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MEMORANDUHX

TO: RON HARRIS, CHIEF
PRESS COFFICE

FROM: ROBERT J. COSTA ~—"
ASSISTANT STAFF DIRECTOR
AUDIT DIVISION

SUBJECT: PUBLIC ISSUANCE OF THE FINAL AUDIT REPORT ON
1992 DEMOCRATIC NATICONAL CONVENTION COMMITTEE, INC.

étfééﬁed'piéése find a copy of the final audit report
and related documents on 1992 Democratic National Convention
Committee, Inc. which was approved by the Commission on March
10, 1994.

Informational copies of the report have been received by
all parties involved and the report may be released to the
public.

Attachment as stated

cc: Office of General Counsel
Office of Public Disclosure-
Reports Analysis Division
FEC Library



~ T
s

R ““a‘
REPORT OF THE AUDIT DIVISION
ON

1992 Democratic National Convention
g Committee, Inc. .. e

~ Approved March 10,1994 «}
1
o
: Z -

FEDERAL ELECTION COMMISSION
999 E STREET. N\ A%
WASHINGTON, D.C.

L 3




0

REPORT OF THE AUDIT DIVISION
ON

1992 Democratic National Convention
Committee, Inc.

Approved March 10,1994

FEDERAL ELECTION COMMISSION
999 E STREET, N\ W,
WASHINGTON, D.C.




~ega. Analysis
Transmit
smittal to Committee

Chronology

"y

F &9

&

o b

(¥ 1}

(W) O

~4

el




L)

FINAL AUDIT REPORT

ON THE
193] DEMOCRATIC NATIONAL IONVENTICON COMMITTEE, INC
EXECUTIVE SUMMARY
The 13992 Demcocratic National Convention Zommittee, Inc.

the Comm:i:ttee. registered with the Federal Election Commission
on June 14, 1991, The Committee was created for the purpose of
conducting the 19%2 Presidential ncominating cenvention c¢f the
Democratic Party. The Committee received 511,048,000 in federal

funds for this purpose.

The Audit was conducted pursuant to 26 U.S.C. §9008(g}.

~ The findings of the audit were presented to the Committee
at an exit conference at the conclusion of the Audit fieldwork
and after a follow-up visit to Ccmmittee headquacters. The
Committee received an interim audit report that was approved by
the Commission on July 27, 1993. Subsequently, the Committee
was provided opportunities to respond to the findings contained
in the interim audit report. Comments and information received
from the Committee have been included in the final audit report.

The final audit report requires the Committee to repay
$38,163 to the U.S. Treasury.

The following is an overview of the findings contained in
the final audit report:

Failure to Itemize Debts and Obligations - 2 U.S.C.
§434(b)(B) and 11 CFR 104.11(a'. Committees are required to
list selected debts con each disclosure report. No debts were

listed on the Committee’'s disclosure reports. The audit
identified 138 debts totaling $4660,33%9 that required disclosure.
In response to a recommendaticn 1n the :nterim audit report, the
Committee filed schedules disclcs:ng the debts.

Excessive Contr:i:butions fFrcm Staff - 11 CFR 116.5. Funds
for travel and other expenses advanced bty ind:viduals and
subsequently reimbursed by a committee are contributions by the
person paying the expenses unless specifically exempted by the
Commission’s regulaticns. The audit fcund that two Ccmmittee
staff members made such advances :n material amounts. All of
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“=e ad.-ances were .ate:r reimbursel Iy the Tommittee Rscayuse
the aivances were not exenmpt f:Tr the del:nition of
contributicon, they zornstituted tmfermiss.Ile contrinutisns,
totaling §$1%,318 In respconse Lo the 1nTerim aud:it repsit the
Commitzee argued that 1t shared the Natiztnal Committee’'s $20,00°0
annual limitation c¢cn contributicns from :ndividuals and that,
the -oniributions were permissible The audit repcrt reiected
this argument because convenIion committees that recerve full
federal funding may not accept any centributions

:mproper Use cf Funds - i CFR 9308.&:b){1y, «2: and (4
and 9%008.10¢d*. This section -f the rercrt deals with funds
that were not expended on quaiified ccocnvention expenses. These
expenditures fall into four categories. Each is discussed
below.

1. Misappropriation c¢f Zommittee Funds - The Committee

discovered that an employee had misappreopriated $5,000. When
discecvered, the employee was dismissed and steps were taken to
recover the funds. Since the $5,000 was recovered, the audit

-report does not recommend a repayment tc the U.S. Treasury.

2. Candidate Expenses - The Committee is not permitted -tc -

use federal funds to pay the expenses of any candidate who
participates in the Convention. The audit identified a $30,000
payment for part of the production costs of a biographical film
about President Clinton, which was shown at the Convention
immediately preceding the President’s acceptance speech. The
interim audit report classified this payment as an impermissible
payment of candidate expenses. The Committee argqued that it
could have paid the entire production cost as a convention
expense since the film was shown during the convention and the
payment was not for the candidate’s personal expenses. Further,
the Committee argued, that the payment was necessary to avoid a
contribution from the owner of the film, Clinton For President,
Inc. The Audit Division relected these arguments because (1)
the showing of the film benefited President Clinton, (2) the
timing cf the film alone does not determine whether it is a
convention expense, and (3' the proh:i:b:ition against paying
candidate expenses is ncot limited to personal expenses. On the
cther hand, the Commissicn acknowledged <that, in par%t, the
Convention legitimately serves as a vehicle to preomote its
nominee. Therefore, the Commission determined that zhe
Convention could make the £ilm paymen<.
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: Parving Vizclaticons - The To--ictee raid Lew York Tily
Faising wiclat:ions tsotaling $T,E75. Tnese are not expenses thas
may be pa:d wiwn federal funds. In response 0 the 1nterim
asu’it report, the Tommittee acknow.iedzeZ 1ts cbBligZacticn to make
a SS,E‘S.fepaymen: to the U.8. Treasuzy.

4. Post Cconvention Purchases - As a result of feollow up
wcrox done after the inter:m aud:it regort was :ssued, a number of
expenditures were 1dentified that were nct considered
rermissibie convention expenses. Included were $27,431 in gifts
fcr senior staff and party leaders repcrted as cffice suyplx s
and printing. Also, the Committee pa:id SI10,000 in ceonsulting
exrenses for a study of the role <©f African Americans in the
1532 Democratic Convention to be rresented to the Democratic
party for its archives. With respect %o the gifts the Committee
argues that 1t s standard practice. Nothing beyond a copy of
the report was presented for the consulting payments. After
dzscussxon of this matter, the Ccrmmission allowed gifts valued
at $150 or less as commemorative :tems of nominal value. These
total $2,526. The final audit repocrz contains an initial
determination that amounts totaling $27,805, are repayable to
the U.S. Treasury.

Unspent Funds - 11 CFR 9008..3 =2 . If any portion of the
federal grant remains unspent after all expenses are paid, the
unspent portion must be returned to the U.S. Treasury. The
Ccmmittee has $3,872 in unspent £funds.

Stale Dated Committee Checks - ¢ U.S.C. §9008(h) and 11
CFR 9007.6. The sum of any checks :ssued by the Committee that
are not cashed by the payees must te paid to the U.S. Treasury.
The Committee has two such checks totaiing $810.
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1992 DEMCCRATIC NATIONAL CONVENTICN CCMMITTEE, INC

i

I. Background

A, Audit Authority

This report is based on an audit of the 1992 Democratic
National Convention Committee, Inc. :the Committee), to determine
whether there has been compliance with the provisions of the
Federal Election Campaign Act of 1971, as amerided {the Act!). The
audit was conducted pursuant to Secticn 9008i(g) of Title 28 of the
United States Code which directs the Commission to conduct an
examination and audit of the payments for presidential nominat:i:ng
conventions no later than December 31 of the calendar year in
which the presidential nominating convention involved is held.

In addition to examining the receipt and use of Federal
funds, the audit seeks to determine if the committee has
materially complied with the limitations, prohibitions and
disclosure requirements of the Federal Election Campaign Act of
1671, as amended.

B. Audit Coverage

The audit covered the pericd July 2, 1991, the date ¢
Committee opened a bank account, thrcugh September 30, 1992, th
final coverage date of the most recent report filed at the time
the audit. In addition, financial activity <that occurred
beginning in 1989, and was pa:d by the Democratic National
Committee and subsequently re:mbursed by the Committee, was
included 1n the audit as well as certa:n financial activity
through February 8, 1994 to determ:ine any amcunts due to tne
United States Treasury. During the reriod, the Committee reported
an opening cash balance of $-0-, total receipts of $11,233,088,
total disbursements of $10,732,803, and a closing cash balance on
September 30, 1992 cf $500,2234.
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included a review cf the folleowing general:

The Committee’'s compliance with statutory limitations

with respect to the receipt of contributions and loans
{see Finding II.B.);

[ %]

The Ccmmittee’'s compliance with the statutory
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requirements regarding the receipt of contributicns from

prohibited socurces,

labor organizations;

The itemization and proper discliosure of receipts, as

such as those from corporations and

wun

well as the completeness and accuracy of the

disclosed;

The itemization and prcper d:s
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23 Tme Immittee’s Ifompliancte wltn o spending limitationas
See Finding III.B. ; angd,

D Jther aud:i:t prroredures that were deemed necessary Lo the
$17u3110 ’

Uniess spec:ficaily distussed rfelow, ngo mater:al
non~COMpLiance with $Tatutory Or regulalorly reguirements was
derected. It shculld bte ncted that the Tcmmissicn may pursue any
of the ma+tters discussed :1n this repcrot in an enforcement act:con

As part of -he CTecmmiss:cn’s standard aud:t process, an
inventory of the Comm.tzee’'s reccrds was conducted pricr to the
beginning of fieldwcrk to determine 1{ the records were materially
complete and i1n an auditable state. The Committee’s records were
materially complete and, by agreement with the Committee, audit
fieldwork commenced :xzmediately.

11, Fiddings and Recommendations - Ncocn-Repayment Matters

A. Reporting Requirements - Failure to Itemize Debts
and Cbligations

Secticn 434(bY(8) of Title 2 cf the United States Code
states, in relevant part, that the amcunt and nature of
cutstanding debts and obligaticns owed by or to such political
committee shall be reported.

Section 104.111a) of Title 11 cf the Code of Federal
Regulaticons states, in part, that debts and obligaticns owed by or
to a political committee which remain outstanding shall be
continuously reported until extinguished. Section 194.11(b>

states, in relevant part, a debt 2r okligation, including a loan,
written contract, written promise II writlten agreement %o make an
expenditure, the amcunt of which :s cver S3I0 shall be reported as
of the date on which the debt or 2bligation ts incurred, except
that any obligation :ncurred for -ent. salatfy or other regularly
reoccurring adminiscrative expense snhall not be reported as a debt
before the payment due date.

The Ccmm:icttee reported no ZJexts or obligaticns cn their
FEC disclosure reports. A review cf disbursements revealed 138
items over $300, tctaiing $540,35%, tnat should have been reported

as debts.




LS

4a

The ma-ocrity ~f +tmesze 1Te~g znould have apreared an o s-e
Prgs Tonvention cercsre covar . c1otne ger.z2d foom AP N ,
Aczust 3D, 189Sl The Iommittee 2x7lained that many‘:f “hese
2.renses wers cutszanding Teyird the ~lcze of tne reporting periad
te-ause the bills hal beern sent tC 3 temporary office sen up in
New Yorx Z2uring tne fonvention These n:..5 were <ner forwardes
t> the Washingzon cffice alon: with cuher mairl and -herefore
crocessing was delaved. The Jommittee expliained that the
remaining obligations which shoulid have appeared on Schedules D :in
*ne Juliy and Cczcober 19397 Juarterly repdrts were the result of
de_ayed b:iliings or were he 2 cending authorizaticn fr-m the New
Yark Hest Comm:iztee. At the ex:: conference, the Committee was
g:ven a schedule of debts and the pericd 1n which they should have
heen repcrted.

in the Int er: im Aud.: Report the Audit staff recommended
that the Committee file amended Schedules D (Debts an<
Thligaticons fcor each perizd in which debt should have teen
reported. In response to the Interim Aud:it Repcrt the Jommittee
¢.1led Schedules D for each relevant reporting period. These
schedules contained all debts that were noted during the audit as
missing from the Committee’'s disciosure reports.

B. Ex essive Contribut:icons Frem Staff

Section 116.5(b) cf Title 11 of the Code of Federal
Regulations states, in part, the payment by an individual frem his
or her personal funds, including a personal credit card, for the

2sts incurred in providing gcods or services to, or obtaining
goods or services that are used by or on behalf of, a candidate cr
political committee is a contribution unless the payment is
exempted frcem the definiticn of contribution under 11 CFR
100.7(b)(8).

If the payment is nct exempted, it shall be considered a
contribution unless, it is £or the individual’s transportation and
normal subsistence expenses incurred by an individual other than a
volunteer, while traveling c¢n tehalf of a candidate or political

zommittee of a political party; and the individual is reimbursed
within sixty days after the closing date cf the billing statement
2n which the charges first appear if the payment was made using a
cersonal credit card, cr within thirty days after the date on
which the expenses were incurred :f a personal credit card was nct
used. "Subsistence expenses” :nzlude only expenditures for
rersonal living expenses related to a particular individual
craveling ¢n ccommitcee bus:iness such as f£ocd cr lodging.

Section 8308 . h -f Ticle % cf <he United States (code
states that "the Commission shali have the same authority to
require repayments frcm the naticnal committee cf a major or mince
rarty as 1t has with respect o> repayments from any ezxgxbxe
candidate under secticn 9“’“ o 7

Page 8
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Secticn sI27 0 sf Title I8 2f the United States :ie
.78 tnhe rasuis for tepay—ent Istei-icavicons for cariiZfates f-ov
Fres:dent of the United States wno nave azrepted federal furd:ing
ftr TrTelr zenmec:. e 2I7TL1I0 TAMDAIInS. furserstion I ostates that
":f tme Jimmiscicn Zeterminas That tne elig.iD.e candifates -f 3
~a-:: party o7 any aitnhorices zommittee of such candidates
a-cepsed samtriouTicns  dtner SAac shntributisng o make ug
defiziencies in cayments cut of the fund on oarzoune of “he
app.icatien of secticn 9008 ot defray gualified zampaign
sxrenses ..., 1T shall nctify such candidates -f the amount of
sznoributions so actepted, and sucn cand:idates shall gay Tne
Secrezary £ the Treasury an amcunt egual =2 such amcunt.”

The Tommittee’s payments cf expense reimbursements werce
rev.ewed to devermire if contributicns had heen made. The review
disz.csed that perscns were re:mbursed f£or toth their own “ravel
and subsistence expenses as well as expenses fcr non-nravel items
and the travel and subsistence of other persons Two perscons,
inc.uding the Committee’s cn.ef executive officer were determ:ined
to have made contributions tctaling $S15,418 (see Artachment 1.

At the time of the audit, no expenrse reimbursement requests were
cutstanding. At the exit conference, the Committee was advised of

this finding. The Committee made no comment.

in the Interim Audit Repcrt the Audit staff recommended
that the Committee either demcnstrate that no contributions
occurred with respect to these exgense reimbursements, cr cffer
any other information that is believed to be relevant to the
issue.

In response the Committee offered two argquments as to
why these contributions are permissible. First, the Committee
argues that the contributions resulting from the staff advances
were within the contribution limitations of the Act. The
Committee reasons that "an individual may contribute up to $20,000
per calendar year to the 1992 Democratic National Convention
Committee. The Committee :s ‘estabiished and maintained by ' =zhe
Democratic National Committee ¢'*DNC’), within the meaning of 2
U.5.2. §44lafa)(1)(B), and is indisputably a political committee
‘eszablished, financed, maintained, or centrolled by’ the DNC
wizhin the meaning of 11 C.F.R. §112.3(b)(i'." The Committee alsc
notes the Commissicn’s Notice cf Proposed Rulemaking on
Presidential Election Campaign Fund and Federal Financing cf
Presidential Nominating Conventions. In that Notice the
Commissicn asks for public comment cn the subject cf a

concribution limitation for convention comaittees £2r the purpose
cf staff advances in future electicn cycles. The Zcmmittee
c¢cnzludes that 1t shares the INC's 520,000 contributicn limiza<z:icn
ard since the staff advances noted :n the :-nterim audit report
were less than $20,000 per perscn the advances were permissible.
Page ¢
3 20754




As rzted apzve I UL30I.0 §317F n ceferg the veartar .-
seccion 3007k for repavment UTOTILILSE WISn o respernt T0
S mtenTisn ComTLiTiess.  Tnat o oseftion, at osunsestion o B stavex
TmaT any COMTILIUTIIN feselves T3y IesSuULT LN a fepayment
dezerminaticn.  That larzuaze slearly ssztablishes that fonvent:ion
Jommittees WwhI accept their Iull entitlerment are not germitted oo
accepr ITODUILIUTICONRS 1n o any aTrunzt The Iromittiee receivel theur
full entitlemen:t and thus was ncot permizzed =2 receive any
contributions.,

Seccend, the Icomittee argues tnat 17T 3:id neot azcept o
retain any ccntributicn that would reguire repayment, The
Committee argues that since tne re:mbursements were made, ani n:
amounts are ocutstanding from any -f the travel reimbursemencs Thas
generated the ccontributions, nc repayment is necessary. 1% :s
noted that the Inter:im Aud:t Repcrt made no recommendatizn thast a
repayment be made. Rather, what was reguested was information =2
show that the contribuz:ions resulting from the staff advances
noted were permissible. No such information has been provided.
I1I. Findings and Reconmendat:icns - Repayment Matters

A, Improper Use cf Funds

Section 9008.6(b {1} cf Title li cf the Code cf Federal
Regulations states, in part, that no part cf any payment made '
under 11 CFR §9008.8 shall be used to defray the expenses of an
candidate, delegate or alternate delegate who is participating
any presidential nominating conventiocon except that the expenses
a person participating i1n the conventicn as official personnel
the national party may be defrayed with public funds even though
that person is simultaneocusly participating as a delegate or
candidate tc the convention.

"! (9]

Section 9008.8(b)12 of Title 11 of the Code of
Regulations states that, "public funds shail not be used =
any expense the incurring or pay=ent of which violates any 1!
the United States or any w cf the state in which such expe
incurred or paid, or any aticn prescribed under federal
State laws."

eorn oy
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Section 9008.6¢a''4 - cf Title 11 of the Code cf Federa.
Regqulations states in, relevant part, that convention expenses
include all expenses incurred ty or con t-ehalf of a po ---‘-a. carty
national comm:ttee or ccnvent:on committee with respect %o and f:of
the purpose of conduct:ing a pres:dential nominating conventiIn oI
conventicn re’lated activities.

Page 10
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Zommission deterinmines Tnhat any amc_ -t -foany payment to th
-“tnventits ~omrmiitee under L. ITE O §37 = o was used for any
vurposes other than the purgcoses autn-oozed at [0 IFR §9708 .5, o=
mali notify ©Ue oational CoTrmittee oioThe amount lmproperly usasd
and sucn o maTLInal fommittee snhall ray o othe fecsretary an amcur-
egual tc the amcunt specified
“- Misappropriat:on of Jommittee Funds
Suring the reconciliazicn ¢f the Jocmmittee’'s hanx

reccrds to the disc.csure repcrts, an unexplaired and undocumented
53,000 adjustment was ncted con the {ormittee’s September 1997 -agn
reconciliaticn. The Audit szaff :nguired about the item and
Committee cfficials explained znat the amcunt represented a
recovery of funds misagpropriated by an emplcyee. The employee
was part of the Committee’s accounting staff who, when the
uperviscr was travei:ng, had access <z the Committee’s blank
check supply. The empicyee f::ged a sigrature cn four checks and

negotiated them. When the Committee discovered the problem, the
checks were presented to the tank. The bank was able to collect
the funds from the individual and credit the Ccmmittee’'s account,
The individual was immediately terminated when the discovery was

“made, - The Committee feels that because of the circumstances and

the satisfactory resolution of the matter, their responsibility in
the incident is negligible. ST

Since the imprcperly used funds have been recovered
by the Committee, in the Interim Audit Report the Audit staff
recommended no further action be taken in this matter. The
Committee’'s response contained nc further information.

PAR Candidate Expenses

On July 16, 1892, prior to Pres:dent Clinton’'s
speech accepting the Democratzc nomination for President, a f:.m
cn President Clinton’s life was shown at the Ccnventicon and was
available for broadcast by several television networks as part of

the television coverage of the proceedings.

The film was produced czhrocugh Great American Med:a,
Inc. The Committee made four payments t> the firm. The Interim
Audit Report explained that two of the four payments were
apparently for production of <he b:iograph:ical f1lm. The invo:ice
for producticn costs related to the f:Lm was submitted by Sreac:
American Media, Inc. and addressed to the Demccrat:c Nationail
Committee., It was paid in tw2> :nstall WETLS, $32,300 on July 7,
1992 and $35,000 on September 3, 13S2Z. One invoice refers to the
product;on as the "Bill Clinton Story”. The cther two payments
are for ,490 and $.8,880 descrited as the cost of producing the
live vignec:es out c¢f Seattle, WA and CTharleswon, SC for Tuesday

Page 11
3710 934



2f sma Ionmvention, and Sreat A Ty,
payment -f Talent re_2atinI 10 13

Sk DU tesrecTIve Ly, 2o I otrnesze o egste

Llexi13 Herman, INIIT JemccTraTLIozTLona : - n =
Alzw.s ¥Hermarn was Tne IImmitTee’s tniel exersutive ~ff-s
3~ mzt aryear t2 te related <2 zne zroduczicn € otne i

Ll

Juring tne Audit 2f the IZl:intcen for Pres:ident
Zcrmittee IFP0, 1t was learnel that JFP alsc made payments t >
3reaz Amevr.can Mel:i:a, Inz. for the production 2f this filnm. koY
July 22, 19%2. IFrP paid $33,700 assccorated with the same :nvoire
described above. It therefcre appeared zhat this amount was paid
ty both Zommitiees, Cn September 4, 18350, 7? paxd $122,237 :wn
response %o an invcice that showed a total production cost for the
fi1lm of $S.88,237 with an cutstanding baiance Zue of $122.237. The
difference is 555,200, <he amcunt t:illed to the Committee. AlSsC
on September 4, 19392, CFP paid $1,53%1 on an invoice for addit:icnal
production crarges for the convention film not included zn the
earlier invoizes, and f:inally on August 3, 1852, CFP gpa:d an
administrative charge of I% cn the S122,237 invoice as provided 1in
the contract with Great American Med:ia, Inc. This amount was
$2,445.
_ 7 The Inter:m Audic Repcort cconcluded that the tcotal
cost of producing the Convention £ilm appeared to have been
$6

$§151,273 with the Committee paying 5,000 and CFP paying
$161,273. These individual amounts included the $3%5,220
apparently pa:d by both committees.

The Interim Audit Report alsc noted that the
Cemmittee had received a $22,250 refund check dated September 25,
1692 from Great American Media, Inc. The refund was recorded as a
credit to the Ccmmittee’'s videc production general ledger account,
but available deocumentation did not provide a detailed explanaticn
cf the reascn for the refund.

Given the above, at the time 2f the Interim Audit
Report it appeared that the Comm:ttee had exgended $6%5,3560,
pctentially less a $22,23C refund, for the production of a film
which constituted an expense cf a cand:date attending the
convention and was therefore a ncn-gqual:f:ed conventicn expense.

The recommendat:cn 1n the Interim Audit Repor:
quested the Tcocmmittee tO:

a. Provide Z2ozumentaticn fr-m Great American
Med.a, Incz. o demonstraze the reascn fc: the
S22,2%0 refund rece.ved:; and

w gy

Y
[ XVe]
[N ]
(YeR
o V)




Y

%

34

N

Y

v

ra

.t

.

o ERAE- R oY oTre Ta AL ravrwert far o m-e
~rziuction of a :;::Ea;h;:a;‘fllt E BeflalSid -
Zrez.dens Tl.sczn snould roe e crmzideved an
eaxz2nse 22 a rarirlate at-endinz e
-smvenmticn and as SuTh, a non-gualifies
n oexgernsze )
The Zommittee was adwvised that, atsent these
Aemonstrations tne Audit staff woul rez2mmend that the Tommission
mawxe an niz:3l fezerminaticn that $53,717 1s repayact.e I the
.5, Treasury.
with resgerft TC the apparent duplicate payment, the
mmittee expla:ins that the September 3, 13932 payment 2f $3%,0C00
was made in errcr. When the errcr was discovered “here was also
an unpaid tnvcice 1o the amcunt of S102,75C that was unreliated o
the bicgrarh:cal f:im. The erroneous cayment was appl:ied to the
outstanding tnvsice and <he difference, $22,230, was refunded by
Great American Med:a. A copy cof che $12,730 invecice was provided
with the response. Therefcre, the Ccmmittee paid only $32,2C0 cf
the cost cf the £ilm.
By way of backgrcound, the Committee states that the

film was originaily toc be precduced s
Convention and the production costs

the Committee. The Committee gces con
convention week, CFP decided that ::
the film and to contrel any after cc
was notified and all rights to the £
and CFP was billed for all remain: ng
documentation, such as contrazts, %2

included with the response.

clely for use at
wetie to be paid entirely by

w

n-ention usel/.
1im
croduction.

