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“An elective despotism was not the government we fought 
for, but one which should not only be founded on true free 
principles, but in which the powers of government should 
be so divided and balanced among general bodies of 
magistracy, as that no one could transcend their legal 
limits without being effectually checked and restrained by 
the others.”  
 

— Thomas Jefferson 
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Executive Summary 
Since the formation of the United States constitution, lobbying has been a vital 

part of our political system. The rise of the interest group has helped fill in gaps in 

representation of diverse interests in ways that the system of party politics cannot. 

However, there is one group that bypasses this organized system of interest group 

lobbying. The American Legislative Exchange Council (ALEC) takes the corporate entity 

and places them on the fast-track. Under ALEC, members of the private and public 

sector co-draft model legislation, which is then paid for by state legislatures and passed 

into law. There is no other nonprofit organization like them in American politics today.  

For years, ALEC has stated its mission is to “promote education on the principles 

of free markets and federalism through its research and publications.” For this work, the 

Internal Revenue Service has provided the organization with 501(c) (3) status, which 

means that they are exempt from federal income taxes. A review of ALEC’s financial 

statements, past activities, and meeting minutes reveals a different story - one of the 

biggest direct lobbying powers in American politics. Seeking to avoid action on the part 

of the Internal Revenue Service (IRS) for tax violations, ALEC formed the Jeffersonian 

Project in 2013. The Internal Revenue Service is apparently satisfied by this move by 

the ALEC organization.  

After a thorough examination of the tax code, the past activities of ALEC and the 

Jeffersonian Project, I think there is still more work to be done. ALEC is much more 

suited to be a lobbying firm and operate as a for-profit entity. There also needs to be 

more transparency with regards to reporting. Given ALEC’s critical influence on state 

lawmaking today, citizens deserve to know who is influencing policy and the motives 

behind them.  
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The Problem 
Lobbying is a vital political process that helps lawmakers understand key issues 

facing constituents that fall through the cracks in the normal legislative process. What 

ALEC does is more powerful than lobbying. They channel business interests directly 

into legislation, ahead of and without the input from other constituents. According to the 

tax code, nonprofit organizations are permitted to engage in lobbying activities so long 

as they are not a substantial part of their business (National Council of Nonprofits, 

2015). However, since ALEC’s entire business involves working with the private sector 

to draft model legislation and affect policy change, they are in violation of the tax code. 

This is even after their move to create the Jeffersonian Project, a 501(c) (4) that is 

governed by ALEC. This presents a conflict of interest, and one that has led to intense 

criticism among the public in recent years. The organization is still not required to 

disclose information about its donors, consistent with tax code. I view this as a major 

issue because of the broad influence the organization has on public policy. 

ALEC Defined 
 The American Legislative Exchange Council (ALEC) is a conservative nonprofit 

organization that provides a forum for state legislators and members of the private 

sector to share ideas and discuss current issues.  The organization also publishes 

research on a wide variety of topics including free markets, federalism, taxation, 

environmental regulations, and gun rights (ALEC.org). Their mission is to provide 

technical expertise on certain key issues affecting the private sector, which can be 

churned into model legislation for state legislatures. The organization has received flack 

in recent years due to concerns about transparency and its ties to both the corporate 
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sector and government. In addition, its status as a nonprofit organization, for which it 

receives exemptions on federal income tax among other perks, has come under fire 

since it is primarily a lobbyist group. Members of the ALECExposed site believe ALEC is 

more powerful than a lobbyist group because it bypasses the system completely. The 

emergence of a sister organization called the Jeffersonian Project has allayed some of 

these concerns, but issues of transparency and secrecy still remain.  

