FEDERAL ELECTION COMMISSION
WASHINGTON, D.C. 20463

February 9, 2011

MEMORANDUM
To: The Commission

Through: Alec Palmer
Acting Staff Director

From: Patricia Carmona "P C/
. Chief Compliance Officer

Joseph F. Stoltz
Assistant Staff ct
Audit Division

Martin L. FavinMi g

Audit Manager

By: Terrence J. O’Brien'//&g

Lead Auditor

Subject: Audit Division Recommendation Memorandum on the Georgia Federal
Elections Committee (A07-14)

Pursuant to Commission Directive No. 70 (FEC Directive on Processing Audit
Reports), this Audit Division Recommendation Memorandum on the Georgia Federal
Elections Committee (GFEC) presents the Audit Division’s recommendations to the
Commission as a résult of the June 16, 2010 audit hearing on GFEC's Draft Final Audit
Report (DFAR) - see attached.

The issue presented by GFEC representatives at the audit hearing related to
Finding 1 — Misstatement of Financial Activity, and more specifically with the component
of that finding dealing with GFEC not reporting activity from a bank account used to
make payroll disbursements that contained both federal and non-federal funds. The Audit
Division and Office of General Counsel (OGC) agree that no new legal issues or
significant factual issues were raised during the audit hearing. GFEC set up a payroll
account and made several transfers into it from both its federal and non-federal accounts.
Then GFEC puid both its federal and non-federal employees from this account. This
accaunt, which GFEC counsel atated was used like an eserow accourit, was satup to
accammpodate its payrall vendor who refused to process payroll from multiple accounts.
The audit report conclurdes that this accaunt served as an allocation account and thus
required that all disbursements from the account should be reported.
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As OGC points out in its memorandum on the audit hearing (see attached), GFEC
cited 11 CFR 106.7(f) in its presentation and stated that the payroll account was not the
functional equivalent of an allocation account because allocation accounts are avaflable
“solely” for the paymout of atlecable expenses. OGC explains that the word “solely” in
the regulation indicates that party rammitiees nmy nnly mix federai and non-ferieral in the
limited circumstances and for the limited purposes provided in the regulations. The only
types of accounts allawed are federal, non-federal, Levin, and alccation.

The Commission has approved two audit reports South Dakota Republican Party
(’03-’04 cycle) and Dallas County Republican Party (’05-'06 cycle) which contained
findings with situations where federal and non-federal funds had been mixed in the same
account for purposes other than the payment of allocable expenses. In both cases the
committees were required to disclose all activity from the account. In the South Dakota
case, the comuriittee made a variety of non-faderal payments frotn a federal account
because they did not maintain a acn-federnl checking acoount. In the Dailas Comnty case,
funis were transferred from the non-federal account to the federal aceount te pay for non-
federal mailings. Although neither of theso matters selated to payroll expenses, the same
regulations applied to the GFEC issue.

'The Audit Division notes that the GFEC audit verified that non-federal funds were
not used to subsidlze federal payroll and that allocable payroll was disclosed correctly on
Schedules H4. Significantly, subsequent to the interim audit report GFEC changed
vendors to one that can draw funds from multiple accounts. As a result, federal and non-
federal funds are no longer cemnmingled in vne bank account. Thus in the futune GFEC
will be able to comply with the regulatians.

Finally, a 1988 cycle audit report on the Geoxgia Republican Party contained a
finding with a similar issue as the payroll account issue in the GFEC DFAR. In the 1988
report, it was concluded that it was properly a non-federal account and that the federal
account was only required to report transfers to the payroll account. After the 1988 cycle
the regulations on the proper accounting and reporting of federal and non-federal accounts
changed drastically. As OGC notes in the attached emnail discassing the impact of the
1988 Georgia Republican Party report on the GFEC issue,

“. .. [TThe Commissien permitted oomumittees to pay tha eoiire amannt of
their allocable administrative expenses from their non-federal accounts,
which would then be reimbursed by their federal accounts. See
Explanation and Justification for Methods of Allocation between Federal
and Non-Federal Accounts, 55 Fed. Reg. 26,058, 26,065-66 (June 26,
1990) (explaining prior system). Moreover, there were no rules requiring
committees to report to the Commission anything except the
disbursements by federal accounts to the non-federal accounts for the
federal share of allocable expenses and, arguably, any debts owed by the
federal accounts tv the non-federal accounts for the federal share of
already paid allucable expenses.”

As aresult, it is the opinion of hoth the Audit Division and QGC that the 1988 case kas no
value in dotermining the correct reporting and classification of the payrall account in the
GFEC matter.




Recommendation

The Audit staff recommends that the Commission determine that the system
employed by GFEC during the audlied period did not comply with the regulations and that
alt activity from the payrnll account was reportable. Glven that GFEC has obtained a
payroll service that will withdraw the appropriate amennts from the federal and non-
federal accounts going forward, the Audit staff further recommends that thc Commission
determine that the filing of amended reports at this time is unnecessary.

Should an objection be received, Directive No. 70 directs the report be placed on
the next regularly scheduled open session agenda. After approval of the recommendation,
the Proposed Final Audit Report will be prepared reflecting the Commission’s
determination and circulated for 72-Hour no objection consideration.

Dacuments related to this audit report can also be viewed on Vcting Ballot
Matters. Should you have any questions, contact Terry O’Brien or Marty Favin at x1200.

Attachments:

- Draft Final Audit Report on the Georgia Federal Elections Committee

- Memorandum from OGC Re: Audit Hearing on the Georgia Federal Elections
Conmittee (dated July 1, 2010)

- Email from OGC Re: Impacl of 1988 Final Audit Report on the Georgia
Republican Party on 2006 Georgia Federal Elections Cormunittee case (dated
January 31, 2011) '

- 1988 Georgia Republican Party Interim Audit Report Legal Analysis (dated
December 16, 1991) — OGC redacted February 9, 2011

cc: Office of General Counsel



Draft Final Audit Report of the

Audit Division on the
Georgia Federal Elections

Committee
January 1, 2005 -

December 31, 2006

Why the Audit

Was Done

Federal law permits the
Commission to conduct
audits and field
investigationts of any
political committee that is
required to file reports
under the Federal
Election Campaign Act
(the Act). The
Commission generally
conducts such audits
when a committee
appears not to have mel
the threshold
requirements for A
substantial comphance
with the Act.' The audit
determines whether the
co tee complied with
the Iimilations,
prohibitions and
disclosure requircments
of the Act.

i

Future Action.
The Cammission may
indtiate an enforcement
action, at a later time,
with respect to any of the
matters discussed in this
report.

