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FEDERAL ELECTION COMMISSION
WASHINCTON. D.C 20463

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, § 9003.3(a)(2) (i) in connection with the
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.

Sincerely,

Charles N. Steele ’

Associate General Counsel




FEDERAL ELECTION COMMISSION

WASHINCTON, 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
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




FEDERAL ELECTION COMMISSION
WASHINCTON, D.C. 20463

February 4, 1983

John J. Duffy, Esguire
Pierson, Ball & Dowd
1200 18th Street, N.W.
Suite 1000

Washington, D.C. 20036

RE: MUR 1401

Dear Mr. Duffy:

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
Generyal Counse

nne % oS
Associate General Counsel

Enclosure

Letter to Mr. Ronald E. Robertson




BEFORE THE FEDERAL ELECTION COMMISSION

In the Matter of

MUR 1401
Reagan Bush Committee

Reagan Bush Compliance Fund

CERTIFICATION

I, Marjorie W. Emmons, Secretary of the Federal
Flection 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:

Take no further action
against the Reagan Bush
Committee and the Reagan
Bush Compliance Fund
regarding a violation of

11 C.F.R. § 9003.3(a) (2) (i).

Close the file in MUR 1401.
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:

777&4.@“-«*_.4@ L) C,ﬂ s 77 iz~

'u/ Marjorie W. Emmons
Secretary of the Commission

Received in Office of Commni==ion Secretary: 1~+31-<83, 1137
Circulated on 48 hour tally hasis: 2-1-83, 11l:00




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

CcC: Kramer




In the Matter of

Reagan Bush Committee MUR 1401 (Bl1)
Reagan Bush Compliance Fund

GENERAL COUNSEL'S REPORT SENS‘TM

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")
violated 11 C.F.R. § 9003.3(a) (2) (i) by expending private
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, § 9003.3(a) (2) (1i).

I1. 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.




2=

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.S5.C. § 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. § 9003.3.

A. The Applicable Law

Section 9003.3 of Title 11, Code of Federal Regulations,

permits a candidate, receiving full federal funding for his or

her general election campaign, to establish a separate account
known as a legal and accounting compliance fund. A candidate may
accept private contributions to a legal and accounting compliance
fund if such contributions are received and disbursed in
accordance with this section.

Subsection (a) (2) (i) of 11 C,F.R. § 9003.3 provides, in
relevant part, that private contributions to the legal and
accounting compliance fund "may be used in accordance with
13 C.F.R. § 9003.3(a) (2) (ii) to defray the cost of legal and
accounting services provided solely to ensure compliance with
2 U.8.C. § 431 et seg. and 26 U.5.C. § 9001 et seq."™ Subsection
(a) (2) (ii) states that "([playments may not be made under
11 C.F.R. § 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.8.C. § 431 et seq. and 26 U.S.c.
§ 9001 et seq."

Legal and accounting services which are provided solely to
ensure compliance with 2 U.S5.C. § 431 et seq. or 26 U.S.C.
§ 9001 et seq. are "qualified campaign expenses®" which may be
paid with federal funds received under 26 U.S.C. § 9006(b). If
federal funds are used to pay for such services, the payments
count against the candidate's expenditure limitation in 2 U.§8.C.
§ 44la(b) (1) (B). Such services may also be paid from a legal and
accounting compliance fund established in accordance with
11 C.F.R. § 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., § 9002.11(b) (5).

B. The Facts Giving Rise to the Commission'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
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. § 44la(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 undertock an audit of RBC
and the Compliance Fund pursuant to its authority under 26 U.S5.C,
§ 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
regquired 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.8.C. § 431 et seg. and

26 U.5.C. § 9001 et seg. 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
portion of costs which benefited RBC and which should have been
treated as operating costs subject to the limitations in 2 U.S.C.
§ 44la({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.

§ 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.P.R, § 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.8.C. § 431 et seq. and 26 U.S.C.
§ 9001 et seq. 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.




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 MUR 1401.

III. Recommendation

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

2. Close the file in MUR 1401.

3. Approve and send the attached letter to the respondents
in MUR 1401,

Charles N. Steele

General Counsel
tng!}, /943 2. fﬁﬁ

Date Kenneth A, Gross
Associate General Counsel

Attachments

I. Affidavit of Scott B. MacKenzie dated September 7, 1982.

I1. ©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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Charles N. Steele

General Counsel

Federal Election Commission
1325 K Street, N.W.
Weshington, D.C. 20463

Actention: Kenneth CGross

Re: MUR 1401

Dear H;. 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

campaign period, regarding compliance related expenses paid
from the general election fund.

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

Your uly,

7=
[ £
Ronald E, Robertson
for Musick, Peeler & Garrett

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

®
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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

J

&)

percentage of those expenses that was devoted to compliance
related matters. The results of my analysis are attached as

Appendix A.

P~
T
o
N

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

0

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

K

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

8

expenses other than overhead. In order to isolate that portion
of the exbanses 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

@




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 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
estimare that the percentage of total overhead expenses attributable
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 o day of

August, 1982,

My Commission expires:
KXY COIAISSION EXPIRES

~ BLINE 15, 1980,




=~ ATTACHMENT I, PAGE 4 of 9
Appendix A

REAGAN BUSH COMMITTEE
ANALYSIS OF OVERHEAD EXPENDITURES
MUR 1401 '

Category of Expenditure State Offices

Permanent Staff $728,405.00
Office Rent & Utilities. 154,717.93
Furniture & Equip. (Rented) 97,69€.63
Furnituore & Equip. (Purchased) 1,236.26
Telephone 296,978.18
Fringe Benefits 2,471.56
Payroll Taxes 3,477.40

State & Local Expenses 409,801.77
($2,074,945.65 x 19.75%)

TOTALS $1,694,784.73

Headquarters Expenditures
State Expenditures

Total Overhead Expenditures

[©)