The Structure and Organization of ALEC 
 As of July 2013, the organization operates under two names: ALEC and the 

Jeffersonian Project. The organization conducts research and publishes articles on key 

policy issues, holds conferences with members from both the public and private sectors, 

and ultimately drafts model legislation. The drafting of model legislation is a key 

difference between ALEC and other similar organizations. For this process, corporations 

and politicians sit in rooms behind closed doors to think up the next wave of state 

legislation. According to reporter Ed Pilkington of National Public Radio, “they begin a 

vote on what they’d like to do in the next state assembly session. And after the 

legislators have voted, the companies get to vote and essentially have a veto.” This is 

lobbying the government at an even greater extent (Pilkington, 2013). Because so much 

of ALEC’s model legislation is influenced by businesses, the level of technical expertise 

in certain bills is unmatched and even preferred by most conservative state legislatures. 

ALEC earns income from corporations when model legislation it created passes in the 

state districts. They also generate revenue on annual membership dues. While there is 

certainly the need for corporate input into model legislation, the ALEC process seems to 

leave out the input of the public altogether.  
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Lobbying and Interest Groups in American Politics 
 Lobbying has been around for as long as party politics has existed. Most 

lobbying activity is in pursuit of private interests over collective or public interests. The 

vehicles for pursuing private interests are most generally called interest groups. An 

interest group is any non-party organization that engages in political activity. They can 

include business firms, nonprofits, trade associations, labor unions, or professional 

associations among others (Nownes, 2013).  

 The lobbying process starts with the interest group. An interest group is formed 

on the basis of some common interest between groups of individuals, businesses, or 

societies and a need that is not being satisfied. ALEC is a type of interest group that has 

organized between groups of lawmakers and businesses that feel that the state 

governments are too harsh on businesses. As emphasized in Lobbying and 

Policymaking, the divide between the lawmaking bodies of this nation and interest 

groups needs to be enforced (Godwin, 2013).  

 

 

Godwin argues that this process is necessary to ensure a functioning political system. It 

is clear that ALEC is in violation of the lobbying process and is at risk of disrupting the 

political sphere.  

Interest Group 
drafts policy 

Independent 
Government 

review 

Vote amongst 
elected body 

Figure 1: Flowchart of the lobbying process as 
depicted in Godwin’s Lobbying and Policymaking 
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ALEC Meeting Minutes from August 6, 2013 
 After the newly formed Jeffersonian Project came into effect, ALEC’s meeting 

minutes from August 6, 2013 revealed some interesting insights as to how the 

organization was going to run this 501(c) (4). According to The Guardian, ALEC’s plan 

is to have all income generated on its lobbying activities to flow into the Jeffersonian 

Project (Goldenberg, 2013). So no longer would any lobbying-related activities would 

take place under the parent organization. However, information contained within the 

meeting minutes of an ALEC board meeting tells a different story. Among the 

recommendations by ALEC for the new board heading up the Jeffersonian Project 

include “no action can be taken by the Jeffersonian Project unless it is supported by a 

current ALEC policy.” Additionally, “any activity that could be done by ALEC may be 

done by Jeffersonian Project if legal counsel advises it would provide greater legal 

protection or lessen ethics.” And lastly, “in order to ensure the Project’s alignment with 

ALEC’s principles, the board of directors of the Jeffersonian Project could adopt a 

resolution allowing it to take a position on an issue or legislation only if the position 

taken is consistent with ALEC model legislation or policies that have undergone ALEC’s 

rigorous adoption procedures” (ALEC Organization, 2013). Since these are now two 

separate organizations engaging in separate activities, there should really be no 

relationship between the two organizations. However, it appears that the “non-lobbying” 

ALEC will forcefully control the “lobbying” Jeffersonian Project. ALEC is supposed to be 

performing the research, write the reports, and educating the public as a true 501(c) (3) 

does while the Jeffersonian Project will engage in lobbying. But as the meeting minutes 

indicate, that won’t be the case. In ALEC’s eyes, the move was just to look better on 

paper, but really nothing will be in practice. 
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Tax Code Analysis of ALEC & the Jeffersonian Project  
501(c) (3) organizations will commonly create 501(c) (4) organizations as a way 

to gain more access to the government via lobbying activities or political activism. The 

idea is that one can contribute a tax-deductible donation to the 501(c) (3), and the 501(c) 

(4) can perform the lobbying (irs.gov). An individual in theory could donate directly to the 

501(c) (4); however, the donation is not tax deductible since a 501(c) (4) is considered 

an “action” organization (irs.gov). ALEC first gained 501(c) (3) status in 1997 and has 

not faced any repercussions for participating in a substantial amount of lobbying activity. 

