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SUBJECT: Interim Audit Report on the Maine Republican Party (LRA 817)

The Office of the General Counsel has reviewed the proposed Interim Audit
Report (“‘proposed report™) on the Maine Republican Party (“the Committee™). Our
comments focus on Finding 3 — Disclosure of Disbursements. Generally, we recommend
that the Audit staff provide more explanation of why it categorized expenses as allocable
administrative expenses, federal expenses or federal eleetion aetivity (“FEA™). We make
several comments and specific recommendations au this finding. If you have any
questions, please contact Delanie DeWitt Painter, the attorney assigned to this audit.!

The proposed report concludes that the Committee incorrectly disclosed different
categories of disbursements totaling $818,330, including: 1) $94,019 in disbursements,
apparently for administrative expenses and FEA, that were paid from non-federal
accounts but which the auditors conclude should have been paid from the federal
account; 2) an apparent coordinated party expenditure of $12,500 for a television

! This Office recommends that the Commission consider this document in executive session
becaus:: the Commission may ewventually decide to pursue an investigation of maiturs contained in the
proposesi report. 11 C.F.R. §§ 2.4(a), 2.4(b)(6).
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advertisement reported as an operating expense;” and 3) $711,811 in disbursements from
the federal acceunt 1ant the Comeittee repurted an the surrunary page and Scheduie B as
linc 21(b) fesderal operating expenses but which the anditors canclude ahould have heea
reperted on line 30(b) as FEA paid entirely with federal funds, including disbnsseraenta
for payroll, travel reimbursements and printed materials. The anditars recommend that
the Committee amend its reports to correct these disclosure problems.

Generally, we recommend that you expand Finding 3 to include more information
about all of the categories of expenses and more explanation about why the Audit staff
categorized expenses as dllocable administrative expenses, federal expenses, or FEA.
The analysis of the various expenses differs based on the type of expense. The anditors
provided spreadsheets ai the non-faderal acconnt and foderai accennt experrses ibe our
review. We reviewed the spreadsheets and founs that some tyjes of expennes included in
the spreadsheets are not specifically disanssed in the proposad repert, such as expenses
for state conventicons and events. We suggest that the Andit staff include in the finding
the information about all of the expenses from those spreadsheets and explain the reasons
for your categorizations of the expenses. The finding should state the amount of each
type of expense in each category (payroll, printed materials, etc.) and note where
documentation was not available for tHe auditors to review. Charts of the expenses
broken down by nategory would be helpful to the Commissicm.

Admibdstrative Coats

The auditors conclude that the Committee paid apparent allocable administrative
costs from its non-federal accounts totaling $48,520. These costs include postage,
consulting, travel reimbursements, printing, accounting fees and other expenses. Because
the available information does not indicate that these expenses were solely non-federal,
the auditors conclude that they were allocable administrative expenses that should have
been reported on Schedute H-4 using a 36/64% allocation ratio.

We agree that based on the available information, these cpsty appear to be
allocable administmtive costs. Adaninistrative costs inrlude rent, utilitivs, uffice
equipment and snpplies, postage for othor than mass mailings, and routine building
maintenance, unless those costs are directly attributable to a clearly identified candidate.
11 C.F.R. § 106.7(c)(2). Some of the costs at issue here, such as postage, consulting and
travel reimbursements, might or might not be allocable administrative expenses
depending on whether they were related to activity on behalf of a clearly identified
candidate. The Committee should be given the opportunity to demonstrate that these
were non-federal expenses. In the absence of such a demonstration, we concur with the
auditors that these appear to be the type of ordnary everhead expenses that can be

2 We concur that the Committee’s payment of $12,500 for a television advertisement appears to be a
coordinated party expenditure on behalf of Charlie Summers for Congress. The advertisement appears to
be a public communicutien that refets to a clearly identified House candidatt and that was publicly
disseminated in the candidnte’s jurisdiction within 90 days of the election: Sze 11 C.F.R. § 109.37. The
candidate appears in the advertisement and the advertisement states that it was approved by the candidate.
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considered administrative expenses and that the Committee should have allocated them
on a 36% federal basis ani roported aseordingly.

Possible FEA

The auditors also conclude that certain expenses paid from the non-federal
account, as well as expenses paid from the federal account and reported as federal
operating expenses, were apparent Federal Election Activity (“FEA™). The expenses paid
from the non-federal account totaled $45,499 and included payroll and associated costs,
costs of voter identification, and costs of and printed materials. Copies of the printed
materials were not available for the auditors to review. The aulitors conolude that unless
the eonamittee provides docunentaiinn that theae exponses were nnlcly non-fedaral, it
sheuld disclose these transactions as FEA.

