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] INVESTIGATION OF ILLEGAL OR IMPROPER ACTIVITIES IN
121 CONNECTION WITH THE 1996 FEDERAL ELECTION CAMPAIGN

[}

@ FRIDAY,JULY 25, 1997

15) United States Senate,

15} Committee on Governmental Affairs,

1 Washington, D.C.

(s} The Committee met, pursuant to notice, at 10:11 a.m.,

o1 in Room SH-216, Hart Senate Office Building, Hon. Fred
1ty Thompson, Chairman of the Comsmittee, presiding.
(111 Present: Senators Thompson, Collins, Cochran, Specter,
(12] Smith, Bennett, Glenn, Levin, Lieberman, and Durbin.
(131  Chairman Thompson. Let's come to order, please.
{+4) Our first witness this morning will be Mr. Donald K.
ns Stern, United States Attorney for the District of
e Massachusetts,
pm  Mr Stern, would you stand and raise your right hand,
{18} please? Do you solemnly swear that the testimony you are
(191 about to give is the truth, the whole truth, and nothing but
o) the truth, so help you, God?
-3} Mt. Stern. Yes, sir.
w2 Chairman Thompson. Thank you very much.
iz3t Do you have a preliminary statement to give, Mr. Stern?
(24 Mr. Stern. [ do, Mr. Chairman, a very bricf statement.
125) With the Chairman's permission, | would like to read it.

(1 to defraud the United States by impeding and obstructing the
{21 Feder® Election Commission, czusing campaign contributions
i3] to be made in the name of others, in other words through
i) conduits, and making contributions over the $1,000 statutory
15 limit to individual campaigns and in excess of the $25,000
{® annual statutory ceiling.
M  The corporation, Aqua-Leisure, was charged with making
@ confributions in the name of others through conduits and
@ making illegal campaign contributions.
iy Carol Nichols, Mr. Fireman's special assistant at
[} Aqua-Leisure, was charged with participating as part of the
1121 conspiracy with Mr. Fireman in the criminal activities to
113 defraud the FEC.
114  Between 1991 and 1995, Mr. Fireman and Aqua-Leisure
115 funneled more than $120,000 to the Republican National
{ts) Committee, the Citizens for Joe Kennedy Committee, the
(171 Bush-Quayle '92, and the Dole Presidential campaigns.
18  During the conspiracy, Mr. Fireman, with the
19 participation of Carol Nichols, his assistant, had money
0 wire-transferred from a Hong Kong trust to 2 bank account in
1] the United States. Funds were then converted into cash and
22 provided to employees of Mr. Fireman's company,
3 Aqua-Leisure, and others, so that the individuals could then
{24} write out checks of $100,000 to the various campaigns or
2s5] $4.000 to the Republican National Committee. This scheme
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i ghammn Thempson. Certainly.
1 TESTIMONY OF DONALD K. STERN, U.S.ATTORNEY FOR
22 THE DISTRICT OF MASSACHUSETTS
@3l Mr. Stern. Mr. Chairman, 1 am here today at the
t4] Committee’s request to provide testimony in connection with
(5] the 1996 criminal convictions obtained by the U.S.
18 Attorney's Office in Massachusetts against Simon Fireman,
™ Aqua-Leisure Industries, Inc., and Carol Nichols.
@ 1 will briefly outline the charges filed against these
(51 defendants, their guilty pleas, and the sentences imposed by
(10] the Court. Before doing 50, however, | would like to make
(11 explicit certain constraints on my testimony.
1t First, | intend to restrict my comments to the
(13 information available on the public record-for example, in
|14 the charging document or in other court filings-in part, so
115) that [ do not violate the legal prohibition against
118 disclosing confidential grand jury material.
#1 In addition, so there is no confusion among the
113 Committee members, [ should make clear that I have
{171 absolutely no involvement in the ongoing investigation by
201 the Department of Justice task force of alleged campaign
f21; finance abuses and, as a result, am unable to provide
{221 information or answer any questions about that matter.
@3  InJuly 1996, Simon Fireman, 2 Massachuserts
(24) businessman who controls Aqua-Leisure Industries, which is

251 an Avon, Massachusetts, company, was charged with conspiracy
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1] caused the committees to file false reports with the FEC
(3 since the true source of the money was not revealed.
@ Inanother part of the conspiracy, Mr. Fireman caused
(4 another individual to make illegal conteibutions to bath the
1) Bush-Quayle '92 and Dole for President campaigns. Mr.
1 Fireman caused these contributions to be disguised 3o that
M the campaigns filed further false reports with the FEC.
@  The U.S.Attorney’s office, after the investigation
@ began, promptly entered into plea agreements with the three
(1e1 defendants. Mr. Fireman pleaded guilty, and the judge
(1] sentenced him to & months home detention and 1 year
112y probation. In addition, he was fined $1 million.
13l Ms. Nichols was sentenced to 4 months home detection,
(1) fined $7,500, and placed on 1 million [sic) probation.
(15 The corporation, Aqua-Leisure, was fined $5 million and
118} placed on 4 years probation.
pn That, Mr. Chairman, is a thumb-nail outline of the
{18! case, but if [ can, before responding to questions, 1 would
(19} like to make three additional points.
2ot First, there was no evidence disclosed as part of our
{21} investigation that any of the campaign committces were aware
2 of this illegal activity. | made that clear publicly at
23 that the charges were announced in July of 1996, and that
f24] statement was repeated at the sentencing hearings.
(5] Secondly, while we charged that one goal of Mr. Fireman
Page §
{1 in the scheme to funnel money to the Dole campaign was to
12 obtain a position with the U.S. Government, Mr. Fireman
31 denied that charge. Again, we have made clear that there is
4] absolutely no evidence that this objective or this claimed
151 objective of Mr. Fireman was ever made known to the Dole

18 campaign.

M ‘l‘l‘l’ird. and finally, al of the money iavolved in these

& charges were funds that Mr. Fireman controlled, which

9 accounted for about $100,000 of the some §120,000.The
po) balance consisted of contributions which he caused another
{t1] individual to make.
I!71  With that, Mr. Chairman, brief summary, | would be
[13) hap_g;eto answer any questions that I can.

14 repared statement of Mr. Stern follows:)
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71 Chairman Thompson. All right, sir. Thank you very
@ much, Mr. Stern.
@ [ will defer my questioning and turn 1o Senator Glenn.
@] Senator Glenn. Thank you, Mr. Chairman. Just one
15} minute of comment here, and then I will turn this over to
®1 Scnator Levin, today.
m  We are building a background of information that we
™ hope will iead to real campaign finance reform. Onc part of
9 that process is the area of foreign money, and we are
oy looking into all examples of foreign money.This happens to
{t1} be 2 case that has already been through the courts where we
(122 know what happened, but this can show us a lot as to how
{131 these schemes work and how they are executed, and we
(1¢) appreciate your being here.
sl Foreign money is one area. Tax-exempts, third-party
11e) transfers of money, soft money, all fit into this whole
(171 pattern here, but I think your testimony today can be a
(18] major help to us in this area in showing us how one of these
p@ things work that has already been through the course, and we
& appreciate having that on the Committee record here for
2y consideration at the end of the year.
23 1yield such time out of my 30 minutes as Senator Levin
fr3 may fecl he needs,
@4  Senator Levin.Thank you.
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1) chronologicai order. e
@  To the Bldh-Quayle committees, and this was in the
3 1991-1992 period, there was about $21,000 of illcgal
4) contributions.
®  To the RNC, thete were actually two separate funds in
&1 the RNC, 1 belicve. That is my recollection. In 1992, that
(n totaled about $24,000.
®  To the Joe Kennedy Committee, which [ think technically
@ it was probably-I think it was called the Citizens for Joe
1 Kennedy Committee-that occurred in 1993, and that was in
[+ the range of $6,000,
a3 And then, the Dole committees, and 1 believe it was the
(13 Dole for President Committee and then [ think there was a
(14] compliance committee, a Dole Compliance Committee, that was
(19 in 1995, and that approximated $69,000.
118  Senator Levin. S0 the four figures, $21,000 into the
itn Bush campaign, $24,000 to the RNC, $6,000 to the Joe Kennedy
i campaign, and $69,000 to the Dole campaign in 1995 total
19 approximately how much?
@t  Mr Stern. Well, ] think it is in the range of 120. [
121] have not done the math, Senator, but it is in the 120-to-123
221 range, I think
231  Senator Levin. All right. About how many individuals
4] were used by Mr. Fireman in this scheme?
@5} __ Mr. Stern. Well, you know, | meant this morning,

253 Thank you for being here today, Mr. Stern.
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‘) In your opening statement, I think it is very helping
:@ and lays out very concisely for us the history of this case,
™ and so { will just be asking you to flesh out some of the
H details,
-] Can you get into some of the conduct that Mr. Fireman
“M engaged in, in order to implement this scheme? How was it
@ implemented?
@  Mr. Stern. Well, it, first of all, extended over a
=@ period of some years, from 1991 to 1995.As I said, it
{19 involved four different campaigns, and essentially, what was
{11] happening was Mr. Fireman's money wasbeing funneled through
(121 conduits, strawy, if you will, who purported, based upon
+3) filings made with the FEC, were, in fact, the true donors to
(141 the campaigns, or in the case of the RNC, to the committee,
it5) when, in fact, it was not their money. It was money that
(18] was owned or controlled by Mr. Fireman which had been paid
(17 back 1o them, basically, once they made their contribution.
g Much of the money sat in a trust created in Hong Kong,
(19 much carlier, in 1985, and I want to make clear that
{20 although the trust was created, so far as we know in 1985,
f21] the use of that at all for campaign purposes did not begin
222 until 1991 and extended from 1991 to 1995.
Bn  Moncy from the Hong Kong trust, again, the trust
r¢) controlled by Mr. Fireman, was wire-transferred to 2 bank in
251 Boston.Those funds were typically withdrawn in cash by
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{1) believe it or not, to go back to the information and to add
@ them up because, in some cases, people were used more than
@ once.
# My best memory, it was in the range of 40 individuals,
% I think, but that is-you know, anybody, | suppose, could go
® back and lock.
M We list, individual by individual, the conduits in the
@ Dole campaign by person. We name who they are, and I would
™ have to go back and try to eliminate double-counting, but !
(10 think about 40 is right.
(11  Semator Levin. Was Mr. Fireman, by the way, one of the
13 vice chairs of the Finance Committee in the Dole campaign?
(13 Mr Stern. I believe that is true.
141 Senator Levin. We have got an exhibit which summarizes
15 these convictions of the two individuals and the corporation
1+# in Exhibit No. 398, and it is up on that chart.[ am
(t7 wondering if you can {ook at that chart. I do not know
119 whether copies could be made available for members and for
(19 the witness as well.
1200 Is that chart an accurate depiction of these
'] convictions?
22 Mr Stern. Well, it is, with one qualification, which
123 is [ said the 40 because | think that is about right.
[24) Again, I have not compared name for name, but certainly, my
[25)_best memory is the 40 is right.
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i agents of Mr. Fireman, principally Caro Nichols, and then
2 distributed to conduits,
P  Senator Levin. Could you be a litthe more precise as
4] to how that distribution took place? How were those checks
51 obtained from those people? How many people were involved
8} in the campaigns, approximately? How were they reimbursed
(7 by Firemnan for their checks?
M  Mr Stern. Well, by and large, they were reimbursed in
@t cash, and again, ] want to be careful not to go outside of
{10 the public record, cither court filings of statements made
{11} at the various sentencing hearings, but at least one
{13 scenario would be employees of Aqua-Leisure in Massachusetts
1131 would be called into Carol Nichols’ office, be asked to make
[14] contributions, be told that they would be reimbursed in
(15 cash. Those contributions would be made.
(15} It would result, unknowingly, we belicve, in false
(17 filings by the committees to the FEC, and it was not, in
(18 fact, the true donor. They were not the true donors. They
(19 were, if you will, the nominal donors to the various
20] campaigns.The true donor was either Mr. Fireman or
121 Aqua-Leisure.
22  Senator Levin. Could you tell us the amounts of money
23 which went to ezach of the four campaigns?

2  Mr. Stern. Well, | am going to give you a very good
[25] approximation, Senator, and this is gmw much in [251_earned abroad?
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11 The other-and this is not a change so much in the
@ accuracy of the chart, which ! think is accurate. | guess [
[3] do want to say that although Mr. Fireman pled guilty in
1) October of 1996 and Carol Nichols-as did the company-and
{5 Carol Nichols pled guilty on November 4, 1996, the criminal
[ charges themselves were brought in early July, at which time
M we made public and filed with the court the respective plea
(o agreements. ‘
™  Therc was a prompt hearing sometime, [ believe, in

(101 July, end of July before Judge Young, Federat District

{11) Court. So that, the pleas were tendered as early as July.

(120 Judge Young decided that he did not want to make a

(13 determination as to whether to accept the pleas or not until

{14 a full presentence report was prepared by the Probation.

1151 So the pleas were actually tendered in July. The

{16 formal acceptance by the court and the sentencing did not

(171 occur until the dates that are reflected on the chart.

(t1  Senator Levin. Now, this scheme had gone on for 4

19 years at least?

20  Mr. Stern. Yes.

(211 Senator Levin. It involved the transfer of money from

22 a Hong Kong trust; is that correct?

@3 Mr. Stern.Yes, that is correct. )

[2¢] Senator Levin. Was dhat money that you believe was

Min-U-Script®

Miller Reporting Company, Inc.




Special Investigation - 1996 Catgn Funds . July 25, 1997
Page 13 | Page 16

(11 Mr. Stern. Well, again, [ am not going to-Scnator,
{21 with all due respect, | do not want to go outside of the
@ public record.
@1  What we have said in the charging document and in
15} court, it was money that was ¢ither owned by or controlled
8 by Mr. Fireman. It was basically Mr. Fireman's money, and |
M should say that Aqua-Leisure at that time, [ believe, was
18) 100-percent owned by Mr. Fireman.
® [believe at some point perhaps during this period, but
(10 certainly now, it is owned, 85 percent, by Mr. Fireman, and
(11 15 percent of the stick is held in trust for one of his
[12) SONS.
113} Senator Levin. Why was money wired in from Hong Kong
t14) and then distributed rather than just his using his wholly
115) owned domestic corporation for that purpose?
(18  Mr.Stern. I do not have the answer to that, Senator.
117 Senator Levin. Do you know whether or not if he had
{18} been charged-excuse me-whether or not this transfer of
pey money from Hong Kong and then its distribution in the way
(201 you have described violates the prohibition on the use of
21 foreign money?
{z9  Mr.Stern. Al [ can say in response to that, Senator,
23 is hc was not charged with that, and [ lcave to others, |
(24) suppose in particular to the Committee, to the extent that
i2s1_it is relevant to the Committee’s determination, to make its

O csmbgsh thac the bulk of the straws, the conduits, were
ta either working at Aqua-Leisure or were known to people at
1 Aqua-Leisure.
@  Secondly, early on, to its credit, both Mr. Fireman and
15) the company indicated a2 willingness to acknowledge their
16 criminal responsibility, and early on, there were plea
tr discussions, and probably, more than anything ¢lse, as Mr.
(] Fireman's lawyer said at the sentencing hearing, that drove
v the timing. :
noy It makes a big difference, obviously, when defendants
{11] are prepared to step up to the plate, owm up to their
{121 responsibility and to plead guilty.
v3m  Senator Levin, On July 11th, the New York Times
{14] reported You as saying that 2 6-month prison term for Mr.
(15 Fireman was warranted, and here, they are quoting you in
(1q] part, "because of the elaborate lengths to which Mr. Fireman
(171 had gone to keep his scheme from being traced, steps that
{8} included wiring from Hong Kong, the money that was to be
(e distributed in cash, to participating employees.”
o Can you tell us what elaborate lengths you referred to?
@] Mr. Stern. Well, I really meant nothing more than,
ra perhaps as your eatlicr question, Senator, suggested, which
{23} is this was not money which came from your neighborhood
[24) bank, where you walk down the sireet and make a withdrawal;
@5 that initially, the money came, albeit from 2 trust
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1 own legal judgment. All [ can say is that he was not
(2 charged with that.
i Senator Levin, How was this case uncovered? Can you
) give us the background on this?
(51 Mr. Stern. Well, the background is actually relatively
18 straightforward. We became aware of it first a3 a result of
M an article in the Kansas City newspaper. I think it is the
9 Kansas City Star.
@  Senator Levin. Did that article publicly set forth a
po pastern of multiple contributions from Aqua-Leisure
(1) employees and family members, including $1,000 contributions
*2 &mc;n; secretaries and a warchouse manager? Do you remember
13 t?
{1  Mr. Stern.] do remember the general contours of the
(15] article, and, you know, as in any instance where a criminal
fr61 tavestigation is on the heels of a newspaper article, our
117 task is not to determine whether cach particular fact in the
(1a] article is accurate. Once we commence an investigation, we
(+9) obviously make our own determination and have our own tools
(20} available, but I certainly made reference, as { recall, to
121 the contours of the scheme and certainly initially pointed
i221 us in the direction of the FEC and publicly available
t23) documents at the FEC.
26  Scnator Levin. If we could put Exhibit 401 on the
125 screen.
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M controlied by Mr. Fireman, from Hong Kong, and certainly, at
@ least initially, it prescnted separate issues and probiems
3 for investigations in being ablc to trace back the money.
4] We were able to overcome that, clearly, but that is
15 really what I had in mind, coupled with the fact that this
# was a scheme which existed over some 4 years that invoived
@ four different and separate campaigns and involved many,
(8t many conduits.
©@  Senater Levin. You said before that Mr. Fireman was
10] not charged with the use of foreign funds in a campaign or
1} giving foreign funds to candidates. Did you determine that
1z there were no foreign funds, or did you decide not to pursuc
(13 that issuc since you already had clearly illegal
{14 contributions made in the name of another?
5]  Mr. Stern.All  can do, Senator, with all due
(18] respect, is repeat that we determinc that the ownership and
(17 source-the ownership of the funds was My, Fireman, as an
(18] American citizen and an American businessman, and that we
a did not charge him. There were no charges of the company or
20 of Mr. Fireman, which related to contributions by foreign
(21 entities.
Rz Senator Levin, Is the reason you ate not able to say
23 there was a determination relative 1o the source of the
24} funds because that would go beyond the public record?
@5 Mr. Stern. Yes, that is correct, Senator.
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i1  Thisis a copy of the April 1996 story by the Kansas
12 City Star. [s this the article?
@ Mr. Stern. I believe so, Senator. [ read it at the
4 time and actually re-read it last night. It is the first
5] time 1 had seen it, probably since April, soon after it was
U] publ.lished, but this certainly appears to be the same
{n article.
@1  Senator Levin. This article talks about Aqua-Leisure's
9 employees and famities sending the Dole campaign 40
o] individual checks totalling $40,0007 Is that what this
(11} article says in paragraph 2?
21 Mr. Stern. It does say that, Senator, right.
(131 Senator Levin. Now, when your criminal investigation
{14} was prompted by this article, it was able to wrap ug your
(151 case fairly promptly, like 6 months. Can you tellf us how
1+ that was able to be accomplished?
pn Mr Stern.Well, [ can, | suppose, with two general
118} observations.
(9] First off, I should say we had no particular time table
(201 or timing. We treated this case as any other, which is we
' put in the resources necessary to do a prompt and thorough
(221 investigation. That is what happenped her.
@3 [ guess | can say that once the outlines of the scheme
12s] became apparent to us, that, in some respects, was not that
125]_complicated because we were able ta both trace the money and
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{1 Senator Levin. All right. On page 7 of the
13 indictment, it said that Mr. Fireman "caused an entity known
@1 as 'Rickwood, Ltd....to be formed in Hong Kong." Is that
) the secret Hong Kong trust referred to on page 2 of your
15 indictment?
M  Mr Stern. Yes, it is, Senator.
M Senator Levin, Do you know about on how many
18 dates-lct me refer you to page 10 of the indictment. The
®t indictment says that the trust was formed in Hong Kong, and
110} it uses the phrase "Rickwood, Ltd.”
11 Mr Stern. Uh-huh. [Nodding head up and down. |
112 Senator Levin, Was that an entity formed under Hong
{13) Kong law?
114 Mr. Stern. I believe so.
115 Senator Levin, Then, you say on page [0 that on
{18) various dates in mid-1995, that Ms. Nichols and Mr. Fireman
(1 caused funds to be wire-transfered from Hong Kong to a bank
118 account of Rickwood.
@ Do you know approximately how many dates that might be?
{20 Was thata uent occurrence?
@1  Mr Stern. With respect to the reference in paragraph
221 10-~rather, page 10?
231  Senator Levin.Yes.
{24} Mr. Stern. I believe at some point during the
sentencing hearing, there was a reference to probably four

M!llf: Rimgin_c Compopanv, Inc.
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11 or five, and my memory is a little fuzzy on that, but four

@ or five separate wire transfers.

@  Senator Levin. Alf right.

@) Mr. Stern. During that time period, that is.

15} Senator Levin. Did Ms. Nichols testify that

18] Aqua-Leisure had a foreign subsidiary called Aqua-Asia?

M  Mr Stern. Ms. Nichols did not testify as part of our

W) investigation.

®  Senator Levin. All right. | wonder if we could put on
poy Exhibit 400.
(111 This is an interview by the Committee of Ms. Nichols,
(122 and on page I of that interview, it says that Aqua-Leisure
(13 has a foreign subsidiary called Aqua-Asia and that
{141 Aqua-Asia, in turn, had a subsidiary called Grayland Trading
(15 Company, and that Aqua-Asia paid Grayland an annual fec of
(18] $120,000 for its work, and that it was this $120,000 fee
{17 that Mr. Fireman would transfer to the Rickwood bank
{388 account.
1) So,if those facts are true, that the money went from
{ Aqua-Asia to Grayland to Rickwood, would that make it
@1 clearer in your mind that foreign funds were used to pay for
29 the illegal contributions, if that statement is qrue in
29 thas?
20  Mr. Stern. Well, you know, again, Senator, with atl
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{1 proper doncr is, and if you do not do that, that would be a
{21 violation of'Federal law,
B3]  So the charge there had nothing to do with exceeding
(41 the limit. It had to do with the use of straws.
{8  Senator Levin. All right. Putting aside the RNC, just
(6) the money to the three campaigns. to the Bush, Dole, and
M Joseph Kennedy campaigns-
81  Mr. Stern. Yes,
® Senator Levin, —in those three instances, the amounts
{tt1 that they received were within the limits established for
(11 individual contributions to candidates; is that correct?
{12 There was no way that they could see from the amount of
(13} money coming in that there was anything illegal about the
(14] contribution?
{*s)  Mr. Stern.That is right. [ believe that is correct.
(18} Senator Levin. What is the current status of these
17 cases? Is there litigation that is ongoing relative to
{18 this, some challenge now?
{19  Mr. Stern. Well, there is. The procedural history is
20 a lirde unusual at the moment.The criminal cases were
{21] completed-are completed. Both defendants have completed
{2z their home detention, and they arc now on ptobation.
2@  About, ] think, the end of May, Mr, Fireman has filed a
24} separate civil action in Federal court in Boston, seeking a
5] declaration as to whether if he were to file what is

[z5. due respect, | am hoping [ do not have to offer a legal

{1 opinion to the Committee on that point.
i1 Senator Levin. You did not get into that issue, in any
@ event?
.#)  Mr Stern. Well, to respond to the particular facts in
7{s] that paragraph, and I have not scen this interview before,
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~ i@ it would require me, again, o rely upon information which I

M learned only by grand jury, and as you know, it would be
- 81 improper and probably illegal for me to disclose any of

9 that.So [ hope I am able to beg off in responding directly
{10 to you, Senator.