1 Appendix A

e

‘ Headouarters

$1,489,927.00
153,871.40
84,995.58
57,770.83
319,056.39
}25.&2D.ﬁ3
45,038.50
-0~

$2,277,080.13

2,277,080.13
1,694,784.73

3,971,864.86

——




= ATTACHMENT I, PAGE 5 of 9

REAGAN BUSH COMMITTEE
HEADQUARTERS PERMANENT STAFF
MUR 1401

Chairman $ 71,365
Planning & Strategy 29,202
National Political | 232,347
National Advertising 423,580
Coc=unications 132,711
Research ' 173,469
Scheduling 158,605
Reagan Tour 15,575
Bush Tour 70,788
Voter Groups 116,760

Operations 65,525

TOTALS $1,489,927

®

Appendix A

s
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REAGAN BUSH COMMITTEE
ANALYSIS OF STATE & LOCAL EXPENSE CATEGORY
MUR 1041

Appendix B

State ; Expenditures Reported Overhead

Alabama 12,827.19 - 4,987.05
Alaska 4,649.63 368.06
Arizona B,436,54 ' 570.68

‘Arkansas : 5,&59.6? 1,068,.92

California 103,653.15 ' 21,948.76
Colorado 5,886.04 2,148,
Connecticut ' 10,402,30 118,
Delaware 10,129.55 1,498,
Florida 109,621.92 6,293.
Georgia 141.98 ' 141.
Hawaii 9,201.11 ; 2,388.
Idaho 3,240.37 1,549,
Illinois 140,913, 65 60,982.43
Indiana 1 29,504, 44 1,794.38
Iowa 4,081, 00 b3 el
Kansas 3,168.20 982.59

—

SUBTOTALS 461,316.74 108,356.81

Appendix B
i




ATTACHMENT I, PAGE 7 of 9

ANALYSIS OF STATE & LOCAL EXPENSE CATEGORY
' (CONTINUED)

State Expenditures Reported Overhead

Balance Forward 461,316, 76 . 108,356.81

Kentucky
Louisiana
Maine
Maryland
Massachusetts
Michigan
Minnesota
Mississippi
Missouri
Montana
Nebraska
Nevada

New Hampshire
New Jersey
New Mexico

New York

SUBTOTALS

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

@

Appendix B
e

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
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ANALYSIS OF STATE & LOCAL EXPENSE CATEGORY

State

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

TOTALS

(CONTINUED)

PAGE 8 of 9

Expenditures Repnrted.

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%)

Appendix B
e

Overhead

157,283.70
1,410.43
560.82
37,246.78
4£,315.01
2,298.75
22,213.56
~1,073.23
17,109.71
58.50
8,915.93
12,739.75

$284,525.

(19.75%)




= ATTACHMENT I, PAGE 9 of 9

REAGAN BUSH COMMITTEE
ANALYSIS OF STATE & LOCAL EXPENSE CATEGORY
MUR 1401

Expenditures included as Overhead:

(1)
(2)
(3)
(&)
(5)
(6)
(7)
(8)
(9

fnstage, Freight & Shippink
Utilities
Equipment Rental

Xeroxing

Office Supplies

Petty Cash
Refreshments
Stationary

Bank Charges

(10) Office Rent
(11) Telephone

Appendix B

= S

@
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Charles N, Steele

General Counsel .
Federzl Election Commission
1345 K Street, N.W.
Washington, D.C. 20463

Attention: Kenneth Gross
RE: MUR 1401
Dear Mr. Gross:

Enclosed please find executed Affidavit of Scott B, Mackenzie,
supplementing his Affidavit dated August 30, 1982 which was sent
to you on September 7, 1982,

Yours—-cruly,
/

_J ,
o
onald E. Rcébertson

for Musick, Peeler & Garrett

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




ATTACHMENT II, PAGE 2{) 3 _

Pl e
SUPPLEMENTARY AFFIDAVIT OF

SCOTT B. MACKENZIE

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

1. This affidavit supplements my affidavit, dlﬁed
August 30, 1982,

2, My duties as the Assistant Treasurer of the Reagan-Bush
Comuittee during the general election period included monitoring
compliance-related activities, both at the national headgquarters
and sélte 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 campl%ance-relateﬁ activities with mexmbers 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,




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 &4 day of

September, 1982.

Notary Public

My Commission expires: se/3:. /&3




. ATTACHMENT III, PAGE 1.1 ke
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AFFIDAVIT OF SCOTT B. MACKENZIE

I, SCOTT B. MACKRENZIE, being culx sworn, hereby depose
and say that:

1) I was the Assistant Treasurez of the Reagan-Bush
Committee during the generel election cempeign 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 defrey compliance related
expenses. My approach, which was adc2ted in consultation with
members of the staff cf the Federal Election Commission, was to
determine the amount of overhead expenses paid by the Comrittee
end then to estimate the percentage c¢Z those expenses that was
devoted to compliance related matters. The results of my
anzlvsis are attached as Appendix k.

3) Based on mv generzzl knowlecge oL the activities at
the cempeign headcuarters, includirg Ceopeign '8B0, and the state
ané local offices of the ceopaign, I estimate that in addition
to those expenses previously identifiec as specifically relating

to compliance, at léast 5% of the cverhezd expenses of these

cffices were attridutable to complie=ce activities. To insure

—
s conservative estimate, for purvoses ¢f this showing, 1 shall

e that the percentage of totzl cverhead exvpenses
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ATTACHMENT III, PAGE 2 of 4 _

atctributable to compliance related zczivities was only 4.20%,
and consequently, the total amount of géneral election
expenditures identified clearly as co=:.iance related

acrivities totalled in excess of $185,(20,

Subscribed and sworn to before me this 22nd day of

November, 1982,

My Commission expires:
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eSS e sy

Appendix A

REAGAN BUSH COMMITTEZ
ANALYSIS OF OVERHEAD EXPEINDITURES
MUR 1401

Categorv of Expenditure State Offices Headouarters

Permznent Staff $1,039,453.68 §1,630,761.04
154,717 .¢3 153 B871.40
Furniture & Equip. (Rented) 97,696.63 84,995.58
Furniture & Equip. (Purchased) 1,236.26 57,770.83
Telephone 296,978.18 319,056.39
Fringe Benefits -0- 126,420,43
State & Local Expenses 446,240, 67 -0=-