~he

to state that during the T
:shed to own the rights to

The media firm

were transferred to (FP

No supporting

support this explanaticn were

The Committee puts £crin two arguments concerning
its payment of the $30,000 1n preduction costs.
First, the Ccmmi7%ee arzues that it couid have

lawfully paid the enti:e produczizn zost of the fila as a

convention expense; and, seco rd, the Z-mmittee paid a reasonable

portion of the ccst cf producing the f1im to avoid accepting an
unlawful or repayable :cnt';*utzén frcm CFP resulting from an
ctherwise uncompensated use cf a JFP asset.

1/ The Aud:t Staff ~as .earrei <naz a revised vers:icn cf the
biographical film was aired -y the Democratic National
Commitzee during the weex >f 3auguset 16-70, 1997 as a 2 USZ
44la.d ccordinazed expense and -y the Cl:inton 5Scre '52
commitzee during the weex <-f CTrtcher 9-12, 1962,

Page 13
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e - me Il SIint tne Iotrmittee
arazues thas s.nce the £:1.7 was snown Zuring, and as part of the
Trmvenmeiom orccesdinas, Tne cost i ogcroduriing tne film i3 oan
expense fo: the ;u:;ise 7€ zonduztin: the Tonventicn and +heref-o-s
a %?If‘SS::*E ase € the cubliz ZranT. The Cemmittee alsT argues
cmas pioduzction trsts o owhe Zilm I moT o fonstitute expenses of a
cani:Zate witnin the mean.nz of I8 U3 §=118. ¢

The argument that show:ing the £ilm during the
Ccnventicn establishes *he productiin ~osts as 3 rermissible use
~f federa. funds was ncT Zonvintinz 22 the Audit Division.,  In sre
view 2f vhe Audit Divisicn, to f2l11:2w such an argument would lead
+©5 =he cocnolusion that any expense for any goods ©r services used
during the Conventizn groceedings 15 a2 permissible convention
sxpense regardiess of the purpcse -f =hat expense. As noted
abeove, Secticon 90708.%-a 4 of the Icode of Federal Regqulations
defines a ccocnventicn expense as those incurred by or on behalf ¢
a political party naz:cnal commities oI cfonvention committee w:izih
respect to and for the purpcese cf -onducting a presidential
nominating conventicn. The sect:zn then gloes on to present a
nen-exhaustive list cf the type cf exrenses that are included.
Although the list presented in the regulation is not meant to be
all encompassing, 1% cculd be arguel that none of the expenses
~listed suggested tha: any expense =ay be candidate specific.

b4

3 that a portion of the
.= about the party’s nominee

the nominaticen has occurred,
television networks as part of
.2 within the 9008.6(a)(4)
ense "for the purpose of
3 convention.”

Nonetheless, the Commissicn decide
preducticn cost cf a biecgraphic £
presented to the Convention, after
and made available for broadcast =
their Convention coverage, wouid £
standard of a proper Convention ex
conducting a presidential nominaz:in

The argument that “excenses ¢f any candidate" as
used 1n 26 USC §9008(c¢}! includes cn.y expenses such as housing,
travel, and subsistence was ::kew:se not convincing to the Aud: .z
Division. The Committee reascns :nat g:ven 11 CFR §9008.7(e)

-
-
H

states that expenses paid by a cand:idate for the purpose of
attending or participating in the Zznvention do not count against
t e National Ccmmittee’s expeﬁd¢:,: Li:mitation, therefore, the

ly types of convention related expenses that the National
C:mmzttee may not pay f:r a cand:Zaze w:th the Federal grant are
expenses for housing, %travel, and subsistence. Though the Aud::
Divisicn agreed that such expenses are likely to ke the most

ccmmen examples, the *angnage at & UST §9008:¢' suggests no such
l:m‘yatzsn. That seczicn states *nat "No part <f any payment xTade
under sulbsecticn b shalil be used t2 Zefray the expenses of any
cand: da;e or delegate ~“o 1S partiZirating 0 any presidential
nominating convention.” Neither <re piain language cf the
statute, nor the leg:slative cr rez:ulatory history of this
provision, nor the ccrresponding regulaticn, suggests the narrcow
interprezation argued ty the Ccmnmiztee,

Page 14
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Trne TommizTies’ s Sse " “rmas o mme I 7t
cayment %z the med:ia firm Itroprad g 2% the f:l:m was
}:;;e:sa:::ﬁ c- Ifp for zThe TImmit £ otrhe film o2t tre
TonUemTisn, AnZ was neteszary T2 & rioutiIn T2 othe
lcmmiztee f£::m IFP2/, ZdepgenZs on X jument Tein: arcepted

S-wever, even (I the firet argument 15 alIepted, 1n
rthe ~.ew of the Aaudit Divisicn, 1t dres nct follow thas the
payment was nectessary to avold a Iontoibution from IFP to the
Commizzee Tre Audit analys:s sugzesceZ ~hat 1 f after the
conventTicn nas mazZde 1Ts nomination, and prior to the tand:dates
acceptance speech, the Jcmmittee asrees t2 shew conventin
atcendees a bicgraphical f:.m produced -y 1%s nominee at a Time
when :% would te available £2r breoadcast by a number of %elevision
networxs, doing sc is an acccmnmedation ©s the party’s candidace
rather than a ccntribution from the cand:Zate. The Audit Division
believaes tha+t under any cther cirgcumstances a candidate would
exgpect to purchase a:ir time to broadcast a fi1lm tc a large
audience rather than expect tc be paid fcr the use ¢of the £ilm.

On the other hand the Commission ackncwledged that, in part, the
convention legiz:mately serves as the vehicle to promote its
nominee. Therefore, the Commissicn determined that the Convention
could make the £ilm payment.

The Audit staff recommended that the $30,000
payment be ccnsidered a payment fcr expenses of a candidate
participating in the Convention and repayable to the U.S. Treasury
pursuant to 11 C.F.R. §9008.10(d). ©n March 10, 1994, the
Comei.ssion considered this matter. It was determined that this
payment would be viewed as a permissible Convention expense. In
making this decision the Commission considered instances where
candidate films were produced and shown at previous conventions,
and the candidate specific nature of a convention when, as was the
case in 1992, the nominee is known i1n advance of the Convention.

3. Parking vVioiations

During the review c¢cf disbursements made by the
Committee, the Audit staff noted payments to the New York City
Vic.ations Bureau. An inspection of the Committee’'s vendor files
revealed check requests, copies cof Committee checks, and New Ycrk
City parking tickets reflecting $3,6 :n payment of viclations c¢f
New York City parking regulations.

~1 0
o, 3= I

.

2/ The Committee’'s respcnse dces nct ccmment of e fa:lure cf

B both the Committee and CFP to report any in-kind
transactions related to this 330,003 payment. If at the
rime of the transaction, the payment to the media firm was
ccnsade:ed to te 1n-x:nd ccmpensaticn to CFP for the use of
the fi.m, repo rtlng cf the :n-x:nd nature of the
::a‘sagt:cn would have teen regquired by both Committees.
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The Aud
initial det
Committee,
pursuant to

ds that the Commission make an
he 1952 Demeccratic National Ccnventicr
to repay the U.S. Treasury $3,676

A

4. Post Convention Purchases

In the Interim Audit Report it was concluded that
the Committee had unspent funds totaling $133,118. It was also
explained that no allowance was made for the printing of the
convention proceedings because the Committee had not provided any
support fcr the estimate of those costs. The figures included in
the Interim Audit Report were the result of the review of actual
expenses and accounts payable through December 7, 1992 and
estimated winding down costs of $96,217. 1In its response to the
Interim Audit Report the Committee submitted a revised calculation
of its financial positicon including actual receipts and
disbursements through September 3, 1993. The unspent funds shown
by the Committee total $1,2893/. 1In order to verify the
Committee’s calculation the Audit Staff visited the Committee's
cffices and reviewed the documentation for the disbursements made
after the December 7, 1352 cutoff date. Discussed below are items
that the Audit Staff recommends not be considered permissible
uses cf public funds.

[}

a. if+s

Payments %o two vendors totaling $20,431 were
noted fcr gifts for var:ous senicor convention officials. One
vendor was a washingtcern, D.C. -ewelry store which was paid for

items such as clocks, si:lver paperweights, silver boxes, and

3/ The Committee rev.sed this calculation i
an

3 n folicw up
correspondence. See Finding III1.8B,. d C.
Page 16
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Tecembter 4, L*r. ani was [e._2wel
That :cre-k was Zocurenzed Zy o2 oa
imyr . nmed witnoTne verdIr's nate

"Sepig.z ~n Prinmzing Jrdex ATTITx
end i.s-l-eurs repcrt Jescrired -
An adi:-iconal rayment was male on
repcrted as "TIfize Suppliies’. T
4, 1993, and repcrted as "Pr:intin
1tems the Zommittee’s representact
necessary tC ITntTact scmecne inve
~=nwversaticn 1% was s:tated <hat s
conventicn procedure. In fcllow v
reizerazes 1735 positisn and nctes
gavels were g.ven t> senicr stafé
the expenditures were nNOL JuUeSt1D

The seccond ve
paid 83,000 ¢cn Decexmler 10, 1992,
the ccnvention podium. The payme
Committee’s year end disciosure r
"Printing”., Th ommittee has in

model was also g;ven as a2 gife.

Recommendation #2

The Audit
be considered an improper use of
the U.S. Treasury.

on March 10, 1994 and determined

olb I “irroing. The nosal
Iirs ~as Zavaed
criginal fieldwnk
m.In was no-
2ed Tne Turpcse as
Sl The Commitltee’s years
ne excense as "IZifice Supplies”,
Tecemrer 1T, 1352, and was also
w2 payments were made c¢n February
g". wWhen guesticned abzut these
e said that 1% would bhe
.—ed at the z.me. ina follcw up
2ch gifts were a standard
¢ cor-espondence the Committee
~hat 1n 1988 commemoractive
. The Ccmmittee also states that
ned :n the rast.
rndcr was an Archittect who was
£2r an architeczural modei of
nt was described on the
ecort as a payment for
formed the audit staff that this

staff recommended that the purchase of these gifts

federal funds and repayable to

The Commission considered this recommendation

that some ccmmemorative items of

nominal value are to be expected as a normal expense for a
presidential nominating conventicn, and that those gifts valued at

$1530 or less would be permitted.
of the $20,431 ques;1ened There

initial determination that $17,805

improper use ¢f federal funds and
Treasury purssant to 11 CFR §9008

These gifts account for $2,626
fore, the Commission made an
S in gift purchases represents an
15 repayabie to the U.S.

L1044y,

b. Research Pro-ect
The Aud:it Staff -reviewed a contract with an
individual fcr consuiting services for the months of November and
December of 1992. The contract called for four payments of $2,500
Az

ac
each but did not specify the ser-
ind:iv:dual had not received prev:
when the review ¢f post lecenm:
was conducted, the £four paymen
on December 13, 1552, and the
The Committee was requested to pr
services that were provided under

was exp.ained that <his 1nd:ividual

historicai study £2r the DNT arch
representative, zhe report produc
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cus payments from the Committee,
T, 1382, payments discussed above
re included. Three were made
r-h was made on January 4, 1993.
cvilde a description of the

this contract. 1In response it
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frican-Amer . ran S7aff In o she Zonvention and the IONITY In rha
2pinien of the 317 S23If -nis exrens S proverly paii o~ tre
National Jomm e D xTen f2r =ne purprse -2
sznducting 3 Ller entTLTn 20 ConventLono
re azed activ : ce defraved witn ocubl:ic
funds
Recommendat::n 23
The Audit 3taff recommenids that the Commission make an
initial determinaticon Tnat the (331 DTewocoratic Nationmal Ifaventian
cmmittee, Inc. .S reguired T repay the U.S. Treasury 312,202
*“seuant to 1 ZFR §802C25.1°0 2
B. Statement of Finmanmcral Posit:icn
Section SGQ08ih cf Ticle 2% cf the United S%tates Code
tates, in parz, that the Czcmmission shall have the sane au*horxty
to require repayments Ircm the nat:cnal committee of a madjor party
as it has with respect t2 repayments frcm any eligible candidace
under Secticn 3037{by.

In addition, 1. CFR §90C8.10 :b* states that if the
Commission determines that the national committee or convention

“committee incurred convention expenses in excess cf the

limitations under 11 CFR §9008.7 wa}, it shall notify such

national ccmmittee of the amount cof such excessive expenditures, —
and such national committee shall pay the Secretary an amount

equal to the amount specified.

Section 9008.10(e*! 1) of Title 11 cf the Ccde of Federal
Regulations states that if any portion of the payment under 11 CFR
§9008.3 remains unspent after all convention expenses have been
paid, that portion shall be returned to the Secretary of the
Treasury.

Finally, 11 CFR §§5008.102(g t1l) and (2} state, in part,
that if the Commission determines that repayment is required, it
shall give written notificaticn of the amﬂu“-s required to be paid
and the reasons therefcr; and the national ccmmittee shall repay
to the Secretary, with 50 days of the notice, the amcunt of the
repayment. Upon applicat:cn subm:itted by the national committee,
the Commission may grant a 30 day extensicn ¢of the repayment
period.

As discussed afbcve, the Inter:m Avdit Report ccontained a
calculation £ unspent funds <hat showed a rema:ning balance cf
$133,118. This calculaticon was based on a review cf actual

4/ Subseguently a copy ¢f the report was provided. The exact
title s, African Amer:ican Leadership of the Naticnal
Democratic Party 1385-.337 Histor:c ;-?hiloscghical-

Reflections.
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Accounts Receivable
and Capital Assets a’

Total Assets
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September 3, 1993 b/
Accounts Payable
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Remaining Federal
Add: Expenses Constituting Improper Uses ct

(Findings III.A.) Inciuded
Not Applicable To The Spending Limita

Federal Funds

Spending Limitaticn Remaining
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a 3. ToILTion Tra ATTUEe SNIWE tRmat - sae
S et fumizoinotme a=sognt oo S ATI Al .
a=zson = - ‘-a? t- Te impermiss 5 & the punli:
~-<eZ as regazvac.e T othe 2. Toe finiing TIlla
are nTt acc.i-ac.e =1 the scend:ing Lo, Theref-:
am~_~- re=3ininz 1o tne cemmittee” nT o olLiTitaticn
$37,:33 ) '
Finmally. as a result of the audit of the New York Hesge
Sl lcommittee, there was, at the time I the Inter:m Audit Ferort,
the possibility that $13%,330 1n disbursements made Dy tne Hoss
~“rmmittee wcul.d e considered attributanle 2 the Zommit-tes's
sgending iimizaticn. These diszursements were made with funds
rhar rad been czmmingled with cther mcneys whizh d:1d not neet *he
reguizemencs of 11 CFR §3208.7 dv 2 1. The Interim Aui.- Report
advised the Ccmm:itcee of che potenzial affect cf these
expenditures on 1its compiiance with spending l:mitat:icns and
potenzial repayments. As a result ¢f the New York Heost 32
Zommittee’s response T2 the Inter:m Audit Repcrt resulting from
that audit, i1t was dete:m;ﬁed *hat aithcugh the funds had been
commingled as described, sufficient permissible funds were in the
account when the expenditures :1n guesticn were made. Therefore,
i* was determined that ncne of the expenditures will be attributed
‘to the Committee’s spending limitat:icn.

Reccmmendation =4

The Audit staff reccmmends that the Commission make an
initial determination tha:z 1992 Democratic Convention Committee,
Inc. is required to pay the U.S. Treasury $3,872 in unspent funds
pursuant to il C.F.R. §90C8.10{e) (1.

{
e »

Stale-Dated Committee Checks

Secticn SQ08(h:
states that the Commissicn

i 26 of the United States Code
require repayments from the nati

o)

\

.
1 have the same authority to
ional committee of a political
"a:’y as it has with respect to repayments from any elig:ible
andidate under section 3207'Db

Section 9007.%5 of Title 11 of the CTrode cf Federal
Regulations states that :f the committee has checks outstanding to
creditors or contr 1butors that have not been cashed, the committee
shall o-;.y the Ccommiss:on The Committee shall infora the
Ccmmissicn cf 1ts efforts tv ioczate the payees, 1f such efforts

have been necessary, and :ts efforts to encourage b,e Fayees o
:ash the outstanding checks. The ccmmittee shall also submit a
check for the total amcunt cf such cutstanding checks, payable to

tne Un:ited States Treasury.
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Ag ra2:z tf the Tom-icoraeas
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Fepcort, a sta.e-dated cutstaniini Il

- -, o - -~
2s regavable. ThLs oamcount vas ver.:
bl - -~ -y -~ = N - e
For a porticn 2f nnese Therxs L@27ter
“hmaz nform Tne payee tTnAT un.eSss 3°
.. ~ . D - o~ - R e -
witmin 14 days. tne Joroltniee woull
tz show thaz oo ocDLigation oxistel

v E Nt as iy mAarragamandg- -

P B - p R S T R
the checks o> have heen e.ther vIiZis
~necks documentat:cn has ceen subric
az%icn. A summary cf the zZutstanii~
belcw

e L ~eon

9 checks totai:ing $4,11% w

- - - k -~ % «

the replacement chelZks nzv

account.

3

4 checks total:ing S$9,£7°7
e r noted abcve was pro

° 1 check for $185 was £fcunid
copy was supplied.

° 2 checks totaling $810 wer
outstanding.

Reccmmendation #5

The Audit Staff recommends
initial determination that the :
Committee, Inc. is required to gay
representing the value of uncashed

(YO AR}
¥

[0 4
Iad

Y ¢

-
-
-

IV. Repayment Summary

»

Improper Use Of Funds

. Parking Violations III.A.

Post Convention Expenses
Gifrs {(IIXI.A.4.a
Research Project III.A. 4.

Lt s
vae oo

N

B, Unspent tunds

v
va
X
P

¢y

Z. ta.e Dated Ccmmictee “heZxs

Amount DJue 20 The U.S. Treasu:ry

Page 3
3718 64

rTTsmse ne I-n moAde
& Te oamIont SN 23 18 ro-ed
e Ttz the zmudin worikzape:rs

3 T2 tne payess are Lo |sded
TItnowas taxen Ly the pavee

Y ¥

ATTUST LTS8 AlclountinT rersridg
e the Z-mmittee shows all of

2 21 rerssued. Fcor tnhe v-oidegd
ted t2 support the Tommittes s
2 chezk amounts 1§ 3hown
ere voided and replaced, and
e cleared the Committee’'s

~ere voided and a ccpy of the
v:ded.

voided in Committee f£iles. A

e reissued and are still

~he Commission make an
Cemocratic Convention
he U.S. Treasury $81°C
cmmittee checks.
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Ve "3 Host Committee, InC. ("the Host Committee™:, <The F
a

n o1
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Foi=3a, A_d.c FRezzrT

Tems-rac s Natisnal tnvenTlIn Timm_ ttse . I--

TEA sidf AR-3IL22

Faze 3

3.3 Sreat Atec:.:zan MeZ:ia. I Dofzooa rzomizn o f s
Srsdceosm tigtg 2f otme fol- Tre rwal grzdizoizt o ttst las
- B TL.nson f£xr Fresizers I¥r?" rald tne Zalarce & --g
S Tme Iimmitctee IINTETIS TNAT Tne exsenSe WAS 3 Cermiig - s

is - - ~ce Tme I.27: Nere _~ct_rred "fzr Trne T.izige ¢

S s.ZenTia. "ImLnatisng cooventiant 1nstfar sz oeen
.- s g2acz 2% “me I:isvem-izn troceelilnss R
§ T - a T-e Iimmiitse 3ls> arz.es tnasc tnese 4
exgerc.nires snould not e Iinsilered a pronizited Lse cf f g
_mfe: L1 T.F A, § 3118.% o cecause -nat cegulanion ~-mLo
moTmLIZlTE oBnfLIn Iommittee axrcen~zitires for -and:ida-e
é;;e“ses inzursed zy tne fz~nilZate 1n o aztending the convenntic-
$.7n 35 ntuising, Travel, and sursistence. Thus, “he I-mmi--ae
reassns, . <ne cani.fate exgense 15 fir an Ltem %na- “-es -o-
snavoLve tme candidate’'s attenZance, then 1% csuld e a
cermissiole exgense. furtner, Tne Jcmmitiee argues -“hat LT3
zayment =2 ZFP was 1 Ionsileraticon cf IFP's permissicn T osncw
~ne f£:lm during The Jcnventicn proceed:ings. The Zommittee
ex=-.a:7ed =mat .t Rad =c zcmpetsate UFP %o avoiLd receilving an
sn.awéul or repayable czontrizut:icn frcm IFP.

The Audit staff argues tha
Tenventicn dces net transfce
auditors also argue that the
-x*end-t"'es made for the ca
i

the showing of the £.:.m at the

1nto a ccnvention expense. The

nd regulations prohibit all
With respect to =h

a
ze.

s cbligated to compensate CFP
[ 29 -

Commit%ee’s argument that it w £~
~he rtenefit 2f showing the £ilm, the Audlt Division argues ha-
=his reimbursement is impermissibie because i1t is an "expense :-f
the candidate,” and in any event, CFP received free televisicn
a:z Zi:me as ccns:deraticn £cr the permission to use the film,
The proposed Final Audit Repcort recommends that the Committee
repay $30,000 to the U.S. Treasury.
This QOffice agrees with the proposed report’'s

:e::mmenda 12n. Conventicn ccommittees are prohibited frem us:ing
£unds to defray the expenses cf any candidate’s participation :n
cenventions. 26 U.S.C. § 9008:c); 11 C.P.R. § 9008.6ibrc1..
The legislative history of convention financing does not
indicate 1f any candidate related expenses would be a
rermissible use of convention funds. The convention regulat:ors
40 not specify all permissible uses for expenditures, but :hey
cccvide examples, such as tne rental cf the mall, sazurizty
—elephones, salaries cof emplcyees, etc. 11 Z.F.R
§ 30C8.5(a)(4)(1v=viii', Trese examp.es SsuIIest -ha:c =ne
2rnderly:ing purpose cf federal c:o-vention funding 1s tme zmocon
f£inznioning and cperaticn I T-e zonventizn 1tself and ~ot o tne
grometicn cf a certain faniiiate tnrfougn fandidate-sgerifiLcs
exgenditures. The use -f I.nds T suzs.diize tne :costs % oa
z:cgrapnical film cf tne czand:iZate, oI %I pay ccmgensaticn T2
~ne cwne:r cf ~he £:.m £c: =re :ciznt %2 yse 1%, dses not o invalue
~he cperations ¢f the Cconventicn., Rather, nis use 1
card:daze-sgec:fi1c and, <herefcre., 1% 15 n2% permissible.

Tage 41
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P e Lo EoTEOO w3 .3 -
Firal Audi Fezor:
“em--rati: Nat:ional IInventiia lommittee, In:
LFEA 2333 AR-33-G:8
Faze 3

Since the f:-zus .3 Tr2 rgevatizn cf trne Iznventicn, L
Zelieve that =he 7TICnil Tt ozzalnst 2 exrpenses ra aved - --,
tandidave’s “pazTiIifact .7 Tne Ionvention inzludes mire t~a-
“-8a ax-anrges $:r =ne Taniizazia’'s ‘at- jarce, 3 Tnus, the
Ti~=_--ee 1§ gron.zuted St ocavi-o 8 any 3¢ -2 rani:dace's
TinrenmTiIn exg §. anZ "It Tust exzernses £ mctels and mealg .
Firwnmer . The I TTee’s IITIensatiin argumMenT IlTsumvents “ra
immencLcn i Ll IUFLRL 88 Tl 2.%2 a and 327834 - L. Tresge
ses~:-ns c2ulld e rendered s:verfliucus under the Zommittee's
cropcsed 1nterpretaticn. TIr o example., the Ccamittee could arsle
-ma= :% snould pay £:r otne zanZidate’s hotel and meals while
aster24.ng Tne lIZnventiIn sinIe tne Jimmittee re-eives -he
cenef.v cf wne cand.date’s ~Iominatizcn speech as pfart of che
Tcnventicn prorfeezings o otrme final night of the sznventicon

Twe Final Audit Pep2rt alsc :dent.fies tnree other
exgend:itures .o tne amcunt £ S37,431 that are viewed as
impermissible. Tnese expenditures :nvclve post-conventicn
cayments for z:ft3 and a researcn prcotect.d The Icmmittee
argues that expenditures fcr z1fts are a long-standing tradis:sn
at national parzy <caventicons, and that the expenses for similar
gifts had never been questicned :n past conventicn audits.
Specifically, =he ({cmmitZee Cites to an expense for engraved
gavels from the 1388 Democratic National Convention. The

cmmittee als; scated that the research project was

Pcnventxcn reiated and, thus

. a permissible use of funds.S.