(1] Senator Levin.All right. No, we do not want you to

113 get into grand jury information.

$13)  Are you abie to tefl us whether-to conficm that

114 Aqua-Asia is a foreign subsidiary of a U.S. pasent

115 cotporation? Are you able (o confirm it?

(18] Mr. Stern. The only way [ would be able to confirm or

(171 deny in some way, it would be to, again, reiy upon grand

(9] jury information.

(1  Senator Levin.All right. Now, you have indicated

t20) that to the best of your information that you have concluded
{211 that none of the campaigns, nor did the RNC themselves, know
22 of these illegal contributions. s that correct?

@)  Mr Stern.That is correct,

124) Senator Levin. So that, even though this was a 5-year

125 scheme and even though in one case Mr. Firernan was actually
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{1] referred toa 2255 filing, essentially a Federal habeas
{@ corpus petition, challenging the constitutionality of the
% Federal election law, he wants a declaration as to whether
4} that would violate his plea agreement.
8  We have taken the position that the plea agreement
¥ intended that there would be a final reso{ution of the cases
M and that a collateral challenge like this at this point does
(w1 violate the plea agreement.
™  Mr Fireman obviously wants some assurance before he
(10} files his 2255 as o whether we are right or he is right,
[t1] and that matter is now pending in the Federal court in
(ta Boston.
a  Senator Levin. Do you know anything about Mr.
{14) Fireman's background in Government? Had he ever been in the
(25} Federal Government in any position, do you know?
e Mr. Stern. My memory, Senator, is he was appointed to
' several honorary positicns. By that, | mean on various
(18] committees; initially, I think by President Carter, then by
119 President Reagan, and then | beli¢ve by President Bush.
200 Then, as some point-I1 am a little fuzzy on the years-as
R1} some point, he was a member of, [ believe it is, the
(22 lmport-Export Commission or Board and served officially in
{23 that capacity for a couple of years.
4]  Senator Levin. That would have been as a director of
{25 the U.S. Export-Import Bank, appointed by President Bush?
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[1) a vice chair of the Finance Committee of the Dole campaign,
2 that neither Mr. Dole nor Mr. Bush earlier, Mr. Quayle, Mr.
P Kennedy, nor the RNC chairman, or the officials of the RNC
4 knew when these many checks came in that, in fact, those
{5) checks were illegal. Is that correct? )
(9  Mr. Stern. That is correct.
N Senator Levin.All right. Were these checks in the
{8 amounts that were legal to be contributed by individuals to
® a campaign? In other words, the $1,000, for instance, is
1o that a legal amount to be contributed?
11 Mr. Stern. Yes, yes.
112) Senator Levin. Do you know the hard money and soft
(3] money lingo?
14 Mr. Stern. [ am not well versed in it, Sepator.
15 Senator Levin.All right. DO you know whether this
(18 was intended to be hard dollars, legal amounts of
(17 contributions in terms of the amount, not the source?
1*8]  Mr. Stern. Most of it, to the various committees, were
(19 in $1,000 amounts. [ believe the $24,000 to the RNC in 1992
(20) were from six individuals who paid $4,000 each, and my
21) recollection of the indictment is that that may, in fact, be
(2 what is commonly referred to as soft money, but the chart
@3 there was not that the campaign linlit was exceeded, but that
(24 it was done illegally through a straw. Even as I understand

r9 it in the case of soft money, you have to disclose who the

Page 24
(1 Mr. Stern. [ am not sure of the title, but it was
@ certainly-the Import-Export Bank sounds right. Whether it
@l is a directot, [ do not know.
“  Senator Levin. When this case fitst came to light in
(51 1996, Senator Dole's campaign press secretary, Mr. Nelson
(61 Warfield, was quoted as saying that, "If a person chooses to
{1 break the law, there is not much that we can do to stop it,”
® referring to the difficulty of their campaign in
@1 ascertaining the kind of illegality that was finally
11q ascertained here by you.
(111 Do you have any comment on thar?
(121 Mr. Stern. I really don't, Senator. 1 will say that
{13) these are-you know, we have done a number of campaign
[t4] fnance cases, not just this one, and they can be very
(15 time-consuming, difficult cases to investigate. They are,
{14 by design, intended to be secret conspiracies. The very
{171 nature of the crime, rypically, is to shicld from the public
(18} view.That is, the heart of the crime is to shield from the
1% public view the true source of the funds, and so it does
2% present challenges both to prosecutor and law enforcement,
[21 in general.
2  Senator Levin.And also to campaigns?
1z3) Mr. Stern. And to campaigns. I think that is fair.
{4} Senator Levin. You use the term in your indictment

[25 tepeatedly that because of that shielding by Me. Fireman
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(1 that the campaigns, all three, and the RNC were caused to (1 Chgirman Thompson. Yes. Well, my point is, and you
2 filc false reports; that those reports that were filed were @ may ot have direct knowledge of that, it is clear that you

3 false, but that he caused it to be false, rather than the
{4 campaigns. Is that correct?
{51 Mr. Stern.That is correct. He put in motion the
18 filing of reports, the filing of information with the
M campaign, which in turn caused them. and that is probably
(8 language right cut of the Federal statute, caused them to
®1 file false reports and, therefore, to impede and impair the
(1) lawful functioning of the Federal Election Commission.
(111  Senator Levin.And you did not charge them with any
[tz improprieties or wrongdoings?
(13  Mr.Stern That is correct.
{14] Senator Levin. Thank you, Mr. Chairman.
115) Chairman Thompson.Thank you.
18] Mr. Stern, thank you for being here with us today.
('n 1 do not know how much more blood we can squecze out of
(18] this particviar furnip. This is something that has been
119 known for some time, and the Fireman transaction was among
(201 the first subpoenas that the majority issued when we started
{2¢] our investigation, and you have provided some more
22 interesting details.
@y [t scems like it is a fairly typical contributions in
[24) the name of another scheme that we have come to know about,
125)_and this is a case where justice was done. People were

@ had 69 or 70 conduits, at least one of them admitting they
4] knew it was illegal and they were not prosecuted. |
{51 understand why they were not prosecuted. | think that was a
{81 proper decision.
m  The analogy to our nuns out in California, I think,
) kind of reaches out and grabs you, but that is not your
@ dispute.
{100 AllI can say is that Senator Glenn wrote the Attorney
[11) General on July 18 requesting your appearance here, and from
{121 the time it took that letter to get there and you were
(13 contacted and you traveled here~what is today? The 25th?
4] All that happened within one week, and [ am glad you are
(15 here, but that is a pretty rapid urnaround.
(16  Now we have been waiting for 3 days to see whether or
17 not the Attorney General is going to waive 2 10-day period
(18] to object to the immunities that we have given for the nuns
(1% out there. It is 3 days and counting now. I assume that
[20f within that 10-day period, we will find if she is going to
@1 find out whether or not she is going to waive that 10-day
{22 period, but it is clear that quick and responsive action can
23] take place over there when it is peeded.
4]  Mr. Stern. Senator, can I make just one-
f2s] Chairman Thompson. Yes.

Page 26
{1} prosecuted, and people were convicted, and that is the way
12 that it is supposed to happen. It is an indication that
5t things worked out well, but there are a couple of
4] intercsting things here.
s ! noticed in the indictment-do you have the indictment
(8} there before you?
M  Mr. Stern. Yes. Yes, | do, Senator.
{8} Chairman Thompson. ] would refer to page 12 of the
@ indictment.
ol Before you start, the list of conduits-
(111 Mr. Stern. Yes.
{t21 Chairman Thompson. -and there appear to be over
(13 several pages here. There appear to be a total of 70 or
4] maybe 69 conduits. Is that-
11s)  Mr. Stern. ] think that is right.
{1¢j Chairman Thompson. These conduits, of course, are
1171 individuals who were used, whose names were used. !
{+8) understand they were given cash by Mr. Fireman or Mr.
119 Nichols, and they were given cash, and they, in turn, wrote
{20) out a check. Is that basically-
211 Mr. Steen. That is basically how it aperated.
{2 Chairman Thompson. -the way it works?
[23) Were any of these conduits prosecuted?
f24] Mr. Stern. No.
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{1 Mr. Stern. I certainly do not want to get in the
@ middle of issues larger than the United States Attorney for
@ Massachusetts, but the judgments as to what to do with
@} conduits are really individualized judgments, and it is the
(81 kind of judgments, as you know, Senator, that prosecutors
o make all the tlime in cases which have nothing to do with
7 campaign finance, and we make those at various times as an
) investigation proceeds.
m  Certainly, in this particular case, a judgment was made

{10) that the people writing the $1,000 checks were what I would

{11] refer to as pure conduits, who were basically passthrotighs.

p#a  Chairman Thompson. Is there not a Justice Department

(131 guideline that basically says you do not prosecute conduits

(14 in that situation?

5]  Mr. Stern. There is a general rule, absolutely. The

(18 general rule is that pure conduits, people whose only

17 criminal responsibility is that they were the conduit, but

'8 again, those are, you know=-

(9  Chairman Thompson. I understand.

o} Mr. Stern. These are not cookie-cutter judgments.

1) These are made indjvidually, based upon the facts-

(22 Chairman Thompson. [ understand.

{23 Mr. Stern. -and that is what we did here-

{24} Chairman Thompson. | understand that.

[25) Mr. Stern. -and [ trust that is what is being done

@8] Chairtnan Thompson. They were all for $1,000, as | sce
Page 27
{1] it here. So you prosecuted Mr. Fireman. You came up with a
[ scheme, and you prosecuted his corporation,
™  Mr. Stern. Yes.
{4 Chairman Thompson.And you prosecuted his-it sounds
(51 like she was more like a top assistant who teally
(6! orchestrated the thing, Ms. Nichols.
M Mr.Stern.Well, I would not say orchestrate as much
8l as she carried out his requests.
®  ChairmanThompson. She handled the cash for
(10} everybody-
(11 Mr. Stern. That is right.
{122 Chairman Thompson. -and got everybody in, doled out
(131 the cash, told them what to do, and that sort of thing, but
{14] these 70 conduits were not prosecuted.
[t Let's refer back to the exhibit that Senator Levin
(16} referred to a minute ago, the newspaper article. If we can
(11 put that back up on the screen, that is Exhibit 401.
118)  This is the Kansas City Star, April 21, 1996. 1 think
(191 it is the fifth paragraph, where it says, and I quote, "1
20 knew it was dlegal, especially when they gave me cash,” one
{21} contributor said, “You just don’'t sec pecople with that kind
22 of cash.” Now, that apparently was refercing to one of the
{23) conduits. Is that right?
[24f  Mr. Stern.As | read the article, | read the article

[25)_the same way, Scnator.

{1} around the country.
@ Chairman Thompson. I understand that.
9 Now, I understand that the charges were brought in
@ July.
$  Mr Stern. Yes.
() Chairman Thompson.The newspaper article appeared on
i April 21st, and the charges were brought within 3 months.
®f  Mr Stern. Yes, that is cofrect.
® Chairman Thompson.And this scheme involving 69 or 70
(10} conduits, that is pretty rapid. I think your office is to
111 be congratulated.
12 You first found out about the scheme on April 21st and
{13] charges were brought the following July and you got your
{t4] pleas in October and November. Now, that is good work.
(15  Mr. Stern. Thank you.
{181 Chairman Thompson, That is good work. I will not
(171 belabor the obvicus analogies with regard to that.
118 So, with that, the rest of my time, I am going to refer
119 to Senator Cochran.
o}  Senator Cochran. Thank you, Mr. Chairman.
(211 Mr. Stern, my information is that when you began your
221 work investigating this allegation of illegal conduct that
@3] the Dole campaign cooperated with your office in the
[24) investigation in providing facts that you requested from the

[25]_campaign. Is that correct?

Miller Reporting Company, Inc.

Min-U-Script®

(7) Page 25 - Page 30




Hearing Voiume Nuaiver iv
July 25, 1997

CONMIMILEE O YCOAIL VUVCD (UMC LWL dhididald>

Special Investigation - 1996 Campaign Funds

11 Mr. Stern.That is correct.

{2 Senator Cochran.The Dole campaign also was not

Page 31

[@ prosecuted by your office or no official in the employment

) of the Dole campaign was prosecuted. [sn't that correct?
[  Mr.Stern.That is correct.

@ Senator Cochran. Do you also know that the Dole

[ campaign terminated any relationship that they had with

this

 Mr. Fireman when they learned of the wrongdoing that was

™ being investigated by your office?
ity Mr Stern. [ think I know that from newspaper
{11) accounts, Senator, at the time.
13  Senator Cochran.Your office also had undertaken a

[+3} series of prosecutions, as | understand, from a PR news wire

(v story dated October 23, 1996. While this is not designated
['5 as any exhibit, I notice-and you can confirm this if it is
{14 true-that this case was one of a series of prosecutions of

(171 campaign contribution crimes by your office in Massachusetts

(18] during the last 3 years. [sn't that correct?

@9  Mr. Stern. That is correct.

#" Senator Cochran. That series included a prosecution of
21} the national fund-raising chairman for the Tsongas for
g President campaign?

% Mz Stern. Yes.

@4 Senator Cochran.The treasurer of the Haig for
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(1) did provide evidence.

@  Senator Meberman. Again, I know this may be

M difficult, bus 1 presume that when you interviewed the

M) conduits, they were not clear. They had no guarantee that

151 they themselves were not going to be prosecuted.

&  Mr Stern, Well, if [ can, Seniator, with permission,

M perhaps to answet the question more generally?

[  Senator Licberman. Sure.

™ Mr. Stern. You know, people speak to law enforcement
119 in a variety of different contexts. Sometimes they come in.
(11 They want to talk. They want to complain about something.
(12 Sometimes people come in wanting to talk, and we need to
(13) make a determination in due course as to whether they are
(14 telling the truth or not, and that is very important to us,
15 obwviously.
(19  Some people come in and talk only if and when we make a
(tn judgment that immunity is appropriate.
g Senator Lieberman. Right.
{19 Mr. Stern.And some people will speak and testify
(20 before the grand jury, and some people will be comfortable
(21 in relying upon interviews by an agent. So there is 2 menu,
22 if you will, of different possibilities, all of which we
(23 try-l know my office tries-to calibrate that choice
124 g:cmimm with the state of the investigation and the
(25 facts.

. President campaign?

m M. Stern. Yes.
‘@ Senator Cochran. And others prosecuted by your office
m for illegally making excess contributions in State and
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i} Federal campaigns included a Tsongas campaign operative,
-§] another Haig campaign operative, and someone from the Silber

.M for Governor campaign. Isn't that correct?
! @ Mr Stern. That is correct.
. . Senztor Cochran. Your office also prosecuted this same

| @ person, Mr. Fireman, for funnelling cash to individuals who

it were conduits for contributions to the Citizens for joe
(111 Kennedy Committee?

2  Mr Stern.That is correct.

(131 Senator Cochran. And this is the Joe Kennedy who is
(14} the Democratic Congressman from Massachusetts; is that
{15} correct?

(e Mr Stern.Yes, it is.

1t Senator Cochran. Mr. Chairman, those are all the

{18) questions I have.

9  Chairman Thompson. All right. Senator Lieberman?
¢t Scnator Lieberman. Thanks, Mr. Chairman. -

2) Mr. Stern, thanks for being here. The Chairman has

2 made an interesting comparison of this case, if you will, to
(23 the Hsi Lai Temple with the Buddhist nuns, and I think there

(24| are parallels, and the parailels on the face of it, although
29 thergisabg' difference here, which is that this case has
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[  Senator Licberman, Okay. | mean, in a sense, Senator
(@ Thompson and 1 are continuing our respectful dialogue on the
@] question of immunity that we started earlier in the week,
i1 and 1 guess my feeling was-I know my feeling then was, and
51 I would guess it was at least implicit in this case, that
18 the conduits are more likely to cooperate in helping to
™ build a case against the principals if they fear that the
() prosecutos may prosecute them, but I do want to make one
[ other comparison here, without asking you, just for the
(o] record, that at least one of the people we gave immunity to
(11] onTuesday is exactly comparable to Ms. Nichols, which is to
(12 say one of the people is the person who had the-at the Hsi
113) Lai Temple, had the connection to John Huang and Mariz Hsia
(14} and then went cut and arranged with the other nuns to write
115 the checks and promise them they would be reimbursed, which
18] is very comparable to the role that Ms. Nichols played here,
17 and Ms. Nichols, of course, was successfully prosecuted and
5] presumably was helpful in prosecuting Mr. Fireman.
M  The same is true of Keshi Zhan in the Charlie Trie
0] case, who we gave immunity to the other day, but more
{21) generally, 1 do think that this shows that you know when the
2 quest is on for money and people are under pressure and
3 people have motivations here 10 give, to try to gain access
@] or influence or whatever, they will skirt the law, and |
[25] appreciate the fact that you successfully prosecuted these

11l been successfully concluded with a plea bargain and

Page 3

{2 punishment has been applied to both Mr. Fireoman and Ms.

t» Nichols, in that case, the investigation is ongoing, but you
{4 have got at least allegations there that are quite similar

5 of people writing checks, being reimbursed. Source of

9 funds, we are not sure of yet in the Hsi Lai Temple case.

M We do not know whether they came from within the temple’s
[ own resources or from some other source. In this case, we

™ know that it came from this Hong Kong account
1o In both cases, certainly by your testimony, none of the
(11} recipients here, either Bush-Quayle, Senator Dole, or Joe

112 Kennedy knew of the tainted source, and [ , though we

113 do not know for sure yet, that that is true of the
114 recipients of the money raised at the Hai Lai Temple, did

(151 pot know it was laundered, but let me ask you this because |
&) think it is important, and in some sense, we are continuing
[+n a discussion that began eastier in the week on the immunity

(18] question.
(tm  Am I cortect in assuming in this case that you had
120 testimony from the so-called conduits, which is to say the

{21 people who wrote the checks and were reimbursed in cash by
22 Mr. Fireman and Ms. Nichols, of what had happened? in other

23 words, did the conduits provide evidence to you of the
4 wrongdoing here?

28 M= Stern. [ think [ can safely say that the conduits
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{1] Cases.
@  Can1ask you about Mr. Fireman's motivation? I have
(@ seen somewhere in the material that somebody said-perhaps
@] it was Ms. Nichols-that Mr. Fireman’'s motivation in giving
(8] this large amount of money was the hope that he would
@) feceive an ambassadorship. Was that part of the record that
M you recall?
®  Mr. Stern. It is, in part. In the criminal charges,
m we alleged that his goal, his objcctive was at least in
{10 part-and | emphasize in part-at least in part to obtain a
{+1 position in the-in a2 future administration, and | know we
(ra1 have said publicly in the past that his objective had keyed
13 in on a possibility of an .
(144  We did not find-and | tried to make this clear in the
(5 Opening statement-we did not find any evidence that that
P& goal, at least partial goal, was ever communicated either 1o
(171 Senator Dole or to the Dole campaign.
(1%  Senator Licberman. Right.
{19 And there were no other indications of what motivation
20 might have been here beyond that for Mr, Fireman?
21 Mr Stern. Well, the prosecutor, Joe Savage, who did
22) this-presented this case at the sentencing heating made
@8 reference to one of two possibilitics; one, that Mr. Fireman
{24t was interested-hop¢ for a future Government position.
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(11 Mr. Stern. The other possibility, that he was a lousy

@ fund-raiser, and since he was a lousy fund-raiser-

B Secnator Licberman. Yes.

[4] Mr.Stern. ~and since he could dip into this own

1 pocket-

@®  Senator Licberman. Right.

M Mr. Stern. ~and pay for it that he would do that.

(a1 Senator Licberman. Yes, okay. This wouldn't be the

(91 first time in American history that somebody tried to buy an
(to] ambassadorship, but obviously as part of the system, or more
{11] broadly investigating, the more the amount of money that
[12] grows that is spent in political campaigns, the more
(t3] temptation there is for people who have big money to try to
{14] do exactly that, and the more | fear it occurs.
51 One of things that puzzled me and intrigues me about
11e) this campaign, about this case, is why Mr. Fireman didn't do
(+71 this legally, which is to say much of the testimony before
118) the Committee in the preceding hearings has focused around
(19 the evil of soft money. Mr. Fireman was a wealthy man. He
201 could have legally given the large amounts that he did, and
1211 | am curious as to whether the record shows at all what
(221 motivated him to do it in this particular way?
@3  Mr. Stern. It doesn’t, Senator, and cven apart from
iz the record, [ don't have the answer to that question.
@5)__ Senator Lieberman. ] want 1o suggest-and I don’t know

] very much, Mr. Stern.
A Mr. S(&n.Thank you, Senator,
1 Chairman Thompson.Thank you, Senator Lieberman.
(4 Very bricfly, Scnator Lieberman and 1 have a bitof a
{51 different view on some of these things, and he stated asa
18 fact somcthing that I respectfully disagree with. [ think
 the facts will show that we did not seek immunity for the
® person who is comparable to Ms. Nichols. [ think thac is
@ just a different view that we have of the facts and we will
{107 just have (o wait and see how that pans out, but that is my
(1 view of it.
#1231 Senator Licberman. We definitely do have a different
(13 view of that because I think both in the Buddhist temple
(14} case and in the Charlic Trie case, on Tuesday, we gave
{15} immunify to the person who is exactly comparable to Ms.
18] Nichols.
(11 Chairman Thompson. Well, that is just not accurate
(14 Senator,in my view. | mean, we are going to have to wait
119 and say that.
@0  Semator Licbherman. Okay.
21 Chairman Thompson. But the person who orchestrated
2 this thing and put it together 2nd was the pritpary agent is
@3 someone who we did not even seck immunity for. We have
{24) agreed not to talk about names in public and it will all
25 come out in the wash, but | just think that, you know, the
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111 Mr. Fireman, so 1 may be being unfair here.1 want to
@ suggest one of two possibilities. One is that he was badly
¥ advised and he didn't know that he could have done this
(4 legally. The second is he was cheap or greedy, and if he
51 had given it himseif, he would have had to-if you will, if
18] he had had the money transferred from the Hong Kong account
7 to himself, presumably, and did it legally, he would have
#) had to pay income tax on it and then given it as soft money
@ to the campaign. I don't expect you to comment on that, but
f10] it is an-when we see these enormous contributions coming in
{11 in soft money to both partics, actually much larger than the
[12) total amount he gave, it puzzled me.
(131 A final question is this. Based on the election law
{14] casesyou have done, how many others would you say havebeen
'S done in your jurisdiction since you have been U.S. attorney?
re  Mr. Stern. Since I've been U.S. attorney, probably
(17 one, two, three-probably four or five. The Tsongas for
(8] President national fund-raising chairman actually preceded
8} me by several months.
120}  Senator Lieberman. Yes.
(21 Mr. Stern. So that began under the prior US.
(271 attorney.
23  Senator Licberman. That was a case-] remember that in
[24) the press-where he embezzled money from campaign funds.
[25] M. Stern.That's right, on the-not the eve of the
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(1] record ought to reflect that we disagree on that factuaily.

