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Why the Audit About the Committee . 2)

Was Done The California Republican Party/V state party committee

Federal law permits the headquartered in Burbank, Califi . more information,
Commission to conduct see the chart on the Committ ization, p. 2.
audits and field
investigations of any Finamcial Activi
political committee that is * Receipts
required to file reports ° 's $ 6,367,753
under the Federal o Pty o ''m Oth!“olmcal 87 646
ﬁf:i%tz)c?;ﬁg aign Act o Transfers from *. : .+ Parly Committee 7,557,282
C L o Jransfers from Nc: ... .land Levin

ommission generally ~ s _ 3,389,660
conducts such audits o ( - -4.- B 188,928
when a committee Total Ret 1 ipts : $ 17,591,269
appears not to have met y V 4
the threshold 2

regt;ireme;lts forl Afﬁ[ s Party $ 11,110,199
substantia oomp lanade D 1a er Pa
with the Act.! The 478§ 3,968,892
10 Federal Candidates 30,000
g:m:?:: whe‘t‘h ?rthlem inalM Party Expenditures 41,660
the limitati. - ] _ ' ; jElection Activity 2,392,956
iy - ~ Contubutlon Refunds . 33,688
prog:% and - - $17,577,395
dis 1! 1. lirements
of the A' . . evin Receipts $ 620,349
h e Levin Disbursements $ 624,378
Future Actisn
The Commission . Findings and Recommendations (p. 3)
initiate an enforceme

: > ¢ Misstatement of Levin Financial Activity (Finding 1)
action, at a later tim ¢ Reporting of Debts & Obligations (Finding 2)

with respect to any of the ¢ Extension of Credit by a Commercial Vendor (Finding 3)
matters discussed in this

report.

1 2U.S.C. §438(b).
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Part I
Background

Authority for Audit
This report is based on an audit of the California Republican Party/V8 (CRP), undertaken
by the Audit Division of the Federal Election Commission (the Commission) in '
accordance with the Federal Election Campaign Act of 1971, as amended (the Act). The
Audit Division conducted the audit pursuant to 2 U.S.C. §438(b), which permits the
Commission to conduct audits and field investigations of any pﬂ' = agommittee that is
required to file a report under 2 U.S.C. §434. Prior to condu. Ty any audit under this
subsection, the Commission must perform an internal rev. s fxled by selected
committeas tu determine if the reports filed by a partlcul. same .2 - the threshold
requirements for mbstantial camplianee with the A% ‘S.C §43<. "

Scope of Audit

Following Commission-approved Procedures’ *t s\ﬂaluated vanoy'ﬁsk

factors and as a result, this audit examined:

1. the disclosure of individual contrjbutors’ occupati.~: ;.. name of employer;

2. the disclosure of disbursements, & » ad obhgatlor

3. the disclosure of expenses allocal¢ - -%.. ‘ederal, nc -i.. . gdl, and Levin
accounts; ~ ’

4. the cnnsistency between reparted figuigs ane = . . 5]

5. the completeness c‘:.-:;- . and ,

6. other committee gf* - " - 3 .- cessary to \rewew




Part II
Overview of Committee

Committee Organization

Important Dates

o _Date of Registration March 5, 1981

* Audit Coverage January 1, 2007 - December 31, 2008

Headquarters Burbank, Califﬂ

Bank Information

s Bank Depositories One

e Bank Accounts Four i-.feral, ¥*» ~ evin & Ten Non-
fi "Accoun

Treasurer ’

e Treasurer When Audit Was Conducted eith Carlson

¢ _ Treasurer During Period Covered by Audit 4 N =ith__(ﬁson T

Management Information s y 4

o Attended Commission Campaign Finance Séminar |, ‘ =

¢ Who Handled Accounting and Recordkegning Tasks | P % ¥
4

Overview of F{nancial A¢tivity
.7 (Audite ounts)

Cash-on-hand @ Jan 1, 2~ $ 66,827
o Contributions fro 1 uals . 6,367,753
o Contributions from Oth -~ ™.. "ricg. ( ,muees 87,646
o __Transfers from Affiliated I*: .3 v,y 2 - 7,557,282
o T - in Accouti®” 3,389,660
o T 188,928
T - $ 17,591,269
o L 11,110,199
o Committees 3,968,892
o 30,000
(o] LT fres 41,660
o Federal Electlon A S 2,392,956
o Contribution Refunds§p” 33,688
Total Disbursements $ 17,577,395
Cash-on-hand @ December 31, 2008 $ 80,701
Levin Cash-on-hand @ January 1, 2007 $ 11,321
Total Levin Receipts $ 620,349
Totak Levin Dishursements $ 624,378
Levir Cash-on-hand @ December 31, 2008 $ 7,292

2 CRP originatly registered with the Secretary of the Senate on August 7, 1974, as the Republican State Central
Committee of California Federal Election Account, under a different identification number. This previous
committee terminated on August S, 1981, shortly after the formation of the current Committee.