With respect to the federal account, the auditors conclude that payments totaling
$711,811 reported as federal operating expenditures appear to be non-allocable FEA that
should have been reported on the summary page and Schedule B for line 30(b) instead of
Schedule B for line 21(b). These disbursements were for payroll and associated costs,
reimbursements of travel expenses, printed materials, teleniarketing and other expenses.
The Committee coded $390,000 of these disbursements as FEA on its database. Copies
of the printed materisls and the telemarkeling soript were unavailable for review. For the
payroll expenses, there were na records inéicating that leas than 25% of the emnioyees’
componsated time was for federal activity. The auditors reaommend that the Committee
demonstrate thet the payments fram the federal aocount were for federal aperating
expenses or amend its reports.

FEA means four types of federal expenses that meet certain requirements: 1)
voter registration activity within 120 days of the federal election (“Type I FEA™); 2) voter
identification, generic campaign activity or get-out-the-vote (“GOTV™) activity in
connection with an election where a federal candidate is on the ballot (“Type II FEA”); 3)
a public communication that refers to a clearly identificd federal candidate and promotes
or snpperts at attacks or opposes (“PASO”) a federal candidate (“Type III FEA”); or 4)
servicea of a state or lacal party cammittee employee who spends more than 25% of
compensated time during a mpnth on activides in eonnectinn with a federal election
(“Type IV FEA”). Se¢ 2 U.S.C. § 431(20); 11 C.F.R. § 100.24.

We do not agree that there is sufficient information to conclude that all of these
expenses were FEA. More information than we have here is needed to support an audit
findinp that an expense meets the requirements to be considered onc of the four types of
FEA. If the printed materials were public communications that referred to a clearly
identified candidate for federal office, and promoted, supported, attacked, or opposed a
candidate for that affice, tiey wunld be Type III FEA. See 2 U.S.C. § 431(20); i1 C.F.R.
§ 100.24. But sirre the printed rmterials are nat nvailable far revicw, it is not possible to
examine their form or contont tc dotarmine whether they were public cammuvications, or
if so, whether they PASO-ed a clearly identified federal candidlate. Without reviawing
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the printed materials, it would also be difficult to determine whether they constituted

Tyte Il FEA for veter identification, generic cempaign actlvity or GOTV, or whuther any

exemptions apply to them. See Legnl Analysis Memarandum to the Andit Division,
“Proposed Audit Division Recommendaticn Memorandum oz the Kansas Republiozn
Party (LRA 801)” (Oct. 5, 2010). Similarly, although the auditors note that the
telemarketing expense was paid to the same vendor that had previously been paid for
GOTV activity, there is no available script or other documentation indicating that the
speciflc telemarketing that is the subject of the proposed finding was FEA; it is possible
that the same vendor engaged in telemarketing that was for GOTV and telemarketing that
was not FEA at all.

To address this situation, we recommend that the expenses for printed materials
that are unavailable for review should not be categorized as FEA. Instead, the printed
materials paid fram the nan-federal account should be irented nv a separate new categary
of apparent federal expenses for which the Committee has oot provided sufficient
documentation to clarify the nature of the expense or to demonstrate that the expense was
solely non-federal. This approach is consistent with this Office’s advice concerning
similar undocumented expenses in the Kansas Republican Party audit.

We also recommend a somewhat different approach than the proposed report with
respect to the printed maimiuls and telemarketing expenses paid from thoe federal account.
With respect to the printed materials, we note that some of the costs that are the subject of
this finding were coded in the Commiittee’s internal cecords as FEA bmt were reparted as
operating expaoses, and some were not coded as FEA at all. The finding might note, for
instance, that the $170,315 in printed materials costs that the Committee coded as FEA
represents potential FEA because the Committee recorded it as such in its internal
records, but that the Committee should clarify the discrepancy between its reports and its
internal records. As for the $70,032 in printing expenses not coded FEA at all, it is
unclear to us why the auditors would assume that these expenses were for FEA when
FEA is only one of several types of expenses, even within the broad category of federal
expenses, which the materials could have been. With respect to the telemarketing
expence ($23,029), as neted, payments to the same vendor for GOTV aro not sufficient
indication that this telemarlieting expense was also for GOTV.

With respect to payroll, we suggest that the proposed report explain why the
auditors concluded that payroll and associated expenses paid from the non-federal
account were related to employees who spent more than 25% of their compensated time
each month in activities in connection with a federal election (Type IV FEA). You
explained to us that where the Committee has provided affidavits that staff spent less than
25% of their time on federal activity, the auditors excluded those payrolf costs. This
information should be neted in the proposed report.