@  Senator Lieberman. Okay We will continue this in

P) private when we can, then.

1  Chairman Thompson. All right.

{5} Scnator Specter?

® Senator Specter. Thank you, Mr. Chairman.

(n Thank you for coming in, Mr. Stern. The purpose of

1 this inquiry and the purpose of your being called in, Mr.

™ Stern, is to determine if there was any illegal forcign
(tq; contribution involved here. Had the United States
[11) Government had the evidence for a prosecution for illegal
1z foreign contributions, would that prosecution have been
3] pursued?
114 Mr Stern. Well, Senator, I just want ta, I guess,
(15] repeat, and | don’t mean to be cute about this, that we
(18 determined that the ownership of the money that eventually
nn was wired from Hong Kong to Boston wasowned by Mr. Fireman,
{1a) that it was basjcally-or controiled by Mr. Fireman, and
(18] that there were no charges. I don't think I frankly ought
(29 to be speculating as to why there-in hindsight, charges
(21] could have, should have, maybe, ought to have been brought.
25 But as a factual matter, there were no such charges brought.
Zn  Senator Specter. Well, Mr. Stern, my question is a
e} very simple one.You are in the business of prosecuting
25] criminal cases where there is evidence (o warrant 2
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11 Connecticut primary, but-
@  Senator Licberman. On the eve of the Connecticut
[ primary. [ remember that one particularly. I have scars
) from that. '
19 My question-if | may, Mr. Chairman, just briefly, [
18 was going to ask you, based on the work that you have done
M prosecuting these cases, do you have any suggestions as to
181 how this Committee might recommend changes in the criminal
) aspects of election laws?
1) Mr. Stern, Well, I'd like to give that some thought,
t11] if I could. I'd be happy, if the Attorney General wants me
{12 to do that, to supply some thoughts. 1 haven't really
{13] focused on that question before, Senator, but if-at some
(14f poing, if the Committee wanted me or other U.S. attorneys or
15] prosccutors to make suggestions, and if the Attorney General
(16} authorized me to do it, | would certainly do that.
(1 Senator Lieberman. Well, I personally would welcome
(18 it, and 1 would guess that members of both parties on the
p19 Committee would, from vou and from the U.S. attomeys
{201 generally, or folks at the justice Department here in
1211 Washington who may have prosecuted these cases, because
22 while we are talking about altering and perhaps banning soft
{23) money, et cetera, et cetera, the criminal law still has an
(24] important role to play here and you may be able to help us
2s]_from the field in doing that.
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(11 prosecution.Those prosecutions are brought, correct?
@ Mr Stern. Well, 1 think that's probably a faig
(3 statement to make. .
)  Senator Specter. Okay. Wefl, had chere-bwen evidence
15) to bring such a prosecution, wouldn't it have been brought?
@  Mr Stern. We did not think that any such charge in
[ this case was appropriate.
s  Senator Specter.Thank you.
9 Senator Cochran. Mr. Chairman, can [ ask another
e} question?
(tty  Chairman Thompson. Certainly, Sertator Cochran.
{21 Senator Cochran. Senator Licberman suggested in a
(13} comment that he made-he said this is not the first time
[14) that an ambassadorship has tried to be bought, or words 1o
{ts) that effect.
(a1 You didn't find any cvidence of the fact that the Dole
(17 campaign was trying to sell an ambassadorship in this case,
j1e) did you?
ey Mr. Stern. No, none, whatsoever.
20} Senator Cochran.That is all.
211 Senator Lieberman. Oh, no. Excuse me, Mr. Chairman.
21 Let me make clear that [ did not mean to impiy that that was
|2} the intention of the Dole campaign at all. I think the
/(2¢] record is very clear here that this was totally in Mr.

|i25)_Fireman's mind, and that js the problem. The more money we

Miller Reporting Company, Inc.

Min-U-Script®

(9) Page 37 - Page 42




Hearing Volume Number 10
July 25, 1997

CAMMLRLCE U ICuale GUVETiliChidd ALy .

Special Investigation - 1996 Campaign Funds

@-

111 have to raise, the more people like this decide they can buy
@ something cven if nobody is selling.
@  Chairman Thompson. All right.
4} Senator Akaka?
15) Senator Akaka. I yield my time, M. Chairman.
8 Chairman Thompson. Senator Durbin?
m Senator Durbin. Thank you, Mr. Chairman. Mr.
@ Chairman, may [ ask a question of you before w¢ proceed so |
@ understand?
rror Chairman Thompson. Yes.
() Senator Durbin. Have we publicly disclosed the names
1121 of all the individuals who were granted immunity the other
13 day, the five-
(t4f  Chairrzan Thompson. No, we did not.
(ts Senator Durbin. We have not disclosed those?
9 Chairman Thompson. No.
171 Senator Durbin. Thank you.
(1% [ would like to ask-thank you, Mr. Stern, for being
18 here. The Chairman described this case in his rernarks as,
@ quote, “fairly typical,” close quote, in terms of
@0 laundering. But I hope it is not fairly typical and [ hope
122 that laundering is an exception rather than a rule,
7% [ would like, if you would, if you could explore your
24 statement, Mr. Stern, about how difficuit these cases are 10

49

29 investigate and prosecute. Wherein lies the difficulty?

S Mr. Stern, Well, first off, I'm not sure in my
iy experience I've found any of these cases typical of

@ anything. | faean, each case sort of stands on its own facts
- and each case has its twists and turns and peculiarities, so
29 I'm not sure there's anything particular about a particular
S case.

tn  You know, as | said before, these are conspiracies,
- typically, and frankly it's not peculiar t0 campaign finance
| >*m violations. It applies to other white collar cases, in

{0 general, intended by design 10 be committed in secret. If
(11 someone goes into a bank and robbed 4 bank, we may not know
(1) who they are, but the crime has been commitied, Iv's there
13 for the public to see. People know about it.
(149  The first task in investigating any kind of case like
(15 this is first determining whether there has been a crime,
(18] and then, of course, you have to find out who, if anyone,
(171 has committed a crime, So they're complicated and they can
18] be resource-intense. This one, as | said, came together
1@ fairly quickly, at Ieast in part because of the cooperation
20) of the defendants. That helps a lot when a defendant is
1] willing to picad guilty, but they can be~they can be
{221 complicated,
20  Senator Durbin. Now, in this case it appears to be
(241 something other than a garden-varicty laundering case where
[25]_some Ametican citizen might, in his exuberance (o support a
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(11 has been broken. I will say this and you can accept it for
@ a fact. Thoseof us who are in the political business don’t
@ have your resources at our disposal. We receive checks with
4] a very scant disclosure of the identity and occupation of
{5} the contributor and we don't even inquire as a matter of
(@) course as to the source of these funds unless there is
m something suspiclous that comes to mind.
# [think it raises questions that maybe Senator
® Licberman alluded to that perhaps the Department of Justice
1o and maybe you personally could be helpful to this Committee
[11) in suggesting ways of amending our disclosure forms that
112 might at least raise some suspicion where it should be
(+3) raised when these contributions are made.And as 2
14 consequence, | hope that this hearing doesn't result just in
{15 investigating, but also in legislating.
(4 1 would like to talk to you a moment about the itnmunity
[t71 question because this is one that we struggle with, and
{18 since you are here today I don’t know if you want to be case
(19 in the role as an expert on the question, but 1 agree with
(207 Senator Lieberman. I think that one of the persons who was
21) immunized by this Committee this week really falls cight
122 into the same category as Carol Nichols did in the Fireman
(23 case,and that is why I didn't join the majority of the
24 Committce on that one particular request for immunity and,
[29_with Senator Akalka and Senator Lieberman, voted against it.
Page 47
i1 1 would like you to just, if you could, give me your
(3 feelings. What would have been the impact in this
@ prosecution if Carol Nichols had received immunity by this
4} Committee prior to any active investigation and prosecution
5 by the U.S. attorney’s office?
@ Mz Stern. I don't have anything to be helpful to the
M Committee with respect to the granting of congressional
@ immunity and what impact that has ont potential future
™ criminal prosecutions. I just-l just haven't faced it in
(1% my private practice of now as U.S. artorney, | can say that
tte] if we had decided to grant Ms. Nichols imununity, then she
[12] would not have been prosecuted, obviously. And, in my
(13 judgment, an individual who had some criminal culpability,
{14) albeit not as serious as Mr. Firernan, would not have been
(t5 prosecuted,
('8  Senator Durbin. That is clear and understood that she
['n may not havelpaid h‘o price mth:: she should have paid for
{t ing. | am i -
(12 mm 1 think -Iptlm-lkm‘8 -1 think Ms. Nichols paid
2% the price that was appropriate in-
@Y  Senator Durbin. No, but | am saying had she been
[z granted immunity.
@9  Mr Stern. I see, yes.
24 Senator Durbin. Now, the point I am trying to get to
(289 _is beyond that, and forget the fact if you can for 2 moment
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(1 candidate, decide to give money to another person to
2 contribute in their name, at least complicated by the fact
13 that we are dealing with 2 Hong Kong trust created by Mr.
4} Fireman-~
{9  Mr. Stern. That's corpect.
1 Senator Durbin. -and transfers of funds from overseas
M to the United States.And that really is what this Grst
[ phase of the hearing is supposed to be all about, the
® involvement of foreign money illegally or improperty into
[10) our process, and that appears to be a very poignant fact in
{14} this case, the way Mr. Fireman set up this elaborate scheme
2 10 bring in $120,000 over 5 years for a variety of
{13 candidates, mainly Republican, but even some Democrats.
(144  What I am driving at is this. We have had
(151 representatives now sit at that table from the Democratic
118 National Committee and yesterday the former chairman of the
(11 Republican National Committee talk about their efforts in
(18} receiving funds to determine whether or not they are legal,
9 and they have many times ed about their abilitics to
20 determine them as to their legality and at other times
(21 apologized because they weren't as good as they should be.
2 The point [ am trying to get to is this. There you sit
23 in a prosecutor's role, with authority, and
f24) you tell us under oath today that many times you

stru with these to determine whethet or not a law
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{1] that you are here before the Senate under oath and talking
1zt about congressional immunity. But in this type of case when
(9 You were trying to construct a prosecution, if you have a
(4] witness like Ms. Nichols who is given immunity in the case,
18] how does that make your life more difficult, or does it make
® it more difficult as prosecutor?
M Mr. Stern. You know, again, [ don't want (o, if I can,
® not refer to Carol Nichols, in particular, and perhaps
@ answer the question more generally. Judgments ars-these
(1o are dicey judgments, critical judgments, very important
jt1] judgments that get made in virtually every case, and you
(12 worry about-I'll be hones: with you-the granc-the
(13 premature granting of immunity before you know the facts,
14 before the full texture and context of the case becomes
1§ important.
$19 A withess comes in and sayy, I'll only talk to you if
(17} You give me immunity. You need to be carcful about that
(18] judgment because, again, I'm not referring, Mr. Chairman, to
{19 congressional immunity and what impact, if any, that has.
201 But a Federal prosecutor, cither by fetter immunity or
(211 court-granted immitnity, essentially gives someone a pass
22 from criminal prosecution.That's a serious decision,
(231 that's a serious judgment.
@4  Senator Durbin. [s the prospect or possibility of
s immunity-I think I know the answer to this, but | am going
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{1 to ask you your opinion-the prospect or possibility of an

@ immunity the type of thing that is ysed by a prosecutor to

{3 encourage active cooperation by a witness?

@  Mr. Stern. it might be.

151 Senator Durbin, That is the point, and | want to say

] in defense of the Commiittee here-and | felt the frustration

M that many members did that the Department of Justice just

(8] didn’t give us enough information when it came to this

8} question, and I won't draw you into this part of it because
110} I know that is where you work.
(111 But [ felt that the Attorney General and the Department
1121 of justice should have shared more information if they felt
(13 that the granting of immunity in these five cases would
(14 compromise a prosecution, and they didn’t do it. And I do
['5) not want 1o gainsay any of my colleagues here who voted for
(1€) immunity. ! thought in this one case where immunity was
(17 granted, there was a virtual parallel to the Carol Nichols
(18] situation and [ doa't think we should have granted immunity
1191 in that case.
20i  But we are going to have to have some information
{21} forthcoming from the Department of Justice if we are going
[22) to be able to work in 2 more cooperative fashion.And [
1231 know they are very reluctant to share some of this
{24) information, 5o it is that tension between the two branches
125, of Government that has been manifest this week in the

&

(1} Senatgs Smith.Thank you, Mr. Chairman. [ just have
] one question. 1 remember the details of this case when it
B came out, Mr. Stern, but refresh my memory on how did the-~
4] what was the genesis of this? How did this come out? |
151 know there was a ncwspaper report. | mean, did one of the
{® straw donots say something, or how did this-
m  Mr Stern. Well, we became aware-1 became aware of it
81 as a result of the Kansas City Star article.
M  Senator Smith. And did it say in there whether one of
{101 those people tatked? | was just curious as fo-
(1]  Mr. Stern. The article itse)f actually has been made
121 an exhibit, um, this morning, and 1 believe that in some
(13 cases some people identify themselves by name to the
[14] reporter,
st Senator Smith.As having given the $1,000 and been
{181 told that they were reimbursed. So that is where-
(im  Mr. Stern. Right, 1 believe that's-
(18] Senator Smith. 50 it came from the employees, then?
(19] Mr. Stern, Well, [-you'd have to ask the reporter
{201 that. The reporter quotes by name certain individuals and
{21) then makes reference to other, um, conduit straw donors who
2] were unnamed.
23 Senator Smith. Maybe some of us who are involved in
124] politics are probably too close to it, but it is incredulous
125]_to me that people would not know that that was wrong, and
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{1} proceedings of this Committee.
@ I think that is all 1 have at this point. Thank you,
3} Mr. Chairman.
) Chairman Thompson. Just a minute or so of my time.
is] Your office apparently was able 10 make a decision within
% about three months not to prosecute these canduits, was it
M not?
{61 Mz Stern.That's correct.
® Chairman Thompson.And, of course, number one, you
16 can't speak of the individual case, as you have said. And,
(11 sccondly, every case is different and it is really fruitless
(*a to be trying to draw too many immunity-type parallel and
(+3) identify one factual situation to another, ] supposc. But
[t} as a gencral proposition, is it not true that you weigh the
[15) forgoing of prosecution, on the one hand, with what that
{16] witness can give you in terms of assistance and help and
"7 testimony on the othet hand?
18} Mr. Stern. That's~that’s part of the calculus, you
119 know, but thete are certainly situations where if you want
207 the witness to be helpful and to testify truthfully down the
1211 road before a jury, the jury may not like-if a person has
122 serious criminal culpability, a jury may not like the fact
(23] that immuaity has been granted and may find the witness’
124} testimony more credible if, in addition to testifying, the
{251 person is testifying having themselves been brought 10
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{1} yet they did talk to the media afterwards. But it just
[@ seems incredible that that many people would do something
37 like that and not know that it was wrong, cither Mr. Fireman
1 himself or the employees. It is so obvious. | mean, maybe
15} it is too obvious because we are close to it.
1 Mr. Stern. Well, you know; Mr. Fireman pled guilty to
M knowing it was illegal. That was part-
®  Senator Smith. Yes.
™ Mr. Stern. -part and parcel of his guilty plea, as
(1o well as Ms. Nichols was, that they knowingly and
(1] intentionaily violated Federal criminal law: So, that much
112 is the case.And, you know, at the time of the-when we
(13 announced the information and the, uh-and the plea
(14] agreements, I think [ said in response to probably a
(15) reporter’s question that [ thought it was troubling, in
18 part, that this took place in the workplace, that individual
(171 employees were cssentiaily brought in. And, you know, |
118} don't think it takes too much of i ination to conceive of
19 the coercive effect on its face of people being brought into
2 your employer's office and being asked to do this.
R1]  Senator Smith. Let me add to the comments that have
22 aiready been made to congratulate you on the-
23  Mr. Stern.Thank you, Senator.
4 Senator Smith. on the timely and prompt way that you
2% _handled the case.
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i1} justice, so to speak.
@ So,again, there are a variety of-of-of situations,
» but there gt titnes when, um, you know, we will insist, yes,
@} we'll-we wan't prosecute you for certain things or we'll
(5] give you “Xx" sentence, but when you're before the jury, we
81 want the jury to know that you also commilted a crime and
M that-and that you're paying for it
1  Chairman Thompson. Right, but in dhese cases, these 70
@ conduits, you were able to decide within 3 months-
(1o  Mr. Stern. That's-that's correct.
{11} Chairman Thompson. -that they did not deserve
[12) prosecution.
{133  Mr. Stern. That's-that's absolutely-that’s correct.
tt41 Chairman Thompson. Even though apparently one of them
{18} is quoted here saying, "Of course, ] knew it was illegal.
(18] You don't see that much cash.”
tun [ don’t want to belabor the point. The prosecuting
118) authority, whether it be the Attorney General or as in most
9 situations like this an independent counsel, has their job
2] to do, and we have our job to do and we should not make our
211 decision based upon t the Attorney General's job is any
27 more than they should base their decision based upon what
[23) our job is. So we will continue to weigh these cases on an
124) individual basis, | assume.
25 _ Senator Smith?
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(1 Thank you, Mr. Chairman.
12 Chairman Thompson. Senator Glenn?
ta Senator Glenn. Thank you, Mr. Chairman. A couple
@ things I wanted to point here that I think are pertinent.
15} The successful prosecution did not result from politicians
(61 accusing each other or political pressures being brought, as
m 1 understand it, or it wasn't from what we in the trade call
I8 opposition research, which means you are watching like a
@ hawk the other person’s campaign to see whether there was
{1e] wrongdoing or wrong filings. Or you go over the other
(t1] person’s donor list to sce where the money was coming from.
(13 As ! understand it from you said, this was discovered
(131 because an entefprising teporter was covering this and got
[14] into some of this and published it in the Kansas City Star.
(15} Was that correct?
('®  Mr Stern. That's-that’s correct.
117 Senator Glenn. Weli, I think it points out the
(18 importance of the rofe of the press in things like this and
(19 that we don't op¢rate in a vacuum in this country. [t has
0] been called the fourth estate, and [ guess it probably is.
[2) But 1 think it points up, too, how hidden this can be and
=2 how insidious the whole process can be, because here we had
{231 things that were absolutcly illegal being done, but none of
[29) the four campaigns that you mentioned in your statement-

(251_none of the four campaigns that were involved with this knew
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#1) the first thing about it.

2  Mr Stern.That's correct.

13} Senator Glenn.And so they were completely innocent of

{4} any-and it was bipartisan.

5 Mr. Stern. Well, [ should say more accurately we-we-

@ we discovered no cvidence that they did.

M  Senator Glenn. Yes, okay, right, which could lead to 2

m whofe line of questioning that [ won't go down at the

™ moment.
(10 Mr. Stern. Well, it’s the kind of answer you'll get
fr1f from & prosecutor, uh.
(12  Senator Glenn.Yes. Well, no, all right. That is
{13} fair enough. 1 am just pointing out how insidious this is
14} in our whole system. | might add one other item to this,
(5} too.You have prosecuted both Democraty and Republicans.
(16} One of the prominent examples was one of my close fricnds
1171 and a friend of many of us here, Senator Paul Tsongas, when
g8 his fund-raising chief, I belicve, was prosecuted.
(%  And Paul Tsongas, who was as fine 2 man as has ever
% come 1o Washington, in my opinion, had no knowiedge of that,
{21 and that fits in with the points about these other four
§g campaigns. So when these have been alluded to, there was no
12§ intention here whatsoever to point across party lines and
f24] say tha one party does it and the other doesn't.
p8___The important thing here is that under existing law,

) automaﬁcau‘:kay if we just enforce them-I think we have
@ to evalyatc¥hat after all the testimony of the next six
© months or 3o comes out and see what kind of campaign finance
4 reform we need.
5] A number of us have strongly backed the campaign
(@ finance reform proposed by Senator McCain and Senator
( Feingold, and I ani hoping we can have a vote on that one of
{81 these days. | think that is 2 start. It is just a start,
m I think we need to go far beyond what is provided there. So
{103 I think these are all things that you are adding to our
{11} background of information on. We appreciate very much you
12 being here this morning.
13 1 will yield the rest of my time to Senator Akaka. |
114) think he had a question he wanted to ask.
(5 Senator Akakz. Thank you very much. ! have a remark
{16] to make and a question to Mr. Stern.
un  Thank you for being here. After hearing Senator
(18 Durbin, [ want to say that [ agree with him that there are
(19 similarities between the level of involvement of Carol
=0 Nichols and a¢ least one of the individuals for whom the
Ry Committee granted immunity this week.
Ba My question to you, Mr. Stern, is-you stated that the
@3 Department of Justice does not prosecute mere conduits, and
@4} mmy question 1o you is: What factors brought Carol Nichols
(28] to prosccution?
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;{1 thiy is itfegal, and so 4 lot of people are going 1o say,

" @ well, if we just enforce the law, then that takes care; we

M don't need any camapaign finance reform. What { hope we are
14 adding to by you being here and by pointing out what

:® happened in this case that has been successfully prosecuted

"R is the fact that here we had forcign money coming in. We

_[1 had third-party transfers of money, which are two of the
M arcas that | have continually stressed we should be dealing
#: @) with, in addition to ax-exempt misuse and soft money
* [ioy misuse, as the four points that 1 hope we are able to get

{11] into over the course of the next few months.

(12  And here in this one case, we had two of those

13 elements-foreign money and third-party transfers, and

(14) contributions disguised so that igns filed further

{15} false reports with the FEC unknowingly. Is this analogous
(18 to the Buddhist temple situation? [ don’t know, but we are
(7 sure going to find out. And is it analogous in that did the
(18] campaigns know about this? I don't know, but we are going
14 to find out.And I don't know whether they will wind up as
20y similar cases or not. [ have no idea at this point.
2y But to come back to my first point, [ think, obviously,
22 we have to deal with illegalities, but if we are not to
231 correct the systero that breeds those illegalities by looking
124 into these four aneas of tax- ts and soft money and
[2s)_foreign money and third-party transfers, then we will not
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t3  Mr Stern. I'm sorry. 1 missed the beginning.

@ Senator Akaka What factors brought Carol Nichols to

@3 prosecution?

(4]  Mr. Stern. Well, she was an active, [ would say

| indispensabie part of the conspiracy. She was the one who

® in some cases withdrew money from the Boston bank in cash
M and handed out cash payments, essentiaily reimbursement to
(8] those people who were straw donors. So she wasn't herself-
™ and maybe-l can't even remember, Senator, whether she may
1oy have served at least in one of tWo instances as a straw
{11) herself, but that's part of the example. She may have been
(12 a straw with respect to perhaps one $1,000 payment, as well
(13 as perhaps s of her family. But her criminal
{t4] culpability, in our judgment-and she pled guilty to it~
11s) extended well beyond that.
[x8  Senator Akaka Thank you, Mr. Chairman.