1 2 US.C. §438(b).

About the Committeeg

The Georgia Federal Elections
committee of the Georgia
Atlanta, GA. For more iff
Committee Organitzggionp.'2.

Financial Activity, (p. 3) A
Receipts # .
o Contributions from lmhv uals #
o Contributions from Other Political Committees
o ¥ Transfers from Alfiliated Party Committees
o Offsets to Operating I’xpenditures
o Transfers rom Non-Federal Accounts

&

Contributions to Federal Candidates
o Coordinaled Party Expenditures

o .Contribufion Refunds

o Federal Election Activity

o Transfers to Non-Federal Accounts
(o} (sther Disbursemsents

& Total Disburyements

ommitlee is a state party
mocratic Party headquartered in
mauon. sce the chart on the

$ 831,598
349,991
776,863

13,928
1,193,210
1,800

$ 3,167,390

$1,815,099
12,322
142,208
5,800
701,728
460,783
2,047
$3,139,987

Findings and Recommendations (p. 3)

o Misstatement of Financial Activity (Finding 1)

o Payment of Federal Activity with Non-Federal Funds

(Finding 2)

o Disclosure of Occupation/Name of Employer (Finding 3)
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Part I
Background

Authority for Audit

This report is based on an audit nf the Georgia Federal Elections Committee (GFEC),

undertaken by the Audit Divisian of the Federal Election Commission (the Cammission)

in accordance with the Federal Election Campaign Act of 1971, as amended (the Act).

The Audit Division conducted the audit pursuant to 2 U.S.C. §438(b), which permits the

Commission to conduct audits and field investigations of any political committee that is

required to file a report under 2 U.S.C. §434. Prior to conductjffg any*audit under this

subsection, the Commission must perform an internal reviewfof reports filed by selected

committees to determine if the reports filed by a particular committee meet the threshold

requirements for substantial comptiance with the Act. 21%.& §138(b).

Scope of Audit # ,

Following Commission approved procedures#ﬁm Audit staff cvaluated various factors

and as a result, this audit examined: b &

1. The disclosure of individual contributors’ occupation and name of employer

2. The disclosure of disbursements, dehis and obligations:

3. The disclosure of expenses allocated beiiveen federal, non-federal, and Levm
accounts;

4. The consistency between reported fig

5. The completeness of 1econds: und, ¢

6. Other committee operations necessary toghe review.”

and h:ml?u:c;)rd"s;

Changes to the Law L
On December 1, 2005, the Cominission voted to emend its rules to require state, district
and local girty commitices to piy as administrative expenses the salaries, wages and
fringe benefits of employees who spend 25 percent or less of their compensated time in a
month on federal election act ivity (II:A) or activity in connection with a federal election
(“covered employees™). The prevn&s regulation that allowed party committees to use
nen-federal lunds lor salarles and wages for covered employees was struck down by the

Supreme Court in Shays v. FEC. The revised rule became effective on January 19, 2006." "~ ™~

(See Findinp 2, Payment of FFederal Activity with Non-Federul Fuimiy).

&



Part II

Overview of Committee
Committee Organization

Important Dates Georgia Federal Elections Committee
s Date of Registration June 14, 1976

e Audit Coverage January 1, 2005 - December 31, 2006
Headquarters Atlanta, %@

Bank Information

e Bank Depositories

_* Bank Accounts . 6 deral 6 rjon- Federal 1 Levin
m
Treasurer " —_

_e Treasurer When Audit Was Conducted < sz'empleton L )
o Treasurer During Period Covered by Audit | I4fiteN. DiSantis & B
Management Information o ) ____I e
¢ Attended FEC Campaign Finance Seminar Yes e
¢ Used Commonly Available Campaign Mana;,c%m

Software Package Yos ©

e Who Handled Ac L()IlllllllL and I(wordkeep épfeli(l Staff




Overview of Financial Activity

(Audited Amounts)
Federal Cash on hand @ January 1, 2005 $17,342
o Contributions from Individuais $831,598
o Contributions fram Other Political Committees 349,991
o Transfers from Affiliated Party Committees 776,863
o Offsets to Operating Expenditures 13,928
o Transfers from Non-Federal Accounts 1,193,210
o Other Federal Receipts R 1,800
Total Federal Receipts N $3,167,390
o Operating Expenditures " $1,815,099
o Contributions to Federal Candidates 12,322
o Coordinated Party Expenditures 142,208
o Contribution Refunds 5,800
o Federal Election Activity _ 701,728
o__Transfers to Nan-Federal accounts »_460.783
0 Other Federal Disbursements ) ) 2,047
Total Federal Disbursements _ v < $3,139,987
Federal Cash on hand @ December 31, 2006 $44,745
Levin Cash on hand @ January. 1, 2005 g $6,886
Total Levin Receipts R A o 750
Total Levin Disbursements W 4 ; 7,210
Levin Cash on hand @ December 31, 200 > $426

4 §-§



Part III
Summaries

Findings and Recommendations
Finding 1. Misstatement of Financial Activity

A comparison of GFEC’s reported financial activity to bank records revealed a
misstatement of receipts and disbursements in both 2005 and 2006; and an understatement
of cash at December 31, 2006. In 2005, GFEC under reported reghipts and disbursements
by $523,109 and $523,965 respectively, and in 2006 GFEC upgér repdrted receipts by
$126,313 and disbursements by $100,422. GFEC’s report wsh balance at December 31,
2006 was understated by $26,261. The Audit staff recorgffiended that GFEC file amended
disclosure reports tv comect the misstatements. In responsg, GFEC followed tie Aadit
staff’s recommmendation by amending its renorts fogall of tha discrepancics with the
exception of the activity related to its payroll account. GEEC did not make adjustments far
its payrell account contending that it is not a féderal account, but one which wis created to
facilitate its payroll procegsing. GFEC contends that the non-federal funds &d through
this account are not reportable to the Commission. (IFor more detail, see p. 6)

Finding 2. Payment of Federal Activity with Non-Federal Funds
Disclosure of Salaries and Relateéd Expenses

GFEC failed to provide supporting documgntation detailing 1€ time spent on federal
activities for employees whao~c earnings angyreféited puyroll expenses were allocated on
Schedules H4. GFEC #&porcd salaries and fglated expef?;es on Schedules H4 totaling
$231,366. Absent the supportin docnmemat GFTC shauld have disclosed these
payments on Schedules B. The @udit staff recofsfiended that GFEC either provide the
supporting documentation megffoned above or &mend its reports to correctly itemize its
salaries and related expenses as 1004 federal activity on Schedules B. In response,
GFEC provided declarations from its employees whose salary payments were originally
alloca(ﬁ on Schedules 14 that show tfése payments were allocable and therefore
correctly reported. . P