We agree that payroll sests pnid from the federal account apmear te be Type IV
FEA. Payroll for employees vAo spend more tham 25 percent of their camprensated thme
in a given month en activity in sannection with a federal election is Type IV FEA and
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must be paid entirely with federal funds. 2 U.S.C. § 431(20)(A)(iv), 2 U.S.C.

§ 441i(b)(1). Payrail for emgiloyees who engage in some activity in conneetion with a
Federal election in a given month, but spand 25 percent oc less of their campensated time
doing so, may be allocated us an admirristrative expense between a party conmnittee’s
federal and non-federal accounts. 11 C.F.R. § 106.7(c)(1). Payroll for employees who
engage in no activity in connection with a federal election in a given month may be paid
entirely with funds permissible under state law. 11 C.F.R. § 300.33(d)(1). We agree that
at this stage of the audit it is permissible to assume that if the Committee paid 100% of a
payroll expense with federal funds, that expense was for Type IV FEA and should be
reported as such. The Commiftee’s repefting would be correct only if those payrotl
expenses reported as liie 21(b) operating expenses were for expenses that the Comnmittee
could have allocated, or naid cntirely with non-federal finds, bat chose not 10. However,
we underatand that thus far, the Committee has nat provided documentation such as a ing
or affidavits demonstrating that the payroil costs paid frani the federal account related te
staff who spent less than 25% of their time on astivities in connection with a federal
election. Moreover, we understand some of these expenses were coded in the
Committee’s internal records as FEA and were not reported as such. The Committee
should be given the opportunity to explain the discrepancies between its interal records
and its reporting.

‘The chart provitled by tlite Aadit staff lists other vxpenses paid with 100% federal
funds thai were coded as FEA on the Committee’s database including per diem ($3,050),
equipment ($36,933), travel ($38,192) and miscellaneous ($3,702). The chart also lists
expenses that wer not caded as FEA including travei ($61,500) and state carventinm and
other events ($31,341). We suggest that the finding provide more information about
these expenses and why the auditors concluded they were FEA.

Specifically, determining whether travel and per diem costs were FEA would
depend upon what activities the individuals were doing when they incurred these
expenses and whether their activities were related to a clearly identified federal
candidate. For the travel and per diem expenses coded as FEA by the Committee, we
suggest that the finding nate that these expensas were patential FEA, but the Committee
shawld clarify the discrepancy betwcen its reparts and its aternal recerds. However, we
question whether:there is any basis to canclude that travel costs not coder as FEA by the
Committee were also FEA rather than federal operating expenses or allocable
administrative costs.

Equipment costs also might or might not be FEA depending upon the type of
equipment and how the equipment was used. Again, since the Commitree coded the
equipment costs as FEA, the finding should nete that these costs were potentially FEA
and give the Commitie= the opportunity to explain the discrepancy between its records
and its reports. Similarly, the miscellaneous expenses coded as FEA were potential FEA
depending on the natore cf the expenses.

We dc not agree, owever, that expenses described on the spreadsheet as stete
convention and other events were necessarily FEA. Expenses for a state party political
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convention, meeting or conference are exceptions to the definition of FEA. 11 C.F.R.

§ 100.24{c)(3). You irdormed us thiet there wis nu external daeumentation or samples to
confirm that these expenses were far the state convention and that previous payments to
the same vendor were for McCain Palin yard signs. But we note that yard signs are
similar to the kinds of signs commonly waved by delegates to state and national political
conventions. Assuming that these payments were to a printer of signs, we do not believe
the mere fact that other expenses to the same vendor were for yard signs provides a
sufficient basis for determining that these particular expenses were not for expenses
associated with a state conrvention. Therefore, we recommend that you do not include
these expenses in the findiug as potential FEA.

Finally, we suggest that the proppsed report provide more information about the
expenses paid from the non-federal account categorized as voter identification costs. The
spreadsheet you provided indicates a payment of $19,000 to “Natiaaal Republican” on
April 25, 2008 for Voter ID and states that the Committee’s records indicated “volunteer
connect.” The spreadsheet notes that this expense was considered FEA because it was
for voter identification and was incurred within the FEA period for voter identification
(March 15, 2008-November 4, 2008). In order to pay this expense as a non-federal
expense, the Committee would have to demonstrate that it qualified under section
100.24(a)(1)(iii). Absent such a demonstration, the expense is potential Type II FEA and
could be paid with a combination of federal and Levin funds. See 11 C.F.R.

§ 300.32(b)(1)(i).