(11 Chairman Thompson. Thank you very much.

(181 Just one brief comment. | think the point is well made

(19 that these things are hard to catch up with.There is

o] probably not an here that hasn't inadvertently taken an
[21) improper donation of some kind. But I think that what has
tza changed now is this whole soft money situation. It is one
29 thing to try to caich a $1,000 donation, but it something

{24] else again when you are dealing with $100,000 or $200,000,
{25]_and you are dealing with an individual who has already
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(1f have done auyr jobr.
@ Andldon’t know the answer to this. What is needed?
B What needs to be changed? Do we need tougher penalties? 1
14 don’t know. Would that stop anything of are our laws
15} adequate? Do we need change in reporting at cither the
(6 local level or the campaign level, or do we need somebody
(M monitoring campaigns closer from outside the campaigns as
i they are in progress (o &y and farret out some of these
@ things? Or do we need the internal reporting of campaigns
(0] more available to the press? That is a big one to take on
{11} around here, ] will tell you that.
112 Do we need changes in FEC procedures or changes in what
13 avall;hug.ilﬁty th:l: mi;hl:;ofbmkaccounummonim
114} political contributions expenditures, moter:romng
(15 carlier on? I don't know. These are all things that
18 think we should be thinking about and that | hope we are
17 building an information base on through this year (o maybe
(18] take some action on in real, meaningful campaign finance
e ref?matmmoi:mym for ee
20 just think important thing for us to keep
12y in the background of our minds here, o the back of our

=22 minds.And what it is is a general political problem, and {
231 am not trying 10 say just docs it,butitisa
=24 generﬂpoﬁﬁalpml’:lmmﬂnuﬂwk spectrum of

=s1_things. And just to say that existing laws are
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1 proven themselves to be untrustworthy. And that is what we
@ are dealing with in this investigation.
@  Soldon't think we can just say that these things are
{4 tough to catch up with and we can't follow them. I think
{8 that used to be the case more than it is now, but with these
@ tremendously large sums of money coming in in the soft moncy
{7 situation to both parties, then I think it is incumbent on
®m us to be even more careful.
™  Senator Bennett?
100 Senator Bennett. Thank you, Mr. Chairman. 1 don't
{111 want to prolong this because [ think this one has been
(17 examined about as much as it needs to be. But [ can't help
(13 but reflect the comment that Senator Glean. He said this
(14} was not turned up as a result of opposition sesearch. It
(1§} was an en rising 4
(e Just forﬁ:;’historic iosity, [ would like to know
(1n why an enterprising report from the Kansas City Star is the
118 one who uncovered activity in the State of Massachusetts.
9 Andiamnota comilncy theorist.
1200 Senator Glenn. Ask the U.S.artorney, not me.
{211 Senator Bennett, You don’t~
22 Mr. Stern. I don’t know. [ can-you know, it may be
23 that-you know, the article quotes, in some cases by name
¢ and in some cases not by mm::rgeolgle you know, sttaw

25_donors. | can’t speculate as to why those donots might have
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{1} kniocked on the door, if that's what they did, of a reporter
121 for the Kansas City Star rather than the Boston Globe or the
13| Boston Herald. It's probably a question that the local
4] reporters have asked themselves more often than F've asked
155 myself.
i Senator Bennett. If 1 were John Grisham or some other
M novelist, [ could draw a circumstance where someone in a
(8j campaign in Massachusetts becomes aware of the fact that
(% this activity is going on, becomes fearful that if it is
{19 exposed in Massachusetts, his campaign might be subject to
{11 seme unfavorable publicity, discavers that Senator Dole is 2
1171 beneficiary as well of this illegal activity, and says, you
113] know, it would really help a whole lot if this were
[t4] uncovered in Kansas, where Senator Dole is from, instead of
(ts) Massachusetts, where [ am from, and [ will see to it that
e somehow somebody gets tipped off.
11n  The budding novelists-
(18] Mr. Sternt. You are out of my league, Senator. |
(t9; can't-1 have no experience with that.
0]  Senator Bennett. The budding novelists in the crowd
121) are free to use that without attribution.
@a  Thank you, Mr. Chairman.
231 Chairman Thompson. Senator Collins?
24 Senator Collins. Thank you, Mr. Chairman.
1251 Mr. Stern, | first want to congratulate you on your
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{t] successful and expeditious prosecution in this case. ] also
(21 want to tell you that it is very refreshing but,
) unfortunately, surprising for us to have someone from the
1) Department of Justice come before us and actually be willing
15) 10 share some information.
(@  While much of what you have to say has been widely
7 reported, it is such a novel experience for this Commitiee
1 that [ think it was probably worth the minority having you
[ miss a day or part of a day of work and spend taxpayers'
10) dollars to fly you down here to be with us.
(111 1 do want to ask you one question, and I would like to
vy have Exhibit 400 put on the monitor, if I could, and
(13 provided to Mr, Stern if he doesn't have it.
4] Mr. Stern. [ have it.
1s) Senator Collins. You do have it.
(161 I want to direct your attention to the second
{171 paragraph, the last sentence. It says that Fireman
118y established Rickwoed, Lid., in 1987 or 1988 in Hong Kong as
{19 a mecans to purchase real estate in Florida which would not
(201 be discovered by his first wife. In other words, he set it
21 up in Hong Kong to conceal financial transactions from his
122 first wife.
23 Is that your understanding as well?
{24} Mr. Stern. Senator, I'm just going to, with your
{25]_permission, read just from the charge, because [ think the
Page

63
I charge was that he-that it was established in~in 1985.
@  Secnator Collins. 1985.
{3 Mr. Stern. In 1985.
(4 Senator Collins. Yes, but the purpose~
8] Mr. Stern. The ?urposc was to make certain
1% expenditures for the benefit of Simon C. Fireman that Simon
m C. Fireman wished to conceal. And for me 1o go beyond that
1 and respond directly to your guestion would-I'd be relying
) upon information that I only know by vittue of the grand
{10} jury, and I don't think I should do that.
(111 Senator Collins. 1 will not ask you to do that.1
(12 will point out that in the staff interview of Carol Nichols
{131 that that is the information uncovered. 5o it tells me that
(#] this was set up to-that Mr. Fireman set this up cssentially
5) to cheat his wife rather than to cheat his Government.
rel  Thank you, Mr. Chairman.
(17 Chairman Thompson. Anything further?
(18] Scnator Liecberman. Mr. Chairman?
[19] Chairman Thompson. Yes, Senator Licbefman?
(201 Senator Licberman. Weil, Mr. Chairman, I just want to
(@1 leave my friend and colleague, Senator Cellins, with some
(22 optimism, which is that [ am confident that when the Public
{23 Integrity Section of the justice Deparument successfully
124] completes its prosecution of the people that they are

[25_investigating now, as Mr. Stern has in this case, that they

11 will cgme before this or some other congressional committee
@ and téstify with equal completeness.

@  Thank you.

) Chairman Thompson. Anything further?

51 [No response.]

{8 Chairman Thompson. Mr. Stern, thank you for being with

M us very much.

i  Mr, Stern. Thank you, Mr. Chairman.

[ Chairman Thompson. You are excused.
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1] Chairman Thompson. We are going to have a vote
2 momentarily, [ believe, but shall we swear the next witness
M in? .
4  Senator Glenn. Yes. .
(5| Chairman Thompson. Mr. Richards, how are you? Would
(8] you raise your right hand, please? Do you solemnly swear
17} that the testimony you are about to give will be the truth,
# the whole cuth, and nothing but the truth, so help you God?
®  Mr Richards. ] do.
{19] Chairman Thompson. Thank you much.
{11) 1think rather than get started we would best just
(+2) break now, anticipating a vote momentarily, and we will
[13) resume as soon as we return. [t shouldn't be long, so let's
{14} stay close by.
{151 [Recess.]
161 Chairman Thompson. Let's come back to order.
('n All right, sir. Mr. Richards, you have been sworn in.
(18] Do you have a statement to make?

Pgge 55
(1  TESTIMONY OF RICHARD RICHARDS, PRESIDENT, YOUNG
@ BROTHERS DEVELOPMENT (USA), AND FORMER CHAIRMAN,
i REPUBLICAN NATIONAL COMMITTEE
{4} Mr. Richards. No, sir. [ read the opening statement
(5] of Mr. Benton Becker, and that pretty well expresses what 1
(8 would say. So [ won’t bother with that, and I'm simply
M prepared to respond to questions.
(@  Chairman Thompson.All right. [ will reserve my time,
® Senator Glenn, and call upon you. T
por  Senator Glenn. Mr. Chairman, let me just express our
[11) appreciation. I know Mr. Becker was on a beat in Alaska on
(121 a litte vacation, and-1 mean Mr. Richards. [ am very
(13 sorry.We had to get him off 2 boat and bring him back
(14 here, and we appreciate his coming back very, very much.
o5} ichards. Does that mean the Committee owes me
116] another trip to Alaska?
pn  Senator Glenn. The Committee owes you something. [ am
(8] not sure I could promise a trip to Alaska. But thank you
(19 for being here.
o1 [ will tuen it over to Mr. Baron.
{21] Mr. Baron. Thank you, Senator Glenn.
22 Well, it just noon. [ will say good morning, Mr.
23 Richard. Thank you for being here.
24)  Mr. Richards, I would like very briefly to run through

(25]_your background. As [ understand i2, you are an aftorney
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11} presently engaged in private practice?
@  Mr Richards. Yes, sir.
@1 Mr. Baron. And you served as an employee of the
1 Republican National Committee from 1965 through 1968;2am |
5} correct?
@  Mr Richards. That's correct.
1 Mr. Baron.And in 1975 and 1976, you were a member of
®) the R?IC by virtue of being chairman of the Utah Republican
™ Partyi
(' Mr Richards.That's correct.
111 Mr. Baron. [s that where you reside, in Utah?
{t2 Mr. Richards. Yes.
(131 Mr. Baron.And from January 1981 through January 1983,
(14 you were actually chairman of the RNC?
8  Mr. Richards. That's correct.
(16} Mr. Baron.And you now conduct your law practice out
pn of Ogden, Utah, and that is where you live?
{18  Mr. Richards, Yes, sir. Incidentally, I was also a
11 member of the Republican National Committee for the years
120 1965, °66, ‘67, and '68 by virtue of my chairmanship of the
&1 Republican Party in Utah. 1 served as party chairman for 6
22 years, and that put me on the National Committee. So
7% together with the time that [ worked for the National
&) Comymittee and my own tenure as chairman, I had 10 years at
@8 the National Committee.
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(1] Mr. Richards. | responded that | would certainly be

(@ glad to heaffhny of the details of his proposal and mect

M with him or someone of his choosing, get further

) information, and the | would look at the possibility of

81 reviewing that with Mr. Young.

%  Mr Baren. Let me-you have your deposition transcript

[ in front of you, do you not?

#  Mr Richards. Yes.

% Mr. Baron. Let me direct your attention to your
{10} testimony beginning at fine 25 on page 19 and then carrying
(1] over onto page 20.And you are responding 10 my question,
(13 in which I was asking you then to describe the conversation.
(13  Here is your answer, and I'm quoting: "Here, again, it
{*4 would be in July, August, September, sometime in that
115 period, [ received a telephone call from Haley Barbour to my
{18 office in Ogden, Utah. Chairman Barbour identified himself
{17 and said, we have taken some political surveys, public
(1) opinion polls and it appears that we have an oppottunity to
(1% pick up as many as 60 scats in the House of Representatives
{2 that we did not anticipate months back. We need money to do
(21} that. And we find ourselves in the position where we at the
{221 RNC have loaned the National Policy Forum $3 million of hard
{23 moncy that we could use in those campaigns; but if we pull
(24) that money away from the Policy Forum, they won't be able to
125]_pay their overhead and other things and, therefore, we need
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*{t  Mr. Baron.And, also, at some point, and particularly
I°¢y in 1991 to the present, you have served as an officer of
®m Young Beothers Development (USA); am I correct?
.. Mg Richards.That's correct.
=15 Mr. Baron. Olay. Do you recall, sir, that in June-
L. m actually, specifically on June 10th of this year-your
{ deposition was taken?
:+4m  Mr. Richards.Yes, sir.
=-fa Mr. Baron. And both majority and minority counsel were
{j19 present, and you were under oath; correct?
1111 Mr Richards. That's correct.
(131 Mr. Baron. Do you have a copy of that?
v Mr. Richards.Yes, 1 do.
{14) Mr. Baron. All right. First, let me ditect your
{t5] attention to page 19 of your deposition. Do you see that?
(15,  Mr. Richards. Yes.
11 Mr. Baron.And beginning at line 22-do you sce thae?
{19 Mr. Richards. Yes.
19} Mr. Baron. Okay. You were being asked about a
201 telephone conversation that you had with Mr. Haley Barbour
1] in the-I guess it would be the summer of 1994. Do you
2 recall thag?
@2  Mr Richards. Yes, 1 do.
[24) Mr. Baron. Could you relate for us the content of that
[25] telephone conversation with My, Barbour in the summer of
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[1 to borrow money fot the forum so that we can free up our
2 hard doliars. We need to put some soft dollars in the Forum
3 so we can free up hard dollars.”
#1  §read that accurately, I take it?
151 Mr. Richards, Yes, sir, and that-
[s) Mr. Baron. Is that your accurate~your recollection of
M the content of that telephone conversation?
1 Mt Richards That is as close to verbatim as | can
M recall.
itq  Mr. Baron, Now, subsequent to that telephone
[f1} conversation, which you put in the summer of 1994, 1 think
17 the evidence is clear that the loan which ultimately was
(13 guaranteed through YBD (USA) wasconsummated on October 13,
(141 1994. My question is: Between the time of this
1’5 conversation and the time-October 13 when the loan was
(18 consummated, did you have any discussions with Mr. Barbour
{t71 as to the source of the money that would be used to
'8 collateralize what ultimately was a loan guarantee?
ve  Mr. Richards. [ don’t think we had a discussion as to
207 the source of the funds until Mr, Young agreed to do it, and
(21] at that time [ told him how the transaction would be
2 handied.
@3  Mr Baron. Mr.Young agreed to do it, that is, to
(4] guarantee the loan?
(251 Mr. Richards. Yes.
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ty 19947
@  Mr Richards. Olay I'm not certain, Mr. Baron,
31 whether I knew in advance that Chairman Barbour was going to
{41 call me. 1 might have been advised of that fact by Fred
51 Volcansek, or it might have been a cold call. I'm not
1% certain.
™  But,anyway, Chairman Barbour spoke to me on the phone
@ and told me that he felt like the Republican Party had an
™ opportunity to gain control of the Housc of Representatives
(10} for the first time in decades, and public opinion surveys
{111 showed him that that was a realistic goal. Frankly, [ never
{12) thought I would see the time in my lifetime that Republicans
1131 won the House majority. But he toid me that was the case
{14} and said: We have a problem; we at the National Committee
{15 have loaned the forum $3 million, $3.3 million, some amount
{16} in excess of $3 million, of money that we can use in the
1171 campaign, but we have got a problem; we need to be able to
(1o take it out of the forum for our purposes, and we can’t take
{1ef it out unless we replace it with something because the forum
1201 has overhead and other eXpenses.And [ understand you
21} represent a well-to-do Chinese fellow in Hong Xong who has
122 &reviouslybema iary to the Republican Party.
{23 ‘Would you be willing to talk to him about loaning us $3
{24; million for that purposc?
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(11 Mr. Baron.And you say you told him. Who is "him"?

@1 Mr. Richards. I told Haley.

@ Mr. Baron.And can you recount that conversation?

4 Mr. Richards. Let me clarify something here. When |

(5! discussed with Chairman Barbour the loan, it wastobea

(@ loan, and | always characterized it as 2 loan. However, at

71 some later time it became a 1oan guarantce. So as | talkk

™ about the loan, that was the designation of the transaction

@ prior to the actaal funding of the money. )
(4 But after Mr. Young agreed to be helpful-and he did
(1] not agree to the $3.3 million but agreed to $2.1 million-1
112 notified Chairman Barbour that Mr. Young had agreed to it.
1 Mr. Young's son, Stephen Young, also came to the United
[*4) States and was present at an activity and told Chairman
{15 Barbour that Mr. Young had agreed 10 it.
) At that time [ told him that the transaction would be
v handled through Young Brothers (USA), which was 2
(18] corporation organized in the State of Florida; [ was the
(@ chawrman of the corporation; Mr. Benton Becker was the
201 secretary-treasurer, and he was also our legal counsel; and
[27 that the transaction would be handled by Mr. Becker, that he
22 would first have to do his due diligence. He would have to
231 make sure that the Joan was legal and ethical and do all of
@24} the preliminary work so that we could assure Mr. Young of

125 two things: number one, that it was a legal transaction,

{25___Mr. Baron And what was your response?
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{11 and, two, he was secure and would not lose his funds.
21 Mr. Baron. Did you advise Mr. Barbour at this time in
@1 the course of describing the transaction where the ultimate
(41 source of the money would come from that would be posted as
151 collateral with the bank?
®  Mr. Richards. Well, the only thing I told him is the
M money Would be transferred from Young Brothers (Hong Kong)
18 to Young Brathers (USA) for that purpose.
@  Mr. Baron.This was after Mr. Young had agreed that he
(ta] would support what was being asked of him, at least to the
[ tune of $2.1 million; correct?
(121 Mr. Richards. That's correct.
3 Mr. Baron. And this is in 1994, prior o the
{r4) consummation of all the paperwoark it would take to carry out
115 the loan arrangement?
11g)  Mr. Richards. That is correct.
11 Mr. Baron. Now, at that time-there has been testimony
(17 from Mr. Barbour to the cffect that sometime prior to the
19 consummation of the loan arrangement, he was advised, [
120) believe he sajd from Steve Young, Mr. Ambrous Young's son,
1] that.a forgiveness or cither all or part of the foan was
(271 contemplated at some point.
2y  Let me first ask you this: Did you ever hear of that
24} based on-you know, in your relationship with Mr. Steve
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{1} Party, and that he would give some thought to how he might
3 be helpful to the party, but he could not forgive the loan.
B  Mr Baron. Mr. Richards, let me direct your attention
4 to a letter that you sent to Mr. Haley Barbour on September
151 17th.Your letter is dated September 17, 1996. [ believe
181 it is Exhibit 349. Do you have that in front of you?
7 Mr Richards. Yes, sir.
i Mr. Baron. On the first page, the paragraph beginning,
5t “Just prior...” do you see that?
foy  Mr. Richards. Yes.
(v Mr. Baron. Is it fair to say that the Ietter was your
(17 effort to recount the history of the transaction to Mr.
[*3 Barbour as you understood it?
(14  Mr Richards. Yes, sir. That was the purposc of the
(19 letter.
[16f  Mr. Baron. Okay. Let me read into the record that
117, paragraph I just alluded to. “Just prior to the elections
(18} of 1994, 1 was asked by Fred Volcansek to help facilitate a
19 loan in excess of $2 million to assist you™in this
(20 instance, you're writing to Mr. Barbour; correct?
2}  Mr. Richards. Yes.
22 Mr. Baron.”...to assist you in replacing hard money
{23 at the forum with soft money so that the hard dollars could
124 be used to help pick up 60 targeted House seats.”
@s) Am I correct that that statement relates back to and

[@sl_Young, with Mr. Ambrous Young? Was that ever brought to
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{1j Your attention at that time?
21 Mc Richards. No. No, it was not.
t3) Mr. Baron. [ also want to go back for a moment. Am I
4] correct that Young Brothers (USA), while it was an existing
ts] legal entity incorporated in Florida, 10 your knowledge, did
18 it have major assels of major reveniues at this time?
M  Mr. Richards. At that time we had onfy one asset. It
81 was a condominium in Georgetown Park.
[  Mr. Baron. Was it owned by YBD (USA)?
[19) Mr. Richards. [ don't know if-I presume it was. I'm
(1] not certzin, but I presume it was.
ra  Mr Baron. Okay. How about its revenues in a year, if
{13) you can approxXimate?
{t44  Mr. Richards. There were no tevenues with the
(151 exception of the rent from the unit, and-however, at one
118 time, during the conversations a few years earlier with Mr.
1!71 Courtelis, $2 or $2.5 million was transferred to that
119 account to make a2 down payment on a strip mall someplace in
119 Florida. But Mr. Young backed away from the transaction,
201 and the monies were returned (o Hong Kong.
29 Mr. Baron, [ think the evidence earlier is that chat
22 wasin 1991.
23  Mr. Richards. Yes, sir.
24} Mr. Baron. Now, you've said that you were not aware of
1251 any conversations concerning possible forgiveness of this
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i1 refers 1o the conversation you had with Mr. Barbour sometime
[ in the summer of 1994?

@™  Mr Richards. Yes. What [ indicated earlier, Mr.
[ Baron, is I'm not certain that Haley called me fitst or
5] Volcansek called me first. If ¥ had to guess, 1 would guess
@1 that Mr. Valcansek called me first because he obviously is
(1 the one that told Mr. Barbour about my client. I had not
® had a discussion with him, and [ would surmise that Mr.
™ Volcansek caifed me and told me that Haley would in turn be

{19 in touch with me. But that's-I'm not positive about that,

{11} but that's my best guess.

12 Mr. Baron. [ underseand that.

1133 Could you look at Exhibit 350, please? And could we

114) put Slide 350A up, however that is done?

(18 Mr. Richards. Yes.

11q) Mr. Baron. Do you see that? In the first sentence of *

(11 your letter-this is a letter dated October 16, 1996, from

(18] you to Mr. Barbour; is that correct?

%1 Mr. Richards. That's correct.

201 Mr. Baron. In the first sentence of it, you say, T am

{21} a lirtle surprise”~I think you left a "d" off-"and

(21 somewhat disappointed that you haven't seen fit to respond

23 to my letter of Septemaber 17, 1996." That was 349?

(24}  Mr. Richards.Yes.

[@5]_Mr. Baron. Okay.And have you ever gotten a response
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(11 loan around the time or prior to the time that it was made.
@ Did there come a time when you first were advised that some
3 effort was made to get Mr. Young to forgive all or part of
14} the loan arrangement subsequent to when the loan arrangement
15! had been consummated?
®  Mr. Richards.Yes. I received a telephone call from
M Mr. Fred Volcansek-I don't recall the date-and he told me
® that Chairman Barbour was going to Hong Kong, he was going
@ to visit with Mr.Young, and at that time he was going to
(101 ask Mr. Young 1o forgive the lpan.
{111 1told him, Don't do that, that would be offensive to
(121 the Chair-to Mr. Young and, frankly, I'm offended by it
{13 myself. You haven't even made any payments on it yet.
(14)  Mr. Baron. Do you know whether Mr. Barbour
(15] nevertheless went to Hong Kong to meet with Mr. Young and
116) whether that topic was-arose?
(1N Mr. Richards. Yes. I calied Mr. Young o give him a
(18] heads-up that this may occuf, and he called e after he met
(19 with Chairman Barbour and told me that Chairman Barbour had
20 indeed asked him to forgive the loan.
[21 Mg Baron. Do you recall his reaction to the fact that
29 he had been asked?
{231 Mr. Richards, He 10ld me that he couldn’t do that. He
124 told me that he explained to Mr. Barbour that he couldn't do

(5] that, and-but he wanted to be helpful to the Republican

Page 78

1 to that letter?