This Office concurs with the Audit Division that the
Committee must repay $30,431 to the Treasury to cover the
impermissible funds. However, we reccmmend that the auditors
clarify whether they deem the expenditures as iampermissible
recause of the fact that the actual subject matter of the
expenditures were not conventicn-related, or because they were
paid several =months after the Convention, which may transfora
otherwise permissible expencditures 1nto non-convention expenses.

3/ For instance, a candidate can participate 1n a convention by
p'oducan a biographical ‘z-m cf herself to be shown at the
convention, but not actually at-end the conventicn.

4 The gifts :nclude engraved silver clocks, paperweights, -oxes
and serving trays, and an a":"ec:’s model cf tne conventicn
rlatform. we ncte that the T-ommittee, init:ally, described threse
expenses as "pr:nting” and "zfi.ce suﬂﬂly 22sts o the auditors.

s The Committee states Tnat

e researcher s2_died t"he c2.e ¢
Afrizcan AmericZans at the Ccrnventicn, However, Tnere 1s no
indication that the researcn nad anything to do with conduc

t1ng
ne Tonvention cr that 1% was gerfcramed during tne Conventicn.
Indeed, the final research report was turned in months after th

Zonventicn and the topic :1s =i e £ Afrizan Amc:ican 1

'0‘

Naticnal Demccratic Cocmmittee,

t icating that tne expenditure was
party-related, not convent. 14
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ATriL T, LE3y
Trhe Honoraoc.e RIDert T. Matsul
Treasurer
132l Temccras: tizcna. TonventLon
T-oxmitiee,

437 Bcuth Zap Streez, S.E
wasnington, 22003
Cear Tongressman Matsuil

Atrached, please f:nd <he Firnal Audit Repcrt on the 19392
Temocratic Naticonal Convention Zommittee, Inc. The Commission
approved this report cn Macch 12, 1394. As noted on page 3 of the
report, the Commission may pursue any of the matters discussed :
arn enfocrcement action

In accordance with 11 CFR §9008.10(g)(1)y and (2), the -
Ccommission has macde an i1nit:al Zetermination that the Committee s

to repay to the Secretary of the Treasury $38,163 within 90 days
afser service of this report (July 8, 1994.) Should the Commizctee
zr the national committee dispute the Commission’'s determinaticn
that a repayment is required, Commission requlations at 11 CFR
§5008.11(a) provide either committee with an opportunity to submit
in writing, within 30 calendar days after service of the
Commission’s notice (May 9, 19%4), legal and factual materials o
demonstrate that no repayment, or a .esser repayment, 1s required,.

The Commission will consider any written legal and factual
materials submitted by either committee within the 30 day pericd
:n making a final repayment dezermination. Such materials may e
submitted by counsel if the CTommittee or the national committes s3
e.ects. If either committee cec:ides to file a response to the
initial repayment determinat:icn, please contact Kim L.
Bright-Coleman of the Office cf General Counsel at (202) 219-3657.
1f the committees do nct dispute this initial determination wicth:in
the 30 day period provided, i1t will be considered final.

The Commissicn-approved F:inal Audit Report will be placed on
the public record on April 1li. 1994. Should you have any
s.estions regarding the public release of this report, please
contact Mr. Ron Harris ¢f the “ommissicn’'s Press Office az (20
229-41353.
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The repayment amount incliude

BEFORE TBE PECERAL ELECTION COMMISSION

In the Matter cf ;

29%2 Democratic Naticnal
Convention Committee, Inc. -
Final Repayment Determinat:

3

e}

STATEMENT OF REASONS

on the Commission made a final determinatiocn tha+s

the Democratic National Convention Committee, Inc. {"the

3 .

Committee”™) must repay $37,32337.79 to the United States Treasury.

[}

$3,847.29 in unspent funds, $%.50 1n
stale dated Committee checks, and $33,481 for the improper use of
public funds. The Committee submitted the repayment on May 5,
1994. This Statement sets forth the legal and factual bases for
the Commission’s repayment determination, 11 C.F.R. § 9008.11¢¢c;.

I. BACKGROUND

The Democratic Naticna. Convention Committee was created for

A

the purpose cof conduct:ing

fal
o4

e 19%2 Presidential nominating

convention of the Democratic Party. The Committee received

LA

$11,048,000 in federal fun

(L
o
rh
O
)

this purpcse under 26 U.S

(D4

§ $0C8. Pursuant =c ¢ U.s5.C7. § =218 g, the fommis

m

an audit and exam:inaz:cn -f the C-mmittee’s receipts

disbursements, and exrenses. The Commissicn approved the Interim
Audit Report on July 27, 196%3. Attachment 1. The Committee

responded to the Interim Audit Report on September 3, 1393,




hitarchrent 1. The Ccmmission approved the Final Audit Report oo
¥arzcn 1(, 1894, Attachment 3. The Final Audit Report contained

~ne Commissicn's initial repayrent determination in the amcunt
,1%3, which represented $3,872 in unspent funds, S$81C
dated checks, and $33,481 for the improper use of public funds.
“re Committee submitied to the Cemm:iss wo checks totaling

. PP. 2-3. The two checks

were accompanied by a2 letter from the Committee explaining why the
amcunt cf the checks was less than the amount the Commission
determined to be repayable to the Un:ited States Treasury.=
Attachment 4, pp. 1-3.

IY. REPAYMENT DETERMINATION

The amount of the Committee’s repayment has been adjusted to

account for two changes in the Committee’s financial position that

occurred after the Final Audit Report was issued: 1) the unspent

inds portion has been reduced by $25.00 to account for an annual

fee paid by the Committee; and I! the stale-dated checks portion
has been reduced because an S$800 Tomm:ttee check was cashed.
The Commission’s reqgulations reguire any portion of the

payment under 11 C.F.R. § 9008.3 that remains unspent after all

conventi:orn expenses have been paid ¢

o

be repaid to the United

S-ates Treasury. 1 Z.F.R. § 92C0B..0'e3itl1', The Final Audit

Bepoart found the Ccmmittee had unspent funds in the amount of

In the analyses in the audit reports and the Commission's
ayment determinations, all monetary values are rounded to the
rest doiiar. Ir the Comm:ittee’s response to thc Final Aud:ict
~rt, monetary f;ga:es for unspent funds and stale dated checks

no 2 th

S IR

w

t rcunded t e nearest doliar.




&

3,872, and the Commission made an

3

ria. Zeterminatic

-

that the

-

he United States Treasury.

Attacrnment 3, p. 24. In response te the Final Audit Report, the

Commit-ee exy.a:ned that the amcunt ¢f the repayment for

funds should be adjusted to account for its payment of an annual

corporate fee after the issuance cof

rH
Y
g
1]

Fimal Audit Report.

{

.

. £
Attachment &, p. ..

t

The Commission concludes tha< the pavrment of an annual

4]

corporate fee is an administrative expense associated wit
conducting the convention, and therefore it is a permissible use
of public funds. ee 11 C.F.R. § 9008.€:2"74)(x). The Committee
paid $25.00 to the District of Columbia con April 12, 1994 for the
Committee’'s annual corporate fee. Accordingly, the amount of the
Committee’'s unspent funds has been reduced from $3,872.29 to

$3,847.29. See 11 C.F.R. § 9008.1C(e){1:

I1f a committee has checks outstandinz to creditors or

contributors that have not been cashed,

[Rs

is required to inform

o

+he Ccmmissicn of its efforts to lccate the pavees and to

T
encourage them to cash the outstanding checks. 11 C.F.R.

§ 99007.6. The committee is alsc reguired -0 submit a check for
the tctal amcunt of such outstanding chec«s, payable %o the United
Stazes Treasury. Id. The Fina. Audit Report noted that the

.:ng $810 and ccnta:ned
Committee repay this amcunt to
the UniteZl States Treasury. In response T2 the Final Audict

miztel Zozumentation to demcnstrate that

issuance c¢f the Final



Tas

The [:-mmission has reviewed the documentation submitted by
rhe Commi-tee and concliudes that the S80C check was cashed by the
payee. wherefore, the Commissicn has reduced the repayment for
s-aile-dated checks by $80C, and 17 has made a final determination
that “he Cocmmittee nmust pay $9.50 to the United States Treasury
£or the check which remains cutstanding.

III. FINAL REPAYMENT DETERMINATION

Therefore, the Commission has made a final determination
pursuant to il C.F.R. § 9008.1lic: that for the foregoing reasons
the 1992 Democratic Naticnal Convention Committee must repay
$37,337.79 to the United States :;gasg;y.rrthe Comm:ittee submitted

the repayment on May &, 1994.

Attachments

1. Interim Audit Report, approved July 27, 1993.

z. Committee’s response to Interim Audit Report (September 3,
1993).

Final Audit Report, approved March 10, 1994 {(wrattachments).
. Committee’s response to Final Audit Report (May 5, 1994)
{w/at-achments’,
Memorandum from Audi
Repayment Received f
e

£ LI

T

Division to the Commissicners,
cm the 1992 Democratic National
Inc. (May 12, 19927 (wso attachment).

Cenvention Ccmmitte
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INTERIM RIFIET 2P THE AUDIT DIvwIsIcsy
Sy THE
-~ - -~ o« - R TSARIIIIAINT Y s e g gy ¢ e e e - -
L9872 TEMOCRATIC WATICTNAL ICouNvINTICN ITTEE, INC

. . This repcrt :s CfaseZ cn oan audit of the 1892 Demccrat:c
National Ccnvent*cn Comzm:ittee, Inc. .the Cocmmittiee), to determzne
whether there has been ccxpliance wict! the previsions of the- e
rederal Election ZTampaign Act cf 1571, as amended ' the Act!. The
audit was conducted pursuant t2 Section 9008(g! of Title 26 of zhe
Jnitzed States Code whicnh Z:irects <he Commission tco conduct an
examinacicn and audit cf tne payments £or president:al nominating
~snventions no later tnan Decemper 31 £ the calendar year :in
which tne president:ial ncxzinaing conventicon invclved 1s held.

in addiz:icn T e ot e and use cf Federal

AR ]
1}
0
ot
T
tn (D
b 1)

®n

funds, ~he audit see

wn
Yoot )

]
3ok X

amin: : z ipt
x etermine £ ¢ committee has
materially ccmplied with tne l:mitat:ions, pronibitions and
disclosure requirements cf the Federal Election Campaign Act 2%

- -

.37., as amended.

B. Audit Coverage

1t coverel tne pericd July <, 2351, the date =tre
Zomm:ttee opened a ranx account, tnrcugh Septemper 33, 18%2, zne
fina. -coverage date of tne mcocst recent report filed at the t:i:zme ¢
~re aud.z In add:iticon, finmancial activity tnat cccourred
ceg.nning 0 1589, and was fa:l cy the CemoIratic Nat:i:conal
Zommicttee and sucseguent.y re.mfursed by the Jommittee, was
:ncluded 1n the audit as wel.. as certa:wn financ:al act:ivicty
threough December T, 1950 -z determine any amounts due to the
~nited States Treasury Zuring tne gerizd, the Iommittee repcrted
an cpening cash balance £ S$-0-, tctal receipts cf S11,233,C388,
~2za. Zisbursements cf D.732,822, and a ctlcsing cash faiance oo
September 30, 1§52 <f S.J8s

-y '
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Jampaicn Trzganltat.con

The Trmmittee rezisterel wWith she Federal Tlezvtion

oo June L3 *S1. 35 Tne natitnal ItnventiIn ICmMmMittee
Scratic Fatty.  Ine Treasurers IZr the recizd auditesd

2 A. Tarmer I:cm June L4, 19SL tc Septemrer Ll 1992,
noraple Robert T, Matsu: from September LI, 1382 to s=me
During e period audited, the T-ommittee was
red in wasnington, 2.C., but for a porticn cof the perinz
wa$§ Aalsc ma.ntaines .o New YorIx Czty The current
aisc :n Wasn:ington, -.C.
To rnandle 175 fimancial activity, the Commitsee had 2
zount freom wnicn most disbursements were made, a payroll
nd =hree depcs:ic accounts used o hoid federa. funds.
: T I AR ;
cee made arprox:imace.y $,200 disbursements.
The Committee was paid S11,048,000 in federa. funds.
represents the fu.l ent:tlement established az & USC

-

The aud:t included a review cf the following general

The lcmmicttee’s Ccapliiance with statutory limitations
with respect o the receipt cof contributicns and loans
'see Find:ing II.3. . ;

The Committee’s

ccmpliance with the statutory
requirements regarding the receipt cf contributions frcm
prohibited sources, such as those from corporations and
ons;

‘abcr crganizati

The itemizatiocn and preper discliosure cf receipts, as

well as the complieteness and accuracy c¢f the informat:cn

disclcsed;

The itemizaticn and proper disclosure c¢f Zdisbursements

when regui:red, as wel.. as the ccmp.eteness and accuracy
2f +tRe :nfcrmaticn Zdisclosed;

froper disclcsure -2 Ictmmittee’s debts and cbhligaticIns
see Finding II.A. ;

The accuracy cf =-c:al reported rece:pts, disbursements,
and cash rca.ances 2s scmpared %2 Ccmmittee tank recsrods:

Adeguate reccrdkeer:ng for Ccmmittee transactions:




o

8 The rmoottee’s Ilnanzial o LTLIN WL IEsTesT T s
snexgencss £im3s  see Finding Iz ’
- Tre Irmmitzee! IoToLlEnIe Wittt resuLlr ~.nz
enge-zii_zes fIr TInvEnTLIn e.ce-ge g
TIILA
, The Icmmitzee’s rromy.lance with ospending limitations
ng,
PP Cther audit procedures that were deemed necessary :n tne
situation
Unless spec:Iica..y discussed Zelzw, no mater:a.
non-COomMEpLliance Wit STATUTIIY I regulatcrIy feguirenents was
devected., It should Ce notel that the Jtmmission Tay pursue any
~f -hme matters Jdiscussed o Tnls fegort Lo oan enforcement action
Finally, this repcros Constitutes notice of potent:ial Federal funds
repayments pursuant to 11 IFR :118.10.g
*
As part £ the ITcmmiss:icn's standard audiz orocess., an
inventory of the Committee’'s records was conducted pricr to the
reginning of fieldwcrx o Jeterzine 1f the records were mater:ally
complete and in an aud:table s:tate. The Tommittee’'s records were
materially complete and, by agreement wi.th the Commiztee, audiz

f:e.dwork commenzed i1mmed:iate.y.

[R]

. Findings and Reccmmendaticns - Ngn-Fepayment Matters

AL Reporting Reguirements - Fai.ure to Itemize Debts
and Ob..gat:9ns
Secticn 434 8 cf Title I £ the Un:zei 3tates IZcde
srares, 1n fe.evant part, tha: the amcunt and nature =f
sutstanding debzs and obl:igaticons cwed Dy or to suzn polit:ical
sommittee shall te reported.

Secticn 104.217a ¢f the Code ¢f rFederal Fegulat:ions
states, in part, that debts ard obligazicns owed bty 27 o a
gelitical committee which remain cutstand:ing shall te continucusly
reported unt:il extinguisned SecToon LCl4.1L DY states, 0
re.evant part, a debt or coligation, including a lzan, written
Z2nTract, Wwoitten prIomise I wWrilten asreement to make an
exzend:rture, tne azmcunt c°f wnicn s cver S$300 shall ce repcrzel as
2f tne date c-n wniZnotne ZerzT ST CTollzation o Ls incursred, excer:t
tnat any co.Ligasticon wncurred Ior renmt, salary Croctner regu.arly
recccurring adzinisTrative exgense sna.l NIt e repcrted as a cero:t
cefcre payment Zue date.

The Ccmmittee rergcs r obligaticns on the:r
TZIZ ZJisclcsufe feccrIts., A e rsements revea.ed 38

~ems over St zsTa.lng 337 T should nave Ceern

tepcrzed as
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The =macrizy I trnese .iems snTtuld nave apreared cn -he

T-z- “srmvcerticn report Cfoverinz tne gericd frem July I, L1992 .-
August 31, LF 1. The Icmmitt2e excp.ained that many of these
svrenses were su%tstanzing reyvrind the c.cse c¢f zhe ‘epcrting per:i:zg
"m-3uge tne Tills nal Ceen 2nmt T2 a tempcrary cffice set yp -
vew Yorx Zuring tne IInvenT:ion Tnese o:lls were tnen forwardes
>~ =he wasn:ingtcon cffice alcns with cther ma:l and “herefore
cr-cessing was delaved. The I:mmittee explained that the
rema:ninz CSoLigatisns wnicn snould have arpearezd on Schedules o :n
-ne Ju.y and Cctober 1992 Quarterly repcrts were the resuls of
deiayed billinzs °or were he .2 rending author:zaticn from the New
Yarxk Host Cczmiltee At the ex:1t conference, =he Zommittee was
ziven a schedule £ debts 2nl tne ger:cd in which they shoculd nave
reern reported.
Reccmmencat:ocn #l

The Aud.: szaff recrcnmencs chat <he CZommittee file amended
Schedules D Tebts and Chligai:cns  for each pericd in which derns
shcu.d nave been reported. .
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~“his5 matler
< Zand.Zate Excenses
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Juring the Audit ¢f the Clinton fzr President
Committee CFP), .t was .earned 2hat CFP also made payments t:o
Great American Med:a, Inc. fcr the production of this film. Cn
Suliy 22, 1992, CFP paid $3%,00C associated with the same invo:i-e
descr:ped above. It thereicre appears that this azount was pa:zd
by both Committees. Cn Septexzber §, 1331, CIFP pa:2 $122,237.32 :n
response t2 an invoice that sncwed a total productisn cost for the
£:1m cf S188,137.32 witn an cutsianiing calance due -f
$.22,237.32 The Zd:ifference 13 343,077, the amcunt Silled 1o tre
Zzxzolttee. AlsO ¢n Septemrzer 5, 1330, ITP pa:d $1,%31.368 con an
iavo:ce for additicnal productiIn tnarces £2r tre zomvention filnm
nct wncluded on tne earl:ier invoistes, and finally on August 1%,
1832, CFP pa:d an administrative cnarce of 1% cm otnme S122,23°7.::
invoice as provided in the conizact witn Great American Med:a,
Inz This amcount was SI.,3544.7°7%

It therefcre accears that “he to-al zost of
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producticn cf a f:l3 whicn
azvending the convention an
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fezcmmendaticn =4
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cf a bicgraphical film abou
considered an expense of a
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As parsc i Ine IITmiTTee s 28C0InNSe T2 tte T-aterim Aud. -
Fesort, A stalLe-Zated futstaniioI cnecx amgcunt of 13 883 . s
as repavyatbtie. TRig amIunT was ver:fi:ef <2 “he aud:.:- “Ioxpapers.
Tzr a porTion i tresge neIxs .2lTeri T The pavees ace (n:z.de-
tmat :nfzrm the payee that Un.eS3 3ITLIN wWAS taken IV Ine payee
wrenin 14 days, the Jtmmittees would adjust 1Is accounting records
=z show =hat oo colizat:icnh oexisted

In fzilcow-up correspondence the Tommittee shows all of
she checks tc have Cteen either vc:ided or reissued. F2r ~he vo:ded
-necks documentaticn nas Leen sufmizted tT support the Tommittee’s
acsion. A summary cf tne cutstanc:ing check amounis 1§ shown
telsw:

3 3 checks zczaling S€,3.5 were voided and repiaced, and
the rep.acement Inec<s have s.eared the Zommicoea’s
account.

° 14 checks totaling $%,870 were voided and a copy of the
letter ncted above was provided.

© -1 check £2r 518% was found voided in Commi:tzee files. A
copy was supplied. :

° 2 checks totaling 58.0 were reissued and are stilil

cutstand:ing.

Recommendation #5

The Audit Staff recommends that the Commission make an
:nitial determinat:icon that the 1392 Democratic Convention
Zommittee, Inc. :s required to pay the U.S. Treasury 5810
representing the value of uncashed Committee checks.

IV. Repayment Summary

A. Improper Use Of Funds

1. Parking Viclations III.A.

2. Post Conventzion Expenses
Gifts (IIZ.A.4.a° 1
Research Project III.A.4.D0 10,000

LR VY]

B. Unspent Funds (II1.3. 3,872

C. Stale Dated Commiz-ee Zhecks :I:2.C.) 8i¢C

Amount Due to The U.S. Treasury 38, 163

y
o
¥ e
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[
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The financ:a.l posit:on presenzed above shows ~hat the
Committee has unspent funds 1in the amcunt of $3,872. Also, the
amcunts determined to be :mpermissible uses of the public grant
ncted as repayable to the U.S. Treasury :n finding III.A. above
are not applicable to the spending lim:tation. Therefcre, the
amount remaining 10 the Committee’'s spending limitaticn is
$37,383.

Finally, as a result of the audit of the New York Host
"32 Committee, there was, at the time of the Interim Audit Repor:,
the possibility that $135,500 in disbursements made by the Host
Committee would be considered attributable to the Committee's
spending limitation. These disbursements were made with funds
zhat had been commingled with other moneys which did not meet the
requirements of 11 CFR §9008.7:d)(3)(i). The Interim Audit Repor:
advigsed the Committee of the potential affect of these
expenditures on its compliance with spending limitations and
potential repayments. As a result of the New York Host '92
Committee’'s response to the Interim Audit Report resulting from
that audit, it was determined that although the funds had been
commingled as described, sufficient permissible funds were in the
account when the expenditures in question were made. Therefore,
it was determined that none of the expenditures will be attributed

- to the Committee’'s spending limitation.

Reconmendation #4

The Audit staff recommends that the Commission make an
initial determination that 1992 Democratic Convention Committee,

Inc. is required to pay the U.S. Treasury $3,872 in unspent funds
pursuant to 11 C.F.R. §9008.10(e)(1l).

C. Stale-Dated Committee Checks

Section 9008(h) of Title 26 of the United States Code
states that the Commission shall have the same authority to
require repayments from the national committee of a political

pacty as it has with respect to repayments from any eligible
candidate under section 39007(b}.

Section 9007.6 of Title 11 sf the Code of Federal
Regulations states that if the committee has checks outstanding :o
creditors or contributors that have not been cashed, the committee
shall notify the Comm:ssion. The Committee shall inform the
Commission of its efforts to locate the payees, if such efforts
have been necessary, and its efforts to encourage the payees tc
cash the outstanding checks. The committee shall also submit a
check for the total amount of such ocutstanding checks, payable o
the United States Treasury.
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calculation of Financial Pos:z:icn and Spending Subject To The
Expenditure Limitation Fcr The
1992 Demccratic Naticnal Convention Committee, Inc.
as of December 7, 1992
Determined a: September 3, 1993

ASSETS

cash on Hand $ -0
Zash in Bank

COperating at 12/7/92 $154,98%

Payroll at 12/7/92 3,486

Total Cash 5160,475

Add:
Accounts Receivable
and Capital Assets 2/ 84,928

~ Total Assets ' - T o - §245,403

=

— LIABILITIES

Disbursements for Convention Expenses
and Winding Down Costs Through

September 3, 1993 b/ 234,290

Accounts Payable 7,241
_ Total Liabilities 241,531
‘ Remaining Federasl Funds S 3,872

Add: Expenses Constituting Improper Uses of
Federal Funds (Pindings III.A.} Included Above

Not Applicable To The Spending Limitation 33,481
Spending Limitation Remaining $.37.3523
Page 20 ATTACEXENT e
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expenditures through Decemder 7, 1991, accounts payable, accounts
receivable, and estimated winding down costs. Excluded was an
est.mate of $96,743 for printing :he cfficial Proceedings of the
Zanvention. This estimated amount was nct considered due to the
tazx 2f any suppcrting documentation.  In 1ts response to the
Inter:m Audit Report the Committee presented a revised calculatior
o€ =-ne unspent porticn of the purbli:ic grant based on actual
expenditures through Septemcer 3, 1993. The Committee concluded
that unexpended funds were S1,.{9 and that there were $16,683 n
staie dated Committee checks., T resulted in a total repayment
of $17,832.

