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FEDERAL ELECTION COMMISSION
WASHINGTON. D.C. 20463

S February 4, 1983

Ronald E. Robertson, Esquire
Musick, Peeler & Garrett
Suite 1175 Ring Building
1200 Eighteenth Street, N.W.
Washington, D.C. 20036

RE: MUR 1401 (81)

Dear Mr. Robertson:

On January 26, 1982, the Commission found reason to believe

that the Reagan Bush Committee and the Reagan Bush Compliance Fund
violated 11 C.F.R. S 9003.3(a)(2)(i) in connection with the

o3 above-referenced MUR. However, after considering the
circumstances of this matter, the Commission has determined to

tA take no further action and close its file. The file will be made
part of the public record within 30 days. Should you wish to

N submit any materials to appear on the public record, please do so
within 10 days.

oD If you have any questions, please direct them to Beverly
Kramer at 523-4057.

Sincerely,

Charles N. Steele00/ o~S Y

Associate General Counsel



ob ' FEDERAL ELECTION COMMISSION
WASHINGTON, D.C 20463

February 4, 1983

Mr. Curtis Mack, Treasurer
Reagan Bush Committee
Reagan Bush Compliance Fund
10769 Ohio Avenue
Los Angeles, CA 90027

RE: MUR 1401

Dear Mr. Mack:

Enclosed please find a copy of a letter which we are

rN forwarding to Mr. Ronald E. Robertson, special counsel

representing the Reagan Bush Committee and Reagan Bush

Compliance Fund in the above-captioned matter.

Sincerely,

Charles N. Steele
Gener Counsy.o/

BY: nneh.-Gros
Associate General Counsel

Enclosure
Letter to Mr. Ronald E. Robertson



f FEDERAL ELECTION COMMISSION
WASHINCTON. D.C. 20463

February 4, 1983

John J. Duffy, Esquire
Pierson, Ball & Dowd
1200 18th Street, N.W.
Suite 1000
Washington, D.C. 20036

RE: MUR 1401

NDear Mr. Duffy:

o3 Enclosed please find a copy of a letter which we are

forwarding to Mr. Ronald E. Robertson, special counsel

representing the Reagan Bush Committee and Reagan Bush

Compliance Fund in the above-captioned matter.

Sincerely,
Charles N. Steele

Associate General Counsel

Enclosure

Letter to Mr. Ronald E. Robertson
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BEFORE THE FEDERAL ELECTION COMMISSION

In the Matter of

Reagan Bush Committee
Reagan Bush Compliance Fund

MUR 1401

CERTIFICATION

I, Marjorie W. Emmons, Secretary of the Federal

Election Commission, do hereby certify that on February 3,

1983, the Commission decided by a vote of 6-0 to take the

following actions in MUR 1401:

1. Take no further action
against the Reagan Bush
Committee and the Reagan
Bush Compliance Fund
regarding a violation of
11 C.F.R. S 9003.3(a)(2)(i).

2. Close the file in MUR 1401.

3. Approve and send the letter
to the respondents in MUR 1401
as submitted with the General
Counsel's Report dated January 31,
1983.

Commissioner Aikens, Elliott, Harris, McDonald, McGarry

and Reiche voted affirmatively in this matter.

Attest:

____ ___ ~ ~ i/~c~&z) ,

Marjorie W. Emmons
Secretary of the Commission

Received in Office of Comminion Secretary:
Circulated on 48 hour tally basis:

1-31-83, 1:37
2-1-83, 11:00

Date



January 31, 1983

MEMORANDUM TO: Marjorie W. Emmons

FROM: Phyllis A. Kayson

SUBJECT: MUR 1401

Please have the attached General Counsel's Report

distributed to the Commission on a 48 hour tally basis

as a sensitive matter. Thank you.

Attachment

cc: Kramer

00



BEFoRE TH FDERALCTIOW CoWISSOU c..

In the Matter of )'u 31 P

Reagan Bush Committee ) MUR 1401 (81)
Reagan Bush Compliance Fund )

3WENERAL COUNSEL'S REPOR SEfl'JE

I. Background

The issues involved in this matter were brought to the

attention of the Office of General Counsel by referral from the

Commission's Audit Division. On January 26, 1982, the Commission

found reason to believe that the Reagan Bush Committee ("RBC")

and the Reagan Bush Compliance Fund ("the Compliance Fund")
Ln violated 11 C.F.R. S 9003.3(a)(2)(i) by expending private
!01$

contributions of the Compliance Fund to defray operating costs of

RBC. The amount involved in the violation is $322,332.11.1/

By letter dated June 18, 1982, Respondents requested pre-

probable cause conciliation. The Commission responded that it

would be prepared to enter into pre-probable cause conciliation

upon completion of follow-up fieldwork.

Subsequently, RBC took corrective actions to mitigate a

violation of 11 C.F.R. S 9003.3(a) (2) (i).

II. Factual and Legal Basis

Respondent, Reagan Bush Committee ("RBC"), registered with

the Commission on May 29, 1980 under the name Reagan for

1/ The record before the Commission on January 26, 1982 indicated
that the amount involved in the violation was $316,188.16. Based
on the results of follow-up fieldwork, this figure has increased
to $322,332.11.
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President General Election Committee and served as the principal

campaign committee of Ronald Reagan, the Republican candidate for

President of the United States. RBC operated with federal funds

received under 26 U.S.C. 5 9006(b).

Respondent, Reagan Bush Compliance Fund ("the Compliance

Fund"), registered with the Commission on May 29, 1980, under the

name Reagan for President Compliance Fund and served as an

authorized committee of Ronald Reagan. The Compliance Fund was

established under 11 C.F.R. S 9003.3.

A. The Applicable Law
IN

Section 9003.3 of Title 11, Code of Federal Regulations,

permits a candidate, receiving full federal funding for his or

N, her general election campaign, to establish a separate account

known as a legal and accounting compliance fund. A candidate may

o accept private contributions to a legal and accounting compliance

07 fund if such contributions are received and disbursed in
accordance with this section.

Subsection (a)(2)(i) of 11 C.F.R. S 9003.3 provides, in

relevant part, that private contributions to the legal and

accounting compliance fund "may be used in accordance with

]- C.F.R. S 9003.3(a)(2)(ii) to defray the cost of legal and

accounting services provided solely to ensure compliance with
2 U.S.C. S 431 et seq. and 26 U.S.C. S 9001 et seq." Subsection

(a) (2)(ii) states that "[p]ayments may not be made under

11 C.F.R. S 9003.3(a)(2)(i) for any legal and accounting

services or related costs which are not performed solely to
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ensure compliance with 2 U.S.C. S 431 et seq. and 26 U.S.c.

S 9001 et seq."

Legal and accounting services which are provided solely to

ensure compliance with 2 U.S.C. S 431 et seg. or 26 U.S.C.

S 9001 et seq. are "qualified campaign expenses" which may be

paid with federal funds received under 26 U.S.C. S 9006(b). If

federal funds are used to pay for such services, the payments

count against the candidate's expenditure limitation in 2 U.S.C.

S 441a(b)(1)(B). Such services may also be paid from a legal and

47 accounting compliance fund established in accordance with

N 11 C.F.R. S 9003.3. If payments for such services are made from

the legal and accounting compliance fund, the payments are not

attributable to the candidate's overall expenditure limitation.

11 C.F.R. S 9002.11(b)(5).

B. The Facts Giving Rise to the Comission's Finding of
a Violation

The facts of this case are more fully set out in the First

General Counsel's Report to the Commission.2/ However, to

004 summarize briefly, the facts are as follows.

Between May 29, 1980 and December 31, 1980 the Compliance

Fund expended $1,512,152.26 to defray expenditures which RBC had

designated as legal and accounting costs exempt from the

expenditure limitation in 2 U.S.C. S 441a(b). The expenditures

represented payment for 100% of the payroll, overhead and

2/ This report was before the Commission on January 26, 1982.
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computer costs relating to the functions of the Treasurer's

Office, as well as, 100% of the computer costs relating to the

legal and accounting functions of RBC.

In January of 1981 the Commission undertook an audit of RBC

and the Compliance Fund pursuant to its authority under 26 U.S.C.

5 9007(a). Based on a review of disbursements made from the

Compliance Fund, the Commission's audit staff found that the

Compliance Fund had assumed full payment for costs which were

required to be allocated between RBC and the Compliance Fund.

According to the Commission's audit staff, the allocable

expenditures consisted of costs for services which were not made

solely to ensure compliance with 2 U.S.C. S 431 et seq. and

N 26 U.S.C. S 9001 et seq. as, for example, the salaries of

individuals whose duties and responsibilities were divided

between campaign and compliance activities.

The Commission's audit staff calculated that the allocable

Ct portion of costs which benefited RBC and which should have been

treated as operating costs subject to the limitations in 2 U.S.C.

S 441a(b) totaled $322,332.11. Of this amount, RBC reimbursed

the Compliance Fund $137,883.67.

On January 26, 1982, the Commission found reason to believe

that RBC and the Compliance Fund violated 11 C.F.R.

S 9003.3(a) (2) (i) by expending private contributions of the

Compliance Fund to defray operating costs of RBC.
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C. Corrective Actions taken by Respondents.

Subsequent to receiving notice of the Commission's finding

in this matter, RBC took corrective actions to mitigate a

violation of 11 C.F.R. S 9003.3(a)(2)(i). Specifically, RBC

submitted documentation and information (which it supplemented on

September 8 and November 22, 1982) to show that there were

sufficient compliance costs paid from the Federal Fund accounts

of RBC to offset the remainder of Compliance Fund expenditures

($184,448.44) that benefited RBC. See Attachments I, II and III.

The costs consisted of 4.2% of the salaries and overhead costs of

its national headquarters and state offices which performed

services (e.g., reporting and recordkeeping) that were necessary

to ensure compliance with 2 U.S.C. S 431 et seq. and 26 U.S.C.

S 9001 et seg. In general, this allocation was supported by

documentation detailing the total amount of salaries and overhead

costs for the national headquarters and state offices and an

affidavit from the former assistant treasurer of RBC explaining

how RBC arrived at an allocation of 4.2% as a reasonable

calculation of compliance-related expenditures paid from the

federal fund accounts of RBC. Upon receipt of the documentation,

the Commission's audit staff reviewed RBC's records and found

this allocation to be reasonable. See Attachment IV.

D. Discussion

In that RBC spent sufficient funds for compliance purposes

out of its operating accounts, there was no net gain realized by

RBC or the Compliance Fund and thus private funds did not inure

to the benefit of the RBC operating accounts.
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In view of the corrective action taken in this matter and

the auditors' verification of that action, the Office of General

Counsel recommends that the Commission take no further action and

close the file on HUR 1401.

III. Recom endation

1. Take no further action against the Reagan Bush Committee

and the Reagan Bush Compliance Fund regarding a violation of

11 C.F.R. S 9003.3(a) (2) (i).

2. Close the file in MUR 1401.

3. Approve and send the attached letter to the respondents

in MUR 1401.

N" Charles N. Steele
General Counsel

Of 3 ~BY: zz:m1Date Kenneth A. Gross
Associate General Counsel

Attachments
I. Affidavit of Scott B. MacKenzie dated September 7, 1982.
II. Supplemental affidavit of Scott B. MacKenzie dated

September 8, 1982.
III. Supplemental affidavit of Scott B. MacKenzie dated

November 22, 1982.
IV. Audit Memorandum of December 1, 1982.
V. Letter to Respondents.
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Attention: Kenneth Gross

Re: MUR 1401

V'n Dear Mr. Gross:

Pursuant to our recent discussion, enclosed 
please find

executed Affidavit of Scott B. Mackenzie, 
Assistant Treasurer

of the Reagan Bush Committee during the 
general election

c-) campaign period, regarding compliance 
related expenses paid

from the general election fund.

Mr. Mackenzie's supplemental affidavit on this matter will

be provided within the next several days.

for Iusick, Peeler & Garrett

RER:nb
Enclosure
cc: Mr. Curtis Mack (w/encl.)
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ATTACH ENT I PAG of9 .

AFFIDAVIT OF SCOTT B. MACKENZIE

I, SCOTT B. MACKENZIE, being duly sworn, hereby depose

and say that:

1) I was the Assistant Treasurer of the Reagan-Bush

Committee during the general election campaign period..

2) As part of the settlement of MUR 1401, I have under-

taken to estimate the amount of monies paid from the general

--election fund to defray compliance related expenses. My approach,

which was adopted in consultation with members of the staff of the

Federal Election Commission, was to determine the amount of

overhead expenses paid by the Committee and then to estimate the

percentage of those expenses that was devoted to compliance

related matters. The results of my analysis are attached as

Appendix A.

V 3) The category of "State and Local Expenses" in Appendix

p. 1 requires some further explanation. In the Committee's general

ledger, the category of "State and Local Expenses" included

expenses other than overhead. In order to isolate that portion

of the expenses in this category that is attributable to overhead

costs, I examined the breakdown of "State and Local Expenses" that

is set out in the post-election FEC report. The results of thi-

examination are attached as Appendix B.

4) My analysis showed that 19.75% of the expenses

categorized in the Committee's general ledger as "State and

Local Expenses" were attributable to overhead. By multiplying



ATTACHMENT I, PAGE 3 of 9

this percentage by the total expenses in the "State and Local

Expenses" category, I reached the overhead figure shown in

Appendix A.

5) Based on my general knowledge of the activities at

the campaign headquarters, including Campaign '80, and the state

and local offices of the campaign, I estimate that in addition

to those expenses previously identified as specifically relating

to compliance at least 57 of the overhead expenses of these offices

were attributable to compliance activities. To insure a

o conservative estimate, for purposes of this showing, I shall

, estimate that the percentage of total overhead expenses attributable

N" to compliance related activities was only 4.66%, and consequently,

the total amount of general election expenditures identified

clearly as compliance related activities totalled $185,000.

Subscribed and sworn to before me this j_ day of

August, 1982.

Potary Public

My Commission expires:
1.C01MMISSION EXPIRES

%WMEL% &9.,



ATTACHMENT I, PAGE 4 of 9

Appendix A

REAGAN BUSH COMMITTEE
ANALYSIS OF OVERHEAD EXPENDITURES

MUR 1401

Category of Expenditure

Permanent Staff

Office Rent & Utilities.

Furniture & Equip. (Rented)

Furniture & Equip. (Purchased)

Telephone

Fringe Benefits

Payroll Taxes

State & Local Expenses
($2,074,945.65 x 19.757.)

TOTALS

re) Hieadquarters. Expenditures
C State Expenditures

Total Overhead Expenditures

State Offices

$728,405.00

154,717.93

97,696.63

1,236.26

296,978.18

2,471.56

3,477.40

409,801.77

$1,694,784.73

* Headcuarters

$1,489,927.00

153,871.40

84,995.58

57,770.83

319,056.39

126,420.43

.45,038.50

-0-

$2,277,080.13

2,277,080.13
1,694s784.73

3,971,864.86

Appendix A

-1-
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REAGAN BUSH COMMITTEE
HEADQUARTERS PERMANENT STAFF

MUR. 1401

Chairman

Planning & Strategy

National Political

National Advertising

Counications

Research

Scheduling

,,, Reagan Tour

- Bush Tour

Voter Groups

Operations

$ 71,365
29,202

232,347

423,580

132,711

173,469

158,605

15,575

70,788

116,760

65,525

$i1,489t927
TOTALS

C
Appendix A

-2-



"WTACHMENT I , PAGE 6 Of 9W'
Appendix B

REAGAN BUSH COMMITTEE
ANALYSIS OF STATE & LOCAL EXPENSE CATEGORY

MUR 1041

State

AlabAma

Alaska

Arizona

Arkansas

California

Colorado

Connecticut

Delaware

Florida

Georgia

Hawaii

Idaho

Illinois

Indiana

Iowa

Kansas

SUBTOTALS

Expenditures Reported

12,827.19

4,649.63

8,436.54

5,4$9.67

103,653.15

5,886.04

10,402.30

10,129.55

109,621.92

141.98

9,201.11

3,240.37

140,913.65

29,504.44

4,081.00

3,168.20

461,316.-74

Overhead

4,987.05

368.06

570.68

1,068.92

21,948.76

2,148.45

118.26

1,498.17

6,293.13

141.98

2,388.56

1,549.49

60,982.43

1,794.38

1,515.30

982.59

108,356.81

Appendix

-1-

N

0



-ATTACHmENT I, PAGE 7 of 9

ANALYSIS OF STATE & LOCAL EXPENSE CATEGORY
(CONTINUED)

Expenditures Reported Overhead

Balance Forward

Kentucky

Louisiana

Maine
Maxryland

Massachusetts

Michigan.

Minnesota

, Mississippi

Missouri

-o Montana

Nebraska

Nevada

c New Hampshire

New Jersey

New Mexico

New York

SUBTOTALS

461,316.74

7,960.87

33,194.83

33,758.58

23,878.82

3,718.58

44,992.02

2,805.52

16,478.64

31,366.77
-0-

1,533.93

1,524.46

11,976.39

97,538.44

20,045.49

3 184.72

795,274.80

108,356481

949.15

1,734.01

9,869.43

4,343.29

105.35

4,519.90

812.74

.2,180.93

4,245.71

-0-*

830.71

1,009.30

2,123.88

6,173.64

7,244.72

2,1J4.13

157,283.70

Appendix B

-2-

State
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ANALYSIS OF STATE & LOCAL EXPENSE CATEGORY
(CONTINUED)

Expenditures Reported

Balance Forward

North Carolina

North Dakota

.Ohio

Oklahoma

Oregon,

Pennsylvania

Rhode Island

South Carolina

South Dakota

Tennessee

Texas

Utah

Vermont

Virginia*

Washington

West Virginia

Wisconsin

Wyoming

795,274.80

2,831.15

994..22

121,62.3.00

9,498.46

50,904.08

162,155.80

2,255.28

41,275.88

1,098.50

22,436.15

92,511.50

-0-

14,681.73

20,584.51

60,134.19

1,124.68

38,425.1.2

3,175.66

$1,440,984.71

(1007.)

State

$284,525.10

(19.75)

Appendix B

-3- .

Overhead

157,283.70

1,410.43

560.82

37,246.78

4,319.01

2,298.75

22,213.56

1,073.23

.17,109.71

58.5.0

8,915.93

12,739.75

0-

998.47

7,1o3.73

6,569.40

7.48.27

3,765.18

109.88

C

r7

TOTALS

CT
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.REAGAN BUSH COMMITTEE
ANALYSIS OF STATE & LOCAL EXPENSE CATEGORY

MUR 1401

Expenditures included as Overhead:

(1) Postage, Freight & Shipping

(2) Utilities

(3) Equipment Rental

(4) Xeroxing

(5) Office Supplies

(6) Petty Cash

(7) Refreshments

(8) Stationary

(9) Bank Charges

(10) Office Rent

(11). Telephone

Appendix B

-
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Charles N. Steele
General Counsel
Federal Election Commission
i325 K Street, N.W.

• Washington, D.C. 20463

V^ Attention: Kenneth Gross

RE: MUR 1401

Dear Mr. Gross:

Enclosed please find executed Affidavit
supplementing his Affidavit dated August.30,
to you on September 7, 1982.

of Scott B. Mackenzie,
1982 which was sent

Yours-truly, -

lonald E. Rd"ertson
for Musick, Peeler & Garrett

RER:nb
Enclosure
cc: Mr. Curtis Mack (w/encl.)



" @ ATTACHMENTpPAGE 2 3

SUPPLEMENTARY AFFIDAVIT OF

SCOTT B. MACKENZIE

I, Scott B. Mackenzie, being duly sworn, hereby depose and

say that.:

1. This affidavit supplements my affidavit, dated

August 30, 1982.

2. My duties as the Assistant Treasurer of the Reagan-Bush

Conmittee during the general election period included monitoring

compliance-related activities, both at the national headqukrters

and state offices.

C 3. In my aforementioned affidavit, I estimated that

compliance-related activities in the campaign headquarters,

including Campaign '80 and the state and local offices of the

"I campaign, constituted 5% of the overhead expenses of these

,"Nr offices.

4. The compliance-related activities that were conducted

in the state offices included: monitoring and documenting

expenditures, reporting these expenditures to the national

headquarters, typing reports of these expenditures, comunicating

on compliance-related activities with members of the national

staff, and communicating with state and local party officials

concerning compliance with the federal election laws. The

activities conducted at the offices of Campaign '80 were similar.
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ATTACHMENT II, PAGE 3 of 3

Persons on the national staff devoted time to setting compliance-

related policy and monitoring and coordinating the compliance

activities of the state and local offices and Campaign '80.

Subscribed and sworn to before me this X 4 day of

September, 1982.

Notary Public

C My Commission expires: /d/ol /io 3



* ATTACHMENT III, PAGE * 4 _ 4

AFFIDAVIT OF SCOTT B._MACKENZIE

i, SCOTT B. MACKENZIE, being dul," sworn, hereby depose

and say that:

1) I was the Assistant Treasurer of the Reagan-Bush

Committee during the general election campaign period.

2) As part of the settlement of .JR 1401, I have

undertaken to revise my estimate of the amount of monies paid

from the general election fund to def-ra, compliance related

expenses. My approach, which was adcpted in consultation with

meimbers of the staff of the Federal Election Commission, was to

0 determine the amount of overhead expe.nses paid by the Co=ittee

and then to estimate the percentage cf hose expenses that was

4.1 devoted to compliance related matters. h.ne results of my

0. analysis are attached as Appendix A.

Vr 3) Based on my general knowledge of the activities at

-he campaign headquarters, includir. Campaign '80, and the state

and local offices of the campaign, I es:-mate that in addition

to those expenses previously identified as specifically relating

to compliance, at l~ast 5% of the overhead expenses of these

offices were attributable to co-mpliance activities. Toinsure

a conservative estimate, for purposes c: this sho'ing, I shall

esti.-ate that the percentage of to:al cverhead expenses

13
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attributable to compliance related ac-!..ities was only 4.20%,

and consequently, the total amount of general election

expenditures identified clearly as co-.-Iiance related

activities totalled in excess of $185,CD0.

Subscribed and sworn to before =e this 22nd day of
C,

November, 1982

"\o:ary Public

My Commission expires:

0

e_
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REAGAN BUSH C0ITTEE
ANALYSIS OF OVERHEAD EXPEN-DI-URES

IMUR 1401

Category of Expenditure Stare Offices

Permanent Staff $1, 039,453.68
O.ice Rent & Utilities 154,717.53
Furniture & Equip. (Rented) 97,696.63
Furniture & Equip. (Purchased) 1,236.26
Telephone 296,978.18
Fringe Benefits -0-
State & Local Expenses 446,240.67

TOTALS $2,036,323.35

*. -eadquarters Expenditures
State Expenditures

Total Overhead Expenditures

Headauarters

$1,630,761.04
153,871.40
84,995.58
57,770.83

319,056.39
126,420.43

-0-

$2,372,875.67

$2,372.875.67

2,036,323.35

4 ,409 ,199. 02

0
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REAGAN BUSH COMMITTEE
HEADQUARTERS PERMANENT ST.FF

MUR 1401

Chairman
Planning & Strategy
National Political
Communications
Research
Scheduling
Reagan Tour
Bush Tour
Voter Groups
Operations

TbTALS

70,250.90
40,592.87
222,966.73
213,808.86
249,448.22
303,128.85
33,271.71

126,902.70
223,077.79
:47 ,312.41

$. ,630,761.04

0
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. FEDERAL ELECTION COMMISSIO1"
WASMHNCION. DC 20463

Dece.-- 1, 1982

MIEMORNU

TO: CHARLES N. STEELE
GENERAL COUNSEL

THROUGH: B. ALLEN CLUTTER /I/

STAFF DIRECTOR

FROM: BOB COSTA

" SUBJECT: ALLOCATION OF REAGAN BUSH C0m 24TTEE EXPENDITURES

TO THE REAGAN BUSH COMLIA1;:'%E FUND, RE: KUR 1401

The Reagan Bush Committee ("the P3C" or "the Co-ittee )

file* its response to MUR 1401 with the Of of
1J0 on September 9, 1982. The Office of Gene:al Counsel referred the

response to the Audit Division on Septer. 0, -982 and
I ecues:eC zhat we review it in accordance -:th the :rovisions

+., cutline in the Audit Division's August i , 1982 meroranduh.'e Audit staff cc. Azt-d the RBC' Cc..... s

(:9 receiving the response from the Office of General Counsel to set

a mutually agreeable date to commence the review. Because the

Audit staff was involved in other in-house audit wrap-Up work on

Cj Reagan For President and the RBC, the fiel- review was not

ccmmenced until November 2, 1982. However, the staff

n. dis.ontinued the review on this same date because RBC records
..supporting certain expenditure categories ccntained in the= ,,-" --o t n c e t i e x pe e6u t e d t h e s e r e c o r d s

allocation were not made available. 1i r ue t s os

from RBC's Counsel and former Treasurer on numerous occasions

after November 2, 19S2.
On :~ovember 22, 1962, the RBC presen-e! an affidavit to the

- staff which ccntained the Commi. tee' e',ised estimates of

monies paid fro the general election fund to defray compliance--

related expenses (see Exhibit A). This a:-idavit aended the

RBC's res -nse to !lUR 1401 filed with the sficc of General

Ocel c- aeptember 9, 1982.

CO"='-W0



TO CALES N. STEELE w

The Audit staff reviewed the .IBC records supporting each
expenditure category contained in the affidavit. Further, the
Audit staff verified that salaries and overhead costs associated
with the operations of the campaign headquarters and state
offices, totaling $4',409,199.02, were made from the general
election fund (federal funds). A portion of these expenses are
allocable to compliance related activities.

The RBC estimated that at least 5% of these expenditures
were attributable to compliance-related activities; however, the
RBC has identified only 4.2% of the $4,409,199.02 or $185,186 as
compliance related.

It is our opinion, based o our review of 3C records, that
the RBC expended at least $185,186 for compliance-related goods
and services. Further, this amount may be viewed as an offset to
the amount of operating expenditures ($184,448.44) paid from the
Reagan Bush Compliance Fund as noted in MUR 1401.

Should you have any questions, please contact Charlie
Hanshaw or Tom Nurthen at extension 3-4155.

Attachments:

Exhibit A - Affidavit of Scott B. Mackenzie - Received November
22, 1982

cc: Dan Blessington - OGC

P'..

MEMORAN
Page 2



TTcaHmNTV ge 1 of

FEDERAL ELECTION COMMISSION
WASHINGTON, D.C. 20463

Ronald E. Robertson, Esquire
Musick, Peeler & Garrett
Suite 1175 Ring Building
1200 Eighteenth Street, N.W.
Washington, D.C. 20036

RE: MUR 1401 (81)

Dear Mr. Robertson:

On January 26, 1982, the Commission found reason to believe
S that the Reagan Bush Committee and the Reagan Bush Compliance Fund

violated 11 C.F.R. S 9003.3(a)(2)(i) in connection with the
0 above-referenced MUR. However, after considering the

circumstances of this matter, the Commission has determined to
take no further action and close its file. The file will be made
part of the public record within 30 days. Should you wish to
submit any materials to appear on the public record, please do so
within 10 days.

If you have any questions, please direct them to Beverly

Kramer at 523-4057.

0 Sincerely,



82aNOV22 P2:4
AFFIDAVIT OF SCOTT B. MACKENZIE

I, SCOTT B. MACKENZIE, being duly sworn, hereby depose

and say that:

1) I was the Assistant Treasurer of the Reagan-Bush

Committee during the general election campaign period.

2) As part of the settlement of MUR 1401, I have

undertaken to revise my estimate of the amount of monies paid

from the general election fund to defray compliance related

expenses. My approach, which was adopted in consultation with

members of the staff of the Federal Election Commission, was to

determine the amount of overhead expenses paid by the Committee

and then to estimate the percentage of those expenses that was

devoted to compliance related matters. The results of my

analysis are attached as Appendix A.

3) Based on my general knowledge of the activities at

the campaign headquarters, including Campaign '80, and the state

and local offices of the campaign, I estimate that in addition

Ca to those expenses previously identified as specifically relating

to compliance, at least 5% of the overhead expenses of these

offices were attributable to compliance activities. To insure

a conservative estimate, for purposes of this showing, I shall

estimate that the percentage of total overhead expenses



0
- 2 -

attributable to compliance related activities

and consequently, the total amount of general

expenditures identified clearly as compliance

activities totalled in excess of $185,000.

was only 4.20%,

election

related

Subscribed and sworn to before me this 22nd day of

November, 1982.

Notary Public

My Commission expires:
C".

M'y A'Omi; res C-ct. 31, 1983
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Appendix A

REAGAN BUSH COMMITTEE
ANALYSIS OF OVERHEAD EXPENDITURES

MUR 1401

Category of Expenditure State Offices

Permanent Staff $1,039,453.68
Office Rent & Utilities 154,717.93
Furniture & Equip. (Rented) 97,696.63
Furniture & Equip. (Purchased) 1,236.26
Telephone 296,978.18
Fringe Benefits -0-
State & Local Expenses 446,240.67

TOTALS $2,036,323.35

Headquarters Expenditures
State Expenditures

Total Overhead Expenditures

Headquarters

$1,630,761.04
153,871.40
84,995.58
57,770.83

319,056.39
126,420.43

-0-

$2,.372_875.67

$2,372,875.67

2,036,323.35

$4,409,199.02



REAGAN BUSH COMMITTEE
HEADQUARTERS PERMANENT STAFF

MUR 1401

Chairman
Planning & Strategy
National Political
Communications
Research
Scheduling
Reagan Tour
Bush Tour
Voter Groups
Operations

TOTALS

$ 70,250.90
40,592.87
222t966.73
213,808.86
2499448.22
303,128.85
33,271.71

126,902.70
223,077.79
147,312.41

$1,630,761.04
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LOS ANGELES. c iA!IFORNIA

(213) 629 1OO

NEWPORT BEACII OFFICE

SUITE 900

4000 MACARTHUR BOULEVARD

NEWPORT BEACH. CALIFORNIA

(714) 75-6100

MUSICK, PEELER & GARRETT
A LAW PARTNCRSIHIP INCLUDING PROFCSSIONAL CORPORATIONS

SUITE 1175 RING BUILDING

12OO IGHTEENTH STREET N.W.