Part III
Summaries

Findings and Recommendations

Finding 1. Misstatement of Levin Financial Activity

During audit fieldwork, a comparison of CRP’s reported Levin actjyity with bank records
revealed a material misstatement of receipts and disbursements j 3, CRP
understated receipts and disbursements by $50,071 and $54 . - :spectively.

o
In response e the Interim Audit Repart recommendation {RP1.". - ... reports to
correct the misstatements. (For more detail, see p. 4.

Finding 2. Reporting of Debts & Obligations R4
Audit fieldwork indicated that CRP did not accur®=r .lis ebts and obL; *ions for
28 vendors totaling $2,188,950 on Schedule D (De ~ -. ( dbligations).

In response to the Interim Audit Rep} X mmendauon ‘QRI' : led amended reports to
correct the debt reporting. (For more« = -\ & u. i 5) s

Finding 3. Exturﬂl_gion of Créjit.by a ,ercial Vesndor

After reviewing and « sbarsemeu@f€cords d audit fieldwork, the Audit
staff noted that an ".1%- porz - . 1dor appeaigd to make a prohibited contribution to
CRP by extendmg - e “eyo E's normal cotise of business and by failing to make
commercially reason: * L ‘-'='- . +zct $1. 51,002 for services rendered.

In resp VLT RO W Report recommendation, CRP and the vendor presented
a de’..” 2d analysis .'¢ -7 :cegthat led to the incurred debt, their attempts to
deﬂ:-.- ,‘1.. _\ ment plens - -clve ﬁt, and why the extension of credit was beneficial
to bot.. * =", Howeve-. .ither nor the vendor provided any documents or

exuummes ¢ neeStrating * 5 the extension of credit was in the vendor’s ordinary course
of busmess o, i commeally reasonable attempts had been made to cellect the debts.
(For more deta . ~v: "

P 4



Part IV
Findings and Recommendations

| Finding 1. Misstatement of Levin Financial Activity

Summary
During audit fieldwork, a comparison of CRP’s reported Levin actj 'ty with bank records
revealed a material misstatement of receipts and disbursements 7008
understated receipts and disbursements by $50,071 and $54,08°V. - . spectxvely

In response to the Interim Audit Report ret:ommendati;gn‘,I UCRP fiIE:‘ - t...nded reparts to
correct the misstatements. TN

4" |
Legal Standard . v
A. Reporting. If a state, district or local parfy .. zitr ttee’ - vgmbined annualjFeceipts

and disbursements for federal election activity (FI + . « +~,000 or more dufing the
calendar year, then it must disclose rgceipts and disbu -. -w-its of Federal funds and
Levin funds used for FEA. 11 CFR & ...  -)(2).

4

B. Contents of Levin Reports. Each f§go . :-* d.-close:
e The amourt of cash-on-hand for Levitgfund. 'ing’"“-;-! a(g and end of the

reporting period; .
e The total amow 4-"; .. - 1.d receipts Z4d disburséments (including allocation
transfers) forﬂ‘ artxng -2riod and for (e calendar year; and,
o Certain transact «* - e Le itemizationfgh Schedule L-A (Itemized Receipts of

Levin Funds)or S¢ - ..§ "1 """ =+ ,, ) bursements of Levin Funds).
11CRR 3= "3 Q)R
Fgdts and Analysis -/
A. Facts _ v
As part of 1 shuw 1k, the .\ Idlt staff reconciled CRP’s reported Levin activity with bank
records for 2C *x. |  folliwing chart outlines the discrepancies for the beginning cash-

on-hand balance_ « .8, disbursements and the ending cash-on-hand balance. The
succeeding paragra 'l + . ./dresses the reasons for the misstatements.




2008 Committee Activity
Reported Bank Records | Discrepancy
Beginning Cash-on-Hand $14,988 $14,443 $545
Balance @ January 1 2008 Overstated
Recaipts $556,470 $606,541 $50,071
Understated
Disbursements $559,692 $613,692 $54,000
Understated
Ending Cash-on-Hand $11,766 $7,292 $4,474
Balance @ December 31, 2008 4 %  Overstated

The beginning cash-or-hand balance was overstated by $348

N .
-~ In unexplained, but
likely resulted from prior period discrepancies. The $50,6&1 unc..1~::vment of receipts

resulted mostly from contribations from individuals g#awveYe not repuzis.  the
undesstatement of disbursements by $54,000 res from a vendor p: : " .+ * that was
not reported, and the $4,474 overstatement of « .- .ling cagh-on-hand ba " .z - s the
result of the misstatements previously descrificu. N ' 4