Alsc, during the folicw-up work noted above, actual
expenditures for the preparation cf the official proceedings were
reviewed. These total approximately $80,000 and are included as
part of the winding down costs shown in the analysis presented
below.

ATTACEMENZ
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African-American Staff In the lonvenct:i:on and the DNC"4/.
opinion of the Audit Staff tn:s expense :s properly paid by the
National Committee but 1s nct an expense for the purpose of
conducting a8 presidential ncminating convention or convention
related activity and, therefcre, may no: be defrayed with publ:i:
funds.

In the

Recommendaticn 3

The Audit Staff reccmmends that the Commission make an
initial determination that the 1997 Democratic Naticnal Conven=t:on
Committee, Inc. is required to repay the U.S5. Treasury $10,000
pursuant to 11 CFR §9008.10¢4d:.

B. Statement of Financial Positicn

Section 9008(h) of Title 6§ of the United States Cocde
states, in part, that the Commission shall have the same authority
to require repayments frcm the nat:icnal committee of a major party
as it has with respect to repayments f{rom any eligible candidate
under Section S007(b).

in addition, 11 CFR §9008.10 (b)) states that if the
Commission determines that the national committee or convention

. committee incurred convention expenses in excess of the

limitations under 11 CFR §9008.7 :-a), it shall notify such

national committee of the amount <f such excessive expenditures, —
and such national committee shai. pay the Secretary an amount

equal to the amount specified.

Secticn 9008.10(e) (1
Regqulations states that :£f any ¢
§9008.3 remains unspent after al
paid, that portion shall be rezu
Treasury.

1tle 11 of the Code of Federal
cn of the payment under 1l CFR
nvention expenses have been

~
c
~
[»
i
-~
4

Finally, 11 CFR §§9008.:0tg)(l) and (2) state, in part,
that if the Commission determines that repayment is required, 1t
shall give written notificaticn ¢f the amounts required to be paid
and the reasons therefor; and the national committee shall repay
to the Secretary, with S0 days of the notice, the amount of the
repayment. Upon application submitted by the national commit-ee,
the Commission may grant a 50 day extension of the repayment
period.

As discussed above, the Interim Audit Report contained a
calculation of unspent funds zhat showed a remaining balance cf¢
$133,118. This calculaticn was based on a review of actual

4/ Subsequently a copy of the report was provided. The exac:

- title is, African American _eadership of the National
Democratic Party 1989-1932 H:storical-Philosophical-
Reflections.

—
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silver serving trays aiong engraving and sthpxng The toral
till was $17,431 paid witn checks. The first was dated
December 4, 1992 and was reviewed Juring the criginal fieldworx.
That check was documented by a casn receipt which was not
imprinted with the wvendor’'s name and described the purpose as
"Depcsit On Printing Crder Approx 140003". The Committee’'s year
end disclosure repcrt described the expense as "Office Suppliesg”.
An additicnal payment was made on December 17, 1992, and was also
reported as O.~¢~e auppl:es ‘wc payments were made on February
4, 1993, and repcrted as "Pr n: ng”. When questioned about these
items the Committee’'s representative said that it would be
necessary to contact scmeone invcived at the time. In a follow ugp
conversation it was stated that such gifts were a standard
conventicn prccedu*e in follow up correspondence the Committee
reiterates 1%ts pecs:ition and notes that in 1988 commemorative
gavels were given to senior staff. The Committee alsoc states that
the expenditures were not juesticned 1n the past.
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The second vendor was an Architect who was
paid $3,000 on December 10, 1992, for an architectural model of
the convention podium. The payment was described on the
Committee’'s year end disclosure report as a payment for

-

‘"printing” The Committee has informed the audit staff that th:s

model was also given as a gif

Recomnmendation $#2

The Audit staff recommended that the purchase of these gifts
be considered an :improper use of federal funds and repayable to
the U.S. Treasury. The Commission considered this recommendation
on March 10, 199¢ and determined that some commemorative items of
nominal value are to be expected as a normal expense for a
presidential nominating convention, and that those gifts valued a:
$150 or less would be permitted. These gifts account for $2,6256
of the 520,431 questioned. Therefore, the Commisgsion made an
initial determination that $17,805 1n qift purchases represents an
improper use of federal funds and 1s repayable to the U.S.
Treasury pursuant to 11 CFR §9008.10:d".

b. Research Provect

The Audit Staff reviewed a contract with an
individual for consulting services for the months of November and
December of 1992. The contract called for four payments of $I,500
each but did not specify the services to be performed. This
individual had not received previous payments from the Committee.
when the review cf post December 7, 1992, payments discussed above
was conducted, the four payments were :ncluded. Three were made
on December 15, 1992, and the fourth was made on January 4, 19393.
The Committee was requested to provide a description of the
services that were provided under this contract. In cresponse
was explained that this individual was engaged to conduc: a
nistorical study for the DNC arcnives. According to a Committee
representative, the report produced :s entitled "The Role of

-
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In the Interim Audit Report the Audit staff
recommended that the Committee demonstrate that the payments de
not represent an impreoper use cof public funds. Absent such a
showing, the Committee was informed that i1t would be recommended
that the Commission make an initial determination that $5,676 is
repayable to the United States Treasury pursuant to 1l CFR
§9008..014d).

In 1ts response to the Interim Audit Report, the
Committee agreed "that payments for parking tickets do not
represent an allowable use of the public grant and, accordingly,
will repay to the United States Treasury the sum of $5,675 with:n
90 days of the date of the Commission’'s July 29, 1993 letter in
accordance with 11 C.F.R. § 9008.10(g)." No such payment has been
recesved.

Recocmmendation #1

The Audit Staff recommends that the Commission make an
initial determination that the 1992 Democratic National Convention
Committee, Inc. is required to repay the U.S. Treasury $5,676
pursuant to 11 CFR §9008.10(d}.

4, Post Convention Purchases

In the Interim Audit Report it was concluded that
the Committee had unspent funds totaling $133,118. It was also
explained that no allowance was made for the printing of the
convention proceedings because the Committee had not provided any
support for the estimate of theose costs. The figures included in
the Interim Audit Report were the result of the review of actual
expenses and accounts payable through December 7, 1992 and
estimated winding down costs of $96,217. 1In its response to the
Interim Audit Report the Committee submitted a revised calculation
of its financial position including actual receipts and
disbursements through September 3, 1993. The unspent funds shown
by the Committee total $1,2893/. 1In order to verify the
Committee’s calculation the Audit Staff visited the Committee’'s
offices and reviewed the documentation for the disbursements made
after the December 7, 1992 cutoff date. Discussed below are items
that the Audit Staff recommends not be considered permissible
uses of public funds.

a. Gifts

Payments to two vendors totaling $20,431 were
noted for gifts for various senior convention officials. One
vendor was a Washington, D.C. jewelry store which was paid for
1tems such as clocks, silver paperweights, silver boxes, and

3/ The Committee revised this calculation in follow up
correspondence., See Finding III.B. and C.
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The Committee’s second argument, that the $30,000
payment to the media firm for producticn costs of the film was
compensation > CFP for the Committee’'s use of the film at the
~anvention, and was necessary I ave:d 3 tIatribution to the
Comm:ttee from CFP2/, depends cn the f::st argument be:ing accepced

However, even :f the first arqument :1s accepted, :n
rthe view of the Audit D:ivisicn, it does not follow that -he
payment was necessary to avo:d a contribution from CFP to the
Tommittee. The Audit analysis suggested that if after the
convention has made its nomination, and prior to the candidate’s
acceptance speech, the Ccmmittee agrees o show convention
attendees a biographical f£i.m produced by its nominee at a time
when it would be available for brcadcast by a number of televisicn
networks, doing so is an accommodaticn 0 the party’s candidate
rather than a contribut:cn from the candidate. The Audit Divisicn
believes that under any cther circumstances a candidate woulid
expect to purchase air time to broadcast a film to a large
audience rather than expect toc be paid for the use of the film.

On the other hand the Commission acknowledged that, in part, the
convention legitimately serves as the vehicle to promote its

"nominee. -Therefore, the Commissicn determined that the Convention

could make the film payment.

The Audit staff recommended that the $30,000
payment be considered a payment for expenses of a candidate
participating in the Convention and repayable to the U.S. Treasury
pursuant to 11 C.F.R. §9008.10(d). On March 10, 1994, the
Commission considered this matter. It was determined that this
payment would be viewed as a permissible Convention expense. In
making this decision the Commission considered instances where
candidate films were produced and shown at previous conventions,
and the candidate specific nature of a convention when, as was the
case in 1952, the nominee is known in advance of the Convention.

3. Parking Violations

During the review of disbursements made by the
Committee, the Audit staff noted payments to the New York City
Violations Bureau. An inspection of the Committee’s vendor f:les
revealed check requests, copies of Committee checks, and New Yorx
City parking tickets reflecting $5,676 :n payment of violations :¢
New York City parking regulatioens.

2/ The Committee’s response does not comment on the failure cf
both the Committee and CFP to report any in-kind
transactions related to this 530,000 payment. 1If at the
time of the transaction, the payment tc the media fira was
considered to te in-kind compensation to CFP for the use =°¢
the film, reporting c¢f the in-kind nature of the
transaction would have been required by both Committees.
Page 15 ‘??ACH!:F!-———--_.,.
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With respect tC the first point the Commit:zee
argues that since the film was shown during, and as part of the
snvention proceedings, he ctst 2f producing the film is an
prense for the purpose of ceonducting the Ccnventicn and therefore
3 permissible use of the cubl:c grant. The Ccmmittee alsc arques
that producz:on casts =f the fila do not constitute expenses of a

zandidate within the meanxng of 26 USC §9008¢(c).

The argument that showing the film during the
Convention establishes the production costs as a permissible use
of Federal funds was not convincing to the Audit Division. In the
view of the Audit Division, to follow such an argument would lead
to the conclusion that any expense for any goods or services used
during the Conventicn proceedings is a permissible convention
expense regardless of the purpose of that expense. As noted
above, Section 9008.6(a)(4}) of the Code of Federal Regulations
defines a conventicn expense as those incurred by or on behalf cf
a political party naticnal committee or conventicn committee with
respect to and for the purpose of conducting a presidential
nominating convention. The section then goes on to present a
non-exhaustive list of the type of expenses that are included.
Although the list presented in the regulation is not meant to be
all encompassing, it could be argqued that none of the expenses
listed suggested that any expense may be candidate specific.
Nonetheless, the Commission decided that a portion of the
production cost of a biographic f£ilm about the party’'s nominee
presented to the Convention, after the nomination has occurred,
and made available for broadcast to television networks as part of
their Conventiocn coverage, would fall within the 9G08.8(a)(4)
standard of a proper Convention expense “for the purpose of
conducting a presidential nominating convention."

The argument that "expenses of any candidate" as
used in 26 USC §9008{(¢c) includes only expenses such as housing,
travel, and subsistence was likewise not convincing to the Audit
Division. The Committee reasons that given 11 CPR §9008.7(e)
states that expenses paid by a candidate for the purpose of
attending or participating in the Convention do not count against
the National Committee’s expenditure limitation, therefore, the
only types of convention related expenses that the National
Committee may not pay for a candidate with the Federal grant are
expenses for housing, travel, and subsistence. Though the Audit
Division agreed that such expenses are likely to be the most
common examples, the language at 26 USC §9008(c¢) suggests no such
iimitation. That secticn states that "No part of any payment mace
under subsection (b) shail be used to defray the expenses of any
candidate or delegate who is participating in any presidential
nominating convention.” Neither the plain language of the
statute, nor the legislative or requlatory history of this
provision, nor the corresponding regulation, suggests the narccow
interpretation argued by the Committee
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demcnstrate why the part:i:al “aymen* £2r the
producticn 2f a biographical £ilm abcut
President Z.inton should not be ccns:dered an
expense cf a candidate attending the
cenventicn and as such, a non-qual:fied
Jonventicn expense.

The Tommittee was advised that, absent -hese
demonstrations the Audit staff would recommend that the Zommission
make an initial determination that $65,000 is repayable o5 the
U.5. Treasury.

With respect tz the apparent duplicate payment, the

Committee explains that the September 9, 1992 payment of $35,000
was made in error. wWhen the error was discovered there was also
an unpaid invoice in the amount of $12,750 that was unrelated to
the biographical film. The erroneous payment was applied to the
ocutstanding invoice and the dilference, $22,250, was refunded by
Great American Media. A copy of the $12,750 invoice was provided
with the response. Therefore, the Committee paid only $30,000 of
the cost of the £ilm.

By way of background, the Committee states that the
film was originally to be prcduced solely for use at the
Convention and the production costs were to be paid entirely by
the Committee. The Committee goes on to state that during the
convention week, CFP decided that it wished to own the rights to
the film and to control any after convention usel/. The media firm
was notified and all rights to the film were transferred to CFP
and CFP was billed for all remaining production. No supporting
documentation, such as contracis, to support this explanation were
included with the response.

The Committee puts forth two arguments concerning
its payment of the $30,000 in production costs.

First, the Committee argques that it could have
lawfully paid the entire production cost of the film as a
convention expense; and, seccnd, the Committee paid a reasonable
portion of the cost of produc:ng the film to avoid accepting an
unlawful or repayable contr:bution from CFP resulting from an
otherwise uncompensated use cf a CFP asset.

1/ The Audit Staff has lear-~ed that a revised version of the

- biographical film was a::ed by the Democratic National
Committee during the weex of August 16-20, 1992 as a 2 USC
44la(d) cocrdinated exrense and by the Clinton/Gore ‘32
committee during the weex cf October 9-12, 1962.
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of the Convention, and Great American Med.a, Inc. work, -ravei and
payment of talent relating tc Mcnday’'s delegate stories and vide
wall, respect:vely. Both of these invoices are addressed to

"Alex:s Herman, DNCC" iDemocrat:c Nat:i:cna. Convention Committee: .
Alexis Herman was the Committee’s chief executive officer. These
do not appear to be related to the production of the bicgraphical

£
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During the Audit of the Clinton for Presi:dent
Comm:ztee (TFP', it was learned that CFP also made payments to
Great American Media, Inc. for the produczion of this film. oOn
July 22, 1992, CFP paid $35,000 associated with the same invoice
described above. It therefore appeared that this amount was paid
by both Committees. On September 4, 1992, CFP paid $122,237 in
response to an invoice that showed a total production cost for the
film of $188,237 with an cutstanding balance due of $122,237. The
difference is $65,000, the amount billed to the Committee. Also
on September 4, 1992, CFP paid S$1,591 on an invoice for additional
production charges for the convention film not included on the
earlier invoices, and finally on August 25, 1992, CFP paid an
administrative charge of 2% on the $5122,237 invoice as provided in
the contract with Great American Media, Inc. This amount was
$2,445.

The Interim Audit Report concluded that the total
cost of producing the Convention film appeared to have been
$191,273 with the Committee paying $65,000 and CFP paying
$5161,273. These individual amounts included the $35,000
apparently paid by both committees.

The Interim Audit Report also noted that the
Committee had received a $22,250 refund check dated September 253,
1992 from Great American Media, Inc. The refund was recorded as a
credit to the Committee’s video production general ledger account,
but available documentation did not provide a detailed explanation
of the reason for the refund.

Given the above, at the time of the Interim Audit
Report it appeared that the Committee had expended $65,000,
potentially less a $22,250 refund, for the production of a film
which constituted an expense of a candidate attending the
convention and was therefore a non-qualiified convention expense.

The recommendation in the Interim Audit Report
requested the Committee to:

a. Provide documentation from Great Amer:can
Media, Inc. to demonstrate the reason fcr -re
$22,2%0 refund rece:ived; and

ol tACEMINY T
- 2L 2N Peg6 ———




Section 9008.10/d' szates, in re.evant part, :f the
ommission determines that any amcunt cof any payment :to ~he
snventicon committee under 1. JFR §3008.8/b) was used for an
furpeses cther than the purpcses authorized at 11 CFR §9008.6, :-
sha.. nctify the national comm:ittee of the amcunt improperly used
and such national committee sna.. pay to the Secretary an amount
equal to the amount specified.

0y )

i. Misappreopriatcn of Committee Funds

During the reconciliation of the Committee’s bank
records %0 the disclosure reports, an unexplained and undocumenced
$5,000 adjustment was noted on the Committee’'s September 1952 cash
reconciliation. The Audit staff :nquired about the item and
Committee officials explained that the amount represented a
recovery of funds misappropriated by an emplcyee. The employee
was part of the Committee’s acccunting staff who, when the
supervisor was traveling, had access to the Committee’s blank
check supply. The employee forged a signature on four checks and
negotiated them. When the Comm:ttee discovered the problem, the
checks were presented tc the bank. The bank was able to collect

the funds from the individual and credit the Committee’s account.

The individual was immediately ;e:mxnated when the discovery was
made. The Committee feels that because of the circumstances and
the satisfactory resolution of the matter, their responsibility in
~he incident is negligible.

Since the improperly used funds have been recovered
by the Committee, in the Interim Audit Report the Audit staff
recommended no further action te taken in this matter. The
Committee’s response contained no further information.

2. Candidate Expenses

On July 16, 1992, prior to President Clinton's
speech accepting the Democratic nomination for President, a film
on President Clinton’s life was shown at the Convention and was
available for broadcast by several television networks as part of
the television coverage of the proceedings.

The film was produced through Great American Media,
Inc. The Committee made fou:r payments to the firm. The Interim
Audit Report explained that :wo of the four payments were
apparently for producticon of the biographical film. The invoice
for production costs related o the film was submitted by Great
American Media, Inc. and addressed to the Democratic National
Committee. It was paid in two installments, $30,000 on July 7.
1992 and $35,000 on September 3, 1992. One invoice refers to the
production as the "Bill Clinzcn Story". The other two payments
are for $5,490 and $18,880 described as the cost of producing the
Live vignettes out of Seattle, WA and Charlieston, SC for Tuesday
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As noted above, I8 U.5.C. §90C8:h) refers the reader -~
section 9007(b) fcr repayment authorilies with respect to
convention ccmmittees. That section, at subsection (b1(3), states
that any contribution received may result in a repayment
determinaticn. That .anguage clearly establishes that convention
committees who accept their full entitlement are not permitted *-
accept contributions 1n any amount. The Committee received their
full entitlement and thus was not permitted to receive any
contributicons.

Second, the Committee argues that it did not accept -¢
retain any contribution that would require repayment. The
Committee argues that since the reimbursements were made, and no
amounts are outstanding from any cof the travel reimbursements tha:
generated the contributicons, no repayment is necessary. It is
noted that the Interim Audit Report made no recommendation that a
repayment be made. Rather, what was requested was information tc
show that the contributions resulting from the staff advances
noted were permissible. No such information has been provided.

I1I. Findings and Reccmmendations - Repayment Matters

A. Improper Use cf Funds

Section 9008.8(b)(1) of Title 11 of the Code of Federal
Regulations states, in part, that no part of any payment made
under 11 CFR §9008.8 shall be used to defray the expenses of any
candidate, delegate or alternate delegate who is participating in
any presidential nominating convention except that the expenses of
a person participating in the convention as official personnel of
the national party may be defrayed with public funds even though
that person is simultaneously participating as a delegate or
candidate to the convention.

Section 9008.6(b)(2) of Title 11 of the Code of Federal
Regulations states that, “"public funds shall not be used to defray
any expense the incurring or payment of which violates any law of
the United States or any law of the state in which such expense 1s
incurred or paid, or any requlation prescribed under federal or
State laws."

Section 9008.6(a)(4) of Title 11 of the Code of Federal
Regquiations states in, relevant part, that convention expenses
include all expenses incurred by or on behalf cf a political party
national committee Or convention committee with respect to and f:zo:
the purpose of conducting a presidential nominating convention cr
convention related activities,
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Secz:icn 9007{(b: of Titie 26 cf the United States :ade

sts the basis {or repaymen: determ:inations fcr candidates f-:
esident of the United States who have accepted federal funding
r thelr general electicn campaigns. Subsection 3 states thar

1f the Commission determines that the eligible candidates of a
major party or any author:ized committee of such candidates
accepted contributions icther than contributions to make up
deficiencies i1n payments cut of the fund on account of the
application of section S0C6ic'' to defray qualified campaign
expenses ..., 1 shall notify such candidates of the amcunt of
szsntributions so accepted, and such cand:dates shall pay the
Secretary of the Treasury an amount egual to such amouncz."

The Ccmmittee’'s payments of expense reimbursements were
reviewed to determine if contributions had been made. The review
disclosed that persons were reimbursed for both their own travel
and subsistence expenses as well as expenses for non-travel items
and the travel and subsistence of other persons. Two persons,
including the Committee’'s chief executive officer were determined
to have made centributions totaling $15,418 (see Attachment 1.)

At the time of the audit, no expense reimbursement requests were
cutstanding. At the exit conference, the Committee was advised of
vhis finding. The Committee made no comment.

In the Interim Audit Report the Audit staff recommended
that the Committee either demonstrate that no contributions
sccurred with respect to these expense reimbursements, or offer
any other informaticn that is believed to be relevant to the
1ssue.

In response the Committee offered two arguments as to
why these contributions are permissible. First, the Committee
argues that the contributions resulting from the staff advances
<4ere within the contribution limitations of the Act. The
Committee reasons that "an individual may contribute up to $20,000
per calendar year to the 1992 Democratic National Convention
Committee. The Committee is ‘established and maintained by ' the
Democratic National Committee ('DNC’), within the meaning of 2
U.S.C. §44la(a)(1)(B), and is indisputably a political committee
‘established, financed, maintained, or controlled by’ the DNC
within the meaning of 11 C.F.R. §110.3(b)(i)." The Committee alsc
notes the Commission’s Notice of Proposed Rulemaking on
Presidential Election Campaign Fund and Federal Financing of
Presidential Nominating Conventions. In that Notice the
Commission asks for public comment on the subject of a
contribution limitation for convention committees for the purpose
of staff advances in future election cycles. The Committee
zoncludes that it shares the DNC’'s $20,000 contribution limitaticn
and since the staff advances noted :n the interim audit report
were less than $20,000 per perscn the advances were permissible.

ATTACHMENT
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The majority these :tems should have appeared on *
Post Convention repcrc ccvering tne per:cd from July 1, 1992 t»
August 31, 1992. The Ccmmittee explained that many of these
expenses were cutstanding beyond the close of the teporting periad
because the bills had been sent to a temporary office set up in
New York during the convent:icn, These bills were then forwarded
to the washington office aiong with cther mail and therefore
processing was delayed. The Committee explained that the
remaining obligaticns which shcoculd have appeared on Schedules D
the July and October 1992 Quarterly reports were the result of
delayed billings cr were held pending authorization from the New
York Host Committee. At the exiz cconference, the Committee was
given a schedule of debts and the period in which they should have
been reported.

he
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In the Interim Audit Report the Audit staff recommended
that the Committee file amended Schedules D (Debts and
Obligaticons) for each pericd in which debt should have been
reported. In response to the Interim Audit Report the Committee
filed Schedules D for each relevant reporting period. These
schedules contained all debts that were noted during the audit as
missing from the Committee’s disclosure reports.

B.  ~Excessive Contributions from Staff

Section 116.5(b) of Title 11 of the Code of Federal
Regulations states, in part, the payment by an individual from his
or her personal funds, including a personal credit card, for the
costs incurred in providing gcods or services to, or obtaining
goods or services that are used by cor on behalf of, a candidate or
political committee is a contr:buticn unless the payment is
exempted from the definition of contribution under 11 CFR
100.7(b)(8).

If the payment is not exempted, it shall be considered a
contribution unless, it is for the i1odividual’s transportation and
normal subsistence expenses :incurted by an individual other than a
volunteer, while traveling on behalf of a candidate or political
committee of a political party; and the individual is reimbursed
within sixty days after the closing date of the billing statement
on which the charges first appear 1f the payment was made using a
personal credit card, or within thirty days after the date on
which the expenses were incurred 1f a personal credit card was not
used. "Subsistence expenses” :nclude only expenditures for
personal living expenses related to a particular individual
traveling on committee business such as food or lodging.

Section 9008(h) cf
states that "the Commission s

Title 15 of the United States Code
ha
require repayments from the nat
b \

ave the same authority to
1l committee of a major or mincre
ayments from any eligible

i h
1ona
party as it has with respec ep
candidate under section 9007
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8. he Ccmmictee’'s financial posizisn with respect o any
unexpe 1ded funds see F-ﬁd.n, III.B.;
9. The Committee

‘s compliance with reguirements Concern:na
expend:itures £ ccnventi:on expense isee Finding

IIZ.A.

i10. The Committee’'s compliliance with spending limitations
{See Finding III.B.!; and,
Vi Other audit procedures that were deemed necessary in -he

situaz:cn.