@  Mr Richards. No.

[3) Mr. Baron. Did you ever get a response to this letter,

[4j that is, the one of October 16th?

[  Mr. Richards. No. Mr. Baron, let me cxplain z litde

18 bit what preceded this letter to Chairman Barbour.

Mr Baron. Please.

& Mr. Richards. You'll note that this is after the 1994

® election, the election for which we provided the funds. [
119y had heard that Chairman Barbour had told someone that he was
{11) not going (o repay the loan, that 1 had told him he didn’t
{'2) have to pay the loan, and [ wanted to correct that. And
[+ that was the purpose of the 17th letter to recapitulate the
(1ef entire transaction. And | tried to call Chairtman Barbour
[t5; and was able to get a hold of him on one occasion, and he
(16} said to me, Dick, [ am not going to pay a soft meney loan
n7 with hard money.And I said, Mr. Chairman, I don't care
[t what you pay it with, we simply want you to pay the {oan.
(194  And then | heard-and T don't recall the source of it,
[0} but abviocusly it came from someone at the forum-that
1) Chairman Barbour had indicated to him that I said go ahead
22 and default, we won't do anything about it. And I wanted to
[23 make sure that that was not the case.
¢ And then Chairman Barbour had previously written a

[2s]_letter to Mr. Benton Becker and said in the event the loan
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{1] is not repaid by the forum, I will go before the Republican
2 National Committee budget committee and get permission to
3 borrow the money to pay the loan so it'll be paid off before
@ [ leave my chairmanship.
st And by this time, I had found out that he did not go
o1 before the budget committee and somcone else went before the
M budget committee, and they tabled the concept. And so now
{8 it appeared that the loan was not going to be repaid, and 1
™ was quite disappointed in that,
(10 Frankly, it's my opinion that Mr. Young would not have
{111 made this loan had I not personally told him, Look, the
{*21 National Committee is a reliable committee, I've had 10
13 years dealing with them, I've never known them to default,
4] Chairman Barbour’s an honorable guy, he’s given us his word
5] that the moncy would be repaid, you have no risk. You know.
N8 And now I'm sceing that we do have a risk, and | was~1 was
171 Quite concerned about it
@8}  Mr Baron.That was the prelude to the September and
fss October letters, I take it?
P  Mr. Richards. Yes. And, frankly, I was reading in the
[24] press about Chairman Barbour and Senator Dole criticizing
22 the Democrats for their Indonesia money, and | wrote to him,
2% as you see here, "l believe it's significant that Bob Dole
(24) and the Republican Party are now challenging contributions
[26)_made to the Clinton campaign by Indonesian citizens through
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(11 Ambrous Young? [ said, what was that for? Weil, that was

@) for some pAor and [ guess they are referring to these

@ comtributions, and [ said, well, hell, if they are going to

{4 pay that, why don't they pay back the rest.”

(8 Question: "Is it your view they should pay back that

{6 other money?” .

@  Answer: "It is my view that they shouldn't have paid

(8 back the 120,000."

®  Question: "Why is that?”
(10}  Answer: "Because it was a perfectly legitimate gift to
111) the state of Florida and to the State Election Fund
121 Committee, nonfederal campaign committee. They can take any
(131 kind of money.”
(t4)  Question: “Then why did you make the statement
115} apparently you did make, they ought to pay back the rest™-[
{18 think it's supposed to be "of*="the $500,000?"
pn Answer: “They owe us this. [ mean there is nothing
118 wrong with this. There is nothing wrong with us if we gave
(19} them a gift. That's the peculiar thing. I think legally we
(20) had a right to give them a gift. Legally we had a right to
(21} make them a loan. There is absolutely nothing illegal about
22 this transaction, but if they think there is something wrong
(23] with the note and they are going to give back the money, the
(24 only thing wrong with this one is they stiffed us."
s} Mr. Becker interjects: "What is this one and that
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{1} an American contact. Obviously there are some differences
- ft) berween that situation and ours. However, | think we stand
1 the same risk of some very adverse gublicity if the loan
. 4] were forgiven and it therefore became a gift. This is
15 something you ought to consider.” And he did not respond to
=ty that.
M Mr. Baron. Mr. Richards, some time ago you were quoted
_ 1 in the newspaper-well, let me back up. Ultimately the
M matter was settled, was it not?
‘o Mnr. Richards. Yes, but-some hard feelings, but it was
(1 settled.
(173 Mr. Baron.And | believe the cvidence is that Young
113y Brothers (USA) received a check in the amount of
{14] approxitnately $750,000. I could be off by a little bit, but
115} that's about right?
{'¢§  Mr Richards. Yes, The balance on the loan was
{11 roughly a miflion and a half, and it was sort of divided
18} down the middie.
1's  Mr. Baron. Right. You were quoted in, | believe, the
{201 Boston press, after the story broke, that in your opinion
21} the RNC should give-at that point, I believe you used the
(22 number $500,000, but I think you were referring to the
=3 amount of money that Young Brothers had lost, that it ought
{24) to be given back Do you recall that?
@S] Mr. Richards. Yes.
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1] one?”

@ Question: "By ‘this one, | take it you meant the 500,

A i.e., 700,000, the money Young Brothers was out?”

@  Answer: "The one that is the subject of this dispute.

15} The reason they ought to give this back is because they

(61 promised they would.”

M M. Becker: "Who is ‘they’ we are talking about?”

™  Your next statement: “Haley. The chairman promised

™ this money would be repaid. If they want to be honorable,
pop pay it
1) Now, did I read that accuratety?
121 Mr. Richards. Yes.
{19 Mr. Baron. Is that still-
{14] Mr. Richards. But I think, Mr. Baron, some members of
{t5) the Committee are going to be confused about the $120,000
(t6] that happened before. This was a-~this was a contribution
[17 to the Team 100 solicited from Mr. Young by Mr. Alec
e Courtelis clear back in 1991 or some-1991 or 1992.And he
po asked Mr. Young to join the Team 100, which he did, and
0] because the money came from a corporation, he couldn’t put
{21} that in an clection fund, and so they put it in the
22 Republican National Committee State Election Fund and the
123 State Florida account. Courtelis lived in Florida, so he
124] got a little bit for his folks out of that contribution.
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{11 Mr. Baron. And did you make that statemens to the

2 press?

f1  Mr. Richards. Yes. [ still think they ought to give

4} it back.

155 Mr. Baron. Let me direct your attention in your

16} deposition-that's Volume [. Would you look at page 82,

™ please?

@  Mr Richards. Of whai?

® Mr. Baron. I'm sorry. Volume 1 of your deposition on
110} June 10, 1997.
ttt]  Mr. Richards. 82, yes, sir.
121 Mr. Baron. Okay.Actually, I really want to give the
(131 whole context, so [ wonder if you could-well, let me read
(14} it and then you follow along to make sure I'm reading it
(15 accurately. I don't want to leave out part of it. | want
(18] to put it in context.
ttn  The question to you at line 7 on page 81: "You were
18] quoted in a news article in the Boston Globe that in your
t19) view the RNC should pay back, I think the figure was used,
{261 the $500,000 that had been lost as a result. As we now know
[21) it was closer to over 700,000.Was that an accurate quote?”
R And your answer was: “Yes. The writer of the story
2y talked about the 500,000 and I didn't cotrect him because 1
{24] wasn't sure what it was. Bui the writer called me and told

[25___Mr. Baron. Right. I appreciate your adding that. |
Page 84

19 think the Committee has heard evidence about those earlier
@ contributions.
@  And is it still your position that the honorable thing
i to do-and I will tell you, since you were still on your way
15 back from Alaska, that Chairman Thompson also raised the
8] very same issue-that the honorable thing to do would be to
A pay the money?
®  Mr. Richards. I think-1 think so. We never forgave,
® we never intended to forgive. This was 2 business
(1) transaction. And to tell you the truth, we spent a lot of
[11] time and effort to do two things: make sure that the
112 transaction was legal and ethical, and, two, to make sure
13} that they had the capacity to pay it back.And the chairman
[14] even made some representations to us as to source of funds
115 back to the forum after the fact. So we were-we were
118 certain that the money would be repaid.
(n 1did not think there was any risk in this loan.
(19 Mr. Baron. Did you understand at the time this loan
19 guarantee was made that the National Policy Forum, that
oy their status for those purposes was a S01(cX4)~
21)  Mr Richards. Yes.
221 Mr. Baron. —entity under the tax laws?
29 Mr. Richards. Yes.
1241 Mr. Baron. Okay. Mc. Chairman, Senator Glenn, I have

[2s]_me, did you know that the RNC has now paid back $120,000 to 251_no further questions.
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11 Chairman Thompson. Thank you, Mr. Richards. [ am not
121 going to belabor the payback point. [ made my feelings
@ clear yesterday with Mr. Barbour when he wus here, and |
@} ecgret that he is not here 10 address specific comments that
(51 you or anybody else might make. I think it would have
16} probably been better to have him last so he could address
(M anything in fairness to him.
[  But, basically, my position was if it wasn't felt that
@ there was an ohligation, they shouldn't have paid back half
(a1 of it. And if it was felt that there was an obligation,
(17 they should have paid all of it.
pa Mr Madigan?
{*3 Mr. Madigan. Good afternoon, Mr. Richards. 1 think
114) unfortunately we age now into the afternoon.
1155 You and [ have never met before this morning; is that
16) right?
nn Mr Richards That's correct.
(161 Mr. Madigan. [ appreciate your being here as well,
s} Let me see if 1 can just understand what this
(201 transaction was and wasn't one more time at the risk of
121} beating a dead horse, as we say.
122 The discussion with Mr, Baron about it being a loan
{231 that you had-these discussions you had with Mr. Barbour
1261 carly on, the transaction that ultimately occurred was not a
25 _loan of any kind. Am [ right about thar?

(1] it wag your expectation that this loan guarantee would never
@ be drawn upon?
3  Mr. Richards. That's correct,
4 Mr. Madigan. You didn't intend somehow to make some
{51 sort of secret contribution to anybody?
1)  Mr. Richards. No. No, we did not.
m Mr. Madigan. And your expectation was that the NPF
(81 would ultimatety fully pay off the loan to the Signet Bank
#® and that the collateral that you put up would ultimately be
119y returned to Young Brothers? ;
p1)  Mr Richards. That's right. Our collateral was
(12 earning interest in the bank. We were losing nothing. We
(13} were taking no risk as long as NPF made their quarterly
114 payments.
119 Mr. Madigan. And Mr. Becker [ think told me it was
(18] making about 8 percent intetest or something during the
(171 period of the loan; is that right?
9  Mr. Richards. That's correct,
(91 Mr. Madigan. And so you fully expected to make the 8
(201 percent interest during the loan period, and then when the
1] loan was paid off, you get the CDs back and go on about your
(22} business?
{231  Mr Richards. That's correct,
{24) Mr. Madigan. Now, it has been stated a number of times
125] that the YBD (USA) was a shell corporation set up for the
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1 Mr. Richards. It was a loan guarar’=e.
2 Mr. Madigan. And Jet's talk 2 bit just .o a few
{3) minutes about the Young Brothers (USA).That was a company
4] that was set up back in 1991.
51  Mr. Richards. That's correct.
(6] Mr. Madigan.And it's an Amerjcan subsidiary; is that
m right?
i  Mr. Richards. Yes.
@1 Mr. Madigan. And you became the president?
(10} Mr. Richards. Yes.
|11 Mr. Madigan. And it was in existence for a number of
12 years prior to 1994?
3] Mr. Richacds, Three years.
[14) Mr. Madigan.And as | understood from what Mr, Baron
1151 asked you, in the early days, [ believe in 1991, the YBD
(181 (USA), as it is called, became a Team 100 member and made
(' these contributions?
(18 Mr. Richards.That's correct.
pey Mr. Madigan. And we've heard a bit of testimony about
(20} that over the last several days. You were involved in that
(211 as well; is that right?
@21 Mr. Richards. | was involved after Mr. Courtelis had
2y sole Mr.Young a Team 100 membership because the money had
(2¢] to be transferred from Hong Kong to us, and then Mr. Becker
s} and [ had to sign the check that paid the moncy over to the
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11 purpose of funneling illegal foreign money into the
2 Republican National Committee. Is that true?
3  Mr Richards. No, no, no. YBD (USA) was set up
[4) initially after Mr. Courtelis had contacted Mr. Young to
15} invest with him in the mall down in Florida. And so Mr.
1§ Young wanted to set up an American corporation for those
[N purposes, and they transferred some $2.5 million to the
® American corporation and set upon looking at properties to
@ purchase in America. We looked at properties in California,
t1o) Texas, and Florida and in ' Washington, D.C.And Mr. Young
(11] and Young Brothers were going to buy American real esuze.
(21 That was the purpose of the corporation.
13 Mr. Madigan. I believe that you testified in your
(14 deposition and Mr. Young himself testified that the company
{15 would-was intended to operate as a business in the United
{18 States and retain its U.S. earnings here in this country, is
(tn that right?
[,  Mr. Richards. That's cortect.
(1% Mr. Madigan. Let me ask you a bit about some other
R0 testimony that we have heard about whether there was any
r21) kind of quid pro quo suggested or discussed at any time.
271 Was there cver anything that was promised to Mr. Young in
@y return for his making this 10an guarantee that you're aware

{29 of?
Rst  Mr. Richards. No, I-
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(n National Commitree. And that's the point at which | became
[@ involved.
[ Mr. Madigan. And you understood at the time that it
4] was perfectly legal?
15 Mr. Richards. Yes, sir.
# Mr. Madigan. And that’s your position today?
M Mr. Richards. Yes, sit.
% Mr. Madigan. And that's why you told Mr. Baron that
9 you didn’t understand why it was
1) Mr. Richards. That's correct.
111] Mr. Madigan.All right. Let’s talk a bit about the
112 toan guarantee.As [ understand it from the various
[13] witnesses, it 'was a business transaction, not a
{14] contribution; right?
(#5t  Mr. Richards. That's correct.
'8} Mr. Madigan. And the business transaction was that YBD
11 (USA) agteed to guarantee the loan that was going to be made
{19) by the Signet Bank here in Washington, D.C., for the amount
vy of $2.1 million,
200  Mr. Richards. Yes.
29 Mr. Madigan.And that Joan was to be made to the NPE
22 Mr. Richards. That's correct.
23 Mr. Madigan.And as [ understand it from reading your
{24y deposition and from listening to you today, it was your
{251 _expectation, and from listening to Mr. Becker's testimony,

4
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1 Mr. |?Lilmiiga\n. Other than that he would get his moncy
2 bac
@  Mr Richards There was discussion with Mr. Young that
) we would like to him make a-write an article for
15| Commonscnise and so on, things of that nature, but there was
18 no quid pro quo.And, unfortunately, Mr. Madigan, my letter
1 of September 17th was wtitten in such a way that it may
18] appear that there was a quid pro quo, particularly with
© Chairman Barbour, and that's not true. We did not ask

g Chairman Barbour to do anything to generate business, to

f11) talk business, or do anything. That is-and when Chairman
1121 Barbour says that's true, [ mean, he's a hundred percent

113 correct. We did not ask anything of him.

{r4  Mr Madigan.And | was going to ask you a bit about

15} the letter. You were very agitated and understandably upset
(18] at the time you wrote it. | believe you testified in your

117 deposition that there were a number of things in there that,
'8] upon reflection, were not—

(199 Mr. Richards. It’s not a very good letter. [ mean,

{26y and when you write a letter and you're mad and you send it
(211 off before you have time 1o really contemplate it, you say
2 some things maybe you wish you hadn’t said. And it wasn't

J

(23) very artfully written. But it’s true.
24  Mr. Madigan. But there are parts of it that are not

t251_true, for example, the reference to seeking any business in
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(11 Hong Kong and all that, that's not accurate; right?

122 Mr Richards. That would be Mr. Young's interest but

@] not Mr. Barbour's interest, and no request was made of him.

“1  Mr Madigan. Right. Now, | saw marked as an exhibit

{5 an affidavit that I think is-I'm not sure exactly what

(¢ nugmber it is. Is that some affidavit that you had executed

7 at some point in time? No. 402, [ think it is.

@&  Mr. Richards. Yes, it was probably a couple of weeks

@ ago.The atiorneys that represent the Republican National
{10 Committee asked if they could see me, and they flew out to
(11 Ogden, Utah, where I live and presented me with an affidavit
(12) that they had previously prepared consistent with some
(13) telephone conversations | had with them. We went over the
114 affidavit. There were some things that I felt were not
{151 accurate. We made the changes. ] signed the affidavit and
(18} it appears here today.
nn Mr. Madigan.And you didn’t discuss that with me, [
(ra take i
pg  Mr Richards. No, [-in fact, unfortunately, 1 didn’t
0 discuss it with Mr. Becker, and he didn't like it cither.
@Y Mr. Madigan. Well, perhaps you should have done that,
22 But, in any event, you've now looked at this No. 401, and
23] does it accurately reflect the facts as far as you know
%) them?
@5 Mr. Richards. | think so. ] don’t know of anything
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1) go to a political campaign, where | believe that the money,
@ the Indonedfan money went to the Presidential <ampaign and
) to the Democratic Party for campaign purposes. Qurs went to
w} 4 think tank. Ours went to the Forum.”
(9  “Butl say, notwithstanding the differences, people
18 like the press are going to make it look fike the same
(M thing, and I was wrying to caution him. It is going to look
8 like the same thing.”
®  Then you go on.You were talking about the October
a letter I think you sent to Mr. Barbour; is that right?
{tq4  Mr. Richards. That's correct.
2 Mr. Madigan. So we have asked for the records to try
113 to check where the money went, but you can’t heip us with
14j respect to that?
15 Mr. Richards. No, sir.
(18] Mr. Madigan. Whether it went to the campaigns or it
(1 didn'e.
it Mr. Richards. No.
{19y Mr. Madigan. 1 will reserve the time.
(200 Chairman Thompson. All tight, sir. Let’s recess until
@1 1:30.
2  [Whercupon, at 12:37 p.m., the Committee recessed, to
22 reconvene at 1:30 p.m., this same day.]
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" {1 that is not true.
. @  Mr Madigan. Now, the loan guarantee transaction,
f1 going back to that, as president of YBD (USA), did you take
4 steps to ensure that this transaction was completely legal
(8] in all respects?
..#  Mr Richards. Yes, sir. As a matter of fact, when Mr.

l
i
I
I

m Young agreed to do it, he said, Dick, you've got to protect
-.@ me.And | said T will get Mr. Benton Becker to represent us
- M1 and do that, and Mr. Becker has been around a fong time,
o) knows a lot about politics and law, and very meticulous, and
1] so I called Mr. Becker and told him that we wanted him to
117 look into the transaction, make sure it was legal, and not
{13 only thay, 1o make sure it was cthical. We were not simply
(141 looking to abide by the letter of the law, but we waned to
(t5) abide by the spirit of the law, and that was onc thing; and,
{18} secondly, to make suse that we were safe, that we were not
(10 taking a risk here.
1'®  And prior (o that time, [ honestly aiways drought chis
{t57 was a loan. | mean, loan guarantee was not in my vocabulary
120} at that time, and when the lawyers got together and they
21 worked out the details, they came out with the guarantee as
r2 the vehicle to do it.
23  Mr. Madigan. [ won't belabor that. We have had a lot
f241 of testimony here about the humber of Washington lawyers and
(251 other lawyers that looked at that transaction. There were

(1} AFTERNOON SESSION ({1:36 p.m.}

fa1 Chairman Thompson. Ler us come to order, please.

@ Senator Glean?

@ Senator Glenn. Carl?

{51 Chairman Thompson. Senator Levin?

[® Senator Levin.Thank you, Mr. Chairman.

(M Mr. Richards, first, welcome and thank you for coming

18] to testify. I would like just to refer to a page in your

@ deposition, page 55.
{t@  Mr. Richards. Yes, sir, | have that.
(111 Senator Levin.All right, and then you are being asked
(121 2 question there by Mr. Baron about a telephone conversation
{+3 that you had with Mr. Barber, and then you are read 2
{14} paragraph from your September 17, 1996, letter, and [ am
(15 going to just pick up from there. S0 it is really on page
118 56, where you wrote in the letter, "Just prior to the
171 elections of 1994, I was asked by Fred Volcansek to help
i1 facilitate a foan in excess of $2 million to assist you in
(1% replacing hard money at the Forum with soft money 3o that
20 the hard dollars could be used to help pick up 60 targeted
1) House seats,” close quote.
23 And then Mr. Baron asks you this question about that
2% letter from you to Mr. Barbour. "Is that statement in your
[24) letter consistent with what you were told by Mr. Barbour in
@5 your telephone conversation with him that you described
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11 quite a2 few of them.
@  Mr. Baron also asked you a bit about this question of
@ where-well, let me back up a bit. When the loan was
14 defaulted, what happened apparently, according to the
15 testimony we have received-or let me back up cven further.
{6 When the Signet Bank loan was consummated, the testimony we
M have received indicates that the $2.1 million went to the
® National Policy Forum~
m  Mr Richardy. That's correct.
{10} Mr. Madigan. -and that they had prior debts to the
{111 RNC and that they had transferred-they then transferred
(12) about $1.6 million to the RNC. Is that generally your
13 understanding?
(14 Mr. Richards, { don't know what they did. All [ know
(15] is that we made the loan guarantee, and how they handled the
161 money, we don't know.
1A Mr. Madigan. And I was going to ask you 2 bit about
118} that. | take it that you can't help us with respect to this
119 question of what exactly happened to the money after it got
1201 over to the RNC?
211 Mr. Richards. No. No, | can’t.
{22 Mr. Madigan. And you testified a bit about that in
123 your deposition. Let me read you that and see if that is
{24} right. You were being asked about this-this is page 114 of

{1) earlier?” And your answer was, "It is precisely the same.”
(2 Did I read that accurately?
®  Mr. Richards. Yes, sir.
4} Senator Levin. Now, the next question is where | want
(5} to pick up. Mr. Baron then asks you this question, "My next
% question is you make reference to Fred Volcansek in that
M paragraph. Did Volcansek make that same representation to
(8 you or was Volcansek simply referring to the money without
@ getting into the purpose?” Answer-this is your answer now
(104 in the deposition, "1 think Fred made this same reference to
(111 the purpose.As we talked, we all knew what the purpose
(12 was.[ mean, that was the foundation of the whole deal.”
{137 Did I read that accurately?
{ta}  Mr. Richards.Yes, sir.
{19 Senator Levin. And was that deposition statement of
(18] yours accurate?
117 Mr Richards. Yes, sir.
(& Senator Levin. That is all [ have, Mr. Chairman.
9y Thank you.
g Chairman Thompson. All right.
R1] Senator Cochran?
[z Scnator Cochran. Mr. Chairman, there was one statement
29 made by Mr. Richards that [ wanted to be sure 1 understood.
@4  When you were talking about Benton Becker's role in

i25]_reviewing this loan guarantee, | think you made 2 comment to

1251 your deposition. You said, "Ambrous Young's money did not
Page 91 - Page 96 (18)
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11 the effect that you wantecd him to conduct the due diligence

[2) that was required to satisfy two goals. One was to

13 ascertain if the foan guarantce were legal and the other,

4 secure, number two.,

55 The fact of the matter is there was no security,

8 though, for the loan guarantee, was there? There was no

(1 written document executed?

