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[Editor's note: This email was sent from the Chale Koch Foundation to a mailing list
of CGK program alumni on March 6, 2012.]

Thank you for bringing your inquiries forward redeug the shareholders’ agreement
with Cato. We'd like to take this opportunity tespond and provide some additional
context. Please continue to let us know what qoestyou have from here.

Since the time of its founding, when the originhlafles Koch Foundation changed its
name to the Cato Institute, Cato has been envidiasa force committed to advance free
societies. Shortly after renaming the Charles Keéctindation to Cato Institute,
affirmative steps were taken to convert Cato fronoa-stock corporation to a stock
based corporation. This was done intentionally,byodccident. It was done because
Charles, as principal donor and founder of the @safoch Foundation and Cato,
wanted to keep oversight of Cato in the handsfefiashareholders who could be relied
on to maintain the original intent and vision fbetorganization, even if the composition
of the board changed over time. That was and isgagon for the restrictions on the
shareholders’ ability to transfer Cato stock toakieer people; and each shareholder
agreed to be bound by the terms of the shareholagmrsement. Cato has been operating
under this structure form ore than 35 years.

As active donors contributing tens of millions tat@, Charles Koch and David Koch
want to see it fulfill this mission well into thatlire. This disagreement over the
shareholders’ agreement, donor intent, and thersstf Cato’s leaders that are
inconsistent with the organization’s principles slo®thing to change that.

Why now for such a dispute?



We can all agree that the timing is extremely utnioate and that at this critical time our
efforts should be directed to advancing the prilesiphat allow a free society to prosper.
And Charles Koch and David Koch went to great leadgb avoid this dispute. Their
efforts were numerous, sincere, and went litenaffiyto the last minute.

The disagreement over the shareholders’ agreenasriiden going on for years with
Charles Koch and David Koch receiving several psagpofrom Cato’s officers to
dissolve the agreement. Charles and David condigtgeclined these proposals because
they feel the shareholder structure is importamréserve donor intent. At the
unfortunate passing of one of the four shareho)d&isNiskanen, some issues came to
the forefront with discussions about how his shatesild rightfully be disposed.

Charles Koch and David Koch, mindful of how thismlite could be a distraction to Cato
and its mission at this critical time, sought tealee the issue, or alternatively, to table
the issue for a year or longer.

- They proposed a standstill agreement to delay &tyssion on the shareholders
agreement, and to delay any shareholder meetirdgmamtain the current board
of directors for one year or longer.

« They proposed third party mediation.

- They proposed alternative corporate structureghiother side to consider.

All of these efforts were rejected, and Cato’s ofteareholder [Ed Crane] demanded that
a shareholders’ meeting be held on March 1 wheaaparty (Ms. Washburn — Bill
Niskanen’s widow) would be named a shareholderrevd directors would be named.

The court action, filed immediately before the gfaiders’ meeting, was a last resort to
ask the court for help in confirming the meaningha governing documents and the
shareholders’ agreement.

What do the Kochs hopeto accomplish?

As you may have read, Charles Koch said recentlie Support Cato and its work. We
are not acting in a partisan manner, we seek kedter,” and this is not a hostile
action.” He added, “We want to ensure that Catgsstiaie to its fundamental principles
of individual liberty, free markets and peace itite future, and that it not be subject to
the personal preferences of individual officerslioectors.”

Charles and David are absolutely committed to tdv&an principles and the libertarian
issues Cato works on. They merely want the intggfithe shares, the original structure
that all parties agreed to, upheld and for Catéfisers and directors to act in a manner
consistent with the principles the organization Yaasded on. As you know, a key
principle of libertarianism is recognizing and respng the rule of law. The founders of
the Cato Institute reached an agreement and areddmuit. And that is what Charles
Koch and David Koch are seeking here — that thégsastand by what they voluntarily
agreed to when they founded Cato.



When former President George Bush said, “I've abaed free-market principles to save
the free-market system,” we all know how disastrihgsconsequences were for free
markets and the economy. Principles are not whaiay@andon in difficult times. Rather
they serve as the foundation for action in chalilegpgmes. And like President Bush, if
Cato’s leaders are willing to abandon a key lib@taprinciples—adhering to voluntary
agreements—when they feel it's convenient, thermiggdion has lost its way as an
advocate of these principles. Cato can’t savethlon principles by its leaders
abandoning its principles any more than PresideishRould save the free market by
abandoning free market principles.

Charles Koch and David Koch believe in Cato, itssian, and its principles. As
champions of the rule of law, voluntary agreemeauts, property rights, Charles and
David believe that upholding the shareholder agezdns crucial to protecting Cato’s
principled mission in the future from the path loé tFord Foundation, Pew, and others
that have strayed when they deviated from theindling principles. For Cato to do
otherwise would represent a violation of the fundatal principles it was founded on.

We will be in touch with future updates as we hage information. In the meantime,
please feel free to reach out to us with any qaestyou may have, and please know that
we are always here and available to help you.