Unless specifically dxscussed below, no material
noen-compliance with Statutory of regulatlry requirements was
detected. It should be noted that the Commission may pursue any
of the matters discussed i1in this report in an enforcement action.

As part ¢f the Commiss:on’s standard audit process, an
inventory of the Committee’s reccrds was conducted prior to the
beginning of fieldwork to determine if the records were materially
complete and in an auditable state. The Committee’s records were
materially complete and, by agreement with the Committee, audit
fieldwork commenced immediately.

I1. findings and Recommendations - Non-Repayment Matters

A. Reporting Regquirements - Fa:lure to Itemize Debts
and Obligations

Section 434(b)(8) of Title 2 of the United States Cocde
states, in relevant part, that the amount and nature of
outstanding debts and obligat:ons owed by or to such political
committee shall be reported.

Section 104.11(a) of Title il of the Code of Federal
Regulations states, in part, that debts and obligations owed by cr
to a political committee which remain outstanding shall be
continuously reported until extinguished. Section 104.11(b)
states, in relevant part, a debt or obligation, including a loan,
written contract, written promise orf written agreement to make an
expenditure, the amount of which 1s over $500 shall be reported as
cf the date on which the debt or obligation is incurred, except
that any obligation incurred for trent, salary or other reqgularly
reoccurring administrative expense shall not be reported as a debt
before the payment due date.

The Committee reported no debts or cbligations on their
FEC disclosure reports. A review of disbursements revealed 138
items over $505, totaling $660,3%5, zhat should have been reported
as debts,

\1

Page 7 mucmn...—-———-—-'
3/10/94 page L O ionia




o

q, n

<. Campaign Organ:izatioan
The Commiztee reglistered with the Federal Election
Tammission on June 14, 1991, as the nat:cnal czonvention commit-ee
-f the Democratic Party. The Treasurers £sr the period audited
were Robert A. Farmer frca June 14, 1991 <o September 11, 1992,
and the Honorable Robert 7. Matsu: from September 11, 1932 ts the

present.

During the pericd audited, the Tommittee was
headquartered in Washaington, D.C., but for a portion of the per:cd
an office was also maintained in New York Zity. The current
~ffice is in Washington, D.C.

To handle its financial activity, the Committee had a
general account from which most disbursements were made, a payroll
account, and three deposit accocunts used to hold federal funds.
The Committee made apprcximately 3,000 disbursements.

The Committee was paid 511,048,000 in federal funds.
This represents the full entitlement established at 26 uscC
9008¢(b).

'D.  Audit Scope and Procedures

The audit included a review of the following general
categories:

1. The Comaittee’s compliance with statutory limitations
with respect to the receipt of contributions and loans
{see Finding II.B.);

2. The Committee’s compliance with the statutory
requirements regarding the receipt of contributions frem
prohibited sources, such as those from corporations and
labor organizations;

3. The itemization and proper disclosure of receipts, as
well as the completeness and accuracy of the information
disclosed;

4. The itemization and proper disclosure of disbursements
when required, as well as the completeness and accuracy
of the informaticn disclosed;

5. Proper disclosure of the Committee’'s debts and
obligations (see Finding II.A.}:

6. The accuracy of total reporzed receipts, disbursements,
and cash balances as compared to Committee bank records;

-

Adegquate recordkeeping for Committee transactions;

s Y
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REPCRT OF THE AUDIT DIVISION
ON THE
1892 DEMOCRATIC NATIONAL CONVENTICON COMMITTEE, INC.

1. Background
A. Audit Authority

~.-This report is based on an audit cf the 1992 Democratic

Vatxonal Convention Committee, Inc. {the Committee), to determine

whether there has been compliance with the provisions of the
rederal Election Campaign Act of 1971, as amended (the Act). The
audit was conducted pursuant to Section 9008(g) of Title 26 of the
United States Code which directs the Commission to conduct an
examination and avdit of the payments for presidential nominating
conventions no later than December 31 of the calendar year in
which the presidential nominating convention involved is held.

In addition to examining the receipt and use of Federal
funds, the audit seeks to determine if the committee has
materially complied with the limitations, prohibitions and
disclosure requirements of the Federal Election Campaign Act of
1871, as amended.

B. Audit Coverage

The audit covered the period July 2, 1991, the date :he
Committee opened a bank acccunt, through September 30, 1992, :he
final coverage date of the most recent report filed at the time ¢
rhe audit. In addition, financial activity that occurred
beginning in 1989, and was paid by the Democratic National
Committee and subsequently reimbursed by the Committee, was
included in the audit as well as certain financial activity
through February 8, 1994 to determine any amounts due to the
United States Treasury. During the period, the Committee repor-ed
an opening cash balance of $-0-, total receipts of $11,233,088,
total disbursements of $10,732,803, and a closing cash balance -
September 30, 1992 of S$500,284.

ATTACHMENT _ ,
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3. Parking Viciati:ons - The Committee paid New York City
rarking violations tctaiing $3,£76. These are not expenses that
may bte paid with federal funds. In response to the interim

audit report, the Committee acknowledged its obligation to make
a 85,676 repayment to the U.S. Treasury.

§. Post Convention Purchases - As a result of follow up
work done after the interim audit report was issued, a number of
expenditures were identified that were not considered
permissible convention expenses. Included were $20,431 in gifts
for senior staff and party leacders reported as office supplies
and printing. Also, the Committee paid $10,000 in consulting
expenses for a study of the role of African Americans in the
1992 Democratic Conventicn to be presented to the Democratic
Party for its archives. With respect to the gifts the Committee
argues that it is standard practice. Nothing beyond a copy of
the report was presented fcr the consulting payments. After
discussion of this matter, the Commission allowed gifts valued
at S15%0 or less as commemorative items of nominal value. These
total $2,626. The final aud:it report contains an initial
determination that amounts totaling $27,805, are repayable to
the U.S. Treasury. N

Unspent Funds - 11 CFR 9008.10(e). 1If any portion of the
federal grant remains unspent after all expenses are paid, the
unspent portion must be returned to the U.S. Treasury. The
Committee has $3,872 in unspent funds.

Stale Dated Committee Checks - 26 U.S.C. §9008(h) and 11
CFR 9007.6. The sum of any checks issued by the Committee that
are not cashed by the payees nust be paid to the U.S. Treasury.
The Committee has two such checks totaling $810.

. 9389 S, e ———




the advances were .ater reimbursed by the Clommittee. Because
the advances were not exempt from the definition of
contribution, they constituted impermissible contributions,
totaling $15,418. 1In response toc the interim audit report the
Committee argued that it shared the Naticnal Committee’'s $20,000
annual limitation on contributions from individuals and that,
the contributions were permissible. The audit repcrt rejected
this argument because convention committees that receive full
federal funding may not accept any contributions.

Improper Use of Funds ~ 11 CFR 9008.6(b)(1), (2) and (4)
and 9008.10(d). This section cf the report deals with funds
that were not expended on qualified convention expenses. These
expenditures fall into four categories. Each is discussed
below.

1. Misappropriation of Committee Funds - The Committee
discovered that an employee had misappropriated $5,000. when
discovered, the employee was dismissed and steps were taken to
recover the funds. Since the $5,000 was recovered, the audit
report does not recommend a repayment to the U.S. Treasury.

2. Candidate Expenses - The Committee is not permitted to
use federal funds to pay the expenses of any candidate who
participates in the Convention. The audit identified a $30,000
payment for part cf the production costs of a biographical film
about President Clinton, which was shown at the Convention
immediately preceding the President’s acceptance speech. The
interim audit report classified this payment as an impermissible
payment of candidate expenses. The Committee argued that it
could have paid the entire production cost as a convention
expense since the film was shown during the convention and the
payment was not for the candidate’s personal expenses. Further,
the Committee arqued, that the payment was necessary to avoid a
contribution from the owner of the film, Clinton Por President,
Inc. The Audit Division rejected these arguments because (1)
the showing of the film benefited President Clinten, (2) the
timing of the £film alone does not determine whether it is a
convention expense, and (3) the prohibition against paying
candidate expenses is not limited to personal expenses. On the
other hand, the Commission acknowledged that, in part, the
Convention legitimately serves as a vehicle to promote its
nominee. Therefore, the Commission determined that the
Convention could make the film payment.
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FINAL AUDIT REPORT
ON THE
1992 DEMOCRATIC NATIONAL CONVENTION COMMITTEE, INC.

EXECUTIVE SUMMARY

The 1992 Democratic National Convention Committee, Inc.
‘the Committee) registered with the Federal Election Commission
on June 14, 1991. The Committee was created for the purpose of
conducting the 1992 Presidential nominating convention of the

Demccratic Party. The Committee received $11,048,000 in federal

funds for this purpose.
The Audit was conducted pursuant to 26 U.S.C. §9008(g).

The findings of the audit were presented to the Committee
at an exit conference at the conclusion of the Audit fieldwork
and after a follow-up visit to Committee headquarters. The
Committee received an interim audit report that was approved by
the Commission on July 27, 1993. Subsequently, the Committee
was provided opportunities to respond to the findings contained
in the interim audit report. Comments and information received
from the Committee have been included in the final audit report.

The final audit report requires the Committee to repay
$38,163 to the U.S. Treasury.

The following is an overview of the findings contained in
the final audit report:

Failure to Itemize Debts and Obligations - 2 U.S.C.
§434(b)Y(8) and 11 CFR 104.11(a). Committees are required to
list selected debts on each disclosure report. No debts were
listed on the Committee’s disclosure reports. The audit
identified 138 debts totaling $660,399 that required disclosure.
In response to 2 recommendaticn 1n the interim audit report, the
Committee filed schedules disclicocsing the debts.

Excessive Contributions Frcm Staff - 11 CFR 116.5. Funds
for travel and other expenses advanced by individuals and
subsequently reimbursed by a ccmmittee are contributions by the
person paying the expenses un.iess specifically exempted by the

Commission’s regulations. The aud:t¢ found that two Committee

staff members made such advances .:n mater:al amounts. ALl of
fage . Aﬂ‘m_—-—-_
Py ,;,& -y pm d




N

'Y

Executive Summarly
Final Audit Report
Background
Findings
Legal Analysis
Transmittal to Committee

Chronology

CONTENTS

Page

39
45

47

ATTACEMENE




oo

P s i

MeBIIanI.l I =
Final avz:: -
Cemoczaiiz Na..onal CTsnvenz.cn IImmltlee, Inc.
'LRA 9448  AR-33-318»

e T -
- P - e - -
-

-

(2]
o
[

(3 T

Page .
excessive ccontributicns tnrcush staff advances T .B.), we ~--o
“nat curcently no ISMATTISUILIN (1ML Ras teen fixed by tRe -
Ttmmissicn, and the issue cf whetner a ccmmittee ~a2uld acce--
Scrivate sontribuzicns At all wnen 1T cpted to -sceive 1t§
max:zum enz:it.exment oI federal funds under 13 U.35.I. § 3278 -
.5 .nse=z_.ed. The Icmmitiee rece:ved .ts enz.re enticleme~-
28 feiera. f.nids Thus, at tne T:me the advances were
sutsaniing, Ine Jommiltee may nave had access o finds -
excess cf iTs entitlement. 3S.nce the Commitzee nas full-
reimzursed tne ind:ividuals Lt Inis case, we fel:eve tnar -ne
advanzes sncu.d nave nc eniillement Or repayment imp.icat:isns.
We reguest that the audiicrs clarify two matters wnion ~Rre
discussed 1n tnhe Inter.m Audit Repgort, and appear to he i
withdrawn ncw. The Interim Audit Report questioned the S$36, "33
in zosts the Commiztee estidated .t had incurred to print the
cfficial proceedings of the Democratic National Convention “:-e
Zonventicn™: This amount was guestioned because :: was mcre
chan dcuble the prinzing <csts incurred in 1988. The F:nal
Audit Repor: dces not spec:ifically address the resolut:on of

this expense. The report shou.d :nclude an explanation of how
the printing <ost i1ssue was resolved. Further, the Inter:ims
Audit Report notified the Committee that it may owe another

- 5339,000 in repayments based cn transactions made by the New

York ‘92 Host Committee, Inc. {"the Host Committee™). The Fina.
Audit Report concludes that the Committee has no obligation

based on responses filed by the Host Committee. It is suggeste:

that zhe proposed report explain in greater detail how the Hos-
Ccmmiztee response extinguished the Committee’s potential

addit:onal obligacions.

II. IMPROPER USE OF FUNDS

The proposed Final Audit Report categorizes four separate
expenditures as apparent :improper uses of funds pursuant to 11
C.F.R. § 9008.6(a)(4). The auditors identify an expenditure f=:
production costs of a film shown at the Convention, "The Man
from Hope," as an impermissible use of funds. The Committee

2/ The Notice of Proposed Rulemaking on Conventicn Regulatizns
i "NPRM") seeks comment on con=zri:bution lim:its for contributi:sn

resulting from reimbursed staff advances, suggesting zhat teza::e
"the convention committee .5 estadblished by the nat:cnal

zommicztee, and therefore aff: .azed with =he nat:i~na. -:-mm.--so
12 would share the nationa. :z:-mamiztee’'s $20,7220 zonszribuz.i-o-
Limit."  The NPRM also nctes trmat the limit would t"e $O.77 asga--
a def.c.ency .n the Presidenz.a. S.lect:cn Campa:ign Fund -1 .¢& --a
conventicon committee eleCTsS Nt s aczept i1ts full entivlemen-s
President:al Election Campaisn fund and Federal Financing of
Pres.dentilal Ncainating Cconvenzicns, 38 Fed. Reg. 43047 'propcsec:

Augus% 12, 1993'. The commenct ce
September 17, 1993. The hear.ng

ne proposed rulemak:iny <as
neld on Cctober 27, 1593,

=
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MEMORANDUN

TO: Roberr 2. C2

s$%3a
Assistant Staff Direczor
Audiz Jivisich

THROUGH:  ohn €. Surinas!
Llreq

Scaff Direct? :
\x/‘/ , /
FROM: Lawrence M. Ncblgafﬁc

General Counsel .~

Kim Bright-Coleman K}%‘L

- Associate Genecal Counsel

-

Lorenzo Holloway ~ k- o B o
Assistant General Counsel

Peter G. Blunberqc%é;
Attornev

SUBJECT: Prcposed Final Audit Report for the 1992 Democrat::
National Convention Committee, Inc.
‘LRA #448/AR-93-38)

I. INTRODUCTION

The Office of General Counsel has reviewed the proposed
Final Audit Report for the Democratic National Convention
Committee, Inc. {"the Committee") forwvarded to this Office on
November 2, 1993. The following memorandum contains our
comments on the proposed audit report.l/ Should you have any
questions, please contact Peter Blumberg, the attorney assigned
2 this matter.

Senerally, we concur witn zhe Audit staff's findinzs 2-+4
reccmmendat:ons 10 the prcposed repeors Witn rega:d oz
- Since the proposed Fina. Aud:t Report does not 1nclucde a-

matcers exempt from public 2:sclosure under 11 C.F.R. § 2.4, -e
recommend that the Commissicn’s discussion of this document e
zsnducted 1n open session. Throughout cur comments, "FECA™ :af
=5 =he Federal Electicn Zampai3n Act of 19571, as amended.
§§ 431-4585.

- e
- - .

e
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Robert T. Matsui, Treasurer
Page 2

Any gquesticns you 3ay ~ave re.a-ed o matters covered dur:ng
-he audiz of in the report should te i.rected to Joe Stoltz of zne
Audit Division at 252 219—3"23

Sincer e‘g,q

/% 7{ M\K

e Robe"* ’osta
Assxstant staff Director
Audit Division

Attachments:
Final Audit Report
Legal Analysis

ce: Joseph E. Sandler, Esqg.
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The Henorable Robers 7. Matsu:
Treasurer

.392 Democratic Nationai Convent:on
Zcmmittee, Inc.

430 South Capitol Streez, S5.E.

Washington, D.C. 23003

Jear Congressman Matsui:

Attached, please find the Final Audit Report on the 1992
Democratic National Convention Committee, Inc. The Commission
approved this report cn March 10, 1994. As noted on page 3 of the
report, the Commission may pursue any of the matters discussed :in
an enforcement action. .

In accordance with 11 CFR §9008.10(gi(1l) and (2), the
Zommission has made an initial determination that the Committee ;s
to repay to the Secretary of the Treasury $38,163 within 90 days
after service cf this report {(July 8, 1994.) Should the Commit:ee
oz the naticnal committee dispute the Commission’s determination
that a repayment 1s required, Commission regulations at 11 CFR
§3008.11(a) provide either committee with an opportunity to submit
in writing, within 30 calendar days after service of the
Commisgsion’s notice (May 9, 1994), legal and factual materials :o

Y -

demcnstrate that no repayment, Or a lesser repayment, is required.

The Commission will consider any written legal and factual
materials submitted by either committee within the 30 day per:c
in making a final repayment determination. Such materials may te
submitted by counsel if the Committee or the national committee s
elects. If either committee decides to file a response to th
initial repaymsent determination, please contact Kim L.
Bright-Coleman of the Office of General Counsel at (202) 219-365".
£ the committees do not dispute this initial determination wizh:n
*he 30 day period provided, :t will be considered final.

The Commissicn-approved Final Audit Report will be placed :c-
the public record cn April 11, 1994. Should you have any
questions regarding the public release of this report, please
contact Mr. Ren Harris ¢f thne Jommission’s Press Office az - [Z¢
219-415S.
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Field Definitions

w.'S

cavs

z’s

wecrksheet Days Out-
sranding - Calculaticn
~ace vs. race cf
Reimbursement)

w/5 Contr

AmTS

(Worksheet Contributicn
Amounts)

wW/S Run

Contr Bal

‘Worksheet Running
Contribution Balance)

W/S Excess

Amount

(Norksheet Excassive
Contribution Amount)

W/S Exc Bal

Af% Reinmb

‘Worksheet Excessive
Contribution Balance
After Reimbursement:

Page 36
[o W |

- o er

4y ¢ ¥
¥
¥+ ]

¢ } YOV

Wy B3O

L]

EPVIRY'S B
[

(3]
(2.
PN

ne number cf{ days ltetween

he calculation date and the

te the expense was re:mbursed
p ., W’S Cate Reim>r.- w S
Calc Dte).

B A S B
'

(I
[0 I 2
o I3
Al

determined by the expense
code--for each expense code
there is a different number of
days within whic- the expense
must be reimbursed before 1:
beccmes a3 contribution
(explained below under ‘'Data
and Methodology Used’)--and
the W/S Days 0O/S.

a running balance that

starts w/ -1000 where apprcpr:iaze,
({$1000 contributicen limic-

ation is built in) and adds

'W/S Contr Amts’ successively:

as rei1mbursements are
encountercred, all contributions
paid on that 'W/S Date Re.nmd’

are subtracted.

*he amount cof excessive
contributions (i.e., e W S
Run Contr Bal is positive  as
cf each incurrence date;

the amount cf excesgive
zontributions (1.e., the W.5
Run Contr Bal is posit:ive’
remaining after each
rermbursement is appliecd.




Field Definitions

o ~ S
2.8 Am2
Worksheet Cutstand:ing
Amzunt!
g w/S
Exp
cd iothru 3
‘Wworksheet are negative
Expense Ccde) azmounts
4 thru 7
are positive
amcunts

R Ww/S Date
Reimbd
"Workshee?Z Date
cf Reimbursement'®

[y +]
o
“Q
.

W

» N

Tunning tajlance c¢f expenses
d direct contributicns nes
eimbursements and dHebt

lements to date.

0w O W

[ X N |

-
-
- e
~ -

~ reimbursenents
dept settliements
- miscellanecus

(VR
i

-
]

advances made by an
individual for other
than his/her own travel
and subsistence, {(e¢.g.,
cthers’ subsistence,
cffice supplies, cther
campaign expenses):

un
]

advances made by an
individual for his/
her own travel and
subsistence paid by octhe:
than personal credit ca:2

€ - advances nade by an
individual for his/her
own travel and subsis-
tence paid with his/her
own personal credit card.

~4

- direct contributions

date on which each expense -as
reimbursed, assuming a
chronological order cf
rayment (i.e., expenses
incurred first were
reimbursed first, ircespe-:. .o
of the specific expenses
associated with a given
reimbursement by a committee
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sata and Methodology UseZ

The direct contributisns, expense vouchers/reimbursement
requests, and reimbursements were revi.ewed for the period
reginning with the Committee’'s i1ncepticn date through

Generally., this data was sathered from the
“ommit-ee s data zape and the Ccmmittee’'s vendor or check files.

Direct < cns appear net c¢f any contribution
-efund(s; and a rded for worksheet purposes as cf the date
of the refund. Ctherwise, the depos:t date from the Committee’s
data tape or other source 1s used. Debt settlements are dated as
cf the date that the Ccmmissicon notifies the Committee that the
debt settlement plan is acceptable.

oant
<

Advances made by an :ind:iv:idual fcr other than his/her own
rravel and subsistence (expense cosde 4) become contributions if
not reimbursed on or before the cate the expense is incurred.
Advances made by an individual £or his- her own travel and
subsistence paid by the individual :n cash not paid by the
individual’'s personal credit card ‘expense code 5) become
contributions if not reimbursed within 30 days from the date the
expense 1s incurred. Advances made by an individual for his/her
own travel and subsistence paid bty <he individual with his/her
own personal credit card {expense cocde 6é) become contributions if
not reimbursed within 60 days frca the credit card statement
date, however, if the credit card statement is not available, 60
days from the date of incurrence :s used.
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Final, Audsiz e "
Cemocratizs Na T anal Tinventicn Itmmittee .nc.
‘LRA ¢448/AR-33-38"

Page 4

Since the focus 1S >n Ine sreratisn of the conventisn, e
Cel.eve that the prohiZ:ii.cn 13210752 the expenses related o --.
zand:idate’s "partic:igaticin’ 1o the Ictnvention i1ncludes more “han
“he expenses for the ZanliZate’'s "attendance.”3  Thus, cthe
Zemmitzee 1§ prchibited frcm caying fzr any of the candidace’s
Tznvention expenses, and nIt TUsT expenses for hotels and nea.s
Furtner, Ife Iommitiee’s IImrcensalion argument CLrCuUmVents she
inzenzion cf L1 CLF.R. §§ 3°08.%.a0 and 9008.6(b) 1. These
sect:ons could be rendered superfilucus under the Committee's
croposed interpretaticn.  For example, the Commictee could arsie
tnat it should pay for =ne cand:date’s hotel and meals while |
atzending the Conventicn s:ince the Jommittee receives the
zenefit cf the candidate’s ncom:ination speech as part of the
Zsnvent.cn proceedings cn tnhe final night of the convent:icn.

,

The Final Audit Report also :denti1fies three other
expenditures 1n the amcunt 2f $30,431 that are viewed ag
impermissible. These expenditures involve post-convention
payments for gifts and a research prolect.d/ The Committee
argues that expenditures fcr gifts are a long-standing traditicn
at national party conventions, and that the expenses for similar
gi1fts had never been guesti.cned in past convention audits.
Specifically, the Committee cites to an expense for engraved
gavels from the 1988 Democrat:c Naticnal Convention. The
Committee alsoc stated that the research project was
convention-related and, thus, a permissible use of !undk.gk’

This Office concurs with the Audit Divigsion that the
Committee must repay $30,431 to the Treasury to cover the
impermissible funds. However, we recommend that the auditors
clarify whether they deem the expenditures as impermissible
because of the fact that the actual subject matter of the
expenditures were not convention-related, or because they were
paid several months after the Convention, which may transform
otherwise permissible expenditures 1nto non-convention expenses.

3/ For instance, a candidate can participate in a convention by
producing a biographical film of herself to be shown at the
conventicn, but not actualiy attend the convention.

4/ The gifts include engraved s.ilver clocks, paperweights, =coxes
and serving trays, and an architect’'s model of the conventicn
platform. We note that the Committee, initially, described =-ese
expenses as "printing”® and "ocffice supply” costs to the aud:itzrs.
94 The Committee states that -he researcher studied the ctole :-°¢
African Amer:cans at the Conventicn. However, there is no
indication that the research had anything to do with conduct:n

the Convention or that :t was performed during the Convention.
Indeed, the final research repor: was turned i1n months after --e
Conventicn and the topic s the rz2le cf African Americans :n --~e
National Democratic Committee, 1ndicazing that the expenditure «as
parzy~related, not conventicn-cre_.ated.