TOTALS $2,036,323.35 $2,372,875.67

Seadouarters Expenditures £2,
State Expenditures 2,

1732 ,875.67
036,323.35

Total Overhead Expenditures SL,409,199.02
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REAGAN BUSH COMMITTEZ

HEADQUARTERS PERMANENT STAFF

Chairman

Plenning & Strategy
National Political
Communications
Research

Scheduling

Rezgan Tour

Bush Tour

Voter Groups
Operetions

TOTALS

MUR 1401

70,250.
40,592.
222,966.
213 ,808.
249 448,
303,128,
33,4704,
126,902,
R
247 ,312.4

,630,761.
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FEDERAL ELECTION COMMISSION

WASHINCTOSN DO 20u¢)

Decencer 1, 18E2
MEMORANDUM

TO: CHARLES N. STEELE
GERERAL COUNRSEL

STAFF DIRECTOR

FROM: BOB COSTA 7%

SUBJECT: ALLOCATION OF REAGAN BUSE COMMITTZIE EXPENDITURES
TO TEE REAGAN BUSH COMPLIALZE FUND, RE: MUR 1401

THROUGE : B. ALLEN CLUTTER /; /

The Rezcan Bush Committee ("the R3C" or
filed its resocnse to MUR 1401 with the O:fice of General Counsel
on Sestemter 8§, 1982. The Office of Gerezal Counsel referrec the
regpcnse to the Audit Division on Septerber 10, 1982 ané
recuestec that we review it in accorcance «i1ta the previsions
cetline€ in the Avcéit Division's Rugust 1I, 1SEZ zerorandum.
Tne Auéit staff ccntzzteg the R3C's Co grestly after
receivinc the respcnse from the Office c£f Generzl Counsel to set
2 metually sgreeable date to commence the teview, Because the
ruéit staff was involved in other in-house sudit wrap-up work cn
Rezgan For President and the RBC, the field review was not
cemmenced until Noverber 2, 1962. However, the staff
gdiscentirued the review on this same cate Secause RBC records
suppertine certain expenditure categories ccntairec in the
zllocation were not macde available. We reguested these records
from RBC's Counsel and former Treasurer o~ rinercus occasicns
after November 2, 15E2.

On licvember 22, 1862, the RBC presenzes
aAscSit st2ff which cerntaineé the Commiszstes’
menies peid from the ceneral election func
relzted expenses (see Exhibit A). This =2

£
R3C'e resp.nse to MUR 1401 £iled with the CZiice of Generzl
Counsel c.=cepsember 9, 1982.
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The Audit staff reviewed the RBC records supporting each
expenditure category contained in the affidavit. Further, the
Avdit staff verified that saleries and overhead costs associated
with the operations of the campaign headguarters and state
coffices, totaling $4,409,199.02, were macde from the general
election funéd (federal funds). A portion of these expenses are
allocable to compliance related activities.

The RBC estimated that at leest 5% o0f these expenditures
were attributable to compliance-related activities; however, the

RBC has identified only 4.2% of the $4,409,159.02 or $1B5,1B86 as
compliance related.

It is our opinion, besec cn cur review ©f RBC records, that
. the RBC expended at least $185,186 for compliance-related goods

and services. Further, this zmount may be viewed as an offset to
the amount of operating expenditures ($164,448.44) paid from the
Reagan Bush Compliance Fund 2s noted in MOR 1401.

Shoulé you have any guesticons, please contact Charlie
Banshaw or Tom Nurthen at extension 3-4155,

hAttachments:

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

cc: Dan Blessington - OGC
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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:

c

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. § 9003.3(a)(2) (i) in connection with the
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.

0 92

3

M~
i
[ o)

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

Sincerely,

8 304
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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 myv 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 4,207,

and consequently, the total amount of general election

expenditures identified clearly as compliance related

activities totalled in excess of 5185,000.

Subscribed and sworn to before me this 22nd day of
November, 1982.

My Commission expires:




Appendix A

REAGAN BUSH COMMITTEE
ANALYSIS OF OVERHEAD EXPENDITURES
MUR 1401

Category of Expenditure State Offices Headquarters

Permanent Staff $1,039,453.68 $1,630,761.04
Office Rent & Utilities 154,717.93 153,871.40
Furniture & Equip. (Rented) 97,696.63 84,995,58
Furniture & Equip. (Purchased) 1,236.26 57,770.83
Telephone 296,978,18 319,056, 39
Fringe Benefits -0- 126,420.43
State & Local Expenses 4L46,240.67 -0-

TOTALS $2,036,323.35 $2,372,875.67

Headquarters Expenditures $2,372,875.67
State Expenditures 2,036,323.35

Total Overhead Expenditures $4,409,199.02




REAGAN BUSH COMMITTEE
HEADQUARTERS PERMANENT STAFF
MUR 1401

Chairman 70,250,
Planning & Strategy 40,592,
National Political 222,966,
Communications 213,808,
Research 249 448,
Scheduling 303,128,
Reagan Tour 33,271,
Bush Tour 126,902,
Voter Groups 223,077, $
. b

Operations 147,312

90
87
73
86
22
85
71
70
79

TOTALS $1,630,76l.
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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 of Scott B. Mackenzie,
supplementing his Affidavit dated August 30, 1982 which was sent
to you on September 7, 1982.