B. Interim Audit Repart & Audit {ivislon Becammendlation

The Audit staff discussed the reportingishars and present--* . .-7ant work papers to the
CRP representative at the exit conferenig. ™ *..* *.-; *. - =ntativ. ~ that he would
review the matter.

y

The Interim Audit Repg? :.. » .mended thayf’ amenm reports to correct the
misstatement for 2 +*~ and ‘- 3 its most reqgntly filed report to correct the cash-on-
hand balance witl¢ .-, -\-\,'lanatiﬂ that the change resulted from a prior period audit
adjustment. Further, ( &I iI8H the cash balance of its most recent
report to i1 Ty st e ,-.' -+ .+ . #that may have impacted the $4,474
adjusti. . rowm 2 dl R

CA mlmlttee Respaase- 10 Iulu'l Audit Report

In 7eSpBr~. 9 the Interi1 - \.idit Rgport recommendation, CRP amanded its reports to
correct t . h-tatements N pecxﬁcally, CRP amended Schedule A to disclose receipt of
$50,000 fr A -ndivid 1 .'s and payment to a vendor on Schedule B for $54,000. Prior
to the issuanct - 'us rep.". CRP transferred the remaining funds in its Levin account to
a non-federal a. . y olvmg the remaining discrepancies.

| Finding 2. Reporting of Debts & Obligations

Summary
Audit fieldwork indicated that CRP did not accurately disclose debts and obligations for
28 vendors totaling $2,188,950 on Schedule D (Debts and Obligations).




In response to the Interim Audit Report recommendation, CRP filed amended reports to
correct the debt reporting.

Legal Standard

A. Continuous Reporting Required. A political committee must disclose the amount
and nature of outstanding debts and obligations until thase debts are extinguished.

2 U.S.C §434(b)(8) and 11 CFR §§104.3(d) and 104.11(a).

B. Separate Schedules. A political committee must file separate schedules for debts
owed by the committee and debts owed to the committee, togeth¢ - 47 'h a statement
explaining the circumstances and conditions under which each gétit anih obligation was
incurred or extinguished. 11 CFR §104.11(a). 4, ;

C. Itemizing Debts and Obligations. «

e A debt of $500 or less must be reported oncag: L&ken out” %% 60 days from
the date incuxred (the date of tho transa¢ *“c°#); the committee re] **< * on the next
regularly scheduled report. A ’

o A debt exceeding $500 must be disclosed = . rere that covers theffate on
which the debt was incurred. 11 CFR §104.. ;.

Facts and Analysis v

A. Facts g y 4

During fieldwork, the Audlt staff reviewe e'. =n v+ JIs and disclosure reports
for proper reportmg of .. ... ubligatio: is revieyidentified debts owed to 28
vendors totalmg $ 950 .l :2quired dis§gosure. Most of the identified debts were
greater than $50Qf" E - remawd outstandin ing the reporting period in which they
were incurred.

B. In?n \utlu"Rt |mrl 4\. dlt Divisivh Recommendation

At »Xit confere: : v, *k.s Aud®® . I?iscusse:tl these debts with a CRP representative
ang p d,...ocrelevan » _n « 1ap -. Mie representative stated that he would review the
matter . -

The Interin. Ao« Rrport -.ommended that CRP amend its reparts to disclose these
debts and obli_ '+ m’hedule D.

C. Committee Regplnse to Interim Audit Report

In response to the Interim Audit Report, Counsel for the CRP commented, “...Finding
No. 2 does not conclude that the CRP failed to report debts and obligations; rather that
the reported debts and obligations by period were inaccurate. Some of these debts and
obligations were reported on a later monthly report than the one the FEC auditor found it
should huve been reported.” Counsel for the CRP also commented, “We would like to
point out that CRP’s largest vender (Strategic Fundraising (SFI)) was disclosed preperly
every month.”




Commission regulations require continuous reporting of debt and obligations until the
debt is extinguished. Our review concluded that several obligations were net
continuously disclosed as required on Schedule D; while other obligations were never
discloseri on Schedude D. The Audit staff agrees that SFI was not orie of the vendars
cited in this review.