WASHINGTON. D.C. 20036

TELCPNONE (808
) 

775-14?

September 8, 1982

EEVATrTHEQ I
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ELVON MUSICK 1111I0-19S

LEROY A. OARETT SO6-1SO)

D C

SUITE 1500

lie SEVN' .OaO STREt'
DENVER.M&ORADO I11

(3031 '83-721 ; I

WRITER'S DIRCCT DIAL NUMBER

-o

Charles N. Steele
General Counsel
Federal Election Commission
1325 K Street, N.W.
Washington, D.C. 20463

Attention: Kenneth Gross

RE: MUR 1401

Dear Mr. Gross:

Enclosed please find executed Affidavit
supplementing his Affidavit dated August 30,
to you on September 7, 1982.

of Scott B. Mackenzie,
1982 which was sent

Yours-ruly,

on ld E. Roertson
for Musick, Peeler & Garrett

RER:nb
Enclosure
CC: Mr. Curtis Mack (w/encl.)



SUPPLEMENTARY AFFIDAVIT OF

SCOTT B. MACKENZIE

I, Scott B. Mackenzie, being duly sworn, hereby depose and

say that:

1. This affidavit supplements my affidavit, dated

August 30, 1982.

2. My duties as the Assistant Treasurer of the Reagan-Bush

Committee during the general election period included monitoring

compliance-related activities, both at the national headquarters

and state offices.

3. In my aforementioned affidavit, I estimated that

compliance-related activities in the campaign headquarters,

including Campaign '80 and the state and local offices of the

campaign, constituted 5% of the overhead expenses of these

offices.

4. The compliance-related activities that were conducted

in the state offices included: monitoring and documenting

expenditures, reporting these expenditures to the national

headquarters, typing reports of these expenditures, communicating

on compliance-related activities with members of the national

staff, and communicating with state and local party officials

concerning compliance with the federal election laws. The

activities conducted at the offices of Campaign '80 were similar.
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Persons on the national staff devoted time to setting compliance-

related policy and monitoring and coordinating the compliance

activities of the state and local offices and Campaign '80.

Subscribed and sworn to before me this g-~day of

September, 1982.

Notary Public

My Commission expires:. 0 '3f



MUSICK, PEELER & GARRETT
A LAW PAXNKUNIP INCLUINO tRMO3@MNAL CORPORATIONS

SUITE 11715 MING SUILOING

100 EIGHTEENTH STIrl[T 14.W.

WASHINGTON. D.C. 30030

Charles E,

Federal . O SI $ssion
1325 K Str ,
Washington,-D.C. 20463

Attention: Kenneth Gross

4m
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LOS ANGELES OFFICE

ONE WItSHIRE BOULEVARD

LOS ANC tLES. CALIFORNIA

( 1ll 629-7600

NEWPORI BEACH OFFICE

SUITE 900

4000 MACARTHUR BOULEVARD

NEWPORT BEACH, CALIFORNIA
(714) 752-6100

MUSICK, PEELER & GARRETT
A LAW PARTNERSNIP INCLUDING PROFESSIONAL CORPORATIONS

SUITE 1175 RING BUILDING

1200 EIGHTEENTH STREET N.W.

WASHINGTON, D.C. 20036

TELEPHONE 1202) 776-148?

September 7, 1982

RECEIVEO AT THE

82SEpS All:55
ELVON MUSICK $1100-161

LEROY A. GARRETT 106-1963

DENVER OffICE

SUITE I500

710 SEVENTEENTH STREET

DENVER, COLORADO

(3031 625-5721

WRITER'S tcT DIAL MUMBER

Charles N. Steele
General Counsel
Federal Election Commission
1325 K Street, N.W.
Washington, D.C. 20463

CA acJf'

Attention: Kenneth Gross

Re: MUR 1401

Dear Mr. Gross:

Pursuant to our recent discussion, enclosed please find
executed Affidavit of Scott B. Mackenzie, Assistant TreasurerN of the Reagan Bush Committee during the general election
campaign period, regarding compliance related expenses paid
from the general election fund.

Mr. Mackenzie's supplemental affidavit on this matter will
-" be provided within the next several days.

Yours uly,

Ronald E. Robertson
for Musick, Peeler & Garrett

RER:nb
Enclosure
cc: Mr. Curtis Mack (w/encl.)



AFFIDAVIT OF SCOTT B. MACKENZIE

I, SCOTT B. MACKENZIE, being duly sworn, hereby depose

and say that:

1) I was the Assistant Treasurer of the Reagan-Bush

Committee during the general election campaign period.

2) As part of the settlement of MUR 1401, I have under-

taken to estimate the amount of monies paid from the general

election fund to defray compliance related expenses. My approach,

which was adopted in consultation with members of the staff of the

C~l Federal Election Commission, was to determine the amount of

overhead expenses paid by the Committee and then to estimate the

percentage of those expenses that was devoted to compliance

related matters. The results of my analysis are attached as

* Appendix A.

3) The category of "State and Local Expenses" in Appendix A,

p. 1 requires some further explanation. In the Committee's general

r~t ledger, the category of "State and Local Expenses" included

expenses other than overhead. In order to isolate that portion

of the expenses in this category that is attributable to overhead

costs, I examined the breakdown of "State and Local Expenses" that

is set out in the post-election FEC report. The results of this

examination are attached as Appendix B.

4) My analysis showed that 19.75%~ of the expenses

categorized in the Committee's general ledger as "State and

Local Expenses" were attributable to overhead. By multiplying
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this percentage by the total expenses in the "State and Local

Expenses" category, I reached the overhead figure shown in

Appendix A.

5) Based on my general knowledge of the activities at

the campaign headquarters, including Campaign '80, and the state

and local offices of the campaign, I estimate that in addition

to those expenses previously identified as specifically relating

to compliance at least 5% of the overhead expenses of these offices

were attributable to compliance activities. To insure a

conservative estimate, for purposes of this showing, I shall

estimate that the percentage of total overhead expenses attributable

to compliance related activities was only 4.66%w, and consequently,

the total amount of general election expenditures identified

clearly as compliance related activities totalled $185,000.

Subscribed and sworn to before me this 3rv day of

August, 1982.

My Commission expires:
UX COMMISSION EXPIRES



Appendix A

REAGAN BUSH COMMITTEE
ANALYSIS OF OVERHEAD EXPENDITURES

MUR 1401

Category of Expenditure

Permanent Staff

Office Rent & Utilities

Furniture & Equip. (Rented)

Furniture & Equip. (Purchased)
V .

Telephone

Fringe Benefits

Payroll Taxes

State & Local Expenses
($2,074,945.65 x 19.75%)

TOTALS

Headquarters Expenditures
State Expenditures

Total Overhead Expenditures

State Offices

$728,405.00

154,717.93

97,696.63

1,236.26

296,978.18

2,471.56

3,477.40

409,801.77

$1,694,784.73

Headquarters

$1,489,927.00

153,871.40

84,995.58

57,770.83

319,056.39

126,420.43

45,038.50

-0-

$2,277,080.13

2,277,080.13
1,694,784.73

3,971,864.86

Appendix A

-1-



REAGAN BUSH COMITTEE
HEADQUARTERS PERMANENT STAFF

MUR 1401

Chairman

Planning & Strategy

National Political

National Advertising

Communications

Research

Scheduling

Reagan Tour

Bush Tour

Voter Groups

Operations

$ 71,365

29,202

232,347

423,580

132,711

173,469

158,605

15,575

70,788

116,760

65,525

$1,489,927TOTALS

Appendix A

-2-



Appendix B

REAGAN BUSH COMMITTEE
ANALYSIS OF STATE & LOCAL EXPENSE CATEGORY

MUR 1041

State

Alabama

Alaska

Arizona

Arkansas

California

Colorado

Connecticut

Delaware

Florida

Georgia

Hawaii

Idaho

Illinois

Indiana

Iowa

Kansas

SUBTOTALS

Expenditures Reported

12,827.19

4,649.63

8,436.54

5,459.67

103,653.15

5,886.04

10,402.30

10,129.55

109,621.92

141.98

9,201.11

3,240.37

140,913.65

29,504.44

4,081.00

3,168.20

461,316.74

Overhead

4,987.05

368.06

570.68

l,068.92

21,948.76

2,148.45

118.26

1,498.17

6,293.13

141.98

2,388.56

1,549.49

60,982.43

1,794.38

1,515.30

982.59

108,356.81

Appendix B

-1-
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ANALYSIS OF STATE & LOCAL EXPENSE CATEGORY
(CONTINUED)

State

Balance Forward

Kentucky

Louisiana

Maine

Maryland

Massachusetts

Michigan

Minnesota

Mississippi

Missouri

Montana

Nebraska

Nevada

New Hampshire

New Jersey

New Mexico

New York

SUBTOTALS

Expenditures Reported

461,316.74

7,960.87

33,194.83

33,758.58

23,878.82

3,718.58

44,992.02

2,805.52

16,478.64

31,366.77

-0-

1,533.93

1,524.46

11,976.39

97,538.44

20,045.49

39184.72

795,274.80

Overhead

108 ,1356,81

949.15

1,734.01

9,869.43

4,343.29

105.35

4,519.90

812.74

2,180.93

4,245.71

-0-

830.71

1,009.30

2,123.88

6,173.64

7,244.72

2,784.13

157,283.70

Appendix B
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ANALYSIS OF STATE & LOCAL EXPENSE CATEGORY
(CONTINUED)

Expenditures Reported Overhead

Balance Forward

North Carolina

North Dakota

Ohio

Oklahoma

Oregon

Pennsylvania

Rhode Island

South Carolina

• South Dakota

Tennessee

Texas

Utah

Vermont

f,: Virginia

Washington

West Virginia

Wisconsin

Wyoming

TOTALS

795,274.80

2,831.15

994.22

121,623.00

9,498.46

50,904.08

162,155.80

2,255.28

41,275.88

1,098.50

22,436.15

92,511.50

-0-

14,681.73

20,584.51

60,134.19

1,124.68

38,425.12

3,175.66

$1,440,984.71

(100%)

157,283.70

1,410.43

560.82

37,246.78

4,319.01

2,298.75

22,213.56

1,073.23

17,109.71

58.50

8,915.93

12,739.75

-0-

998.47

7,103.73

6,569.40

748.27

3,765.18

109.88

$284,525.10

(19.75%)

Appendix B

-3-
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REAGAN BUSH COM*ITTEE
ANALYSIS OF STATE & LOCAL EXPENSE CATEGORY

MUR 1401

Expenditures included as Overhead:

(1) Postage, Freight & Shipping

(2) Utilities

(3) Equipment Rental

(4) Xeroxing

(5) Off ice Supplies

(6) Petty Cash

(7) Refreshments

(8) Stationary

(9) Bank Charges

N (1.0) Office Rent

(11) Telephone

Appendix B

-4 -
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FEDERAL ELECTION COMMISSION
WASHINGTON. D.C. 20463

UJuly 1, 1982

Arthur J. Dellinger, Sr.
Dellinger & Dellinger
9220 Sunset Blvd.
Suite 206
Los Angeles, CA 90069

Re: MUR 1401

Dear Mr. Dellinger:

Per your request in a letter dated June 17, 1982,
enclosed please find a copy of a letter which we are
forwarding to Mr. Ronald E. Robertson, Special Counsel
to the Reagan Bush Committee/ Reagan Bush Compliance
Fund.

enneth A. Gro s
Associate Gen ral Counsel

Enclosure

Letter to Mr. Ronald E. Robertson



FEDERAL ELECTION COMMISSION
WASINCTON. D.C. 20463

July 1, 1982

Ronald E. Robertson, Esquire
iusick, Peeler and Garrett
Suite 1176 Ring Building
1200 Eighteenth Street, N.W.
Washington, D.C. 20036

RE: MUR 1401

Dear ir. Robertson:

The Commission is in receipt of your letter dated
June 18, 1982, wherein you propose that the Commission
and your clients, the Reagan Bush Committee/Reagan Bush
Compliance Fund, enter into pre-probable cause concilia-

,0 tion in the above-captioned matter. The Cozmission is
interested in entering into such negotiations, however,

N as members of my staff expressed to you in a meeting on
June 22, 1982, we must wait for the completion of
follow-up audit fieldwork in order to update and

O incorporate the facts as they
relate to this matter.

0 Upon completion of the audit fieldwork, the Commission
will be prepared to enter into pre-probable cause concilia-
tion with respect to I-UR 1401.

co

If you have any questions, please contact Beverly
Kramer at 523-4060.

Sincerely,

Charles N. Steele

BY: Kenne A

Associate G,eral Counsel

cc: Arthur J. Dellinger

..



BEFORE THE FEDERAL ELECTION COMMISSION

In the Matter of

Reagan Bush Committee
Reagan Bush Compliance

Fund

MUR 1401

CERTIFICATION

I, Marjorie W. Emmons, Secretary of the Federal

Election Commission, do hereby certify that on June 30,

1982, the Commission approved by a vote of 5-0 the

sending of the letter to Ronald E. Robertson as submitted

with the Memorandum to the Commission dated June 25, 1982.

Commissioners Aikens, Elliott, Harris, McGarry and

Reiche voted affirmatively; Commissioner McDonald did not

cast a vote in this matter.

Attest:

Date S Marjorie W. EmmonsSecretary of the Commission

Received in Office of Commission Secretary:
Circulated on 48 hour tally basis:

6-25-82, 1:44
6-28-82, 11:00

N



June 25, 1982

MEMOBANDUM TO: Marjorie W. Emons

FROKM Phyllis A.Kayson

SUBJECT: MUR 1401

Please have the attached Memo to the Commission

distributed to the Commission an a 48 hour tally basis.

-- Thank you.

Attachment

cc: Kramer
c



FEDERAL ELECTION COMMISSION
WASHINGTON, D.C. 20463

June 25, 1982

MEMORANDUM

TU: The Commission

FROM: Charles N. Steele
General Counsel

BY: Kenneth A. Gross
Associate General Counse

SUBJECT: MUR 1401 - Request for Pre-Probable
Cause Conciliation

On January 26, 1982, the Commission found reason to
believe that the Reagan Bush Committee (the "Committee")
and the Reagan Bush Compliance Fund (the "Compliance
Fund") violated 11 C.F.R. S 9003.3(a)(2)(i) by expending
private contributions to the Compliance Fund for purposes
other than those enumerated in this provision. On March

C5, 1982, both committees responded through counsel,
Mr. Edward Weidenfeld, to the allegations involved. See
Attachment I. In a subsequent letter, Mr. Arthur Dellinger,

00 treasurer of both committees, notified this office that
the Committees had designated Ronald E. Robertson and
John J. Duffy to represent them in all pending matters
before the Commission and that no further communications
from the Commission or its staff relating to the Committees
were to be sent to Mr. Weidenfeld. See Attachment II.

By letter dated June 18, 1982, Mr. Ronald Robertson
requested pre-probable cause conciliation with regard to
MUR 1401. Both parties have since met to review the facts
of the case and to discuss the desire to enter into negotia-
tions directed toward reaching a conciliation agreement
in this matter.



Memorandum to th mmission

Page Two
MUR 1401 - Request for Pre-Probable Cause Conciliation

As we stated in this meeting, the audit staff is in
the process of completing its ordinary follow-up audit
fieldwork and we are waiting for a report which will
update the information presently available

""According to
the audit staff, this report shouid be completed by the
middle of next week (June 30, 1982)..

Accordingly, the Office of General Counsel recommends
that in reply to the respondents' request for pre-probable
cause conciliation, the Commission approve and send the
attached letter. See Attachment II. The letter expresses
the Commission's deTre and anticipation of entering into
pre-probable cause conciliation upon completion of follow-up
audit fieldwork.

Recommendation

Approve and send the attached letter to Ronald E.
Robertson.

Attachments

Attachment I - Response to RTB Notification (41 pages)
Attachment II - Letter from Arthur Dellinger (2 pages)
Attachment III - Proposed letter to Ronald E. Robertson (1 page)
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Charles N. Steele, Esq.
General Counsel
Federal Election Commission
130.5 K Street, N.W.
Washington, D.C. 20463

Dear Mr. Steele:

The Reagan Bush Committee and the Reagan Bush Compliance
Fund submitted a response to the Commission's reason to be-
lieve finding involving MUR 1401 on March 4, 1992. This let-
ter forwards an. amended response, which corrects certain typo-
graphical errors. Please properly dispose of the response
submitted on March 4, 1982.

1 apologize for any inconvenience.

S'crely yours,

<cer
Edward L. Weidenfelt

Enclosure
/dac

cc: 14s. B. Kramer
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March 5, 1982
REVISED

N
Charles N, Steele, Esq.
General Counsel

c Federal Election Commission
1305 K Street, NW..

1W Washington, D.C. 20463

1- Dear Mr. Steele:

in accordance with Federal Election Commission procedures,
no the Reagan Bush Committee (the *Committee") and the Reagan Bush

Compliance Fund (the "'Fund") hereby responds to the General
Counsel's brief attached to the Commission's letter dated
February 1, 1982.. in the brief, the Committee is alleged to have
violated 11 C.F.R. 5 9003.3(a) (2) (i) by expending private contri-
butions to the Fund to defray expenses incurred by the Committee.
The Committee's response. clearly establishes that no violation of
11 C.F.R. S 9003.3(a) (2) (i) occurred.

INTRODUCTION

The Fund was formed on May 29, 19 '80. The Fund's purpose
was to raise contributions to offset legal and accounting costs
incurred by the Committee in complying with the requirements of
the Federal Electlon Campaign Act of 1971 (2 U.S.C. S 431 et
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seQ.) and the Presidential Election Campaign Financing Act (2
jT.C. S 9001 et seq.). Although the Committee contended at the
time of the audit (and still contends) that all legal and
accounting costs were compliance expenditures,, the Committee
agreed to allocate those fund expenditures which may have
benefited Committee operations.

Allocations were made using FEC allocation methods and
other allocation methods rationally related to the expenditure
involved. As a result, the Committee allocated $137,883.67 to
Committee operations and reported this amount as Coimittee
operating expenses. The General Counsel disputes the results of
this allocation, maintaining that an additional $178,304.99
benefited the Committee and should be reported as Committee
operating expenses.

The Committee contends that the General Counsel's
conclusion is incorrect because: (1) as explained below, the
Committee's allocations are based on FEC and other appropriate
allocation methods; and (2) as explained previously, the audit
provides no basis to dispute these methods. Moreover, the
Committee notes that the General Counsel in reaching his conclu-
sion ignored the fact that after November 4, 1980 (the date of
the presidential election) all expenditures incurred, by definL-
tion, either were not campaign expenditures (see 2 U.S.C.
5 431(9) or were compliance expenditures. However, because of a
lack of guidance in both the law and regulations on this matter,
the Committee, while reserving its right to pursue this issue,
allocated fund expenditures incurred through March 31, 1981.

COMMITTEE ALLOCATION METHODOLOGY

C0)

The Committee allocated the following twelve expenditure
categories between Fund and Committee activities:

(1) Payroll
(2) Office supplies
(3) Printing & stationary
(4) Telephone
(5) Furniture & equipment
(6) Rentals & leases
(7) Postage & freight
(8) Computer Costs
(9) Reimbursed expenses

(10) Consultants
(11) Sundry expenditures
(12) In-kind accounting expenditures
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These expenditures were allocated as discussed below. (Work-

sheets describing the allocations are provided in Attachment 1.)

General

During the primary audit, the Reagan for President
Committee contended that the Treasurer's office payroll and
related expenses were exempt accounting and legal expenditures,
because they were incurred in complying with federal election
laws. During the audit the FEC disagreed, stating that 15
percent of these expenditures were not exempt. The FEC derived
the 15 percent allocation from activity studies of other
campaigns. The auditors believed "that the percentage (85%)
represents a reasonable allocation of costs to exempt legal and
accounting." (Report of the Audit Division on Reagan for

- ? President, p. 7, attached to a letter from Robert J. Costa to
Scott Mackenzie dated January 30, 1981.) Although, the RFPC
disagreed that any allocation was required, it acquiesced to the
FEC's position.

N During the audit of the general election campaign, the FEC
again concluded that the Treasurer's office payroll and related
expenses should be allocated to noncompliance activities. The
Committee disputed this conclusion, but again acquiesced, under
protest, to the FEC's insistence that an allocation be made.

The law and regulations provide little, if any, guidance to
Cl determine how costs should be allocated. Therefore, the

Committee decided that the most appropriate allocation method was
Sthe 85/15 ratio used by the FEC auditors to allocate primary
n expenses. This method was believed to be the most appropriate

because it was developed and used by the FEC to allocate
identical costs in similar circumstances.

The Committee allocated the following expenditure
categories using the 85/15 ratio:

(1) Payroll
(2) Office supplies
(3) Printing & stationary
(4) Telephone
(5) Furniture & equipment
(6) Rentals & leases
(7) Postage & freight
(8) Reimbursed expenses
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This resulted in an allocation of $76,322.68 to noncompliance
activities. The Committee reclassified this amount as operating
expenditures subject to the spending limitations of 2 U.S.C.
S 441(b) (1) ().

Computer

Prior to the nomination of the 1980 Republican candidate,
the Campaign Manager and Treasurer of the Committee met with a
computer expert from Arthur Young and Co. The following concerns
were addressed in determining the feasibility and desirability of
using a computerized accounting system for the general election.

1. If the computer route were to be chosen, a complete
computer system had to be designed, set up and placed
in working order within 60 days.

2. Since current accurate reports were required every 48
hours, on-line capability and immediate turn around
were essential to the system.

3. The system would be needed only for a four month
period.

It was determined that under normal business circumstances
- a computer system would not be justified, because the expense of

the computer far exceeded its benefits. However; one factor, in
C. the opinion of the Treasurer, did warrant the substantial expense

of a computerized accounting system - the Federal Election
Campaign Act. Therefore, the legal spending limit and the

CO demanding accounting and reporting requirements placed on a
general election campaign committee by the Act were the sole
reasons for the decision to expend over $230,000 for a payroll
computer system.

However, at the insistence of FEC auditors that an alloca-
tion be made and after an analysis of the services provided by
this computer, the Committee allocated 10 percent of computer
costs to Committee operations.

Consultants

The Fund employed numerous consultants to perform specific
tasks. The proper method for allocating such costs is to analyze
the services provided by each consultant and allocate the costs
accordingly. The Committee followed this method in making its

0
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allocations. The results of the allocation of accounting
consultants were:

(a) Ted Woblicj - Served as a Systems Consultant. Mr.
Woblicky developed the computer software needed to
produce the reports required by the Act. The
Committee believed that 100 percent of Mr. Woblicky's
fees were compliance related. However, conbistent
with the allocation of computer costs, the Committee
allocated 10 percent of Mr. Woblicky's total fees to
Committee operations.

(b) Tom Moran - Served as a consultant to the Controller.
Mr. Moran assisted the Controller, monitoring the
expenditure limitations through use of detailed
budgets. The FEC auditors argued that only 50 percent
of Mr. Moran's functions were compliance related.
While disagreeing with this position, the Committee
acquiesced and allocated 50 percent of these expenses
to Committee operations.

tIP (c) DeLoitte, Haskins & Sells - This CPA firm prepared a
report to the Controller relating to implementation of
a monitoring system usi-d to ensure that the expendi-

°* ture limitations were not exceeded. Fifty percent of
these costs were allocated to the Committee for the

o reasons discussed in (b) above.

(d) Amy Gilbert - Served as a consultant to the Treasurer.
S~Miss Gilbert had extensive experience in FEC

matters. Consequently, she assisted in balancing FEC
disclosure reports and worked closely with necessary
parties to assure that a computer system was
established that would produce reports essential for
compliance with election law. For these reasons, 100
percent of Miss Gilbert's fees were allocated to
compliance.

(e) John Pasquali - Served as Controller for Campaign '80,
Inc. The Committee allocated to compliance only those
fees paid Mr. Pasquali in 1981 relating to the final
audit of Campaign '80 records.

The Fund also employed two legal experts for compliance
matters: Loren Smith and Mary Lee Garfield. Mr. Smith was chief
counsel to the campaign and Ms. Garfield was his assistant.
These individuals were responsible for all campaign legal
matters. Because all campaign legal matters ultimately had
campaign finance law consequences, 100 percent of their fees were
allocated to compliance.

C.
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On occasion the Fund required the services of outside legal
consultants for assistance on matters relating to compliance.
The consultants employed and the percentage of their fees
allocated to Committee operations are as follows:

(1) Jones, Day, Reavis & Pogue (3%)
(2) Peabody, Rivlin, Lambert a Meyers (0%)
(3) Sedam & Berge (0%)
(4) Gang, Tyre & Brown (50%)

The percentage allocated to Committee operations was
determined by an analysis of the services provided to the
Committee. (See Attachment 2 for a copy of the bills sent to the
Committee.)

o- Sundry Expenditures

The Committee classified $57,807.44 of allocable expendi-
tures as "sundry". These expenditures were broken down into
three categories. The first, totalling $10,873.60, included:

N refundable deposits; FEC account expenses; office security;
storage expenditures; and telegrams.

The Committee allocated 100 percent of these expenditures
to compliance activities because:

(1) 2 U.S.C. S 432(d) states:

The Treasurer shall preserve all records
I required to be kept by this section and

copies of all reports required to be filed
by this subchapter for 3 years after the
report is filed.

Therefore, the costs involved in storing the records and in
protecting them were considered to be compliance related.

(2) The telegrams were used to contact contributors to
the Fund who recently had been contacted by the FEC.

(3) Refundable deposits and FEC account expenses uppQrted
compliance activities and, therefore, were compliance related.

The second category, totaling $29,035.07, included: taxes,
insurance, petty cash, moving expenses, office improvements,
equipment maintenance, freight, printing and materials. This
category was allocated 85 percent to compliance activities and 15
percent to Committee operations using the FEC approved allocation
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ratio. Use of the FEC approved allocation ratio was considered
to be appropriate because each category was thought to contain a
small portion of indistinguishable noncompliance expenditures.

The third category, totaling $17,898.77, included direct
mailing expenses and auto-pen costa. Fifty percent of these
costs were allocated to Committee operations. At the time of the
allocation, the Committee did not take into consideration 11
C.F.a. S 9003.3(a)(2) (D) which states:

Such contributions (to the compliance fund)
may be used to defray the cost of soliciting
contributions to the legal and accounting
compliance fund.

Therefore, the Committee may wish at a later date to revise theC above allocation.

meo In-kind Expenditures

The Compliance Fund reported $25,621.08 in accounting
services contributed by three "Big-Eight" accounting firms
(Arthur Young & Co; Deloitte, Haskins a Sells; and Peat, Marwick,
Mitchell & Co.) and the AICPA. These services were given and

o~received pursuant to 2 U.S.C. S 431(8) (B) (ix) (If) and were
- allocated 100 percent to compliance.

The three consultants on loan from PMM & Co. (Rick Edick,
Kevin Tan and John Willet) helped the Committee set-up and

Smaintain an accodnting system designed to meet the reporting and
Srecordkeeping requirements of the Act. Arthur Young and Co.

supplied the Committee with two staff accountants (Gene Preston
and Cheri Kurland) who assisted in compiling and balancing the
FEC disclosure reports. Mary Widner of the AICPA and Ian McKay
of D,H&S were responsible for assisting the Treasurer in ensuring
that disbursements were qualified campaign expenditures and
proper support documentation existed. Ms. Widner and Mr. McKay
also helped maintain a system designed to assure compliance with
expenditure limitations.

Conclusion

The Committee allocated expenditures only after careful
examination of the nature of the expenditure involved. The
allocations were based on methodologies which were FEC approved
or appropriate to' the nature of the expenditure involved and
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which resulted in rational and equitable allocations. As
requested, worksheets are provided documenting these allo-
cations. For these reasons, the Committee's allocation of
$137,883.67 to Committee operations should be accepted by the
Commission.

FEC ALLOCATION METHODOLOGY

The General Counsel bases his finding that the Committee
expended private contributions to the Fund to defray Committee
expenses on the audit determination that $178,304.99 should be
allocated to Committee operations. Since the completion of the
audit in March 1980, the Committee has disputed this audit
determination because the auditors did not follow generally
accepted auditing standards or accounting principles. (See, the
Committee's initial response dated July 20, 1981 and its
supplemental response dated August 11, 1981 (pertinent portions
are provided in Attachment 3).) The Committee believes that
because these deficiencies exist, the audit determination
provides no basis for the General Counsel's finding of reason to

N believe.

C7 CONCLUSION.

The Committee allocated Fund expenditures between the Fund
C, and the Committee at the insistence of FEC auditors. The

Committee allocated the expenses rationally, using FEC approved
and other appropriate allocation methodologies. The audit report

C' provides no basis to dispute the Committee's allocations. There-
fore, the General Counsel should find no probable cause and close
this matter.

The Committee recognizes, as does the General Counsel, that
following the auditor's allocation rationale, significant
Committee costs may be allocable to the Fund. The Committee also
recognizes that such an allocation may result in a complete
offset to the audit report's finding. However, the Committee
believes that neither allocation is required by law, and,
therefore, the issue of an offset is not addressed.

