FEDERAL ELECTION COMMISSION
WASHINGTON, D.C. 20463

January 4, 2012

MEMORANDUM
To: ' The Commission

Through: Alec Palmer
Staff Director -

From: Patricia Carinonn ‘QU
Chief Compliance Officer

Tom Hintermister —\\\x --
Assistant Staff Director
Audit Division

Martin Favin mg:’

Audit Munager

By: . Philomena Brooks /MSF for PB
Lead Auditor

Subject: Audit Division Recommendation Memorandum on John Kennedy for U.S.
Senate, Inc. (A09-05)

Pursuant to Commission Directive No. 70. (FEC Directive on Processing Audit Reports),
the Audit staff’s recommendation is presented below ard the finding is discussed in the
attached Draft Final Aundit Report (DFAR). The Office of General Counsel has reviewed
this memorandum and concurs with the recqm_r_nendation.

~  Raceipt of Contributions that Exceed Limits
In response to the DFAR, the treasurer stated that the committee appreciates that
the audit report acknowledges they complied fully with the Audit staff’s
recommendation.

The Audit staff recommends that the Commiission find that John Kennedy for U.S.
Senate, Inc. received cxcessive contributions.

The Commiittee did net request an audit hearing,

If this memaranduim is approved, a Proposed Final Audit Repart will be prepared within
30 days of the Commission’s vote.



Should an objection be received, Directive No. 70 states that the Audit Division
Recommendation Memorendum will be placed on the next regularly scheduled cpen
session agenda.

Documents related to this audit report can be viewed in the Voting Ballot Matters folder.
Should you have any questions, please cantact Philomena Brooks or Marty Favin at 694-
1200.

Attachments:
- Draft Final Audit Report on John Kennedy for U.S. Senate, Inc.

cc: Office of General Counsel



Draft Final Audit Report of the
Audit Division on John Kennedy

for U.S. Senate, Inc.
(January 1, 2007 - December 31, 2008)

Why the Audit

Was Done
Federal law permits the
Commission to conduct
audits and field
investigations 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 net In imvn me{ SN

the threshold
requirements for :
substantial compliance

with the Act.! The audit’

determingghu hether the
comunitice complied with
the Hintauons,
prohibitions and
disclosure requiiciments
of the Act.

| 4

Future Action
The Commission mé’j"
initiate an anforcement
action, at a later time,

with respect to the matter

discussed in this report.

1 2U.8.C. §438(b).

About the Campaign
John Kennedy for U.S. Senatedific. (TKFS) is the principal
campaign committee for Jol: Neely Kennedy, Republican
candidate for the United $tates Scnate from Louisiana. JKFS is
headquertered in McLgan. Virginia. ]%. :nore infommation, see
chart en the Campggfn Ofganizetion, ;» 2.:

Financial"mﬁivity 2) 7

¢ Receipts 4

o Contributions I 2. Individuals $ 3,550,103

o?‘Comributions Fro:n Palitical
Comaitiees 4 1,201,190

o Onisats o Operating

1O - " 18,488
eipts g 23,677
$ 4,793,458
Bepaific Expenditures $ 4,587,927
R 37,500
®  Contribution Refunds 138,925
@y Other Disbursements 440
Total Disbursements $ 4,764,792

Finding and Recommmendation (p. 3)
e Receipt of Contdbutions that Exceed Limits

-
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Audit Division on John Kennedy
for U.S. Senate, Inc.
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Part I
Background

Authority for Audit
This report is based on an audit of John Kennedy for U.S. Senate, Inc. (JKFS),
undertaken by the Audit Division of the Federal Election Commission (the Commissian)
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 anygolitical committee that is
required to file a report under 2 U.S.C. §434. Prior to conduCting iny audit under this
subsection, the Cammissiorr must perform an internal review of 1eponis filed by selected
camnmitiees tn determine if the reports filed by a pagifititar sormittee et the threshald
requitemeunts for substantial eompliance with th: A¢t. 2 U.S.C. §438(b).
‘ A

Scope of Audit VRN

Following Commission-approved procedures, the Audit staff evaluated various risk
factors and as a result, this audit examinced:

the receipt of excessive contributions;

the receipt of contributions from proliibieed sources;

the disclesure of contributions receiveg; e

the disclomre of indiv iduul conteibators” neeupaion wnd name of employer;
the consisteney beggen reported figures and bank records;

the completene-: ol recoids: iad '

other committé: oper.iions nocessary to the review.