In response to the Interim Audit Report recommendation, CRP amended its reports to
correct the disclosure of debts and obligations on Schedule D,

o

| Finding 3. Extension of Credit by a Comg$rcial Vendor

Summary “ ;
After reviewing and analyzing disbursement records . 1ggudit "% -k, the Audit
staff noted that an incorporated vendor appeared tog::... & prohibited .« :ibution to
CRP by extending credit: beyond its normal cet . <« of busigess and by failigf - make
commercially reasonable attempts to collect $4 | 1. 12 for w: vices rendert-

- L S 4
In response to the Interim Audit Report recommend. “:.~.. t RP and the vendor presented
a detailed analysis of the circumstandgs that led to the i * , - .- debt, their attempts to
devise payment plans to resolve the doggmd why the ext.-1+:v. f gredit was beneficial
to both parties. However, neither CRP Ror®g -+ ...or provic : ¥ documents or
exemples demonstrating that the extensiu@yof <:... : 18 in thefendor’s ordinary course
of business or thot ¢ ommercially masonibatfnpt - i - made to collect the debis.

Legal Standnrd/‘ .
A. Corporate Ghun i'Tumons Impermissible.
any contribution in c ;- <’ -:-/\\ t . federal el

A gorporation is prohibited from making
ion. 2 U.S.C. §441b(a).

.

B. Def'#nn uf ¢ 'i?irnlnlel-c-i=g\'g-ndor.' Atommercial vendor is any person who
proy..'sgoodsor - ¥.:-to: +--a. dage or political committee and whese usual and
nQf -« siness invol .~ sal.:,izﬁ. lease or provision of those goods or services.
11 CFR 77" 1(c).

C. Extensmn of (.redlt In Commercial Vendor. A commercial vendor, whether or not
it is a corporat. - :i. y egffend credit to a candidate or political committee provided that:
e The credi| ~ gnded in the vendor’s ordinary course of business; and
e The terms e credit are similar to the terms the vendor observes when
extending a similar amount of credit to a nonpolitical client of similar risk.
11 CFR §116.3(a) and (b).

Facts and Analysis

A. Facts

During fieldwork, the Audit staff &lentified an incorporated vendor that appeared to make
a prohibited contribution to CRP by impermissibly extending credit beyond its normal
course of business and by not providing documentation demonstrating that the vendor



made commercially reasonable attempts to collect the debts. The vendor, Strategic
Fundraising, Inc. (SFI), performed voter/donor file prospecting and telephone fundraising
services for CRP. There are 297 invoices, totating $1,171,002, which were outstanding
between 121 and 757 days. Several of these invoiges, dated between Octoher and
December 2006, were outstanding for services rendered during the 2006 eleetion cycte.
CRP paid all invaices between March and Octaber 2007 and also in November 2008.
Other than the initial invoices, CRP made no other documentation available to
demonstrate that SFI made further attempts to collect these debts.

B. Interim Audit Report & Audit Division Recommendation <

At the exit conference, the Audit staff discussed this matter witls C R Rrepresentative
and provided relevant work papers for review. The repres + stated that he would
review the matter.

copy of the SFI vendor contract was requested. esponse, CRP provi e contract
and a letter from SFI addressmg the extensno: : . The contract contdi:.«* fe
following pertinent provisions: N ¥ 4
e While SFI was responsible for planning, prep .:E . ','managing and conducting all
telephone fundraising efforts directed at both .~ « 3 and prospective donors,
CRP was responsible for collcs deposxtmg ar...+veev. Jing all contributions
generated by SFI and providingRg @l regular rep et cEntlfymg all
] L Ll §s zesy »( : SFI's efforts, alung
with the amouni md date of each Ggntrilai.- . ~ ?
e SFI shaii invo.. T R? weekly, and SFF shall p. . :1! invoices within 30 days of
the invoice . : sand pr.- | prospectifg invoices upon receipt.

~ .
The Audit staff had auestions regarding SFI's billing’.~:: paymentrp -. gs; therefore, a

e Outstandi@_ ; .. Jes . _.:ays past dueR@all accrue interest of 1 Y2 % compounded
monthly. -~ - '
¢ The mosroctive v SR ;.E. iy .+ -t%0n included a “Break-Even Guarantee,”
ety Lt osahang e nght ta'be CRP’s exclusive telephone fundraising

~ irm, SF1 g1, - ts of dll calls to prospective contributors. As
A ~..h, CRP was 1:. tpeu;. I?pay more for prospecting calls than the sum of all
"ty".. contributi %, enerafd by those calls. The Guaraniee included a provision
in +™’«..1 the parties sicknowledged that SFI was “accepting significant bunsinoss
risk” v 'n °nding 1~ Guarantee to CR and provided partiai mitigation of the
risk by ...... the exclusive right to conduct CRP’s fundraisirg programs
over the «~115480f an entire year.

o SFI would ¥ paid for its prospecting services at “an amount equal to the gross
receipts generated by each prospecting project.” In addition, if the “cumulative
gross proceeds from all Prospecting campaigns performed in a calendar year
exceeded the total of all prospecting calls...the positive difference [would] be
credited to the Committee.”