Sincerely yours,

Edward L. Weidenfeld

cc: Ms. B. Kramer
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for sarvice; A-4 eX.e~rs tr.*- czber 1930.0

As you kn-ow, there were certain services where we &-!So
rearesented the Republican National Commrittee. As to these, the
enclosed statements reflect a 75%allocation to the Reaaa lush
Crnittee, and we have billed the balance to the RIIC.

I trust you will find the emclosed statements to be in order#
but if you ha% any questions, please call. I wo;ld much
X.e..-.e.t in the c-r-*. caleir year.
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For all 1e3 services rendered th.,-h October 19 O
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Sarvices renderad in connection with
"--.--ious counseling matt*rs regarding
c=-.-Iiance e. th Federal Election laws .....
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.iled with the F.Ia.al Election Cor.-isslon
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:,a;Lcnal Cou it e ..
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-.-£.:atio of the Com.mittee in a suit

-f-" by Cor.-.n Ca-se in which extensive .
"..:.-:v was sou;':t from the Con.-ite . .

Serv. :e:...e in .-,-- with
• " sl-. sis of .-,t. iabilivo, :!
"--tee P es ..-. fr caf.or i. '

Services rt-c c: in cc.'.ne:ion wi-th
-- i .:h and analysis of . .. ; . la ains

r~-L:..- .isuse of i.-.€.- ..

.. ". - Services

$ S9,800.00

.29,700.00

.. . 73,200.00

..... 7,S0.30

0 4,6 0.0'

S 1. .S] .S .1!t. %-
~6.) S35,2. .

:1 q

9



I
x'-'s3s Incurred for Your Account:

In connection with the rendition of the above-described legal
scrvices, expe.-s-s wtre incurred in the a.wounts indicated:

Expenses of printing brie's

Other expenses including copyir,
messe..;cr services, telophone, staff
ove.tite., cor.;6terizcd legal e d factual
research facilities .

Total Expenses

0 S 12,768.99

. 31,743.31

* .(.. •$ 44,532.30
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SECTION 11

ISSUE

In its A.udit Report: of June L9, 1981, thle Federal Election

Commission (FEC) concluded that $316,188.16 of Compliance Fund

expenses were not incurred to ensure compliance with the Federal

Electi~on Camnpai~gn ct o f 197/1, as amended, and must be shown by

the Reagan Bush Committee (R3C) as expenditures subject to the

c limitation prescribed by 2 17.S.C. 441a(b) (1) (B).

_. BACKGROOTYD

The FEC audit report states that the audit covered the

• period May 29, 1980 through December 31, 1980, the final coverage

C-1 date of the most recent reports filed by the comittees at the

time of the audit. The report points out that, the Compliance

Fund reported total expenditures during the period of

o $1,512,152.36. However, the YEC auditors' working papers deal

only with expenditures of $919,991.29 (D 1/3). Although the

reasons were not. speclficaly stated in the working papers the

auditors apparently concluded that expenditures of $919,991.29

were not solely for compliance and therefore should be subject to

further analysis.

A summary of that analysis follows:



Cost
Category

Compute:.

Payroll

Consultants

Overhead

Miscellaneous

Additional-
Overhead

Direct costs

Compliance
Related

$ 96,356.41

175,668.81

251,434.98

27,746.69

52v596.24
1603J803,13

Not
Compliance
Related

$128,751.50

98,813.71

54,025.12

15,607.52

8,360.58

10,629.73

$316 ,188.16

Total

$225,107.91

274,482952

305,460.10

43,354.21

8,360.58

10,629.73
52,r596.24

$919 99.29

The following sections discuss our review of the FEC
working papers and. the approaches and methodologies used by the

FEC auditors and illustrate the effects of the deficiencies, in

general, and on each of the major categories of cost discussed in

the audit report.

We reviewed in detail the 84 individual, working papers

supporting the FEC auditors' findings regarding the Compliance

?und. Forty-six of the working papers consisted of invoices for

services received and copies of checks as evidence of payment by

the Compliance Fund. The remaining working papers consisted of:

schedules showing the allocation of

individual categories of cost such as
payroll expenses to compliance related

and not compliance related categories.0

00
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summaries which describe work Performed

and conclusions reached for the

categories of expenses.

ABSENCE OF CkZftEIA

The Act and the implementing regulations provide only very

basic guidance with regard to expenses to be borne by the

Compliance Fund. The regulations (9003.3(a)(2)(ii)) state that:

All legal and accounting costs related to'
compliance with Title 2 and Chapter 95 of
Title 26, United States Code may be paid
from the compliance fund. Such costs may
include payments for personnel, computer
services, reproduction, mailing expenses,
and independent audits to assure compliance
with Title 2 or Chapter 95 of Title 26,
United States Code. A comittee may pay
from its compliance fund costs incurred for
establishing that portion of its financial

C) accounting system which is allocable to the
legal and accounting aspects of compli- •
ance. in addition, a comittee may piy from
its compliance fund an amount equal'to 10%of all other legal and accounting compliance
costs to cover overhead costs allocable to

0o such compliance services. if the amount of
overhead so allocated exceeds 10% of all
other legal and accounting compliance costs,
the committee shall provide proof to the
Commission that the entire amount so
allocated represents overhead costs relating
to legal and accounting compliance services.

Further, the regulations (11 C.F.R. 9003.3(c)) state that:

Payments may not be made under 11 CF
9003.3(a) (2) (i) for any legal and accounting
services or related costs which are not
performed solely to ensure compliance with 2
U.S.C. 431 et seq. and 26 U.S.C. 9001 et
seq.

This guidance is by no means specific enough to provide practical

criteria against which to meas whether functions performed,

n5).



represented by items of expense, were solely for compliance.

What is needed under these circumstances is the development by

the auditors of clear, specific statements as to what-legal and

accounting functions must be performed to achieve compliance,

supported by explanations as to why these functions had to be

performed. Only then would there be a sound basis for (1)

evaluating a specific function that was actually performed and

(2) reaching a logical, supported conclusion as to whether,, the

" function and its associated cost was or was not for compliance

purposes.

Professional knowledge, experience, background, and

personal skills of the audit staff play a major role in selecting

the criteria to be used to evaluate events that have occurred.

It is important to recognize that auditors bear the burden and

obligation to ensure the validity and wisdom oE the criteria

used. In reviewing the working papers, we could not assess the

ci validity of the criteria used by the auditors, because neither

the criteria nor the application of the criteria to specific

situations was documented. Rather, it appears that the auditors

applied individual judgment as to the cr--,era against which

individual items of expense were evaluated and documented the

conclusions reached, but not the process by which they arrived at

these conclusions.
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METHODOLOGICAL DEFICIENCIES

In certain instances, particularly payroll expenses, the

problems we not.ed in the FEC auditors' working papers due to the

absence of stated evaluation criteria were compounded by

deficiencies in gathering data. Allocation of costs were based,

in several instances, on interviews of employees but the working

papers did not contain written memoranda discussing interview

results. In the absence of interview memoranda, it appears that

structured interview questionnaires were not used.

Standardized interview questionnaires are frequently-used

' audit tools which, when properly designed and properly

administered, considerably enhance the validity of data obtained
.1/

through interviews. Properly designed, a structured interview

r questionnaire ensures that questions were developed to avoid

n ambiguity and bias and that answers elicited we-re based on a

NO clear understanding of the questions offered. For example, a
question such as "What percentage of your time was devoted to

compliance acativities?" would likely result in a meaningless

answer unless the interviewee were provided with, a clear

definition of what functions are or are not considered to be

ccmpliance in nature. in the absence of this definition, the

judgment as to whether an activity was compliance or not is left

solely to the interviewee. The working.papers contain no

indication that (l) interview results we:e based on written

structured interview questionnaires; (2) clear, unbiased

questions were asked; (3) definitions were provided to
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intervieweesi and (4) interviewees were knowledgeable to answer

the questions.

The following sections illustrate the effect of the

deficiencies discussed above on each of the major elements of

cost presented in the audit report.

COMPUTZR COSTS

The auditors determined that total computer costs were

$225,107.91 (D 1/10). Of this amount, costs of $16,567.91

associated with the use of three computer systems were considered

to be compliance related by the auditors because the systems were

used to support solicitations of contributions for the Compliance

Fund (D 1/11). With regard to the remaining $208,540 in computer

( costs which were for computer services furnished by the

V" Republican National Committee, the auditors determined that costs

of $128,751.50 were not related to compliance '(D 1/10).

Computer costs were* divided by the auditors into the

following categories for analysis and allocation:

- payroll support which included maintenance of a

payroll check register and total employee

earnings records

compliance accounting support which included

maintenance of the general ledger and the

accounts payable system

staff support which consisted of Republican

National Committee computer personnel costs.

(2 -.



The following illustrates the results of the FlC auditors'

allocations (D 1/10) of each of the above elements-of computer

costs:

NRot
Compl iance Compliance
Related Related Total

Payroll
Support $ 6,344.00 $ 6,344.00 $ 12,688.00

Compliance
Accounting
Suppeo .  59,367.00 98,945.00 158,312.00

t Staff
Support 14r077.50, 23;462.50 37,r540.00

,2$ 79r788.50 $ 128c751.50 $208,540.00

Payroll support costs of $12,688 were evaluated by the

, auditors (D 1/13) based on the number and type of computer

Vr printouts produced. The auditors determined that t-o of the four

printouts were prepared for compliance purposes, and therefore

allocated 501 ($6,344) of payroll support costs to compliance.

The auditors determined one printout, the payroll check register,

was compliance related because it produced a list of the names

and addresses to whom disbursements were made. A second

printout, referred to in the working papers only as "FEC Report "

was also considered compliance related because it supported the

filing of reports on receipts and disbursements. The remainL'g

two printouts, a report on year-to-date employee earnings and a

report on employee. changes, were consid ered to be not related to

compliance. The working papers contain no evidence of the

criteria by which the auditors reached this conclusion.•3*Y
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Compliance accounting support costs of $158,312 were

allocated based on the number, as well as frequency, of reports

produced. The auditors determined that $98,945 of compliance

accounting support costs were not compliance related. The

auditors first determined the cost per report by the following

method:

I- divided the compliance accounting cost of

$158,312 by 22 weeks to arrive at a weekly cost

of $7,196.

- divided the weekly cost by the number of reports

(8) produced in a week. Because six accounts

payable reports and two general ledger reports

were produced each week, 75% of weikLy costs or

0O $5,397 was allocated to accounts payable activity

and 25% of weekly costs or $1,799 were allocated

to general ledger activity.

CO The auditors then determined that 50% of the cost of the

weekly accounts payable activity ($2,698.50) was related to

compliance because two of the four printouts in the report

provided data on disbursements and supported filings on receipts

and disbursements. By multiplying $2,698.50 by 22 weeks, the

auditors determined the $59,367 related to compliance. The

remaining $59,367 associated with the accounts payable reports

and all of the $39,578 associated with general ledge: reports

were considered to be not related to compliance.
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The working papers contain no evidence of the criteria by

which the auditors determined that 50% of the accounts payable

reports and all of the general ledger reports were not related to

compliance.

With regard to the staff support costs, the allocation

method was strictly mathematical (C 1/15, D 1/16). The working
papers do not contain an analysis of the nature or purpose .of

support services provided. The auditors determined, based on MniC
- invoices, that support costs totalled $37,540. The costs were

" allocated using the percentages calculated for compliance

accounting support costs. The auditors apparently assumed that

because 62.5% of compliance accounting support costs were not
related to compliance, then 62.5% or $23,462.50 of staff support

Q costs were also not related to compliance.

The absence of evidence in the working papers of the
criteria by which computer costs were judged to be either related
or not related to compliance is a major audit deficiency.

Further, allocations based on the number of printouts is a
questionable allocation technique; it assumes that all printouts

require the same level of computer usage and personnel costs --
an assumption which does not recognize volumes of data processed

and the fact that some reports such as the preparation of year-

to-date employee earnings statements are merely a small part of

the more complex activity of payroll preparation.

(ii



V©- -qM

PAYROLL COSTS

The auditors determined that payroll costs totalled

$274,482.52. Of this amount, the auditors concluded that

$175,668.81 (64%) was related to compliance (D 3/3). The

auditors calculated the gross salary for each individual whose

salary was paid by the Compliance Fund, estimated the percentage

of time the individual spent on compliance activities, and

multiplied the percentage and the gross salary to arrive at

payroll costs that were related to compliance.

The principal weakness in this approach is the methodology

,, by which the percentage of time devoted to compliance was

N% determined. Based on our review of the working papers we found

no evidence of interviews with individual employees. Rather, it
D

appears that the auditors obtained a job description and list of

, functions for each employee by interviewing, according to the FEC

" working papers, Mr. Baas. As discussed earlier, obtaining data

through interviews requires an approach which must ensure that

the data obtained Ls unbiased and accurate.

The following examples illustrate the problems resulting

from the approach used by the FEC auditors:

- for one employee (V. Shields), the working papers

show that the individual performed "all payroll."

The auditors determined Ihat 20% of the indivi-

dual's time was related to compliance (D 3/2).



- for another employee (J. Pate), the working

papers show that the individual "monitored

budget." The auditors determined that 50% of the

individual's time was related to compliance (D

3/2). In these two examples, as for all

Compliance Fund employees, the working papers

contain no evidence as to the method the auditor

used to arrive at the percentage of time devoted

to compliance.

N0.1- We also noted inconsistencies among conclusions reached byMOM

the auditors. To illustrate, the auditors concluded that the
time of an employee (L. DeGrandi) who was responsible for .travel

-r- expense file maintenance" was 80% compliance related. In
o contrast, the auditors concluded that the time of another

employee (L. Wood) who *supervised travel expenses' was only 50%
compliance related (D 3/1, D 3/3).

The working papers (D 3/3) also contained the following:

Auditor's note:

The Treasurer agreed with the percentages as
calculated above but felt that the payroll
after the 11/4/80 election should be
entirely compliance related because afterthat date it would not be possible to
further the candidate's election.

The working papers contain no evidence as to how the auditors
dealt with the comment regarding post election expenses. Also,

the Treasurer told us that notwithstanding the auditor's note, he



M / J: • 
•  12

had not agreed with the calculations of the percentages of time

that individual employees devoted to compliance.

CONSULTAaNT COSTS

The auditors determined that $54,025.12 out of a total of

$305,460.10 in consultant costs were not related to compliance (D

1/6). As in the case of payroll costs, there is no evidence of

the use of structured interview questionnaires and written

interview notes. Also, the basis for the auditors' Judgment as

to the percentage of time devoted to compliance is not documented

in the working papers. Further, the working papers contain
Let inconsistencies in th. conclusions reached. For example, fees of

N
$8,514 paid to a consultant to modify the Republican National

C Committee computer system to meet Compliance Fund requirements

were allocated to compliance activities based on-a percentage

derived for certain computer costs (D 3/9, 0 3/10). However, the

fees of an individual who had responsibility for the actual

operations of the compute: system were allocated in total to

compliance (D 3/9, D 3/10).

OVERMAD COSTS

Overhead costs were allocated based on the percentages

calculated for payroll costs -- 64% 1to Compliance Fund and 36% to

non-compliance (D 1/3, D 1/3). Therefore, the deficiencies
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discussed regarding payroll allocations similarly apply to

overhead costs.

MXISCELLANEOUS COSTS-AND ADDITIOMAL OV'RR.

The FEC auditors determined that miscellaneous costs of

$8,360.58 and additional overhead of $10,629.73 were not related

to compliance. According to the working papers (D 1/17),

miscellaneous expenses consisted of expenses for certain

consultants, payments to individuals, and "Checks for GEC

(General Election Campaign) Payroll." However, we could not

determine how the auditors arrived at the conclusion. that these

tn expenses were not related to compliance because the working paper
N

(D1/23) which was referenced in the auditors' summary was not a

o part of the working papers provided by the FEC.

The additional overhead expenses, rent (D 1/18) and

security service (M 1/20), were both allocated as follows:

the auditors determined that the Compliance Fund

payroll was 9.S% of the combined payroll of RSC

and the Cmpliance Fund.

- 9.5% of total rent and security service, was

mutiplied by 64% (see discussion of overhead) to

determine the amount of rent and security service

that should be allocated to the Compliance

Fund. All
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The results of the auditors' calculations (D 1/18, D 1/20)
were as follows:

Compliance Not Compliance
Related Related Total

Rent $ 6,987.93 $ 6,273.57 $ 13,261.50

Security 794.84 4,3561650 151600
Service $7,782.77 $!0.629.73 $18,412.50

The validity of these allocations rest on two assumptions:

- payroll cost is an appropriate basis for

allocating rent and security service.

the original overhead calculation is valid.

Customarily, rent and related services are allocated based

Ct on a measure such as square footage of space used. This method

" avoids problems that arise using payroll costs which can be

affected by factors such as salary levels and occupancy by

volunteers. Therefore the use of payroll costs for allocation of

rent. and security services seems inappropriate.

cc



Arthur J. Dellinger, Sr.
Dellinger & Dellinger
Certified Public Accountants
9220 Sunset Boulevard
Suite 206
Los Angeles, CA 90069 - -

June 17, 1982 V

Mr. Frank P. Reiche ,
Chairman
Federal Election Commission

1325 K Street, N.W.
Washington, D.C.

Dear Mr. Reiche:

The undersigned as the Treasurer of the Reagan for President
Committee, the Reagan Bush Committee and the Reagan Bush Compliance.
Fund (hereinafter collectively referred to as the "Committees")
hereby officially notifies the Commission that the Committees
have designated Ronald E. Robertson of the law firm of Musick,
Peeler & Garrett, 1200 18th Street, N.W., Suite 1175, Washington,
D.C. 20036 as Special Counsel to represent the Committees beore
the Federal Election Commission with respect to all pending matters

,C-11 and the Committees have designated Jobn J. Duffy of the law firm
of Pierson, Ball & Dowd, 1200 18th Street, N.W., Suite 1000,

V Washington, D.C. 20036 as Associate Special Counsel'with respect
to all FEC matters. ,

In'addition to myself it is contemplated that Angela M. (Bay)
Buchanan and Scott Mackenzie will be conferring with your audit

& and legal staffs in connection with .these pending matters.

All communication from the FEC's General Counsel should now
be sent directly to Mr. Robertson with a copy to me at the address
shown above.

All other correspondences from the Commission and its staff
should be sent directly*to me at the above address with copies
to Mr. Robertson.

Al



Mr. Frank P. Reiche
June.17, 1982
Page Two

No further communications from the Commission or. its staff
relating to the Committees are to be sent to Mr. Edward L. Wiedenfeld
or the law firm of McKenna, Conner & Cuneo.

Thank you for your attention to these matters.

Yours truly,

Arthur ~linger, Sr. (TreasurvA

Reagan for President Committee
Reagan Bush .Committee
Reagan Bush Compliance Fund

.Ok" -."

( Yv9



FEDERALELECTION COMMISSION
WASHINGTON, D.C. 20463

Ronald E. Robertson, Esquire
Musick, Peeler and Garrett
Suite 1176 Ring Building
1200 Eighteenth Street, N.W.
Washington, D.C. 20036

RE: MUR 1401

Dear Mr. Robertson:

The Commission is in receipt of your letter dated
June 18, 1982, wherein you propose that the Commission
and your clients, the Reagan Bush Committee/Reagan Bush

Compliance Fund, enter into pre-probable cause concilia-
tion in the above-captioned matter. The Commission is

interested in entering into such negotiations, however,
as members of my staff expressed to you in a meeting on

oD June 22, 1982, we must wait for the completion of
follow-up audit fieldwork in order to update and
incorporate in a proposed agreement the facts as they

relate to this matter.14

Upon completion of the audit fieldwork, the Commission

will be prepared to enter into pre-probable cause concilia-

tion with respect to MUR 1401. At such time we anticipate

presenting to you a proposed conciliation agreement.

If you have any questions, please contact Beverly

Kramer at 523-4060.

Sincerely,

Charles N. Steele
General Counsel

BY: Kenneth A. Gross

Associate General Counsel

cc: Arthur J. Dellinger
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Charles N. Steele
General Counsel
Federal Election Comission
1325 K Street, N.W.
Washington, D.C.

Attention: Kenneth A. Gross
Associate General Counsel

MIRe: ITUlR

CA

1401

Dear Mr. Gross:

The Reagan Bush Committee and the Reagan Bush Compliance
Fund hereby request pre probable cause conciliation with

C: regard to MUR 1401 and we hope to pursue this matter at
a meeting next week.

Yours truly,

Ronald E. Robertson
for Musick, Peeler & Garrett

RER nb
Enclosure
cC: Arthur J. Dellinger

John J. Duffy, Esq.

* I



Arthur J. Dellinger, Sr.
Dellinger & Dellinger
Certified Public Accountants
9220 Sunset Boulevard -

Suite 206
Los Angeles, CA 90069

June 17, 1982 10

Mr. Frank P. Reiche
Chairman '"

Federal Election Commission
1325 K Street, N.W.
Washington, D.C.

Dear Mr. Reiche:

The undersigned as the Treasurer of the Reagan for President
Committee, the Reagan Bush Committee and the Reagan Bush Compliance

-- Fund (hereinafter collectively referred to as the "Committees")
hereby officially notifies the Commission that the Committees
have designated Ronald E. Robertson of the law firm of Musick,
Peeler & Garrett, 1200 18th Street, N.W., Suite 1175, Washington,

N D.C. 20036 as Special Counsel to represent the Committees before
the Federal Election Commission with respect to all pending matters
and the Committees have designated John J. Duffy of the law firm
of Pierson, Ball & Dowd, 1200 18th Street, N.W., Suite 1000,
Washington, D.C. 20036 as Associate Special Counsel'with respect
to all FEC matters.

In addition to myself it is contemplated that Angela M. (Bay)
:.1 Buchanan and Scott Mackenzie will be conferring with your audit

and legal staffs in connection with these pending matters.
CO

All communication from the FEC's General Counsel should now
be sent directly to Mr. Robertson with a copy to me at the address
shown above.

All other correspondences from the Commission and its staff
should be sent directly to me at the above address with copies
to Mr. Robertson.



Mr. Frank P. Reiche
June 17, 1982
Page Two

No further communications from the Commission or its staff
relating to the Committees are to be sent to Mr. Edward L. Wiedenfeld
or the law firm of McKenna, Conner & Cuneo.

Thank you for your attention to these matters.

Yours truly,

Arthur J llunger,Sr
Treasure
Reagan for President Committee
Reagan Bush Committee
Reagan Bush Compliance Fund

N3

0r
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March 4, 1982

Charles N. Steele, Esq.
General Counsel
Federal Election Commission
1305 K Street, N.W.
Washington, D.C. 20463

Dear Mr. Steele:

In accordance with Federal Election Commission procedures,
the Reagan Bush Committee (the "Committee") and the Reagan Bush
Compliance Fund (the "Fund") hereby respond to the General
Counsel's brief attached to the Commission's letter dated
February 1, 1982. In the brief, the Committee is alleged to have
violated 11 C.F.R. S 9003.3(a)(2)(i) by expending private contri-
butions to the Fund to defray expenses incurred by the Committee.
The Committee's response clearly establishes that no violation of
11 C.F.R. S 9003.3(a) (2) (i) occurred.

INTRODUCTION

The Fund was formed on May 29, 1980. The Fund's purpose
was to raise contributions to offset legal and accounting costs
incurred by the Committee in complying with the requirements of
the Federal Election Campaign Act of 1971 (2 U.S.C. S 431 et

*NOT ADMITTED IN CAUFORNIA
NOT ADMITTED IN D. C.

WRITER'S DIRECT DIAL NUMBER

(2021 769- '-
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seai.) and the Presidential Election Campaign Financing Act (2
U.S.C. S 9001 et sea.). Although the Committee contended at the
time of the aunt-rand still contends) that all legal and
accounting costs were compliance expenditures,the Committee
agreed to allocate those fund expenditures which may have
benefited Committee operations.

Allocations were made using FEC allocation methods and
other allocation methods rationally related to the expenditure
involved. As a result, the Committee allocated $137,883.67 to
Committee operations and reported this amount as Committee
operating expenses. The General Counsel disputes the results of
this allocation, maintaining that an additional $178,304.99
benefited the Committee and should be reported as Committee
operating expenses.

The Committee contends that the General Counsel's
conclusion is incorrect because: (1) as explained below, the
Committee's allocations are based on FEC and other appropriate
allocation methods; and (2) as explained previously, the audit
provides no basis to dispute these methods. Moreover, the
Committee notes that the General Counsel in reaching his
conclusion ignored the fact that after November 4, 1980 (the date
of the presidential election) all expenditures incurred were, by
definition, compliance expenditures. However, because of a lack
of guidance in both the law and regulations on this matter, the
Committee, while reserving its right to pursue this issue,
allocated fund expenditures incurred through March 31, 1981.

COMMITTEE ALLOCATION METHODOLOGY

The Committee allocated the following twelve expenditure
categories between Fund and Committee activities:

(1) Payroll
(2) office supplies
(3) Printing &stationary
(4) Telephone
(5) Furniture &equipment
(6) Rentals & leases
(7) Postage & freight
(8) Computer Costs
(9) Reimbursed expenses

(10) Consultants
(11) Sundry expenditures
(12) In-kind accounting expenditures
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The allocation of each of these categories was explained to FEC
auditors at the time of the audit. The explanations are restated
below. (Worksheets describing the allocations are provided in
Attachment 1.)

General

During the primary audit, the Reagan for President
committee contended that the Treasurer's office payroll and
related expenses were solely compliance related, because the
expenses were incurred in complying with federal election laws.
During the audit the FEC disagreed, stating that 15 percent of
these expenditures were not compliance related. The FEC derived
the 15 percent allocation to noncompliance activities from
activity studies of campaigns of similar sizes. The auditors
believed "that the percentage (85%) represents a reasonable
allocation of costs to exempt legal and accounting." (Report of
the Audit Division on Reagan for President, p. 7, attached to a

swim" letter from Robert J. Costa to Scott dated January 30, 1981.)
Although, the RFPC disagreed that any allocation was required, it
acquiesced to the FEC's position.

During the audit of the general election campaign, the FEC
again concluded that the Treasurer's office payroll and related
expenses should be allocated to noncompliance activities. The

__ Committee disputed this conclusion, but again acquiesced, under
protest, to the FEC's insistence that an allocation be made.

The law and regulations provide little, if any, guidance to
C. determine how costs should be allocated. Therefore, the

Committee decided that the most appropriate allocation method was
the 85/15 ratio used by the FEC auditors to allocate primary
expenses. This method was believed to be the most appropriate
because it was developed and used by the FEC to allocate
identical costs in similar circumstances.

The Committee allocated the following expenditure
categories using the 85/15 ratio:

(1) Payroll
(2) Office supplies
(3) Printing &stationary
(4) Telephone
(5) Furniture &equipment
(6) Rentals & leases
(7) Postage & freight
(8) Reimbursed expenses
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This resulted in an allocation of $76,322.68 to noncompliance
activities. The Committee reclassified this amount as operating
expenditures subject to the spending limitations of 2 U,..
S 441(b) (1) (B).

Computer

Prior to the nomination of the 1980 Republican candidate,
the Campaign manager and Treasurer of the Committee met with a
computer expert from Arthur Young and Co. The following concerns
were addressed in determining the feasibility and desirability of
using a computerized accounting system for the general election.

1. If the computer route were to be chosen, a complete
computer system had to be designed, set up and placed
in working order within 60 days.

2. Since current accurate reports were required every 48
hours, on-line capability and immediate turn around
were essential to the system.

3. The system would be needed only for a four month
N period.

It was determined that under normal business circumstances
a computer system would not be justified, because the expense of
the computer far exceeded its benefits. However, one factor, in
the opinion of the Treasurer, did warrant the substantial expense

Tr of a computerized accounting system - the Federal Election
Campaign Act. Therefore, the legal spending limit and the
demanding accounting and reporting requirements placed on a
general election campaign committee by the Act were the sole
reasons for the decision to expend over $230,000 for a payroll
computer system.

However, at the insistence of FEC auditors and after an
analysis of the services provided by this computer, the Committee
allocated 10 percent of computer costs to Committee operations.

Consultants

The Fund employed numerous consultants to perform specific
tasks. The proper method for allocating such costs is to analyze
the services provided by each consultant and allocate the costs
accordingly. The Committee followed this method in making its
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allocations. The results of the allocation of accounting
consultants were:

(a) Ted Woblicky - Served as a Systems Consultant. Mr.
Woblicky developed the computer software needed to
produce the reports required by the Act. The
Committee believed that 100 percent of Mr. Woblicky's

pfees were compliance related. However, consistent
with the allocation of computer costs, the Committee
allocated 10 percent of Mr. Woblicky's total fees to
Committee operations.

(b) Tom Moran - Served as a consultant to the Controller.
*Mr. Moran assisted the Controller, monitoring the

expenditure limitations through use of detailed
budgets. The FEC auditors argued that only 50 percent
of Mr. Moran's functions were compliance related.
While disagreeing with this position, the Committee
acquiesced and allocated 50 percent of these expenses

* ~to Committee operations.

(c) DeLoitte, Haskins & Sells - This CPA firm prepared a
report relating to implementation of a monitoring
system used to ensure that the expenditure limitations
were not exceeded. Fifty percent of these costs were

N" allocated to the Committee.

(d) Amy Gilbert - Served as a consultant to the Treasurer.
Miss Gilbert had extensive experience in FEC
matters. Consequently, she assisted in balancing FEC

%disclosure reports and worked closely with necessary
p~ parties to assure that a computer system was

established that would produce reports essential for
compliance with election law. For these reasons, 100
percent of Miss Gilbert's fees were allocated to

0! compliance.

(e) John Pasquali - Served as Controller for Campaign '80,
Inc. The Committee allocated to compliance only those
fees paid Mr. Pasquali in 1981 relating to the final
audit of Campaign '80 records.

