Supervisor may ask that medical substantiation of your illness be
produced. If it is not, then that instance of absence will be counted as
an instance of absenteeism.
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Ifyou or a member of your family has a serious illness which results in
your incurring more instances of absenteeism than are permitted, an
exception may be made so that any absence due to such illness will not
count as an occasion of absenteeism, provided medical substantiation
is produced, in accordance with FMLA and state regulations.
2, Excessive tardiness — three separate tardies in any 30-day period is
considered excessive. Reporting to work four or more minutes late is
considered tardy. Tardies can only be counted ornce.

3. No cll/no show. Reporting for work one hour or more after your
scheduled shift, without contacting management.

4, Failure to perform work as required. Not meeting Company requirements
for quality, accuracy or quantity of work; ineffidency or the inability to
perform assigned tasks (job incompetence). ’

5, Use of rude, derogatory, or obscene language between Supervisors,
co-workers, members/customers and/or vendors, not of the nature to
constitute a violation of the anti-harassment policy.

6. Discourtesy, insolence, or rudeness to a member or vendor.,

7 Trad.lng, switching, or not following the posted work schedule without
prior approval of management.

8. Beginning work prior to the start of your scheduled shift or leaving before
your work schedule is completed without the express approval of
management to change your schedule, Working “off the dock”

9. Failure to show up for work or call in prior to the beginning of the work
shift. Notification must be made to your Supervisor one hour before the
start of the work shift unless you are working the first shift of the day, in
which case you must notify your Supervisor at the start of the shift.

10. Improper use of Company property. ' :

11, Unnecessary loitering, wasting of time, engaging in personal conversations,
detracting from your work or the work of others, including any behavior
or conduct that causes a disruption in the workplace.

12. Use of Company telephones, fax machines, computers, and property for
personal business, except in the case of an emergency and then only with
express management approval.

13, Taking extended breaks or meal periods. Loaﬁng or other abuse of
Company time.

CONDUCT & DISCIPLINE
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" 14. Parking cars in areas not assigned as employee parking areas or “on

premises” traffic violations.

15. Violations of established cash handling policies and procedures (excluding
theft of any kind or other acts of dishonesty). ‘

16. Chewing gum, chewing tobacco, or smoking, except in designated areas,
and never on the sales floor or at the registers, ,

17. Failure to follow any safety rules or regulations, including, but not limited
to, using improper lifting or box cutting techniques,

18. Presenting the Company with a personal check for insufficient funds, -
closed account, etc,

19, Soliciting or collecting funds for any purpose during actual working hours
without permission of a Supervisor or Manager.

20, Failure to follow rules and regulations from the Security Department
concerning identification/name badges and/or other procedures.
Note: Employee parcels, lunch boxes, backpacks, lockers, etc. are subject
to periodic search. Lockers are provided in the break area for personal
belongings. Personal belongings are to be secured in a locker, not taken
to the checkstand or on the sales floor. Employees are responsible for
providing a padlock for their locker.

21, Violation of Costco’s Personal Appearance policy.

ANITdIDSIA 8 LDNANOD
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11.5 STANDARD OF ETHICS {MANAGERS/SUPERVISORS)
The Costco Mission Statemnent sets forth our commitment to obey the law, take
care of our members and employees, respect vendors, and reward our
shareholders, We cannot accomplish this unless we adhere to a set of moral
principles that project our Mission’s goa! to our fellow employees, members,
vendors and community. In accepting a position of management you must be
committed to and demonstrate a role of honesty and forthrightness. Managers -
above all else lead by example.

* The rights of employees, members and vendors must be treated with respect

and dignity.

Inappropriate fraternization with employees creates an atmosphere of
. conflict of interest and favoritism and is not acceptable.

» Managers must always strive to keep the workplace free of any form of
harassment or discrimination. All members of management rust review, be
versed in and administer the policy prohibiting harassment and
discrimination as outlined by the Costco Employee Agreetent. All forms of
harassment, whether due to race, color, national origin, ancestry, sex, sexual
orientation, rehglon, age, disability, veteran status, political ideology or any
other reason is prohibited.

Vendors are dealt with in the same honest and forthright fashion we expect
. fromthem.

» Personal relationships with any person providing a business service to -
Costco is not a sound practice and generally prohibited. Do not seek or
accept from any person or company doing business with Costco any gift,
service, loan, entertainment or trip of any value. Your position at Costco

~ must never be used to influence a vendor or any person doing business with
-us to personally benefit you or your family.

» Without proper authorization, confidential information must never be
released to outside sources.

* Records (payroll, personnel, inventory, etc.) are never nmnpulated inan
effort to enhance performance or results,

+ Costco merchandise, :qulpmcnt, supplies and employees are not to be
exploited for personal gain.

CONDUCT & DISCIPLINE

+ Our management commitment requires s to operate within the law in Al
aspects. Company policies and du'ectxves are to be adhered to in all aspects
of the operation. '

* All Managers are to be aware of and administer our Drug and Alcohol-Free
Workplace Policy as defined in the Costco Employee Agreement. :
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Our goal is a safe and efficient working and shopping environment. Following
and administering the standards of conduct and discipline as stated in the Costco
Employee Agreement is one of the management tools used to create this
environment. -

The above are some common sense guidelines for our job. Guidelines can never
answer every question or solve all problems, At the core of our philosophy as a
cornpany must be the implicit understanding that not one of us is required to lie .
or cheat on behalf of Costco or to enhance our company or personal
performance. Managers must never engage in any activity which could raise 2
question concerning their integrity.