The letter from SFI stoted that credit was extendel to CRP because it, as well as meny of
SFTI’s other Republican Party clients, was unahle to engage in sustainable new donar
acquisition, renewal aofl reactivation of old donors as u result of the extemal palitical
climate at the time. SFI further stated that it believed at all times that this extension of



credit would further CRP’s receipt of new funding, and that at no time did it intend to
make a contribution by virtue of its extension ef credit. SFI contemxled that the extension
of credit was in its ordinary course of business, and that it followed its established
procedures and its past practice with other teleghone funrdmising clients in the poiitical
arens in npproving the extensian of oredit. SF1 funther addad that CRP and SFI
negotiated a reselution of disputed hilling items by devising a payment plan that involved
its continued telephene fundraising for CRP and retention against the outstanding but
unpaid balances of receipts until the obligation was satisfied in 2009. SFI contended that
it received reasonable, prompt payment in full from CRP based on this extension of

credit. -~

' ¥
After consideration of all the aspects of this matter, the Audi#S®¢f suggested that there
were two separate and distinct issues to be considered. Fjz¥, CR@hould have

established thst SFI’s exiension of ciedit wae in its orginaify oourse
if the first provisinn was met, CRP shiould have de Q'
commercially reasonatile attempts to collect the s. If CRP did not ¢-'.;* .- 1 either
provision, a prohibited contribution would hae 13 ed. AN 4

Ordinary Course of Business N 4

In determining whéther an extensiongf credit was in i =, 1ary course of business, the
Commission considers whether the:& “llowed esta v procedures and past
practices, whether the vendor received 1.+ _+* . .:aent in f1", - ~tevious extensions of
credit, and whether the extension of cred co 1% it w2 .hL usﬁ'l and normal practice in
the industry (11 CFR §116.3(c)).

e usmess Seqand,

In considering sim .. fun Iy agreement@ the Comrﬁssion has sought to dstermine
whether an extexyi 1w, credit 'a. 3 in a vendoNg ordinary course of business by
considering the - : o-.1r¢a vt ad. wgte vendor sa ds. The Commission has required
committees toJlave safe-in '..: . ~ e that committees, in fact, pay for all the
costsof i .. . . ¥ pro TR Set, MUR 5635 (Conservative Leadership PAC); AO
1991 ¥ (New Y "¢ % . D¢ weiic Committee); AO 1976-36 (Comumittee for

Fapf* .. . Safeguar - ;----,-.ese«f v € Commission have included requiring advance
depos *» i1t 1 committer t :.-itnbygBe vendors for potential shortfalls, limiting the term of
the amt- .t allowing ver:dors to terminate the contract early and demand full payment
asaresult( = fundraisir3 performance.

The terms of the "!.-.-.-._d/en Guarantee™ and the exclusivity clause in the contract raise
a question of wheth; “~FI's extension of credit to CRP was in its ordinary course of
business. The Guarantee appears very similar to the type of “no-risk” or “limited-risk”
provisions that, in previous matters, the Commission has found could constitute in-kind
contributions in the absence of safeguards ensuring that (1) the committee would pay for
all of the costs of the fundraising programs and (2) the vendor would bear all of the
financial risk of programs not paying for themselves (MUR 5635; AC 1991-18; AD
1979-36). However, unliko tite previous cases, SFI was not responsible for the “naging”
of caatributions resulting fram its fundraising activity. The contraet outlines that
contributions were to be sent to CRP, which was supposed to dsposit them in it own
account and then pay the invoiced amounts to SFI. This provision, im combinstion with
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the Guarantee, raises questions as to whether the arrangement between CRP and SFI was
one in which “the cornmuittee retainfed) centribution procseds while giving up little, or
assum(Ing] little to no risk with thie vendor bearing all, or nearly all the risk.” Sce AO
1991-18 (New York State Democratic Piaty). It eppeass thai the exclusivity clause was
included to offset any risk that prospecting calls would not generate contributinns
sufficient to cover SFI's costs in making them. This raises a question regarding whether
this clause provided sufficient financial value to SFI such that it negated SFI's
assumption of the risk that it would lose money on the prospecting calls. However,
absent additional information showing that the value of the exclusivity clause was
comparable to SFI's financial risk or that “no-risk™ or “limited-ri eements such as
the Guarantee between CRP and SF1 conform to the usual and
telemarketing industry, the Audit staff concludes that SFI di
its ordinary course of business. _

o oxtend credit to CRP in

Commercially Reasonable Debt Callection P .
Even where an extension of credit by a commercjgi‘vendor is legally per®-~~ ‘le when

made, it may evolve into a cantribution over - **..: *i :ough ¥ge lack of com: .~y
reasonable attempts on the part of the vendor to sl * the ting debt. Tl
Commission determines that these attempts are con .. .- [ly reasonable if té vendor
has pursued its remedies as vigorously as it would purt - .- remedies against a non-
political debtor in similar circuinstand:~ | CFR §116.4 . - . In this matter, it appears
that many of the debt collection provitic ~ . Bbined in tho ¢u. = . $ere hot fulfilled.