All contributions supporting the lobbying activities or any profits earned will be subject to 

federal income tax, while the activities of ALEC will not. However, as indicated in the 

meeting minutes, the organizations will be codependent on each other and donations 

can flow freely between both organizations, which should be violations of 501(c) (3) and 

501(c) (4) status.    

The 501(c) status is granted to any nonprofit organization. Such organizations 

were granted tax-exempt status by the IRS to provide assistance to those organizations 

that tend to “do good” for society and to encourage those behaviors amongst 

businesses. Additionally, contributions made to the qualifying organization are tax 

deductible by the donor. According to the IRS, a 501(c) (3) organization may engage in 

some lobbying, but too much lobbying activity risks loss of tax-exempt status (irs.gov). 

The IRS defines lobbying as “action by Congress, any state legislature, any local 

council, or similar governing body, with respect to acts, bills, resolutions, or similar items 

(such as legislative confirmation of appointive office), or by the public in referendum, 

ballot initiative, constitutional amendment, or similar procedure” (irs.gov). Since ALEC 

will be working closely with and influencing the leadership of the Jeffersonian Project, 
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this appears to be a direct violation of the tax code. For there to be no issues, ALEC 

would need to engage in separate activities from the Jeffersonian Project, which is not 

the case.  

Marcus Owens, a prominent tax attorney, published a complaint to the IRS 

asking for the IRS to revoke ALEC’s tax exempt status in 2012, before mention of the 

Jeffersonian Project. The IRS ignored Owens’ claim.  In his complaint, Owens says 

ALEC has “deliberately and repeatedly failed to comply with some of the most 

fundamental federal tax requirements applicable to public charities” and that evidence 

“quite strongly” suggests that the group is violating civil and criminal tax laws (Dunbar, 

2014). The fact that the IRS ignored this complaint is strong evidence in support of 

conflicts of interest between the IRS and ALEC.   

Financial Statement Analysis 
A lobbying organization is one that is hired by a constituent to work with the 

government to affect policy change. Even though ALEC has repeatedly denied being a 

lobbying organization, their financial statements tell otherwise. Within the August 6, 

2013 board meeting agenda are the 2013 financial statements for ALEC. Revenues 

from conferences are considered to be payments by corporations that go directly 

towards lobbying for special interests. This portion of ALEC’s activities makes up 

roughly 32 percent of total revenues. The other major revenue source comes from the 

ALEC task forces. Half of the revenue generated by task forces comes from 

publications that are purchased - which is not considered to be lobbying activity. This 

makes up 19 percent of ALEC’s total revenues. The other portion of Task Force 

revenue comes from the Task Force Summit Meetings. Here, Task Forces meet for a 
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one-day super conference with corporations across all of ALEC’s task forces. 

Corporations pay large amounts of money to be “wined and dined” as model legislation 

gets reviewed by corporations, accounting for 15 percent of ALEC’s annual revenues. 

The final major revenue source comes 

from state contributions, where state 

legislatures across the United States 

pay for ALEC’s premium model 

legislation. This makes up ten percent of 

revenues. Adding up revenue sources 

where ALEC is interacting with the 

private sector or with the state legislatures 

accounts for roughly 57 percent of ALEC’s 

revenue sources. Even though ALEC claims to be an organization driven by educational 

motives, this is not the case by any means. As a result, the IRS should remove ALEC’s 

501(c) (3) status.  