I'd

Nounhkwne-

#




Part II
Overview of Campaign

Campaign Organization

Important Dates

e Date of Registration February 9, 2004

e Audit Coverage | January 1, 2007 - December 31, 2008

Headquarters McLean, Virginia N

Bank Information 4

o Bank Depositories Two o

e Bank Accounts Two savifigs and iwo checking accounts
Treasurer

A
_e Treasurer When Audit Was Conducted Kﬂﬁ A. Davis a

e Treasurer During Period Covered by Audit Wlam Pdyer (January 1,007 #May 5,
200%) .
Keith A. Davis ?May 6, ZOO{to Present)

Management Information g

e Attended FEC Campaign Finance Semmul Nu

e Who Handled Accounting and l'.ud Statt
Recordkeeping Tasks RS
Ovetview of Fi Kancial Activity
é (Audited Amqunts)
i 4

Cash-on-hand ¢ Jamuary 1,2007 $5,820
Receipts . 2
o_Contafutiors From Indis iduals _ ‘ 3,550,103
o Contribution~ I1om Political Comnfittees _ 1,201,190
o_Offsets to Opeiting ‘Expendilures 18,488
o Other Recelpts ] 23,677
Total Receipts 4 _ _ $4.793.458
Disbursements #
o Operating Expenditures 4,587,927
o Loan Repayments 37,500
o Contribution Refunds 138,925
o Other Disbursements 440
Total Disbursements $ 4,764,792
Cash-on-hand @ December 31, 2008 $ 34,486




Part III
Summary

Finding and Recommendation

Receipt of Contributions that Exceed Limits

A review of contributions from individuals indicated that JKFS received excessive
contributions totaling $224,722. This amount includes contributj r which JKFS made
an untimely contribution refund, contributions for which JKFS svnt an ntimely
redesignation and/or reattribution letter to the contributor uil contiibutions for which JKFS
made a payment to the U.S. Treasury. <

'S

In response to the Interim Audit Report, JKFS prqyfﬁﬁd c%pies of prcuu,n;plive
redesignation and/or reattribution letters, photocop:cs of negotiated refund checks and a
check to the U.S. Treasury. The Audit staff re\ icw vl these fhaterials and congluded that
through these actions, JKFS had materially resolved all ¢xc€ssiPe contributidhs, albeit in an
untimely manner. (For more detail, S%E p-4)




Part IV
Finding and Recommendation

| Receipt of Contributions that Exceed Limits

Summary

A review of contributions from individuals indicated that JKFS received excessive
contributions totaling $224,722. This amount includes contributions lor which JKFS made
an untimely contribution refund, contributions for which JKFS ggi:l arpuntimely
redesignation and/or reattribution letter to the contributor and con:tributions for which JKFS

4

made a payment to the U.S. Treasury.

f <i.ocks and a
check to the U.S. Treasury. The Audit staff rcﬁc\.\u! thesc materials and uwo.clufed that
through these actions, JKFS had materially resols v all cxce-~ige contributiges, albeit in an
untimely manner.

Pu

Legal Standard

A. Authorized Committee Limits. Fo. 1 .2 2 )03 c'action, Mﬂzed committee could
receive no more than a total of $2,300 per@lection l1om any o€ person. 2 U.S.C.
§441a(a)(1)(A), and (£); 11 CFR §§110.1(a) aiic ¥6) and !}I}) Yia).

return the check to the dunor, or
o dep nil the contribution and maintain sufficxent funds to potentially make a refund

ftl the legality of the conuribution is established; or
o ~c-.-!\ a reattribution or a redcaisation of the excessive portion, following the
instinictions provided in the fommission regulations (see below for explanations of
reautrihution and redesignation), and, if the committee does not receive a proper
reattribution or redvsiznation within 60 days of receiving the excessive
~contributiaa, refungs 'i’- e excossive portioa to the donar. 11 CFR §103.3(b)(3), (4)
- and (5).

>
C. Joint Coutributions. Any contribution made by more than one person (except for a
contribution made by a partnership) must include the signature of each contributor on the
check or in a separate writing. A joint contribution is attributed equally to each donor
unless a statement indicates that the funds should be divided differently. 11 CFR
§110.1(k)(1) and (2).

D. Reattribution of Excessive Contributions. Connrdssibn regulations poonit
commiittees to ask donors of excessive cantrihutians (or contributions thnt exceed the
commiftee’s net debts antstanding) whether they had intended their cantribution to be a



A3

joint contribution from more than one person and whether they would like to reattribute the
excess amount to the other contributor. The committee must inform the contributor that:
1. both contributors must sign the reattribution;
2. the comuiitee must receive the reuttribution witliin 60 days of receiving the
original contribittinn; and
3. the centributor iustead may request a refund of the excessive amount. 11 CFR
§110.1(k)(3).

