Draft Final Audit Report of the
Audit Division on Smoot for

Congress
(March 11, 2009 - December 31, 2010)

Why the Audit

Was Done

Federal law permits the
Commission to conduct
audits and field
investigations of any
political committee that is
required to fiie reports
under the Federal
Election Campaign Act
(the Act). The
Commtission generally
conducts such audits

when a committee <,

appears not to have met
the threshold
requirements for -
substantjal comphancé
with the Act.! Ihe audit
determmes whefhet the,
comml”ctee complied thh

the 11m1tat10ns . .' i

prohibitions‘and
disclosure requirements
ofthe Act. -

DN

Future Actioiiii i

The Commission may ™~

initiate an enforcement
action, at a later time,
with respect to any of the
matters discussed in this
report.

1 2U.S.C. §438(b).

About the Campaigs (p.2)

Smoot for Congress is the corigressional campaign committee for
Sheila Smoot, Democrat1c candidate for the U.S. House of
Representatives from the State of Alabama, 7™ District, and is
headquartered in Birming cham Alabama For more information,
see the chart on the campaign t)rgamz<t10n > P- 2.

AN
Financial Activ1ty ®-2)
. Receipts
/ . Contributions from Individuals $ 151,083
1o ':Contnbutlons from Other
Pohtlcal Committees 98,750
Total Recelpts $ 249,833
. Dlsbursemenls U
o Operating Expendltures $ 250,380
o Other Disbursements 1,030
Total Disbursements $ 251,410

Findings and Recommendations (p. 3)

“ "' e Misstatement of Financial Activity (Finding 1)
2 "o Receipt of Apparent Prohibited Contributions (Finding 2)
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Part I
Background

Authority for Audit

This report ia based on an audit of Smoot for Congress (SFC), undertaken by the Audit
Division of the Federal Election Commission (the Commission) in accordance with the
Federal Election Campaign Act of 1971, as amended (the Act). The Audit Division
conducted the audit pursuant to 2 U.S.C. §438(b), which permlts the Commission to
conduct audits and field investigations of any political comsittee that is required to file a

report under 2 U.S.C. §434. Prior to conducting any auditiiinder this subsection, the
Commission must perform an internal review of repgftstited by selected committees to
determine if the reports filed by a particular commigtee’ ’ eet the threshold requirements

RN
R

RS

Following Commission-approved procedure thAudlt s;aff evaluated various risk
factors and asa result, th1s audit exammed

'S "occupatlon*aﬁd‘name of employer;
the censistency between eponea*' gures ~and bank records

A \. i
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Part 11
Overview of Campaign

Campaign Organization

Important Dates

e Date of Registration

e Audit Coverage

Headquarters

Bank Information

e Bank Depositories

e Bank Accounts

Treasurer

e Treasurer When Audit Was Conducted

e Treasurer During Period Covered. by Audit 2%

78 2010 and
Elllson October 18, 2010 -

Management Information
—
[ ]

Receipts "‘Q‘-‘-‘-\ '535};.'*,

o Contributions fronNndmdu § 151,083

o Contributions from Political 98,750
Committees

Total Receipts $ 249,833

Disbursements

o Operating Expenditures 250,380

o Other Disbursements 1,030

Total Disbursements $ 251,410

Cash-on-hand @ December 31, 2010 $(1,57D°

2 SFC overdrew its bank ancounts in the amount of $1,577. The bank later forgave $1,574 when one account was
closed out. See Finding 2 for discussion of apparent prohibited contribution from the bank for $1,574.



Part II1
Summaries

Findings and Recommendations

Finding 1. Misstatement of Financial Activity

A comparison of SFC’s reported financial activity with its bank records revealed a
misstatement of receipts and disbursements in calendar ye 009 and 2010. The
Interim Audit Report recommended that SFC amend itsédisclosure reports to correct the
misstatements. No amended reports have been file The candidate stated that

i€ was not incorporated, 12 were
from sole proprietors or partnershlp, 3 as not pl‘Ghlblted but resulted from a
vendor error. However, SFC provideds -

therefore the Audit ; staff sulﬂ considers

prohibited comnb‘uﬁons "(Fo or more de




Part IV
Findings and Recommendations

| Finding 1. Misstatement of Financial Activity

Summary
A comparison of SFC’s reported financial activity with its bank records revealed a

misstatement of receipts and disbursements in calendar years,2009 and 2010. The
Interim Audit Report recommended that SFC amend its d"‘f:‘lgsure reports to correct the
misstatements. No amended reports have been filed to:date? The candidate stated that
SFC would file the ameaded reports in the near futus

Legal Standard

detail the discrepancies andl
mi_s'stater'nents, if known

NN .
2009 A"cti'v‘ity \ .