Any time there i the slightest doubt zbout an activity that could be questioned
regarding honesty, integrity or intent it must be presented and discussed with

* your Manager or Regional Vice President to remove any shade of doubt.
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CERTIFICATION

The undersigned hereby confirms, to the best of my knowledge and belief and
under penalty of perjury, that:

1.

The books and records of [Name of subsidiary] are maintained in
accordance with the policies and procedures of Costco Wholesale
Corporation (the “Company”).

The financial and operating information regarding [Name of
subsidiary] and the International Financial Reporting Package
presented to the Financial Reporting Department in connection
with the preparation of the Company’s Annual Report on Form 10-
K for the year ended September 1, 2002

do not contain any untrue statements of a material fact nor omit to state any
matenal fact necessary to cause the statements in the Annual Report to not be misleading

Dated:

toa reasonable
investor, '

and fairly present, in all material respects, the results of
operations and financial condition of [Name of subsidiary].

[Name of subsidiary] and all employé:es or agents thereof have
complied with the provisions of the Foreign Corrupt Practices Act,
including the prohibition in the Act against providing any money
or any thing of value to any foreign government official, candidate
for governmental ofﬁce, political party or any other person
knowing that such other person will offer the money or thing of
value to any foreign government official, candidate for
governmental office or political party, in order to influence a
government official in the performance of his official dutles or
otherw1se to secure an anroper advantage.

, 2002

Name:

Title:
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$ 650 mil por la
demolicion de murales

* Acusaron empresarios de
Cosico

Avila, tnico culpable del del Casino de la Selva,

acervo cultural perdido
* Entregé permisos sin
revisar: SCB

diputados del PRD

* Urge un plan de
proteccion cultural

Miércoles 18 de bulin de 20

imposibie invertir en

* nird Ayuntamiento $ 650 mil
aor la demolicion de murales

irvaron empresarios de Costeo
vor Jéssica GOMEZ MACIAS

¥ 1 representante de la empresa Costco
+n propietario del Casino_de la Selva,
Ji Aheda asegurd enfatico: “Cuernavaca ha
» ol unicoe nunicipio de la Republica
- i on el que hemos tenido problemas
inversian, nadie nos habia negado fa
wadl e generar empleos. en otros esta-
n regalando los lerrenos para que
- mpania inyecte capitales™ Al mismo
i scendio que el gobierno municipal le
sabio pes 2l penniso de demolicion fa cantidad
S nnn gl pesos.
I-n una rueda de prensa organizada por
ior e Comunicacion Social del gobierno
in. Ferniacdo Carbonel ante la inelicien-
W woceios del Ayuntamiento, el
sipal. José Raul Hernandez
lio de Costeo, Sergio Ahedu
slunckon yue prevalece, en o que
e di b Selva.
ki empresario explicé que el gobierno
ttend prosento este lugar, que fue considera-
- une rie Jos hoteles mas caracteristicos
ade, come terreno y éste estaba dentro
lisla e lugares para subastar, por lo
& fiencia jo gand por la suma de diez mil-
dolares. cerciorandose de que no
o ningnn problema para iniciar Ja construc-

tase a ésto. el empresario manifestd
ol enterarse de que existian murales de pin-
¢ vestigios histéricos, Hamaron a las
ides competenles para que dictami-
1 I pesibilicdad que habia para preservar
« articulos culturales, ante eslo, el
aniento de Cuernavaca y ellos firmaron
i cotnenio en donde se trasladarian los obje-
ev: o lugar publico, para que pudieran ser
“sitados por fos morelenses.
Segio Ahedo, sefalé que existe una
dn nerviosismo por los empresarios
aenennng, deslacando que el cincuenta por
(e esta -compafia pertenece a mexi-
e v s olra parte a estadounidenses, a fo
S dgncunoeie siesperaran un periodo rmayor
e dos meses,

Asi imismo, especiticd que en ninguna
seaie o 1A Repablica Mexicana se le ha nega-
Jnonl acceso A esta compafia que generaria
coner Ao BOD empleos directos y mil 200 indi-

«ins, destacande que Costco se interest en
waisipio, par el capital de mano de obra

el
et

e se eneontraron en el Casino de la Selva, el
i ario dijo; “nosotros vamos apoyar al
manicipio para colocarlos en un fugar pablico,
nero s anlo interés tienen en el Casino de la
“rtva, mo veo el por qué lo abandonaron por
wins e 17 anos™.

A pesar de que no quiso revelar las pér-
Jidas monetarias que ha ocasionado esta sus-
sension de fa obra, la inversién de este centro
“ennercial era superior a los tres millones de
dolares, mas los cobros de los permisos por
sarte del municipio capitalino, el cual, otorgd el
sann de demolicion del inmueble por 650 mil

Gt

Por su parte el alcalde, José Raul
s, Avila a parte de repetir que no hay
nunva informacion sobre el caso,

3 o 110 58 ha cortado ninguno de los
ol y 1o se dara el permiso de suelo
i e fas autoridades encargadas de la cul-
.. como el INBA, CONACULTA y el INAH en

andinacion con las autoridades municipales,
= cercioren sohre el fulurc de este palrimonio
culiral

7t reprasentante de la capital del esta-
< uune de acuerdo al inventario sobre
. < eoliwnates, existen tres clases, inician-
<open s nvales realizados por importantes
|t e ingieanos; una escultura de Prometeo

won blanea y un Hernan Cortés de
finalinente 1a obra arquitectdnica de
UondeRs,

José Radl Herndndez Avila, dnico
culpable del acervo cultural perdido

* Entregd permisos sin revisar: SCB
Por Jéssica GOMEZ MACIAS

Ante el enojo que ha causado en varios
i sectores la demolicién de lo que fue el Casino
llde 1a Selva, el presidente del Consejo
" Empresarial Turistico, Salvador Castaneda y
) Brillanti, responsabilizé al alcalde capitalino,
José Rall Hernandez Avila de todo el acervo
j cultural que se ha perdido, como causante de
{ no haber analizado el valor del terreno antes de
i darle los permisos a los empresarios de Costco.