Within 60 days of receiving the excessive contribution, the committee must either receive
the proper reattribution or refund the excessive portion to the donoz. 11 CFR §§103.3(b)(3)
and 110.1(k)(3)(ii)(B). Further, a political committee must retaw.. ritten records
concerning the reattribution in order for it to be effective. 11 CIR §110.1(1)(5).

Notwithstanding the above, any excessive contribution mi=.)s on a'w Titten msmnnent that is
imprinted with the names of more than one individual may Bb attribuied among the
individudls listed unlesa the contributor(s) mstruq@erwme The comnitiee must inform
each contributor how the contribution was atibuted and the contribuyur in.téad may
requ'est n refund of the excessive amount. 11 CI:R §110 11K) (\1)(B) .
E. Redesignation of Excessive Conttg#_utlons. The conenittee may ask the contributor
to redesignate the excessive portion of thc contiibution for usd in another election. The
committee must inform the contributor that: - |
1. the contributor must sign the redesfgna:, ».: *=
2. the cornmittee must receive the redesi g-n.tﬁ'on w60 days of receiving the
original cemnbmml. end - y
3. the contributo :zay instoud request A 1&g
§110.1(b)(Sriis.\).

d of the excessive amount. 11 CFR

Within 60 d.3« of zece vmg"ekc eacessive gBfh ibution, the committee must either receive
the propeﬁ‘.. Zna.oa retund the excessive portion to the donor. 11 CFR §103.3(b)(3)
and 1i+1.1 H)(S)(ii)(A). Furiher, a political committee must retain written records

conct. : @ ¢ Lthe redesignation in ordg; for it to be effective. 11 CFR §110.1(1)(5).

When an indrviiual makes iin exeessive contribution te a candidate’s authorized
conumittee, the carmpuign may presumntively redesiynate tiie excessive nortion to tae
general election if tlne corifibution:

is made beforé? that candidate’s primary election;

is not designated in writing for a particular election;

would be excessive if treated as a primary election contribution; and

as redesignated, does not cause the contributor to exceed any other contribution
limit.

hpPUODD-

The committee is required to rotify the contributor of the redesignation within 60 days of
the treasurer’s receipt of the contribntiint, and must offer the contribitar the outton to
receive a rofund instead. 11 CFR 110.1(b)(5)(ii)(B).



Facts and Analysis

A. Facts

A review of contributions from individuals indicated that JKFS received excessive
contributions totnling $224,722 that were resolved in an untlmely manner ar could still be
resolved via presumptive reattributinn or redesignation letters.? Prior to receiving the
Interim Audit Report, JKFS provided evidence that it sent untimely reattribution/
redesignation letters to contributors (concerning $62,700) and made untimely refunds to
contributors (concerning $30,900). The remaining contributions, totaling $131,122
($224,722 - $62,700 - $30,900), had not been addressed by JKI $ %&to receiving the
Interim Audit Report.

Aniong the excessive contributions that JKFS resolved i untiinc!\' manner were 12
contribution checks totaling $36,800, written on a bapk®ccount of «. L.l «d liability
company (LLC). One of three individnals associagll with the LLC sipuct™c.ch cheek.
JKFS attributed these coatributions to the eight individualssgvhose names *+ c:c mtprinted
on the 12 checks. The contribution checks were computer-ggherated and se%un.lally
numbered (except for one missing check number). [ive of the 12 checks, totaling $9,200,
were dated December 20, 2007, and were signed by o:. individual. Three checks, totaling
$13,800, were dated March 13, 2008 aid weie signed by @ sevond individual. The
remaining four checks, totaling $13,800, were also dated Ma:ch 13#2008 and were signed
by a third mdlv:dual JKEFS attributed $4,800 to <ach oI the eigh: individuals, $2,300 each
to the primary® and guneral elections. The % ud' ~ali wriribmzd these contributions to the
three clreckesigners, resylting in ckcessive copffibutions lo tire primary election. For these
12 chacks, JKFS prov ui%d pizologpi iggely presumpnve redesignation leiters,
relating to the $18,400 in vxcessii? contributiofi* from the eight individrels.

Also, the Audit stall asked JKES o provide information as to the permissibility of these
contributigfif. JKFS provided leitrs from the eight individuals associated with the LLC,
which ailirmed that the contribut:ozs were from their personal funds and not from the
fundsfol 1w [.LC or any o:her entity. The letters from the three individuals who signed the
checks alvo .:: rmed that the 1.LC was not an incorporated entity and did not file its tax
return @s @ ¢.»ontion.