2N CTY R, 4
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rPage 3

caid Great Amer:can Med:ia, Inc. S31,200 for a pertien cf =R
groduction costs cf the film The total producticn cost was
S188,.23". ZIlinatzsn fcr President TIZFPT) paid the balance of :he
afol - SN The Zcmmittese ccintends *nat the expenss was a permiss.c-. e
.se =% fundis since the ICsts were inZurred "for the purpose :-f
samduztins a cresidentia.l ntminalng finventicn” inscfar as tre
£..m was sncwn as par: =f ne lzsnoventicn proceedings. 1l CUF.3
§ 9008.4 a 4 . The I:cmamittee als> argues that these
exgend:zures should not Ce consilered a prohibited use of funds
unde: .. Z.FT.R., § 3278.2 - ©rsecause that regulat:ion eniy
gronibits cSnvention committee expenditures for candidace
expenses .nturred by the candicate in attending the convent:icn,
such as housing, travel, and subs:stence. Thus, the Commitzee
reascns, % the cand.date expense :s for an {tem that dces nst

3

. £
.~vs.ve -=e candidate’s attendance, then 1t couid be a
permissible expense. Further, ~he Committee argues that its
payment = CFP was in consideraticon of CFP's permission to show
«he f:lm during the Convention proceedings, The Committee
expla:ned that it nad tc ccmpensate CFP to avoid receiving an
unlawful cr repayable contributicn from CTP.

The Audit staff argues that the showing of the film at the
Zsnvention does not transform 1t 1Nt a convention expense. The
auditors also argue that the FECA and regulations prohibit all
expenditures made for the candidate. With respect to the

Committee’'s argument that it was obligated to compensate CFP fcor¢ ‘

the benefit cf showing the film, the Audit Division argues that
chis reimbursement is impermissible because it is an "expense of
the candidate,” and in any event, CFP received free television
air zime as consideration for the permission to use the film.
The proposed Final Audit Report recommends that the Committee
repay $32,000 to the U.S. Treasury.

This Office agrees with the proposed report'’'s
recommendation. Convention committees are prohibited from us:ing
funds to defray the expenses of any candidate’s participation 1in
conventions. 286 U.S.C. § 9008(c); 11 C.P.R. § 9008.6(b)(1).

The legislative history of convention financing does not
indicate if any candidate related expenses would be a
permissible use of convention funds. The convention regulations
do not specify all permissible uses fcr expenditures, but they
provide examples, such as the :rental of the hall, security,
relephones, salar.es cf emp.cyees, etc. 11 C.F.R.

§ 9008.6{a){d)(1)=rviii'. These examples suggest :hat the
underlying purpose of federal :cnvention funding :s the smoctn
functioning and operaz:cn cf tne Zcnventicn itself and nct ine
promoticn of a certain candidate tn:ough candidate-specii:ic
expenditures. The use cf funds to subsidize the costs of a
siographical film of the cand:Zaze, Or %0 pay compensation <
~me cwner of the fila for rhe c:3nt <2 use :t, doses not i1nvco.owe

-~

the operazicns ¢of the Conventicn Rather, this use 1is
candidaze-specific and, :therefore, it :s not permissibie.
ATTACEIENS e
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Zemcsratiz National Zoaventicn I-mmittee, nc.
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fage 3

:n general, zhe Commissicn ews expendituces made ar-~urd -~

. o
-.me ¢f the conventicn as czInvenlizn expenses. See F:inal AuZ:.-
sszcrt on the Arrangements J:zmm. 2f the Repul. Nat'.L Z-mm. £--
-ne .388 Repub. Nat'l Clcnveni:icn IT:ommissicn appreoved Octires
.3, 133% .4 Payments mace after the Ccnventicn cast doubt -
wme-nmer an exvenditure was IItonventicn-reiated. These
exgend.z res also appear I Se 1mpermissible because -hey ace
moIe axln 1D expenses f€_3aITlnN3 T2 rarty business rather -ma-s
szavention Cusiness, nscfar as they have _.:%le :u ds wiIn
‘zznducting” a conventicn. T See 1 C.F.R. § 9008. =
s-nmer s:ituations, zhe Aud:= 2ivisicn has peraitted expend tTores
f2r 3:fcs such as i1nexpens.ve souvenirs %o be distributed =:
campaign wcrkers. These previcusly permitted expenditures ra.e
a.ways teen made during tne c:Invention and were inexpensive
The gifts in question here are different from previocus
czavent:icn scuvenics s.:nce zhe amount of money involved is
s;gnzfxcan.ly hx,ﬂe:. and because the expenditures were made
.cng after the nvent;:t. zhus, the auditors appear %2 be

- creat:ng this Ccmnx ee consistent with past practice.
o
e The recent Not:ice 2f Pr:occsed Rule*ax;nq cn conventicn
?;nanc.nq also notes this pcunt President:.al Electzcn Zamgca: -
Tund and Federal F:.nancing -f Fres:denz.al Nominating Convens.:-:
28 Fed. Reqg. 43047 proposed Augsust 12, 1391
mm—— P

- The fact =he expenditures <ere paid several months afze: --
convention, adds to the 1nference that they were party expenses

Y
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CHRONOLOGY

1992 DEMOCRATIC NATIONAL CCNVENTICN COMMITTEE, INC.

pre-audit Inventory Commenced 11,0992
Audit Fieldwork 11/16/92-01,/14/93
Interim Audit Report to 07,/29/93

the Committee

Response Received to the 12,/09,93
Interim Audit Reportl/

Final Audit Report Approved 03/10/94

1/ Additional response time was granted after the revote and
feissusance of the Interim Audit Repo:rt following the Courts
decision in FEC v. NRA political Victory Fund, et al., No.
91-5360, slip op. at 2 (D.C. Cir. Qct. 22, 1993). -
ATTACHMENT . '
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PULIVUVRIY  HINUVBBE  yUriin g
i‘J David Witheim, Chairman

May 5, 1994

Mr. Robert Costa

Assistant Staff Director
Audit Division

Federal Electicn Commissicn
989 E Street, N.W.
washington, D.C. 20463

Dear Mr. Costa:

The 1992 Democratic National Convention Committee, Inc.
("DNCC") is in receipt of the Final Audit Report of the Federal
Flection Commission. Accordingly, enclosed please find two checks
in the total amount of $37,337.79, payable to the United States
Treasury. The first check, in the amount of $3,856.79, represents
211 unspent funds remaining in the DNCC account. The second check,
in the amount of $33,481.00, is being forwarded pursuant to the
Commission’s acceptance of the Audit Division’s recommendation #1,
partial acceptance of recommendation #2, and acceptance of
recommendation #3 contained in the Final Audit Report.

Please note that since the issuance of the Final Audit Report,
there have been two changes to the financial position of the DNCC.
First, an $800.00 check that was outstanding when the Final Audit
Report was issued has since cleared the bank. Second, the DNCC
made a payment of $25.00 on April 12, 1994, to the District of
Columbia for the DNCC’s annual corporate fee. Accordingly, the
repayment has been adjusted as follows:

1) Unspent Funds has been reduced from $3,872.29 to
$3,847.29.

2) State Dated Committee Checks has been reduced fron
$809.50 to $9.50.

If£ vyou have any fur
rlease call our office at

—~ t

her questions regarding this matter,
2CZ) 863-7110.

Sincerely,

A7 - A o~

- . . Vs
(/,;sz,fi_ L e
Jcseph E. Sandler
CONC General Ccunsel
Nelil P. Rexff
oNC Deputy General Counsel
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FEDERAL ELECTION COMMISSION

WAIHINCTON. D C 20403

MEMORANDUM

3
jart
tr

T0: COMMISSIONERS
JCHN C. SURINA
TAF’ DIRECTOR

FROM: ROBERT J. COST '//<§;::;/

ASSISTANT STAFF DIRECAOR
AUDIT DIVISION

THROUGH:

wm

tn
e
oy}
Ca
4]
@]
3

REPAYMENT RECEIVED FROM THE 1992 DEMOCRATIC NATIONAL
CONVENTION COMMITTEE, INC. A

The final audit report on the 1992 Democratic National
Convention Committee, Inc. required a repayment to the U.S.
~z:easury in the amount of $38,163. This consisted of $33,481
for impermissible use of pubilc funds, $3,872 in unspent funds,
and $810 in stale dated checks.

The Committee was given 90 days to make the repayment
{July 8, 1994) or 30 days to contest the initial repayment
determination (May 9, 19%4). On May 5, 1994, Committee Counsel
Gelivered two checks totaling $37,338. This is.$825 less than
the amount specified in the initial repayment determination.
The difference is $800 for a stale dated check that has recently
cleared the Committee’s account and $25 in additional winddown
expenses for the renewal of the Committee’s corporate charter.
{A copy cf the Committee’s letter is at Attachment 1)

In the opinion cf the Audit staff the payments
received satisfy the initial repayment determination.

T“is memorandun 1s being circulated for you

informatico Should you have any questions, please contac: Joe
Sicltz act ::9—«7”“.
zc CGeneraz. JIunse.
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May 12, 1994
MEMORANDUM

—

N
TO: THE COMHISS}Q&gRS

TN
THROUGH: JOHN C. SURINA ! N
STAFF DIRECYQR ,
€7
FROM: ROBERT J. COSTA e C/

ASSISTANT STAFF DIRECTOR
AUDIT DIVISION

SUBJECT: REPAYMENT RECEIVED FPROM THE 1992 DEMOCRATIC NATIONAL
CONVENTION COMMITTEE, INC.

The final audit report on the 1992 Democratic National =
Convention Committee, Inc. required a repayment to the U.S. -
Treasury in the amount of $38,163. This consisted of $33,481
for impermissible use of public funds, $3,872 in unspent funds,
and $810 in stale dated checks.

The Committee was given 90 days to make the repayment
(July 8, 1994) or 30 days to contest the initial repayment
determination (May 9, 1994). On May 5, 1994, Committee Counsel
delivered two checks totaling $37,338. This is $825 less than
the amount specified in the initial repayment determination.
The difference is $800 for a stale dated check that has recently
cleared the Committee’s account and $25 in additional winddown
expenses for the renewal 6f the Committee’s corporate charter.
{A copy of the Committee’s letter is at Attachment 1)

In the opinion of the Audit staff the payments
received satisfy the initial repayment determination.

This memorandum is being circulated for your
information. Should you have any questions, please contact Jce
Stolwz at 219-3720.

cc General Counsel
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David Withelm, Chairman

May 5, 1994

Mr. Robert Costa

Assistant Staff Director
Audit Division

Federal Election Commission
5532 E Street, N.W.
washington, D.C. 20463

Dear Mr. Costa:

The 1992 Democratic National Convention Committee, Inc.
("DNCC") 1is in receipt of the Final Audit Report of the Federal
Election Commission. Accordingly, enclosed please find two checks
in the total amount of $37,337.79, payable to the United States
Treasury. The first check, in the amount of $3,856.79, represents
all unspent funds remaining in the DNCC account. The second check,
in the amount of $33,481.00, is being forwarded pursuant to the
Commission’s acceptance of the Audit Division’s recommendation #1,
partial acceptance of recommendation $#2, and acceptance of
recommendation #3 contained in the Final Audit Report.

Please note that since the issuance of the Final Audit Report,
there have been two changes to the financial position of the DNCC.
First, an $800.00 check that was outstanding when the Final Audit
Report was issued has since cleared the bank. Second, the DNCC
made a payment of $25.00 on April 12, 1994, to the District of
Columbia for the DNCC’s annual corporate fee. Accordingly, the
repayment has been adjusted as follows:

1) Unspent Funds has been reduced from $3,é72.29 to
$3,847.29.

2) State Dated Committee Checks has been reduced fron
$809.50 to $9.50.

If you have any further questions regarding this natter,
please call our office at (202) 863-7110.

Sincerely,
A7 — ! -
AT s &
//4’/,‘/{ A~ - T T e

"Jaseph E. Sandler

DNC General Counsel

Neil P. Reiff

CNC Deputy General Ccunsel

Democratic Parrv Headquarters ¢ 430 South Caprtol Street. S.E. ¢ Washingron, D.C. 20003 « 202.863.8000 » FAX: 202 863504}
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As a result cf the a: ne New York Host '92 Commitres
there 1s the POSSiTi.iIy¥ <hi /233 in disbursements made Ly
rhe Host Committee are attribu:z an‘e toc the Committee's spendxng
imitation. These disbursements were made with funds that had
nheen comminglied wi.tk cther meneys which do not meer the
requirements of 11 CFR %008.7(d1/3'(1*. Shcould it be determined
~hat these disbursements are attributabie %o the spending
limitation, the Committee’s entitlement would be reduced by the
$135,500 1n private funds and a repayment in an egual amocunt wou
be required. Further, :t would be determined that the spending
limitation was exceed ty $2,382. S513%,500 in chargeable
convention expenses less S$S133,.18 in unspent funds) requiring an

[N A

th ()

(L)

additicnal 'epay~e.: :n that amcunt. Until a determ:ination is
made with respect =2 the Hcost Committee, the $135,500 has been
excluded from the prei:minary repayment calculation.
Recommendation #$

The Audit staff recommends :that, absent a showing to the

contrary, within 30 days of service of this -report, the Commission

make an initial determinat:on that $133,118 in unspent funds :s
repayable %o the Unzted States Treasury pursuant to 26 USC
§9008(h) and 11 CFR §5008.10(e)

’

id

Also, it is recommended that the

Committee demons:'ate why no :nter:m repayment pursuant to 11 CFR

3008.10(e){2) was regu.zed.
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Democratic National Committee

September 3, 1993
By Hand

Robert J. Costa

Assistant Staff Director
Audit Division

Federal Election Commission
999 E Street, N.W.
Washington, D.C. 20483

Re: Interim Report of the Audit Division on the 1992

Qgm9s:ss;9_ﬁg&19nal_QQnzsn&xgn_SQIIA::Qs‘_Ins¢
Dear Mr. Costa: .

Enclosed is the response of the 1992 Democratic National
Convention Committee, Inc. to the Interim Report of the Audit =
Division on the 1992 Democratic National Convention Committee, Inc.

We very much appreciate the courteous and professional manner
in which the Audit staff conducted the audit of the Committee. 1If
you have any questions or require further information, please do
not hesitate to contact the undersigned.

Sincerely yours,

(j Joth E. SandA’é‘

General Counsel

NSl Ay

Neil P. Reiff
Deputy General Counsel

4~0 South Capitol Street, SE - Washingron. D C 20003 (202) 863-8000

T I S T - Neinca U nmmmioren Canrehorinng 1o the Democrare National Committee are w&/dedumblc
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FEDERAL BLECTION COMNMISBICN

RESPONSBB OF THRE
1992 DENOCRATIC NATIOMAL CONVENTION COMMITTEER, INC.
O NTE] ¥ REPOR 0 THR 2 " 8TON

2550 lS RET VIR

The 1992 Democratic National Convention Committee, Inc. (the
"Committee") hereby responds to the Interim Report of the Audit
Division on the 1992 Democratic National Convention Committee, Inc.
(the "Interim Audit Report"), submitted under cover of a letter
from Robert J. Costa dated July 29, 1993, as follows:

Response to Recommendation # 1--Failure to Itemize Debts and

The Committee is filing, with this Response, amended
Schedules D for each period in which debts should have been
reported, in accordance with the schedule of debts provided by the
Audit Division. The Schedules D are attached hereto as Exhibit 1
and we hereby request that they be filed as amendments to the
Committee’s reports for the applicable periods, as shown on the
amended pages. These are intended to supersede and replace any
other debt schedules that have been filed for these periods.

Response to Recommendation # 2: Excessive Contributions from
staff

No unlawful contributions to the Committee were made by the
staff members who charged expenses on their personal credit cards
and were reimbursed for those expenses, nor does the Committee have
any repayment obligation with respect to those armounts.

A. The Contributions Alleged to Have Been Made Were Within

the Limits of the Act

The amounts alleged to have been contributions by the
individual staff members to the Committee complied with the limits
and prohibitions of the Federal Election Campaign Act of 1971 as
amended (the "Act"). The Interim Audit Report alleges that, under
11 C.F.R. § 116.5, Alexis Herman’s credit card charges constituted
a contribution in the amount of $9,639.29 and that Anne Reingold’s
credit card charges constituted a contribution in the amount of
$5,778.96, for a total of $15,418.25. (Interim Audit Report at p.
4). The worksheet attached to the Interim Audit Report allowed for
a contribution limit of $1,000 from each individual.

It is clear, however, that an individual may contribute up to
$20,000 per <calendar year <to the 1992 Democratic National
Convention Committee. The Committee is "established and maintained
by" the Democratic National Committee ("DNC"), within the meaning

A TTAm g
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of 2 U.S.C. § 44l1a(a)(1)(B), and is indisputably a political
committee "established, financed, maintained, or controlled by" the
DNC within the meaning of 11 C.F.R. § 110.3(b)(i). As explained in
the Notice of Proposed Rulemaking on Presidential Election Campaign
Fund and Federal Financing of Presidential Nominating Conventions,
58 Fed. Reg. 43046 (August 12, 1993):

The Commission notes that under new section 116.5,
payments by committee staff for convention expenses aras
treated as advances, and therefore contributions until
reimbursed. Thus, the question has arisen as to the
maximum amount a convention committee can accept in staff
advances if it provides reimbursement and accepts full

publie funqu Given that the convention committee ig

58 Fed. Reg. at 43047 (emphasis added).

Accordingly, under 2 U.S.C. § 441a(a)(1)(B) and 11 C.F.R. §§
110.1{(c) (1), the amount that an individual can contribute to the
1992 Democratic National Convention Committee, and that the.
Committee can therefore "accept in staff advances if it provides
reimbursement and accepts full public funding," is $20.000 per -
calendar year'.

Neither Ms. Herman nor Ms. Reingold made any contribution to
the DNC during calendar year 1952, other than the contributions
alleged to have been made by virtue of their credit card charges.
Thus, neither Ms. Herman whose contribution is alleged to have been
$9,639, nor Ms. Reingold whose contribution is alleged to have been
$5,778, exceeded the applicable contribution 1limit, and the
Committee therefore did not receive or accept any unlawful
contributiocn.

B. The Committee Did Not Accept or Retain Any Contribution
that Would Requjre Repayment

The question of whether the alleged contributions were lawful
under the Act is, of course, an issue separate from that of whether
such contributions give rise to any repayment obligation. 1In this
case, however, it is clear that the Committee has pot in any event
accepted any excessive contributions--in any amount--which would
require repayment under 11 C.F.R. § 3008.10(c).

! 1t should be noted that the $2,000 limit on contributions

to party committees provided for in 2 U.S.C. §431(8) (A)(iv) and 11

C.F.R. § 100.7(b)(8) applies only to unreimbursed payments. Since
the payments (credit card charges) 1in question were in fact
reimbursed, these provisions are i1napplicable.
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As the worksheets attached to the Interim Audit Report
demonstrate, all of the credit card charges made by Alexis Herman
and Anne Reingold were fully reimbursed by the Committee. Thus,
the Committee did not use the personal credit cards of either
staffer to defray any Convention expenses and thus has pot, by
virtue of those charges, accepted contributions which, when added
to the amount of public funds received, exceed the expenditure
limitation for purpcses of 11 C.F.R. § 9008.10(c).

Indeed, under 11 C.F.R. § 116.5, "reimbursements for. . .
nonexempt expenses are treated as refunds of the staff members’
contributions." Explanation and Justification of Regulations on
Debts Owed by Candidates and Political Committees, 55 Fed. Regq.
26378, 26383 (June 27, 1989) (emphasis added). The Notice of
Proposed Rulemaking on Presidential Election Campaign Fund and
Federal Financing of Presidential Nominating Conventions, 58 Fed.
Reg. 43046 (August 12, 1993), similarly makes clear that--

under section 116.5, payments by committee staff for
convention expenses are treated as advances, and

therefore contributions, until reimpbursed.

58 Fed. Reg. at 43047 (emphasis added). In this case, the,
Committee has fully reimbursed, and has therefore legally refunded,

all of the amounts which allegedly constitute contributions. For

that reason, the Committee has no repayment obligation with respect

to these amounts.

Response to Recommendation # 3: Misappropriation of Committee
Funds

The Audit staff has recommended that no further action be
taken with respect to this matter, and therefore no response is
required.

Response to Recommendatjon # 4: Alleged Candjidate Expenses.

As explained below, the film on President Clinton’s life,
entitled "The Man from Hope," is the property of the Clinton for
President Committee ("CFP") and was paid for by CFP. To avoid
having CFP make an unlawful and/or repayable contribution to the
Committee, the Committee paid CFP fair consideration for use of the
film at the Convention, in the amount of $30,000, and made that
payment in-kind to CFP, i.e., by paying the vendor that portion of
the costs of the film. This payment--which was in effect a fee or
charge for use of the film as part of the Convention proceedings--~
was clearly a proper and qualified Convention expense.

A. Factual Background.
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It was originally contemplated that this film would be
produced solely for the purpose of being shown at the Convention
and, therefore, that the Committee would pay for all of the costs
of producing it. On July 1, 1992, the producer of the film, Great
Azmerican Media, Inc., ("Great American”) submitted an invoice to
the Committee for $65,000, representing the costs of set-up and
filming, but pot including post-production costs (editing, creating
and dubbing sound, etc.). This invoice is attached as Exhibit 2-A.

This invoice was due to be paid in two installments: one for
$30,000 due "immediately"” and the remaining $35,000 due on July s,
1992. On July 7, 1992, the Committee paid the fjirgt installment of
$30,000, with check # 2697.

During the week of the Convention, the Clinton for President
Committee ("CFP") decided that it wished to control all use of the
fiilm, if any, after the Convention. Great American, which owned
the copyright, was so informed and the transfer to CFP of all
rights in and to the film was acceptable to the Committee.

However, it was determined that the Committee must make some
payment to CFP in order to avQid having CFP make an unlawful
contribution to the Committee--that is, to aveid having CFP pay the,
entire cost of an item which was in fact used as part of the
Convention program, and which was therefore in part a Convention
expense.

It was mutually agreed by CFP and the Coamittee that use of
the film at the Convention should be valued at $30,000--
approximately one-sixth of the cost of the film. This was
certainly a reasonable valuation for the rights to use the film at
the Convention, considering the large number of people who viewed
the film both at the Convention hall and through television
broadcasts of the Convention proceedings, and considering that the
film was a significant part of those proceedings.

Rather than have the $30,000 already paid by the Committee to
Great American Media refunded, and then have the Committee pay a
check to CFP, it was decided to treat the $30,000 payment to Great
American already made as payment of the $30,000 fee, which Great
American would then deduct from the amount otherwise chargeable to
CFP.

The total cost of producing the film was $ 187,237. Of this,
the Committee agreed to pay the $30,000 and CFP agreed to pay the
remaining $157,237.

In accordance with this arrangement, the Committee was pnot
required to pay the second installment of the July 1, 1992 invoice
‘from Great American Media. On July 21, 1993, therefore, Great
American issued a credit memo of $35,000 to the Committee,
:ndicating that the July 1 invoice (GAM 92-223, Exhibit 2-A) should

=gt
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be treatad as having been paid in full. See credit memo attached
as Exhibit 2-B.

We are advised by Great American that, on that same day, July
21, Great American billed CFP for that $35,000, since it was CFrp
that owed the balance of the July 1 invoice originally sent to the
Committee, as well as all of the remaining production costs, under
the arrangement described above.

We are advised that CFP paid that $35,000 invoice on July 22,
1993 (as the Interim Audit Report notes). We are further advised
that, on August 4, 1992, Great American billed CFP for the
remaining costs, equal to $122,237.

On September 9, 1992, the Committee pmistakenly paid the
remaining $35,000 from Invoice GAM92-223 (BEx. 2-A). At that time,
the Committee owed Great American Media $12,75C for another,
unrelated project, namely the Monday presentation of delegate
stories and the video wall. See invoice 92-226 attached as Exhibit
2-C. On September 25, 1992, therefore, Great American refunded the
difference between the balance owed ($12,750) and the amount the
Committee mistakenly paid ($35,000), wvhich equals $22,250. See

Exhibit 2-D, the account history for the 1992 Democratic National..
" Convention Committee provided by Great American.

Thus, the Committee paid only a total of $30,000 for use of
the film.

B. Legal Analysis

The $30,000 paid by the Committee for use of the film was a
use of the public funds that was permissible and qualified under 11
C.F.R. § 9008.6(a).

1. The Committee Could Lawfully Have Paid the
nt % i

At the outset, it should be clear that had ths Committee
decided to retain all the rights to the film for itself, it could
have lawfully have paid the entjire cost of the film. The film was
shown during and as part of the Convention proceedings, and
therefore the expense of producing it is indisputably an expense
incurred "for the purpose of conducting a presidential nominating
convention."® 11 C.F.R. § 9008.6(a)(4).