* As previously menticned, other 1gan iie@ akoices, ng ¢« ther docuinentation was
made available to demanstrate thaQCRBWass ... -yreekly or that any further
attempts were “.1f 1. . -tleet theseRifbts.

e Nodocuru {Tionw < »..sented to tife Audit staff to demanstrate timt CRP was
billed thed” . ™ ‘ntere- ...» .pounded Rgonghly, for its debts outstanding mare
than 30days. -~ . - (

. - » =

In regargglls 'k Sovtie - ko, ﬁy SFI, 3 1-Zdmits that credit was extended to CRP and
othergf@litical cli.: -, 1. lso B ns 4 negotiated repayment plan; however, this has
ney<-, T discusser ... "1e A "« “ff nor presented to the Audit staff for review.
The Int¢.™a \: Jit Report B ommended that CRP provide documentation or any other
comuients 1 ».l.: 1,cnatrate gt SFI extended credit to CRP in its ordinary coursa of
business. The ..uc.:::entgffon should have included, but nat have been limited to,
evidence that (1) "¢ 1 Even Guarantee” within the SFI contract is common
industry practice, (PVerification that the value of the exclusivity clause provided
sufficient financial value to SFI such that it negated SFI's assumption of the risk that it
would lose money on the prospecting calls, and (3) confirmation that the terms of the
credit are similar to the termis SFI observes when extending a sirnilar amount of credit to
a nonpolitical client of similar risk.

In additien, the Interlm Audit Report recnmmended that CRP provide documerdi€ian or
any ather eomments to demonstrate that SFI made cammercially reasonable attempts to
collact these debts. The documentation shpuld have included, but not been limited to,
evidence supporting the negotiated payment plan and examples of other SFI customers or
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clients of similar risk for which similar services had been provided and similar billing
arrangements had 'been utilized. CRP should have also provided documentation
concerning SFI's billing policies for similar clients and work, advance payment policies,
debt coilectian policies, and bilting cycles.

Absent such a demonstration, the Audit staff would consider the $1,171,002 an
impermissible coatribution from SFI.

C. Committee Response to Interim Audit Report

In response to the Interim Audit Report recommendation, CRP ar." *; .: Chief Financial
Officer of SFI (CFO) dispute that the extension of credit by SFI‘esuuéd in a corporate
contribution.

CRP discussed the many factors that led to its mcurre‘"*(the dé*‘r SFL
Specifically, CRP presented the following: o

.

1. Fundraising is Cyclical - CRP stated l{ T c ost of its SFI .. ifaglring its
traditional drought period, the off-electic - “?%RP stated ‘ﬁRP's
traditional fundraising cycle has peaks and ..i..:v~Pand the valley in 2007 after
the big California gubernatorjal election of 20 ~: "." he decline of national
Republican fortunes in the 2 - 2ssionalel. .l .-, was especially large and
problematic.” ]

2. CRP Orgmizational Chinges an®gh. 1Y. ;i3 | . Direct}#ail and Tele-
Fundraising Rates — CRP stated th§§ it, Lk . - izations that engsge in
direct mail and ;i 7 .:n caising eff uffered gffecline in fundraising receipts
from these . .57 -~ ¢ RP also discufged the turnover in key upper management
positions & i ... anai. : (*hief Operatiflg Officer) and how this affected its ability
to resolve so1 ¢ -.'s ¢ »'x issues.

3. National '"\d Sty - I).... v - oo vruetioin Fortunes — CRP stated “Like other
B.g. M _anis- .ha» chgdge ul direct 'mail and tele-fundraising, the CRP

e sosuffe 1T, " - of T dentlﬂt.atlon and support that was related to the

A .k,chmz'g pOpl sin of 1 +z.3#0nal administration and special conditions in
Y. :jornia, whcn ‘006 pub!icans had suffered a loss of all but two
l\ v nie Republiv.. . officeholders.” CRP further added, “the CRP suffered a

los.~ o eizer dolli . Conors in part because its majar statewide officcholder,
Gover:'n." S w egger, had declared after his re-election in 2006 that he nn
longer co -i:ored himself as a partisan Republican governor, and he described his
party as a dWaged brand.” CRP stated that, beginning in early 2007, Governor
Schwarzenegger ceased to assist CRP in fundraising.