- eees - -

B. Imterim Audit Report®& Audit Division Recommendatian
The Audit staff informgd JKFS representatives of this matter at the exit conference held
at the close of audit ﬁgdwork and in subsequent discussions. The Audit staff provided
schedules of the contributions in question. The representatives stated that they would

2 The $224,722 is comprised of $175,422, the projected dalar value of errors in the population, and $49,300
from focused reviews of contributions not included in the sample population. The sample projection was
made using a Monetary Unit Sample program with a 95 percent confidence level. The sample estimate of
$175,422 could be as low as $119,124 or as high as $231,723. The $49,300 from two focused reviews
resulted from a review of high-dollar contributions ($30,900) and a review of contnbutlons from individuals
associated with a limited liability company ($18,400).

3 Date of the primary election was Qctober 4, 2008.



take the necessary actions. In addition, JKFS representatives pointed out that the
solicitation devices (reply cards) used during the campaign had specific instructions on
the contribuition limits for the primnary and general electiens and the contributor filled
them out. They added that these response devices included lines for spousal information.
The Audit staff reviewed the solicitatioa deviecs and aated that, attheugh they provided
space for coutributor informatien from meic than one contributor, there is no evidence
that more than ane cantributor completed the form(s).

The Interim Audit Report recommended that JKFS provide evidence demonstrating that the
contributions totaling $224,722 were not excessive or that they were resolved in a timely
manner. Examples of such evidence given included: copies of tiricly'qggotiated refund
checks; timely signed/dated reattribution/redesignation letters: and/or presumptive
reattribution/ redesignation letters. The Interim Audit Report noted that the Audit staff
would calculate a revisod projected orror amount if any suich evidence was presented that
deceonstrated any of the saaple exeantions werc not gxcess sive cnmrllml iuns.

Absent evidence that the contributions were not xcessive g were resolved in a limely
manner, the Interim Audit Report further recoinmended tha: JKFS review it contributions
to determine which were excessive and how each could befesolved. The Inferim Audit
Report noted that JKFS could have regolved any excessite coni:ibutions by sending
presumptive redesignation and/or reati%’buuun letters to ir:1yin the contributors how the
JKPFS designated and/or reattributed the contribution along wi:h ag#dffer for a refund. Fora
reattribution, JKFS was to notify both thefgontributor and the sydividual to wiiom a
conttibution was redtiributed. Abyent a redgiest for a refund iy the coritributors, these
letters wauid ebvitte the necd [or cantribut unds o o piayment to the U.S. Treasury.
For natifications sent (o contribuors, the Audistaff requested that JKFS pravide a oopy-of
each natification apél cvidence that it was sent.  The Audit staff nated that the appropriate
reduction to the $131,122 in exces-ive vontributions not yet addressed as of the close of
fieldwork would by imade after a1eview of an y’f&ditional letters submitted by JKFS in
response Mh- Imim Audit Report. For all refund checks not negotiated by the
contribiitors or for any contributor JKI'S,was unable to locate, the Interim Audit Report
furthé! 1ecomnmended thal JKFS m.%; i payment to the U.S. Treasury.

In addition, ihe lnierim Au eport recommended that if fimds were net available to
muke live necessury rafundsgfKFS shonld disclose the contributlons reqairing refunds on

Schednle D (Dehls aid Ob xgatlons) until funds became available to make the refunds.

C. Committee Respénse to Interim Audit Report

In response to the Interim Audit Report recommendation, JKFS provided copies of
presumptive redesignation and/or reattribution letters sent after it had received the Interim
Audit Report. The Audit staff reviewed these letters along with the corresponding
contributor checks/credit card documentation and concluded that $121,100 in excessive
contributions were eligible for such aetion. As a result, the Audit Staff considered
$121,100 as resotved but eot in a timely pianner. JKFS also provided photocopies of
negatiated refunii chrcks aent to tiree intdéviduals, mtalma $6,900, which JKFS amt to the
contributors subsequent to audit fieldwork but before tmasmittal of the Fterim Audit
Report. Finally, JKFS submitted a check to the U.S. Treasury in tae amonnt of $22,600 for



stale-dated refund checks, which included $4,500 in excessive errors from the Audit staff’s
sample review of contributions from individuals.

In summary, the Audit staff’s review of contributions from individuals indicated that
JKFS received excessive cotitributions totaling $224,722 thatwere resolved, but not in a
timely magner. The Interim Audit Report recommended that JKFS address $131,122 in
exeessive contributions not yet addressed as of the close of fieldwork. JKFS's response
provided evidence that resolved, albeit in an untimely manner, $132,500 ($121,100 +
$6,900 + $4,500) in excessive contributions.* '

4 The $132,500 resolved by JKFS’s response exceeded the $131,122 the Audit staff recommended that JKFS
address in the Interim Audit Report recommendation. This occurred because the $131,122 was partially
based on a projected dollar value of excessive errors in the population and JKFS located a slightly larger
dollar value of excessive contributions eligible for presumptive redesignation and/or reattribution treatment.