-_Reported Bank Records Discrepancy
Beginning Cash Balance $0 $0 $0

@March 11,2009 . |
Receipts T T $60,008 $60,038 $(30)
N Understated
Disbursements $55,674 $54,678 $996
Overstated
Ending Cash Balance $4,334 $5,360 $(1,026)
@ December 31, 2009 Understated

SFC understated receipts in 2009 by $30. However, when evaluating the identified errors,
regardless of whether the errors were positive or negative (absolute values), the Audit staff
discovered that the committee misstated receipts by $5,694 ($2,862 + $2,270 + $562).



The misstatement of receipts resulted from the following differences:

e Receipts not reported, primarily contributions from individuals $2,862
e Receipts reported twice 2,270
e Reported receipts not supported by bank deposits or credits 562

Sum of Reporting Adjustments $5.694

SFC overstated disbursements in 2009 by $996. However, when evaluating the identified
errors, regardless of whether the errors were positive or negative (absolute values), The
Audit staff discovered that the committee misstated disbursements by $4,305 ($1,383 +
2,922).

The misstatement of disbursements resulted from the f6110w1ng differences:

e Disbursements not reported $1,383
¢ Disbursements reported not supperted by ednc 2,922
Sum of Reporting Adjustinents $4.305
2010 Activity
Re Discrepancy
Opening Cash Balance o $(1,026)
January 1, 2010 ‘ Understated
Receipts $(19,097)
1o, 5 . Understated
Disbursements /r L7 78196,732 . $2,872
| s s Overstated
' $(1,577) $(22,995)
Nl Understated
_\#tfre following:
¢ $22,417
(410)
Reported contributofr:
funds'with, no report ad : (700)
Reported recelpts not s rted by bank deposits or credits (1,810)
Bank correction:erro sly reported as receipt 400
Net Understaténicnt.6f éceipts $19.097

SFC overstated disbursements in 2010 by $2,872. However, when evaluating the
identified errors, regardless of whether the errors were positive or negative (absolute
values), the Audit staff discovered that the committee misstated disbursements by
$35,357 ($15,481 + 19,876).

The misstatement of disbursements resulted from the following differences:

¢ Disbursements not reported $15,481
e Disbursements reported not supported by canceled checks 19,876

Sum of Reporting Adjustments $35.357



The reporting discrepancies noted above resulted in the $22,995 understatement of the
ending cash balance.

B. Interim Audit Report & Audit Division Recommendation

The Audit staff and SFC mpresentatives discussed this maiter at the exit conference held
at the end of audif fieldwork. SFC representatives acknowiedged the discrepancias in the
reports and indicated that the committee would file corrective amendments.

The Interim Audit Report recommended that SFC amend its reports to correct the
misstatements for 2009 and 2010 as noted above and amend its most recently filed report
to correct the cash-on-hand balance with an explanation, that the change resulted from a
prior period audit adjustment. It further recommend SFC reconcile the cash
balancc on its most recent report to identify any sub§équent:discrepancies that may
impact the $22,995 adjustment. B i

C. Comnnittee Response to Interiin Audit Report
SFC did not file any amended reports in response to the Interim Aud Report Ina
subsequent communication, however, the candldate stated that the requeste amendments
would be filed in the near future o Eiy

|

| Finding 2. Receipt o.f yparent Prohlbited Contributions

Summary 5 -

Based on a review: of allhcontﬁbutrons received by § SFC ‘the Audlt staff identified 15
contributions totalmg $9,994: that appear to be_from prohlbrted sources. The Interim
Audit Report recommended that*SFC demo trate that it made the contributions with
permissible funds or refund them In response to. the Interim Audit Report, SFC stated
that oneioft ¢ ".questron ‘was refunded one was not incorporated, 12 were
from sole oFs:or partI{ershlps aid one was not prohibited but resulted from a
vendor, error. HoweversSFC provided no documentation to support its statement and
therefore e Audit sta ] con‘mders the contributions totaling $9,994 apparent
:contributions. % o

Lontributions — General Prohihitien. Candidates and
t contributions (in the form of money, in-kind contributions
or loans) from the t¢asiiry funds of the following prohibited sources:

e corporations (this means any incorporated organization, including a non-stock
corporation, an incorporated membership organization, and an incorporated
cooperative);
labor organizations; or
national banks. 2 U.S.C. §441b.

B. Definition of Limited Liability Company. A limited liability company (LLC) is a
business entity recugnized as an LLC under the laws of the state in which it was
established. 11 CFR §110.1(g)(1).