El empresario puntualizé de forma
enérgica, que la responsabilidad de esta inver-
sion es tolaimente del presidente municipal de
Cuernavaca. y no de Sergio Estrada Cajigal
como se ha manejado en algunos medios de
informacion, por lo cual invitd a represenlante
de la capital del eslado para que lome en cuen-
la el valor cultural que tienen algunos sitios para
los cuernavaquenses.

Por su parte, explico que en los ultimos
afos, el municipio ha crecido de una manera
desordenada y tas autoridades deben de tomar
en cuenta el reglamento para la distribucién de
jas nuevas inversiones ya que de no ser asi, en
breve tendremos mayor carencia de espacios
verdes.

Castafeda Briflanti, manifesté que los
empresarios de ninguna manera se niegan a ias
inversiones y menos cuando es de una com-
pafiia como la de Coslco, la cual, es necesaria
en el estado, sin embargo, la molestia es hacia
las autoridades municipales quien no consen-
saron con la ciudadania lo que representaba ef
Casino de la Selva.

Tajantemente, el dirigente del CET final-
iz6 sefalando que: “la responsabilidad recae en
el presidente municipal ya que no ha sido com-
prometido al brindar los permisos” a su vez,
expreso la necesidad de que el mismo alcalde
solucione el problema que éf misme autorizd.

ernavaca: capitalistas

A plebiscito el destino del Casino
de la Selva, diputados del PRD

*Yrge un plan de proteccion cultural
Por Alberto MILLAN

La fraccion pariamentaria del PRD, pre-
sentara hoy al seno de la Asamblea legisiativa
un puntc de acuerdo para que el ayuntamiento
de Cuernavaca convogque a un plebiscito para
definir el uso y destino det predio que ocupaba
el Hote! Casino de la Selva. ) -

En este senlido, el legislador Jorge
Messeguer Guillén establecid que dentro del
patrimonio cultural con gue cuenla el estado de
Morelas, se lienen los murales y arquilectura del
edilicio que alberga al Hotel Ei Casino de ta
Selva, particular atencién merecen los murales
obras de varios artistas.

Ademas, indicd, dichos murales cuen-
tan con un gran numero de Arboles y plantas.
No obstante, a Gltimas fechas tal propiedad fue
adquirida por la empresa “Price Costco, con la
finalidad de establecer una plaza comercial, por
lo que demolié obras de muralistas importanles
y que forman parte del patrimonio cultural de los
morelenses.

De esa manera, Messeguer Guillén alir-
mo que en Morelos se instituyo la participacion
ciudadana como un elemento en la loma de
decisiones.

De ahi que la fraccion parlamentaria
presentara un punto de acuerdo hoy para que el
ayuntamiento de Cuernavaca convogue a un
plebiscilo para definir el uso y destino de! predio
que ocupaba el Hotel Casino de la Selva, que
incluso, dijo. podria expropiarse.

Al mismo liempo propone que se
exhorie a las autoridades de! INAH e INBA a la
conservacion del patrimonio cultural, histérico y
antrapoldgico existente al interior del Casino de
la Selva.

Incluso exige que el Congreso Local
pida al ayuntamienio de Cuernavaca un plan
integrai para la conservacion y aprovechamien-
to de las dreas de interés cultural, histérico y
ecologico.

Sobre los murales y vestigios historicos
y g
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;por el ayuntamiento un permiso de
‘uso de suelo para vender cierto tipo
» de material de construccién, en don-
% de marca restricciones como  no
0 r! a m u n Ic l pa _entrar ‘trailers, tampoco cambiar la
: : ~ventanas de madera y mucho menos
xtrafia a comerciantes establecxdos en las inmediaciones del Casino de la Selva poner anuncios.

) El predio de 500 metros de Pedro
vprontitud con que se hicieron trdmites para la megatienda N : Romero, estuvo dos afios tramitando
para que pudiera ser abierto, por lo
i Comerciantes establecidos aledafios | ridades en las facilidades que las
a los predios del Casino de la Selva, }autoridades estatales otorgaron alos
sefialaron que “es muy raro” las faci- [ empresarios de Cost. Co. Para el uso
i lidades dadas a la empresa Cost.Co Yde suelo y més irmegular es el permi-
para construir. Porque mientras a so de construccién, porque como se
permiso de uso de suelo para un la prensa la intencién era demoler