]  Mr. Richards. No, sir.

® Senator Cochran.And no one purported to guarantee or
t1oj advance something of value to be held as security so they
(111 couldn’t suffer any loss on that loan?
119y  Mr. Richards. That's correct. What-what 1 referred
{13] to there is our best guarantee was the Haley Barbour
{14} statement that he would go before the committee.
151 Senator Cochran. Right, and it was your assurance-you
(16} really were the one who assured Mr. Young that he had no
1#71 risk. 1 think you used that it was a no-risk loant
ite}  Mr. Richards, Yey, sir. Unfortunately, I'm the guy
191 that did that.
o Senator Cochran,. And so everybody could understand
@t when you said you were angry when you werc writing this
122 letter in September, laying it out as to why you thought
(23] that that loan should be tepaid because your reputation and
12¢) your statement to your client had been that this loan is no-
2s) risk-

i1 Mg Richards. No, sir, because I felt the term “free
@ up” our protection. This was to free up other money
Pl that could be used in the campaign, rather than substitute.
) So "free up” was a critical part of this conversation.
1 Senator Licberman, Okay, thaak you. [ am going to
[¢] move on to another part of this. One of the thing that has
M intrigued me, and | suppose a lot of people on the Committee
18] throughout the three weeks that we have had with the
@ testimony about people like Johnny Chung and Charlie Trie,
(to] Yogesh Gandhi-and | suppose more compagable in 2 way, and [
{17} don’t mean 1o be judgmental here to the Youngs or the Lippo
(12} family-or the Riady family, but the question is what
13 motivates people-an interesting question alf zlong the way,
14 1suppose, is what motivates anybody to give enormous
(15 amounts of money to political campaigns, as is allowed by
(19 the soft money provisions.
t'n  But what motivates people who live outside of the
t19) United States who don’t have significant of maybe any real
(19 active business intcrests in the United States, who are not
{20} citizens, aithough | know Mr. Young's children, at feast
@1} some of them, were citizens-what molives them to give these
3 substantial amounts of money to American political
23] campaigns?
24  And! think you said some interesting things in your
125 deposition which I want 10 read o you and give you an
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1)  Mr. Richards. Yes, sir,

11 Senator Cochran. ~is a no-risk loan.

™ Mr. Richards. That’s true.

@i Senator Cochran. I have no other questions, Mr.

15} Chairman.

#  Chairman Thompson. Senator Licberman?

M Senator Licberman. Thank you, Mr. Chairman. Thanks,

® Mr. Richards, for your cooperation in this investigation.

1 Siz, you have testified this morning about the course of
[10) deliberation about what you understood the purpose of the
(111 request for the loan to NPF was and about the effort that
121 was made to make sure that this was a legal transaction.
1% I wanted to ask you why so much effort was made to make
{14} sure it was a legal transaction. Let me just put it this
115) way, and again you have indicated today that you were quite
181 forthcoming, just as Mr. Volcansek said yesterday and Mr.
117 Becker the day before, that the money was coming from Hong
{ts} Kong, YBD (Hong Kong) to YBD, Young Brothers Development,
{19) USA, and then to the NPE Why the concern?
29 I mean, for instance, if we know that it is icgal for a
[21) foreign corporation or individual to give money to Ametican
e 501(c)4)-you know, I presume if Mr. Young decided that he
23] wanted to send money from YBD (Hong Kong) to YBD (USA),and
124 then YBD (USA) would give a contribution to Georgetown
125) University, you wouldn't have gone to this extent 1o create
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(1} opportunity if you want to expand on. At page 59-and |
2 belicve this is the point at which Mr. Baron in the
) deposition is reading to you from that letter of September
) 17, 1996, but he says, “There is some reference here about
{5 seeing if we could facilitate some business in China that
18] Mr.Young had in mind. What does that refer to?”
M  And then you say-and this is not from the letter; this
19 is your answer. "I'm not sure what Mr. Young had in mind.
™ He was quite private about his business, but my impression
{10] was that he wanted to bring Chairman Barbour there as a
[11) purpose of showing these people, business people, government
11z people, that he had connections with the leadership of the
(+3] Republican Party in the United States. We did not discuss
(14] any business. He did pot in my presence ever ask Haley to
11s) do anything. He didn’t ask him to promote business.There
(18 was absolutely no business discussion concerning that trip.”

1N And then the question is, T8 it fair to say that Mr.
(18} Young, regarding his ability to show (o high officials in

19 the People’s Republic of China government, that he had what
(201 appeared to be a close relationship with a high official in

{29) the Republican Party of the United States?” And your answer
122 is "yes.”

3 [ take it that represents your vicws accurately.

24) Mr, Richards, Yes,

25 Senator Lieberman. Do you want to expand on that at
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(1] an assurance on your part and Mr. Young’s that it was legal.
@ Socan you help me understand what you were concernedabout?
131 1 guess that is the question.
4  Mr. Richards.That's a fair question. Senator, if it
{s} was me making the [oan, I wouldn’t gone to all that expense,
sl all that cffort, but this was a client. This is a man who
 was very concerned about his reputation, and [ didn't want
(s} him offended. I didn’t want him 10 some way be embarrassed,
@ so it was really a little-a littie more than I would do for
1+0] myself, but a valuable client-] wanted to do that. I just
{11} wanted him to feel very comfortable.
(‘a1  Senator Lieberman. Okay, appreciate that. Let me
{+3 ask the question, or another part of the question this way.
{14} You have testified this morning that the fipst inquiry you
115} had about this, it was pretty clear to you that the purpose
{6 of the money-and, again, [ am not alleging any illegality
(t7 here-that the need for the loan to the NPF was to free up
{19 the money from NPF to go into the 1994 campaign.
1191 My question is this. Was the extra effort that was
[20) made to guarantee the legality of the transaction at ail
21] because you were concerned about the eventual movement of
(221 money, indirect as it was-I mean, indirect in that Mr.
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M al?
@  Mr Richards Well, | kind of think that, Senator, is
@ like a lot of your constituents and other constituents that
{4 want to meet their Senator, want to have their picture taken
15) with them, and they hang it in their office, and so on. It-
(& -it feels their ego a little bit, and as Mr. Young
M commented, he said "this puts powder on my face.
%  Senator Licberman. Right.
@ Mr. Richards. And that means he looks good to peoplc,
(101 and looking good to other people opens doors and provides
{11 opportunitics for you, And it was only that in the general
(121 term.
(13 Senator Lieberman. Understood completely. In that
14} sense, your translation or desctription of what it means to
(151 put powder on your face was a good onc, but just to make one
[18) look good, and in that sense perhaps to lead to business
17 apportunitics, but increase one's status in the country that
{18) you are visiting?
(9 Mr. Richards. That's correct, and Haley was never
20} asked to do anything, and as far as | know he never did
1] anything quid pro quo. He never tried to promoie Mr. Young
@z or anything cisc.This was a kind of a sociaf visit o

@3 Young's money was not going directly to the campaign, but to 23 China.
241 the NPF then lenng up money for the campaign? Were you @4}  Senator Licberman. Right, okay, interesting and 1
(25 worried about that? 251_think helpful. Let me ask about another part of this, and
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(1] this gocs to your September 17th letter and I will read in

(2 this case from the letter, if [ may, bottom paragraph on the

@) first page. Again, you say, “Funds were transferred from

) Hong Kong Young Brothers USA, a Florida corporation of which
(5 1 am president.” This was when you were restating to Haley

161 Barbour your recollection of the transaction and your-

tn  Mr. Richards. Scnator, where are you reading?

{9} Senator Licberman. Sorry. In the letter of September-

»

(g Mr. Richards, On page 1?

{t1} Senator Licberman. Page 1 at the bottom.

(121 Mr. Richards. Yes, sir, okay. Thank you.

(13 Senator Licbertnan. “Shortly after the loan was made,

(r4] you journey to Hong Kong, approach Mr. Young for the first

(1% time about the question of forgiveness of the loan.” [ am

1:8) getting to forgiveness here. “Mr. Young called me and told

(71 me of the discussion and informed me that he wanted to be as
-qt8; helpful 1o you as he could and he would take the request of
" 191 forgiveness under advisement.”

pa  Next paragraph, "Mr. Young began discussions with you
- t21] about a trip to China. One was scheduled, then canceled. A
. (22 second trip scheduled in which you, Mr. Young, and I were

23 all to go to China fot the purpose of seeing if we could

24 facilitate some business in China that Mr. Young had in
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{1j general sense.
@  Senator BMeberman. Okay. My time is up. Thanks very
@) much, Mr. Richards. You have helped us understand the
{4] transaction.
5  Chairman Thompson. Senator Cochran, do you have
{8 anything else?
M Senator Cochran. No.
% Chairman Thompscn. Senator Durbin, did you have
19 anything?
1o Senator Durbin. Yes, [ do. Thank you, Mr. Chairman.
(t1) Mr. Richards, thank you for joining us today. I want
112 to try to clarify one thing about this loan guarantee and
{+3 Mr. Barbour's contacts with you and any of your principals.
{14] I take it that it was in August of 1994 that the initial
{15] contact was made?
ne  Mr. Richards. It was about that time, July, August,
11 September, right in that period. I pinpointed it as close
(18] to August as | could. It might have varied 2 month or so.
(% Senator Durbin. And your invoivement started with a
[200 conversation with Mr. Barbour about this possibility?
@11  Mr. Richards. Yes, sir.
22 Senator Durbin. Can you tell me whether Mr. Barbour
[23] expressed to you any sense of importance that this loan
f24] guarantee take place sooner rather than later?
(28] __ Mr. Richards. It was an urgent thing.

(@8] mind.”
- Page 104
i 1take that to be a reference to the conversation you
2 and [ have just had.
‘™ Mr Richards. Yes, sir, that's cofrect.
‘4 Senator Licberman.That it was not specific business;
. [ it was more in the nature of looking good, building status.
- 19  Mr Richards. ! did 2 poor job of writing parts of
‘M that letter.
‘- Senator Licberman. Not bad, really. It is the next
“". ¥ part that | am really getting to. "It was during those
o discussions that the question of forgiveness became
{17 seriously considered, and Mr. Young indicated to both you
12 and me, and you and [ also discussed the possibility of
(13 forgiveness if Mr. Young could get some business
(141 opportunities that would justify forgiveness of such a large
15 indebtedness, Forgiveness was always, always underlined,
18] contingent upon Mr. Young getting something in return that
(11 would justify this kind of generous gift.”
1e;  And, of course, this is consistent with what you and,
(19 in fact, Mr. Becker have described this as an investment or,
[26] in a sense, 2 commercial transaction. Would you want to
{21} amplify that at all? [ may have missed it, but I had not
21 understood that the discussions between Mr. Barbour and Mr.
23 Young did involve an understanding here that this wouldbe -
4] more than a kind of charitable contribution.
25 Mr Richards, | was-] was not privy to a conversation
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it Senator Durbin. Did he elaborate as to why this was an
{21 urgent matter?
Bl Mr. Richards. Yes, that he needed to withdraw monics,
(41 RNC monies from the Forum to be used in the campaign. So,
15 obviously, it had to take place before the election or have
(6 some assurance it was going to be available shortly
[ thereafter.
9]  Senator Durbin. You have been in this business a long,
™ long time, and you have heard a lot of people raising money,
110 particularly toward the end of the campaign, expressing a
(1) sense of urgency that this needs to be done sooner rather
112 than later.
113 Did Mr. Barbour elaborate as to why it was particularly
(14] urgent at that time or in and around August of 1994 for this
19 loan guarantee to go forward?
[+ Mr Richards. Well, he said the purposc was to assist
{t71 in the election of 60 potential new congressman, and
(18 obviously, 1 assume that means you got 60 days or something
(19 like that to do it. o
20 Senator Durbin. Did he say anything to you, as you
@4 discussed it, that there was information that had been
{22 derived from polling data or other sources that suggested
% that 1994 might turn out to be a good year for the
24} Republican Party?
Mr. Richards. Yes. Yes, he did.
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{1} between them that said that. | was privy to conversations
@ with Mr. Young and concluded that that might have been
1 discussed between him and Chajirman Barbour, but I was not
{a] there when Chairman Barbour and Mr. Young discussed that
15 specifically.
®  Senpator Licberman. But it was your understanding that
M Mr.Young felt that forgiveness-forgiveness was such a
1) substantial gesture by him, with grave financial
w1 conscquences that presumably-
pe Senator Glenn. Do you want two minutes?
111 Senator Licberman. Just two minutes, thanks,; three
(t2] minutes is fine.
13 That he would expect something in return
14 Mr. Richiacds. Well, here again, Mr. Young dida't think
it5) he was going to lose his money cither.
(&  Senator Licberman.Absolutely.
(17 Mr. Richards. He thought this wasaloan and so |
1) don't know what Mr. Young had in mind, to be honest with
(19] you, but [ do know that having worked with him over the
[20) years that this opportunity to present himself with Chairman
1) Barbour was imaportant to him.
22 Senator Licberman. Right.
123) Mr. Richards. It would make him look important.
s Senator Lieberman. Right.
f26) Mr. Richards. And it would be beneficial to him in the
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[} Senator Durbin. All right, So he came to you and he
@ said, "We need the loan guarantee so we can free up this
{3 money out of the National Policy Forum and put it into
4 campaigns. 1994 looks promising. Some 60 races may be
15| winnable in the house.” [s that 2 fair summary as to his
(8 presentation to you?
M  Mr. Richards. Yes, sir.
9] Senator Dwrbin. Then, after that initial conversaticn,
™ did you have follow-up conversations with Mr. Barbour or
{10y people at the RNC where that plea was made again?
(1]  Mr. Richards. Not many because after the initial
(17 discussion, we started talking with Fred Volcansek and other
(13 people rather than directly with the chairman.
f144  Senator Durbin. But Mr. Volcansek, did he follow
(151 through on the same theme?
118  Mr Richards. Yes.
(171 Senator Durbin. If it looked like things were bogging
1M down in the negotiations, that, "We have to get this done.
' We have to move on it before the election™
@204  Mr. Richards. Not that particularly, but Mr. Volcansek
(21] scemed to have the duty to shepherd this thing through to a
@21 conclusion, but he was not pressing us too hard, you know.

2%  Senator Durbin. But did you feel they needed this
24] before the election?
25___ Mr. Richards. Oh, yes. Yes, obviously.
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(1} Senator Durbin. Mr. Richards, the reason, obviously, 1 Segator Durbin. Clearly, somecone at the Republican

{21 that ! raise this is, after Mr. Barbour's testimony [@ National Committee thought otherwise.

m yesterday, he virtually dismissed this money and said it was
|4} not necessary, we were flushing our account in terms of soft
5] moncy, and people who were suggesting that we were hurrying
16} this through to have money to pass through to State
[ organizations, soft money contributions have exaggerated
(8 this.
@ What you have told us today suggests a different
{10] approach fot Mr. Barbour.
111 Mr. Richards, If we thought they were flush with
(12] money, we probably would not have entered into the
[13) discussion.
(49  Senator Durbin. | see. Well, as we have analyzed the
(15 balances in these accounts, particularly this one Republican
{16] account, soft money account that went into State election
171 campaigns, it turns out that their actual cash balance was
jtg} in the $713,000 range, and with this loan guarantee, frecing
{19} up money from the National Policy Forum, they were able to
1209 distribute close to $2 million to various State
[21) organizations.That part did come through.
2 Can lask you to elaborate a little bit? You mentioned
{231 carlier about your concern about the refund from the
24 Republican National Commifttee to Young Brothers (USA) of
125y money contributed, [ belicve, in 1991 and 1992,

™  Mr. Richards. They got spooked and probably by the
u} press and said, hey, let’s do it.
158 There have been hundreds of members of Congress and
(8] Senators that have given back money that came from a source
[ that they were spooked a little bit about. If you are
m spooked, give it back,
#  Senator Durbin. You think it may be mote because of
(10} appearance-
{11 Mr. Richards. Absolutely, appearance.
(12 Senator Durbin. -than acrual jllegality?
(131 Mr. Richards.  don't think many of those
(14) contributions were illegal, but appearance is not good.
(¢5j  Senator Durbin. Can we speak to this issue of
116} appearance? And | think in Mr. Barbour’s words yesterday,
{11 he said, "In politics, perception is reality,” and [ have
(') heard that said many times,
("9  We have asked many questions about Mr. Young's
20 citizenship and the fact that he apparently way a dual
211 citizen of Taiwan and the United States, in December 1993,
22 renounced his United States citizenship. Suggestions were
123] made in memos at the Republican National Committee that he
(24 did it for tax purposes, and that after it was disclosed in
(25 a memo, suggestions were made about how his sons, who are
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¢ Itis my understanding that Young Brothers (USA) was
i@ created for the purpose of building a shopping mall. That
3] never occurred, though, did it?
@#1  Mr Richards. No.
15} Senator Durbin.And the money that was invested by
8] Young Brothers (Hong Kong) into this effort was ultimately
m refunded back to Hong Kong?
®  Mr Richards. Yes. However, Senator, as a matter of
{9 fact, the money was transferred to Hong Kong-from Hong Kong
1o to the USA office for the specific purpose of closing the
(11] transaction, and we were meeting with Mr. Courtelis in his
119 office when our independent appraisal came in and it was
{13) significantly under his, and we backed away from it at the
14 closing table. So, I mean, we were ready-
11s1  Senator Durbin.As close as you could get.
(1¢j Mr. Richards. -to do the transaction.
(11 Senator Durbin. You were as close as you could get.
{18] So the money was sent back to Hong Kong, but one of the
{19} biggest elements that was not sent back was the money
(20] contributed to the Republican National Committee-~
213  Mr. Richards. Yes.
{271 Senator Durbin. ~in various forms.
23] Do you take issue with the decision of the Republican
{24} National Committee to refund this money?
r2s) __ Mr. Richards. | am surprised they did. You know,
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111 U.S. citizens, as welf as his wife, could continue to become
{2 aclive contributors, direct contributors to the Republican
3 National Party.
#j  Did you ever have a conversation with Mr. Barbour about
{5 the fact that Mr.Young had renounced his U.S. citizenship?
1§  Mr. Richards. No, no. 1 did not.
m Senator Durbin. It never came up?
¢ Mr, Richards, No.
™ Senator Durbin. Any conversations with anyone else at
110 the Republican National Committee about that?
1] Mr. Richards. No.
17 Senator Durbin. You were fully aware of that fact,
(3] Were you not?
14  Mr Richards. I was aware of it. To say "renounce,”
[15] am nof sure that is the correct word, but he quit coming o
(18] the United States. He was doing mote business in Asia. His
(tn home was in Asia. His wife was in Asia. His business was
(18] in Asia, and he said, hey, | might as well stay here.
("9  And his interest at the time appeared to me to be
(20 unification, a reunification of China and the People’s
(211 Republic. That was an idea of importance in his mind, and
221 50 he was there with the Chinese, more so than here.
@3  Senator Dusbin. So it is not misunderstood that [ am
[24] in any way characterizing what he did with his citizenship,
25 | belicve the record would illustrate that rentinciation is
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(1} there was $120,000, L think, total, and most of it-1 take
@ it back. [t was $100,000 in one check, and $75,000 went (o
p} the Republican Nationaf Committee State Election Fund. Now,
() that is non-Federal funds. We could give all the money we
(5) wanted to that fund.
18  Scnator Durbin. Even foreign money?
M Mr. Richards. Sure. That is a State election, and if
1) there is a State law that prohibits it, maybe, but there is
[ certainly no Federal law that does so.
(10 So I saw nothing wrong with that, and then Courtelis,
(11 being a good Floridian, said, well, look, let’s take 25 of
12 that and give it to the State party in Florida. So that was
(13) given to the State party, and there is nothing wrong with
(14] that, and when the Committee fooked at this and said, oh,
18] gee, we took some Hong Kong money, and if we knew this was
{16 Hong Kong, we would not have taken it, so let’s give it
1171 back, they turned around and gave it back to us. | say,
{1a; well, if they are going to do that, then what about this
(19] other Hong Kong money that-you know, if this is tainted
120] over here, then is this not tainted or doesn't it give you
{24 the same discomfort, therefore give it all back?
2 Butall of this moncy, Senator, 1 don’t think we gave
123] any money to anybody illegally. I don't think that even
12e} what we did was unethical. [ mean, we did-we did our due

{28 diligence to make sure these things were done properly.
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11} the term used by the State Department.
28 Mr Richards. I don't qQuarrel about that.
@ Senator Durbin.All right. Let me speak to you for a
14 moment about this whole question concerning Mr. Young's
{5 intcrest in the Republican Party. It has been characterized
(6] in various ways, and maybe you can help us understand it.
M  Atone point, Mr. Becker, who was one of the first
{8) Witnesses, said that he was a fierce champion-] think !
® paraphrase this correctly-fierce champion of capitalism,
o) but he went on to say that all this talk about publishing an
(11} article in Commonsense and the like really was not his idea
1121 and really was not something that he was that enthused
[13] about. Do you have another opinion on this?
(14 _ This wauld be my last question, M. Chairman.
115} Do you have another opinion on this?
1181 Mr. Richards. Well, | think at the luncheon or the
(171 dinner that we had here, someone from the Forum suggested to
(18} him, would you not like to writc something about this, put
) ltlh;n Commonsense, and he liked the idea and agreed to do
{20) that. :
{21]  Senator Durbin. $o it really was not 2 burning desice

(22) on his part?

23  Mr. Richards. No. I think it was an offer to him. [

24 thought-1 regarded it as an cffort to ingratiate the Forum
with him. mmore so than anything clse.
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Senator Durbin. Well, I thank you, and [ think what

1)

i [ you have added roday suggests that Mr. Barbour’s testimony

™ yesterday, that this money was not that important, at lcast
14 we have scen that in a little different light, and the
(51 suggestion that Mr. Young was dying to get in print on his

i 18 theories on China, both you and Mr. Becker have discounted

M that rather dramaticaily.

®  Thank you very much.

™ Chairman Thompson. Senator Bennett?
.10 Senator Bennett. Thank you, Mr. Chainman.
1] | now know as much about the National Policy Forum as I
{121 ever want to know, and probably a litle more. I will not
(+3] repeat my suenmary of what [ think it was and is, at least
[14) not here. Maybe over the weekend when Senator Durbin and [
{19 are back again on television, | will have occasion to repeat
118} that.
. Thave onfy one issue I would like to clear up with Mr.
p8) Richards, and by the way, Dicic, | am delighted to see you.
19 As 1 have told some of my colleagues, you and I began our
Py serious political careers together in the 1962 Bennett for
{21 Senate campaign, and lest people think that I am really old,
23 that was my father's campaign.

Py We must have done fairly weil, because Dad trailed in
@ every single poll taken throughout that campaign, except the
{25) last one, and we pulled out a victory. So we go back a long
Page 118
: {ty way.