C. Applications of Limits and Prohibitions to LLC Contributions. A contribution
from am LLC is subject to contributien limits and prohibitions, depending on several
factors, as explained below:

t. LLC as Partnership. The contribution is considered a contribution from a
partnership if the LLC chooses to be treated as a partnership under Internal
Revenue Service (IRS) tax rules, or if it makes no cheice at all abonk its tax
status. 11 CFR §110.1(g)(2).

2. LLC as Corporation. The contribution is considered a corporate
contribution—and is barred under the Act—if the LLC chooses to be treated
as a corporation under IRS rules, or if its shares are traded publicly. 11 CFR
§110.1(g)(3).

3. LLC with Single Mermiber. The contribution is. cons1dered a contribution Irom
a single indivilual if the LLC is a single-member LLC that has not chosen to
be treated as a carporation under IRS ;ul'es 11 CFR §110.1(a)(4).

4. At the time it makes the contnbutlon an LL.C shall prov1de to the recipient
commiftee information on how~the\contnbutlon is to be attnbuted and affirm
that it is eligible to make. the contrlbution 11,CFR §110. 1(g)£5)

£

D. Questionable Contributions. Ifa contrlbutlon that presents genuine qu‘egtlons
about its permissibility is receivéd-and deposited, the'treasurer shall make his or her
best efforts to determine whether it is from'a prohlblted source. If the legality of the
contribution cannot be verified in 30 days of the treasurer’s receipt, it shall be
refurxded 10 the co Butor 11 CFR §103.3(b)(1).

N

Facts aad Analxsi\n

) "\
A. Facts.- . '

Based on a revnew of all cqntnbutlons recelved by SFC, the Audit staff identified 15
contributions totaling $9,994- that appear to-be from prohibited sources. This amount
includes contributions from 12 'LLCs, totaling $7,720, two corporations, totaling $700,
and one natlonal bank, totaling $1, 574

The Audlt staff requested that SFC prov1de doeumentation confirming how each LLC
eleeted to be treated under IRS rules at the timo the contributioas were made. To date,
SFC has providedino sueh documentation. The Audit staff verified the corporate status
with the appropriate Secretanes of State and could not determine the status of one of the
entities.

SFC incurred a negative bank account balance in November 2010, when it overdrew its
account with a debit charge for a rental car. In January 2011, the account was closed
when the bank posted a $1,574 credit. SFC provided no information to indicate that the
credit posted by the bank was the result of a deposit by the committee.

B. Interim Audit Repor¢ & Audit Divisicn Recemimendation
The Audit staff requested that SFC provirde docnmentation from the bank explaining this
transaction. The candidate stated that SFC would provide a letter from the bank. To



date, no such letter has been provided. The Audit staff and committee representatives
discussed this matter at the exit conference held at the end of audit fieldwork. The Audit
staff requested that SFC provide documentation verifying that the contributions in
question were permissible. Te ddte, SFC has not submitted any additional documentation
concering this maiier.

The Interim Audit Report recommended that SFC provide evidence demonstrating that
the contributions in question were made with permissible funds. For the cantributions
from LLCs, it was recommended that SFC provide documentation from each entity
explaining its tax treatment. It was further recommended that SF C provide
documentation from the bank explaining the $1,574 credlt»pygsted to SFC’s account.

The Interim Audit Report stated that if SFC did no(t'p'ré déxemdence that the funds were
perm1ss1ble 1t should have made refunds to thg nmbutorsfé ;

In addition, if funds were not available to m
the Audit staff requested that SFC.disclose the ce,%
Schedule D (Debts and Obligatiorié‘)iimtil funds be

result of a vendor error, and 12 were - “b ol e pronnetors or partnerships.
In its response, SFC explained that the vendor,error resulted from a double charge by a
rental car-company, which led to a negatlve balance in the committee’s bank account.
According to-SFC, the $1,574 credited: by the bank to SFC’s account occurred after SFC
waj ed with both'the bank and the rental car: cqmpany to correct a duplicate charge by
the reptal car company.. The SFC did not submit any documentation in support of this
explananon so the Audit staff still consldcrs the $1,574 to be an apparent prohibited
conmbutlon frem the bank

With respect to‘the contnbutlon SFC stated was not incorporated, the Aedit staff was
unable to verify its. porporate status with the Secretary of State. However, since the name
on the contribution check included “Inc.,” the Audit staff still considers this item to be an
apparent prohibited contribution.

SFC did not document the contribution it claimed to have refunded or the 12
contributions SFC claimed were made by sole proprietors or partnerships. Without
further documentation to support the statemerts above, SFC did not comply with the
Interitn Audit Report recommendation. The Audit staff considers the contributions
totaling $9,994 to be apparent prohibited contributions.