Yours -truly,
S E el
gg%%?ﬁdgi Robertson
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,




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 f&4 day of

September, 1982,

EEZ-{-Lra JI.R’MA

Notary Public

My Commission expires: ~s¢/ 3/ /753
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General Counsel
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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:

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
campaign periocd, 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 truly,

(Rl Fi
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
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
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, 1 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




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%, 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 Zp day of

August, 1982,

-

4

<:E%é{ék }déf i{:ﬁ?&ﬂ?ﬁhﬁ?
ﬁutary Pub i c

My Commission expires:
M COMMISSION EXPIRES

B 2T




Appendix A

REAGAN BUSH COMMITTEE
ANALYSIS OF OVERHEAD EXPENDITURES
MUR 1401

Category of Expenditure State Offices Headquarters

Permanent Staff $728,405.00 $1,489,927.00
Office Rent & Utilities 154,717.93 153,871.40
Furniture & Equip. (Rented) 97,696.63 84,995.58
Furniture & Equip. (Purchased) 1,236.26 57.770.83
Telephone 296,978.18 319,056.39
Fringe Benefits 2,471,56 126,420.43
Payroll Taxes 3,477.40 45,038.50

State & Local Expenses 409,801.77 -0~
($2,074,945.65 x 19.75%)

TOTALS S1,694,784,73 52'2?1;EEG*13

Headquarters Expenditures 2,277,080.13
State Expenditures 1,694,784,73

Total Overhead Expenditures 3,971,864.86

Appendix A
= s




REACAN BUSH COMMITTEE

HEADQUARTERS PERMANENT STAFF
MUR 1401

Chairman § 71,365
Planning & Strategy 29,202
NMational Political 232,347
National Advertising 423,580
Communications 132,711
Research 173,469
Scheduling 158,605
Reagan Tour 15,575
Bush Tour 70,788
Voter Groups 116,760
Operations 65,525

——

TOTALS $1,489,927

Appendix A
“De




Appendix B

REAGAN BUSH COMMITTEE
ANALYSIS OF STATE & LOCAL EXPENSE CATEGORY
MUR 1041

State Expenditures Reported Overhead

Alabama 12,827.19 4,987.05
Alaska 4,649.63 368.06
Arizona 8,436.54 570.68
Arkansas 5,459.67 1,068.92
California 103,653.15 21,948.76
Colorado 5,886.04 2,148.45
Connecticut 10,402.30 118.26
Delaware 10,129.55 1,498.17
Florida 109,621.92 6,293.13
Georgia 141 .98 141 .98
Hawaii 9,201.11 2,388.56
Idaho 3,240.37 1,549.49
Illinois 140,913.65 60,982.43
Indiana 29,504.44 1,794.38
Iowa 4,081.00 1,515.30
Kansas 3,168.20 982.59

SUBTOTALS 461,316.74 108,356.81

Appendix B
-5




ANALYSIS OF STATE & LOCAL EXPENSE CATEGORY
(CONTINUED)

State Expenditures Reported Overhead

Balance Forward 461,316.74 108,356,

Kentucky
Louisiana
Maine
Maryland
Massachusetts
Michigan
Minnesota
Mississippi
Missouri
Montana
Nebraska
Nevada

New Hampshire
New Jersey
New Mexico

New York

SUBTOTALS

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

P e By

795,274.80

Appendix B

e

949.
1,734,
9,869.
4,343,

105,
4,519,

B12.
2,180.
4,245.71

==
b
1,009.30
2,123.88
6,173.64
7,244,
2,784,

157,283.




ANALYSIS OF STATE & LOCAL EXPENSE CATEGORY
(CONTINUED)

State Expenditures Reported Overhead

Balance Forward 795,274.80 157,283,
North Carolina 2,831.15 1,410,
North Dakota 994,22 560.
Ohio 121,623.00 37.,246.
Oklahoma 9,498.46 4,319,
Oregon 50,904.08 2,298,
Pennsylvania 162,155.80 22213,
Rhode Island 2,255.28 150730
South Carolina 41,275.88 17,109,

South Dakota 1,098,50 58.

Tennessee
Texas

Utah

Vermont
Virginia
Washington
West Virginia

Wisconsin

22,436.15
92,511.50
2=

14,681,73
20,584.51
60,134.19

1,124.68
38,425.12

8,915,
125739,
S0

998.47
7,103.73
6,569.40
748,27
3,765.18

Wyoming 109.88

3,175.66

TOTALS $1,440,984.71 $284,525.10
(100%) (19.75%)

Appendix B
“q=




REAGAN BUSH COMMITTEE
ANALYSIS OF STATEU: %Eﬁ?L EXPENSE CATEGORY
Expenditures included as Overhead:
(1) Postage, Freight & Shipping
(2) Utilicies
(3) Equipment Rental
(4) Xeroxing
(5) Office Supplies
(6) Petty Cash
(7) Refreshments
(B) Stationary
(9) Bank Charges
(10) Office Rent
(11) Telephone

Appendix B
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FEDERAL ELECTION COMMISSION
WASHINCTONK, D C 204563

July 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 Complia
Fund.

w

' ennet T

Assoclate Genéral Counsel

nce
3 JZ;W
! 9

Enclosure

Letter to Mr. Ronald E. Robertson




FEDERAL ELECTION COMMISSION
WASHINCTON, D.C. 20483

July 1, 1982

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

Dear Mr. Robertson:

The Commission is in receipt of your letter dated
June 1B, 1982, wherein you propose that the Commission
and your clients, the Reagan Bush Committee/Reagan Bush
Compliance Fund, enter into pre-prcbable 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 & meeting on
June 22, 1982, we must wait for the completion of
follow-up audit fieldwork in order to update and

incorporate the facts as they
relate to this matter. & .

-

Upon completion of the audit fieldwork, the Commission

will be prepared to enter into pre-probzble cause concilia-
tion with respect to MUR 1401. ; '

If vou have any guestions, please contact Beverly
Kramer a2t 523-4060.

Sincerely,

Chzrles N. Steele

. " =
Associate Gefieral Counsel

*

cc: Arthur J.IDellinger
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BEFORE THE FEDERAL ELECTION COMMISSION

In the Matter of
MUR 1401

Reagan Bush Committee
Reagan Bush Compliance
Fund

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.

Marjorie W. Emmons
Secretary of the Commission

Received in Office of Commission Secretary: 6-25-B2, 1l:44
Circulated on 48 hour tally basis: 6-28-82, 11:00




June 25, 1982

MEMORANDUM TO: Marjorie W. Emmons
FROM: Phyllis A.Kayson

SUBJECT: MUR 1401

Please have the attached Mamo to the Commission

distributed to the Commission on a 48 hour tally basis,

Thank you.