Funding by the Non-Federal Aocount for Possible Federal Activity

GFEC made 68 transfers totaling $628,254 from its non-ferleral aocounts iato a federal
account it used to make fayroll disbursements. Without supporting documentation to
show otherwise, the Audit staff considered all of the disbursements made from GFEC's
payroll account to be 100% federal activity reportable on Schedules B. The Audit staff
recommended that GFEC demonstrate that its disbursements for salaries and related
expenses are allocable to its non-federal account. Absent such a demonstration, the
interim audit report noted that GFEC would be required to transfer $478,715? from its
federal account to its non-federal account as payment for its share of federal expemnses. In
response, GFEC provided declarations from several employees attesting that they spent
littke or no time working on federal activities during the moriths in which all ur a portion

2 See Facts and Analysis section for calculation.



of their payroll was paid with non-federal funds. As a result no transfer to the non-
federal accounts is needed. (For more detail, see p. 9)

Finding 3. Disclosure of Occupation/Name of Employer

A review of contributions from individuals revealed that 71 contributions totaling
$170,474 lacked, or did not adequately disclose, the contributar’s occupation and/or
name of employer. Furthermare, no evidence was provided that “best efforts” was made
to obtain, maintain, and submit the information. The Audit staff recommended that
GFEC provide evidence that it exercised best efforts or contact each contributor lacking
this information, submit evidence of such contact, and disclose ag ormation received
on Schedules A. In response, GFEC filed amended reports disclosing the information it
had acquired as a result of its contact with the contrlbutors
(For more detail, see p. 13)

b



Part IV
Findings and Recommendations

Finding 1. Misstatement of Financial Activity

Summary

A comparison of GFEC’s reported financial activity to bank records revealed a
misstatement of receipts and disbursements in both 2005 and 2006; and an
understatement of cash at December 31, 2006. In 2005, GFEC under reported receipts
and disbursements by $523,109 and $523,965 respectively, andgin 20086 GFEC under
reported receipts by $126,313 and disbursements by $100.422. GIEC'’s reported cash
balance at December 31, 2006 was understated by $26,261. T'hc Awlit staff
recommended that GFEC file amended disclosure report%ﬁg correct the misstatements.
In response, GFEC followed the Audit staff’s recoinynendation by amecoding its reports
far all of the discrepancies with the exceptian of the activity related to i paymll account.
GFEC did not make adjustments for its payroéwac.cnunt ndmg that it is nowh federal
account, but one which was created ta facilitate iis pay1oll prd essing. GIFEC contends
that the non-federal funds paid through this account are not reportable to the
Commission. v

Legurl Standard

Contents of Reports. Each report must*dlsckm

e The amount of cash on hand at the begh 12 and end ot the reporting period;

o The total amount ofgreccipis for the repoifihg period and for the calendar year; and

e The total umouant of disburscments for theigeporting period and for the calendar year;

o Certain tranaaétions that require itemizatioit on‘Schedules A (Itzmized Receipts),
Schedules B (Itemized Disbursements), Schedules H3 (Transfers fram Nanfederal
Accounts for Allocated Iederal/iNon Activity), or Schedules H4 (Disbursemeuts
for Allocated Federal/Nonfederal Activity). 2 U.S.C. §434(b)(1), (2), (3), (4), and (5)
and §434(e)(2), (3). and (4). ¥

Facts and Analysis 4

The Audit ~tait 1econciled GFEC’s reported financial activity to its bank records for 2005
and 2006. Below are charts that ontline the discrepancies in both years followed by
explanations of the mi-stitements, if known.

Lo

2005 Activity &
Reported Bank Records Discrepancy
Opening Cash Balance $16,116 $17,342 $1,226
@ January 1, 2005 .Understated
Receipts $414,202 $937,311 $523,109
Understated
Disbursements $418,781 $942,746 $523,965
Understated
Ending Cash Balance $11,537 $11,907 $370
@ December 31, 2005 Understated




Beginning Cash on Hand as of January 1, 2005:
The $1,226 understatement of begimning cash on hand was due to prior period errors.

The understatement of receipts resulted from the following:

e Unreported transfers: non-federal accounts to payroll account® + $505,984
e Unreported confrihntions front palidcal commiitees + 17,000
e Unrxplained difference + 125

Understatement of Receipts $523,109

The net understatement of disbursements resulted from the following:
e Unreported disbursements made from payroll account %+ $500,014

e Unreported transfers: federal accounts to non-federal aunl~. + 34,018

¢ Inter-account transfers from federal accounts to payr - 2,895
accournt erroneously reported BN
e Unexplained diiference S - 7,172
Net Understatement of Disbursements . . $523,965
¢ | . .
2006 Activity o d
Reported Bank Records Discrepancy
Opening Cash Balance - S11.537 $11,907 $370
@ January1.2006 I _ _ | ____ ~¢ | _Understated
Receipts $2.230079 $126,313
o “ Understated
Disbursements $2,197,242 $100,422
oA | % | | Understated
Ending Cash Bdlance $18,48% |, $44,744 $26,261
@ December31. 2008 |~ ¥ o - ..l Understated
The net upderstatement of receipts resultedrom the following:
e Unrcported transfers: non federal accounts to payroll account + $122,391
e Fransfer from political commitice not reported + 5,000
e Unexplained difference 4 - 1,078
Net Understatement of Receipts $126,313
The net understatement of disbursements resulted from the following:
o Unreported dishugrscioents made from payroll account + $122,391
e Reported transfefs from federnl account to non-federal - 27,550
account not traced to bank
Unreported transfers: federal account to nan-federal account + 258
Unexplained difference + 5,323
Net Understatement of Disbursements $100,422

3 GFEC paid both federal and mon-federat staff from this account but did not reporr the majority of the
account activity 10 the Commission. Since payments for federal payroll were made from this account, the
Audit staff considered it a federal account.



On December 31, 2006, the cash balance was understated by $26,261 as a result of the
errors described above.