The Fund also employed two legal experts for compliance
*matters: Loren Smith and Mary Lee Garfield. Mr. Smith was chief

counsel to the campaign and Ms. Garfield was his assistant.
These individuals were responsible for all campaign legal
matters. Because all campaign legal matters ultimately had
campaign finance law consequences, 100 percent of their fees were
allocated to compliance.
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On occasion the Fund required the services of outside legal
consultants for assistance on matters relating to compliance.
The consultants employed and the percentage of their fees
allocated to Committee operations are as follows:

(1) Jones, Day, Reavis & Pogue (30)
(2) Peabody, Rivlin, Lambert & Meyers (01)
(3) Sedam & Berge (01)
(4) Gang, Tyre & Brown (50%)

The percentage allocated to Committee operations was
determined by an analysis of the services provided to the
Committee. (See Attachment 2 for a copy of the bills sent to the
Comaittee.)

Sundry Expenditures

The Committee classified $57,807.44 of allocable expendi-
tures as "sundry". These expenditures were broken down into
three categories. The first, totalling $10,873.60, included:
refundable deposits; FEC account expenses; office security;
storage expenditures; and telegrams.

The Committee allocated 100 percent of these expenditures
to compliance activities because:

(1) 2 U.S.C. S 432(d) states:

The Treasurer shall preserve all records
C' required to be kept by this section and

copies of all reports required to be filed
by this subchapter for 3 years after the
report is filed.

Therefore, the costs involved in storing the records and in
protecting them were considered to be compliance related.

(2) The telegrams was related to solicitation of
contributions for the Fund.

(3) Refundable deposits and FEC account expenses were
compliance requirements and, therefore, compliance related.

The second category, totaling $29,035.07, included: taxes,
insurance, petty cash, moving expenses, office improvements,
equipment maintenance, freight, printing and materials. This
category was allocated 85 percent to compliance activities and 15
percent to Committee operations using the FEC approved allocation
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ratio. Use of the FEC approved allocation ratio was considered
* to be appropriate because each category was thought to contain a

small portion of indistinguishable noncompliance expenditures.

The third category, totaling $17,898.77, included direct
mailing expenses and auto-pen costs. Fifty percent of these
costs were allocated to Committee operations. At the time of the

* allocation, the Committee did not take into consideration 11
C.F.R. S 9003.3(a) (2) (D) which states:

Such contributions (to the compliance fund)
may be used to defray the cost of soliciting
contributions to the legal and accounting

* compliance fund.

Therefore, the Committee may wish at a later date to revise the
above allocation.

0 . In-kind Expenditures

The Compliance Fund reported $25,621.08 in accounting
irk services contributed by three "Big-Eightw accounting firms

(Arthur Young & Co; Deloitte, Haskins & Sells; and Peat, Marwick,
* N Mitchell & Co.) and the AICPA. These services were given and

received pursuant to 2 U.S.C. S 431(8)(B)(ix)(II) and were
allocated 100 percent to compliance.

The three consultants on loan from PMM & Co. (Rick Edick,
Kevin Tan and John Willet) helped the Committee set-up and

* maintain an accounting system designed to meet the reporting and
recordkeeping requirements of the Act. Arthur Young and Co.
supplied the Committee with two staff accountants (Gene Preston
and Cheri Kurland) who assisted in compiling and balancing the

W FEC disclosure reports. Mary Widner of the AICPA and Ian McKay
of D,H&S were responsible for assisting the Treasurer in ensuring

* that disbursements were qualified campaign expenditures and
proper support documentation existed. Ms. Widner and Mr. McKay
also helped maintain a system designed to assure compliance with
expenditure limitations.

* Conclusion

The Committee allocated expenditures only after careful
examination of the nature of the expenditure involved. The
allocations were based on methodologies which were FEC approvede or appropriate to the nature of the expenditure involved and
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which resulted in rational and equitable allocations* As
requested, worksheets are provided documenting these allo-
cations, For these reasons, the Committee's allocation of
$137,883.67 to Committee operations should be accepted by the
coummiss ion.

FEC ALLOCATION METHODOLOGY

The basis of the General Counsel's determination that the
Committee expended Fund assets for Committee purposes is the
audit report. The audit report rejected the Committee's
allocations and found that, aside from the $137,883.67 allocated
to Committee operations, an additional $178,304.99 should be
allocated to Committee operations.

Since the completion of the audit in March 1980, the
Committee has disputed this audit conclusion for the following
reasons:

(1) the audit report rejects without reason an allocation
ratio previously used by the FEC;

(2) the auditors did not follow generally accepted
auditing standards or accounting principles.

(See, the Committee's initial response dated July 20, 1981 and
its supplemental response dated August 11, 1981 (pertinent
portions are provided in Attachment 3).) The Committee believes
that because these deficiencies exist, the audit finding provides
no basis for the General Counsel's rejection of the Committee's

Ni% allocations.
CONCLUSION

The Committee allocated Fund expenditures between the Fund
and the Committee at the insistence of FEC auditors. The
Committee allocated the expenses rationally, using FEC approved
and other appropriate allocation methodologies. The audit report
provides no basis to reject the Committee's allocations. There-
fore, the General Counsel should find no probable cause and close
this matter.

The Committee recognizes, as does the General Counsel, that
following the auditor's allocation rationale, significant
Committee costs may be allocable to the Fund. The Committee also
recognizes that such an allocation may result in a complete
offset to the audit report's finding. However, the Committee
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believes that neither allocation is required by law, and,
therefore, the issue of an offset is not addressed.

cc: Ms. B. Kramer
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MLAN, :0

July 2, 19S0

Ca-..Ign 80, Inc.
C/o Gang, Tyre & Brown

~ C io.~ii.90-310

For Le$al Services Rendered During the Xcach of June, 1980:

Cons'dre.:ion of problems and
ex.....:, o.- the law in con.ection
wi~h ch . o--.::.-on an-' accivicies
of C-.'n '80, Inc. under the pro-
visions of the Federal Ele-io. Ca.--
paigZn Act of i971. as athe
Com.--nmcat-Lons Act of 1934, as
amended, the Presidential Elec-.ion
Campaign Fund Act., the rte',:i.ns
and opinLons iss'ead the'eu.nder by
the Fede:a! Election Co,_--zssion and
the Federal Cc...,.nications Commission,
including the preparation of a Seneral
s-...=.ry of the applic.ble provisicr.si
of the rele'ianc law; extensiva res3-zr'%
and analysis of the records o5 the
Federal Election Coar-zission rela-ive
to cotnplia.ce by Presiden:ial ca-paign
co-.i::e-s; nu-.rous confere.,:s w':h

re.sa-tatiL/e of Gan&, Typre & 3:.-
rela:ive ':o the applica:ion of the la':;
corres e-e in co.-.:':t-.0n "-i - te
fore:. .------------------------------------------

Xiscelian- -Z-.-', .

Reprod:.... c-.1 - in.:.;r-, a:

lo'. dis:ance ce'e"-.ne charges
Par':in' fees

$35.90
3.95
4.00--

TO:TL ---------------------------------- ''

lMiS ?1.401 :&,: *.1 11 '

F. E C E I V E D

$ 2,250.0,:

S

0

92 '.5

V :4A11 0 b4C11S

:A~ SF.SJ



SJ-:I)A.M' & H:c;,;

A. L "3'.Q:S Al

V4* .: ~~.':

.j 3CZ&%. Jo.

A:-r' U. ODAU.3 . a.

V 0o, W *?.3-

Agu: 12, 1900
TWX1,' ; : 0 1 ;{

CAICS:.m z

Campaign '80. Inc.
c/o Gang., Tyre & Brown
6400 S:e. Building
Ho1 -cd, C-.ifornta 90010

Fo- Le-z-g.U Se-'ices Rendered D,'-r,:ng The "cr.th of July, 19S3:

Co ::io.r.e of probLe7s and examination
of t 1 : in con.:e:-on with the application
: rr- - EI .tf )n Camp.ain Act of 1971,

as a-.d-', a.-'. : d.a Electicn,
Cam:ai-n Fu'nd A: o f Ca-.,n '80, Inc.,
inu!d.. the c.- . or a re:c~r and
corres::n -lve to t-e ac.ivities
fo pre."o- ca-..i.is " iss.us rela:i'e to

conzerences rela:i-ve to the aplica:ior.
of the A:: to various fac:ual circu-.s:aeces;
correspondence in connec:ion with the
foregoing ....

Mi__el .- ..L S - n .=: -=__-.. -

$ 270.00

:3.33 c:jw~
7 .20

40.51 ---- $ 47.71

rc:AL DUE ----------- 317.7 1
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.406.LVA O+I, Co. ¢ ..w,:A If;:;

C.-&UC € " -,OT

COcto'er 15, 1.080

:z:'_ r a1 .7:, .u r er
. -h Cc-pliance Fund

?01 .::-;-h Hi zhiand
-., Virginia 22204

Fe: .'-agn 1a8ign '30, Tnc. --
io-alfes and x-xpnsas

:ear ;:s. Buchanan:

Encicsed is our statement for services on accc%.t
and for expaenses incur-'.d to date on behalf of Reagan
Canm=ain '60, Inc. ":e are sending the statement directly
to you as requested by Paul ;:uller, chief financial officer
of .eagan Ca. paign '80, Inc.

If you have any questions, ple-se call ne.

Very truly yours,

TR. Cz-np

-3RC:k1

Enclcsure

*: /

( " , 3T' &, BR+OW,,N.INC.
--t,.A%ClYS AT LAW

1 1 LZ ,.

* ,. f:o. W

0

0
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B.LL CI.SEY
BA"Y :-U CF-'-.:A¢AN

I am attaching two bills raresenting cz:peses -ncurred by
C%:-7aign '80 for legal services. Paul Muller has approved
th-m and they do not appear to be unreasonab:e ccsidering

xm nn's bill - everything's relative. !Y>. :,'or, I would

2ike vou to review them and sign off.

. .:,oint out t l. t te $7,500 --- ---.- is
-, -' Ze clcse to $15,000 w- N

B " /

esti-ated to

At tach ent
It-

.~%_

L..~.

W
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0
-~ ~

d ~---~~
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C-. f OR

."a& n/ ' uS h C ;. " ance F nd V . 41 1 3

T o .=~ u..:i, :.-,&al Tre surer

.;r~i7:=ton, Va. 215

". ac,::nt for si 'r' C-s to C :..-.ai'n 'SO, Ic.'-C7,dr=d $7,'.
zn c7m.-ctior with incorporati, , c.-alif-ricstion to do

'.si.-ss in foreign statas, change to :ot-for-profit
st. .s, union and guild relation.s, advertising s4trzission
.c. ic's, review of contracts, and other atters relating
c:liance with Federal Election Law req.ire.snts.

Np

0
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____Cctctr '64, 1 SSC

: c-.- r ' : to C-:::i- n '60, :nc. re .er.e-l
. - alif~caticn 0to %o husinef-s in

-'::'n sta ,s, e -t! e-. to n.ct-fcr- rofit status, u-cor. ar.d
:id rajatsCns, advirtluin olicies, : v-w

,...and c....r .a.trs 'rela r to cz' .L i a .ce with
* -- nal --e~ticn_,:ee-.-s . $ 7,50.. :

..,:s '.:cdpez statenant eated Octcber 9, 1 80(atltacl::d)
"n:i 3 (cts;;-'cr e=- V!rs ±!. a irn August (31 calls)

49. U3

" f

F( - u...--. -?,,-,--..L.60 0 ; 3 7 t T , , 0 0 0 0 0 0 1 .O:. . 8 -

j

-..A.NG, TYRE, & BROWN, INC.

?eac-m/11'aCc e %%md
-& ICl ~ ~ " So. Fi, 1an

A.'l'rst.t -, '.- . --:!.-4

0

sA £%§f' CeI.I b.::
81" .4 7 dogs
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GANG, TYRE, & BROWN, INC.

?;&'.shCr--,Aipnce runs
'To .. a r e rer

2-_'i-:-tnVa. 2,22CA

aO-O 6 ,OI? SO %G

.sts Li4

- c.ial .- I- .rail 7/1i wd 7/24
-"et.y cf S;ata /.,'i0

-FraiSt to k~~,Va."~.:..--s 8/26 L-5 9/29
:-: . of ctate - to Atices
.T. C:--r. Ss'lzs - N.Y. & Virgi=a .;a ificaticn of cc-- ci e'Icn
"-.':..s : n, ".Va. 6/2/80, !- Ycrk, Crn., nirLon, D.C. (15 c-Is

in :.n) wd Axl.L-qtn, Va. andSczi~o a
J'Ly 8, 7/22 aid 7/5.S/80s "..-tax - m..i-l" -' -; --il 9/2!5

'7, 4/N r1NLBS

C .....
I ,L'oo~ 33 .' ,'C sL.ooos oL..oa 3r8 3i,,l,

4f

$ 2.53
15.90
15.00
50.00
10.51
19.00

619.00
50.55

8.0
$ 759.49

c*

0

0
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AT C AT 6,'.f

Reagan Bush CoL-Mittee
C/o James A. Baker, III

901 South HighlanlA Strcet October 31, 1980

Arlington VA 22204--
-- :.- --. ------

p--icrl ser'ict -r' 
- "

5 ept - .r 30, 19S, in ccOnn-tion 
-

vario '- us ... un Advisor': opinion
malter, incl -_- " ... , 9 tele-" office cofere.-s wth legal

sta:- of -

Dulicatirn9 & i ......... 
33

Postag.- .
Total Disbur3 - - 3  

.. 93..."

$)



oJONS:s. I)AY. 1RI'.VIS & POGUIE
173:! CYC S-4.'ZL, N N

.A.lI!VI'U%. D.C. 20000

TgL 'Sa* 4013039

TC&9 +. .A'.:&,' C ;+9 0 66 -N ZA

+,,,l,.,,+La.+.*Q,,..., 1,&343
1,[-[:+' La- a:1 444 4lal

De:r' _r 30, 1980

1 70 0 U N4IO N C O M e e. : C 8 IL O h : 4 5

IO 605l3039

oft COLUMWJS

SQ. ACS[T 6I-="*D W49-lIf 4aZ' S
440L 441 a 303*

IN LOS &'*-.396

8Cli* C[1%,6 a3 PARA ) 1
48l'3 SA3I:,31$.I1

PE S'jAL & CC:FTDL;TIAL

.r. William %. Casey
Campaign Director
Reagan Bush Cot-c,-ittee
c/o Caitcl Kill Club
301 Firs- Stre;2'-, S.E.
Washington, D.C. 20003

Dear Bill:

Enclosed is our Firm's s-+t to the Rea. Bsh Cc:itt-e

for services and e:enses thr,.-h October 1980.

As you know, there were certain services where we also

represented the Republican National Committee. As to these, the

enclosed state.ents reflect a 75% allocation to the Reagan Bush

Cor.mittee, and we have billed the balance to the RN4C.

I trust you will find the enclosed statenents to be in order,

but if you hav any questions, plesse call. I would much

a :reciate --- in the cu:e.- t cal.e-.a!r year.

Best re:2rds.

Enclosures

0'I

* I



CA21k9'ATTOOe '3S -Z.4

Decen-ter 30, 19s0

/
-Felgan Bush Comnittee
Finance Division
cio Capitol Hill Club ...
30. First Street, S.E.

For all le:l services rendered thrcu-,h October 19-0a.Z fo i '1

Services rendered in connection with
various counseling matters regarding
C-uiiance with Federal Election laws.......

Services renCr-:-d in connection with
ana-e-.,'s of and noisible responses to thei-estqaat-ion of an administrative cornlaint
f-led ,with the Federal Election CoV.issicnr

the Carter-::ondale Ccn.ittee end De-:7tc-atic
.Na ional Coc..ittee ....... . ........

Services rendered in conne:ion with the
-ens- of a suit brought in the U.S. Court"-f A'.=Is by the Carter-.ondale

- the Denocratic National Co~nittee seeking
t: block pai-ent of $30 million in federal

! u..-s to the Cor,-:ittee ........

Services rendered in connection with
.:--esentation of the Committee in a suit
- by Common Cause in which extensive

- '.:: e:y Was so::fron the Co-ittee

Services ren erel in ctnnectj ion with
analysis of - liability of

Z-. -.ttee personne. for ca.-icn ac:ivicies

Services red in connection withr:h and analysis of po:ential clams
- rinq misuse of inc"--enc ..

.- Services . .. .. . .. .. .

$9,800.00

. . . . 28,700.00

. . . . 75,200.00

. . . . . . . 9,4'40.0)

L .) $135' 5O.1c -

4T

•JONES. DY. REAVI." & PO(.;uI: j
173S tft ZrSCCT, P v4.

WASHLINGJTON. I).C.2C)Qrr
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Ev<snsas Incurred for Your Account:

In connection with the rendition of the above-described legal
scrvices, expenss wcre incurred in the amounts indicated:

Expenses of printing briefs ..... ............ .$ 12,788.99

Other expenses including copying,
messenger services, telephone, staff
overtire, cor: uterized leqal and factual
research facilities ...... ............ .... 31,743.31

Total Expenses . .. . . . . . . . . . .( ). $ 44,532.30

T'IAL kv c 5 A.D .SES ... ............ $180,032.30

(.Y)
(G) • .

Cb)

(y,

,,. o

" !
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SECTION B

ISSUE

In its Audit Report of June 19, 1981, the Federal Election

Commission (FEC) concluded that $316,188.16 of Compliance Fund

expenses were not incurred to ensure compliance with the Federal

Election Campaign Act of 1971, as amended, and must be shown by0
the Reagan Bush Committee (RBC) as expenditures subject to the

limitation prescribed by 2 U.S.C. 441a(b) (1) (B).

n BACKGROUND

The FEC audit report states that the audit covered the
Nperiod May 29, 1980 through December 31, 1980, the final coverage

date of the most recent reports filed by the committees at the

time of the audit. The report points out that the Compliance

C c Fund reported total expenditures during the period of

o $1,512,152.36. However, the FEC auditors' working papers deal

only with expenditures of $919,991.29 (D 1/3). Although the

~ reasons were not specLfically stated in the working papers the

auditors apparently concluded that expenditures of $919,991.29

were not solely for compliance and therefore should be subject to

*further analysis.

A summary of that analysis follows:



Cost Compliance
Cateqory Related

Computer $ 96,356.41

Payroll 175,668.81

Consultants 251,434.98

Overhead 27,746.69

Miscellaneous

Additional
Overhead -

Direct costs 52o596.24
f6. 1803.13

Not
Compliance
Related

$128,751.50

98,813.71

54,025.12

15,607.52

8,360.58

Total

$225,107.91

274,482.52

305,460.10

43,354.21

8,360.58

10,629.73 10,629.73
-- 52 596,24

3160188.16 $_:___4__

The following sections discuss our review of the FEC

working papers and the approaches and methodologies used by the

FEC auditors and illustrate the effects of the deficiencies, in

general, and on each of the major categories of cost discussed in

the audit report.

We reviewed in detail the 84 individual working papers

supporting the FEC auditors' findings regarding the Compliance

Fund. Forty-six of the working papers consisted of invoices for
r

services received and copies of checks as evidence of payment by

the Compliance Fund. The remaining working papers consisted of:

-- schedules showing the allocation of

individual categories of cost such as

payroll expenses to compliance related

and not compliance related categories.

)

C.:

AMUR VOUNG
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sumnaries which describe work performed
D

and conclusions reached for the

categories of expenses.

ABSENCE OF CRITERIA

The Act and the implementing regulations provide only very

basic guidance with regard to expenses to be borne by the

* Compliance Fund. The regulations (9003.3(a) (2) (ii)) state that:

All legal and accounting costs related to
compliance with Title 2 and Chapter 95 of
Title 26, United States Code may be paid

* from the compliance fund. Such costs may
include payments for personnel, computer
services, reproduction, mailing expenses,
and independent audits to assure compliance
with Title 2 or Chapter 95 of Title 26,

N. United States Code. A committee may pay
from its compliance fund costs incurred for
establishing that portion of its financial
accounting system which is allocable to the
legal and accounting aspects of compli-
ance. In addition, a committee may pay from
its compliance fund an amount equal to 10%
of all other legal and accounting compliance
costs to cover overhead costs allocable to
such compliance services. If the amount of

CO overhead so allocated exceeds 10% of all
other legal and accounting compliance costs,
the committee shall provide proof to the
Commission that the entire amount so
allocated represents overhead costs relating
to legal and accounting compliance services.

Further, the regulations (11 C.F.R. 9003.3(c)) state that:

Payments may not be made under 11 CFR
9003.3(a) (2)(i) for any legal and accounting
services or related costs which are not
performed solely to ensure compliance with 2
U.S.C. 431 et seq. and 26 U.S.C. 9001 et
seq.

This guidance is by no means specific enough to provide practical

criteria against which to measure whether functions performed,



10 represented by items of expense, were solely for compliance.

What is needed under these circumstances is the development by

the auditors of clear, specific statements as to what legal and

accounting functions must be performed to achieve compliance,

supported by explanations as to why these functions had to be

performed. only then would there be a sound basis for (l)

evaluating a specific function that was actually performed and

(2) reaching a logical, supported conclusion as to whether the

function and its associated cost was or was not for compliance

* ~ purposes.

CINI!Professional knowledge, experience, background, and

'~personal skills of the audit staff play a major role in selecting

'00 the criteria to be used to evaluate events that have occurred.

C, it is important to recognize that auditors bear the burden and

* obligation to ensure the validity and wisdom of the criteria

* C~used. in reviewing the working papers, we could not assess the

validity of the criteria used by the auditors, because neither

the criteria nor the application of the criteria to specific

* situations was documented. Rather, it appears that the auditors

applied individual judgment as to the criteria against which

individual items of expense were evaluated and documented the

conclusions reached, but not the process by which they arrived at

these conclusions,
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M3THDOLOGICAL DEFICIENCIES

In certain instances, particularly payroll expenses, the

problems we noted in the FEC auditors' working papers due to the

* absence of stated evaluation criteria were compounded by

deficiencies in gathering data. Allocation of costs were based,

in several instances, on interviews of employees but the working

papers did not contain written memoranda discussing interview

results. In the absence of interview memoranda, it appears that

structured interview questionnaires were not used.

* Standardized interview questionnaires are frequently-used

audit tools which, when properly designed and properly

N administered, considerably enhance the validity of data obtained

* ~ through interviews. Properly designed, a structured interview

Squestionnaire ensures that questions were developed to avoid

ambiguity and bias and that answers elicited were based on a

clear understanding of the questions offered. For example, a

Squestion such as wWhat percentage of your time was devoted to

compliance activities?" would likely result in a meaningless

answer unless the interviewee were provided with a clear

definition of what functions are or are not considered to be

compliance in nature. In the absence of this definition, the

judgment as to whether an activity was compliance or not is left

solely to the interviewee. The working papers contain no

indication that (1) interview results were based on written

structured interview questionnaires; (2) clear, unbiased

questions were asked; (3) definitions were provided to
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intervieweesy and (4) interviewees were knowledgeable to answer

the questions.

The following sections illustrate the effect of the

deficiencies discussed above on each of the major elements of

cost presented in the audit report.

COMPUTER COSTS

The auditors determined that total computer costs were

$225,107.91 (D 1/10). Of this amount, costs of $16,567.91

associated with the use of three computer systems were considered

.N1 to be compliance related by the auditors because the systems were

In used to support solicitations of contributions for the Compliance

SFund (D 1/11). With regard to the remaining $208,540 in computer

costs which were for computer services furnished by the

Republican National Committee, the auditors determined that costs

* n of $128,751.50 were not related to compliance (D 1/10)9

Computer costs were divided by the auditors into the

MO following categories for analysis and allocation:

- payroll support which included maintenance of a

payroll check register and total employee

earnings records

* -- compliance accounting support which included

maintenance of the general ledger and the

accounts payable system

* - staff support which consisted of Republican

National Committee computer personnel costs.
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The following illustrates the results of the FEC auditors'

allocations (D 1/10) of each of the above elements-of computer

costs:
Not

Compliance Compliance
Related Related Total

Payroll
Support $ 6,344.00 $ 6,344.00 $ 12,688.00

Compliance
Accounting
Support 59,367.00 98,945.00 158,312.00

Staff
* Support 14p077.50 23s462.50 37p540.00

$79r788.50 $128P751.50 $208,540.00

NPayroll support costs of $12,688 were evaluated by the

auditors (D 1/13) based on the number and type of computer

printouts produced. The auditors determined that two of the four

* c' printouts were prepared for compliance purposes, and therefore

allocated 50% ($6,344) of payroll support costs to compliance.

C The auditors determined one printout, the payroll check register,

was compliance related because it produced a list of the names

and addresses to whom disbursements were made. A second

printout, referred to in the working papers only as *FEC Report"

* was also considered compliance related because it supported the

filing of reports on receipts and disbursements. The remaining

two printouts, a report on year-to-date employee earnings and a

* report on employee changes, were considered to be not related to

compliance. The working papers contain no evidence of the

criteria by which the auditors reached this conclusion.



Compliance accounting support costs of $158,312 were

allocated based on the number, as well as frequency, of reports

produced. The auditors determined that $98,945 of compliance

accounting support costs were not compliance related. The

auditors first determined the cost per report by the following

method:

-- divided the compliance accounting cost of

$158,312 by 22 weeks to arrive at a weekly cost

of $7,196.

* r~ -- divided the weekly cost by the number of reports

(8) produced in a week. Because, six accounts

payable reports and two general ledger reports

were produced each week, 75% of weekly costs or

$5,397 was allocated to accounts payable activity

and 25% of weekly costs or $1,799 were allocated

* C to general ledger activity.

The auditors then determined that 50% of the cost of the

weekly accounts payable activity ($2,698.50) was related to

* compliance because two of the four printouts in the report

provided data on disbursements and supported filings on receipts

and disbursements. By multiplying $2,698.50 by 22 weeks, the

auditors determined the $59,367 related to compliance. The

remaining $59,367 associated with the accounts payable reports

and all of the $39,578 associated with general ledger reports

weecniee0wereconideed-o be not related to compliance.
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The working papers contain no evidence of the criteria by

0which the audi.tors determined that 50% of the accounts payable

reports and all of the general ledger reports were not related to

compliance.

With regard to the staff support costs, the allocation

method was strictly mathematical (C 1/15v D 1/16), The working

papers do not contain an analysis of the nature or purpose of

support services provided. The auditors determined, based on RNC

invoices, that support costs totalled $37,540. The costs were

* ~ allocated using the percentages calculated for compliance

41 accounting support costs. The auditors apparently assumed that

'~because 62.5% of compliance accounting support costs were not

S related to compliance, then 62.5% or $23,462.50 of staff support

costs were also not related to compliance.

The absence of evidence in the working papers of the

* ~ criteria by which computer costs were judged to be either related

Sor not related to compliance is a major audit deficiency.

Further, allocations based on the number of printouts is a

* questionable allocation technique; it assumes that all printouts

require the same level of computer usage and personnel costs -

an assumption which does not recognize volumes of data processed

* and the fact that some reports such as the preparation of year-

to-date employee earnings statements are merely a small part of

the more complex activity of payroll preparation.
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PAYROLL -COSTS

The auditors determined that payroll costs totalled

$274,482.52. Of this amount, the auditors concluded that

* $175,668.81 (64%) was related to compliance (D 3/3), The

auditors calculated the gross salary for each individual whose

salary was paid by the Compliance Fund, estimated the percentage

* of time the individual spent on compliance activities, and

multiplied the percentage and the gross salary to arrive at

payroll costs that were related to compliance.

The principal weakness in this approach is the methodology

by which the percentage of time devoted to compliance was

determined, Based on our review of the working papers we found

'0 no evidence of interviews with individual employees, Rather, it

~' appears that the auditors obtained a job description and list of

functions for each employee by interviewing, according to the FEC

working papers, Mr. Haas. As discussed earlier, obtaining data

G3 through interviews requires an approach which must ensure that

the data obtained is unbiased and accurate.

The following examples illustrate tA.he problems resulting

from the approach used by the FEC auditors:

- for one employee (V. Shields), the working papers

show that the individual performed "all payroll."

The auditors determined that 20% of the indivi-

dual's time was related to compliance (D 3/2)0



- for another employee. (J. Pate),, the work ing

papers show that the individual "monitored

budget." The auditors determined that 50% of the

individual's time was related to compliance (D

3/2), In these two examples, as for all

Compliance Fund employees, the working papers

contain no evidence as to the method the auditor

used to arrive at the percentage of time devoted

0 to compliance.

* We also noted inconsistencies among conclusions reached by

S the auditors. To illustrate, the auditors concluded that the
M time of an employee, (L. DeGrandi) who was responsible for *travel
N -- expense file maintenance" was 80% compliance related. in

contrast, the auditors concluded that the time of another

~.employee (L. wood) who "supervised travel expenses* was'only 50%

*C~ compliance related (D 3/1, D 3/3),

The working papers (D 3/3) also contained the following:

Auditor's note:

* The Treasurer agreed with the percentages as
calculated above but felt that the payroll
after the 11/4/80 election should be
entirely compliance related because after
that date it would not be possible to
further the candidate's election.

The working papers contain no evidence as to how the auditors

dealt with the comment regarding post election expenses. Also,

the Treasurer told us that notwithstanding the auditor's note, he



&MI V@M -12-

had not agreed with the calculations of the percentages of time

that individual employees devoted to compliance.