: negocio, a esta empresa‘se lo dleron todo, hasta la fachada.
ten menos de un mes. Vecinos del Centro Histérico de
En entrevista con este medio, Cuernavaca,lamentaronqueelayun-
Pedro Romero, comerciante estable- . tamiento no preserve la cultura en la
"Selva y también presidente del PRD _antiguos, casonas en el corazén de
. en Cuernavaca, enfatiz6 que hay cul~ Cucmavaca que se han cambiado las
-pables de que laempresa Cost. Co. sé: 'fachadas y pmra.do del colores, sin
“quede para construir un centro co- . pedirle permiso.a nadie, incluso hay
-mercial o bien que decida reurar 1a algunas que se han transformado en
_ Recordé6 que hacc unos afios de- :+ Pedro Romero; record6 que en
- ¢idi6 poner unnegocio de matenales pleno Z6calo de Cucmavaca se de-
para la construccién, pero-por dos - molieron unos arcos hist6ricos para
afios se le neg6 el permiso de uso de - hacer una plaza comercial, cerca de
suelo por el ayuntamiento aducfa la tienda Woolwort, sin que nadie

nan | de la penfena del “Centro Histérico

I B de Cuernavaca”.
e n to I e ranc Ia . ' Después de dos afios se le otorgé :
fachada del negocio semi-colonial,
1. Geovanni Barrios : - cual, consider6 que existen irregula-
cllos les cost6 dos afics obtener el observa en fotografias publicadas en
cido a unos metros del Casino de 1a’  capital; porque hay varios edificios

‘inversién. tiendas comerciales.
que e]vnegocio se enconlraxf_a» cerca; | dijcfa nadas-”

el s

S S En esa ocasién, el jefe del
No es tlem po to aVIa -_ - ejecutivo estatal habia informado

que las negociaciones con los di-

. rigentes del.ramo continuaban y
de alzas en el trans orte ot
era una de las condiciones para

‘ que, a su vez, se diera luz verde al
Ante las pretensiones de la Fede- ves que no_es tiempo de autorizar menie se hizo acerca dcl transpbne incremento en las tarifas.

raci6én Auténtica del Transportey  este aumento y que aun se estf afa  publicoen laentidad, este resultS ser “Hemos estado en los jalone-
de la organizaci6én denominada espera de -~ '~ Annisife Feal wnn de lnc mac caros del nafs. solo  os. es un gremio muy diffcil acos-
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Durante una reuniéin re; hhuda e I: <iudad
de México. 13 prexderpd dJel Cmmju Na.
cional para b Culiurd das Arle: it Ber-
mudez dnuncic lx creaddn de la Erinducinn
Cultural Puripe More }'IJ.—\C cuyw: vbieti-
vo serd frenentar-1a cufuea’y o educacion
en Meen, misma que pdemds serd apova-
Jda con recursos pur of grupo Costea Co.
mercial Mexicana, g

Duranie ¢l souncio, A cual asistieron por
Murelos el gubemadug Pergio Estrada Caji-
gol y l afcalde de Cugnayacn, Jusé Raul

Hemdndez Avilu. seex Lhcu que laprimefa

accié6na realizar por la Fundacitn Cultisral
serd —al recidie en compdato- el-montar la
Muestra Colecciom Jacgues y Naudhi Ge).
man Je Ane mexicang ml,-mol»q‘ue osee
ohras pictdricas Je log _énm:u Frdx Kahlo,
Diegn Ryvera, Rufina Thhioyo, David Alfu-
1o Siqueiros ¥ Francisgp Tul:dn..'m como
Tewngralias del recién Ud
Alviger Bravo, Gabrigi ¥
varez Brave.
£sia cateccion. cutﬁm COR rn:h de 210
obras que confarman] g'e 3 cnlec
crones de arle cuntemi
du) Siglo XX y queesip'ea
s Aparentem bnteaica

S ey R

O

iprajornida

< Consecuendia de Ia creacién de la F: undacion Cultural Parque Morelos, A.C.
Exhibiran en Cuernavaca la Muestra
Coleccion Jacques y Natasha Gelman

< Con obras de Frida Kahlo, Diego Rivera, Tamayo, Siqueiros y Manuel Alvarez Bravo

unu de las mds completar del mundo en
Ay calegoria,

Asimismo. se dio a canocer sdends que
ta exposicion. ¥y I8 muesiras yue se pos
drfan mortar de ahora en adelante tendrip
como ede una galerfa Qe serd ddministca-
da por inlegrantes de |a Fundacion Culturat
Pasque Morelos AC. ta cuad se consiedird
enun dreg del lerenn que aiguni vez atber-
o ul hiatorico Casino de la Selva. destrui-
dn hoy para dar pase o megaticndis, pese 3
que von su edilteucifn e talirron clents
de drboles y se dafldaron pdemids piczas
pictdricas como Jos murales de Jusé Reyes
Meza y Jos¢ Renau,

Por <u panz Ja Subsecretafa de Medio
Ambienle del ayuniamiento de Cuernava.
€3 autorizd al Grupo Costeo-Comersial Mexi-
canp, fa wla de 77 de lus 353 drbules ubica-
Jos en el ex hotel Casino de la Selva. pesea
lax trex recomendacinnes emitidus por la
Pracuradurfa Federai del Proteccidn ol Am-
bientc (Profepa), en fas cuales solicua el

_respeto de los mismos al fonnar parte del

mcdio ambienle del municipin,

El ritular Jde Ia dependencia mumei-
pik Noé Niez Gonzidlez. inlormd yue
anteriormente e tenia previstg fu afec,
1acién de 87 expecies. comu pirte de
lus trabajos de los empresarios pura la

~ mbm de computadoras, afirman empleados de la institucién

Fu: rrregular la‘aprobacion de licencias de INAH a Costco

E

f§ LATHIA jR5SO BLANCAS

Trobajadores sindical z:dm de ladelega.
civn Morelos del Jnstitdto Nacjonal de An- |
tropologla e Historia, (INA, denunciaron
yue presuntamenie hubg anomalias que hi-
bifan sido cometidas porkl delcgndo. Ramicny
Lépez Veli, tanito en el'd bccunu:m\leﬂlo el
Sremioaticial como en g quie budl:r.qm huber
sidi xn:;ulundnd.n en 4 apcoha::on de li-
cenciny de constructivif o Qu 3E0.