In both 2005 and 2006 the primary reason for the understatement of receipts and
dishurscments was GFEC'’s failure to oroperly repott nctivity 1o und from its payroll
account, GFEC, which did not consider this account te be a federal account, made
several transfers into this accoumt from both its non-federal and federal sccounts and paid
both its federal and non-federal employees from the account. It should be noted that only
33% of the payroll account’s activity was reported on GFEC’s disclosure reports to the
Commission.* 4 %,

SGLEC representatives
explained that the payroll

The Audit staff presented this matter at the exit conferen
disagreed that the payroll account was a federal acco
accourit was used likc an “escrow accpunt.” They thinat this account was created to
accommadate GIEC’s payrail processing vendoggPaychex, which woﬁféfnm draw funds
to progess payroll from multiple accounts. GI‘L:C represefifatives opined that this account
was not a federal account and its non-federal“activily was nofigeportable to the
Commission. ' i

It is the opinion of the Audit staff thal since GFEC made disbursements from the payroll
account for both federal and non-federal payrull. the account funcfioned as an allocation
account and all activity to and from this agcount was reportable to the Commission on
Schedules A, B, H3, and/or H4. In Pindin ihe interim audlt report, Payment of
Faderal Activity with Non-l-ctivral Funds, Audit stalf staped that since GFEC did nat
mmintain monthly logs. time shacts or affidavils for its employees, it was not pessible to
determinie whethe# pay roll should have been pdid wholly from the fedeml account, the
non-federal account, or dllocated between the two accounts as administrative expenses.
Therefore, it was stated that GFEC should report these disbursements on Schedules B
until it decmonstrated what pel centage of its employees® time was spent working on
fede;ﬁal elcction activity.

Interim Audit Report ecdmmendation and Committee Respunse

. The Audit staff recominended that, within 30 days of service of this report, GFEC:

e Amend its 2005 and 2006 reports to correct the misstatements noted above, including
appropriate Schedules A, B, H3, and H4.

e Report non-federgl’payrull disbursements on Schedules B as “Otiier Disbursements,”
line 29 of the detailed summary page and report the corresponding transfers from the
non-federal account on Schedules A as “Other Federal Receipts,” line 17.

e Include a memo text with each amended item stating that “the transactions are being
disclosed as a result of the 2005-2006 cycle FEC audit.”

¢ Amend the cash balance on its most recently filed report with an explanation that it
resulted from audit adjustments from a prior period. It was further recommended that

4 In 2005 only 2% of GFEC's salaries or related expenses were for employees who spent more than 25% of
their time on FEA activities or activides in connection with a federal election. In 2006, 70% of GFEC's
salaries or related expenses were for this type of activity.



GFEC reconcile the cash balance on its most recent report to identify any subsequent
discrepancies that may impact adjustments recommended by the Audit staff.

In response, GFEC filed amendments correcting the errors detailed above not related to
its payroll account. With regard to the unreparted payroll account transactions, GFEC
argues that this acconnt is a “pass throagh escrow’ account, not a federal accouat, aad
GFEC dones not iatend, at this time, to report the nor-federal portion of the payroil
account’s activities to the Commission.

GFEC reasons that the enactment of the Bipartisan Campaign Reform Act of 2002
(BCRA) altered the process of paying payroll expenses by statg@ sgommittees by
creating two distinct challenges. First, the committee would have to estimate each
employee’s activities so that appropriate federal or non-federal lunds were used to pay
them. Seoond, GFEC’s payroll company encountered pféhlems with the arrangement of
debiting two different hank aceuunts fax paycoll. & -
3
t was a transmillal*account
ount. GFE(;bclieves that
be incorrect and

Based upon the above, GFEC believes that thegpay roll acca
for both federal and non-federal funds, rather than a {cdera)
the disclosure of the non-federal portion of this account §
unnecessary. GFEC will, however, amend its reports if t.Commission concludes it is
necessary. To avoid possible confusion by any readers of*GI-1:C"s reports, the Audit staff
further recommends that GFEC should include memno text entries#vith any non-federal
activity it may disclose, stating tliat the transactions are lor non-allocable non-federal
activity. % g

P &
Although the enactment ol the BCRA did chidnge the wny payrolt is allocated, it did not
: the | That requirement had been in place
_ the payroll account served as an
allocation account u ed to rjake [ d non-federal disbursements using both
federal gﬁmm I:.dgl al funds. Allocation accounts are federal accounts from which
commitices must report all federal and ron-federal activity.

Findfng 2. Payment of Federal Activity with Non-Federal Funds

ies and Related Expenses

GFEC failed tb provjde supporting documentation detailing the time spent on federal
activities for employees whose earnings and related payroll expenses were allocated on
Schedules H4. GFEC reported salaries and related expenses on Schedules H4 totaling
$231,366. Absent the supporting documentation, GFEC should have disclosed these
payments on Schedules B. The Audit staff recommended that GFEC either provide the
supporting documentation mentioned above or amend its reports to correctly itemize its
salaries and related expenses as 100% federal activity on Schedules B. In response,
GFEC provided declarations from its employees whose salary payments were originally
allocated on Schedules H4 tiiat show these payoients were allocable and therefore
carrectly reported.
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Funding by the Non-Federal Account _for Possible Federal Activity

GFEC made 68 transfers totaling $628,254 from its non-federal accounts into a federai
account it used to make payroll disbursements. Without supporting documentation to
show otherwise, the Audit staff considered all of the disbursements made from GFEC's
payroll account tv be 100% federal ectivity reportable on Schedules B. The Auwlit staff
recommaendad that GFEC demonstrate that its disbursemants for salaries aarl related
expenses are allocable to its non-federai account. Absent such a demonstration, the
interir audit report noted that GFEC would be required to transfer $478, 715’ from its
federal account to its non-federal account as payment for its share of federal expenses. In
response, GFEC provided declarations from several employees atiesting that they spent
little or no time working on federal activities during the months in whjch all or a portion
of their payroll was paid with non-federal funds. As a tesultmo transfer to the non-
federal accounts is needed.

Legal Starrdard ' -- S N

A. Accounts for Federal and Non-federal Actiyity. A party commitice that finances
political activity in connection with both federal and non-federal elections shalls€stablish
two accounts (federal anil non-federal) and aflocaic shared cxpgenses, those llml
simultaneously suppert federal and non-federal election activity between the two
accounts. Alternatively, the committge may conduct both Icderal and non-federal activity
from one bank account, considered a fderal account. 11 CFR §102.5(a)(1)(i).

B. Paying for Allocable Expenses. Cori}
ways to pay for allocable shared federal/n

* They may pay the entire amount of ared expense from the federal account
and transfer {unds tromrthe non-federalgaccount to the federal account to covaer the
non-federabshare of that expense; or = »

* They may establish a scparate. federal allocation account into which the cammittee
deposits funds from both its federal .md on-federal accounts solely for the
pusfosc of paving the allocuble expenses of shared federal/non-federal activities.

11 CFR §106.5(g)(1)(i) and (ii)(A).

ission regulations offer party committees two
-federal expenscs.