Attachment

cc: Kramer




FEDERAL ELECTION COMMISSION
WASHINGTON, D.C. 2046)

June 25, 1982

The Commission

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. § 9003.3(a) (2) (i) by expending
private contributions to the Compliance Fund for purpocses
other than those enumerated in this provision. On March
5, 1982, both committees responded through counsel,

Mr. Edward Weidenfeld, to the allegations invelved. See
Attachment I. In a subsequent letter, Mr. Arthur Dellinger,
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 thdfommission &
Page Two

MUR 1401 - Reguest 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

) EEA . According to
the audit staff, this report should 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 IIl. The letter expresses
the Commission's desire 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 RTBE 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
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 apclogize for any inconvenience.

(/f;éﬁcerely yours,
L.a.,aLQ TaL

| CEard ©. Weldenfel

]

Enclosure
J/dac

cc: HMs, B, Kramer
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March 5, 1982
REVISED

Charles N, Steele, Esqg.
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. 1In the brief, the Committee is alleged to have
violated 11 C.F.R. § 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. § 9003.3(a)(2) (1) 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.5.C. § 431 et
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seqg.) and the Presidential Election Campaign Financing Act (2
U.a.C. § 9001 et seg.). 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 allccate 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 Conmittee 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 defini-
tion, either were not campaign expenditures (see 2 U.S.C.

§ 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, 198l.

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 & eguipment
(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
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 requlations provide little, if any, guidance to
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 uplrating
expenditures subject to the spending limitations of 2 ﬂ e

§ 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.

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

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

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 Pund employed numercus 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
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.

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.

DeLoitte, Haskins & Sells - This CPA firm prepared a
report to the Controller relating to implementation of

a monitoring system used to ensure that the expendi-
ture limitations were not exceeded. Fifty percent of
these costs were allocated to the Comittee for the
reasons discussed in (b) above.

Amy Gilbert - Served as a consultant to the Treasurer.
Miss G ert 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.

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 compiiance.
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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 Conmittee 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 p0.S.C. § 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 B85 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 nonccmpliance 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. § 9003.3(a)(2) (D) which states:

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

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

In-kind Expenditures

The Compliance Fund reported $25,621.08 in accounting
services contributed by three "Big-Eight" accounting firms
(Arthur Young & Coj; Deloitte, Haskins & Sells; and Peat, Marwick,
Mitchell & Co.) and the AICPA. These services were given and
received pursuant to 2 U.8.C. § 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 Conmittee with two staff accountants (Gene Preston
and Cheri Kurland) who assisted in compiling and balancing the
PEC 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 tc 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
believe,

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 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 (i:]
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Discczizin:
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SOTAL: $2,5d1.
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Mr, Willia= 2. Casey
Canpaign Diraz:or
feagzas Bush Committes
e/o Cazizel Rill Club
30! FPirsz sSczeat, 5.E%.
Hashizgzon, D.T. 2G00)
Deaz 3il1l: ’
taclcsel 18 our Firm's szazé-2-t =0 =he Reazes Jush Comrlctes
for sacvices asd exganses thriich Co:zsbes 1932, .

As you know, thers wezs certain sasvices whesa we alsa
rez-esanted the Rajublican Matlional Corslities. AsS to thess, tha
gaclosed statesasts reflect a 75V allocacion to the Reagan Busa
Committes, and we have billed the balance to the RNC,

T tzus:t wou will find the enclosed statements %o be in ardes,
Bes 1f wou have any qQuestlons, piesss call. I would mech
Apireciaté a4 T.anT in the coyresz calezdazs vears,

Bes:t sez:rda.
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Feigan Bush Commictan

For all lessl sesvices randared throuch Oc=ober 1922
23 Tollown:

Sazvices renderssd in connection with
various counseling macters rugl:diaq
gi-silance with Faderal Election lave . . . . . . « =« «» 39,800.00

Sgxvices reslertd in coanection with
'y- s of ani ~ceaible Teasporsas to tha
I:qu‘iﬂﬂ of an administcative complaine
4 with the Falaral Eltt*inﬁ Ca=migsieon
he E-rtt--'cr-llt Cem=itteg and Desccratic
zignal Comal:s B e g T S e S e s o» oo 28,700.00

W AF AN

Eazvices renderad in connactise with Ihl
fa=3: of & sci: Brought in tha J.5. Court
F;;-:-l By the Cartar-/sndals annittil
4 tha Serocracic Matlional Cormittes seeking
Eloack pa;=#at of 510 aillion in Zadesal
tAlsh 2ynis to ERe Comnlitnd . ¢ v o v s s . « 75%,100.00

il gl e
= 1l..

Sasvices reandesss in conzection with
sezzaddsctation of the Com=ittes in a muis
£..af by Cor=on Cause in whieh extansive
sLp=avery walk Esugh: fr she Commistan SRR e P T
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ge-vican, axpani:s were incurzad in the amounts indicaced:

Exsenvas of princing Sriels . « o ¢ o =+ 0 0w 5 12,780.9%

pthar sxpenses including cofylng,

pessesser secvicas, teleghone, staff

evectire, corputerized legal and factual

rasearch faziliclies . $ b ® 8 & = B » 1,743.31

Tecal Exzensen e R N A O e A W B LT

TATAL SERAVICFS AMD EXPENSES . . . lilﬂsﬁli.!ﬂ




® /\Iﬁ?uc}1rwwc:i¥_ﬂ.:}

SECTION B

ISSUE

| rrem— e ———

In its Audit Report of June 19, 1981, the Federal Election
Commission (FEC) concluded that $316,188.16 of Caupliincn Fund
expenses were not incurred to ensure compliance with the PFederal
Election Campaign Act of 1971, as amended, and must be shown by
the Reagan Bush Committee (R2C) as expenditures subject to the
limitation prescribed by 2 U.S.C. 44la(b) (1) (B).