Los 1grern|:u.lo< enel 1 1caty chl INAH,
en vor de su secrelarg ue Orgnn]uzan,
Ricardo Reyes Vizquel. dijéfon'que no e

“congruent=” la po:vui.: del delegado de)
INaH en'Moreios: réspgelo 3 14 emiisién ue
licencias otorgadas a i (r:mmncmnal que
copsuruicd LA hega ticpda e ¢l predio del
Casirs de 1x'Selva) sobge’ todb porlos “dig-
pendios™ atorgados 3 Uifha dcpcndcncm en

{ ¢l proceso de requerimidnio dt permisos.

i6n.de lox

Y e que de acucrdu 3 l‘;:l.\gFl’
<> Antela mdnfex;elggna de

F renteC'_;l
conflicto

| WAQE CALYG fUeR

gl"éx Ca

I3l caser debex Casinod la ‘:«lvn serd c.m::-
lizado 4 la subsccretarid de Gobierno e T
Secgob. en vinud de qud se ha considerado
yue serd en'el dmbito [dderal dondé pourd
Jestrabirse ¢! contlictofnte :l .q,qr;m-cn-
to e indiferencid de Ias ips

Flora Guerrero. integ
vico pro Defensa del ex Cating
informd que una comii®n de icie
las & reumcmn con rf [ i
hemacién. Francisco Py
TNatle | Jestruceibn ded ga
v ecolégico €a que haigcu

Diju yue al funcionaiib fc
tregado un paguete dd’
comprend. desde las J
135 en la Procuraduria
blica por Iz presunta vegli
ex Casit.o de Ju Selva b
ilusiran el dadn chlral.
snnede con fas olirns e

Fivteudiing de

7 trabujudores, en forma “extrufia”, se dold
” de eyuipo de eomputo al drea Ju arguited-
»y tea Jel Jardin Botdnica. de;vdunlc Jel
U INAH, estg como una “donudiin” de los
. empresarios de Costeo. una vez que los
\ petmisos fuerng otorgados, adn con ¢l n-
i lecedente de Jox estudios realisadas que
:rroj.xrnn que se Irataba de una zoma con

| vestigivx arquenldgicos de suma iniponan-

i cia para el extuclio de la historia def estado.

En cste senlido. precisaron que en fobre-

ro pasndo, e INAH inicié las excavaciones

ueolégicas en el predio del Casino de la
Selva, en'towal de reafizason 185 pozos e3-
ratigriificos en las reas que quedaban li-
bres de construcciones modemas, por con-
siderorse las que patencialnyente contenian
vestigios arqueoldgicos.

En lus excavaciones realizadas en el sur
dei predio, ke obtuvieran vurios elementos
arﬂueolégicos 1ales come figurillay elabo-

adad con arcilla. fragmentns Je figorillag,

autoridades locales

ico ¢analizar4 a la Segob el

sino de la Selva

la empeesa traxnacionat,

bnicd que los siete integrantes de la conti-

* uon expusicron w funcionivie federml b mzdn

de recurir 3 yna insiancia Jisting del fuero
estital, drdo que ) gohiema murelense se ha
niostrado agresivo y no reconoce que ef mo-
vimiento pro Casino de I Selva es auténtico,

Flora Guerrero sastuvo que subsecreta-
e de Gobernacion dijo que po seMa ¢ yuien
abordarfa el case porque su funcign esté
relacionada ton Jo politica de Estado. no
obstinie, prometié canalizarlo a la subse-
crewar(a correspondiente y fijor una fechs
de audiencin para que la comixivn sea reci
bidu pot quien fungir§ come Interincutar.

Detald que re insistié en que las auton-
dades federales tienen Ja abligacién de in-
dagar sobre la forma en que se cfectug el
remale y adjudicacién del inmucbie del ex
Casina Je 13 Selva u la compaiiia Coste, yo
que todo indica que se conereth fravdulen-
tamente dacdo que s¢ vemlié en una xexta
pane de su valor origina,

instrumentos de moliend, punzones Je
huesu. malacates. orejeras, puntay de Ne-
cha de obsidinna y de cilex, entre atros,
adeniis quic sc enconted una graa camtidad
de veni2a (indicativa de [a presencia de ae-
tividad humana™.

Una vez concluidos fos trubajos en ¢l pre-
dio y ¢on la riqueza Je fox bienes inmue.
bles arquevlégicus rescatudos. el Centro

INAH Morelos. contabe con la suficiente:

informacién pam profundizar en los e5-
tudion sobre las culturag prehispdnicas
que £¢ asentaron en esa parte de Cues-
navaca y contribuir asf al conocimiento
dc 3us pobladares que vivjeron en ese
sitio hace wres mil 500 afos.