Further, the costs of such a film do ngt constitute "expenses™
of a candidate within the meaning of 26 U.S.C. § 9008(c) and 11
C.F.R. § 9008.6(b)(1). The tern "expenses of any candidate" as
used in those provisions clearly refers to the expenses incurred by
a candidate and his/her staff to attend the Convention, 1i.a.,
housing, travel, subsistence, etc. This conclusion is reinforced
by 11 C.F.R. § 9008.7(e), which provides that expenditures made by

ATTACKNNS e
Page 14 o/ /o




o)

¢

presidential candidates from their campaign accounts and by
dalegatea "
de not count against the national committee’s
expanditurc limitation. The Explanation and Justification for 11
.F.R. § 9008.7(e) confirms that the candidate "expenses®" referred
to in 26 U.S.C. § 9008(c) are expenses mada for the purpose of
attending the Convention:

Subsection (e) provides that amounts paid by candidates
form campaign funds or by delegates or othars from
personal funds $o attend the convention do not count
against the national committee’s expenditure limitation.
since 26 U.S.C. § 9008(c) prohibits the use of public
funds to pay the

icd i v ien, such amounts should not
count against the naticnal committee’s expenditure
limitation.

Explanation and Justification for Regulations on Federal Financing
of Presidential Nominating Convention and the Presidential Election

Campaign Fund, 44 Fegd. Reg. 63036, 63038 (November 1,
1979) (emphasis added).

“"Clearly, the costs of a film aboyt the candidate to be shown

as part of the Convention proceedxnga are not "expenses of (a)

candidate. . . to participate in the Convention" and therefore are
not candidate expenses within the meaning of 26 U.S.C. § 9008(c).

2. The Committee Paid a Reasonable Portion of the Cost
to Avoid Accepting an Unlawful or Repayable
Contribution from CFP

In this case, the problem was not avoiding a contribution by
the 1992 Democratic Convention Committee to CFP, but the other way
around--i.e. avoiding a contribution by CFP tg9 the Committee.
Once it was aqreed that CFP would own the film and be responsible
for all the costs, the question became one of compensating CFP
properly for use of the film at the Convention, which use was--for
the reasons explained above--obviously a proper Convention expense,
chargeable to the Convention.

Since the film was to become and remain the property of CFP,
had the Committee used the film without paying any compensation or
consideration, that clearly would have constituted an in-kind
contribution by CFP to the Committee. As an authorized committee
of a candidate, CFP is considered a "person"™ and thus subject to
the contribution limitations set forth in 2 U.S.C. § 441a(a)(1l).
See, e.g9.,- Advisory Opinion :986-36. Thus, CFP could contribute
only $20,000 to a national party committee, such as the 1992
Democratic National Convent:ion Comaittee. 2 U.S.C. § 44la(a)(1(B);
11 C.F.R. § 110.1(b)(1). It was determined that the value of use of
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the film at the Convention clearly exceeded $20,000. Further, if
the Committee accepted such a contribution, regardless of the
amount, to defray Convention expenses, the Committese would be
obligated to repay the amount of that contribution to the U.s.
Treasury. 11 C.F.R. § 9008.10(c).

Therefore, it was not only proper but legally required for the
Committee to compensate CFP for a fair amd reasonable charge for
use of the film at the Convention. As explained above, $30,000 was
a fair valuation of this use, and the means of making this payment-
-covering that portion of the costs of production--was entirely
1awful and appropriate.

For these reasons, the Audit staff should find that the
partial payment for production of the film was a qualified
Cconvention expense.

Response to Recommendation # $: Parking Violations

The Committee agrees that payments for parking tickets do not
represent an allowable use of the public grant and, accordingly,
will repay to the United States Treasury the sum of $5,675 within
90 days of the date of the Commission’s July 29, 1993 letter in
accordance with 11 C.F.R. § 9008.10(g). -

Response to Recommendation # 6: Unspeat Portiom of Fund
Payment

Attached as Exhibit 3 is a calculation of the actual amount of
the unspent portion of the fund payment, including a listing of
expenses actually incurred by the Committee between December 7,
1992 and today. Attached as Exhibit 4 are bank statements for the
period December 1, 1992 through July 31, 1992. As the last page of
Exhibit 3 indicates, the actual amount of cash on hand as at the
close of December 7, 1992 was $154,710.14.7 The unspent portion
of the fund entitlement is calculated as follows:

‘ It appears that the discrepancy between our determination
of cash on hand as of 12/7/92 and the Audit staff’s determination
is due to an uncashed check in the payroll account, which was
credited on December 1, 1992. See bank statement for payroll
account for the peried 12/1 to 12/31/92, which shows that the
actual cash on hand in the payroll account as of 12/7/92 was
$5,486.25.
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Closing cash on hand as at 12/7/92
Receipts 12/8/92 through today

Total assets

$ 154,710.14

-854.928.02
$ 239,638.16

Expenditures made 12/8/92 through today

(Per Exhibit 3)
Plus: stale checks’

Amount repayable as of today

$ (238,489.63)

16.683.07
17,831.60

The Committee believes that there are no further ocutstanding

subject to additional vendors
cashing stale checks or requesting re-issuance of checks in the
interim, intends to repay the amount shown above ($17,831.60)
within 24 months of the last date of 1992 Democratic National
Cconvention in accordance with 11 C.F.R. § 9008.10(e) (3).

accounts payable and, accordingly,

No interim payment pursuant to 11 C.P.R. § 9008.10(s) was
required because, to our knowledge, the Committee submitted various
budgets to the Audit staff showing that essentially png unspent
funds were projected to remain, after allowing for anticipated

expenses. And, in fact, as Exhibit 3 demonstrates,

without

counting stale checks the actual unspent amount turned out to be
only $1,148.53. To our knowledge, the Commission never determined,
on December 7 or at that time, that the amount anticipated to be

spent was unreasonable and, therefore,

repaying any amount on an interim basis.

there was no basis for

Finally, we note the reference in the Interim Audit Report to
the audit of the New York Host ‘92 Committee the “"Host Committee™).
We have reviewed the Host Committee’s June 30, 1993 response to the
Interinm Audit Report and it appears that the Host Committee has
conclusively demonstrated that no disbursements were made with any
moneys other than those fully meeting the requirements of 11 C.F.R.

§ 9008.7(d)(3)(1).

It is our position, however,

3
contact payees of uncashed checks.

that even if the Commission
should ultimately find that some disbursements were made by the

The Committee has attempted, and continues to attempt, to

See Exhibit 5 attached hereto.
In those cases in which a vendor who is owed money has claimed that

no check has been received or that a check has been lost, the
Committee has voided the uncashed check and issued a new one.
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Host Committee with moneys not meeting those requirements, the
Convention Committese should Dnot be required to make any repayment
by reason of those disbursements. Any such disbursements wera made
without the knowledge, consent or cooperation of the Convention
Committee and it would be grossly unfair and illogical to penalize
the Convention Committee or treat such disbursements as resulting
in any repayment obligation.

The Notice of Propcsed Rulemaking on Presidential Election
Campaign Fund and Federal Financing of Presidential Nominating
Conventions, 58 Fed. Reg. 43046 (August 12, 1993), recognizes that
a serious issue exists as to whether host committee expenditures
which violate the regulations should result in a repayment
obligation by the convention committee as distinct from an
enforcement action against the host committee:

(H]ost committee expenditures for convention functions
other than the purposes spelled out in [proposed] section
9008.52 and 9008.53 would count against the convention
committee’s spending l;mits. However, comments are

requested as to whether it would Pe preferable to handle

. The Commission is also interested in
comments on how to address situationa where a host
committee receives contributions -from . impermissible
sources, such as nonlccal businesses, which are then used
to defray convention expenses or for other permissible
purposes. In gome cases, it may be appropriate to count
these amounts against the convention committee’s spending
limits, although there may be i

W .

58 Fed. Reg. at 43048 (emphasis added).
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It is our position that, wvhere host committee expenditures
have been made, or contributions received and used to defray
convention expenses, in violation of the regulations governing the
host committee, but without the knowledge, consent or cooperation
of the convention committee, the proper approach is to initiate an
enforcement action against the host committee rather than to impose
any penalty or repayment obligation on the convention committee.
We will of course be submitting comments to that effect in
connection with the rulemaking. We respectfully contend that, in
the interim, as a matter of basic logic and fairness, this approach
should be applied in connection with the current audit of the
Committee.

Respectfully submitted,

o

Joseph E. Sandler
General Counsel

Neil P. Reiff
- Deputy General Counsel

Democratic National Committee
430 S. Capitol Street, S.E.
Washington, D.C. 20003

(202) 863=-7110

Dated: September 3, 1993
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+he advances were ater re.nmburseZ IOy the Committee., Because
-he advances were not exempt frcom the def:nition of
contributicn, they constituted impermiss:Zle contributions,
tetaling $15,418. In respcnse to the interim audit report the
Committee argued that .t shared the Naticnal Committee’s $S20,000

annual limitation on contributicons from individuals and that,
the contributions were rermissible. The audit report rejected
this argument because convention committees that receive full
faderal funding may not accept any contributions.

Improper Use of Funds - 11 CFR 9008.€6(b):1}, (2) and 4
and 9008.10(d). This section of the report deals with funds
that were not expended on qualified convention expenses. These
expenditures fall into four categories. Each is discussed
below.

1. Misappropriation of Committee Funds - The Committee
discovered that an employee had misappropriated $5,000. When
discovered, the employee was dismissed and steps were taken to
recover the funds. Since the $5,000 was recovered, the audit
report does not recommend a repayment to the U.S. Treasury.

2. Candidate Expenses - The Committee is not permitted toc
use federal funds to pay the expenses cof any candidate who
participates in the Convention. The audit identified a $30,000
payment for part cf the production costs of a biographical film
about President Clinton, which was shown at the Convention
immediately preceding the President’s acceptance speech. The
interim audit report classified this payment as an impermissible
payment of candidate expenses. The Committee argued that it
could have paid the entire production cost as a convention
expense since the film was shown during the convention and the
payment was not for the candidate’s personal expenses. Further,
the Committee argued, that the payment was necessary to avoid a
contribution from the owner of the film, Clinton For President,
Inc. The Audit Division rejected these arquments because (1)
the showing of the film benefited President Clinton, (2) the
timing of the film alone does not determine whether it is a
convention expense, and (3) the prohibition against paying
candidate expenses is not limited to personal expenses. On the
cther hand, the Commissicn acknowledged that, in part, the
Convention legitimately serves as a vehicle to promote its
nominee. Therefore, the Commission determined that the
Convention could make the film payment.
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3. Parking Vviclazicns - The Tommittee paid New Yaork City
carxing violaticns fctaling S3,£276. These are nct expenses -hat
may te paid with federa. Iunds. In response tc the interim
audit repcrt, the Committee acknowiedged 1ts obligation to make
a $5,576 repaymen?t to the U.S5. Treasury.

4. Post Zonvention Purchases - As a result of follow up
work done after the inter.m audit report was issued, a number of
expenditures were 1dent:fied that were nct considered
permissible convention expenses. Included were $20,431 in gifts
for senior staff and party leaders reported as office supplies
and printing. Also, the Committee paid $10,000 :n consulting
expenses for a study of the role cf African Americans in the
1992 Democratic Convention to be presented to the Democratic
rarty for its archives. With respect to the gifts the Committee
arques that it is standard practice. Nothing beyond a copy of
the report was presented for the consulting payments. After
discussion of this matter, the Commission allowed gifts valued
at 5150 or less as commemorative items of nominal value. These

‘total $2,626. The final aud:t report contains an initial

determination that amounts totaling $27,805, are repayable to
the U.S. Treasury.

unspent Funds - 11 CFR 9008.10(e). 1If any portion of the
federal grant remains unspent after all expenses are paid, the
unspent portion must be returned to the U.S. Treasury. The
Committee has $3,872 in unspent funds.

Stale Dated Committee Checks ~ 26 U.S.C. §9008(h} and 11
CFR 9007.6. The sum of any checks issued by the Committee that
are not cashed by the payees must be paid to the U.S. Treasury.
The Committee has two such checks totaling $810.
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REPORT OF THE AUDIT DIVISION
ON THE
1992 DEMOCHATIC NATIONAL CONVENTION COMMITTEE, INC.

I. Background
A. Audit Authority

This report 1s based cn an audit cf the 1992 Democratic
National Convention Committee, Inc. (the Committee), to determine - .
whether there has been compliance with the provisions of the 4
Federal Election Campaign Act of 1971, as amended (the Act). The
audit was conducted pursuant to Section 9008{(g) of Title 26 of the
United States Code which directs the Commigssion to conduct an
examination and avdit of the payments £for presidential nominat:ng
conventions no later than December 31 cf the calendar year in
which the presidential nominating convention involved is held.

In addition to examining the receipt and use of Federal
funds, the audit seeks to determine if the committee has
materially complied with the limitations, prohibitions and
disclosure requirements cf the Federal Election Campaign Act of
1971, as aaended.

B. Audit Coverage

The audit covered the period July 2, 1991, the date --e
Committee opened a bank account, through September 30, 1992, the
final coverage date of the most recent report filed at the time -
«he audit. In addition, financial activity that occurred
beginning in 1989, and was paid by the Democratic National
Committee and subsequently reimbursed by the Committee, was
included in the audit as well as certain financial activity
through February 8, 1934 to determine any amounts due to the
United States Treasury. During the period, the Committee reporzed
an opening cash balance of $-0-, total receipts of $11,233,088,
total disbursements of $10,732,803, and a closing cash balance cn
September 30, 1992 of $500,284.
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ee ‘egistered with the FTederal Electinn

, =F5., 3as tne naticna. ITOVENTICN <ommittee
=y. The Treascrers fcr =he periocd audited
r frz2x2 June 13, 18991 2 September L1, L39:
tert T. Matsu: from September 11, 1332 t2 -ne

During the per.2d audited, the Tommittee was

msadquartered i1n washington, D.C., but fcr a portiocn of the pericd
an office was also maintained in New York C:ty. The current
sffice 1s 1n Washington, 2.C.

To handle its financial activity, the Committee had a
general account from which most disbursements were made, a payrcl.
account, and :hree depcsit accounts used to hold federal funds.
The Committee made approximately 5,000 disbursements,

The Committee was paid 511,048,000 in federal funds.
This represents the full enti:tlement established at 26 USC
9008(b).

- D.- - Audit Sccpe and Procedures

The audit included a review of the following general
categories:

1. The Comaittee’s compliance with statutory limitations
with respect to the receipt of contributions and lcans
(see Finding II.B.);

2. The Committee’s compliance with the statutory
requirements regarding the receipt of contributions from

prehibited sources, such as those from corporations and
labor organizations;

3. The itemization and proper disclosure of receipts, as
well as the completeness and accuracy of the information
disclosed;

4. The itemization and proper disclosure of disbursements
when required, as well as the completeness and accuracy
of the information disclosed;

5. Proper disclosure of the Committee’'s debts and
obligations (see Finding II.&.);

5. The accuracy cf total reported receipts, disbursements,
and cash balances as compared to Committee bank records;

-

Adequate recordkeeping for Committee transactions;
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8. The I:zmnmittee’ =0 : STLIN WiLth reg-e-t ~a g-.
- - - ¥
unexpende PPN :
* The Commitcee’'s Iomplianie with regulirements ~oncern: .-
: . ing
expendizures fI: onveniiin expense ‘see Finding
IITLUA :
w3 The lommictcee’'s I-mMp.iancie with spending limications
See Finding III.B. ; and,
i Ctrher audit preocedures that were deemed necessary in -he
sizuaticon.

Unless spec:fically discussed below, no material
nen-compliance with statutory or regulatory requirements was
detected. It should te ncted that the Commission may pursue any
of the matters discussed i1n this repcrt in an enforcement action.

As part of zhre Tcmmiss:ion’s standard audit process, an

:nventory of the Committee’s reccrds was conducted prior to the

beginning of fieldwork to determine :f the records were materially

complete and in an auditable state. The Committee’s records were

aaterially complete and, by agreement with the Committee, audit
ieldwork conmenced xmmed‘a ely.

11. Findings and Recommendations -~ Non-Repayment Hﬁtters

A. Reporting Reguirements - Fai:lure to Itemize Debts
and Obligations

Section 434(b'(B' cf Title I of the United States Code
szates, in relevant part, that the amount and nature of
ocoutstanding debts and cobligat:ons owed by or to such political
committee shall be reported.

Section 104.11(a) of Title 1l of the Code of Federal
Regulations states, i1n part, that dedts and obligations owed by or
to a pelitical committee which remain cutstanding shall be
continuously reported until ext:inguished. Section 104.11(Db)
states, in relevant part, a debt or obligation, including a loan,
Written contract, written prcmise CI written agreement to make an
expenditure, the amount c¢f which 1s over $500 shall be reported as
cf the date on which the debt or obligation is incurred, except
that any obligation incurred for cent, salary or other regularly
reoccurring administrative expense shall not be reported as a debt
before the payment due date.

The Committee reporzed nc debts or obligations on their
FEC disclosure reports. A review =f disbursements revealed 138

items over $500, totaling $660,359, that should have been reported
as debts.
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The ma-zrity I tnese items snguli have appeared an the

Pcst Jonventicon teg crT fsvering the geriod from Juiy 1, 1992 ¢
august 31, 1392, me IcmmiIllee explained that many of shese
excenses were :u:szaqd:ﬁ; ceycnd trne tlose cf the repcrzing peri
=ecause -he bills had Ceen sent T2 3 tempcrarcy cffice sget up :in
New Yorx during the Zonventlicon Thnese z:l..s were then forwarded
=a =he Washington cffice along with 2ther ma:l and therefore
frocessing was de;ayed The Committee expiained that the
remaining obligations which should have appeared on Schedules D 1n
the Juiy and O"tﬂne. 1992 Quarterly reports were the result of
delayed billings or were held pending authorization from the New
Yark Host Committee. At the exi1t conference, the Committee was
given a schedu;e cf debts and the pericd in which they should have

been reported.

In the Interim Audit Repor: the Audit staff recommended
that the Committee file amended Schedules T {(Debts and
Obligaticns) for each per:cd in which debt should have been
reported. In response to the Interim Audit Report the Committee
filed Schedules D for each relevant reporting period. These
schedules contained all debts that were noted during the audit as
missing from the Committee’s disclosure reports.

B. -Excessive Contributions

R

ccm Staff

Section 116.5(b) of Title 11 of the Code of Pederal
Regulations states, in part, the payaent by an individual from his
or her persconal funds, including a personal credit card, for the
costs incurred in providing goods or services to, or obtaining
goods or services that are used by =r on behalf of, a candidate or
political committee is a contr.buticn unless the payment is
exempted from the definiticn of contributicn under 11 CFR
100.7¢(b)(8).

1£f the payment 1s not exeapted, it shall be considered a
contribution unless, it is for the i:ndividual’'s transportation and
normal subsistence expenses :ncurred by an individual other than a
volunteer, while traveling on behalf cf a candidate or political
committee of a political party; and the individual is reimbursed
within sixty days after the closing date cf the billing statement
on which the charges first appear :1{ the payment was made using a
personal credit card, or within thirty days after the date on
which the expenses were incurczed 1f a personal credit card was no:
used. "Subsistence expenses” :nc.ude only expenditures for
personal living expenses related 0 a particular individual
traveling on committee business such as food or lodging.

Section 9008(h) cf Title (% of the Unized States Code
states that "the Commissicn shali nave the same authority to
require repayments from the national committee of a major or minc:
party as it has with respect to recayments from any eligible
candidate under section S007:¢b:."
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Sectizon 3007 = Cat.e 25 cf o the U s Zcode
Lis%s the rasis for repaymen:t ceczerminact:icons for candidates fa-
President of the Un:ted 3tates who nave accepted ‘ed.ra, ¢.nding
£ar their genera. eilecticn camraigns. Subsection 3 staveeg thas
".f the Ccmmissicon deternaines tnat the e :zirle zandidates of a
majer party Sr any auther:ized committee cf such candidates
accepted conIcrizZutions icther Itnan Jontributicons o make up
deficiencies :n payments out cf the fund on account of the
applicaticn <f section 3006.c © o defray qualified campa:gn
expenses ..., :- shall notify such candidates of “he amount of
contributions so accepted, and sucn cand:dates shall pay the
Secretary of the Treasury an amcunt egual 2 such amount.”

The Committee’s payments of expense reimburssments were
reviewed to determine (f contributions had been made. The review
disclosed that persons were reimbursed for both their own travel
and subsi:stence expenses as well 3as expenses for non-travel items
and the travel and subsistence of cther persons. Two persons,
including the Ccmmittee’s chief executive cfficer were determined
to have made contributions totaling $15,418 (see Attachment 1.)

At the time of the audit, no expense reimbursement requests were
outstanding. At the exit conference, the Committee wrs advised of
this f£inding. The Commit%ee made no comment,

In the Interim Audit Report the Audit staff recommended -

that the Committee either demonstrate that no contributions
occurred with respect to these expense reimbursements, or offer
any cther information that is believed to be relevant to the
1ssue.

In response the Committee offered two arquments as to
why these contributions are permissible. First, the Committee
argues that the contributions resulting from the staff advances
were within the Ccﬂﬁf&bb:lC“ limitations of the Act. The

Committee reasons that "an individual may contribute up to $20,00¢C

per calendar year to the 1992 Democratic National Convention
Committee. The Committee is ‘established and maintained by ' the
Democratic National Committee ['DNC’), within the meaning of 2
U.5.C. §441a{a){1)(B), and is indisputably a political committee
‘establiished, financed, mainta:ned, or controlled by’ the DNC
within the meaning of 11 C.F.R. §110.3(b){(i)." The Committee alsc
notes the Commission’s Notice cf Proposed Rulemaking con
Presidential Election Campa:gn Fund and Federal Financing of
Presidential Nominating Conventions. In that Notice the
Commission asks for public comment on the subject of a
contribution limitation for convention comaittees for the purpose
of staff advances in future e:ect:on cycles. The Committee
concludes that iz shares the DNC’s $20,000 contribution limitaticr
and since the staff advances noted in the interim audit report
were less than $20,000 per perscn the advances were permisgible.

ATTACHMENT
Page of

~h LY

PR
o
N
O O
o~




8

AS n-zed apcwve, -2 U.3.7. §82C8 n: refers ~he reaze: =~
section 9007ib: for repayment auincrities with respect o
Tonventidn ccmmittees That sectizn. at subsectiozn fRi(3, graces
that any contribuzticn rece.ved mMay Iesult In a repayment
fezer=:naticn. That language Clearly establishes that convensian
commiztees who accept the:ir full enti:tlement are noOt perm:-ted =2
accept contributicns 1n any amount. The Zcmmittee received the:rs
£ull entitlement and thus was not permitted to receive any
contributions.

Second, the Committee argues that 1%t did not accept -r
retain any contributicn that would require repayment. The
Committee argues that since the reimbursements were made, ani n
amounts are outstanding from any cf the travel reimbursements thar
generated the contributions, no repayment is necessary. It is
noted that the Interim Audit Repcrt made no recommendation that a
repayment be made. Rather, what was requested was information to
show that the contributions resulting from the staff advances
noted were permissible. No such information has been provided.

111. Findings and Reccmmendations - Repayment Matters

A. Improper Use of Funds

Section 9008.6(b)(1l) of Title 11 of the Code of rederal
Regqulations states, in part, that no part of any payment made
under 11 CFR §9008.8 shall be used to defray the expenses of any
candidate, delegate or alternate delegate who is participating in
any presidential nominating convention except that the expenses of
a person participating in the convention as official personnel of
the national party may be defrayed with public funds even though
that person is simultaneously participating as a2 delegate or
candidate to the convention.

Section 9008.6(b){(2) cf Title 11 of the Code of Federal
Regulations states that, "public funds shall not be used to defray
any expense the incurring c¢r payment of which violates any law cf
the United States or any law of the state in which such expense :s
incurred or paid, or any regulation prescribed under federal or
State laws."