BACKGROUND

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 Compliance
Pund reported total expenditures during th pl}iad of
§1,512,152.36. However, the FEC auditnrs'.warkinq papers deal
only with expenditures of $919,991.29 (D 1/3). Although the
reasons were not specifically stated in the werking 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 sumary of that analvsis follows:
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Cost Compliance
Category Related

Not
Compliance

Related

Computer $ 96,356.41
175,668.81
251,434.98

Payroll
Consultants

$128,751.50
98,813.71
54,025.12

Total
$225,107.91
274,482.52
305,460.10

Overhead 27,746,659 15,607.52

8,360.58

43,354.21
Miscellanecus e 8,360.58

Additional
Overhead 10,629.73 10,629.73

Direct costs £2,596.24 - 52,596.24

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 majecr cat-ﬁaries of cost discussed in
the audit report. ; *

We reviewed in detail the 84 individual working papers
supporting the FEC auditors' findings regarding the Compliance

Pund. PForty-six of the working papers consisted of involces for

services rec;ivtd 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 ccmpliance related

and not compliance related categories.
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summaries which describe work performed
and conclusions reached for the

categories of expenses.

CF ERIA

The Act and the implementing regulations provide only very
basic guidance with regard to expenses to be berne 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
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
overhead so allocated exceeds 10% of all
other legal and accounting compliance costs,
the committee shall provide prcof to the
Coumission that the entire amcunt so
allocated represents overhead costs relating
to legal and accounting compliance services.

Further, the regulations (ll 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 ccsts which are not
performed solely to ensure compliance with 2

U.S.C. 43]1 et seqg. and 26 U.S5.C. 9001 et
seq,

This guidance is by no means sgecific enocugh to provide practical

criteria against which %o measuii whether functions perforned,
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represented by items of expense, were solely for compliance.
What is needed under these circumstances is the fevelopment 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 bes
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 conclusicn as to whether the
function and its assoclated 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

i obligation to ensure the validity and wisdom of the criteria

. used., In reviewing the working papers, u-_cculﬁ not assess the
validity of the criteria used by the auditors, because nelther
the criteria nor the apolicaticn of the criteria to specific
situations was documented. Rather, it appears that the auditors
apoplied individual judgment as to the criteria against which
individual items of expense were evaluated and documented the

conclusions reached, but nct the process by which they arrived at

these ccnclusions.
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METEODOLOGICAL DEFICIENCIES

In certain instances, particularly payroll expenses, the
problems we noted in the FEC auditors' working papers due to the
absence of stated 1vllﬁntian 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 gquestionnaires were not used.

Standardized interview gquestionnaires are frequently-used
audit tools which, when properly designed and properly
administered, considerably enhance the validity of data obtained
thrnuqﬁ intervievs. Properly designed, a structured i{nterview
guestionnaire ensures that guestions were develcped 'to avoid

ambiguity and blas and that answers elicited were based on a

- clear understanding of the questicns offered. For example, a

question such as "What percentage of your time was devoted to
compliance activities?™ would likely result in a meaningless
answer unless thi interviewee were provided with a clear
definition of what functions are or are not considered to be
cenpliance in nature. In the absence of this definition, the
judgment as to whether an activity was ccmpliance or not is left
solely to the interviewee., The working papers contain ne
indication that (l) interview results wece based on written
structured interview questionnaires; (2) clear, unbiased

guesticons were asked; (3) definitions were provided to
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interviewees; and (4) interviewees were knowledgeable to answer
the questions.

The follewing 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
used to ;upport 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

* Republican Naticnal Committee, the auditors determined that costs
of $128,751.50 were not related to compliance fD 1/10).
Cemputer costs wera divided by the iﬁdita:: into the
follcwing categeries for analysis and allocation:

—  payroll auppaét 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

Naticnal Committee computer cersonnel costs,

G3)
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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 .
Suppeort 59,367.00 98 ,945.00 158,312.00

Staff
Suppert 4,077.50 23,462.50 37,540.00

g 7!5?58.50 $ 128,751,350 $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
printouts produced. The auditors determined that two of the four
printouts were prepared for compliance purpal-;} and therefore
allocated 50% ($6,344) of payroll support costs to compliance.
The auditors deterained 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
regcort cn employee changes, were consilered to be not related %o
compliance, The working papers contain no evidence of the

criteria by which the auditors reached this conclusion.
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Compliance accounting support costs of $158,312 were
allocated based on the number, as well as freaquency, 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 folloewing
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 weekly costs cor
$5,397 was allocated to accounts payable activity
and 25% of weekly costs or Sl,jeh were allocated
to general ledger a:ti?ityf

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

weekly accounts payable activity ($2,5698.50) was related to
ccmpliance because two of the four printouts in the report
provided data on disbursements and supported f£ilings 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 assoclated with general ledger reports

weze considered :o be not related to cempliance,

€D,
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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 RNC
invoices, that support costs totalled $37,540. The costs were
allocated using the percentages calculated for compllance
accounting support costs. The lﬁditnrl apparently lllumlq that
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 i{n the working g{purs‘nf the
criteria by which computer costs were judged to be either related
or not related to compliance is a major l&élt deficiency.
Pucther, allocations based on the number of printouts is a
questicnable alleocation technigue; it assumes that all printouts
require the same level of computer usage and perscnnel cocsts --
an assumption which dces not recognize volumes of data processed
and the fact that scme reports such as the preparation of yeac-
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 ccmpliance.

The principal weakness in this approach is the methodology
by which the percentage of time devoted tc compliance was
determined. Based on ocur review cof the uprkinq papers we found
no evidence of interviews with indlﬁidpal employees., Rather, it
appears that the auditors cbtained a job description and list of
functions for each emplovee by interviewing, aa:&rding to the FEC
working papers, Mr. Haas. 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
frcm 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 ccmpliance (D 3/2).
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for another employee (J. Pate), the working
papers shuwtthlt 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
cﬁntlin no evidence as to the method the auditor
used to arrive at the percentage of time devoted
to ccmpliance.