Approval and Review Process 
One key element in the approval process for applicants hoping to obtain 501 (c) 

(3) statuses by the IRS is detecting the level of political involvement. Section 501(c) (3) 

organizations are prohibited from engaging in any political activity. Other organizations, 

including section 501(c) (4) organizations, may only engage in a limited amount of 

political activity. Given that most of the applying organizations are nonprofits with social 

welfare motives, one would expect the review process to be fairly straightforward and 

not very selective. However, according to the IRS website, 45 percent of all 501(c) (3) 

Figure 2: 2013 Revenue breakdowns for 
ALEC.  
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applications were denied due to violations of the tax code (irs.gov). How could 45 

percent of all applicants be denied 501(c) (3) status, but somehow ALEC has retained 

its status year over year since 1997? Further, ALEC had no issues transferring over 

their lobbying arm in 2013. With questions brewing, I decided to look at ALEC’s line 

items of expenses. The third largest line item on ALEC’s income statement in 2013 was 

IRS fees. While I won’t know for sure, I am suspect that the IRS and ALEC may be 

engaged in an extramarital affair.   

 This is corrupt political practice by two organizations that are very influential in 

the United States today. There needs to be greater accountability on the part of the IRS 

to police organizations like ALEC to comply with the tax code. According to the tax code, 

the IRS uses two tests to determine whether lobbying is substantial: the substantial part 

test and the expenditure test. Neither appears to have been in effect in the review 

process for ALEC in the years prior to the Jeffersonian Project. This is an issue that 

needs to be addressed so as to set a precedent that this type of behavior will not be 

tolerated.  

 The review process for continued membership as a recognized nonprofit involves 

an annual audit of nonprofit organizations. ALEC is reviewed on an annual basis for 

violations of the tax-exempt status including the presence of backing a political party or 

substantial evidence of lobbying. Since ALEC’s activities have gone unchecked for 18 

years since obtaining 501(c) (3) status, there are clearly some issues with the review 

process. I am calling for a more strict and comprehensive review process that starts 

with full disclosure.  
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Transparency Issues 
ALEC has struggled with transparency or lack thereof since its origination. Due to 

the nature of its activity, ALEC tries to keep as low of a profile as possible when 

conducting its conferences and meetings. Nonetheless, it is not as concerned as an 

organization about public perception as other groups because of the type of power that 

it manifests. People who know about ALEC are the corporations, and that is how ALEC 

likes it. Until the Center for Media and Democracy got a hold of a repository of past 

model legislation and meeting minutes, specifics about ALEC’s activity had remained 

largely unknown (ALECExposed).  

The IRS does not require any organization under the 501(c) tax-exempt status to 

disclose the name and address of any contributor to the organization. Further, the IRS 

does not require ALEC organization to submit its membership list (corporations or 

legislators) or samples of its work (model legislation, meeting minutes) for review. In 

2012, the Center for Media and Democracy created a repository of ALEC documents for 

the public after they were leaked by mistake. A quick glance at several pieces of 

meeting minutes from the Center of Media and Democracy will show that there are clear 

lobbying interests going on. Instead of the IRS punishing ALEC, they allowed them to 

voluntarily transfer the part of their organization that was clearly performing lobbying 

activities to a separate entity. This is blatantly wrong and something needs to be done in 

order to hold ALEC and future organizations accountable. 

Comparison to Center for American Progress (CAP) 
Over the course of my research, several pro-ALEC sources have characterized 

groups like the Center for American Progress as being “ALEC-like” equivalents on the 
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left-wing side of the political spectrum. However, this is far from the truth. Both 

organizations are ideologically based and publish research and reports on hot-button 

issues. And both have had issues with disclosure of contributors. However, as 

evidenced by CAP meeting minutes, the sole constituents at CAP meetings are CAP 

lawmakers - which include both state and local legislators (Activistfacts.com, 2015). 

This model is much different than the ALEC model, which combines state and business 

leaders in a policy-making forum.  

Policy Recommendations 

Become an Advocacy or Lobbyist Group 
There are many groups online with hopes of “abolishing ALEC” as one blog 

preached (Daily Kos Blog). However, I think ALEC serves a critical purpose in providing 

the technical expertise of business to legislation.  Since ALEC is a lobbying organization 

more than it is an educational one, it should become a lobbying organization. Here are 

just a few of the organizations that perform lobbying and are currently similar in nature 

to ALEC. Here are three potential organizations that I felt ALEC could manifest as:  

• Advocacy Organization (Section 527 Political Organization): organizations that 

collect money and spend it on issue advocacy related to particular political issues  

• Lobbying Firm: a for-profit business that represents clients - that is, interest 

groups such as business firms or trade associations - before government 

• Think Tank: an institution that conducts and disseminates research in an effort to 

affect government decisions. 