C. Reporting Allocable ﬁxpcnsef A political committee that allocates federal/non-
federal expenses must report cach disbursement it makes from its federal account (or
separate allocation account) to pay for a shared federal/non-federal expense. Committees
report these kinds of disbédrsements on Schedules H4. 11 CFR §104.10(b)(4).

D. Costs allocable by State party commnittees between Federal and Non-federal
accounts (Effective prior to Jannary 19, 2006). State party committees must pay salaries
and wages from funds that comply with State law for employees who spend 25% or less of
their time in any given month on federal election activity. 11 CFR §106.7(c)(1).

5 See Facts and Analysis section for calculation.
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E. Costs allocable by State party committees between Federal and Non-federal
accounts (Effective on January 19, 2006). State party committees must either pay
salaries, wages, and fringe benefits for employees who spend 25% or less of their tirne in
a given month on federal eleotion activity with funds from their federal account, or with a
combination of funds from their federal and non-federal aecounts. 11 CFR §106.7(c)(1),
as amended January 19, 2006.

F. Recordkeeping: Salaries and Wages. Committees must keep a monthly log of the
percentage of time each emplayee spends in connection with a Federal election. Salaries
and wages for employees who spend more than 25% of their compensated time in a given
month on Federal election activity or activities in connection with a Eederal election must
be paid only from a Federal account. 11 CFR §106.7(d)(1)(ii).

Facts and Analysis ¥
Disclosure of Salaries and Related Expenses % A
The Audit staff’s review of payroll expenses ind

ighted that GFEC did not maintain
monthly logs, time sheets or affidavits far its cmplovees t%fhfz)hsh how mughsti

devoted by each employee to Federal and non-federal activit _ Yas
regulatory change effective January 19, 2006 (See page 1. Changes to the Law), the
Audit staff applied the following to assess salary expenditures:

1. For salary and payroll tax payments made before January 19, 2006:

If there is monthly log, time sheetor allidavit which sigtes that:

* the time spent on federal activit s than or eghal to 25%; the payment can
be made fromn the non-lederal acc@imt and it requires nathing further of the
federal coimmniittce; or :

o the timefpent gn federal activity ex c.ds 25%, or for which there is no
documentation mdicating a lesser percentage, the federal committee must
disciose tiese payments on Schedﬁg B, Line 30b, as non-allocable federal

Aelection activity (FEA).

2. For salagy and payroll 1ax payments made on or alter January 19, 26006

If there is monthly fog, tim€ sheet or affidavit which states that:

* the time spent on federal activity each month is none, or 0%; this may be paid
by the non-federal account and requires nothing further of the federal
commitice; or

« the time spent on federal activity is less than or equal to 25%; this payment
must be nfade from the federal account and disclosed by the federal committee
on Schedules H4 as allocable administrative activity, for which reimbursement
may be sought from the non-federal account at the administrative ratio; or

» the time spent on federal activity exceeds 25%, or for which there is no
documentation indicating a lesser percentage, the federal committee must
disclose these paymetits on Schedules B, Line 30b, as non-allocable FEA.

7 GFEC did not allocate any salary er wage payments on Schedules H4 before the regulations changed on
January 19, 2006.
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The Audit staff’s review revealed that GFEC failed to maintain supporting
documentation detailing the time spent on federal activities for employees whose salaries
and related expenses, reported on Schedules H4, totaled $231,366. Absent the supporting
documentation, GFEC should have disclosed these salary and related expenses as non-
allocable FEA on Schedules B, Line 30b of the detailed- summary page.

The Audit staff discussed this matter with GFEC's representatives during the audit and
requested monthly logs, timesheets and affidavits. GFEC representatives were unable to
locate any of the items requested.

Funding by the Non-Federal Account for Possible Fedéral-Activity

GFEC made 68 transfers totaling $628,254 from its non-federal accounts into a federal
account it used to make payroll disbursements. Without supporting documentation, the
Audit staff considercd all of the disbursements made from GFEC's payroll accouat to be

non-allecable FEA, reportable on Schedules B, Lin @j‘»the detailcl summpry page.

The Audit staff’s analysis indicaterd that durmgﬁle period-e
payroll, GFEC transferred $149,539 less thari it could havesion
accounts for allocable expenses. A similar analysis of Gl spayroll account for the
same period showed that GFEC transferred $628,254 morc than it should have from non-
federal accounts into its payroll acco gl payroll was umsldered 100% Federal. This
resulted in GFEC’s non-federal accounts;6vé

$478,715 (5628,254 - $149,539). ﬁ%é

4

o ¢

During andit fieldwork the Audn staff ma eral requests for GFEC to provide
monthly logs, time sheets or notacized affidavigs for its employees that would
demonstrate its noa-federal account was not financing federal activity. GFEC did not
provide any af the requested items. Al the exit conference, GFEC representatives stated
that they did not believe any of the umepotgdactivity from the payroll account was for
federal ejection activity. They further stated that the account used to pay these
emplovees was not a federal account. “Fhe account was set up to accommodate GFEC’s
payzoll pn %essmg company who would only process GFEC’s payroll from a smgle bank
account. “Therefore, GFLC believed the non-federal activity related to this account is not
reportable to the Commission.

-

Interim Audit Réptﬁ Rpocommendation ansd Cemmittee Ranpomse
The Audit staff receg;ménded that, within 30 calendar days of service of this report,
GFEC:
¢ Provide monthly logs or time sheets attesting to the time spent by employees for
the period employed by GFEC, or affidavits stating that these employees did not
spend more that 25% of their time on Federal election activities or activities in
connection with a Federal election, and amend its disclosure reports accordingly.
e Report any disbursements that GFEC can show are solely non-federal on
Schedules B, line 29 of the detailed summary page as “Othcr Disbursements.”
¢ Report any disbursements that GFEC cannot show are allocable or solely non-
federal on Schedules B, line 30b of the detailed summary page, as FEA.
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e If no additional documentation was provided, GFEC was to reimburse the non-
federal account $478,71S.

¢ Include a memo text with each amended item stating that *“the transactions are
being disclosed as a result of the 2005-2006 cycle FEC audit.”

In response, GFEC provided declarations from several of its employees attesting that
during relevant months in which the emplayees’ payroll was funded entirely, or partially,
by non-federal funds; that they worked less than 25%, or no time at all, an activities in
connection with a federal election. GFEC also noted that the Commission’s regulations
regarding payment of payroll for those employees who did not mcet the 25% threshold
changed in January 2006 and that GFEC correctly amended its payrol, procedures to
comply with these new requirements.