We also noted inconsistencies among conclusicns reached by
the auditors. To illustrate, the auditors concluded that the
time of an employee (L. DeGrandi) who was responsible for "travel

“» expense file maintenance®™ was 80% compliance related. 1In

©O contrast, the auditors concluded that the time of another
.-q| o

employee (L. Wood) who "supervised travel expenses™ was ‘only 50%
o !

compliance related (D 3/1, D 3/3).
S The working papers (D 3/3) also contained the fecllowing:
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 compllance 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 (D
‘1f51. As in the case of payroll costs, there is no evidence of

. the use of structured interview gquestionnaires 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 w?rking papers. ?u:thur,-the working papers contain
inconsistencies in the conclusions reached., For example, fees of
$8,514 palid to a consultant to modify the Republican National
Committee computer system to meet Compliance Fund requirements
were allocated to compliance activities based qn-l percentage
derived for certain computer costs (D 3/9, D 3/10). Ecwever, the
fees of an individual who had raspcnsibilfﬁy for the actual
cpverations of the computer system were allocated in total to

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

QVERE=AD COSTS

Overhead costs were allocated based on the percentages
calculated for payroll costs -—— 64% to Ccmpliance Fund and 35% to

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

ovarhead costs.
MISCELLANEOQUS QUSTS AND ADDITIONAL OVERHEAD

The FEC auditors determined that miscellanecus 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),
miscellanecus expenses consisted of expenses for :e;ﬁ:in
consultants, payments to individuals, and "Checks for GEC
(General Election Campaign) Payroll.®" However, we could not
determine how the auditors arrived at the conclusicn thlt'thlll
expenses were not related to compllance because the working paper
(D1/23) 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 lflﬂ} and

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

~- the auditors determined that the Compliance Fund
payroll was 9.5% of the cocmbined payzoll of REC
and the Ccmpliance 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 sercvice

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 5,151.00
Service $7,782,77 $10,629.73 513;412.;2

The validity of these allccations rest on twa.assumptian::
_— payroll cost is an appropriate basis for
allocating rent and security service.
_ the original overhead calculaticn is valid.
Custemarily, rent and related services are allocated based
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 cccupancy by
volunteers. Therefore the use of payroll éusts for alleocation of

rent and security services seems inarrcrcpriate.
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Arthur J. Dellinger, Sr.
Dellinger & Dellinger
Certified Public Accountants
9220 Sunset Boulevard

Suite 206

Los Angeles, CA 90069

June 17, 1982

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 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)

Buchanan and Scott Mackenzie will be conferring with vour 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.




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

No further communications from the Commission or. its staff

rullting to the Coomittees 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 linger, Sr. Ej
Treasur

Reagan for President Committee
Reagan Bush Committee
Reagan Bush Compliance Fund




FEDERAL ELECTION COMMISSION
WASHINGTON, DC. 20463

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

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
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. |

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

Kenneth A. Gross
Associate General Counsel

cc: Arthur J. Dellinger
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June 18, 1982

Charles N. Steele

General Counsel

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

pa 22000 2

Attention: Kenneth A. Gross

Associate General Counsel

95

= Re: MUR
1401
Dear Mr. (Gross:

The Reagan Bush Committee and the Reagan Bush Coopliance
Fund hereby recuest pre probable cause conciliation with

regard to MUR 1401 and we hope to pursue this matter at
2 meeting next week.

Yours truly,

Fle et =2 s
Ronald E. Robertson

for Musick, Peeler & Garrett
RER:nb

Enclosure
¢c: Arthur J. Dellinger
John J., Duffy, Esq.




Arthur J. Dellinger, Sr.
Dellinger & Dellinger ;
Certified Public Accountants ©
9220 Sunset Boulevard =%
Suite 206 2%
Los Angeles, CA 90069

June 17, 1982

Mr. Frank P. Reiche -
Chairman —
Federal Election Commission

1325 K Street, N.W.

Washington, D.C.
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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 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)
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.




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

No further communications from the Commission cr'its staff

rellcing 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,
/
g %j 2 =
,./].llngar, Sr.

Reagan for President Committee
Reagan Bush Committee
Reagan Bush Compliance Fund
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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. § 9003.3(a)(2)(1i) by expending private contri=-
butions to the Fund to defray expenses incurred by the Committee.
The Committee's response clearly establishes that no viclation of

11 C.F.R. § 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 reguirements of
the Federal Election Campaign Act of 1971 (2 U.S.C. § 431 et
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seq.) and the Presidential Election Campaign Financing Act (2
v.S5.C. § 9001 et seg.). Although the Committee contended at the
time of the audlt (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
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 13nortd 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
Printing & stationary
Telephone
Furniture & equipment
Rentals & leases
Postage & freight
Computer Costs
Reimbursed expenses
Consultants
Sundry expenditures
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 reatated
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
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
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) Purniture & 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.S8.C.

§ 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.

s 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.

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

- 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 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
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.

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 argqued 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.

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 coste were
allocated to the Committee.

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
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.

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 Comnmittee 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;
storage expenditures; and telegrams.

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

(1) 2 U.8.C. § 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 wae 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,
egquipment 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 PEC 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 Conmittee operations., At the time of the
allocation, the Committee did not take into consideration 11
C.F.R. § 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.

In-kind Expenditures

The Compliance Fund reported $25,621.08 in accounting
services contributed by three "Big-Eight" accounting firms
(Arthur Young & Coj; Deloitte, Haskins & Sells; and Peat, Marwick,
Mitchell & Co.,) and the AICPA. These services were given and
received pursuant to 2 U.S.C. § 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
FEC disclosure reports., Mary Widner of the AICPA and Ian HCK'T
of D,H&S were responsible for assisting the Treasurer in ensuring
that disbursements were gqualified 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. Por these reasons, the Committee's allocation of
$137,883.67 to Committee operations should be accepted by the
Commission,

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 Conmittee 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
allocations.

CONCLUSION

The Committee allocated Fund expenditures between the Pund
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 allocationas. 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.

‘ cerely yours,

cc: Ms, B, Kramer
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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 Pederal
Election Campaign Act of 1971, as amended, and must be shown by
the Reagan Bush Committee (RBC) as expenditures subject to the

limitation prescribed by 2 U.S5.C. 44la(b) (1) (B).