No obstante el resultado de las excove-
ciones, Is delegacién del INAH libert Jos
permisos de construccién a Costco, pre-
suntamente a cambia de las computadoras

) cedidas o a5 oficinas. afirmaron los 1raba-

jadores. gue exicrnoron dudas sobre si se

ndian electuado “donativor™ de atra (n-
dole, pere dijeron que no cuentan con do-
cumentos que lo prueden.

edificacion de las viendar Custta v

Megu Comercial Mexicana. pero en lis
recientes evilvaciones se Jererming
cunservar [0 de ellas,

Sefald que también se tenfa previsia la
reubicacion de 122 drboles asentadas ¢n
diversas paries del predin de 95 mul e
tros cuadradus, pery la Subsecretaria e
Mudiv Ambienle solamente autenze ¢l
banyueo de 3R, pern [ permanecerinen
su lugnr de origen y s¢ analiza ¢l Jestin
finul Jde nueve especies,

Ante lus demandas de prateccion de!
medio ambiente presenradas por fa Pro-
fepa ¥ el Frente Civicu Pro Detensa Jel
Casing de 1o Selva, aclard que of Grupo
Costco-Comereial Mevvani deheri rea:
petur un lotal de 144 8hies, v ante ¢llo
se reafizan Jos ingpecciones semanuley
para verificar ¢f reepeto o tas Jetermina-
cipnes de Iy depemlencia munieipal

Respecio a 1o reforesticion a consécnen-
Shu de la iy remocian de expetieren el et
hotel Casine de fa Selva, indicé que hes ra-
buus injiaran & pagie ge nuere Jel prisinn
ano, pernl:l urb.mlucnln anthientii Green-
peace a{irmd reCienicniente Gue ¢sie proce.
11 00 eoadvuvard para reestablecarel me-
div ambicnte afectadv,

Subre lu suspension de lay obrad de
edificaciones de las iendas comerciuies,
el seccelario de Desarrollo U'thono v
Obras Publicas del syuntainiento. Jesus
Sotelo Or(egn dexminti¢ tal versién sur.
gidy 3 principios de temana, v agregd
que ¢n todo caso “ya nos hubieran in-
furmadeo de ello™.

En este conlexto, conflirmé yue hnlg
Yos esvablecimientos Casteo y Mega Co-
mercial Mexicana serdn consiruidns en
un primerv pise, 3 fin de evitar excava-
cignes pars 13 consiruccién Je extucio-
namientos subterrdnens, los cuales aho-
a serdn edifticados al nivel de suzla del
ex hatel Casino de 1a Selva,
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David R. Wilson
Shareholder
dwilson@hewm.com
Direct (206) 389-4264
Via Federal Express Main (206) 447-0900

Fax (206) 447-0849

November 12, 2003

25843.0001

Office of Chief Counsel

Division of Corporation Finance
Securities and Exchange Commission
450 Fifth Street, NW

Washington, D.C. 20549

Re:  Omission of Shareholder Proposal Submitted by Domini Social Investments LLC

Ladies and Gentlemen:

This letter responds to Domini Social Investments LLC’s (“Domini”) letter of October
30, 2003, in which Domini opposes Costco Wholesale Corporation’s (the “Company™)
proposed omission of the shareholder proposal submitted by Domini from the Company’s
proxy statement and form of proxy.

Due to the length and nature of Domini’s response, it is important to focus on what
their proposal actually is:

THEREFORE, BE IT RESOLVED that the shareholders request the Board of
Directors of Costco to develop a thorough Code of Ethics that would also address
issues of bribery and corruption. A report including the Code and discussing Costco’s
implementation of the Code shall be prepared at reasonable expense, omitting
proprietary information, and made available to shareholders by July 1, 2004.

There are several factors that make it appropriate for the Company to exclude this
proposal. The intent of the proposed submission by Domini, as evidenced by the lengthy
“Whereas” clauses that precede the actual propesal and by the material included in Domini’s
response, is clearly to provide a public forum for its opposition to the development of a
Costco warehouse in Cuernavaca, Mexico. A dispute involving one of the Company’s more
than 400 international locations is clearly concerned with the ordinary business operations of
the Company. It is an inappropriate use of the proxy rules to allow Domini or any other
group that opposes one of the Company’s developments to use the Company’s proxy

Heller Ehrman White & McAuliffe LLp 701 Fifth Avenue, Suite 6100 Seattle, WA 98104-7098 www.hewm.com

Seattle Portland Anchorage San Francisco Silicon Valley Los Angeles  San Diego  New York  Washington, D.C.  Madison, W!
Hong Kong Singapore Affiliated Offices:  Milan Paris Rome
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statement as a means to publicize its opposition to the Company’s development plans by
submitting shareholder proposals purporting to involve broad social policy issues.

Second, as addressed in our original submission, the Company has in place substantial
existing policies addressing the ethical operation of its business, including policies directed
against the bribery of government officials. It is clearly the province of the Board of
Directors of the Company to adopt the type of policies that Domini requests, and it has done
so. Domini’s desire for greater specificity in the existing codes and policies (especially when
they cannot show that the existing codes and policies have failed to function effectively) does
not raise a policy issue that should be submitted to the shareholders.

Third, as set forth in our original request, we believe that the prelude to Domini’s
proposal contains numerous instances of unsupported innuendo and speculation. The overall
tone is designed to promote the belief that the Company acted either illegally or unethically in
the development of the Cuernavaca location without any substantiation. We do not believe
that the Company should be forced to provide a public forum in its proxy statement for these
type of unsubstantiated allegations.

In view of the foregoing and the other arguments set forth in our original submission
to the Staff of the Commission, it remains the Company’s intent to exclude the proposal.
Accordingly, we respectfully request that the Staff not recommend enforcement action if the
proposal is excluded from the Company’s proxy materials for its 2004 annual meeting. If you
have any questions or require additional information, please contact the undersigned at 206-
389-4264.