                  (Nownes, 2013) 
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ALEC in its current form is a lobbying firm. Lobbying firms work on behalf of clients 

to affect change. The only difference is they are for-profit entities. Critics can rest 

assured knowing that ALEC is not benefitting nearly to the extent that it has been from 

the tax deductible donations that they receive every year. Further, as a for-profit entity, 

they must pay federal income taxes - making their corporate functions a bit less 

elaborate.  

Another more drastic option would be for ALEC to transition to a think-tank. They 

may be able to preserve their non-profit status, but no lobbying activity would take place. 

The Center for American Progress is a think tank and research advocacy organization 

which publishes reports and benefits from tax-exempt status. They do not, however, 

meet with business executives and send model legislation to state legislatures without a 

democratic vote.  

Stricter Review & Audit Process 
The IRS no longer conducts random audits of nonprofit organizations. The only 

exception is where there are potential compliance problems. This attitude towards 

nonprofit review needs to be adjusted. If 501(c) (3) organizations aren’t held to the 

same standard as other types of organizations, then this can pose an issue. Also, I 

believe the IRS should be more adamant about requiring ALEC to submit meeting 

minutes and other documents that reveal information that violates the tax code.  

 

 

 

Figure 3: A disclaimer published at the bottom of meeting agendas and model 
bills from a 2013 ALEC conference (Fischer, PRWatch, 2013) 
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Figure 3 shows what potential impacts of random checkups could have on certain 

nonprofits like ALEC. Since the organization is subject to very infrequent audits, they 

are in a position to seek complete secrecy surrounding their activities.   Transparency 

and public reporting is a key component of limiting the amount of corruption in the 

political system. While the public might not agree with all that is said, it bodes better for 

ALEC if they go above and beyond in what they choose to report. Also, because of 

ALEC’s breadth and reach, the amount of lives that are impacted by ALEC decisions is 

substantial. The fact that so many people do not know about ALEC is a red flag. ALEC 

and all nonprofits in question should be required to submit copies of their meeting 

minutes and publicly post their financial statements. In the same way that a public, for-

profit corporation is required to file its financial statements under the Securities and 

Exchange Commission, ALEC should do the same with the IRS.  

Why this Matters 
ALEC forges roughly one thousand pieces of model legislation on an annual 

basis. State legislatures in every state take pieces or entire copies of model legislation 

and put them to a vote, giving businesses an unfair leg up. The organization receives 

backing from hundreds corporations, legislators, and other nonprofit organizations and 

special interest groups. It is the most powerful organization in American politics that no 

one knows about. A poll by ALECExposed revealed that 95 percent of citizens do not 

know about the ALEC organization or what it stands for (ALECExposed). This huge 

information gap in policy-making is becoming an issue - and corporations are on the net 

positive end. By not requiring transparent reporting, allowing ALEC to be exempt from 

federal income tax, and not holding other nonprofits accountable when they break the 
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rules, the IRS is perpetuating a behavior that will only get worse. Citizens should at 

least know that an ALEC system is in place that has a major impact on lawmaking in the 

United States today. 
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IRS Links: 
http://www.irs.gov/Charities-&-Non-Profits/Lobbying 
http://www.irs.gov/pub/irs-tege/eotopicl03.pdf 
http://www.irs.gov/pub/irs-pdf/p4221pc.pdf 
http://www.irs.gov/uac/Newsroom/Questions-and-Answers-on-501%28c%29-
Organizations 
 
**The meeting minutes from August 6, 2013 can be found at this link: from ALEC 
organization, 2013: http://s3.documentcloud.org/documents/841593/alec-docs.pdf 
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