CONSULTANT COSTS

The auditors determined that $54,025.12 out of a total of

$305,460.10 in consultant costs were not related to compliance (D

1/6). As in the case of payroll costs, there is no evidence of

the use of structured interview questionnaires and written

interview notes. Also, the basis for the auditors' judgment as

to the percentage of time devoted to compliance is not documented

r, in the working papers. Further, the working papers contain

'/ inconsistencies in the conclusions reached. For example, fees of

N $8,514 paid to a consultant to modify the Republican National

Coumittee computer system to meet Compliance Fund requirements

were allocated to compliance activities based on a percentage

* c- derived for certain computer costs (D 3/9, D 3/10). However, the

- fees of an individual who had responsibility for the actual

00 operations of the computer system were allocated in total to

* compliance (D 3/9, D 3/10).

OVEREA COSTS

* Overhead costs were allocated based on the percentages

calculated for payroll costs -- 64% to Compliance Fund and 36% to

non-compliance (D 1/3, D 1/5). Therefore, the deficiencies
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discussed regarding payroll allocations similarly apply to

overhead costs.

MISCELLANEOUS COSTS AND ADDITIONAL OVERHEAD

The FEC auditors determined that miscellaneous costs of

$8,360.58 and additional overhead of $10,629.73 were not related

to compliance. According to the working papers (D 1/17),

miscellaneous expenses consisted of expenses for certain

consultants, payments to individuals, and "Checks for GEC

(General Election Campaign) Payroll." However, we could not

c, determine how the auditors arrived at the conclusion that these

'1 expenses were not related to compliance because the working paper
N r (Dl/23) which was referenced in the auditors' summary was not a

part of the working papers provided by the FEC.

The additional overhead expenses, rent (D 1/18) and

* 0 security service (D 1/20), were both allocated as follows:

-- the auditors determined that the Compliance Fund

CI payroll was 9.5% of the combined payroll of RBC

* and the Compliance Fund.

9.5% of total rent and security service, was

mutiplied by 64% (see discussion of overhead) to

* determine the amount of rent and security service

that should be allocated to the Compliance

Fund.
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The results of the auditors' calculations (D 1/18, D 1/20)
* were as follows:

Compliance Not Compliance

Related Related Total

Rent $ 6,987.93 $ 6,273.57 $ 13,261.50

Security 794.84 4,356.16 5 S1.00
Service .75.77 $i0 t629.73 $18,412.50

The validity of these allocations rest on two assumptions:

S--- payroll cost is an appropriate basis for

allocating rent and security service.

1n - the original overhead calculation is valid.

N Customarily, rent and related services are allocated based

on a measure such as square footage of space used. This method
CI

avoids problems that arise using payroll costs which can be

C* I affected by factors such as salary levels and occupancy by

volunteers. Therefore the use of payroll costs for allocation of

C) rent and security services seems inappropriate.
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FEDERAL ELECTION COMMISSION
WASHINGTON, D.C. 20463

r1CRPDW

70:

DTE:

SUBJECM:

GENUAL LNSM STEELE

MAIWORIE WT4S/LEM STMAF)

APRIL 30, 1982

MLR 1401 - COMPREHENSIVE INVESTIGATIVE REPOFt
SIGNED 4-28-82

The Qmrprehensive Investigative Report signed April 28,

1982, by Mr. Kenneth Gross with regard to MUR 1401 (81) Reagan

Bush Ccmvittee, Reagan Bush COmpliance Fund was circulated to

the Oxmmission on April 29, 1982, at 4:00 p.m. on a 24-hour

no objection basis.

At the tire of the deadline at 4:00 p.m. on this date,

there were no objections on the record.

0



April 29, 1982

MEMORANDUM TO: Marjorie W. Emmons

FROM: Phyllis A. Kayson

SUBJECT: MUR 1401

Please have the attached Comprehensive Investigative

Report distributed to the Commission on a 24 hour no-

- objection basis. Thank you.

!,f) Attachment

N
cc: Kramer

C,



BEFOREELECTION COMMISSION IIII-g-

In the Matter of )
MUR 1401 (81)

Reagan Bush Committee )
Reagan Bush Compliance Fund )

COMPREHENSIVE INVESTIGATIVE REPORT #3

On January 26, 1982, the Commission found reason to

believe that the Reagan Bush Committee (the "Committee")

Wi and the Reagan Bush Compliance Fund (the "Compliance Fund")

mon violated 11 C.F.R. S 9003.3(a) (2) (i) by expending private

contributions to the Compliance Fund for purposes other

than those enumerated in this provision. By letter dated

February 2, 1982, the Commission notified the respondents

of its determination in this matter. The Committee and

4 the Compliance Fund have responded through counsel to the

0 allegations involved.

P141 As indicated in our last report to the Commission, the

Office of General Counsel must await the completion of

follow-up audit fieldwork in order to complete our review

of this matter. The additional audit fieldwork was scheduled

to commence on April 12, 1982. Since that date, there have

been numerous reschedulings due to the Treasurer's illness

and inability to meet with the auditors.

On April 26, 1982, the auditors finally met with former

Committee Treasurer, Scott Mackenzie, in order to commence the
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audit fieldwork. At that time the auditors learned that much of

the documentation necessary to complete their fieldwork was

in storage. Hence, the fieldwork has been rescheduled to

commence on May 4, 1982 at the warehouse where the documents

are now located.

( 7~~14J d 9(. Charles N teele
Date Gener C el

BY: K neth A. Gross
Associate General Counsel



FEDERAL ELECTION COMMISSION
WASHINGTON, D.C. 20463

MEMORANDUM TO:

FROM:

DATE:

SUBJECT:

CHARLES STEELE

MARJORIE W. EMMONS/JODY CUSTER y/1

APRIL 12, 1982

MUR 1401 - Comprehensive Investigative
Report #2 dated April 6, 1982

The above-named document was circulated to the

Commission on a 24 hour no-objection basis at 4:00,

April 8, 1982.

There were no objections to the Comprehensive

Investigative Report at the time of the deadline.

0

'1%



April 8, 1982

MEMORANDUM TO: Marjorie W. Emmons,

FROM: Phyllis A. Kayson

SUBJECT: MUR 1401

Please have the attached Comprehensive Investigative

Report #2 distributed to the Conuission.-n a 24 hour no-

objection basis. Thank you.

Attechment

cc: Kramer

Col



.R£CIVED
BEFORE THE FEDERAL ELECTION COMMISSION OFFTE 7,

In the Matter of SESTV)P C 'TR

Reagan Bush Committee ) MUR 1401 (81)
Reagan Bush Compliance Fund )

COMPREHENSIVE INVESTIGATIVE REPORT #2

The issues involved in this matter were brought to the

attention of the Office of General Counsel by referral from

the Audit Division. On January 26, 1982, the Commission

found reason to believe that the Reagan Bush Committee (the

"Committee") and the Reagan Bush Compliance Fund (the

"Compliance Fund") violated 11 C.F.R. S 9003.3(a) (2) (i) by

expending private contributions to the Compliance Fund for

purposes other than those enumerated in this provision.

By letter dated February 2, 1982, the Commission notified

C? the respondents of its determination in this matter. The

Committee and the Compliance Fund have responded through

counsel to the allegations involved.

The Office of General Counsel is reviewing the respondent's

reply. Part of this review entails the reconciliation of dis-

crepancies noted between the Audit staff's and the Committee's

allocation of costs to compliance activities. The most notable

cause for this discrepancy results from the fact that the

Committee allocated expenditures throuqh March 31, 1981 while

the auditor's coverage only involves expenditures made through

December 31, 1980.
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Additional audit fieldwork is scheduled to commence on

April 12, 1982 and should be completed within one week. The

fieldwork will bring us up to date on the expenditure activity

of the Compliance Fund and should therefore provide the informa-

tion needed to complete our review of auditor and Committee

allocations.

Charles N. Steele
General Counsel

BY:
oKenncth A. GrossAssociate General Counselpate I

N

117
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FEDERAL ELECTION COMMISSION
WASHINGTON, D.C. 20463

MEMORANDUM TO:

FROM:

DATE:

SUBJECT:

CHARLES STEELE

MARJORIE W. ENMONS/JODY CUSTEP& '

MARCH 18, 1982

MUR 1401 - comprehensive investigative

Report #1, signed March 15, 
1982; Received

in OCS, 3-16-82, 2:03

The above-named document was 
circulated to the

Commission on a 24 hour no-objection basis at 11:00,

March 17, 1982.

There were no objections 
to the Investigative Report

at the time of the deadline.

(~J

N

0

'~J.



March 16, 1982

MEMORANDUM TO: Marjorie W. Emmons

FROM: Phyllis A. Kayson

SUBJECT: MUR 1401

Pleaee have the attached comprehensive Investigative

Report circulated to the Commission on a 24 hour no-objection

rf basis. Thank you.

Attachment

-c: Kramer
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BEFORE THE FEDERAL ELECTION COMMISSIONQFjj OFTH

SEIN SITIVE
IN THE MATTER OF ) 82AR 16 P2:)
Reagan Bush Committee ) MUR 1401 (81)
Reagan Bush Compliance Fund )

COMPREHENSIVE INVESTIGATIVE REPORT #1

On January 26, 1982, the Commission found reason to believe

that the Reagan Bush Committee and the Reagan Bush Compliance

Fund violated 11 C.F.R. S 9003.3(a)(2)(i) by expending private

contributions to the Compliance Fund for purposes other than

those enumerated in this provision. By letter dated February

2, 1982, the Commission notified respondents of its finding

and requested that they reply within ten days.

NOn February 12, 1982, the respondents notified the Commission

that their counsel, Mr. Edward Weidenfeld, would be out of the

O office until February 22, 1982. For this reason, they requested

an extension until March 1, 1982 in which to submit a response
to the Commission's notification of findings in MUR 1401. The

Office of General Counsel determined to grant the requested

extension and so notified the respondents.

On March 1, 1982, the respondents' counsel informed this

Office that their reply would not be submitted until March 5,

1982, due to problems they were experiencing in the gathering

of data.

On March 5, the Office of General Counsel received the

respondents' reply dated March 4, 1982. Three days later, this

Office received a revised response dated March 5, 1982.
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The Office of General Counsel is in the process of reviewing

these responses and has requested the Audit Division to assist in

the review of computational schedules, workpapers and other exhibits

appended to respondents' reply.

Charles N. Steele
scaeGeneral Counsel

Kennfeth A. Gross/'"
Associate General Counsel

2; Date

Ul

O3
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WRITERS DInCT DIAL HUmaEn

(2021789- 7640

Charles N. Steele, Esq.
General Counsel
Federal Election Commission
1305 K Street, N.W.
Washington, D.C. 20463

Dear Mr. Steele:

The Reagan Bush Committee and the Reagan Bush Compliance
Fund submitted a response to the Commission's reason to be-
lieve finding involving MUR 1401 on March 4, 1982. This let-
ter forwards an amended response, which corrects certain typo-
graphical errors. Please properly dispose of the response
submitted on March 4, 1982.

I apologize for any inconvenience.

S cerely yours,

Edward L. Weidenfel

Enclosure
/dac

cc: Ms. B. Kramer
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March 5, 1982
REVISED

Charles N. Steele, Esq.
• " General Counsel

Federal Election Commission
1305 K Street, N.W.
Washington, D.C. 20463

Dear Mr. Steele:

In accordance with Federal Election Commission procedures,
the Reagan Bush Committee (the "Committee") and the Reagan Bush
Compliance Fund (the "Fund") hereby responds to the General
Counsel's brief attached to the Commission's letter dated
February 1, 1982. In the brief, the Committee is alleged to have

• violated 11 C.F.R. S 9003.3(a)(2)(i) by expending private contri-
butions to the Fund to defray expenses incurred by the Committee.
The Committee's response clearly establishes that no violation of
11 C.F.R. S 9003.3(a)(2)(i) occurred.

• INTRODUCTION

The Fund was formed on May 29, 1980. The Fund's purpose
was to raise contributions to offset legal and accounting costs
incurred by the Committee in complying with the requirements of

• the Federal Election Campaign Act of 1971 (2 U.S.C. S 431 et
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0 seg.) and the Presidential Election Campaign Financing Act (2
* U.s.c. 5 9001 et sea,), Although the Committee contended at the

time of the audit (and still contends) that all legal and
accounting costs were compliance expenditures, the Committee
agreed to allocate those fund expenditures which may have
benefited Committee operations.

* Allocations were made using FEC allocation methods and
other allocation methods rationally related to the expenditure
involved. As a result, the Committee allocated $137,883.67 to
Committee operations and reported this amount as Committee
operating expenses. The General Counsel disputes the results of
this allocation, maintaining that an additional $178,304.99

* benefited the Committee and should be reported as Committee
operating expenses.

The Committee contends that the General Counsel's
k~l conclusion is incorrect because: (1) as explained below, the

Committee's allocations are based on FEC and other appropriate
* ~ allocation methods; and (2) as explained previously, the audit

provides no basis to dispute these methods. Moreover, the
Committee notes that the General Counsel in reaching his conclu-
sion ignored the fact that after November 4, 1980 (the date of
the presidential election) all expenditures incurred, by defini-

Ntion, either were not campaign expenditures (see 2 U.S.C.
5 431(9) or were compliance expenditures. However, because of a
lack of guidance in both the law and regulations on this matter,
the Committee, while reserving its right to pursue this issue,
allocated fund expenditures incurred through March 31, 1981.

* ~ COMMITTEE ALLOCATION METHODOLOGY

The Committee allocated the following twelve expenditure
categories between Fund and Committee activities:

(1) Payroll
(2) Office supplies
(3) Printing& stationary
(4) Telephone
(5) Furniture& equipment
(6) Rentals & leases
(7) Postage & freight
(8) Computer Costs
(9) Reimbursed expenses

(10) Consultants
(11) Sundry expenditures
(12) In-kind accounting expenditures
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These expenditures were allocated as discussed below. (Work-
sheets describing the allocations are provided in Attachment 1.)

General

During the primary audit, the Reagan for President
Committee contended that the Treasurer's office payroll and
related expenses were exempt accounting and legal expenditures,
because they were incurred in complying with federal election
laws. During the audit the FEC disagreed, stating that 15

* percent of these expenditures were not exempt. The FEC derived
the 15 percent allocation from activity studies of other
campaigns. The auditors believed "that the percentage (85%)
represents a reasonable allocation of costs to exempt legal and
accounting." (Report of the Audit Division on Reagan for
President, p. 7, attached to a letter from Robert J. Costa to

* ~ Scott Mackenzie dated January 30, 1981.) Although, the RFPC
disagreed that any allocation was required, it acquiesced to the
FEC's position.

During the audit of the general election campaign, the FEC
Nagain concluded that the Treasurer's office payroll and related

* expenses should be allocated to noncompliance activities, The
Committee disputed this conclusion, but again acquiesced, under
protest, to the FEC's insistence that an allocation be made.

The law and regulations provide little, if any, guidance to
determine how costs should be allocated. Therefore, the

0 Committee decided that the most appropriate allocation method was
the 85/15 ratio used by the FEC auditors to allocate primary
expenses. This method was believed to be the most appropriate
because it was developed and used by the FEC to allocate
identical costs in similar circumstances.

* The Committee allocated the following expenditure
categories using the 85/15 ratio:

(1) Payroll
(2) Office supplies
(3) Printing & stationary

*(4) Telephone
(5) Furniture & equipment
(6) Rentals & leases
(7) Postage & freight
(8) Reimbursed expenses

0
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This resulted in an allocation of $76,322.68 to noncompliance
activities. The Committee reclassified this amount as operating
expenditures subject to the spending limitations of 2 U.s.c.
5 441(b) (1) (B).

Comp~uter

Prior to the nomination of the 1980 Republican candidate,
the Campaign manager and Treasurer of the Committee met with a
computer expert from Arthur Young and Co. The following concerns
were addressed in determining the feasibility and desirability of
using a computerized accounting system for the general election.

1. if the computer route were to be chosen, a complete
computer system had to be designed, set up and placed
in working order within 60 days.

C142. Since current accurate reports were required every 48
hours, on-line capability and immediate turn around
were essential to the system.

r~.3. The system would be needed only for a four month
period.

It was determined that under normal business circumstances
a computer system would not be justified, because the expense of
the computer far exceeded its benefits. However,, one factor,, in
the opinion of the Treasurer, did warrant the substantial expense
of a computerized accounting system - the Federal Election
Campaign Act. Therefore, the legal spending limit and the
demanding accounting and reporting requirements placed on a
general election campaign committee by the Act were the sole
reasons for the decision to expend over $230,000 for a payroll
computer system.

However, at the insistence of FEC auditors that an alloca-
tion be made and after an analysis of the services provided by
this computer, the Committee allocated 10 percent of computer
costs to Committee operations.

Consultants

The Fund employed numerous consultants to perform specific
tasks. The proper method for allocating such costs is to analyze
the services provided by each consultant and allocate the costs
accordingly. The Committee followed this method in making its
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p} allocations. The results of the allocation of accounting
consultants were:

(a) Ted Woblicky - Served as a Systems Consultant. Mr.
Woblicky developed the computer software needed to
produce the reports required by the Act. The

*) Committee believed that 100 percent of Mr. Woblicky's
fees were compliance related. However, consistent
with the allocation of computer costs, the Committee
allocated 10 percent of Mr. Woblicky's total fees to
Committee operations.

* (b) Tom Moran - Served as a consultant to the Controller.
Mr. Moran assisted the Controller, monitoring the
expenditure limitations through use of detailed
budgets. The FEC auditors argued that only 50 percent
of Mr. Moran's functions were compliance related.
While disagreeing with this position, the Committee
acquiesced and allocated 50 percent of these expenses
to Committee operations.

(c) DeLoitte, Haskins & Sells - This CPA firm prepared a
report to the Controller relating to implementation of

N., a monitoring system used to ensure that the expendi-
ture limitations were not exceeded. Fifty percent of

1) these costs were allocated to the Committee for the
nreasons discussed in (b) above.

ITT (d) Amy Gilbert - Served as a consultant to the Treasurer.
Miss Gilbert had extensive experience in FEC

* r matters. Consequently, she assisted in balancing FEC
disclosure reports and worked closely with necessary
parties to assure that a computer system was
established that would produce reports essential for
compliance with election law. For these reasons, 100
percent of Miss Gilbert's fees were allocated to

* compliance.

(e) John Pasquali - Served as Controller for Campaign '80,
Inc. The Committee allocated to compliance only those
fees paid Mr. Pasquali in 1981 relating to the final
audit of Campaign '80 records.

The Fund also employed two legal experts for compliance
matters: Loren Smith and Mary Lee Garfield. Mr. Smith was chief
counsel to the campaign and Ms. Garfield was his assistant.
These individuals were responsible for all campaign legal
matters. Because all campaign legal matters ultimately had

* campaign finance law consequences, 100 percent of their fees were
allocated to compliance.

0
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On occasion the Fund required the services of outside legal
consultants for assistance on matters relating to compliance.
The consultants employed and the percentage of their fees
allocated to Committee operations are as follows:

(1) Jones, Day, Reavis & Pogue (3%)
(2) Peabody, Rivlin, Lambert & Meyers (0%)
(3) Sedam & Herge (0%)
(4) Gang, Tyre & Brown (50%)

The percentage allocated to Committee operations was
determined by an analysis of the services provided to the
Committee. (See Attachment 2 for a copy of the bills sent to the
Committee.)

Sundry Expenditures

The Committee classified $57,807.44 of allocable expendi-
tures as "sundry". These expenditures were broken down into
three categories. The first, totalling $10,873.60, included:
refundable deposits; FEC account expenses; office security;

N- storage expenditures; and telegrams.

The Committee allocated 100 percent of these expenditures
to compliance activities because:

(1) 2 U.S.C. S 432(d) states:

The Treasurer shall preserve all records
required to be kept by this section and
copies of all reports required to be filed
by this subchapter for 3 years after the
report is filed.

Therefore, the costs involved in storing the records and in
protecting them were considered to be compliance related.

(2) The telegrams were used to contact contributors to
the Fund who recently had been contacted by the FEC.

(3) Refundable deposits and FEC account expenses supported
compliance activities and, therefore, were compliance related.

The second category, totaling $29,035.07, included: taxes,
insurance, petty cash, moving expenses, office improvements,
equipment maintenance, freight, printing and materials. This
category was allocated 85 percent to compliance activities and 15
percent to Committee operations using the FEC approved allocation
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ratio. Use of the FEC approved allocation ratio was considered
to be appropriate because each category was thought to contain a
small portion of indistinguishable noncompliance expenditures.

The third category, totaling $17,898.77, included direct
mailing expenses and auto-pen costs. Fifty percent of these

* costs were allocated to Committee operations. At the time of the
allocation, the Committee did not take into consideration 11
C.F.R. S 9003.3(a)(2)(D) which states:

Such contributions (to the compliance fund)
may be used to defray the cost of soliciting
contributions to the legal and accounting
compliance fund.

Therefore, the Committee may wish at a later date to revise the
above allocation.

0
In-kind Expenditures

The Compliance Fund reported $25,621.08 in accounting
N4 services contributed by three "Big-Eight" accounting firms

(Arthur Young & Co; Deloitte, Haskins & Sells; and Peat, Marwick,
* ~ Mitchell & Co.) and the AICPA. These services were given and

received pursuant to 2 U.S.C. S 431(8)(B)(ix)(II) and were
allocated 100 percent to compliance.

The three consultants on loan from PMM & Co. (Rick Edick,
rC-; Kevin Tan and John Willet) helped the Committee set-up and

maintain an accounting system designed to meet the reporting and
recordkeeping requirements of the Act. Arthur Young and Co.
supplied the Committee with two staff accountants (Gene Preston
and Cheri Kurland) who assisted in compiling and balancing the
FEC disclosure reports. Mary Widner of the AICPA and Ian McKay
of D,H&S were responsible for assisting the Treasurer in ensuring
that disbursements were qualified campaign expenditures and
proper support documentation existed. Ms. Widner and Mr. McKay
also helped maintain a system designed to assure compliance with
expenditure limitations.

* Conclusion

The Committee allocated expenditures only after careful
examination of the nature of the expenditure involved. The
allocations were based on methodologies which were FEC approved
or appropriate to the nature of the expenditure involved and



0 LAW OFFICES
MWKENNACONNER&CUNEO -8

which resulted in rational and equitable allocations. As
requested, worksheets are provided documenting these allo-
cations. For these reasons, the Committee's allocation of
$137,883.67 to Committee operations should be accepted by the
Commission.

S FEC ALLOCATION METHODOLOGY

The General Counsel bases his finding that the Committee
expended private contributions to the Fund to defray Committee

* expenses on the audit determination that $178,304.99 should be
allocated to Committee operations. Since the completion of the
audit in March 1980, the Committee has disputed this audit
determination because the auditors did not follow generally
accepted auditing standards or accounting principles. (Se the
Committee's initial response dated July 20, 1981 and its

* supplemental response dated August 11, 1981 (pertinent portions
are provided in Attachment 3).) The Committee believes that
because these deficiencies exist, the audit determination
provides no basis for the General Counsel's finding of reason to
believe.

CONCLUSION

The Committee allocated Fund expenditures between the Fund
and the Committee at the insistence of FEC auditors. The

* c~ Committee allocated the expenses rationally, using FEC approved
and other appropriate allocation methodologies. The audit report
provides no basis to dispute the Committee's allocations. There-
fore, the General Counsel should find no probable cause and close
this matter.

* The Committee recognizes, as does the General Counsel, that
following the auditor's allocation rationale, significant
Committee costs may be allocable to the Fund. The Committee also
recognizes that such an allocation may result in a complete
offset to the audit report's finding. However, the Committee
believes that neither allocation is required by law, and,

* therefore, the issue of an offset is not addressed.

Sincerely yours,

* Edward L. Weidenfeld

cc: Ms. B. Kramer
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:he "aer:-a e::.c-n C.-z.s; :-. n 33.90
?a.-. fees hea.e-s 3.95a.*-'-..i; .:ees 4, .00--

------------------------------------------------------------- .. 2~

tin q~.,,IwhA &4 .1

*:2m1Z t~

I., E C E I V E D

C,

$ 2,25 .:

& 
. v



*f':d*l'S &" hhM
P ": ?So .DA,;Meo

1..9. S0,:.:, U. SD. AM . jo 8741 .a C 3 Pw4'.: i 9 % - C
a21 -), IZZ

M241* ~a412am.C.4 P08:0 0

C&I,' Cla S ;O" 04 .GO C

Ca.-.paign '80, Inc.
c/o Ga..&. Tyre & Broum

?or -e = S :e.-;' 5 .-.-..- --"he - . " -t of J,,!';, 1920:

Cots icof r~~ and examinaton~
a- . n c . '"on with the application

0: :i ~ L Ca=-.F4Zn Act or 1971.
as a:- a --ea Elec:icn,
Ca--..a 'nF A- 0! Ca-- '80, n.,
i, 1 "14 2.,. :- ".: - o a re.c. ae.i
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Cam.-a i-zn Dire=:-oC
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Dear 311:

q.ncL4s'3d is our Firm's s.p-tC-2.-t to t.a 1 ea4..-...sh CcBi : it -

for sarvics ar4 e:.enses thr:z,'h Cc:oher 1930.

As you know, there were certain sa.vices wher we aso
represaentd the Republican N.ational Com.ittee. As to these, the

enclosed stat-ents reflect a 754 allocation to the Reagan 3ush

Coittee, and we have billed the balance to the 112C.

Z trust 'ou will find the enclosed statements to be in order,

. if .*u h-.- any questions, p.e-se call. I would much

-a.. . in the . ca..: year.

Best :ez:-ds-.
S i=)-reY,

/ar... S Lyn.,

.n:osures
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Finance Division
cio Capitol Hill Club
3CI First Streot, S.E.

..-" , ;

~..

For all le-.... services rend-.red thrc',,!h Ccto'.er 19Z0
aS3f~o

Services re-red in connection with• .a.ious counselinc ma:ters regarding
:,-rpLiance -with Federal Election laws......

Services re-. in connection with
a-,..ss oF ann! :ci3'ble responses to the
i.-.'stisation of an ad.inist ative complaint
f!ied with the Fa aL.-a £lectien Co-.issicn

"he Ca&rte,-::ndale Cc-:,mitteo and Dec-catic:;- .onal Comittiee . . . . . .

Services re-ered in connec:ion with the
4-: f..s-: of a suit brought in the U.S. Cou:t
".. *-,s by t;he Ca-te:-::ondale Com..itt.e

the De-o:ratic National Co-.ittee seeking
locl ck pae.---nt of S30 million in federal

- r.:-.u:.s to the Co---;e.

Services rendere_ in connection with
esan:ation of the Co=.itee in a suit
" . Co.On Cause in which extensive

_"-.,:.s was sz,: from the Co'--.ittee .

Services e.-.re in c.rnnec:t;ic with
" . i of " e.'.ti,.l liabili."

" :---tee personn-e for ca-i.Iin ac't!'icies

Services ren,-..c: in ccnneccion with
r-.. ;:h ard anaiys.s o. p:e-t..a claims
-:i.".g misuse of inc '- -ncv

?.- -S.rvices . . . . . . . . . . . . . . .

..... $9,800.00

..... 28,700.00

. .... 75,200.00

9~4PXQ.)

(ft) . __________

0
•JO-1NL. ).V. RE A%*I' & POV.; :

*,:i$ £g 5?hgc.'h lE.
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z:.",So3S incurred for Your Account:

In connection with the rendition of the above-described 
legal

sc:vices, expe.s-: w-re incurred in the armounts indicated:

zx<ens*s of printing briefs .... .............

Other expenses inclu.ing copying,
messa.;cr services, telo.hone, staff
overtire, cor.;terizcd lesl and factual
resarch facilities

Tt'e s l.:S h 3

$ 12,788.99

. .... 31,743.31
* .().. $ 44,532.30

T, AL s~:Z!- A:;D :EXL",cSES ..................... SlS,032.30

, ) •.

(.Q)

(_C)

S
.,'::. 'b.:::

C141,,i
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SEMTON a

ISSUE

In its Audit Report of June 19, 1981, the Federal Election0
Commission (FEC) concluded that $316,188.16 of Compliance Fund

expenses were not incurred to ensure compliance with the Federal

Election Campaign Act of 1971, as amended, and must be shown by

the Reagan Bush Cinittee (RBC) as expenditures subject to the

limitation prescribed by 2 U.S.C. 441a(b) (1) (U).

BACKGROUND_
C,

The FEC audit report states that the audit covered the

* period May 29, 1980 through December 31, 1980, the final coverage

date of the most recent reports filed by the committees at the

time of the audit. The report points out that the Ccmpliance

* Fund reported total expenditures during the period of

$1,512,152.36. However, the FEC auditors' working papers deal

only with expenditures of $919,991.29 (D 1/3). Although the

reasons were not specifically stated in the working papers the

auditors apparently concluded that expenditures of $919,991.29

were not solely for compliance and therefore should be subject to

fur-ther analysis.

A summary of that analysis follows:
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Cost
Cateorv

Computer

Payroll

Consultants

Overhead

Miscellaneous

Additional
Overhead

Direct costs

Compliance
Related

$ 96,356.41

175,668.81

251,434.98

27,746.69

Not
Compliance
Related

$128,751.50

98,813.71

54,025.12

15,607.52

8,360.58

Total

$225,107.91

274,482.52

305,460.10

43,354.21

8,360.58

-- 10,629.73 10,629.73
52r596.24 -- 52o596.24

1603,803.13 $31,6188.16 $9.9991.29

The following sections discuss our review of the FEC

working papers and the approaches and methodologies used by the

FEC auditors and illustrate the effects of the deficiencies, in

general, and on each of the major categories of cost discussed in

the audit report.

We reviewed in detail the 84 individual working papers

supporting the FEC auditors' findings regarding the Compliance

Fund. Forty-six of the working papers consisted of invoices for

services received and copies of checks as evidence of payment by

the Compliance Fund. The remaining working papers consisted of:

-- schedules showing the allocation of

individual categories of cost such as

payroll expenses to compliance related

and not compliance related categories.