=

Finding 3. Disclosure of Occugatig,gjl‘{ame éf Emgloyer

Summary
A review of contributions from individuals reffealed that 7l contributions lm.ﬂﬁé

$170,474 lacked, or did not adequately disclose, ¢he contributde’s occupatiofl and/or
name of employer. Furthermore, no evidence was piovided that “best efforts” was made
to obtain, maintain, and submit the information. The Audit staff recommended that
GFEC provide evidence that it exercised b fforts or contact each contributor lacking
this information, submit evidence of suc aci. und disclosggny information received
on Schedules A. In response, GFEC filedéamc mlcd reports diSclosing the information it
had acquired as a result of its camtact with thes ntnbuuags

Legal Standarg __
A. Itemization Required for Cont nhuuons o Individuals. A political committee
other than an authorized commnittee must itemize any contribution from an individual if it
exceeds 920 per calendar year. cither by itself or when combined with other
contributions from the same contribumor. 2 U.S.C. §434(b)(3)(A).

B. ﬂcqulrul Information for Contributions from Individuals. For each itemized

contribution {rom an individual, the committee must provide the following information:
e The vontrfutor’s full name and ‘address {including zip code);

The contribuior's occupation and the name of his or her employer;

The date of rcceipt (the date the committee received the contribution);

The amount &f the eontributiom; and

The calendar year-to-date total of :all contributions fiom the same individual. 11
CFR §§100.12 and 104.3(a)(4) and 2 U.S.C. §434(b)(3)(A).

C. Best Efforts Ensures Compliance. When the treasurer of a political committee
shows that the committee used best efforts (see below) to obtain, maintain, and submit
the information required by the Act, the committee’s reports and records will be
considered in compliance with the Act. 2 U.S.C. §432(h)(2)(i).
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D. Definition of Best Efforts. The treasurer and the committee will be considered to
have used “best efforts” if the committee satisfied all of the following criteria:

e All written solicitations for contributions included:

o A clear request for the contributor’s full name, malling address, occupation,
and name of empioyer; and
o The statement that such reporting is required by federal law.

¢ Within 30 days after the receipt of the contribution, tho treasurer made at least one
effort ta obtain the missing information, in etther a written request or a
documented oral request.

e The treasurer reported any contributor information that, although not initially
provided by the contributor, was obtained in a follow-upjconiiaunication or was
contained in the committee’s records or in prior repo; at the committee filed
during the same two-year election cycle. 11 CFR §§i§0 A (b).

Facts and Analysis % "

A review of contributions from individuals revea} that 71 contributions 1o1aling

$170,474 lacked, or did not adequately disclgsé > contributor’s occupation ustl/or

name of employer. This tepresents 23% of the doHr value of individual cgnributions

itemized by GFEC. Most of these contributions wery dlﬁosad with a notation of
“information requested.” *

The Audit staff asked a GFEC representative to provide documefiﬁtion in support of their
best efforts procedures. In response, the GFEC representativerexplained that the original
solicitations and follow-up lctters to the cogtribtitors umlmmd a request for the
occuopation and name ﬁuuplu)u informatiefl and that zfny information received would
be provided to the wmufitors for review. To dat, no such information has been provided.

& b N

The Audit staff diacussed this matter with %ﬁepresematives at the exit conference
and provided & list of the itemized contribdfions that lacked, or did not adequately
disclose, the required occupation and/or a name of employer information.
Intérim Audit Report Recomgmendation and Committee Response
The Audit stafl recommended that, within 30 days of recelpt of this report, GFEC take
the following action:
e Provide documenplation that it exerc1sed best efforts to obtain, maintain and
submit the rcquﬁd eontributar information; or
e Make an effort to contact tho:e indivitinals for whom the requited information
was not in GFEC files and provide documentation of such efforts (such as copies
of letters/femail to the contributors and/or phore logs); and,
o File amended reports to disclose any information in GFEC’s possession as well
as information obtained in response to this recommendation.

In its response, GFEC filed amended reports disclosing the occupations and names of
employers it had obtained in accordance with the interim audit report recommmendation.
A description of GFEC’s attempts to gather information was submitted for the
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contributors GFEC was unable to contact that documents GFEC's best efforts to acquire
the information.

GFEC further stated that it has undertaken procedural changes to its operations to ensure
ongoing compliance with best efforts regulations. '
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MEMORANDUM

TO: Joseph F. Stoltz
Assistant Staff Director
Audit Division

THROUGH: Alec Paimer {80
Acting Staff Director

FROM: Christopher Hughey L
Deputy General Counsel

Lawrence L. Calvert, Jr.
Associate General Counsel
General Law and Advice

Lorenzo Hnitoway u?éf/ % lC
Assistant General Cauris
Public Finance and Audit Advice

Allison T. Steinle 4TS
Attorney

SUBJECT: Audit Hearing on the Georgia Federal Elections Committee (LRA 793)

I. INTRODUCTION

The purpose of this memoranilura is to addregs in more detail some of the specific issues
that were raised during the audit hearing in the above referenced matter, which was held on June
16, 2010. The audit hearing generally addressed the Commission’s treatment of a payroll
account established by the Georgia Federal Elections Committee (“GFEC”) to accommodate its
payroll vendor, which would not draw GFEC’s payroll from both its federal and non-federal
operating accounts. As a result of this restriction, GFEC elected to set up a separate payroll
account from which it made 100 percent federal, allocable, and 100 percent non-federal
disbursements. Phe Draft Final Audit Report (“DFAR") and our legal comments concluded that
GFEC could use such an account to make its payroll disbursements, but should have reported
any non-federal activity that passed through the accoant because it was the functional equivalent
of an allocation acqount, froin which all activity must be reported. This memorareium reaches
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the same conclusion. If you have any questions, please contact Allison T. Steinle, the attorney
assigned to this audit.

II. RESPONSE TO ISSUES RAISED IN THE AUDIT HEARING

As an initial matter, we wish to emphasize a point that was in our previous comments.
As a legal matter, we believe that GFEC’s entire course of conduct here—not just its failure to
disclose its 100 percent non-federal payroll disbursements—violated the Commission’s
regulations. GFEC, citing 11 C.F.R. § 106.7(f), stressed in its presentation at the hearing that the
payroll account it established was not the functional equivalent of an allocation account, because
allocation accounts are available *“solely” for the payment of allocable expenses. We agree that
allocation acceunts are available solely for the payment of allocable expenses. In our view,
however, the import of the wond “soiely”” in sectioa 106.7(f), aud in the similar provisicns in Purt
300 reparéing Levin funda, is that it indioates that state and locat party cemmittees may only mix
federal and non-federal funds in the limited circnmstanees and for the limited purposes provided
in the regulations.