Sincerely,

David R. Wilson

SE 558976 vl
11/12/03 2:23 PM (25843.0001)
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SOCIAL INVESTMENTS LLC

The Way You Invest Matters™

November 19, 2003 :'Z :'_;
Securities and Exchange Commission — =
Office of Chief Counsel = 3
Division of Corporate Finance w
450 Fifth Street NW >
Washington, DC 20549

Re:  Costco Wholesale Corporation
Shareholder Proposal of Domini Social Investments

Dear Ladies and Gentlemen:

I am writing on behalf of Domini Social Investments LLC in response fo a letter written by
attorneys representing Costco Wholesale Corporation (“the Company”) dated November 12,
2003, reiterating the Company’s intention to omit the above-referenced shareholder proposal
from the Company’s proxy materials. In its letter (attached as “Exhibit A”) the Company makes
no new arguments that were not previously advanced in its original no-action letter of September
23, 2003. Nor does the Company refute or, indeed, in any way take issue with the detailed and

well-documented responses we made to those original arguments in our letter of October 30,
2003, )

Instead, the Company merely repeats three of its earlier claims: 1) that our proposal is intended
to express opposition to a single project; 2) that the Company already has in place adequate
policies and procedures of the kind we request; and 3) that our proposal contains misleading
statements. Because thorough responses to each of these claims can be found in our letter of
October 30, we will not recapitulate them here, but will simply reiterate our request that the
company’s request for no-action relief be denied.

The Company did take the opportunity to expand upon its argument that our proposal was filed
based on improper motives. The Company argues that the intent of this filing is “evidenced by
the lengthy ‘Whereas’ clauses that precede the actual proposal” and the material included in our
response to the Company’s no-action letter. The Company argues, once again, that the real
purpose of this proposal is to challenge its project in Cuernavaca. First, the proposal clearly falls
within the 500 word limitation prescribed by Rule 14a-8, and, as the Company should know, it is
common practice to precede the resolved clause of a shareholder proposal with a series of
whereas clauses that help to make the proponent’s case. In addition, the Cuernavaca project was
only mentioned in one of the eight whereas clauses of the proposal, and not mentioned at all in

536 Broadway, 7" Fl, New York, NY 10012-3915 Tel: 212-217-1100, Fax: 212-217-1101, Investor Services: 800-582-6757
Email: info@domini.com, URL: www.domini.com
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the supporting statement. There is no basis for the Company’s argument that the form or content
of the resolution evidences any improper intent on the part of the proponent, and the Company
cites no rule or precedent for challenging the proposal on this basis.

Our letter of October 30" did elaborate, at length, our concerns regarding the Cuernavaca
project. As clearly explained in that letter, this was necessary for two reasons: first, to rebut the
Company’s challenge that statements in the proposal were false and misleading, and second, to
rebut the Company’s argument that the proposal fell under the ordinary business exception by
demonstrating that it addressed a substantial public policy issue. The Company ignores the fact
that our lengthy discussion of the project was produced in response to their own no-action
request, and argues that our sole purpose in filing this resolution was to create a forum to
publicize our opposition to the Cuernavaca project. If this was our purpose, a simple press
release would have been a simpler, and far less resource-intensive way to do this, and we could
have issued one many months ago. To date, we have issued no press release on this proposal, and
have not publicized our position on this project in any way. In fact, our website, which details at
length our shareholder advocacy work, makes no mention of Costco or the filing of this proposal
(see lttp/domini.com/shareholder-ndvocacy index.hin). These were conscious decisions to
demonstrate to the Company our good faith and genuine desire to engage in productive dialogue
on this issue.

In addition, we would like to note that the controversy surrounding Costco’s project in
Cuernavaca is ongoing and in our view, continues to endanger the Company’s reputation as well
as shareholder value. We enclose an article from the November 17, 2003 edition of La Jornada
Morelos that discusses an investigation into possible corruption and misuse of public funds by
the administration of former Cuernavaca mayor José Raill Hernandez Avila, who was in office
when Costco’s project was approved. The article specifically mentions documents uncovered in
this investigation that indicate that city council members received improper gifts, and mentions
both Costco and its partner company. According to this press report:

“members of the municipal council representing the PAN, PRI, and PRD were complicit
in receiving gifts. Costco/Comercial Mexicana gave about 9 million pesos for the
purchase of vehicles and permits to open food stores.

According to official accounts, which are supported by documents now in the possession
of the Comptroller and the legislature, the city council leader of the PRI, Carlos de Jesus

Ortega Villasefior, received a bonus of 500,000 pesos and a 2003 model Ford Explorer

SUV, worth 500,000 pesos.” (See marked paragraphs of article attached as Exhibit B for

original text.)

We are confident that the Company will respond that this article is based on unsubstantiated
allegations, that our motivation for raising this issue is to impugn the Company’s good name,

and that the proxy is an improper forum for raising these issues. As we thoroughly detailed in our
letter of October 30", we believe that this is a live, significant controversy facing the Company,
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and that our proposal would help protect shareholder value against this particular type of
reputational risk.

We respectfully request that the Company’s no-action request be denied, and that the Company
be required to include our proposal in its proxy materials. If you wish to discuss this further, or

require any additional information, please contact the undersigned at (212) 217-1027.

Singerely,

dam zer
eneral Counsel and Director of Shareholder Advocacy

Encl.

Cc:
David R. Wilson, Esq., HellerEhrman Attorneys
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November 12, 2003 David R. Wilson
Shareholder
dwilson@hewm.com
) Direct (206) 389-4264
Via Federal Express Main (206) 447-0900
Fax (206) 447-0849
25843.0001

Office of Chief Counsel

Division of Corporation Finance
Securities and Exchange Commission
450 Fifth Street, NW

Washington, D.C. 20549

Re: Omission of Shareholder Proposal Submitted by Domini Social Investments LLC

Ladies and Gentlemen:

This letter responds to Domini Social Investments LLC’s (“Domini”) letter of October
30, 2003, in which Domini opposes Costco Wholesale Corporation’s (the “Company”)
proposed omission of the shareholder proposal submitted by Domini from the Company’s
proxy statement and form of proxy.