N

C,



summaries which describe work performed

and conclusions reached for the

categories of expenses.

ASENCE OF CRIT!ERZA

The Act and the implementing regulations provide only very

basic guidance with regard to expenses to be borne by the

* Compliance Fund. The regulations (9003.3(a) (2) (ii)) state that:

All legal and accounting costs related to
compliance with Title 2 and Chapter 95 of
Title 26, United States Code may be paid

* . from the compliance fund. Such costs may
include payments for personnel, computer
services, reproduction, mailing expenses,
and independent audits to assure compliance
with Title 2 or Chapter 95 of Title 26,
United States Code. A committee may pay
from its compliance fund costs incurred for
establishing that portion of its financial,
accounting system which is allocable to the

Clegal and accounting aspects of compli-
ance. In addition, a comittee may pay from
its compliance fund an amount equal to 10%
of all other legal and accounting compliance
costs to cover overhead costs allocable to
such compliance services. If the amount of
overhead so allocated exceeds 10% of all
other legal and accounting compliance costs,
the coimuittee shall provide proof to the
Coission that the entire amount so
allocated represents overhead costs relating
to legal and accounting compliance services.

Further, the regulations (11 C.F.R. 9003.3(c)) state that:

Payments may not be made under 11 CFR
9003.3(a) (2)(i) for any legal and accounting
services or related costs which are not
performed solely to ensure compliance with 2
U.S.C. 431 et seq. and 26 U.S.C. 9001 et

*) seq.

This guidance is by no means specific enough to provide practical

criteria against which to measure whether functions performed,



represented by items of expense, were solely for compliance.

What is needed under these circumstances is the development by

the auditors of clear, specific statements as to what legal and

• accounting functions must be performed to achieve compliance,

supported by explanations as to why these functions had to be

performed. Only then would there be a sound basis for (1)

* evaluating a specific function that was actually performed and

(2) reaching a logical, supported conclusion as to whether the

~ function and its associated cost was or was not for compliance

• ,^ purposes.

Professional knowledge, experience, background, and

personal skills of the audit staff play a major role in selecting

, the criteria to be used to evaluate events that-have occurred.

~ It is important to recognize that auditors bear the burden and

riz obligation to ensure the validity and wisdom of the criteria
* used. In reviewing the working papers, we could not-assess the

validity of the criteria used by the auditors, because neither

the criteria nor the application of the criteria to specific
0

situations was documented. Rather, it appears that the auditors

applied individual judgment as to the criteria against which

individual items of expense were evaluated and documented the0
conclusions reached, but not the process by which they arrived at

these conclusions.
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In certain instances, particularly payroll expenses, the

problems we noted in the FEC auditors' working papers due to the

* absence of stated evaluation criteria were compounded by

deficiencies in gathering data. Allocation of costs were based,

in several instances, on interviews of employees but the working

papers did not contain written memoranda discussing interview

results. In the absence of interview memoranda, it appears that

structured interview questionnaires were not used.

Standardized interview questionnaires are frequently-used

audit tools which, when properly designed and properly

* N administered, considerably enhance the validity of data obtained

through intervievs. Properly designed, a structured interview

~'questionnaire ensures that questions were developed to avoid

ambiguity and bias and that answers elicited were based on a

clear understanding of the questions offered. For example, a

,o question such as What percentage of your time was devoted to

S compliance activities?" would likely result in a meaningless

answer unless the interviewee were provided with a clear

definition of what functions are or are not considered to be

4 e compliance in nature. In the absence of this definition, the

judgment as to whether an activity was compliance or not is left

solely to the interviewee. The working papers contain no

• indication that (1) interview results were based on written

structured interview questionnaires; (2) clear, unbiased

questions were asked; (3) definitions were provided to
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intervLewees; and (4) interviewees were knowledgeable to answer

the questions.

The following sections illustrate the effect of the

* deficiencies discussed above on each of the major elements of

cost presented in the audit report.

COMPUTER COSTS

The auditors determined that total computer costs were

$225,107.91 (D 1/10). Of this amount, costs of $16,567.91

associated with the use of three computer systems were considered

to be compliance related by the auditors because the systems were

t. used to support solicitations of contributions for the ComplLance

r Fund (D 1/Il). With regard to-the remaining $208,540 in computer

"* costs which were for computer services furnished by the

Republican National Committee, the auditors determined that costs
Nr

• C, of $128,751.50 were not related to compliance (D 1/10).

Computer costs were divided by the auditors into the

'2 following categories for analysis and allocation:

* payroll support which included maintenance of a

payroll check register and total employee

earnings records

* - compliance accounting support which included

maintenance of the general ledger and the

accounts payable system

staff support which consisted of Republican

National Committee computer personnel costs.
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The following illustrates the results of the FEC auditors'0
allocations (D 1/10) of each of the above elements of computer

costs:
Not

Compliance Compliance
Related Related To tal

Payroll
Support $ 6,344.00 $ 6,344.00 $ 12,688.00

0
Compliance
Accounting
Support 59,367.00 98,945.00 158,312.00

-Staff

* .' Support 14077.50 23462.50 37,540.00
'7' 1 79r788.50 j 12802T1L 5 $208,540.00

0 NPayroll support--costs of $12,688 were evaluated by the

auditors (D 1/13) based on the number and type of computer

printouts produced. The auditors determined that two of the four

0 printouts were prepared for compliance purposes, and therefore

allocated 50% ($6,344) of payroll support costs to compliance.

rn The auditors determined one printout, the payroll check register,

0 was compliance related because it produced a list of the names

and addresses to whom disbursements were made. A second

printout, referred to in the working papers only as "'EC Report'

* was also considered compliance related because it supported the

filing of reports on receipts and disbursements. The remaining

two printouts, a report on year-to-date employee earnings and a

Seport on employee changes, were considered to be not related to

compliance. The working papers contain no evidence of the

criteria by which the auditors reached this conclusion.



Compliance accounting support costs of $158,312 were

allocated based on the number, as well as frequency, of reports

produced. The auditors determined that $98,945 of compliance

accounting support costs were not compliance related. The

auditors first determined the cost per report by the following

method:

• divided the compliance accounting cost of

$158,312 by 22 weeks to arrive at a weekly cost

of $7,196.

• , divided the weekly cost by the number of reports

(8) produced in a week. Because six accounts

payable reports and two general ledger reports

• were produced each week, 75% of weikly costs or

C") $5,397 was allocated to accounts payable activity

Vr and 25% of weekly costs or $1,799 were allocated

* to general ledger activity.

The auditors then determined that 50% of the cost of the

weekly accounts payable activity ($2,698.50) was related to

compliance because two of the four printouts in the report

provided data on disbursements and supported filings on receipts

and disbursements. By multiplying $2,698.50 by 22 weeks, the0
auditors determined the $59,367 related to compliance. The

remaining $59,367 associated with the accounts payable reports

and all of the $39,578 associated with general ledger reports

were considered to be not related to compliance.
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The working papers contain no evidence of the criteria by

which the audi.tors determined that 50% of the accounts payable

reports and all of the general ledger reports were not related to

compliance.

With regard to the staff support costs, the allocation

method was strictly mathematical (C 1/1, D 1/16). The working

papers do not contain an analysis of the nature or purpose of

support services provided. The auditors determined, based on RNC

invoices, that support costs totalled $37,540. The costs were

allocated using the percentages calculated for compliance

r accounting support costs. The auditors apparently assumed that

IE because 62.5% of compliance accounting support costs were not

* related to compliance, then 62.5% or $23,462.50 of staff support
costs were also not related to compliance.

The absence of evidence in the working papers of the

* • criteria by which computer costs were judged to be either related

*. or not related to compliance is a major audit deficiency.

Further, allocations based on the number of printouts is a

0 questionable allocation techni.que; it assumes that all printouts

require the same level of computer usage and personnel costs --

an assumption which does not recognize volumes of data processed

and the fact that some reports such as the preparation of year-

to-date employee earnings statements are merely a small part of

the more complex activity of payroll preparation.
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PAYROLL COSTS
0

The auditors determined that payroll costs totalled

$274,482.52. Of this amount, the auditors concluded that

* $175,668.81 (64%) was related to compliance (D 3/3). The

auditors calculated the gross salary for each individual whose

salary was paid by the Compliance Fund, estimated the percentage

* of time the individual spent on compliance activities, and

multiplied the percentage and the gross salary to arrive at

* payroll costs that were related to compliance.

* . The principal weakness in this approach is the methodology

by which the percentage of time devoted to compliance was

N determined. Based on our review of the working papers we found
-¢ no evidence of interviews with individual employees. Rather, it

0 appears that the auditors obtained a job description and list of

functions for each employee by interviewing, according to the FEC

- working papers, Mr. Baas. As discussed earlier, obtaining data

through interviews requires an approach which must ensure that

the data obtained is unbiased and accurate.

The following examples illustrate the problems resulting

from the approach used by the FEC auditors:

* - for one employee (V. Shields), the working papers

show that the individual performed "all payroll."

The auditors determined that 20% of the indivi-
* dual's time was related to compliance (D 3/2).



- for another employee (J. Pate), the working
0 papers show that the individual "monitored

budget." The auditors determined that 50% of the

individual's time was related to compliance (D

3/2). in these two examples, as for all

Compliance Fund employees, the working papers

0 contain no evidence as to the method the auditor

used to arrive at the percentage of time devoted

to compliance.

* 0 We also noted inconsistencies among conclusions reached by

.*, the auditors. To illustrate, the auditors concluded that the

' time of an employee (L. DeGrandi) who was responsible for *travel

0 - expense file mainten-ance' was 80% compliance related. in

contrast, the auditors concluded that the time of another

-. employee (L. Wood) who "supervised travel expenses* was only 50%

*0 compliance related (D 3/1, 0 3/3).

The working papers (D 3/3) also contained the following:

Auditor's note:

0 The Treasurer agreed with the percentages as
calculated above but felt that the payroll
after the 11/4/80 election should be
entirely compliance related because after
that date it would not be possible to

* further the candidate's election.

The working papers contain no evidence as to how the auditors

dealt with the comment regarding post election expenses. Also,

* the Treasurer told us that notwithstanding the auditor's note, he
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had not agreed with the calculations of the percentages of time

• that individual employees devoted to compliance.

CONSULTANT COSTS

The auditors determined that $54,025.12 out of a total of

$305,460.10 in consultant costs were not related to compliance CD

1/6). As in the case of payroll costs, there is no evidence of0

the use of structured interview questionnaires and written

interview notes. Also, the basis for the auditors' judgment as

* -  to the percentage of time devoted to compliance is not documented

e:y in the working papers. Further, the working papers contain

"1 inconsistencies in the conclusions reached. For example, fees of

• $8,514 paid to a consultant to odify the Republican National

Committee computer system to meet Compliance Fund requirements
. were allocated to compliance activities based on a percentage

c derived for certain computer costs (D 3/9, 0 3/10). However, the

fees of an individual who had responsibility for the actual

operations of the computer system were allocated in total to

• compliance (D 3/9, D 3/10).

OVBR2A COSTS

0 Overhead costs were allocated based on the percentages

calculated for payroll costs -- 64% to Compliance Fund and 36% to

non-compliance (D 1/3, 0 1/5). Therefore, the deficiencies
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discussed regarding payroll allocations similarly apply to

* overhead costs.

MISCELLANEOUS-COSTS AND ADDITIONAL OVERHEAD

The FEC auditors determined that miscellaneous costs of

$8,360.58 and additional overhead of $10,629.73 were not related

to compliance. According to the working papers (D 1/17),S

miscellaneous expenses consisted of expenses for certain

consultants, payments to individuals, and *Checks for GEC

(General Election Campaign) Payroll. However, we could not

, determine how the auditors arrived at the conclusion that these

,, expenses were not related to compliance because the working paper

* (D1/23) which was referenced in the auditors' sumary was not a

part of the working papers provided by the FEC.

The additional overhead expenses, rent (D 1/18) and

* C' security service (D 1/20), were both allocated as follows:

S- the auditors determined that the Compliance Fund

payroll was 9.5% of the combined payroll of IMC

4* and the Compliance Fund.

9.5% of total rent and security service, was

mutiplied by 64% (see discussion of overhead) to

determine the amount of rent and security service

that should be allocated to the Compliance

Fund.
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The results of the auditors' calculations (D 1/18, D 1/20)
• were as follows:

Compliance Not Compliance
Related Related Total

Rent $ 6,987.93 $ 6,273.57 $ 13,261.50

Security 794.84 45r1356. 6  51.00
Service '782.77 $10A29.73 $18,412.SO

The validity of these allocations rest on two assumptions:

• - payroll cost is an appropriate basis for

allocating rent and security service.

-- the original overhead calculation is valid.

0 Customarily, rent and related services are allocated based

on a measure such as square footage of space used. This method

q avoids problems that arise using payroll costs which can be

*e affected by factors such as salary levels and occupancy by

volunteers. Therefore the use of payroll costs for allocation of

rent and security services seems inappropriate.
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FEDERAL ELECTION COMMISSION
WASHINGTON,D.C. 20463

February 16, 1982

Thomas A. Lemmer, Esquire
McKenna, Conner & Cuneo
1575 Eye Street, N.W.
Washington, D.C. 20005

Re: MUR 1401

1 Dear Mr. Lemmer:

NThis is to inform you that the Office of General Counsel
! has determined to grant you your requested extension until

March 1, 1982 in which to submit a response in the above-
, " referenced matter.

NIf you have any questions, please direct them to Beverly
Kramer, the staff member assigned to this matter, at (202)
523-4060.

C3
Sincerely,

C._

Associate General Counsel



LAW OPPICCS

LOS ANG9LES

TWNTV-ClHTH FLOOR

3d36 WiLaSHI6m OULIEVARD
LOG ANGIELES, CALIFORNIA 50010

131 264"3600 • 36-31

THOMAS A. LrMMER

0
M9KCNNA, CONNER & CUNEO

1'75 eYe STRET, N.W.

WASHINGTON, D.C. 30005
803) 176-7500

CA@Lm A00R984: MCNtNONN WASHOC
TLCX ITWXI 710-882-0640

TELCOIEt 307) 760-7804

SAN FRANCISCO

I90 MILLS TOWER
Uo @us" SvmggyT

SAN FRANCISCO, CALIFORNIA 94104
14151433-0040

WRITEIS DIRECT DIAL, NUMUEM

808 17601- 7651
BY HAND

February 12, 1982

r~43

Ms. Beverly Kramer
Federal Election Commission
1325 K Street, N.W.
Washington, D.C. 20463

Re: MUR 1401

Dear Ms. Kramer:

This letter restates the request made during our conver-
sation this morning that the Reagan Bush Committee'be granted
an extension to submit a response in the above-referenced
matter. The response would be due March 1. This request is
made because Mr. Weidenfeld will be out of the office until
February 22, 1982. Should you have any questions, please call

C me at the number indicated above.

TAL:dac

cc: Charles N. Steele, Esq.

rl3



LAW OFPICES

M4KENNA, CONNER & CUNEO
1575 EYE STREET,N.W.

WASHINGTON, D.C. 20005

Charles N. Steele, Esq.
General Counsel
Federal Election Commission
1325 K Street, N.W.
Washington, D.C. 20463

Ifr



?cF 7h5I

LOS ANELES

TWEITy"EIGHT Ir LOON
3435 WILSHIR OuLEVARO

LOS ANGELES, CALrORNIA 9OOiO
11131 34-3600 . S-0321

THOMAS A. LEMMER

LAW OFFICES

MgKENNACONNIER & CUNEO
1675 EYE STREET, N-W.

WASHINGTON, a. C. 30005

3O) 789-7500

CA1LEt ADDR1ES* MeitNCONN WAsHOC

TELEX IWXN ? O10-4-0148

TELIECOPIER It021 76-7504

SAN FRANCISCO

15130 MILLS TOWEoR
20 1DUSH STRIET

SAN FRANCISCO, CALIPORN IA 94104

14151 433-0040

WRITER'S DIRECT DIAL NUMUIEIR

40&76- 7651

BY HAND

February 12, 1982

(.7,
m

Ms. Beverly Kramer
Federal Election Commission
1325 K Street, N.W.
Washington, D.C. 20463

Re: MUR 1401

Dear Ms. Kramer:

This letter restates the request made during our conver-
sation this morning that the Reagan Bush Committee be granted
an extension to submit a response in the above-referenced
matter. The response would be due March 1. This request is
made because Mr. Weidenfeld will be out of the office until
February 22, 1982. Should you have any questions, please call
me at the number indicated above.

TAL: dac

cc: Charles N. Steele, Esq.
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Ms. Beverly Kramer
, Federal Election Commission

1325 K Street, N.W.
Washington, D.C. 20463
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In the Matter of )

Reagan Bush Ccmittee ) MUR 1401
Reagan Bush Ccmpliance Fund )

CERTIFICATION

I, Marjorie W. Erons, Recording Secretary for the Federal

Election Camnssicn Executive Session on January 26, 1982, do

hereby certify that the Commission decided by a vote of 5-1 to

take the following actions in MUR 1401:

1. Find reason to believe that the Reagan Bush
Comittee and the Reagan Bush Compliance Fund
violated 11 C.F.R. S9003.3(a) (2) (i).

2. Approve the letter attached to the General

0 Counsel's January 15, 1982 report in this
matter.

Ccmissioners Aikens, Harris, McDonald, McGarry, and Reiche

voted affirmatively for the decision; Commissioner Elliott dissented.

to Attest:

Date Marjorie W. Emmn
Secretary of the Commission
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FEDERAL ELECTION COMMISSION
WASHINGTON, D.C. 20463

MEMORANDUM TO:

FROM:

DATE:

SUBJECT:

CHARLES STEELE

MARJORIE W. EMMON /JODY CUSTER

JANUARY 20, 1982

ADDITIONAL OBJECTION - MUR 1401
First General Counsel's Report
dated 1-15-82

You were previously notified of an objection to the

above-named matter by Commissioner Aikens.

Commissioner Elliott submitted an additional objection

at 2:57, January 19, 1982.

This matter will be discussed in the Executive Session

Meeting of Tuesday, January 26, 1982.

C .~

0



FEDERAL ELECTION COMMISSION
WASHINGTON, D C. 20463

c pa u . G. U M =A ,

WMUORIE W. cusm 9 ,R.

jAMUM 19, 1982

ECNIC - MR 1401 First General

Counsel',s Report dated 1-15-82, Received

in OCS, 1-15-82, 11:53

The aboveflW-d doc flnt was circulated to the CTfissi CD

January 15, 1982 at 2:00.

CmInissioner Aikens suitted an objection at 4:57, january 18,

1982. 1Tis tter will be placed on the agenda for the Executive

Session of Tuesday, january 26, 1982.

SUBEMr

N

0

"T
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January 15, 1982

MEMORXDUM TO: Marjorie W. Enmons

FROM: Elissa T. Garr

SUBJECT: MUR 1401

Please have the attached First GC Report distributed

to the Commission on a 48hhour tally basis. Thank you.

1"M



SENSITIVE
FEDERAL ELECTION COMMISSION
WASHINGTON, D.C 20463

January 15, 1982

MEMORANDUM TO: Marjorie W. Emmons

FROM: Elissa T. Garr'J

SUBJECT: MUR 1401

Please have the attached First GC Report distributed

to the Commission on a 48 hour tally basis. Thank you.

C-

"'1w



FEDERAL ELECTION COMMISSION
1325 K Street, N.W.

Washington, D.C. 20463

FIRST GENERAL COUNSEL'S REPORT

DATE AND TIME OF TRANSMITTAL MUR NO. 1401(81)
BY OGC TO THE COMMISSION1:.2 STAFF MEMBER:

Beverly Kramer

SOURCE OF MUR: I N T E R N A L L Y G E N E R A T E D

RESPONDENT'S NAME: Reagan Bush Committee
Reagan Bush Compliance Fund

RELEVANT STATUTE/REGULATION: 11 C.F.R. S 9003.3(a)(2)(i)

INTERNAL REPORTS CHECKED: Revised Final Audit Report On the Reagan
Bush Committee, Reagan Bush Compliance
Fund and Democrats For Reagan -*genda
Document #81-064

(M MUR 1389 "

t'J FEDERAL AGENCIES CHECKED: None

NP
GENERATION OF MATTER

CThe Commission conducted an audit of the Reagan Bush Commtee-

(the "Committee")!!, pursuant to its authority under 26 U.S.C.

S 9007(a) and 11 C.F.R. S 9007.1. The audit covered the period

from May 29, 1980 through December 31, 1980 and included a review

of two reporting entities, the Reagan Bush Committee which operated

with funds received under 26 U.S.C. S 9006(b) and the Reagan Bush

Compliance Fund (the "Compliance Fund")2/ established in accordance

1/ The Reagan Bush Committee registered with the Federal Election
Commission on May 29, 1980 under the name Reagan For President
General Election Committee and served as the principal campaign
committee of the Honorable Ronald Reagan.

2/ On July 7, 1980, President Ronald Reagan, then Republican
candidate for President of the United States, designated the Reagan
Bush Compliance Fund as an authorized committee.
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with 11 C.F.R. S 9003.3. During the course of the audit, the

Commission's Audit Division referrred this matter to the Office of

General Counsel. See Attachment I.

SUMMARY OF ALLEGATIONS

Information gathered in the audit process indicates that the

Reagan Bush Committee and the Reagan Bush Compliance Fund violated

11 C.F.R. S 9003.3(a)(2)(i). The issue involved herein is whether

these entities violated section 9003.3(a)(2)(i) by using private

contributions of the compliance fund to defray expenses incurred by

the Reagan Bush Committee after its receipt of public matching

funds.

FACTUAL BASIS

11 C.F.R. S 9003.3 permits a candidate to establish a separate

account known as a legal and accounting compliance fund. This

provision was added as an exemption to the public financing scheme,

o thereby allowing presidential candidates receiving full funding for

their general election campaigns to solicit private contributions

to pay the costs of services necessary to comply with the

requirements of the Federal Election Campaign Act of 1971 ("the

Act") and Chapter 95 of Title 26 United States Code. The

Regulations narrowly restrict the use of these private funds in

order to preserve the integrity of the public financing scheme.

The permissible uses of such funds parallel those described in

11 C.F.R. S 100.8(b)(15) and are set forth in Section 9003.3

(a) (2) i) as follows:

A) to defray the cost of legal and accounting services
provided solely to ensure compliance with 2 U.S.C.
S 431 et seq. and 26 U.S.C. S 9001 et seq.#
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B) to defray any civil or criminal penalties imposed

pursuant to 2 U.S.C. S 437g or 26 U.S.C. S 90121

C) to make repayments under 11 C.F.R. S 9007.2;

D) to defray the cost of soliciting contributions to the
legal and accounting compliance fund; and

E) to make a loan to an account established pursuant
to 11 C.F.R. S 9003.4 to defray qualified campaign
expenses incurred prior to the expenditure report
period or prior to receipt of federal funds.

Pursuant to 11 C.F.R. S 9003.3(a) (2) (ii) (C), payments may not

be made under 11 C.F.R. S 9003.3(a)(2)(i) for any legal and

accounting services or related costs which are not performed solely

to ensure compliance with 2 U.S.C. S 431 et seq. and 26 U.S.C.

S 9001 et seq.

11 C.F.R. S 9003.3(a)(2)(ii)(A) further details the

permissible use of compliance funds as including payments for

personnel, computer services, reproduction, mailing expenses and

independent audits to assure compliance with Title 2 or Chapter 95

of Title 26 United States Code. In accordance with this section, a

candidate may pay from his compliance fund costs incurred for

establishing that portion of his financial accounting system which

is allocable to the legal and accounting aspects of compliance.

Pursuant to 11 C.F.R. S 9003.3(a)(2)(ii)(B), reimbursements

from the compliance fund may be made to the separate account

maintained for federal funds under 11 C.F.R. S 9005.3(c) if costs

for legal and accounting compliance services are initially paid

from such account.

Information gathered in the audit process revealed that the

Compliance Fund made initial payments for services which also

benefitted the Reagan Bush Committee. The Compliance Fund assumed

V5,
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payment of all payroll, overhead and computer costs relating to the

functions of the Treasurer's Office. In addition, the Compliance

Fund assumed payment for all computer costs of the Reagan Bush

Committee. Through its failure to allocate these costs, the Audit

Division calculates that the Compliance Fund paid $316,188.16 to

defray the cost of services which benefitted the Reagan Bush

Committee. A summary of the Audit Staff's analysis follows:

Compliance
Related

Computer $ 96,356.41

Payroll/
Overhead $203,414.79

Consultants
Fees/Reimburse-
ments 251,434.98

Miscellaneous

Direct costs 52,596.24
M3,803.13

Not
Compliance
Related

$128,751.50

125,050.96

54,025.12

8,360.58

$316r188.16

Total

$225,107.91

328,466.46

305,460.10

8,360.58

52,596.24
$919,991.29 3/

Throughout the audit process, the Compliance Fund maintained

that none of the expenditures were made for any other purposes than

to ensure compliance with the Act. Nothwithstanding that

assertion, on March 31, 1981, the Committee reported in its first

3/ During the period covered by the audit, the Compliance Fund
reported expenditures of $1,512,152.36. Out of these expenditures,
the Audit Staff identified expenditures of $919,991.29 which
appeared attributable in part to both compliance and operating
(campaign related) activities. Based on a review of the allocable
areas of expenses, the Audit staff calculated that $316,188.16 of
Compliance Fund expenses were not incurred for purposes of ensuring
compliance with the Act. Remaining disbursements ($1,512,152.36
less $919,991.29) were for contribution refunds, loan repayments
and fundraising expenses. The audit staff classified these
expenses as attributable in total to compliance and therefore
permissible pursuant to 11 C.F.R. S 9003.3(a)(2)(i).

Cost
Category
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quarterly report, a reimbursement to the Compliance Fund of

$137,883.67. The reimbursement apparently acknowledged that

certain functions of the Treasurer's Office were allocable.

Subsequent to the reporting of this reimbursement, what has

remained in issue is whether additional expenditures of $178,304.99

($316,188.16 less $137,883.67) benefitted the Reagan Bush Committee

and should be shown as operating expenditures subject to the

limitations prescribed in 2 U.S.C. 5 441a(b)(l)'(B).

The Committee maintains that aside from the aforementioned

expenditures of $137,883.67, all other costs were incurred for

purposes of ensuring compliance with the Act. The Committee's

CON computational and analysis schedules and working papers have not

been provided in support of this claim. Instead, its claim is

posed as an alternative to auditor calculations which the Committee

avers "are based on what appear to be faulty investigative

techniques, (e.g., informal interviewing of employees), ad hoc

'T classifications of expenses, and improper allocation bases."±/

n- Given the views of the Committee, it is appropriate that we

4 review in some detail the basis of the auditor calculations as it

applies to each allocable area in question.

Payroll/Overhead Costs

Based on a review of the functions of the Treasurer's Office,

4/On June 19, 1981 the Commission issued to the Committee an
interim audit report which set forth the audit findings in regard
to the instant matter. By letters dated July 20, and August 11,
1981, the Committee replied to the findings of the Audit staff.
Copies of the Committee's responses are found in Agenda Document
#81-064 which was circulated to the Commission on September 10,
1981.



the Audit staff determined that $125,050.96 of payroll and overhead

costs associated with the Treasurer's Office should have been paid

by the Reagan Bush Committee (instead of the Compliance Fund) as

these expenditures were not made solely for the purpose of ensuring

compliance with the Act.

in deriving this figure, the Audit staff and Compliance Fund

officials reviewed the duties and responsibilities of 50

individuals in the Treasurer's off ice.. / A percentage was

determined for each individual based on an estimate of the amount

of time he or she spent solely to ensure compliance with the Act.

The Audit staff multiplied this percentage and the gross salary to

arrive at payroll costs allocable to the Compliance Fund (64%) and

the Reagan Bush Committee (36%). Overhead costs were allocated

based on the percentage calculated for payroll costs -- 64% to

~/The audit began approximately three months after the election.
The Compliance Fund's staff complement during the audit was merely
a skeleton of that which was involved in the operation during the
active stage of the campaign. As a result, the Audit staff, in the
absence of written job descriptions, obtained a description of the

J)employees' job functions from the two remaining supervisors or the
Treasurer as the most knowledgeable persons then available. Had
the audit been conducted during a time when the full staff
complement was accessible, standardized interview questionnaires
may have been appropriate. However, the preliminary results were
discussed with the Treasurer prior to making a determination as to
the allocable ratio (campaign vs. compliance). The Treasurer
signed of f on the working paper displaying the various allocation
ratios.
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Compliance and 36% to non-compliance.W

Computer Costs

The Audit staff determined that computer costs paid by the

Compliance Fund totalled $225,107.97. Of that amount, costs of

$16,567.91 were associated with the services provided by three

computer systems: Automated Correspondence Systems, United Data

Systems and Vought Corporation Systems. The services related to

fundraising and the solicitation of contributions to the Compliance

Fund. The auditors identified the related expenses as exempt legal

and accounting costs under 11 C.F.R. S 9003.3(a)(2)(i)(D) and

therefore allocated 100% of the costs to compliance.