GFEC’s characterization of the payroll account was not as a federal account, a non-
federal account, or an allocation account, but as a sort of “other’” account not provided for in the
Commission’s regulations. The Commission’s regulations, however, explicitly set forth “the
types of accounts™ that are available to, and in some cases must be established by, a state,
district, or local party coanmittee. See 11 C.F.R. § 300.30. Those typos are: non-federal, Levin,
federal, and allocatien. 11 C.F.R. § 300.30(b). The comprehensive rogulatory scheme does not
provide for any other type af acuount.

Our analyzis did not state that the GEEC's actions were consistent with the Commission’s
regulations. Rather, our analysis stated that the Commission could, essentially as an act of
discretion, determine that GFEC’s specific actions here were reasonable given the Catch-22
caused by Paychex’s inability to draw payroll from separate bank accounts. This
recommendation was consistent with the Commission’s action in an undisclosed RAD referral
several years ago. There, the Commission declined to open a MUR regarding a comntittee that
faced the same problem with the same payroll vendor.

Indeed, altiag sention 106.7(f), we rciterated “thnt the transfer and reimbursement rules
ordinarly prohibit state party zommittees from transferring funds from a non-fedeml account to
retmbnrse a federal account for ion-allocable, non-federal activity,” and pointed out that “to
ensure complete compliance with the law in the future, the Committee will have to choose a
payroll vendor that will draw its payroll from its federal and non-federal operating accounts in
compliance with the regulations.” As GFEC pointed out at the hearing, it has since changed
vendors to one that does have that capability, and GFEC is now in compliance with the law on

this point.

The rest of our comments, and the principal point of contention at the hearing, toncorned
whether, if GFECls estahlishnient and use of the payreli acconunt was nzasunable under the
circwnstanaes, it shouid he required to repart atl activity from that account. Our comments and
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the DFAR concluded that the activity should be reported. Analogizing to the regulations '
regarding allocable activity at section 106.7(f) and the reporting thercof at 104.17(b), we noted
that in the circamstanees where the Commission has permitted the mixing of federal and non-
federal money io the saimo account, committees have keeen sequired ta disolose all of the aotivity
in that accownt, including the non-federal portion. See 11 C.F.R. § 104.17(b); see also Audit
Report on the Sauth Dakota Reputlican Party (July 20, 2009) (requiring disclosure of 100
percent non-federal funds paid out of an allocation account); Audit Report on the Dallas County
Republican Party (Dec. 1, 2008) (requiring disclosure of Levin funds). In our view, these
interests exist whenever federal funds are mixed with non-federal funds in an account under a
committee’s control. The purpose of these disclosure requirements is to “allow the Commission
to track the flow of non-federal funds into federal accounts,” and “ensure that the use of such
funds is strictly limited to payment for the non-federni! share of aHocable activities.” Explanation
and Iustification for Methods of Allocation between FFederai and Non-Federal Aceounts, 55 Fed.
Reg. 26,058, 26,065+66 (June 26, 1990):

In this particular matter, the andit itself has accounted for all of the funds, federal and
non-federal, that flowed into and out of the payroll account, and the Audit Division has verified
that GFEC did not, in fact, use non-federal funds to subsidize federal salaries. Indeed, with
respect to its truly allocable payroll disbursements, GFEC transferred non-federal funds to its
federal operating account pursuant to section 106.7(f) and reported those allocations on Schedule
H4 before it transferred funds from the federal account to the payroll account (for federal and
allocated payroll) and from the non-federal account to the payroll account (fer non-federal
paymoll). Moreover, as noted above, GFEC ia no longer engaging ia this aotivity since it has
since cluinged ils payroll vendor to one that cac draw payroll fom multipie accoonts. Thus, the
Commission may conclude that no purpost would be served in this case by recommending that
GFEC amend its reparts to reflect the payroll account’s 100 percent non-federal activity.

Regardless of what the Commission concludes in this particular matter, however, we
continue to be of the view that state, district, or local party committees should use vendors that
can draw payroll from multiple accounts in compliance with the Commission’s regulations. We
also believe that as a general matter, whenever the Commission permits the mixing of federal
and non-federal mongoy in an account under a committee’s eontrol, It should require disclosure of
the receipt and disbursement of all funds, federal ind non-federal, entering and leaving the -
aoepunt. As the Cominission nated in 1990, diselosure in hiose ciceinnstandes assiats in
determining whather nan-fedaral fends were used to subsidize faederal expenses. It may alse
deter such subsidization. See 55 Fed. Reg. at 26,065-66.
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Subject Fw: Georgia Federal Elections Committee

| wanted to reiterate after our conversation that in our view, the treatment of a joint payroll account in a 1988
cycle audit is of essentially no value in determining how to treat the payroll account issue in the Georgia
Federal Elections Cemmittao audit, or fer that miattor any similar issue in any audit of activity after the 1992
eisction cycle. Tha reanen s that tho srovisiana ef tha Commisaion's regulations at issue here, inaiuding
11 C.F.R. 104.17, 11 C.F.R. 108.7(f), and 11 C.F.R. 308.30(b) and their predeoessors not ory did not exiat
priar to 1992, hut because in genaral the allocation regime predating the 1992 cycle was in certain
important respects 180 degress different from that in place in 1992 and subsequent cycles.

As Lorenzo has previously pointed out, under the allocation regime in effect prior to the 1992 cycle, the
Commission permitted committees to pay the entire amount of their allocable administrative expenses from
their non-federal accounts, which would then be reimbursed by their federal accounts. See Explanation
and Justification for Methieds of Ailocatior between Federa! and Non-Federal Accounts, 55 Fed. Reg.
26,058, 26,005-66 (June 26, 1990) (explaining prior systom). Moreever, there were ao ailes requlring
cemmittees th report tg the Commission anythlag excepé ths: disbarsameng: by federal aacousls to the
nenfedeceal acootints for the faderal sham of atlocabie expensas aud, arguably, any dobts owed by the
fedaral acoaants to the non-federal accaunts for tba federal share of already paid allocable expenses. The
federal share only had to be calculated by the funds expended methad or some other “reasanable basis."
11 CFR 102.9(e) (1990 ed.) Under this regime, not cnly was it permissible to regard a joint payroll account
of the type at issue in the 1988 Georgia Republicans audit as a non-reportable, non-federal account, it is
hard to see how it could been regarded as anything else.

