SEC Issues “Pay-to-Play” Penalty to Investment Adviser
June 26, 2014

Private equity firm TL Ventures Inc. agreed last week to settle Securities and Exchange Commission (“SEC”)
charges that it violated “pay-to-play” rules, in what the agency said was the first pay-to-play case against an
investment adviser. TL Ventures, as part of the settlement, will disgorge over $250,000 in earned fees and pay a
civil penalty of $35,000.
The SEC finalized its pay-to-play rules for investment advisers in 2010. Under those rules, if an investment
adviser or its “covered associate” makes a contribution to any “official” of a government entity, the adviser may not
receive compensation from that government entity for two years thereafter. A candidate or officeholder is an
“official” if, at the time of the contribution, he or she is an incumbent, candidate, or successful candidate for an
elective office that: (1) is directly or indirectly responsible for, or can influence the outcome of, the hiring of an
investment adviser; or (2) has authority to appoint any person who is directly or indirectly responsible for, or can
influence the outcome of, the hiring of an investment adviser.
According to the SEC order, a TL Ventures associate in 2011 gave $2,500 to a candidate for mayor of
Philadelphia (an “official” for Philadelphia's pension plan) and $2,000 to Pennsylvania’s governor (an “official” for
Pennsylvania's state retirement system) to support their respective political campaigns. TL Ventures was said to
have violated SEC rules by continuing to receive compensation from Philadelphia's pension plan and from
Pennsylvania's state retirement system within two years after the associate’s campaign contributions. The SEC also
found that TL Ventures and an affiliated adviser, Penn Mezzanine Partners Management, improperly acted as
unregistered investment advisers.
This matter demonstrates the strict-liability nature of the SEC’s pay-to-play rules for investment advisers, in
instances when a contribution is made directly to an “official.” There is little reason to believe the associate’s
campaign contributions made in 2011 had any connection to TL Ventures winning advisory business. TL Ventures,
according to the SEC, raised its last venture capital fund in 2008, a full three years before the contributions. The
firm’s investment vehicles involving Philadelphia and Pennsylvania pensions were in “wind down mode.” And TL
Ventures’ relationship with Philadelphia and Pennsylvania pre-dated the contributions by more than 10 years. The
SEC pursued TL Ventures nonetheless.
This action against TL Ventures may represent the beginning of an increased enforcement effort by the
SEC. The Director of the SEC’s Enforcement Division stated last week in the agency’s press release: “We will use all
available enforcement tools to ensure that public pension funds are protected from any potential corrupting
influences.”
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For more information on SEC pay-to-play rules for investment advisers, please contact the following
attorneys in Caplin & Drysdale's Political Law Group:
Trevor Potter
202.862.5092
tpotter@capdale.com

Kirk L. Jowers
202.862.5057
kjowers@capdale.com

Matthew T. Sanderson
202.862.5046
msanderson@capdale.com

For half a century, Caplin & Drysdale has been a leading provider of a full range of legal services to companies, nonprofit
organizations, professional service providers, and high-net-worth individuals throughout the United States and around the world. With
offices in Washington, D.C., and New York City, the firm offers counseling on matters relating to tax, tax controversy, bankruptcy, creditors’
rights, political activity, exempt organizations, complex litigation, employee benefits, private client services, corporate law, and white collar
defense. For more information, please visit us at www.caplindrysdale.com.
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