Due to the length and nature of Domini’s response, it is 1mportant to focus on what
their proposal actually is:

THEREFORE, BE IT RESOLVED that the shareholders request the Board of
~ Directors of Costco to develop a thorough Code of Ethics that would also address
issues of bribery and corruption. A report including the Code and discussing Costco’s
implementation of the Code shall be prepared at reasonable expense, omitting
proprietary information, and made available to shareholders by July 1, 2004.

There are several factors that make it appropriate for the Company to exclude this
proposal. The intent of the proposed submission by Domini, as evidenced by the lengthy
“Whereas” clauses that precede the actual proposal and by the material included in Domini’s
response, is clearly to provide a public forum for its opposition to the development of a
Costco warehouse in Cuernavaca, Mexico. A dispute involving one of the Company’s more
than 400 international locations is clearly concemed with the ordinary business operations of
the Company. It is an inappropriate use of the proxy rules to allow Domini or any other
group that opposes one of the Company’s developments to use the Company’s proxy

Heller Ehrman White & McAuliffe LLP 701 Fifth Avenue, Suite 6100 Seattle, WA 98104-7098 www.hewm.com

Seattle Portland Anchorage SanFrancisco Sificon Valley Los Angeles.  San Diego New York Washington, D.C.  Madison, Wi
Hong Kong Singapore Affiliated Offices:  Milan Paris Rome
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statement as a means to publicize its opposition to the Company’s development plans by
submitting shareholder proposals purporting to involve broad social policy issues.

Second, as addressed in our original submission, the Company has in place substantial
existing policies addressing the ethical operation of its business, including policies directed
against the bribery of government officials. It is clearly the province of the Board of
Directors of the Company to adopt the type of policies that Domini requests, and it has done
so. Domini’s desire for greater specificity in the existing codes and policies (especially when
they cannot show that the existing codes and policies have failed to function effectively) does
not raise a policy issue that should be submitted to the shareholders.

Third, as set forth in our original request, we believe that the prelude to Domini’s
proposal contains numerous instances of unsupported innuendo and speculation. The overall
tone is designed to promote the belief that the Company acted either illegally or unethically in
the development of the Cuernavaca location without any substantiation. We do not believe
that the Company should be forced to provide a public forum in its proxy statement for these
type of unsubstantiated allegations.

In view of the foregoing and the other arguments set forth in our original submission
to the Staff of the Commission, it remains the Company’s intent to exclude the proposal.
Accordingly, we respectfully request that the Staff not recommend enforcement action if the
proposal is excluded from the Company’s proxy materials for its 2004 annual meeting. If you
have any questions or require additional information, please contact the undersigned at 206-
389-4264.

Sincerely,

David R. Wilson

[

SE 558976 vl
11/12/03 2:23 PM (25843.0001)
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DIVISION OF CORPORATION FINANCE
INFORMAL PROCEDURES REGARDING SHAREHOLDER PROPOSALS

The Division of Corporation Finance believes that its responsibility with respect to
matters arising under Rule 14a-8 [17 CFR 240.14a-8], as with other matters under the proxy
rules, is to aid those who must comply with the rule by offering informal advice and suggestions
and to determine, initially, whether or not it may be appropriate in a particular matter to
recommend enforcement action to the Commission. In connection with a shareholder proposal

under Rule 14a-8§, the Division’s staff considers the information furnished to it by the Company
in support of its intention to exclude the proposals from the Company’s proxy materials, as well
as any information furnished by the proponent or the proponent’s representative.

Although Rule 14a-8(k) does not require any communications from shareholders to the

. Commission’s staff, the staff will always consider information concerning alleged violations of
the statutes administered by the Commission, including argument as to whether or not activities
proposed to be taken would be violative of the statute or rule involved. The receipt by the staff
of such information, however, should not be construed as changing the staft’s informal
procedures and proxy review into a formal or adversary procedure.

It is important to note that the staff’s and Commission’s no-action responses to
Rule 14a-8(j) submissions reflect only informal views. The determinations reached in these no-
action letters do not and cannot adjudicate the merits of a company’s position with respect to the
proposal.  Only a court such as a U.S. District Court can decide whether a company is obligated
to include shareholder proposals in its proxy materials. Accordingly a discretionary
determination not to recommend or take Commission enforcement action, does not preclude a
proponent, or any shareholder of a company, from pursuing any rights he or she may have
against the company in court, should the management omit the proposal from the company’s
proxy material.




December 11. 2003

Response of the Office of Chief Counsel
Division of Corporation Finance

Re:  Costco Wholesale Corporation
Incoming letter dated September 23, 2003

The proposal requests that the board develop “a thorough Code of Ethics that
would also address issues of bribery and corruption” and report on this Code of Ethics by
July 1, 2004.

There appears to be some basis for you view that Costco may exclude the
proposal under rule 14a-8(i)(7), as relating to its ordinary business operations (i.e., terms
of its code of ethics). Accordingly, we will not recommend enforcement action to the
Commission if Costco omits the proposal from its proxy materials in reliance on
rule 14a-8(1)(7). In reaching this position, we have not found it necessary to address the

alternative bases for exclusion upon which Costco relies.
Sincerely
NP
\iy

"/G ce K. Lee
pecial Counsel