Section 9008.6(a){4) of Title 11 of the Code of Federal
Regqulations states in, relevant part, that convention expenses
include all expenses incurred by or on behalf of a political par:
national committee or convention ccmmittee with respect % and £2
the purpose of conducting a pres:dential nominating convention or
conventicn related activities.
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eczion 9008. 1. ates, :n re.evanz zart, 1f zne
Zomm:ission determines that any amzunt 2f any paym;ng tn tre
corvention committee under L. CFR §90C08.8 - was uvsed for any
surpcses Ccther than the purpeses autherized at . CFR §3C028 .58, .-
snali nctify the naticna. tommittee cf the amoun: -mproger.y used
and such nat:ional commitiee snall pay =2 the Secce-ary an amouns
ejual to the amount spec:fied

1 Misappropriation ¢f Committee Funds

During the reccnciliation cf the CommitZee’'s bank
records to the disclosure reports, an unexplained and und:scumented
$5,000 adjustment was noted on the Committee’'s September.l1992 casnh
reconciliation. The Audit staff inguired about the item and
Committee officials explained that the amount represented a
recovery of funds misappropriated by an employee. The employee
was part of the Committee’'s accounting staff who, when the
supervisor was traveling, had access to the Committee’s blank
check supply. The employee forged a signature on four checks and
negotiated them. Wwhen the Committee discovered the problem, the
checks were presented to the bank. The bank was able to collect

‘the funds from the individual and credit the Committee’'s account.

The individual was immediately term:nated when the discovery was
made. The Committee feels that because of the circumstances and
the satisfactory resolution of the matter, their responsibility in
+he incident is negligible.

Since the :improperly used funds have been recovered
by the Committee, in the Interim Audit Report the Audit staff
recommended no further acticn be taken in this matter. The
Committee’'s response contained no further information.

-

Z. Candidate Expenses

On July 16, 1992, prior to President Clinton’'s
speech accepting the Democratic nomination for President. a £ilm
on President Clinton’s life was shown at the Convention and was
available for broadcast by several television networks as part of
the television coverage cf the proceedings.

The film was produced through Great Amerizan Med:a,
rnc. The Committee made four payments to the firm. The Interim
Audit Report explained that two cf the four payments were
apparently for producticn of tne piographical film. The :nvoice

cr production costs related to the film was submitted by Great
American Media, Inc. and addressed to the Democratic Natiznal
Committee. It was paid in two installments, $30,000 on July ~.
1992 and $35,000 on September 3, 1992. One :nvoice refers =0 the
production as the "Bill Clinteon Story". The other two payments
are for $5,490 and $18,880 described as the cost of producing :he
live vignettes out of Seattle, WA and Charleston, SC fcor Tuesday
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-f srhe Canvent:=s reas rizan Media, Inz. work, cTravel. ar:
cayment of talenz relat:ng I MznZ2y’s delegate stories and iZes
wall, respectively g8cth I =nese 1nvoices are addressed -
‘Rlex:s Herman, DONCC® lemofzrat:ic o Naticnal Cleonventicn CIomitcee .
A.exis Herman was che Ccmmittee’'s n:iel execuzive o0fficer. Thege
ic not appear T be reilated tc tne oroducticn of the biographical
£:lm.

During the Aud:: cf the Cl:inten for President
“ammit~ee (JFPY, it was learned that CFP also made payments to
Sreat Ameri:can Media, Inc. £or che production ¢f this f:.am. on
July 22, 1992, CFP paid $35,000 associated with the same invoice
described abcove. It therefore appeared that this amount was ca.z2
by both Committees. OCn September 4, 1992, CFP paid $122,237 :n
regsponse to an invoice that showed a total production cost fcr the
£ilm of $188,237 with an outstanding balance due of $122,237. The

difference is $65,000, the amount tilled to the Committee. Alsc
on September 4, 1992, CFP paid S1,391 on an invoice for addit:onal
production charges for the convent:ion f£ilm not included on the
earlier invoices, and finally on August 25, 1992, CFP paid an
administrative charge of 2% on the $122,237 invoice as provided in
rhe contract with Great American Media, Inc. This amcunt was

$2,445.

The Interim Audit Report concluded that the total

cost of producing the Convention film appeared to have been =
$191,273 with the Committee paying $65,000 and CFP paying

$161,273. These individual amcun%ts :ncluded the $35,000

apparently paid by both committees.

The Interim Audit Report also noted that the
Committee had received a $22,230 refund check dated September 3,
1992 from Great American Media, Inc. The refund was reccrded as a
credit to the Committee’'s video production general ledger account,
but available documentation did not provide a detailed expiana:t:icn
of the reason for the refund.

Given the above, at the time of the Interim Aud::
Report it appeared that the Committee had expended $65,00°0,
potentially less a $22,250 refund, for the production of a f:.
which constituted an expense cf a candidate attending the
convention and was therefore a non-qualified convention expense.

The recommendation 1in the Interim Audit Report
requested the Committee to:

a. Provide documentation from Great Amer:ican
Media, Inc. %5 demonstrate the reason for -he
$22,250 refund received:; and

P 12 nz:ix:;,ﬁ’_v: ...-—.'M-.:‘,rtp
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o demznstracte wny the parttial ptavment for she
craduzzicon 2f 2 bdicgraghical €1 m azcut
President Zlinton should not be considered an
expense tI a cand:date attending zhe
zcnventicn and as sucn, a non-gualified
Jonventiln exgpense

The Cocmmizzee was advised that, absent -hese
demonstrations the Audit staff woculd recommend that -he Commissicn
make an initial determination that $€3,000 is repayable to the
J.5. Treasury.

e With respect tc the apparent duplicate payment, the
Zommittee explains that the September 3, 1992 payment of $35,000
was made in error. wWhen the error was discovered there was also
an unpaid invoice in the amount of $12,750 that was unrelated
the biographical film. The erronecus payment was applied to the
outstanding invoice and the difference, 522,250, was refunded by
Great Amer:ican Media. A copy of the $11,750 invoice was provided
with the response. Therefore, the Coggi;ggg}gaidaggiy=§30,000 of

the cost of the film.

By way cf background, the Committee states that -he
film was originally to be produced solely for use at the
Cenvention and the production costs were to be paid entirely by
the Committee. The Committee goes on to state that during the
convention week, CFP decided that it wished tc own the rights to
the film and to control any after convention usel/. The media ¢
was notified and all rights to the film were transferred to CFP
and CFP was billed for all remaining production. No supporting
documentation, such as contracts, %0 support this explanation were
included with the response.

v -
-

The Committee puts forth two arguments concerning
its payamaent of the $30,000 in production costs.

First, the Committee argues that it could have
lawfully paid the entire production cost of the fila as a
convention expense; and, second, the Committee paid a reasonable
portion of the cost of producing the film to avoid accepting an
unlawful or repayable contributicn from CFP resulting from an
ctherwise uncompensated use cf a CFP asset.

1/ The Audit Staff has .earned that a revised version of the
biographical {ilm was aired by the Democratic National
Committee during the weex cf August 16-20, 1992 as a 2 USC
44la(d) coordinated exprense and by the Clinton/Gore ‘92
committee during the weex cf CTctober 9-12, 1992.
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with respect T the firgf £CINL the Tommittes
azzues that since the film was shown during, and as part of the
Zonvention proceed:ings, the CTst of preoducing the film is an
expense for tne purpeose of fonduciing the CTonvention and ’her-f::
a germissible Use oI Tne puDill grant The Tommittee alsc argues
that producticn csosts of the film 2o not sonstitute expenses cf a
candidate wizh:in ne zeaning cf 14 UST §9C08:ic,

The argument Thatl showing the film during the
~onvention establishes the production costs as a permissible use
cf rederal funds was not convincing to the Audit Division. Ia -ne
view of the Audit Division, t2 f2llcow such an argumen: would [ead
to the conclusion that any expense for any goods or services used
during the Convention proceedings is a permissible convention
expense regardiess of the purpose of that expense. As noted
above, Section 9008.6(a){4; of the Code of Federal Regulations
defines a convention expense as those incurred by or on behalf cf
a political party naticnal commitiee or convention committee with
respect to and fcr the purpcse of conducting a presidential
nominating conventicn. The section then goes on to present a
non-exhaustive list of the type of expenses that are included.
Although the list presented in the regulation is not meant to be

“all encompassing, i1t could be arqued that none of the expenses

listed suggested that any expense may be candidate specific.
Nonetheless, the Commission decided that a portion of the
production cost of a bicographic film about the party’s nominee
presented to the Convention, after the nomination has occurred,
and made available for broadcast to television networks as part of
their Convention coverage, wculd fall within the 9008.6(a)(4)
standard of a preoper Convention expense "for the purpose of
conducting a presidential nominating convention."”

The argument that "expenses of any candidate" as
used in 26 USC §9008{(c) includes only expenses such as housing,
travel, and subsistence was likewise not convincing to the Aud:it
Division. The Committee reasons that given 11 CFR §9008.7(e)
states that expenses paid by a candidate for the purpose of
attending or participating in the Convention do not count agains:
the National Committee’'s expenditure limitation, therefore, the
only types of convention reiated expenses that the National
Committee may not pay for a candidate with the Federal grant are
expenses for housing, travel, and subsistence. Though the Audi:
Division agreed that such expenses are likely to be the most
cemmon examples, the language at 26 USC §9008(c) suggests no such
limitation. That section states that "No part of any payment made
under subsection (b} shall be used to defray the expenses of any
candidate cor delegate who 1s participating in any president:al
nominating convention." Neither the plain language of the
statute, nor the legislative or requlatory history of this
provision, nor the corresponding requlation, suggests the narccw
interpretation argued by the Committee.
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The Jcommitzes’s secind arsutent, that the $30,0:0
cayment to the med:ia fir:m for productisn costs of the film was
~zmpensaticn T2 JFP fcor tne ITImmittee’s uUse € the f:lm ar the
-nsnvent:ion, and was necessa:zy T2 ave:id a Zontribution T2 the
Czmmictee foom IFPZ, degends Tn o the f£.:st arsument feing accentes

However, even :I <he f::s5% argument :s accepted, .-
~~e view of the Audit Jivisicn, :%t dces not fallaow that -he
rayment was necessary o avyz:12 a contoitution frem CFP T2 the
~smmittee. The Audit anal’ysis suggested *hat :f after the
zonventicn has made :ts nomination, and prior to the candidate g
acceptance speech, the Committee agrees tc show convention

a--endees a biographical £ilm produced by its nominee at a time
wnen 1t would be availab.e fcor brradcast by a number of televisicn
retworks, doing so is an accommedaticon to the party’s candidate
rather than a centributicn £rcm the candidate. The Audif Divis:icon
telieves that under any cther circumstances a candidate would
expect to purchase air t:me tc broadcast a film to a large
audience rather than expec:z tc be paid for the use of the film.

Oon the other hand the Commission acknowledged that, in part, the

~ convention legitimately serves as the vehicle to promote its
nominee. Therefore, the Icmmissicn deterzined that the Ccnvent'ﬁr
could make the film payment.

't

The Audit staff recommended that the $30,000
payment be considered a payment for expenses of a candidate
participating in the Convention and repayable to the U.S. Treasury
pursuant to 11 C.F.R. §9008.10(d). On March 10, 1994, the
Commissicn considered thi:s matter. It was determined that this
payment would be viewed as a permissible Convention expense. In
making this decision the Commission considered instances wherse
candidate films were prcduced and shown at previous conventions,
and the candidate specific nature of a convention when, as was -he
case in 1992, the nominee is known in advance of the Convention.

3. Parking vigclations

During the review cf disbursements made by the
Committee, the Audit staff noted payments to the New York City
siolations Bureau. An .nspection of the Committee’'s vendor f:les
revealed check requests. cop:es of Committee checks, and New Yorx
Zity parking tickets refl.ecting $5,675 :n payment of violati:ons =f
New York City parking regulat:ons.

2/ The Committee’'s response does not comment on the failure of
both the Committee and CFP to report any in-kind
transactions related to this $30,000 payment. If at the
time of the transac:ion, the payment to the media firm was
considered to be :n-kind compensation to CFP for the use cf
the film, reportinz c¢cf the in-kind nature of the
transaction wouid nave teen regu:ired ty both Committees.
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In the Inmterim Audit Rerort the Audi: sta‘fs
reccmoended that tne Zommittee demcnstoate “nast the paymenzs iz
not represent an :agroper use of publi: funds. Absent such a
snawing., the Commiztee was i1nizsrmed that 1t would be reccmmended
~hat zhe Tommissicn maxe an Lniti determinazicn that $3,87°6 ¢
repavaple to the Un.ted 3States Treasury pursuant to 11 CFR
§3008..2- 3

In 1ts response t3 the Interim Audit Repcr:, =he
Zommittee agreed "that payments for parking tickets do not
represent an allowapble use cf the public grant and, accordingly,
will repay to the United States Treasury the sum of $5,675 within
90 days cof the date of the Cocmmission’s July 29, 1993 letter in
accordance with 11 C.F.R. § 9008.10(g'."” No such payment has been
received.

Recommendation sl

The Audit Staff reccmmends that the Commission make an
initial determination that the 1992 Democratic National Convention
Committee, Inc. is required to repay the U.S. Treasury $5,676
pursuant to 11 CFR §9008.10¢d).

4. Post Convention Purchases

In the Interim Audit Report it was concluded that
the Committee had unspent funds totaling $133,118. It was also
explained that no aillowance was made for the printing of the
convention proceedings because the Committee had not provided any
support for the estimate of those costs. The figures included in
the Interim Audit Report were the result of the review of actual
expenses and accounts payable through December 7, 1992 and
estimated winding down costs of $96,217. 1In its response toc the
Interim Audit Report the Committee submitted a revised calculation
cf its financial position including actual receipts and
disbursements through September 3, 1953. The unspent funds shown
by the Committee total $1,2893/. In order to verify the
Committee’s calculation the Audit Staff visited the Committee’s
offices and reviewed the documentaticon for the disbursements made
after the December 7, 19592 cutoff date. Discussed below are items
that the Audit Staff recommends not be considered permissible
uses of public funds.

a. Gifts

Payments to two vendors totaling $20,43]1 were
noted for gifts for various senior convention officials. One
vendor was a Washington, D.C. jewelry store which was paid for
1tems such as clocks, silver paperweights, silver boxes, and

3/ The Committee revised this calculation in follow up
correspondence. See Finding III.B. and C.
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silver serving Irays along with enzraving and shipping. The saral
P11l was S.7,431 pa:d witnh fzur chezks. The first was dated
Tecember i, 1987 and was reviewed during the criginal fie.dwork
Thar cnecx was dogumentel Ly 3 fash receipt which was not
impr:inzTed witn Ine wvendiri's name and descrited the rurpcse as
“cepcs:it On Prinzing Jrder Approx 1a030". The Zommittee's year
end d:sclosure repert Jdescribed Ine expense as "0ff; e Suppl;es

An addit:cnal payment was made on December 17, 1992, and was also
zeported as "0ff.ce Supp.ies” Iwo payments were made cn February
4, 1993, and reported as "Printing”. When gquest:oned about these
.2ems the {ommittee’s representative said that it would be
necessary to contact scomecne :1nvoived at the time. In a follow un
conversation 1t was stated that such gifts were a standard
convention procedure. In follow up correspondence the Committee
reiterates 1ts posic:ion and notes that in 1988 commemorativw

gavels were given to senior staff. The Committee also states that

the expenditures were nct guestioned i1n the past.

The second vendor was an Architect who was
paid $3,000 on Decender 10, 1992, for an architectural model of
the convention podium. The payment was described on the

. Committee’'s y=ar end dxsclosure report as a payment for

"Printing”. The Ccmmittee has :nfcocrmed the audit staff that th:is
model was also given as a gzﬁ:. :

Recommendation 2

The Audit staff recommended that the purchase of these gifts
be considered an :mproper use cf federal funds and repayable to
the U.S. Treasury. The Commission considered this recommendation
on March 10, 1994 and determined that some commemorative items cf
nominal value are to be expected as a ncormal expense for a
presidential nominating convention, and that those gifts valued a-
$150 or less woulid be permitted. These gifts account for $2,62%6
cf the $20,431 questioned. Therefore, the Commission made an
init:al determination that $17.80S5 i1n gi1ft purchases represents an
improper use of federal funds and 13 repayable to the U.S.
Treasury pursuant to 11 CFR §90C8..0(d".

b. Research Protec?:

The Aud:it Staff reviewed a contract with an
individual for consulting services for the months of November and
December of 1992. The contrac: called for four payments of SI,300
each but did not specify the services to be performed. This
individual had not received previocus payments from the Committee.
When the review cf post December ~, 1392, payments discussed abo-e
was conducted, the four payments were included. Three were made
on December 15, 1992, and the fourth was made on January 4, 19863.
The Committee was requested to provide a description of the
services that were provided under this contract. 1In response .:
was explained that this individual was engaged to conduct a
historical study £cr the DNC archives., According to a Committee
representative, tne report prcduced 1s entitled "The Role cf
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African-Amer:can Staff I- tne Ictnvenzicon and ine DONCT4/. In she
opinion ¢f the Audiz S7aii tn.S exzense .s properly paid by the
National Committee but .s =27 an exgense f{cor the purpose cf
sonduct:ing a pres:dential TCSTMINALINZ CIonVenNtion or convention
related activ:iiy and, tnerefzre, may nct te defrayed with publ::
funds.
Recommenzdaticn %3

The Audit Staff reccmmends that the Zommission make an
initial determinatizcn that =ne 1387 Temocratic Naticnal Convent:ien
Committee, Inc. s reguired %2 repay the U.S. Treasury S10,000
pursuant to 1l CFR §9008..C0 2

B. Statement of Financ:al Positio

Section 9008/h} cf Title 26 cf the United States Code
states, in part, that the Commission shall have the same authority
to require repayments frcm the national ccmmittee of a major party
as it has with respect tc repayments from any eligible candidate
under Section 9007{(b).

In addition, 11 CFR §9008.1C (b) stateg that if the
Commission determines that the national committee or convention
committee incurred conventicn exdgpses in excess of the
limitations under 11 CFR §%008.7 -a;, 1t shall notify such
national committee of the amount cof such excessgive cxpenditures.
and such naticnal committee shal. pay the Secretary an amount
equal to the amount specif.ed.

Section 9008.10(e)r:. cf Title 11 of the Code of Federal
Regqulations states that 1f any portion of the payment under 11 CFR
§9008.3 remains unspent after al.l convention expenses have been
paid, that porticn shall be returned to the Secretary of the
Treasury.

~ F
-
-
14

Finally, 11 CFR §§9008.i3(gi7l) and (2) state, in part,
that if the Commission determines that repayment is required, it
shall give written notificati:cn of the amounts required to be paid
and the reasons therefor; and the national committee shall repay
to the Secretary, with 90 days of the notice, the amount of the
repayment. Upon applicaticn submitled by the national committee,
the Commission may grant a 50 day extensicn cf the repayment
period.

As discussed abcve, the Interim Audit Report contained a
calculation of unspent funds that showed a remaining balance cf
$133,118. This calculaticn was based on a review of actual

4/ Subsequently a copy of the report was provided. The exac:

- title is, African American Leadership of the National
Democratic Party 1989-1952 H:storical-Philosophical-
Reflections.
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mate.y $80,C00 and are included as

the winding down costs shown 1in the analysis presented

-

-

foliow-up work noted above,

cenditures for the preparation of the official proceedings were

approx
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CTalculat:ieon of F.rnancial Pes:t.cn and Spending Suc-ec:
Expenditure Limitaticn For The
-3%2 Demccratic Naticnal Zonventicn Tommittee, Inc
as £ Decemper T, 1992
Tecermined at Sectember 3, 1991
ASSETS
Cash on Hand 5 -0=
Cash in Bank
Cperating at 12/7/92 $154,989
Payroi. at 12-7.92 5,486
Total Cash $160,47%
Add:
Accounts Receivable
and Capital Assets a/ 84,928
Total Assets
LIABILITIES
Disbursements for Convention Expenses
and Winding Down Costs Through
September 3, 1993 b/ 234,290

Accounts Payable 7,241
Total Liabilities

Remaining Federal Funds

Add: Expenses Constituting Improper Uses of

Federal Funds (Pindings III.A.) Included Above

Not Applicable To The Spending Limitation

Spending Limitation Remaining
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$245.,403

241,531
$ 3,872

33,481
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The Calculation of Financial Positicn and Spending Sub-erc-
3 Jecs
- - . . * . - -
Ts The Excenditure L.mitatizcn Tor The
3 N ~ - -~ -
18§82 Democratic Naticnal CTonvention Icmmittee, I~

The Interim Audiz
Arcounts Receivable and $2
tenval of $76,441. Between
1994 actual receipts
assets were $84,928.

Report contained estimates of $49,299 for
27,342 €or Capital Assets, for a

December 8, 1992 and February 8,

{rom Accounts Receivable and the sale -¢

-

As of December 7, .992, the Ccmmittee had reccorded Accounts
Payable of $14,43% and estimated winding costs of down costs
were $81,782 excluding the cost ©of printing of the official
proceedings. Between December 8, 1392 and February 8, 1994
the Committee’s actual disbursements totaled $234,2990
including the cost of the proceedings and the major:ty of the
impermissible expenses discussed abové. -
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The f:nancial pcs.Liiln gresenctel accvse growsg tnat t-e
Committee has unspen: funds 10 *ne amount of $3,872. Alsc, -—ne
amoun=ts dezermined o bte impermissillie uses of s=e public zran:s
nozed as .e"ayac;e T the U.S. Treasury .n Finding IIrlaA. acove
are not appiicable 2z the spending l:imizaticn., Therefcre, tne
amcunt rema.n.ngy 1t tne CTomnpittee’s spending limication s
§37,333

Firnally, as a result of the audit of the New York Hos:
’92 Ccmmittee, there was, at the t:ime of the Interim Aud:i:: Report,
he posszbz;x*y that $135,500 1n disbursements made by the Host
sommittee would be considered attributable %o the Committee’'s
spending limitation. These disbursemen:s were made with funds
that had been commingied with other moneys which did not meet the
requirements of 11 CPR §9008.7(d)(3)(i). The Interim Audit Report
advised the Committee of the potential affect of these
expenditures on its compliance with spending limsitations and
potential repayments. As a result of the New York Host '3§2
Committee’s response to the Interim Audit Report resulting from
that audit, it was determined that although the funds had been
commingled as described, sufficient permissible funds were i1n the
account when the expenditures in guestion were made. Therefore,
it was determined that none of the expenditures will be attributed
to the Committee’'s spending limitation.

Recommendation #4

The Audit staff recommends that the Commission make an
initial determinat:cn that 1992 Democratic Convention Committee,
Inc. 1s reqguired to pay the U.S. Treasury $3,872 in unspent funds
pursuant to 11 C.F.R. §9008.10(e(1).

C. Stale-Dated Committee Checks

Section 38008(h) cf Title 26 of the United States Code
states that the Commission shall have the same authority to
require repayments from the national committee of a political
party as it has with respect to repayments from any eligible
candidate under section 9007(b).

Secticen 9007.6 ¢f Title i1 cf the Code of Federa.
Regulations states that i1f the committee has checks ocutstanding o
creditors or contributors that have not been cashed, the commitzee
shall notify the Commission. The Committee shall inform the

Commission cf its efforts to locate the payees, if such effor:
.

w

- -

have been necessary, and :1ts efforts to encoutrage the payees o
cash the cutstanding checks. The committee shall also subm:it a
check for the total amount cf such ocutstanding checks, payac-le =z
the United States Treasury.
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As part 2£f tne Itmmittee’s Tespconse I the Inte:i:m Aud:-
Repcrt, A stale-dated cutstanding cnecx amcunt cf S16,683 1s noc-es
as repayable. This amcunt was ~erifiled :C the audit workrapers
Fcr a pertion cof these cnelxs .etters 1o tne payees are included
thaz :nfcrm the payee Inat uUnless ACIiInN was taxken by the payee
within 14 days, the Ccmm:ittee would adrust 1ts accounting cecords
to snow that nc cocl.zat.on existed

In follcow-up Ccorrespondence the Ccmmitcee shows all of
the checks to have teen sither vcided or reissued. For the veided

1de
checks documentation has been submitted to support the Committee's
action. A summary of the cutstanding check amounts is shown

below:

° 9 checks tctaling $6,019 were voided and replaced, and
the replacement checks nave cleared the Committee’s
account.

o 14 checks totaling $9,670 were vcided and a copy of the
letter noted above was provided.

° I check for Si83 was fzound voided in Committee files. A
copy was supplied. T e e

4
° 2 checks totaling $8.7 were reissued and are still

cutstanding.

Recommendation $5

The Audit Staff recommends that the Commission make an
initial determinaticn that the .$%2 Demccratic Convention
Committee, Inc. is required to pay the U.S. Treasury $810
representing the value of uncashed Committee checks.

IV. Repayment Summary

A. Improper Use Of Funds

1. Parking Violaticns (III.A.3.)
2. Post Conventicn Expenses - III.A.4.!
Gifts (III.A.4.a: 17,80%

5,676

Research Project (III.A.4.b 10,600
B. Unspent Punds (III.B.: 3,872
C. Stale Dated Commit-ee Checks (III.C.; 810
Amount Due to The U.S. Treasury $38.463
ATTACEMEWE
. w
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