The remaining costs of $208,540 were for computer services

provided by the Republican National Committee (RNC). Based on a

review of the services performed, the auditors calculated that

expenses of $128,751.50 were not made for the purposes enumerated

in 11 C.F.R. S 9003.3 (i.e., were not made solely to ensure

6 The Audit staff has recognized that rent and related services
are frequently allocated based on the square footage of space used.
However, in actuality, the Compliance Fund's functions were not
performed in a discrete section of the office separate from various
other campaign operations. This made it difficult to determine
what square footage was used by each department. In addition, as
previously noted, the campaign was over and the office organization
used during the campaign no longer existed, leaving no record from
which to perform such allocation. An allocation based on payroll
dollars could be done utilizing existing records. Finally, this
technique was included in the Financial Control and Compliance
Manual For Presidential Candidates Receiving Public Financing
(Primary Election Financing) and (General Election Financing), the
former being circulated for comment to the 1976 and 1980 primary
candidates and other interested parties and professional
organizations, the latter being provided to the general election
candidates for guidance. This technique was considered by the
Commission as a reasonable method for allocating indirect overhead
costs and applied by other presidential committees.
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compliance with the Act and Chapter 95 of Title 26).

The auditors arrived at this calculation by dividing RNC

computer costs into the following categories for analysis and

allocation:

Payroll Support -

Accounting Support -

Staff Support -

including the maintenance
of a payroll check register
and total employee earnings

including the maintenance
of the general ledger and
the accounts payable system.

consisting of the RNC computer
personnel costs.

The following illustrates the results of the auditors'

analysis of each of the above elements of RNC computer costs:

Payroll
N Support

Accounting
0 Support

qT Staff
Support

Compliance
Related

$6,344.00

59,367.00

14,077.50

$ 79,788.50

Not
Compliance
-Related

$ 6,344.00

98,945.00

23,462.50

$128,751.50

TOTAL

$ 12,688.00

158,312.00

37,540.00

$208,540.00

The auditors evaluated payroll support costs of $12,688.00

based on the number and the nature of information provided in the

computer printouts produced by the system.2Z/ The auditors

7Z/ The audit staff recognized that allocation based on the number
of printouts is not the preferred method of allocation because it
does not recognize possible variations in computer usage and
personnel costs attendant to the production of the various reports.
The auditors requested from the Treasurer a more detailed
accounting concerning computer processing costs for use in their
analysis. No such accounting was made available, therefore, the
method chosen utilized the best information available at the time.
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determined that two of the four printouts produced were necessary

to ensure compliance with the Act. Hence, the auditors allocated

50% ($6,344.00) of payroll costs to compliance.

One of the printouts, a payroll check register, produced a

list of names and addresses to whom disbursements were made. The

auditors evaluated this printout as necessary to ensure compliance

with the recordkeeping requirements of 2 U.s.c. 5 432(c)(5). A

second printout, which supported the filing of FEC reports on

receipts and disbursements was considered necessary to ensure

compliance with the general disclosure requirements of 2 U.S.C.

S 434(a). The remaining two printouts, a report on employee

earnings and a report on employee changes, were evaluated as

unnecessary to ensure compliance with the Act. The information

provided in these reports, (i.e., gross earnings, taxes withheld,

change in employee status e.g., marital, number of exemptions,

change in address) was not required to be disclosed nor maintained

for purposes of ensuring compliance with the Act. Rather, such

information appeared to serve the primary purpose of ensuring

compliance with the requirements of the Internal Revenue Service.

Accounting support costs of $158,312 were similarly allocated

based on the number, as well as, the frequency and nature of the

reports produced. The auditors determined that there were two

sections of the printouts produced: a general ledger and an

accounts payable package. The general ledger disclosed the overall

financial status of the Reagan Bush Committee and the Compliance

Fund. The accounts payable package consisted of five separate

N
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printouts: 1) a check register; 2) a report on receipts and

disbursements; 3) a listing of vendor by invoice; 4) an

alphabetical listing of vendors; and 5) a cost center report

(containing information on the level of financial activity for each

operational unit).

The audit staff evaluated the general ledger and the accounts

payable package as to their relation with ensuring compliance with

the Act. The following illustrates the audit staff's evaluation:

Compliance Not Compliance
Related Related

General Ledger -- 100%

Accounts Payable Package:
Check Register -- l00%!/
Report on Receipts
and Disbursements 100% -0-

Vendor By Invoice 50% 50%
Vendor By Alpha 100% -0-
Cost Center Report -- 100%

Three of the five printouts in the accounts payable package

were allocated either in whole or in part to compliance because

they contained information necessary to ensure compliance with 2

U.S.C. S 432(c) (5) and S 434(a). The vendor printouts contained

duplicate information, therefore, 50% was allocated to one. The

general ledger, check register, and cost center report were

classified by the auditors as internal management reports. The

evaluation concluded that the information in these reports would

have to be maintained for operational purposes, regardless of

whether the Committee was subject to the Act.

8/ Unlike the payroll check register evaluated for the allocation
of payroll support costs, the check register contained in the
accounts payable package duplicated the information provided in the
vendor printouts. The vendor printouts were allocated in whole or
in part to compliance.

C1

f:4)
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The auditors then determined the cost per report by the

following method:

-divided the accounting cost of $158,312 by 22 weeks to
arrive at a weekly cost of $7,196.

-divided the weekly cost by the number of reports (8)
produced in a week. Because six accounts payable reports
and two general ledger reports were produced each week,
75% of weekly costs or $5,397 was allocated to accounts
payable activity and 25% of weekly costs or $1,799 were
allocated to general ledger activity.

Applying the previously determined percentage of accounts

payable activity (related to compliance) to the costs per report,,

the auditors determined that expenditures of $59,367 were necessary

to ensure compliance with the Act. The remaining $98,945 in

computer costs ($59,367 associated with the accounts payable

reports and all of the $39,578 associated with general ledger

reports) were considered to be not related to compliance.

With regard to staff support costs, the allocation method was

strictly mathematical. The auditors determined, based on a review

of invoices, that support costs totalled $37,540. The costs were

allocated using the percentages calculated for accounting support

costs. Because 62.5% of accounting support costs were not related

to compliance, the auditors determined that 62.5% or $23,462.50 of

staff support costs were also not related to compliance.

Consultant Fees Reimbursed Expenses

The audit staff determined that $54,025.12 out of a total of

$305,460.10 in consultant costs were not related to ensuring

compliance with the Act. In deriving this figure, the auditors

analyzed Compliance Fund records and interviewed with two remaining

supervisors and the treasurer. For each consultant, the auditors

determined a percentage of time devoted to compliance. The

percentage was then applied to each consultant fee

ell%
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and any related reimbursable expenses.l! The time devoted to, or

costs associated with, compliance related legal matters were

determined by the auditors' review of invoices prepared by law

firms engaged in handling various services for the Committee. See

Attachment II for example,

Miscellaneous Charges

The auditors determined that miscellaneous costs of $8,360.58

were not related to compliance. Specifically, the auditors found

that the following expenditures were not related to ensuring

compliance with the Act:

$2,171.08

$5t838.00

$ 147.50

$ 204.00

printing of checks for the Reagan
Bush Committee - Operating Account
(federal fund account)

-United Airline Consultant Services
in conjunction with campaign tours.

-Travel costs associated with consultants
trip to New York to discuss legal matters
concerning the purchase of radio and
television broadcast time for Campaign 80.

-Reimbursed expenses to consultant Steven
Thayer for flight to New Hampshire.!IQ/

LEGAL ANALYSIS

The Presidential Election Campaign Fund Act of 1971,

established the Presidential Campaign Fund (the Fund), financed by

the voluntary taxpayer check-off system, to serve as an alternative

means of financing presidential general election campaigns. Major

9/ For example, the percentage developed in the aforementioned
computer allocation was assigned to computer consultants. A 50%
ratio was assigned to budget consultants because these consultants'
services had an equal influence on both the Reagan Bush Committee
and the Reagan Bush Compliance Fund.

10/ The Committee Supervisors and Treasurer could provide no
information concerning the services provided by this consultant.

4~J

N
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party candidates who satisfy the eligibility requirements outlined

in 26 U.S.C. S 9003 are entitled to equal payments from the Fund to

defray all of their "qualified campaign expenses", i.e., expenses

incurred by a presidential candidate and running mate, or any of

their authorized committees, to further their election. 26 U.S.C.

S 9002(11). Once a candidate has chosen a publicly financed

campaign, he or she may accept private contributions only as they

are necessary to make up for any deficiency in the Fund. 26 U.S.C.

S 9006, 26 U.S.C. S 9012(a).

Despite these restrictions, the Commission's Regulations at

11 C.F.R. S 9003.3 allow a candidate to establish a legal and

accounting compliance fund. The compliance fund may solicit

private contributions to cover costs of services necessary to

ensure compliance with the Act and Chapter 95 of Title 26.

Payments made from the private contribution account for exempted

legal and accounting costs are not counted against the candidate's

overall expenditure limits under 2 U.S.C. S 441a(b) and 11 C.F.R.

S 110.8. In permitting this exempted activity, the Commission was

cognizant of the need to protect the integrity of the public

financing scheme against the threat of possible abuse were

committees to attempt to subsidize federal funding with private

contributions to the compliance fund. Hence, the Commission

introduced regulations at 11 C.F.R. S 9003.3(a)(2)(i)(A-E) and

S 9003.3(a)(2)(ii)(A-C). These provisions established and limited

the permissible uses of contributions to the compliance fund,

authorizing expenditures made "solely to ensure compliance with 2

U.S.C. S 431 et seq. and 26 U.S.C. S 9001 et seg."



This matter raises questions as to whether the Reagan Bush

Committee, a committee which received full funding for the 1980

general election campaign of the Honorable Ronald Reagan, expended

private contributions to the Compliance Fund for purposes other

than those enumerated in 11 C.F.R. S 9003.3(a)(2)(i). The

auditors' analysis of the Compliance Fund activity has cast doubt

on the Committee's attribution method in designating expenditures

purportedly made for the sole purpose of ensuring compliance with

the Act and Chapter 95 of Title 26.

The audit revealed that the Compliance Fund assumed payment

for all legal and accounting costs of the Treasurer's office (i.e.,

computer costs, payroll costs, overhead costs, consultants fees and

miscellaneous expenses). The claim to a 100% exemption is not

supported by the information ascertained by the Audit Division and

in light of the various functions which must be performed without

respect to the requirements of the Act and implementing

regulations. Such functions include, but are not limited to, the

following :11/

1) maintaining cash receipt records;

2) writing checks, transmitting funds (advances)
to field workers, recording disbursements;

3) reconciling bank statements;

4) preparing cash flow reports;

5) budget preparation and budget performance reports;

6) keeping payroll records, paying employees, filing
quarterly payroll returns and making state and
federal payroll deposits; and

11/ These non-compliance functions were identified in the final
audit report on the Reagan For President Committee (Primary
Election Campaign) which was publicly released on February 2, 1981.



7) filing an exempt organization return (1120 POL) with
the IRS (Section 527 of the Internal Revenue Service
Code requires that all unrelated business income be
reported. Consequently the Committee must maintain
records sufficient to comply with IRS reporting and
recordkeeping requirements).

Based on a review of the functions of the Treasurer's Office,

the auditors found that the above-described functions should have

been considered in determing a reasonable allocation of costs to

compliance and operating (campaign-related) activities. The result

of the auditor's consideration of such functions showed that

expenditures of $316,188.16 benefitted the Reagan Bush Committee

and should have been treated as operating expenditures subject to

the limitations prescribed in 2 U.S.C. S 441a(b)(1)(B)._2/

During the audit process, the Commission called upon the

Committee to submit documentation to demonstrate that expenditures

r paid from the Compliance Fund were, in fact, made solely for the

-' purpose of ensuring compliance with 2 U.S.C. S 431 et seq. and

26 U.S.C. S 9001 et seq. This inquiry was limited to expenditures

of $316,188.16, the amount determined by the auditors to have
C23

benefitted the Reagan Bush Committee.

To date, the Committee has not submitted documentation to

demonstrate that the expenditures of $316,188.16 fall within the

categories of exemptions afforded in 11 C.F.R. S 9003.3. In lieu

thereof, the Committee submitted an affidavit from former Committee

Treasurer Bay Buchanan which included the following statement:

12/ It should be noted that there may be significant costs of the
Reagan Bush Committee which, if reallocated to compliance, could
result in an offset to the amount of costs ($316,188.16) paid from
the compliance fund which allegedly benefitted the Reagan Bush
Committee. Such costs include a percentage of media expenses for
recordkeeping and state expenses for office rental, utilities,
equipment rentals, office supplies etc. During the audit process,
the audit staff recommended to the Committee that they reallocate
costs to compliance. To date, the Reagan Bush Committee has not
reallocated such expenditures.



"During the general election, the benefits that
RBC [the Reagan Bush Committee] received from the
Compliance Fund were monitored. After the election
a detailed analyses was performed and it was determined
that $137,883.67 should be paid by RBC to the Compliance
Fund.*

In view of the questions raised by the audit of Compliance

Fund expenses, and by the Committee's reimbursement of $137,883.67

to the Compliance Fund, the Office of General Counsel recommends

that the Commission find reason to believe that the Reagan Bush

Committee and the Reagan Bush Compliance Fund violated 11 C.F.R.

S 9003.3(a)(2)(i). Accordingly, we recommend that the Commission

approve the attached letter. The letter includes a request for

supporting documentation to the detailed analysis performed by the

Reagan Bush Committee.

Recommendation

, 1. Find reason to believe that the Reagan Bush Committee and

the Reagan Bush Compliance Fund violated 11 C.F.R.

S 9003.3(a) (2) (i).

2. Approve the attached letter.

Date Charles j. Steele

BY=ZK
Kenneth A. Gross
Associate General Counsel

Attachments
Attachment I - Audit Referral (11 pages)
Attachment II - Sample Invoice (1 page)
Proposed Letter (2 pages)
General Counsel's Factual & Legal Analysis (16 pages)



0 4. Operating Expenditures Paid From
Reagan Bush Compliance Fund

CSection 9003.3(a) (2) (ii) (A) of Title 11 of the Code
of Federal Regulations states, in part, that all legal and

4 accounting costs related to compliance with Title 2 and Chapter
95 of Title 26 of the United States Code, may be paid from a

o ' legal and accounting compliance fund. Such costs may include
payments for personnel, computer services, reproduction, and
mailing expenses to ensure compliance with Title 2 and Chapter
95 of Title 26. In addition, a committee may pay from its
compliance fund costs incurred for establishing that portion of
its financial accounting system that is allocable to the legal
and accounting aspects of compliance along with an amount to
cover overhead costs allocable for such compliance services.
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In addition, 11 C.F.R. 9003.3(a) (2) (ii) (C) states, in part, that
payments may not be made from the compliance fund for any legal
and accounting services or related costs which are. not performed
solely to ensure compliance with Title 2 and Chapter 95 of Title
26 of the United States Code.

Introduction ...

The Audit staff reviewed the expenditures and supporting -.
documentation of the Reagan Bush Compliance Fund to detbrmine the
nature of the expenditures that were made. Expenditures were'
classified as being (1) attributable in total to compliance, (2)
attributable in total to operating (campaign activities), or (3)
attributable in part to both activities.

Based on this analysis the Audit staff believes that
the Reagan Bush Compliance Fund has made expenditures totaling
$316,188.16 which were not solely for the purpose of ensuring
compliance with the Act. During the audit fieldwork, the Treasurer

U, stated that it is his belief that 100% of legal and accounting costs
can be paid from the Compliance Fund. It should be noted, however,
that on March 31, 1981, the RBC reported a reimbursement to the

4 Compliance Fund totaling $137,883.67, which, according to the
Treasurer, represented the benefits the RBC may have received from

,r' Compliance Fund expenditures.

NOn June 16, 1981, the Commission approved the Audit
. staff's recommendation that within 30 days of receipt of the interim

report the Reagan Bush Committee reimburse the Reagan Bush Compliance
C Fund the balance of $178,304.49 ($316,188.16 - $137,883.67), or submit

documentation which demonstrates that the expenditures were, in fact,
- made solely for the purpose of ensuring compliance with the Act.

Furthermore, it should be noted that certain operating

?C expenditures made by the Reagan Bush Committee from its Federal
funds account(s) may have benefited the Reagan Bush Compliance

SFund which, if identified and documented would result in a downward
adjustment to expenditures charged to the limitation.

Analysis of Comittee Response

The response contained a number of comments which address
this finding in general as well as specific comments directed at
the four categories of expenses addressed in the finding (i.e.;
Payroll/Overhead Costs, Computer Costs, Consultant Fees/Reimbursed
Expenses, and Miscellaneous Charges).



The general conments are presented -in part
below, whereas conents directed to the four categories of
expenses have been incorporated within the discussion of each
category.

General Comments

(a) as of November 4, 1980, the Presidential
campaign was completed and the only remaining tasks were those
relating to the filing of final (disclosure) reports. Therefore,
only the pre-November 4 costs should be allocated between the
R3C and the Compliance Fund.

(b) the Act and the implementing regulations
provide only very basic guidance with regard to expenses to be
borne by the Compliance Fund.

(c) while the Compliance Fund reported total
expenditures of $1,512,152.36 during the period audited, FEC

C3 audit working papers deal only with expenditures of $919,991.29.

The response further states that

"Although the reasons were not specifically
stated in the working papers the auditors
apparently concluded that expenditures of
$919,991.29 were not solely for compliance

Nand therefore should be subject to further
analysis."

(d) after the post-audit conference the RBC and
the Compliance Fund performed a study of the benefits the RBC may

T have received from Compliance Fund expenditures and determined
C that $137,883.67 should have been paid from the RBC operating

account(s).

With respect to the response in (a) above, the Audit
staff notes that 26 U.S.C. 9002(12)(A) provides that the end of
the reporting period for general election expenditures is
30 days after the election (December 4, 1980), not November 4,
1980. Furthermore, the Audit staff's review of the expenditures
made from the Compliance Fund extended through December 31, 1980,
since employees were still on payroll and the Compliance Fund was
actively engaged in operations such as payment of bills, etc.,
which should be considered, at least in part, as operating costs-
rather than solely compliance costs.



-25-

Concerning the assertion noted in (b) above, the
Audit staff believes that there is some merit to this statment.
However, the implementing regulations provide examples of some
of the expenses. Further, the Regulations state that payments for
any legal and accounting services or related costs which are
not performed solely to ensure compliance with 2 U.S.C. 431 e seq
and 26 U.S.C. 9001 et seq. may not be made from the compliance fund
(emphasis added). In addition, the Financial Control and Compliance
Manual for Presidential Candidates Receiving Public Financing
(GeneralElection Financing) was provided to the Committees -fo'
additional guidance in this area. .

With respect to the response noted in (c) above,
the Audit staff acknowledges that the reasons were not specifically
stated in the working papers reviewed by the Counsel for the Committees.-
Howey.er, inspection of the photocopies of the Compliance Fund's dis-
closure schedules, (FEC Form 3P and supporting expenditure schedules)
provided pursuant to the FOZA request and used by the FEC Audit staff
in reviewing the Compliance Fund activity, would have revealed
the Audit staff's notations classifying each expenditure
made from the Compliance Fund. Disbursements for contribution

~ refunds and loan repayments made (FEC Form 3P, Detailed Summary Page,
Line 27), fundraising expenses (Line 25), and certain other categories
were not in question. Payment of these expenses from the Compliance
Fund was clearly permissible, as evidenced by the underlying docwmen-

"- taticn which was reviewed with respect to the applicable regulations.

With respect to the response in (d) above, it should be
no-ed that ccmputatiznal and analysis schedules and working papers
in support of the amount contained in the response have not been

C provided to the Audit staff for review. However, if only pre-
-q November 4, 1980 costs were included in the aforementioned study,

the Audit staff believes that the total amount benefiting the
r .RBC campaign activities as derived from the study 'is understated.

Background

(a) Payroll/Overhead Costs

The audit disclosed that private contributions made
to the Compliance Fund were used to pay certain expenditures
alloca.ble, in whole or in part, to the campaign activities.
The Compliance Fund initially paid for 100% of the payroll and
overhead costs relating to the functions of the Treasurer's office,
even though a percentage of its functions were not solely to ensure
compliance with 2 U.S.C. Section 431 et. seq. and 26 U.S.C. Section
9001 et. sea.
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Based on a review of the functions of the Treasurer's
office, the Audit itaff determined that $125,050.96 of payroll
and overhead costs associated with the Treasurer' s office should
have been paid by the Reagan Bush Committee (instead of the
Compliance Fund) as these expenditures were not made solely for
the purpose of .ensuring compliance with the Act.

In deriving this figure, the Audit staff and Compliance
Fund officials reviewed the duties and responsibilities of each
individual in the Treasurer's office. A percentage was determined
for each individual based on an estimate of the amount of time he
or she spent solely to ensure compliance with the Act. The Audit
staff then applied this percentage to the individuals' gross earnings
to determine the amount of payroll expenditures allocable to the
Compliance Fund and the Reagan Bush Committee. A composite
average of the percentage of the individuals' time allocated to
ensuring compliance with the Act was then applied to the overhead
charges paid from the Compliance Fund to derive the amount of over qad
allocable to the Compliance Fund and to the Reagan Bush Committee.
Copies of the Audit staff's computational schedules were provided
No the Treasurer at the audit exit conference.

The response contends that there is a significant
problem in the Audit staff's determination since the finding appears

"n to rest solely upon interviews, that were not carefully structured,
with officials lacking intimate knowledge of duties of the employees
assigned to the Treasurer's cffice. The response also states that- the unreliability of this approach is further demonstrated by the
fact that the result varies from the result of the (FEC) audit of
the Treasurer's office conducted following the primaries (Reagan
For President - Post-Primary Audit). Further, the response attempts
to strike a parallel between the Reagan Bush Committee Treasurer's
office and the Finance office of the Carter/Mondale PresidentialCommittee, Inc., (President Carter's principal campaign committeefor the Primary election cycle).

The Audit staff offers the following:

- The audit began approximately three months
after the election. The Compliance Fund's staff complement during
the audit was merely a skeleton of that which was involved in the
operation during the active stage of the campaign. As a result,
the Audit staff, in the absence of written job descriptions, obtained
a description of the employees' job functions from the two remaining
supervisors or the Treasurer as the most knowledgeable persons then
available. Had the audit been conducted during a time when the full
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staff complement was accessible, standardized interview a.ueitionnaires
may have been appropriate (as suggested in the response). However,
under the circumstances, the approach taken by the Audit staff--s
felt reasonable, especially since the preliminary results were
discussed with the Treasurer prior to making a determination as to
the allocable ratio (campaign vs. compliance) and agreed to by the
Treasurer as evidenced by his signing off on the working paper
displaying the various allocation ratios.

- Since job descriptions were not available
during the primary audit and the Treasurer was unable to determine
in what area many of the personnel were assigned, the Audit staff
was forced to rely on independent studies performed on other primary
campaigns of relatively similar size in assigning the percentage
(85%) used in the primary audit for the purpose of payroll allocation.
Further, the Audit staff is of the opinion that thre is no direct
correlation between the functions of a primary campaign and a general
election campaign, since the primary campaign must provide a staff
to handle private contributions, matching fund submissions, state by
state allocations, and fundraising expense allocations all of which
are functions not associated with a publicly financed general election
-campaign.

- Furthermore, to attempt to draw a parallel
between one cozittee (RBC) operating in the general election vs.
another committee (Carter/Mondale Presidential Committee, Inc.)

' which operated during the primary cycle under a totally different
set of circumstances is tenuous.

(b) Computer Costs

The Audit staff reviewed all expenditures related
to computer services to determine the nature of each expense.
The Compliance Fund made expenditures for computerized contribution

c solicitations, contribution maintenance, general ledger, and an
expenditure processing and maintenance system. Discussions were
then conducted with Compliance Fund personnel to determine the
usage and frequencies of all computer generated reports. From the
review of each of these expenditures and discussions with Compliance
Fund personnel, the Audit staff calculated $128,751.50 in computer
costs that should have'been paid by the Reagan Bush Committee instead
of the Compliance Fund. These computer costs were related to the
general ledger and a portion of the expenditure maintenance system.

In the response, it was stated that the Committees'
expenses could have been controlled by using a manual system, but
because of the compliance requirements of the Act, the computer was
necessary to solely ensure such compliance.
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The Audit staff disagrees with this position in thatcomputer costs related to printing certain reports such as thegeneral ledger, vendor ledgers (both alphabetically and by invoice),employees' earnings records, etc., are not solely to ensure compliancewith the Act. Any entity with the volume of expenditures that weremade by the RBC in such a short period of time would most likely becomputerized, whether or not it was subject to the provisions of the
Act.

The response also discusses the absence of evidencein the working papers reviewed detailing the criteria by whichthe auditors determined the various allocation percentages regarding
the reports produced by the computer.

In general, the reports produced by the Committees'
computer system fall into two categories:

reports related to recordkeeping and reportingrequirements of the Act, such as production of FEC disclosure reportschedules and listings of disbursements and receipts, and

- internal management reports which providedUP) information concerning levels of activity for operational units
(cost center reports); payments to the various persons and firmsN providing goods and services; employee earnings reports showing. gross earnings, taxes withheld etc.;*and the overall financial
status of the Committee (general ledger reports).

C)
Admittedly, in a few cases, such as reports onemployees' earnings and the report on employee information changes,7 specific criteria were not documented in the working papers reviewed

by the Committees' Counsel. However, the criteria present in the? implementing Regulations and available guidance, when applied tothe employees' earnings reports, the primary purpose of which is to" comply with Internal Revenue Service requirements, clearly supportthe Audit staff's position that these are not solely for the purposeof ensuring compliance with the Federal Election Campaign Act. Thisemployee information would have to be maintained regardless ofwhether the Committees were subject to the requirements of the Act.

Finally, the response questions the technique usedby the auditors to calculate the costs associated with each typeof report produced by the computer, in that the technique did notrecognize possible variations in computer usage and personnel
costs attendant to the production of the various reports.
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The Audit staff also recognized this Jactoi and
requested from the Treasurer a more detailed accounting concerning
computer processing costs for use in our analysis. No such
accounting was made available, therefore, the method chosen
utilized the best information available at the time. Should the
Compliance Fund, at this time, choose to make available the
detailed accounting of computer processing costs and/or an analysis
of same (including the appropriate underlying documentation), the
Audit staff would consider this information and adjust our present
computation, if appropriate. In the alternative, should the
Compliance Fund wish to provide a different approach to the review,
given the records made available, the Audit staff.is receptive
to reviewing such approach.

(c) Consultant Fees/Reimbursed Expenses

The Audit staff reviewed the services rendered by
each consultant paid from the Compliance Fund. The review consisted
of analyzing Compliance Fund records and interviewing the Treasurer.
A percentage was determined for each consultant based on the amount
-of time devoted to compliance related matters. The percentage was

Sthen applied to each consultant fee and any related reimbursable
expenses. The Audit staff calculated a total of $54,025.12 in
consultant fees and/or reimbursed expenses that were not compliance
related and should have been paid by the Reagan Bush Committee.

N The response noted that as in the case of payroll
costs there is no evidence of the use of structured interview
questionnaires and written interview notes. Also, the basis for
the auditors' judgment as to the percentage of tie devoted to
compliance is not documented in the working papers. The Audit
staff's comments included in the payroll section are responsive

to these points and are not repeated here (see pages 26-27,
¢ section (a)).
7The response also indicated that the review

apparently was based upon an auditor's determination of the reasons
for seeking the expert-'s assistance, and that the Audit staff's
evidence supporting these allocable costs is not credible.

As stated in section (a) above, a percentage was
developed based on an analysis of Compliance Fund records and
by interviewing the t.wo remaining supervisors and the Treasurer.
For example, the percentage developed in the aforementioned
computer allocation was assigned to computer consultants. A 50%
ratio was assigned to budget consultants because these consultants'
services had an equal influence on both the Reagan Bush Co=.,ittee
and Reagan Bush Compliance Fund. Certain law firms were engaged
in handling various se--vices for the Committees. The time devoted
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to, or costs associated with, compliance related legal matters
were determined by reviewing invoices provided by these law
firms.

The reimbursed expenses were allocated based upon
the percentage developed for each of the individuals receiving
reimbursements, unless we were able to deterine, based on the
available documentation, that the reimbursements were solely
related to compliance or to operations, in which case the expenses
were directly applied to the appropriate category,

The response further points out what the Compliance
Fund believes to be an inconsistency in the conclusions reached on
the percentage allocation regarding two consultants.

The example cited involved fees paid to a consultant
to modify the RNC computer system to meet the system needs of the
Committees.. The Audit staff allocated the cost of the consultant's
services based on the percentage derived for allocating certain

~, computer costs. This approach was felt to be reasonable since it
appeared that the modifications performed were directly related to
the output produced by the computer, hence the use of the samne
allocation percentage. With respect to the other consultant, the
response states

"However, the fees of an individual
who had responsibility for the actual
operations of the compute: system were
allocated in total to compliance."

The major distinction between the services performed
by the two consultants was that the sole function of one of them
was to modify the RNIC computer system, whereas, the other consultant's

Sfunctions were (1) to provide guidance to RBC personnel to ensure
that the Act's requirements were met, and (2)torveth
information contained in PBC disclosure reports (portions of which

oo were computer generated) to ensure that the reporting requirements
of the Act were met.

in light of the significant differences regarding
Ithe services per foz-.ed by the two consultants, the Audit staff
believes the allocation is reasonable.
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(d) Miscellaneous Charges

The Audit staff's review of other Compliance Fund
expenditures revealed that the Compliance Fund had made four
expenditures, totaling $8,360.58 which were for tour consulting,
reimbursements and general election payroll checks. The expenses
clearly benefited the general election campaign effort and should
have been paid by the Reagan Bush Committee.

The central issue raised in the response regarding
the Audit staff's allocation of overhead paid by the Compliance
Fund concerns the FEC auditors' use of payroll costs as a basis
for allocation of rent and security services. The response notes
that customarily, rent and related services are allocated based
on a measure such as square footage of space used. This method
avotds problems that arise using payroll costs which can be
affected by factors such as salary levels and occupancy by
volunteers.