The Commission's denial of a petition ler rulemaking on the subject of allecatlon was adiiressed in
Common Cause w. FEC, 692 F. Supp. 1391 (D.D.C. 1987), in which tho Diletrict Caurt hold thet the
allocatinn ranime provided "na guidanco whotsoaver nn what ailocation methods may be used by state or
local party committees” and remanded the matter to the Commission. The allocation rules, promulgated in
1990 and first in effect for tha 1992 elootion oycle, wera the result.  Now, fer the first tims, it was not
permissibla for committees to pay allocable expenses from their non-federal accounts. Instead, for the first
time, the Commission permittad -- indeed, requirad -- the limited transfer of non-federal funds into federal
accounts for the purpose of paying the non-federal share of allocable expenses. Moreover, for the first
time, the Commission promuilgated detailed rules requiring the reporting of transfers-in for these purposes
and the ltemization (complefe with breakout of federal and non-federal shares) ot specific allocable- -
disbursements. This “comprehensive scheme,* as we described Il, was refined and further expanded
upon in the rulemaking carried out te imptenient BCRA.

Thius, prior to 1992 tha Commission poertiited the payment of allocable experises from noo-federat
acciunia pravided those accounts were reimbursad a "reasonable” amotint within a "reasenabla” time hy
tho corresponding federal account, and no itemization of specific disbirsements to specific payees was
required because the nonfederal account handled that part. Beginning in 1992 the Commission required
the payment of administrative expenses from federal accounts into which allocable non-federal shares were
transferred, and as we've commented on previously in.this matter it requried the reporting of every cent that
came into or went out of such accounts. Thus, it seems to us that what the Commission permitted ir terms
of an account from which allecable expenses were paid In 1908 Is ol @ssentially no use in determiring what
was permisgible in 2006, or for that mafter in 1992 or later.

Please et mi know if wa oan be of any furitier aesistanee.
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THROUGH: John C. 5urinaﬁ%/%
A

Staff Directigk,
FROM: Lawrence M. Noble mpwmc

General Counsel
Kim L. Bright—Colemanw
Associate General Counssel

Carmen R. Johns
Assistant Gener unsel

SUBJECT: Proposed Interim Audit Report on the
Georgia Republican Party
(LRA #378/AR-91-36)

I. INTRODUCTION

The Office of General Counsel has reviewed the proposed
Interim Audit Report on the Georgia Republican Party ("the
Committee"), submitted to this Office on October 15, 1991. The
following memorandum summarizes our legal analysis of the :
findings in the proposed report.l/ Should you have any questions -
concerning our comments, please contact Mary Tabor, the attorney
assigned to this audit. '

U- UL

1/ Parenthetical references are to the placement of findings
in the proposed report. Throughout our comments, "FECA" crefers
to the Federal Election Campaign Act of 1971, as amended, 2
U.s.c.. ss 431’455.
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II. SEPARATION OF -FBDERAL/NON-FEDERAL ACTIVITY (II.A.)

The Audit Division determined that during 1987 the
Committee conducted financial activity in connection with
federal electians from four accounts. The Committse. maintaised
an operating account and a maney market account solely for
federal activity, and maintained another operating account and a
payroll account for joint federal and non-federal activity. . The
Audit staff decided that because the Committee used the shared
payroll account exclusively to pay staff salaries, it need only
report transfers from the federal - account to reimburse the
shared account. The Audit staff did not include this acoount in
ite bank recomnciliatioan far 1987 activity. However. the Audit
staff found that the ehared operating acconat madé expenditures
for costs other than asdministrative expenses allocabla under 1t
C.F.R. § 106.1(ae) and, therefore, included bhat account in ite
bank reconciliation te determine correct repartable activity for
1987.

The Audit staff’s reconciliation of the two federal .
accounts and the shared operating account tc the Committee’s
1987 disclosure reports found that the beginning cash balance
was overstated by $367.23, receipts were understated by
$184,355.43 and the cash balanee on Decenber 31, 1987 was
understated by $8,015.12. The Audit staff conterds that the
discrepancies represent non-federal activity within the shared
operating account. However, the auditors were not able to
pecform an in-depth analysis of the differences due fo deficient
recordkeeping by the Committee. In addition, the proposed
Interim Audit Report notes that the Committee filed an amended
report for 1988 correcting similar misstatements of financial
activity. The proposed report recommends that the Committee
organize its disbursement records for 1987 and its ceceipt
records fior January 1, 1987 thcoagh June 30, 1988 so that the
Audit staff aan difﬁeeentiate federal from nan-federal activity,
or in the alternative, amend its fdisclosure reparts to ocorrectly
itemize receipt and dicbursement activity fer those time
periods.

We concur with tbhe Audit Division’s recommendation. Party
committees which finance political activity in connection with
both federal and non-federal elections must either establish a
separate federal account or a separate political committee to
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receive only contributions subject to the prohibitions and
limitations of FECA. 11 C.F.R. §§ 102.5(a)(1)(i) and (ii). The
Committee established separate federal accounts, but apparently
failed to maintain its bank accouats and supporting
dogunentatioh in a manner that weuld allow the Audit staff to
verify compllanca with section 102.5(a)(1)(i). See 11 C.F.R.

§§ 102.9(a) and (b); sge also 11 C.F.R. §§ 10¢.14(b)(1) and
(3)(requiring Committees to maintain and make available to the
Commission sufficiently detailed records).

In addition, the regulations permit a committee to allocate
administrative expenses, including salaries, on a reasonable
basis between federal and non-federal accounts. 11 C.F.R.

§ 106.1(e). While we eoncur with the Audit staff thet the
regelations allow the Cammittee to maintein a single payroll
account, this Office recommends that the Audit staff determine
whether the Committee’s federal account reimbursed the payroll
account for a reasonable share of staff salaries.2/

2/ The Audit staff properly allocated the Committee’s 1987
expenditures pursuant to the Commission’s prior regulations. 11
C.F.R. § 106.1(e). The Commission’s revised regulation,. 1l
‘C.F.R. § 106.5(d), requires the so-called "ballot composition
method" of allocation between federal and non-federal accounts
maintained by state party committess. Under that methed
committees mie regquired to allocate adminietrative empenses
aecerding to the ratio ef federal effices on the bailot to total
federal and non-federal offices on the ballot, with the federal
offices given proportionally more weight. See Explaasation and
Justification for 11 C.F.R. § 106.5, 55 Fed. Reg. 26,064 (June
26, 1990). Under the prior regulations, the Commission

. permitted several alternative allocation methods.




Pvopgred _ntefim jAud*t Re¢port.: |
Genr¢ia, Repiklican Party o

(LRA -#373/AR-91-36)-

Pa%FﬁA




Proposed Interim Audit Report
Georgia Republican Party

- (LRA #378/AR-91-36)
Page 5