CRP contended that SFI made commercially reasonable efforts to collect the CRP debt.
As evidence of these attempts, CRP stated that it engaget in good faith discussieas and
negotiations to resolve the debt to SFI. CRP added that muny of its officers and key
employees were in canstant, reyular communications with SFI. In addition, CRP’s Board
of Directors received regular briefings at each board meeting regarding the growing debt,
and CRP key staff visited SFI offices in Minnesotu to negatiate a strategy to resclve the
debt.
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As further evidence that SFI made commercially reasonable efforts to collect the CRP
debt, CRP stated that it was billed monthly on all telemarketing and direct nrail maters,
that it had hundreds of separate dommaications by telephone, email and face-ta-face
with SFI repnesentatives relating to the debt matter, and that SFI's invoices included
finance charges.

Counsel for the CRP commented that in July 2008 a negotiated agreement with SFI “(1)
resolved disputes about billing items; (2) negotiated a set aside of SFI-generated tele-
fundraising receipts that were dedicated and credited to pay-dow CRP debt; and
(3) extended the SF1-CRP fundraising agreement into 2009-271

CRP contordad that the fundraising agreement was in S I course of business.
In response to the concern that the agreement with SFLd10%got proW{ .+ “or it to cage and
sequester funds neeessary to pay its hills, CRP ? ajt those to -1, e caging

functions from all its fundraising vendors and tha#fi had a separate cag « gndor and
agreement. CRP points out two critical facts ~ <:. CRP whg one of the lar, ihot the
largest, of SFI's client. CRP stated that this bett -, - red liance with and
non-federal campaign reporting requirements. Sect ., ('RP’s financial situation during
2007 and 2008 resulted in delayed pgyments to vend - _ i: - separate caging agreement
allowed for it to batance payments to ‘cmio:'s with “keeg..-; 1 - Jloors open.”

To supplement its Interim Audit Report @spoi~e, CRE rovidgd'.omments from the
CFO to address that credit was extended fgthy acuitial 4 +::a.20f business. The CFO
contended that extend“»"{*- " ‘as in the BggPinterest -; { RP from a prospecting and
fundraising perspe. .52, an s best interdgt of SFI from the perspective of helping a
valued, long terrgg-" -2 i by wc <."1g out a muti@lly beneficial payment plan. The CFO
stated that it believz‘y Cv +.: Uing to prosggct and fundraise for CRP, in spite of the
debt, not onlv wonld funt, *:~il: * “ ,lybe realized but its donor base would
not W o o v Ll CRI? would pow-.bly acquire new donors. The CFO stated

L L ] -
an™ale " - ]

that thdfesult o: < nisi » (;.'i"*. CRP would be CRP gaining new or lapsed donors
. c' ' ingeventii - ~.°d. . , SFI extended credit to CRP. The CFO noted
that a1 * -*. nehad SFIi . jed tglfhake a contribution to the CRP by virtue of an

exienslo: v cr.aldit,

Regarding the ™" ». 2% eveffguarantee” and the exclusivity proviaion within the CRP and
SFI agreement, tl..: ("1 (Pstated, “Without disclosing too much of the details of our
business model or ¢y .ining how fundraising works, SFI will stress that our standard
fundraising agreements with all political clients call for exclusivity. As a company, we
understand the need to acquire new donors for the long-term health of our partners like
the CRP and we have a 20 year history which allows us to mitigate our internal 'risk’. All
other tele-fundraising firms offer the exact or similar ‘break-even guarantee'. As pointed
out above, we issue credit to non-political clients as well in the exact same fashion.”

Regarding SFI's commergially reasonable attempts to callect the CRP debt, the CFO
contended that besides its normal weekly invoices, SFI also sends out via an e-mail link
bi-weekly summaries and open invoice reports which contain the ‘aging’ for each client.
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He added that this was done for all SFI clients, political and non-profit. As further
evidence, the CFO stated, “SFI requested and was presented with sevetal informal
payment plans in the fall/wiater of 2007. They would be adhored to for & while, and then
the CRP would be uhablo to keep up with the payments...” The CFO goncurs with
Counsel that a new agreement was created in 2008 that resulted in the debt being paid off
in early 2009.