@  You have said that Haley said to you his concern was he

- @ had to get hard dollars out of the NPF and get them replaced
-4 with soft dollars, and Senator Durbin has raised that,

« 8 appropriately.

®  Haley said yesterday that the dollars that went in the

@ first instance to the NPF were, in fact, soft doilars, They
= ) came out of soft dollars, and they went into a soft dollar

. @ fund. So that is an area of conflict between the twa of

(2 you.

[y Are you in any position (0 clear that up and get it

(12 resolved for us, one way or the other?

1y Mr Richards. No, sig, | am not.

{24} Senator Bennett. You do not know where the funds came

115) from that went to NPR?

ps  Mr Richards.As a matter of fact, | did not even know

(17 about the NPF until Haley Barbour cailed me on the telephone
1% and told me of the circumstance. So that was my first

{19 introduction to the Policy Forum.

{27 Senator Bennett. And the dollars that went back from

121 the NPF to the RNC as a result of the loan guarantee, you do
2z not know the account into which they went?

23  Mr. Richards. 1 do not know. However, | heard that

12+) the Republican National Committee gave moatey to the Forum,
@s] and the Forum in turn paid it to the bank on the few
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111 Mr Richards. Oh, yes. He is a bright man. He is a

@ very articuliite fellow. He has some Chinese idioms that he

[y uses and all, but he is 2 bright man, and [ do not have any

{4 difficulty conversing with him,

15  Senator Levin. Or understanding his English?

{e1 Mr. Richards. Yes, sir.

1 Senator Levin. Thank you.

19 Chairman Thompson. Senator Glenn?

® Senator Glenn. Thank you, Mr. Chairman,
103 Mr. Chairman, I sort of wanted to sutn up the fast
{41} couple of days here, the last 3 days. We have had now five
122 people under oath who have given their statements. Mr.
13 Volcansek told us that Mr. Barbour-he told Mr. Barbour that
{14 the money was of Hong Kong origin, and that was prior to the
15} time when the loan was consummated.
(te1  'We have Mr. Young's deposition which says he talked to
71 Ms. Barbour on two occasions about it being Hong Kong money
(181 that would be used, once at dinner here in Washington in

15 August of 1994 and then the summer of 1995 in Hong Kong on
(201 the boat when Mr. Basbour asked forgivencss for the wmonacy
{29 and Mr. Young said no because it was Hong Kong money and
{221 subject to Hong Kong iaw.
23  Mr. Richards has tcstified today here about his
24) knowicdge of the funds being transferred, and [ will not
5] reiterate all of that once again.
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111 Mr Becker said that he told the RNC general counsel it
@ was Hong Kong money, even though it was coming through the
/] A'\Imbrous Young corporation here, Ambrous Young Development
4] here.
{51  Mr. Barbour, all the way through, has said it does not
® make any difference whether it was or not. it was academic
1 because these are 501(c)(4)-it was a 501(cX4)
8 organization, and he emphasized that over and over again
@ yesterday, but it is difficult to buy that, ] must say,
(10 because Mr. Baroody, who was the president of the NPF
(1] served a year in that position and resigned as president
(12 because of the lack of separation between the NPF and the
113 RNC. He said it was 2 fiction of separation, and he said
{141 that Mr. Barbour, in his words, said it was a fascination
p5 with foreign money and said that the NPF and the RNC-the
118 employees felt it was run like a division of RNC.That was
117 shaced by staff, according to fum.
18l The Baroody concerns that he resigned over was because,
19 in effect, he said, they were not operating in accordance
20 with the law, in accordance with the 501(c)(4) charter that
1 he thought they should be operating under, and he felt so
22 strongly about it, that the violations were so great, that
23] he wrote a letter, and he resigned and gave that as his

[M] major reason for resigning. N
28]  Now, that was not just all fictitious because the
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11} instaliments that were made. [ do not know whether that is
[ true or pot.
t3  Senator Bennett. Yes, but in terms of the money that

4 Was released as a result of the loan guarantee coming back
{s1 to the RNC, you have no personal knowledge as to the account
1 into which it went?
m  Mr. Richards. No, sis. No, sir,  don't.
[ Senator Bennett. So you are not in a position to
™ dispute Mr. Barbour’s stacement that it went to State
110] campaigns and soft dollar area rather than to congressional
1] campaigns?
13 Mr Richards. No, I am not. No.
(131 Senator Bennett. Thank you.
(4] You have no reason to belicve that Mr. Barbour
sl com;mttedpcqurywhmhesaidm\deroaththatthatwuthe
(19 casei
1t Me. Richards. No, no.
(18] Senator Bennett. | see. I have no reason to believe
i@ that either,
@@ Thank you, Mr. Chairman.
1) Chairman Thompson. Senator Levin?
@2 Senator Levin. [ just have one question.
23] Mr. Richards, [ read Mr. Young's deposition, and [ find
{24) it easy to follow. | am just wondering, is his English
51_pretiy easy to understand?
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1) S01¢cX4) that had been applied for was being considered
[ along, as these things drag out somctiroes with the IRS and
™ being considered. The organization could operite 23 a
# 501(c)(4), but what Mr. Baroody resigned over was it was not
(5 being operated as a 501(cX4). It was violating it even if
& they had had that the actual designation. They would have
M been violating at the time, and the IRS came along, albeit
# much later, and said their analysis of this whole time
® period was that it was not being operated as a 501(cX4).
'} So it seems to me chey said it was being operated as a
(11 partisan political organization. .
pa It was stressed all day yesterday that this was nothing
{3} but a think rank and it was completcly scparate and all of
{14} that, but first, the president of the organization resigns,
1% and then the TRS comes along and says he was absolutely
{*8 right, and they do this in a 13-paged analysis, very, very
(11 thorough, 1 have read that whole thing, and they said
{*8) that he was not operating in a 501(c)-type opetation.
(19  Now, it scems to me it is obvious there were a lot of
2 other things going on, even though they were claiming all
1] the while that it was a 501(c)(4), but not operating as a

123 501(cX4) organization. )
23  Mr. Baroody referred to the separation as a “fiction of
[24) scparation,” to use his words. What we have been looking

(28 _into the fast couple of days are all the difficuities of
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11} getting forcign money or having foreign moncy brought into
3 the American politica system, and what we have run into in
3] the testimony, it scems to me, can be summarized out of what
[« [ have just recounted here, the fact that there were two
15) very basic inconsistencies.
)  First, the one that Mr. Barbour did not know that it
(n was Hong Xong moncy until last year, we have five different
&) people here who testified that at one time or another they
] told him, he met in Hong Kong with the peopie, and to say
g10] that after all that, there just was no recall of it-1
(11 forget things, too, as we all do, but with five different
121 people and all of these different occasions, it is just very
{t31 difficule to reconcile that kind of an inconsistency.
{14  The purpose of the money, it was testified yesterday
15] with charts and all the-[ think we had slides, we had
(1) charts, we had the whole presentation here yesteeday to
(17 justify that the money was not needed. Yet, Mr. Richards
(18] has testificd in his deposition-and I am reading just in
119 part from this, but reading the whole statement would not
20y change anything. So [ am not taking something out of
121 context and proving something I should not, but it says in
21 one part-this is Mr. Richards’ recounting of what he was
1) told by Mr. Barbour, ”...we have an opportunity to pick up
(24) as many as GO seats in the House of Representatives that we
125) did not anticipate months back. We need money to do that.”

11 somegime.
2 [ hdpe at the end of the day we wili not have just
@ dealt with illegalities, and [ repeat what [ said Last
41 night, being challenged on this, that the illegalitics do
is1 have to be dealt with, whether we do it on this Committee or
@t whether other law enforcement. We are not a law enforcement
n agency, but whether other law enforcement agencies of
(81 Government do this, we have to deal with the illegalities,
® Otherwise, it just makes 2 mockery out of the law, but 1
(1o hope that in this year, the rest of this year that we are
111 going to be on this, that we can really get into all of
112 these different areas of abuses of campaign finance reform
(13 and come up with some good advice, maybe even out of this
(t4] Committee, come up with a good campaign reform law.
115 1am hoping we can pass the McCain-Feingold, but |
(181 think that will be just the start-] yield to myself another
171 couple of minutes-so that we can really deal with some of
118 these things and make a substantial contribution toward
(19 really curing the ills that we see in our political system,
20] and going through all this and all the unpleasantness we
2t} experience going through all this, if we can do that at the
(22 end of this year, then we will have done a great service for
23t this country, If we do not do that and we spend the whole
[24] year just logking at the illegalities-and I repeat again, |
125 want to deal with those, but { would hate very much to see
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(1 He goes on and says some other things, and then the
= last sentence in that paragraph says, “We need to put some
@ soft dollars in the Forum so we can free up hard dollars.”
4]  Now, whether that ever occurred or not, it was already
15t questioned here. If it did not occur, it certainly was the
18} intent to do that or he would not have said that.
M  So that leaves us, then, with another inconsistency, 1
[8) guess,on the purpose of the money and who knew what and
19 when they knew it, [ guess, but when Mr. Barbour cails and
110 specifically says he needs the money to try and pick up 60
111 House seats and we need it because we need it (0 put some
(121 soft dollars in the Forum so we can free up hard doliars,
(13 that is another inconsistency from all the testimony that |
(14} find difficult to reconcile.
(1) 1think anybody that is reporting on this or the
{t61 American public that is reading about it or watching it on
un TV or portions of it on TV will look at it, perhaps out of
(18} the testimony of the last 3 weeks, the couple of weeks that
(19 the Chairman controlled and this week that 1 basically
20} controlled with who the witnesses were going 1o be, that, [
121 think (o use the Chairinan's words, most of the public will
{221 probably look at this, oh, they are just squabbling again,
{231 they are in Washington, and the public may look at it that
(24} way, but one thing is very, very clear. All the polling
(25 indicates the American people are very, very intcrested in
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[1) us just at the end of the year to have dealt with those and
1 not having corrected the system that will only sit there to
1) spawn more illegalitics in the future if we do not deal with
14} it.That is the big opportunity we have this year, and that
5] is the reason I point out some of these inconsistencies and
&1 some of the things that we have learned over the last three
m days.
#1  Thank you, Mr. Chairman.
@ Chairman Thompson.Thank you, Senator Glenn,
(101 1 would hope that as we proceed over these next few
(11] months that we could avoid taking our so<Called witncsses
(tz1 and giving them the benefit of every doubt and secing no
113] problem with anything, no matter how blaring the abuse, and
14} then take their witnesses and find ing wrong, after
[s5) every possible inference that you can, possibly against
{16] everything that they say, and point ocut any and ail
(17) inConsistencies.
118 The fact of the matter is there are pros and cons that
(19 can be pointed out with regard to any of these witniesses,
{20 and it makes a sham, ] think, of our attempts for
[27] bipartisanship when we view everything, cvery day, in those
122 lights, and I do not think it gives any credibility to our
2n cfforts, and it does not give any credibility to call for
{24 campaign finance reform when things are looked in such
[25)_partisan terms on cverything occasion.
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(1] campaign finance refarm.
7 For the last 3 weeks now, we have dealt in one forum or
13} another with campaign finance reform in the area of foreign
{4} maoncy that worked its way back into the campaign, and we can
13] say there are technicalities ot whatever, and at least up to
@1 now, I do not think anybody is going to go to jail over any
m of these inconsistencies or even be fined or anything else,
{4 but these are inconsistencies, and | think we are beginning
9] to show the difficulties in our whole political system of
1101 the pernicious influence of foreign money, and whether it
111 was considered legal or illegal or whatever, there was
(12 foreign money that came back into the system, and | am sure
{13) we are going to be getting more in subsequent weeks here
(141 about foreign money that may have come back in on the
(15! Democratic side. | do not know what the testimony is going
(18) to bring out here, but I know one thing. ] know that we
(1711 have got (o not only look into the forcign money, We have
j18) to look into the tax-exempt situation. We have to look into
119 the third-party transfer of money, which we covered this
{20} morning, to some extent, with what happened in the Fireman
{21} case. So we ate already covering a coupic of these areas,
1za) and then the soft money, the soff money that we have not
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11  We have looked over these last 3 days essentially at
14 one transaction-there have been a couple of others-and
[ properly so. The majority issues the subpoena for Mr.
14 Fireman, in the first batch that we looked at, but Mr.
15 Fireman was not a victim of the system. It was not our
& current campaign finance system that caused Mr. Fiteman to
M decide 1o launder several thousand dollars of money into
[8) these various campaigns.
M  We know that we can never devise a systemmn or pass a
(1o bill. We are always passing legistation up here that is
(13} going to cure 2ll the world's ills, and they never do, but
(133 we do the best we can. |, for one, think we can do much
[13) better in campaign finance reform.
{ta1  The McCain-Feingold bill is the McCain-Feingold-
(5 Thompson bill. I feel like that is a good first step, but [
(18 hope we are not to the point that we can give short shrift
171 10 some of these things that we are seeing and that we get
(18] 10 a point where we equate some old Dole campaign violation
{t9 that everybody has known about forever with such massive
20 wholesale systematic efforts to pour in illegal money by the
21 millions of dollars. Millions have already been returned.
22  With regard to not some private individual, like Haley
3 Barbour is or Mr. Richards of Mr. Fireman or somebody like

[23] gokten into yet that prob:l::z was the biggest, the fastest-
(24) growing exponential gro in that area in this [ast

{25] clection, and onc that we really do have to get into |

@4} that, but with regard 1o our Government, that is what we are
{28_dealing with here, our Government.
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i1 Now, we have had to deal with our Government in times
ta past when Republicans were our Government, and it does not
{1 matter whose party happens to be in control of the executive
i) branch.These are very, very scrious matters of serious
(5] criminal allegations that go to the basic integrity of our
18 Government.

m  Soljoin with Senator Glenn in saying that, hopefully,
@ at the end of the day, we can Jook at a systematic
9 resolution of this thing and understand that these scrious
(10] matters are a part of 2 system that at the end of the day {
(11} think nceds to be scrutinized again, but, number one, if we
[12] in any way give short sheift to our major focus here in the
(13 first phase of this inquiry, then, of course, it is going to
{14} ironically wind up defeating calls for campaign finance
(5] reform because it will only be looked at as a partisan cry
{16] and will never rally anyone else around it besides the
17 relatively few, quite frankly, that are rallying around it
{18 right now. We need to expand our numbers. We need to reach
{r91 out to cach other across the aisle and not try to drive the
m wedge even deeper.
@1 [ have my own problems with sore of the things with Mr.
{221 Barbour, who 1 think did a great job ay chairman of the
123 party.but we have got some differences on a couple of
124] things. For those who are concerned about someone being
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i1 Senator Glenn. Okay, fine.
21 Chairman Tiyompson. Thank you very much.
3 Mr. Richards, thank you very much far being here.
4} We will recess. Our next public session will be at 10
151 o'clock on Tuesday.
% (Whereupon, at 2:25 p.m., the Coqunittec was recessed,
M to reconvene at 10:00 a.m., Tuesday, July 29, 1997.]

% tried in absentia, | do not know anybady who was tried in
) Page 128
" (1 absentia more than Haley Barbour, and now he was called

@ Thursday instead of Friday and we have another witness and

) we have 2 summation against Mr. Barbour, and he is not here

@ to defend himself. So | am cast in the role here of
_'is| pointing out these things that someonce has got to point out.
-  Senator Glenn makes, [ think, some very valid points in

@ terms of inconsistencies in terms of the testitony, but it

- {8 must also be said that Mr. Scott Reed, who was on our
- o witness list, who was not called, says-in some detail
(10} points out-his characterization would be that the monies

{11} that were paid back to the RNSEC, RNC account, did not go
(17 into campaigns.That is 2 big issue here. | do not know
(133 why he was called, but in all fairness, he sent us a
{14] statement, and when his statement arrived, he was not
115) called.
(16 1 think, in all fairness, it should be pointed out
(+71 again that Mr. Denning in his deposition said that his
[+4) recollection was not the same as Mr. Volcansek; that is,
119 that he did not remember a conversation about Hong Kong
{20} bei:g the origin of the funds, and that is what Mr. Barbour
21 said.

So we can have thesc things back and forth and back and
[23 forth.What concerns me is our attitude towards one
124) another. We had a rather acrimonious session yesterday, and
(25 that is regrettable, but I would hope as we go forward that

Page 120
(1} we could try to do it together and not try to put the worst
@ possible cast on the other party’s witness and justify
1) anything and everything that our own party’'s witnesses come
! up with, and just try to call them as we see them, as we go
15 along, and then, at the end of the day, the mood will be
& such that, hopefuily, we can together agree to have some
n reforms, but if we are at each other all the time, we will
18} never find out the facts and we will never have any reforms.
™  Thatis aif [ have.
{10} Senator Glenn. Mr. Chairman?
(11] Chairman Thompson. Senator Glenn?
(tz1 Senator Glenn. Mr. Chairman, just 2 comment. We were
{13) allocated 3 days for the hearings, and we have certainly
(14 filled up our 3 days with witnesses. We did not have time
[15] to put everybody on. There was no deceitful purpose in not
(18 bringing some of the witnesses on that we had thought we
b might be able to use, but we filled up our 3 days.
ns | just wondered what our schedule is for next week and
(9] what the subject will be and who our witnesses may be so we
{201 can prepare for it.
r1  Chairman Thompson. Well, Senator Glenn, we did not
122) know, until about 30 minutes before our hearing today,
123) exaculy who was going 1o be called here. We will get that
f2¢] to you in a timely fashion, but it will not be right at this

25_moment, and we will come back at 10 o'clock, next Tuesday.
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A Republican Center for the Exchange of ideas

HALSY BARBQUA
October 13, 1994

Mr. Kevin Killoren
Signet Bank
Tax-Exempt Banking
8330 Boone Boulevard
Vienna, VA 22182

VIAFAX

Dear Kevin: |
5 _ . Following is a disbursement plan for our $2,100,000 loan.

T 1) As agreed, we will be using $500,000 to pay ail our cutstanding bills and ratain the
d:ﬁ'cr-nce for working capital purposes. Qur checking account number is 667-0065025.

2) The remaining $1,600,000 will be used to retire loans from the RNC: However, they .
would like to receive payment on October 20, 1994. We would like to hold those funds inour .

savings account until the 20th. Our savings account aumber is

: If you would prefer to ransfer whole 82,100 000 to our checking account, we wxll make

~ . the transfer to savings ourselves. Please do not hesitate to call if you have any questions.

n—

P WA
" Sincerely,
299 oL 9\

Steven S. Walker,
Comptroller
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Internal Aevenue Service Cecarment of the Treasury
Washingtsng 20224

Persan tg Contace:

National Policy Faorum Michael Sete
229 1/2 Pennsylvania Ave., S.E. Telephene Numazer:
Washington, D.C. 20001 (202) 522-5§477
Reter Reply ta:
C3:E:EQ:T:3

Qate: Fa 2 [ [eg7

Employer Identification Number: 52-1827887
Key District: Southeast (Baltimore, MD)

Dear Applicant:

We have cansidered your application for recognition of
exemption from federal income tax under section 501(a) of the
Internal Revenue Code as an organization described in section
§01(c) (4). Based on the information.submitted, we have concluded_
that you do not qualify fcr exemption under that ssction. The
basis for our conclusion is set forth belaow.
& The information submitted indicates that you were
incorporated on May 24, 1993 under the nan-profit corporation

~ laws of the District of Columbia. In your Articles of
"Incorporation, you describe your purpcses as follows:

(t]eo encourage the involvement of citizens infregq and open.
debate, the public exchange and develapment of ideas,
discussions, dialogues, conferences, and discourses, to
promote public forums, seminars and cellogquia and
information dissemination to the general porulace, to
develop a national Republican volicv acen and to serve as
a clearinghouse for the collection and review of research
and ideazs on issues affecting foreign affairs, national
security, eccinomy, environment, energy, government lands,
sommerce, labor, federal budget, . . . and other issues of
concern to or affecting the citizens of the United States of
bmerics [emphasis added?. .

As stated in your newsletter, Ideas Matter (May 1995 Issue), you
are "(a] Republican Center for the Exchange of Ideas." "That
exchange will be open and inclusive -- not exclusively for
Republicans but an exchange that invites serious commentary from
Democrats, Independents, and the heretofore apelitical as

‘well(,]" according to yaur publication,” Commen Sense (Volume 1,

Winter 1994, Number 1).__ You were founded, according to your
brochure and prospectus, on three premises, 1) "that
fundamentally, ideas make the difference in politics," 2) "that
traditionally, ideas that make a difference have been assoc;ated

NPF 003375
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" John Belton, United States Represantative John Boehner,
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Naticnal Policy Forux

wizh political parties,” 3) "that curreatly, workanle ideas are
more likely to be found at the grassroets than in Washington.”

Your organization, as described in ycur news release cf
December 8, 1393, "is cocoposed of civie, community ané business
leaders, Republican elected officials, former office~-halders, and
other prominent Americans from all walks of life." You are not a
membership organization, but your bylaws perrit the board of
directors to create classes of "membership" -~ contributing
membership and honorary membership. These memberships do not
carry veoting rights or other organizational rights.

Your bylaws provide that a board of directors governs and
directs your coperations. The bgard of directors is invested with
the pawer to appoint or rezcve bcoard members. The initial board
of directors included Mr. Ealev Barbaqur, the former chairman of
the Republican National Commitiae, the palitical arm of the
Republican Party. The information in cur administrative files
shows that your board members include Mr. Barbeur and other
prominent Republican Party mexmters, including Senator Nickles of
:Oklahoma, former Republican Mincrity House Leader Bob Michel,
‘former Secretary of Labor and former Maryland Senatorial
candidate William E. Brack, Governor George V. Vaoinevich ¢f Ohio,

formex
Republican gubernatorial candidate Jeb Bush and Teresa Lubkbers (a
member of an organizaticn called Republican Professional Wemen'’s
Roundtable). M>r. Bolton also serves as president of your -

organization.

One major activity you conduct in furtherance of the above
described purposes is pelicy cauncils. The purpose of the policy
councils is to "search for ideas by holding public and intensely
participatory grassroots forums across the country.” Each
council has two co~chairs and members that include Congressional
members, state legislators, and individuals. from the private
sectors. Each council addresses a specific policy area such as
"Reforming Health Care,” "Improving Schoels and Education,”
"Reducing the Size and Scope ¢of Government,™ or "Reforming.the
Legal and Regqulatory Systems” (see page 5 of your praspectus).
Eacl policy council holds public grassroots forums.that address
issues relating to that council’s public policy area.

Your policy councils thus far have held several forums on
“topics such as education reform (Decembker 7, 1993), vioclent
crimes (Decembher 8, 1993), and federal land use (December 15,
1993). The forums featured three panels, a2 panel .of your
representatives, a panel of expert witnesses and a panel of
Congressmen -~ whose-purpose was to listen ta viewpolints of other
pahelists and audience and provide their perspective. The forums
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were conducted in question and answer forzat and were hosted by
your officers. The fcocrums began with cgening remarks by your
president and chairman, followed by testimeny of your expert
witnesses, and cther guests and participants. Discussion with
the general audience then followed. Each palicy council then
reported its findings and policy recommendatiecns to your board of

directors.