The Audit staff recognizes that rent and ielated
services are frequently allocated based on the square footage space

- used. Nowever, in actuality, the Compliance Fund's functions were
c, not performed in a discrete section of the office separate from

various other campaign operations, which made it difficult to
S? determine what square footage was used by each department. In

addition, as previously noted, the campaign was over and the office
organization used during the campaign no longer existed, leaving

N no record from which to perform such allocation. An allocation
based on payroll dollars could be done utilizing existing records.
Finally, this technique was included in the Financial Control and
Co..Pliance Manual For Presidential Candidates Receiving Public
Financing (Primary Electi on Financing) and (General Election Financing),
the former being circulated gor comment to the 1976 and 1980 primary
candidates and other interested parties and professional organizations,

c the latter being provided to the general election candidates for
guidance. This technique was considered by the Commission as a
reasonable method for allocating indirect overhead costs and applied

. by other presidential committees.

Conclusion

The response concludes that the finding relating to
allocable costs as determined by the Audit s-t-Caff should be rejected
because standard auditing procedures were not used, faulay investi-
gative techniques were used and an ad hoc classification of expenses
was performed. Further, the response states that generally accepted
accounting principles were used in determining the $137,883.67 cited
as allocable to the Reagan Bush Committee.
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owever,it is the Audit staff's opinion that the reviewand analysis as outlined in each of the all6cable areas is reasonablebased upon the available records reviewed and the "intimatelyknowledgeable" employees (Treasurer and supervisors) interviewed.Further, each allocable area was discussed at great length with theTreasurer. Additionally, it was suggested that the Treasurer maywish to review overhead costs paid by the Reagan Bush Comittee andallocate, on a reasonable basis, an amount applicable to. the ComplianceFund and obtain reimbursement for same which would result in adownward adjustment to expenditures subject to the limitation.This statement was again asserted within the Interim Audit Report.Bowever, the Treasurer has apparently chosen not to allocate thesecosts at this time. We have encouraged the Treasurer to iconsultwi.h us if any further clarification is desired.

0
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FEDERAL ELECTION COMMISSION
WASHINGTON; D.C. 20463

Edward L. Weidenfeld, Esquire
McKenna, Conner & Cuneo
1575 Eye Street, N.W.
Washington, D.C. 20005

RE: MUR 1401 (81)

Dear Mr. Weidenfeld:

On , 1982, the Federal Election determined that
there is reason to believe that your clients, the Reagan Bush
Committee and the Reagan Bush Compliance Fund, violated section

n") 9003.3(a)(2)(i) of Title 11 of the Code of Federal Regulations by
expending private contributions to the Compliance Fund for purposes

' other than those enumerated in this section. The General Counsel's
N, factual and legal analysis, which formed a basis for the

Commission's finding, is attached for your information.

Under the Act, you have an opportunity to demonstrate that no
c3 action should be taken against your clients. Please submit any

factual or legal materials which you believe are relevant to the
Commission's consideration of this matter. Additionally, please

C submit documentation to support the assertion that a detailed
analysis was performed and it was determined that $137,883.67
should have been paid by the Reagan Bush Committee to the
Compliance Fund.

In the absence of any additional information which
demonstrates that no further action should be taken against your
clients, the Commission may find probable cause to believe that a
violation has occurred and proceed with conciliation. Of course,
this does not preclude the settlement of this matter through
conciliation prior to a finding of probable cause to believe if so
desired. See 11 C.F.R. S 111.18(d).

The investigation now being conducted will be confidential in
accordance with 2 U.S.C. S 437g(a)(4)(B) and S 437g(a)(12)(A),
unless you notify the Commission in writing that you wish the
investigation to be made public.



Letter to Edward L. Weidenfeld
Page 2
MUR 1401

For your information, we have attached a brief description of
the Commission's procedures for handling possible violations Qf the
Act. If you have any questions, please contact Beverly Kramer, the
staff member assigned to this matter, at 202/523-4060.

Sincerely,

on Enclosures
General Counsel's Factual and Legal Analysis

" Procedures

o: cc: Mr. Arthur J. Dellinger, Treasurer
Reagan Bush Committee



FEDERAL ELECTION COMMISSION

GENERAL COUNSEL'S FACTUAL AND LEGAL ANALYSIS

MUR NO. 1401 (81)
STAFF MEMBER & TEL. NO.
Beverl Kramer

RESPONDENTS: Reagan Bush Committee
Reagan Bush Compliance Fund

- SOURCE OF MUR: I N T E R N A L L Y G E N E R A T E D

GENERATION OF MATTER

The Commission conducted an audit of the Reagan Bush Committee

(the "Committee")1/, pursuant to its authority under 26 U.S.C.

S 9007(a) and 11 C.F.R. S 9007.1. The audit covered the period

from May 29, 1980 through December 31, 1980 and included a review

of two reporting entities, the Reagan Bush Committee which operated

with funds received under 26 U.S.C. S 9006(b) and the Reagan Bush

Compliance Fund (the "Compliance Fund")2/ established in accordance

I/ The Reagan Bush Committee registered with the Federal Election
Commission on May 29, 1980 under the name Reagan For President
General Election Committee and served as the principal campaign
committee of the Honorable Ronald Reagan.

2/ On July 7, 1980, President Ronald Reagan, then Republican
candidate for President of the United States, designated the Reagan
Bush Compliance Fund as an authorized committee.
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with 11 C.F.R. S 9003.3. During the course of the audit, the

Commission's Audit Division referrred this matter to the Office of

General Counsel.

SUMMARY OF ALLEGATIONS

Information gathered in the audit process indicates that the

Reagan Bush Committee and the Reagan Bush Compliance Fund violated

11 C.F.R. S 9003.3(a)(2)(i). The issue involved herein is whether

these entities violated section 9003.3(a)(2)(i) by using private

contributions of the compliance fund to defray expenses incurred by

the Reagan Bush Committee after its receipt of public matching

funds.

FACTUAL BASIS

11 C.F.R. S 9003.3 permits a candidate to establish a separate

account known as a legal and accounting compliance fund. This

provision was added as an exemption to the public financing scheme,

i thereby allowing presidential candidates receiving full funding for

17 their general election campaigns to solicit private contributions

to pay the costs of services necessary to comply with the

requirements of the Federal Election Campaign Act of 1971 ("the

Act") and Chapter 95 of Title 26 United States Code. The

Regulations narrowly restrict the use of these private funds in

order to preserve the integrity of the public financing scheme.

The permissible uses of such funds parallel those described in

11 C.F.R. S 100.8(b)(15) and are set forth in Section 9003.3

(a)(2)(i) as follows:

A) to defray the cost of legal and accounting services
provided solely to ensure compliance with 2 U.S.C.
S 431 et seq . and 26 U.S.C. S 9001 et seq.;
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B) to defray any civil or criminal penalties imposed
pursuant to 2 U.S.C. S 437g or 26 U.s.C. S 9012;

C) to make repayments under 11 C.F.R. S 9007.2;

D) to defray the cost of soliciting contributions to the
legal and accounting compliance fund; and

E) to make a loan to an account established pursuant
to 11 C.F.R. S 9003.4 to defray qualified campaign
expenses incurred prior to the expenditure report
period or prior to receipt of federal funds.

Pursuant to 11 C.F.R. S 9003.3(a)(2)(ii)(C), payments may not

be made under 11 C.F.R. S 9003.3(a)(2)(i) for any legal and

accounting services or related costs which are not performed solely

to ensure compliance with 2 U.S.C. S 431 et seq. and 26 U.S.C.

S 9001 et seq.

11 C.F.R. S 9003.3(a)(2)(ii)(A) further details the

permissible use of compliance funds as including payments for

, personnel, computer services, reproduction, mailing expenses and

independent audits to assure compliance with Title 2 or Chapter 95

of Title 26 United States Code. In accordance with this section, a

candidate may pay from his compliance fund costs incurred for

establishing that portion of his financial accounting system which

is allocable to the legal and accounting aspects of compliance.

Pursuant to 11 C.F.R. S 9003.3(a)(2)(ii)(B), reimbursements

from the compliance fund may be made to the separate account

maintained for federal funds under 11 C.F.R. S 9005.3(c) if costs

for legal and accounting compliance services are initially paid

from such account.

Information gathered in the audit process revealed that the

Compliance Fund made initial payments for services which also

benefitted the Reagan Bush Committee. The Compliance Fund assumed
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payment of all payroll, overhead and computer costs relating to the

functions of the Treasurer's Office. In addition, the Compliance

Fund assumed payment for all computer costs of the Reagan Bush

Committee. Through its failure to allocate these costs, the Audit

Division calculates that the Compliance Fund paid $316,188.16 to

defray the cost of services which benefitted the Reagan Bush

Committee. A summary of the Audit Staff's analysis follows:

Not
Cost Compliance Compliance

Category Related Related Total

Computer $ 96,356.41 $128,751.50 $225,107.91

Payroll/
Overhead $203,414.79 125,050.96 328,466.46

Consultants
Fees/Reimburse-
ments 251,434.98 54,025.12 305,460.10

Miscellaneous 8,360.58 8,360.58

Direct costs 52t596.24 -- 52,596.24

$603,803.13 $316,188.16 $919,991.29 3/

Throughout the audit process, the Compliance Fund maintained

that none of the expenditures were made for any other purposes than

to ensure compliance with the Act. Nothwithstanding that

assertion, on March 31, 1981, the Committee reported in its first

3/ During the period covered by the audit, the Compliance Fund
reported expenditures of $1,512,152.36. Out of these expenditures,
the Audit Staff identified expenditures of $919,991.29 which
appeared attributable in part to both compliance and operating
(campaign related) activities. Based on a review of the allocable
areas of expenses, the Audit staff calculated that $316,188.16 of
Compliance Fund expenses were not incurred for purposes of ensuring
compliance with the Act. Remaining disbursements ($1,512,152.36
less $919,991.29) were for contribution refunds, loan repayments
and fundraising expenses. The audit staff classified these
expenses as attributable in total to compliance and therefore
permissible pursuant to 11 C.F.R. S 9003.3(a)(2)(i).
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quarterly report, a reimbursement to the Compliance Fund of

$137,883.67. The reimbursement apparently acknowledged that

certain functions of the Treasurer's Office were allocable.

Subsequent to the reporting of this reimbursement, what has

remained in issue is whether additional expenditures of $178,304.99

($316,188.16 less $137,883.67) benefitted the Reagan Bush Committee

and should be shown as operating expenditures subject to the

limitations prescribed in 2 U.S.C. S 441a(b)(1)(B).

The Committee maintains that aside from the aforementioned

expenditures of $137,883.67, all other costs were incurred for

purposes of ensuring compliance with the Act. The Committee's

computational and analysis schedules and working papers have not

been provided in support of this claim. Instead, its claim is

N, posed as an alternative to auditor calculations which the Committee

avers "are based on what appear to be faulty investigative

C3 techniques, (e.g., informal interviewing of employees), ad hoc

"T" classifications of expenses, and improper allocation bases."4/
C7 Given the views of the Committee, it is appropriate that we

review in some detail the basis of the auditor calculations as it

applies to each allocable area in question.

Payroll/Overhead Costs

Based on a review of the functions of the Treasurer's Office,

4/ On June 19, 1981 the Commission issued to the Committee an
interim audit report which set forth the audit findings in regard
to the instant matter. By letters dated July 20, and August 11,
1981, the Committee replied to the findings of the Audit staff.
Copies of the Committee's responses were circulated to the
Commission on September 10, 1981.
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the Audit staff determined that $125,050,96 of payroll and overhead

costs associated with the Treasurer's Office should have been paid

by the Reagan Bush Committee (instead of the Compliance Fund) as

these expenditures were not made solely for the purpose of ensuring

compliance with the Act.

In deriving this figure# the Audit staff and Compliance Fund

officials reviewed the duties and responsibilities of 50

individuals in the Treasurer's off ice.SE/ A percentage was

determined for each individual based on an estimate of the amount

of time he or she spent solely to ensure compliance with the Act.

The Audit staff multiplied this percentage and the gross salary to

arrive at payroll costs allocable to the Compliance Fund (64%) and

the Reagan Bush Committee (36%). Overhead costs were allocated

Nbased on the percentage calculated for payroll costs -- 64% to

o ~/ The audit began approximately three months after the election.
The Compliance Fund's staff complement during the audit was merely
a skeleton of that which was involved in the operation during the
active stage of the campaign. As a result, the Audit staff, in theabsence of written job descriptions, obtained a description of the
employees' job functions from the two remaining supervisors or the
Treasurer as the most knowledgeable persons then available. Had

"0 the audit been conducted during a time when the full staff
complement was accessible, standardized interview questionnaires
may have been appropriate. However, the preliminary results were
discussed with the Treasurer prior to making a determination as to
the allocable ratio (campaign vs. compliance). The Treasurer
signed of f on the working paper displaying the various allocation
ratios.



Compliance and 36% to non-complianceo/

Computer Costs

The Audit staff determined that computer costs paid by the

Compliance Fund totalled $225,107.97. Of that amount, costs of

$16,567.91 were associated with the services provided by three

computer systems: Automated Correspondence Systems, United Data

Systems and Vought Corporation Systems. The services related to

fundraising and the solicitation of contributions to the Compliance

Fund. The auditors identified the related expenses as exempt legal

and accounting costs under 11 C.F.R. S 9003.3(a)(2)(i)(D) and

therefore allocated 100% of the costs to compliance.

The remaining costs of $208,540 were for computer services

provided by the Republican National Committee (RNC). Based on a

-N,, review of the services performed, the auditors calculated that

expenses of $128,751.50 were not made for the purposes enumerated

in 11 C.F.R. S 9003.3 (i.e., were not made solely to ensure

_ The Audit staff has recognized that rent and related services
are frequently allocated based on the square footage of space used.
However, in actuality, the Compliance Fund's functions were not
performed in a discrete section of the office separate from various
other campaign operations. This made it difficult to determine
what square footage was used by each department. In addition, as
previously noted, the campaign was over and the office organization
used during the campaign no longer existed, leaving no record from
which to perform such allocation. An allocation based on payroll
dollars could be done utilizing existing records. Finally, this
technique was included in the Financial Control and Compliance
Manual For Presidential Candidates Receiving Public Financing
(Primary Election Financing) and (General Election Financing), the
former being circulated for comment to the 1976 and 1980 primary
candidates and other interested parties and professional
organizations, the latter being provided to the general election
candidates for guidance. This technique was considered by the
Commission as a reasonable method for allocating indirect overhead
costs and applied by other presidential committees.



-8-

compliance with the Act and Chapter 95 of Title 26).

The auditors arrived at this calculation by dividing RNC

computer costs into the following categories for analysis and

allocation:

Payroll Support -

Accounting Support -

Staff Support -

including the maintenance
of a payroll check register
and total employee earnings

including the maintenance
of the general ledger and
the accounts payable system.

consisting of the RNC computer
personnel costs.

The following illustrates the results of the auditors'

analysis of each of the above elements of RNC computer costs:

PayrollN" Support

Accounting
oD Support

Staff

Support

Compliance
Related

$ 6,344.00

59,367.00

14,077.50

$ 79,788.50

Not
Compliance

Related

$ 6,344.00

98,945.00

23r462.50

$128t751.50

TOTAL

$ 12,688.00

158,312.00

37t540.00

$208,540.00

The auditors evaluated payroll support costs of $12,688.00

based on the number and the nature of information provided in the

computer printouts produced by the system._7/ The auditors

7/ The audit staff recognized that allocation based on the number
of printouts is not the preferred method of allocation because it
does not recognize possible variations in computer usage and
personnel costs attendant to the production of the various reports.
The auditors requested from the Treasurer a more detailed
accounting concerning computer processing costs for use in their
analysis. No such accounting was made available, therefore, the
method chosen utilized the best information available at the time.
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determined that two of the four printouts produced were necessary

to ensure compliance with the Act. Hence, the auditors allocated

50% ($6,344.00) of payroll costs to compliance.

One of the printouts, a payroll check register, produced a

list of names and addresses to whom disbursements were made. The

auditors evaluated this printout as necessary to ensure compliance

with the recordkeeping requirements of 2 U.S.C. S 432(c)(5). A

second printout, which supported the filing of FEC reports on

receipts and disbursements was considered necessary to ensure

compliance with the general disclosure requirements of 2 U.S.C.

S 434(a). The remaining two printouts, a report on employee

earnings and a report on employee changes, were evaluated as

unnecessary to ensure compliance with the Act. The information

provided in these reports, (i.e., gross earnings, taxes withheld,

change in employee status e.g., marital, number of exemptions,

change in address) was not required to be disclosed nor maintained

for purposes of ensuring compliance with the Act. Rather, such

7 information appeared to serve the primary purpose of ensuring

compliance with the requirements of the Internal Revenue Service.

Accounting support costs of $158,312 were similarly allocated

based on the number, as well as, the frequency and nature of the

reports produced. The auditors determined that there were two

sections of the printouts produced: a general ledger and an

accounts payable package. The general ledger disclosed the overall

financial status of the Reagan Bush Committee and the Compliance

Fund. The accounts payable package consisted of five separate



-10- 0
printouts: 1) a check register; 2) a report on receipts and

disbursements; 3) a listing of vendor by invoice; 4) an

alphabetical listing of vendors; and 5) a cost center report

(containing information on the level of financial activity for each

operational unit).

The audit staff evaluated the general ledger and the accounts

payable package as to their relation with ensuring compliance with

the Act. The following illustrates the audit staff's evaluation:

Compliance Not Compliance
Related Related

General Ledger -- 100%

Accounts Payable Package:
Check Register 100%A/
Report on Receipts
and Disbursements 100% -0-

Vendor By Invoice 50% 50%
Vendor By Alpha 100% -0-
Cost Center Report -- 100%

Three of the five printouts in the accounts payable package

were allocated either in whole or in part to compliance because

they contained information necessary to ensure compliance with 2

U.S.C. S 432(c)(5) and S 434(a). The vendor printouts contained

duplicate information, therefore, 50% was allocated to one. The

general ledger, check register, and cost center report were

classified by the auditors as internal management reports. The

evaluation concluded that the information in these reports would

have to be maintained for operational purposes, regardless of

whether the Committee was subject to the Act.

8/ Unlike the payroll check register evaluated for the allocation
of payroll support costs, the check register contained in the
accounts payable package duplicated the information provided in the
vendor printouts. The vendor printouts were allocated in whole or
in part to compliance.
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The auditors then determined the cost per report by the

following method:

-divided the accounting cost of $158,312 by 22 weeks to
arrive at a weekly cost of $7,196.

-divided the weekly cost by the number of reports (8)
produced in a week. Because six accounts payable reports
and two general ledger reports were produced each week,
75% of weekly costs or $5p397 was allocated to accounts
payable activity and 25% of weekly costs or $1,799 were
allocated to general ledger activity.

Applying the previously determined percentage of accounts

payable activity (related to compliance) to the costs per report,

the auditors determined that expenditures of $59,367 were necessary

to ensure compliance with the Act. The remaining $98,945 in

computer costs ($59,367 associated with the accounts payable

reports and all of the $39,578 associated with general ledger

reports) were considered to be not related to compliance.

With regard to staff support costs, the allocation method was

strictly mathematical. The auditors determined, based on a review

of invoices, that support costs totalled $37,540. The costs were

allocated using the percentages calculated for accounting support

costs. Because 62.5% of accounting support costs were not related

to compliance, the auditors determined that 62.5% or $23,462.50 of

staff support costs were also not related to compliance.

Consultant Fees Reimbursed Expenses

The audit staff determined that $54,025.12 out of a total of

$305,460.10 in consultant costs were not related to ensuring

compliance with the Act. In deriving this figure, the auditors

analyzed Compliance Fund records and interviewed with two remaining

supervisors and the treasurer. For each consultant, the auditors

determined a percentage of time devoted to compliance. The

t~ ..~.

N
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percentage was then applied to each consultant fee and any related

reimbursable expenses.W/ The time devoted to, or costs associated

with, compliance related legal matters were determined by the

auditors' review of invoices prepared by law firms engaged in

handling various services for the Committee.

Miscellaneous Charges

The auditors determined that miscellaneous costs of $8,360.58

were not related to compliance. Specifically, the auditors found

that the following expenditures were not related to ensuring

compliance with the Act:

$2,171.08 - printing of checks for the Reagan
Bush Committee - Operating Account
(federal fund account)

$5,838.00 - United Airline Consultant Services
in conjunction with campaign tours.

$ 147.50 - Travel costs associated with consultants
trip to New York to discuss legal matters
concerning the purchase of radio and
television broadcast time for Campaign 80.

$ 204.00 - Reimbursed expenses to consultant Steven
Thayer for flight to New Hampshire.1Q/

LEGAL ANALYSIS

The Presidential Election Campaign Fund Act of 1971,

established the Presidential Campaign Fund (the Fund), financed by

the voluntary taxpayer check-off system, to serve as an alternative

means of financing presidential general election campaigns. Major

9/ For example, the percentage developed in the aforementioned
computer allocation was assigned to computer consultants. A 50%
ratio was assigned to budget consultants because these consultants'
services had an equal influence on both the Reagan Bush Committee
and the Reagan Bush Compliance Fund.

10/ The Committee Supervisors and Treasurer could provide no
information concerning the services provided by this consultant.

IN
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party candidates who satisfy the eligibility requirements outlined

in 26 U.S.C. S 9003 are entitled to equal payments from the Fund to

defray all of their "qualified campaign expenses", i.e., expenses

incurred by a presidential candidate and running mate, or any of

their authorized committees, to further their election. 26 U.s.C.

S 9002(11). Once a candidate has chosen a publicly financed

campaign, he or she may accept private contributions only as they

are necessary to make up for any deficiency in the Fund. 26 U.S.C.

S 9006, 26 U.S.C. S 9012(a).

Despite these restrictions, the Commission's Regulations at

441 11 C.F.R. S 9003.3 allow a candidate to establish a legal and

accounting compliance fund. The compliance fund may solicit

private contributions to cover costs of services necessary to

ensure compliance with the Act and Chapter 95 of Title 26.

Payments made from the private contribution account for exempted

0 legal and accounting costs are not counted against the candidate's

overall expenditure limits under 2 U.S.C. S 441a(b) and 11 C.F.R.

S 110.8. In permitting this exempted activity, the Commission was

cognizant of the need to protect the integrity of the public

financing scheme against the threat of possible abuse were

committees to attempt to subsidize federal funding with private

contributions to the compliance fund. Hence, the Commission

introduced regulations at 11 C.F.R. S 9003.3(a)(2)(i)(A-E) and

S 9003.3(a)(2)(ii)(A-C). These provisions established and limited

the permissible uses of contributions to the compliance fund,

authorizing expenditures made "solely to ensure compliance with 2

U.S.C. S 431 et seq. and 26 U.S.C. S 9001 et seq."
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This matter raises questions as to whether the Reagan Bush

Committee, a committee which received full funding for the 1980

general election campaign of the Honorable Ronald Reagan, expended

private contributions to the Compliance Fund for purposes other

than those enumerated in 11 C.F.R. S 9003.3(a)(2)(i). The

auditors' analysis of the Compliance Fund activity has cast doubt

on the Committee's attribution method in designating expenditures

purportedly made for the sole purpose of ensuring compliance with

the Act and Chapter 95 of Title 26.

The audit revealed that the Compliance Fund assumed payment

"ef for all legal and accounting costs of the Treasurer's office (i.e.,

U0 computer costs, payroll costs, overhead costs, consultants fees and
miscellaneous expenses). The claim to a 100% exemption is not

supported by the information ascertained by the Audit Division and

in light of the various functions which must be performed without

Cn, respect to the requirements of the Act and implementing

I regulations. Such functions include, but are not limited to, the

CI following:_l/

1) maintaining cash receipt records;

2) writing checks, transmitting funds (advances)
to field workers, recording disbursements;

3) reconciling bank statements;

4) preparing cash flow reports;

5) budget preparation and budget performance reports;

6) keeping payroll records, paying employees, filing
quarterly payroll returns and making state and
federal payroll deposits; and

11/ These non-compliance functions were identified in the final
audit report on the Reagan For President Committee (Primary
Election Campaign) which was publicly released on February 2, 1981.
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7) filing an exempt organization return (1120 POL) with
the IRS (Section 527 of the Internal Revenue Service
Code requires that all unrelated business income be
reported. Consequently the Committee must maintain
records sufficient to comply with IRS reporting and
recordkeeping requirements).

Based on a review of the functions of the Treasurer's Office,

the auditors found that the above-described functions should have

been considered in determing a reasonable allocation of costs to

compliance and operating (campaign-related) activities. The result

of the auditor's consideration of such functions showed that

expenditures of $316,188.16 benefitted the Reagan Bush Committee

and should have been treated as operating expenditures subject to

the limitations prescribed in 2 U.S.C. S 44la(b)(1)(B).l_ /

During the audit process, the Commission called upon the

in Committee to submit documentation to demonstrate that expenditures

paid from the Compliance Fund were, in fact, made solely for the

purpose of ensuring compliance with 2 U.S.C. S 431 et seq. and

26 U.S.C. S 9001 et seq. This inquiry was limited to expenditures

of $316,188.16, the amount determined by the auditors to have

benefitted the Reagan Bush Committee.

To date, the Committee has not submitted documentation to

demonstrate that the expenditures of $316,188.16 fall within the

categories of exemptions afforded in 11 C.F.R. S 9003.3. In lieu

12_/ It should be noted that there may be significant costs of the
Reagan Bush Committee which, if reallocated to compliance, could
result in an offset to the amount of costs ($316,188.16) paid from
the compliance fund which allegedly benefitted the Reagan Bush
Committee. Such costs include a percentage of media expenses for
recordkeeping and state expenses for office rental, utilities,
equipment rentals, office supplies etc. During the audit process,
the audit staff recommended to the Committee that they reallocate
costs to compliance. To date, the Reagan Bush Committee has not
reallocated such expenditures.
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thereof, the Committee submitted an affidavit from former Committee

Treasurer Bay Buchanan which included the following statement:

"During the general election, the benefits that
RBC [the Reagan Bush Committee] received from the
Compliance Fund were monitored. After the election
a detailed analysis was performed and it was determined
that $137,883.67 should be paid by RBC to the Compliance
Fund."

In view of the questions raised by the audit of Compliance

Fund expenses, and by the Committee's reimbursement of $137,883.67

to the Compliance Fund, the Office of General Counsel recommends

that the Commission find reason to believe that the Reagan Bush

Committee and the Reagan Bush Compliance Fund violated 11 C.F.R.

S 9003.3(a)(2)(i). Accordingly, we recommend that the Commission

approve the attached letter. The letter includes a request for

supporting documentation to the detailed analysis performed by the

Reagan Bush Committee.

C,



FEDERAL ELECTION COMMISSION
WASHINGTOND.C. 20463

February 1, 1982

Edward L. Weidenfeld, Esquire
McKenna, Conner & Cuneo
1575 Eye Street, N.W.
Washington, D.C. 20005

RE: MUR 1401 (81)

Dear Mr. Weidenfeld:

On January 26, 1982, the Federal Election determined that
^4 there is reason to believe that your clients, the Reagan Bush

Committee-and the Reagan Bush Compliance Fund, violated section
9003.3(a)(2)(i) of Title 11 of the Code of Federal Regulations by
expending private contributions to the Compliance Fund for purposes
other than those enumerated in this section. The General Counsel's

N factual and legal analysis, which formed a basis for the
Commission's finding, is attached for your information.

Under the Act, you have an opportunity to demonstrate that no
action should be taken against your clients. Please submit any

"' factual or legal materials which you believe are relevant to the
Commission's consideration of this matter. Additionally, please

" submit documentation to support the assertion that a detailed
analysis was performed and it was determined that $137,883.67

4. should have been paid by the Reagan Bush Committee to the
co Compliance Fund.

In the absence of any additional information which
demonstrates that no further action should be taken against your
clients, the Commission may find probable cause to believe that a
violation has occurred and proceed with conciliation. Of course,
this does not preclude the settlement of this matter through
conciliation prior to a finding of probable cause to believe if so
desired. See 11 C.F.R. 5 111.18(d).

The investigation now being conducted will be confidential in
accordance with 2 U.S.C. S 437g(a)(4)(B) and S 437g(a)(12)(A),
unless you notify the Commission in writing that you wish the
investigation to be made public.
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For your information, we have attached a brief description of
the Commission's procedures for handling possible violations of the
Act. If you have any questions, please contact Beverly Kramer, the
staff member assigned to this matter, at 202/523-4060.

Sincerely,

Frank P. Reiche
Chairman for the
Federal Election Commission

* Enclosures
General Counsel's Factual and Legal Analysis
Procedures

cc: Mr. Arthur J. Dellinger, Treasurer

Reagan Bush Committee
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FEDERAL ELECTION COMMISSION
WASHINGTON, D.C. 20463

February 1, 1982

Mr. Arthur J. Dellinger, Treasurer
Reagan Bush Committee
P.O. Box 4207
Arlington, VA 22204

RE: MUR 1401

Dear Mr. Dellinger:

Enclosed is a copy of a notification which we are
forwarding at this time to Mr. Edward L. Weidenfeld.
We understand that Mr. Weidenfeld has been designated
as counsel for the Reagan Bush Committee and is authorized

Nto receive notifications and other communications from the
Commission on behalf of the Committee.

If you have any questions, please contact Beverly
Kramer, the staff member assigned to this matter, at
(202) 523-4060.

Sincerely,

Charles N. Steele

Geea ounsel

BY: ent o
Associate General Counsel"

Enclosure
Letter to Mr. Edward L. Weidenfeld
with attached General Counsel's
Factual and Legal Analysis in
MUR 1401
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