Assessment by the Audit Staff
After reviewing the responses submitted by CRP and the CFO, the Audit staff made the

following observations regarding CRP’s adherence to the Interim Amdit Report
recommendation:

1. Other than providing written comments, no docu . ! ;\ .18 submitted to
demonstrate that SFI extended credit to CRP in i - « rdina _ «¢: “se of business.
The CFO stated that the “Break Even Guarn ™ the ex. 'y claiese
within the SFI contraet is common industggractice, but no ex: - *:x 88 of other
client contracts or any supporting doc : ... tion pravided to*% His
statement. The CFO cites confidentid..:, ;.. s ir v racts with its .« -profit
clients that do not fall under the purview of C o, Ktmshon In addlf 1on, neither
CRP nor the CFO provided confirmation the .. 18 of the credit issued to
CRP are similar to the termsc&l « "--zrves when \ . 1g a similar amount of
credit to a nonpolitical client o .~»-. . "<k, v

di. [ N li 'ﬁ:‘.ven Guaraniee” and the
draisigge industry. SFI does not

Further research by the Audit s
exclusivity ¢l .sc & e, tunusual i

"cage" the cg;.” - **- ~:sulting frofy the fundrfiising activity. Under its

contract, .. - 1tions i€ to be sentQirectly to CRP which was to deposit the
contributions 3 OW" .z count and th y the invoiced amounts to SFI. This
prov1s1on, incofhizter ~ T o . antee, raises questions as to whether the

.:i----.: ne °tw % § 2P ani S11+ s one in which CRP retained contribution
oceeds \ -‘ *-.vin_ . - :ti.e, or assuming little to no risk with the SFI beanng
o, ornearly " t'.x dsk. 1w : #udit stafl’s research also indicates this provision
"I ‘n . \ - Y
%' -unusual. ,-

DCC o tation wi < J ot provided to demonstrate any particular financial value of
the el < wity clgi».- If the exclusivity clause provided value to SFI sufficient to
negate SIT <t ption of the risk that it would lose money on the prospecting
calls, the exz:1'~ion of credit would result in no contribution. Further research by
the Audit stfIf indicates that when a contract contained an exclusivity clause as a
safeguard against losses by the vendor; it was not the only safeguard, as it is in CRP’s
contract with SFI.

2. CRP and the CFO both detail SFI's attempts at eollecting the CRP debt.
However, neither provider any evidence to support the varions negotiated
payment plans, the bi-weekly summaries or open invoioe reports, the meetings
between CRP and SFI officials, the hundreds of communications between the two
parties, etc. In addition, neither CRP nor the CFO provided any examples of
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other SFI customers or clients of similar risk for which similar services had been
provided and similar billing arrangements had been utilized.

SFT's effort to convince the CRP to resume the fundraising program and SFI's
continued provision of services when CRP had repeatcdly failed to pay raises the
question of whether SII's debt collection efforts were commercially reasonable.
Among the debt collection practiees that may be regarded as evidence of
commercial reasonableness is the withholding of additional services until overdue
debts are satisfied. Here, it appears the opposite happened; CRP, concerned about
the level of debt it had accumulated, sought to suspend deligery of services from
SFI, and it was SFI that convinced CRP that the only vigfit way for CRP to get
out of debt to SFI was for it to continue the fundraisig@gogram. IF this is
correct, it may be that SFI's decision to give CRP J80itiON} * : "ne to pay and SFI's
decision to continue ptoviding services was cogmtgcially == "~ ablc However,
the Audit staff believes that additiapal inforyfiéi®g i necesse: - .ch this
conclusion. SFI asserted in its response i, as part of its effon ' wonvince the
CRP, it met with CRP and presented ag.. . >d houg file analysis fficluded
details on historical fundraising trends a: . :-% .- va% In addition

contended that this meeting led to a better u-.... +. fiding of the need {o prospect
and fundraise to help CRP oyt of the situation : litself in. Information
supporting this contention by I'T wu:ld be preciset type of information that
would demonstrate the coruaer.i:.; 1 Wlemss ¢. >0 ~RLourse. In addition,
the specifics of the negotiated pagnent®.~.~ . “how L- plans compare to tha
terms SFI Iras provided to simédarlR@situgh-.: - . ;18] clients may also
demoanstrate th <> = cial reasondgdPness ana ggsnnable debt collection efforts
by SFI. Ft ui¥¥er, WE i roth CRP X SFT say IE SFI provided such
informatigt, .- ¢ RP i1 2 3, neither ha@provided a copy of the detailed house file
analysis or th - + -.i:icyu. 1l-e negotiateBgPayment plans to the Audit staff.

’

After reyigs « i Y g0 < "o* ¢ Intertreaudit Report submitted by CRP and the

CFO
wi
made

Audlt P mn. lud -« $f1;. CRP has not demonstrated that SFI extended credit

. rdﬁ ordinary co ir-. bus alpfr that commoercially reasonable attempts were

x.lect the CRI® . Ung¥ further documentation is provided by CRP, the

Audft st..} "~ consmiers 1 ; - matter an impermissible contribution of $1,171,002 to

CRP.