Many prominent Republican Party politicians served as
speakers or panelists at your forums. For example, Republican
Senator Hank Brown, former Republican Senatar Malcolm Wallown
(also served as a chairman of a polizy council), Republican Bouse
of Representatives members Dan Schaefer, Joel Hafley, Wayne
Allard, and former House Representative Craig Thomas participated
at your February 14, 1994 forum ({see NPT news release of February
8, 1994). The participants in your December 11, 1953 forum
included Republican Sanator Orrin Hatch, former Republican
Senator Malcolm Wallop, foraer Commedity Futures T-ading
Commission Chairwoman Wendy Gramm, and Republican Caongressman
James Hansen (see December 7, 1993 News Media Advisaory release).
The panelists in your Septamber 15, 1955 forum included _
Republican Senators Kay Bailey Hutchinson, Thad Cochran, Ted

Stevens, Rod Grams and Rerublican House of Representatives mexnber

‘Mark Souder, Jennifer Dunn and Sue Myrick, and other individuals

S

from private industries. The keynote speaker at this forum was
former Republican House Representative and vice-presidential -
candidate Jack Kemp. Other forums you have had alsa featured
prominent Republican Party politicians such as Governor Todd
whitman of New Jersey, Governor William Weld of Massachusetts
(see April 12, 1994 NPT news release), Housa Speaker Newt
Gingrich (see october 18, 1995 news release), House Majcrity Whip
Tom Delay (see July 24, 1955 NPF news release), Marilyn Tucker
Quayle (see April 26, 1994 news media advisory release) and other
well known Republican Party politicians or persons affiliated

with the Republican Party.

You. produce a monthly televised policy-oriented program
called "Listening toc America: A Neighborhecod Meeting."™ The
purpose of this pregram is to communicate ideas and to allow the
pubklic to participate in policy discussion. Many prominent -
Republican Party politicians were speakers at these monthly
pragrams (such as Republican Senators Hank Bown and Malcolm
Wallop, See February 10, 1994 news media advisory release).

You hold "mega-caonferences" whose purpose is to focus on
long~range policy issues (i.e. Trade and the Econocmy, Health
Care) and to allaw interested members of the public to
participate in the discussion of these policy issues. Many
prominent Republican Party politicians were speakers at your
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mega~cznferences, and they included Repuklican Senators Richard
Lugar, Charles Grassley, Kaye Bailey Hutchinson and Republican

Gavernoer Terry Branstad of Iowa.

You publish quarterly a jocurnal called Czmmon Sensa, and the
purpcse of this journal, as statad in your pamphlet, is to
enhance "the policy debate by providing a scurce for provecative
thinking and lively debate about the parties, politics, and
public policy." The cover of Volume 1 Winter 1994 Number 1 of
Common_Sense stated that it was "a Republican Journal of Thought
and Opinion."™ The journal was distributed to forum participants,
elected ‘officials and palicy makers and -all other interested
persons. The authors of the articles in each edition of the
journal were selected by your becard of directors. The authors
included politicians (e.g. Mike Leavitt, Republican Governor of
Utah; Tommy G. Thompscn, Republican. Govermtor of Wisconsin),
academicians (e.g. Andrew E. Busch, assistant professor,
University of Denver) and individuals .in the private sector (s.g.
Charles J. Cooper, a law firm par=ner; Linda Divall, vice-
president of a survey research firm). The topics of the articles
included foreign policy (e.<. "The United States and Greatzr™
china", "Nato and U.S. Interests") and domestic policy (e.g.
sUnfunded Federal Mandates And The Need For a New Federalisa",
"Remembering The Question or, A Brief History of the Repuklican

Party”).

_ You have been operating with funds supplied by contributors
and the Republican National Committee. The Republican National
Committee, from May of 1993 tc Decemher of 19%5, provided you

thirty seven loans totalling $2,595,000. The interest rate on

these loans ranged from 7.5 percent to 10.5 percent. Thers were
o indications that the terms of the loans wers negotiated at

arms length. You have used services provided by the Republican
National Committee. These services included duplicating and
printing materials, office furniture, moving services, etc.
stated that you were billed for these services at fair market
value. You have raised $690,000 in contributions from scurces

other than the Republican National Commitiee.

-

You

Section 501(c) (4} of the Internal Revenue Code (hereinafter
"Code"”) provides for the exemption from federal income tax of
organizations not organized for profit but operated exclusively
for the promotion of social welfare. ' :

Section 1.501(c) (4)~1(a)(2) (i) of the Income Tax Regulations
(hereinafter "Regulations") provides that an organization is
operated exclusively for the promotion of social welfare if it is
primarily engaged in promoting in some way the comman good and
general welfare of the people of the community. - -
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Section 1.501(c¢) (4)-1(a)(2)(ii) of the Regqulations pravides
that the promotion of social welZara deces nct include direct or
indirect participation or intarvention in political campaigns aon
behal? of or in oppaesiticn ta any candidate for public office.

Rev. Rul. 60-1$3, 1960-1 C.B. 1935, concludes that an
organization created to encourage greater participation in
governmental and political afiairs qualifies for recognition of
exemption under section 50Q1(c) (4) of the Code. Activities of the
organization included seminars and workshops held on campuses of
colleges and universities. The subject matter of these seminars
relates to the American pelitical system. All leschurers, _
including academic political scientists and political leaders’
from the local and naticnal levels, were required to maintain
certain technical standards and wera nat allowed to advocata for
any particular political grguz. Seminars and werkshops were
moderated by permanent stafi rersannel of the organization in
order to prevent the progran fIox kecoming partisan in character.

‘" Rev. Rul. 73-306, 1573-2 C.3. 179, provides that an _
erganization formed for the rurcose of promoting the common
interest of tenants whe reside in an apartzent complex did not

.qualify for exemption under sectiaon 501(c) (4) of tihe Code. Any
‘person reqularly living in the czaplex is eligible for

" membership. The organization representad its member-tanants in
negatiations with the management of the complex in order to
secure better maintenance and sexvices, and reasondble rentals. -
This revenue ruling concludes that this organization was operated
to benefit its menmbers and was not primarily engaged in
.activities that promote the comman good and general welfare of

the community.

In contrast, Rev. Rul. 80-206, 1980~-2 C.B. 185, provides
that an organization formed to promote the legal rights of all
tenants in a community qualifies for exemption under section

501(c) (4) of the Code.

Rev. Rul. 73-349, 1973-2 C.8. 179, heolds that an -
organization formed to purchase groceries for its members at the
lowest possible prices on a coaperative basis is not exempt under
section 501(c) (4) of the Cade. Each member paid for the cost of
food ordered plus a manthly service charge which defrayed the
organization’s expenses. The arganization was a cagperative -
enterprise " for the economic benefit ar convenience of its
members. This revenue ruling states that the organization was

" .operated primarily for the benefit of members and.nct to promate
the common good and general welifare of the community-
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Rev. Rul. 75-286, 1573-~2 C.B. 210, describes an organization
that was formed by tlhe residents of a cizy block ts presserve and
beautify that block, to izprove all public facilities within the
block, and to prevent physical deteriaoraticn of the block. Its
activities consisted of paying the-city govermment to plant trees
on public property within the blaock, organizing residents to pick
up litter and refuse in the public streets and on public
gi awalks within the block, and encouraging residents to take an
ac ive part in beautifying the block by placing shrubbery in
pu:-lic areas. Much of the public area improved by the
organization was part of the public roadway lying betwesn the
sidewalk and the street in front of private property owned by
members of the organization. Mambership in the organization-was
restricted to residents of the bleck and theose owning property or

operating businesses there.

This revenue ruling concludes that the organization did not
qualify for exemption under saction 501(c) (3) of the Code but did
qualify for exemption under sacticn 501(c) (4). t states that
hecause the activities enhanced the value of the members’
property rights, the organization served the private interssts of
its members and did not qualify for exemption under saction

.8501(c) (3). It states also states that while the organizaticn’s
“activities were benefiting its members there was sufficient -

benefit conferred upcn the communitv as a whele. Although
private henefit did exist to the members, the primary benefit was
to the cammunity. Therefore, the organization was not operated -
primarily for the benefit of memkbers, but primarily to promote

social welfare. :

In Commissioner v. lLakse Forest, Inc., 305 F.2d 814 (4th Cir.

* 1962), a corporation was organized for the purpcse of purchasing

a government housing project-and converting it to a cooperative,
nonprofit housing for its members. Membership in the corporation
was established by the purchase of a corporate share which

The court held that
the organization was not described in section 501(c) (4) of the
Code because the operation was a private self help enterprise
with only incidental benefit to the community.

In Contracting Plumbers COoﬁergtiVe Restoration Coro. V.

United States, 488 F.2d 684 (24 cir. 1973), cert. denied, 413
U.S. 827 (1974), plumbers working in New York City were =~
responsible for the cuts they made in the city streets. Prior to
the organization’s existence, the city had repaired the cuts and
billed the plumbers individually. This system proved to ke )
highly inefficient. The organization was formed as a cooperative
in order ta restore the city streets.- It only repaired cuts made
by its members. The joint effort of the plumbers reduced thelr
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liability and their expenses. While the ccurt found the progranm
to be highly beneficial, it concluded that the organization

principally served the private ecsnomic intarests of its mempers
and, thus, could not be considered exexpt under saction 501(c) (4)

of the Caode.

Rev, Rul. 66-256, 1966-2 C.B. 210, describes an organization
that was formed to bring about a fair and openmindad
consideration of social, political, and international questioans
by the promotion and sponsorship.of a public forum-at which
debates and lectures were conducted. The organizatieon invitad
prominent individuals to discuss varying political and social
matters of national and community interest. The speakers, in
addition to delivering their prepared taxt, answered questicns of
these attending. The other part of the organization’s progran
involved the sponsorship of detates. Individuals represanting
cpposing viewpoints were inviied to debate particular topics.

The debates wWere conductad in accardance with carefully drawn

rules. Frequently, the perscns invitad to lecture or debate were
controversial and occasicnally thers was copposition to their = _
appearance. None of the progra=ms or activities of the

€ . T A Y . : . .
‘organization involved the participation or intexvention in any

political campaigns of candidatas for public office.

The revenue ruling states that the presentation of public
lectures, forums, or debates was a recognized method of educating
the public. The fact that the presence of the invited speaker or
his opinions may precipitate controversy within the community did
not adversely affect the status of an organization whose primary
purpose was to provide a forum for speakers. Consequently, the
organization qualified for exemption under section 501(c)(3).

Rev, Rul. 76-456,-.1976-2 C.B. 151, describes an
organization that was formed for the purpose of elevating the
standards of ethics and morality that prevail in the conduct of
campaigns for election to public office at the national, state,
and local levels. On a nonpartisan basis the organization
collected, collated, and disseminated information concernigg_
general campajign practices through the press, radio, televislon,
mail, and public speeches. In addition, the organization
furnished ‘taaching aids’ to political science and civics
teachers to help stress the need for ethical conduct in political
campaigns. The organization proposed a Code of fair campalgn
practices. Although nesd for the Code was extensivelg -
publicized, the organization did not solicit the signing or
endorsement of the code by candidates for political office.

- The revenue ruling states that the organization was

instructing the public on subjects useful to the individual and
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beneficial tg the community within the meaning of saction
1.501(¢) (3)~1(d) (3) of the regulatiens by encouraging votars ta
concern themselves with fair as well as unfair practices
enccuntared in political campaigns. This was done, c¢n a
nonpartisan basis, so that citizens could increasa their
knocwledge and understanding of cur electicn processes and
participate more effectively in their selection of government
officials. consaquently, the organization was operated
exclusively for educational purposes and thus qualified for
exemption under section 501(c) (3} of the Code.

Rev. Rul. 80-282, 1$30~2 C.B. 178, describes an organizaticn
wnose activities included the publication of Congressional
incumbents’ voting records on salected issues in a non-partisan
newsletter. The revenue ruling obsarves that the foraat and
content of the publication wers not neutral because the
publication reported each incuxtent’s _vctes and his\her views on
selected legislative issues and indicated whether that incumsent
supported or opposed thie crganization’s view. However, the
voting records of all incumbernts weres presanted and candidates
for reelection were not identified. No comment was made on an
individual’s overall qualifications for public office, na
Statements expressly or impliedly endorsed or rejected any
incumbent as a candidate for public office, and no caompariscn of
incumbents with other candidatas were made. The organijzations
noted the inherent limitations of judging the qualifications of
an incumbent on the basis of certain selected votes by stating
the need to consider such unrecorded matters as perfermance on
sukcommittees and constituent services. Fusthermore, the
organization did not widely distribute its compilaticn of
t incumbents’ voting records. The publication was distributed to
‘the crganization’s normal readership, numbering only a few
thousand nationwide. THNis resulted in a very small distribution
in any particular state or Congressional district. No attenmpt
was made to target the publication toward particular areas in
which elections are occurring nor to time the date of publication
to coincide with an election. The revenue ruling concludes that
the organization was not engaged in prohibited political campalgn

activity.

In American Campaicn Academv v, Commissioner, 52 T.C. 1053

(1939), an organization was formed for charitable and educational
purposes. —The organization’s primary activity was to cperate &
school. The school-trained individuals for caresers as political
campaign professicnals. The schaol maintained a regularly
schedulted curriculum, a regular faculty and a full-time enrolled
student boedy. Prior to the formation of the organization, the
National Republican Congressional Commifttee (NRCC) spansored
programs designed to train candidates and to train and

-
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subsequently place campaiqn professicnals in Republican
camraigns. The organization stated that it was an cutgrowth of
the programs operated by the NRCC. NRCC contributed the physical
assats, such as furniture and computer hardwa—e, to the
crganization. Two of the organizatien’s six full-time faculty
were prevxcusly involved in the NRCC’s training pregram. One the
of the organization’s three initials directors was the executive
director of the NRCC. The OVganlzatlon did not train candidates
or participa€e in, or intervene in, any political campaign on
behalf of any candidate. Neither did the organization engage in
any activities tending to influence legislation. Applicants were
required to provide the organization with professicnal
references. While applicants were not required tc fdrmally
declare their political affiliation to attend the crganization’s
school, such affiliation could be deducsd from the campaign
experiences and ‘political references contained in the
applications.  Graduates of the school were employed by various
Republican organizations. No graduate was known to have
affiliated with any domestic political party other than the
Republican Party. _

4 ' The Court concluded that the organization’s activities
benefited the private interests of Repuhlican entities and
.candidates more than incidentally. The organization, thus, ~
‘served a substantial nonexempt purpcse. Althocugh the school had
a legitimate educatiocnal progranm, the Court held that the school
conducted its educational activities with the partisan objective _
of benefiting the interests of the Repuhlican Party as evidenced

by:
1) the composition of the school’s board of directars

2) the failure of the school to counterbalance the
Republican party focus of its curriculum with comparable
studies of the Democratic or other political parties,

3) the incorporation of the school by the General Counsel of

the National Republican Congressional Committee, an
unincorporated association comprised of Republican menmbers

of the House of Representatives; and, _

4) a lack of showing by the school that its graduates served
in Congressicnal and Senatorial campaigns of candidates from
both major political parties in substantial numbers. i
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ANATLYSIS

A. Promotinc Social Walfara

In order to qualify for recagniticn of exemption under
sectiaon 501(c) (4) of the Code, an organization must ke primarily
engaged in activities that promote sacial welfare., The prometion
of social welfare may include activities that educate the public
or lobby public officials or hoth. Exemption is not dependent on
the point of view of the educatianal material or the issue being
lobbied. In contrast to lobbying and educdational activities,
partisan political activity does not promote social welfare as
defined in section 501(¢)(4). Such activity promctaes the
interests of one political faction.. An crganization engaging in
such activity is engaged nct merely in the clash of ideas, but in

a contest for power.

Based on the information ycu submitcad, it appears that you
are _a partisan issues-orientad crganization. Specifically, your
activities are designed to promote the Repuklican Party and
politicians affiliatad with the Rapublican Party. This
pPartisanship is exhibited in the kay officars and personnel that
founded and,K operate your organization. For example, an initial
.board member was Mr. Halevy Barbcur, the former chairman of the
Republican National Ccommittee. Mest memhexrs of your current
board of directors are affiliated or identified with the
Republican Party. These members include Mr. Barbour, Republican .
Senator Don Nickles, former Repuklican Congressman Bob Michel, :
former Republican senatorial candidate William Brock, and
Republican Governor Gecrge C. Voinovich. Although you have
members =-- honorary and centributing membhers -- they do not have
zan organizational voice (or voting rights) in your coperations.

This partisanship is also exhibited in your operation. . The
speakers or participants that you invited to your forums usually
were identified or affiliated with the Republican Party. For
example, the speakers or participants at your February 14, 1934
and December 15, 1993 forums are foramer or current Republican
Party public office holders (i.e. Senator Orrin Hatch, Senator
Hank Brown, Wendy Gramm, Congressman James Eansen, Congressman
Dan Schaefer, Congressman Joel Hefley, Congressman Wayne Allard,
and so forth). Other speakers include Governor Weld of
Massachusetts and Governor Whitman of New Jersey. You have not
indicated whether you have invited to your forums speakers- or
panelists who are affiliated or identified with other political

r—

parties. -

Youruéublicaticns reflect.a politfcal partisanship toward
the Republican Party. For example, the word "Republican” 1s used
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in your press releases, jaournals and newsletters. Yaou have
published speeches of prominent Regublican Party pcliticians such
as Newt Gingrich (Speaker of the House), Richard Luga:r
(Republican senator), Casger Weinkerger (farmer cabinet member in
the Reagan administratiocn), Pete du Pont and former Republican
Party presidential nomination candidate Malcolm "Steve" Forhes.
You alsc have published articles about the Republican Party (e.q.
"Remembering The Question or, 2 Brief History of the Republican

Party", Common _Sense, Volure 1 Winter 1.34 Number 1).

Your financial support alse reflects this Republican Party
partisanship. You have received substantial financial suppart
from the Republican National Committee. The Republican National
Coumittee lent you more than 2.5 million dellars since your
formation. You, also purchased supplies and services from the
Republican National Committee. Although the financial supper:
was in the form of lecans, there was no indication that the taras
of the loans reflect commercial markat rates. -

» You claim to ke a nonpartisan issues-oriented organization,
and we acknowledge that you are issues=~driented. However, ycur
activities are no less partisan as demonstrated by the manner in
which you operate your organization and conduct your activities.
‘Unlike the organization described in Rev. Rul. 60-193, supra,
which encouraged participation in the political process by
explaining the process on a neonpartisan basis, you wera created
for the partisan objective of promoting a particular political _
party. Based on the above facts and circumstances, we conclude
that, because of your partisan nature, you are not engaged in

activities that promote social welfare.

*B. Owverating Exclusivelv to Benefit the Whole Communitv

An organization exempt under sectian 501(c)(4) of the Code
must be pronoting the common good and general welfare of the
whole community. Benefitting select individuals or groups,
instead of the community as a whole, is contrary to this
recuirement. See Rev. Rul. 75-286, supra. For example, the
tenants’ organization described in Rev. Rul. 73-306, supra, is
distinguishable from the one described in Rev. Rul. 80-20s,
supra, in that its activities are directed primarily toward
benefitting its member~tenants rather than all teniants in the
community. Ses e.g. Rev. Rul. 73-349; Lake Forest. Inc.; and
Contracting Plumbers Coguerative: Restoration Corv., sSupra.
Therefore, a sufficient amount of benefit to select ind+v1duals
will preclude an organization that would otherwise gqualify for
exemption from being descrihed in secticn 501(c) (4).
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This private benefit standaxd is alsc demonstratad in the
American Camcaicm Academv, sucra, and is ralevant here. In that
casa2, the caourt held that an crganization created to serve a
particular faction in the political spectrux was not exempt under
section 501(c) (3) of the Caode because its activities benefited
the private interest of that particular faction. The private
benefit standard used in American Campaign Academv is similar
under section 501(c) (4). The difference is in the weighing of
the private benefits (i.e., the amount of private benefits), not

the standard. See e.g. Rev. Rul. 75-286, supra.
The information you submittad clearly indicates that you,

like the organization described in American Campaign Academv, are
operated primarily for the benefit of a select group. This
select g-oup consists of the Republican Party and politicians
affiliated with.the Republican Party. Specifically, your
activities benefited the Republican party and its affiliated
politicians by enhancing the electoral and political fortunes of
the aforementioned. These ac:iivitiaes-generatad public support
and enthusiasam ™ for your policiass and positions. In turn, the
pubBlic support and enthusiasa c¢ould enhance the election or
Feelection prospects of Republican politicians (i.e. their
political careers} and, therabv, the fortunes of the Republican
Party. Also, political identification with the Republican Party
‘was strengthened when individuals participated in your forums and
mega-conferences. Your publications, the journals and
newsletters, alsc served to enhance the electoral praapect of
Republican politicians because they cculd generate party
identification with and political support for the Republican

Party and peliticians.

This conclusion is supported by your crientation toward the
Republican Party, whichk is demonstrated in the history, creation,
control, and operation of your organization. As illustrated in
your press releases, journal, newsletters, and prospactus, the
word "Republican" is used throughout these publications. The
speakers or participants that you invited to your forums usually
were identified or affiliated with the Republican Party. For
example, many speakers or participants (Senator Orrin Hatch,
Senator Hank Brown, Wendy Gramm, Congressman James Hansen,
Cangressman Dan Schaefer, Congressman Joel Hefley, Congressaan
. Wayne Allard, and sa forth) at your forums were former or current

Republican Party office holders. You.have not indicated whether
individuals affiliated with other political parties were invited
to be speakers at your forums. Control of your organization
resides with individuals who are memkers of or affiliated with

~ the Republican Party.

FEd )
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CONCLUSTION

In summary, we canclude that you are not operated primarzily
to promote social welfare hecause you ars a partisan issues-
oriented organization and your activities are partisan. 1In

~ additien, we conclude that your activities alsoc substantially
benefitted the Republican Party and peliticians affiliated with
the Republican Party. Accordingly, you do not qualify for
recognition of exemption under section 501(c) (4) of the Code, and
you must file federal income tax returns.

You have the right to protest this ruling if you believe it
is incorrect. To protest, you should submit a sTtatement of you-
views, with a full explanation of your reasoning. This
statement, signed by one of your dfficers, must be submitted
within 30 days-from the date of this letter. You also have a
right to a conference in this office after your statement is
submitted. You mus® request the conference, if you want one,
when you file your protast statement. If you are to be
represented by someocne who is not one of your ofZficers, that
person will need ta file a proper pewer of attorney and otherwise

Fqualify under our Conference and Practices Requirements.

If we do not hear from you within 30 days, this ruling will
become final and copies- will be forwarded to your key district
office. Thereafter, any questicns about your federal income tax
status should be addressed to that office. .

when sending additional letters to us with respect to this
case, you will expedites their receipt by using the following
address:
Internal Revenue Service
Attn: CP:E:E0:T:3, Room 6137
1111 Censtitution ave, N.W.
,Wa;hington, D.C. 20224

N

If you have any questions, please contact the person whose
name and telephcne number are shown in the heading of this

letter.
- . Sincerely,

« .
Rer

Edward K. Karcher i
- Chief, Exempt QOrganizatlions
_Technical Branch 3
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