BACKGROUND

The FEC audit report states that the audit covered the
perlod 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
Pund reported total expenditures during the period of
$1,512,152.36. However, the FEC auditors' working papers deal
only with expenditures of $913,991.29 (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
further analysis,

A summary of that analysis follows:




-
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Cost Compliance Cnmp§T:n=|
Category Related Related Total
Computer $ 96,356.41 $128,751.50 $225,107.91
Payroll 175,668.81 98,813.71 274,482,52
Consultants 251,434.98 54,025.12 305,460.10

Overhead 27,746 .69 15,607.52 43,354.21

Miscellaneous - 8,360.58 8,360.58

Additional
Overhead 10,629.73 10,629.73

Direct costs 52,596.24 - 2,596.24
13 m TBLL'_slsn.zs

The following sections discuss our review of the PFEC
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
Pund. Forty-six of the working papers consisted of invoices for
services recglved and coples 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.
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summaries which describe work performed
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 toc be borne by the
Compliance FPund. 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,
Onited 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
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.P.R. 9003.3(c)) state that:

Payments may not be made under 1l 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.5.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,
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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 achlieve 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 asscciated 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 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
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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METHODOLOGICAL 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
administered, considerably enhance the validity of data obtained
through interviews. Properly designed, a structured interview
guestionnaire ensures that questions were developed to avoid
ambiguity and bias and that answers eliclted were based on a
clear understanding of the questions offered. For example, a
question such as "What 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 (l) interview results were based on written
structured interview questionnaires; (2) clear, unbiased

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

The following sections illustrate the affect 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
used to support solicitations of contributions for the Compliance
Pund (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

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

Naticnal 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

Scaff
Support 14,077.50 23,462.50 37,540.00

g TiETEB.SG g IZBETEI.SH $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
printouts produced. The auditors determined that two of the four
printouts were prepared for compliance purposes, and therefore
allocated 50% ($56,344) 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 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.
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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:

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
ware 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.

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 assoclated 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 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 RNC
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
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.
Purther, 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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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 (s the methodology
by which the percentage of time devoted to compliance was
determined. Based on our review of the working papers we found
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
through interviews requires an approach which must ensure that
the data cbtained 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).
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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.

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
expense file maintenance®” was 80% compliance related. In
contrast, the auditors concluded that the time of another
enmployee (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 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 (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. Alsoc, the basis for the auditors' judgment as
to the percentage of time devoted to compliance is not documented
in the working papers. Purther, the working papers contain
inconsistencies in the conclusions reached. For example, fees of
$8,514 pald to a consultant to modify the Republican National
Committee computer system to meet Compliance Fund requirements
were allocated to complliance activities based on a percentage
derived for certain computer costs (D 3/9, D 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).

OVERHEAD 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 allecations similarly apply to

overhead costs.

MISCELLANEQUS COSTS AND ADDITIONAL OVERHEAD

The FEC auditors determined that miscellanecus 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
expenses were not related toc compliance because the working paper
(D1/23) 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

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

-— the auditors determined that the Compliance Fund

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 Complliance

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 $ 6,987.92 $ 6,273.5%7 $ 13,261.50

Security 794.84 4,356.16 i,;!l.nu
Service giDEEZB.TB 1 !4 2.52

The validity of these allocations rest on two assumptions:
- payroll cost is an appropriate basis for
allocating rent and security sercvice.
—_ the original overhead calculation is wvalid.
Customarily, rent and related services are allocated based
on a measure such as square footage of space used. This method
avolds problems that arise using payroll costs which can be
affected by factors such as salary levels and cccupancy 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

GENERAL COUNSEL STEELE |
APRIL 30, 1982
MJR 1401 - COMPFEHENSIVE INVESTIGATIVE REPORT
SINED 4-28-B2
The Comprehensive Investigative Report signed April 28,
1982, by Mr. Kenneth Gross with regard to MUR 1401 (81) Reagan
Bush Committee, Reagan Bush Compliance Fund was circulated to
the Commission on April 29, 1982, at 4:00 p.m. on a 24-hour
no cbjection basis.
At the time of the deadline at 4:00 p.m. on this date,

there were no objections on the record.




April 29, 1982

MEMORANDUM TO: Marjorie W. Emmons
FROM: Phyllis A. Kayson
SUBJECT: MUR 1401

Please have the attached Comprehensive Investigatise

Report distributed to the Commission on a 24 hour no-
objection basis. Thank you.

Attachment

Ccc: Kramer
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DERAL ELECTION COMMISSION

In the Matter of }
) MUR 1401 (Bl1)
Reagan Bush Committee )

Reagan Bush Compliance Fund )

COMPREHENSIVE INVESTIGATIVE REPORT #3

On January 26, 1982, the Commission found reason to
belieyve that the Reagan Bush Committee (the "Committee™)
and the Reagan Bush Compliance Fund (the "Compliance Fund")
violated 11 C.F.R. § 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
the Compliance Fund have responded through counsel to the
allegations involved.

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




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.

@M"/ }E,HCT*L
Date

Eenneth A. Gross i
Associate General Counsel




FEDERAL ELECTION COMMISSION

WASHINGTON, D.C 20463

MEMORANDUM TO: CHARLES STEELE
FROM: MARJORIE W. EMMONS/JODY CUSTER gb
DATE : APRIL 12, 1982

SUBJECT: 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 B, 1982,

There were no objections to the Comprehensive

Investigative Report at the time of the deadline.




April 8, 1982

MEMORANDUM TO: Marjorie W. Emmons .
FROM: Phyllis A. Kagson
SUBJECT: MUR 1401

Pleasa have the attached Comprehensive Investigative

Report $#2 distributed to the Commission €én a 24 hour no-

objectdon basis. Thank you.

Attachment




BEFORE THE FEDERAL ELECTION COMMISSION

In the Matter of SENSITIVE

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

E?dpﬁﬂ P : 44

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. § 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 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 throuah 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:
Kennith A. Gross
Associate General Counsel




FEDERAL ELECTION COMMISSION

WASHINGTON, D.C 20461

MEMORANDUM TO: CHARLES STEELE “Sg

FROM: MARJORIE W. EMMONS/JODY CUETEP,EEi
DATE: MARCH 18, 1982
SUBJECT: MUR 1401 - Comprehensive Investigative

Report #1, signed March 15, 1982; Received
in OCS, 3-16-82, 2:93

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.




March 16, 1982

MEMORANDUM TO: Marjorie W. Emmons
FROM: Phyllis A. Kayson

SUBJECT: MUR 1401

Please have the attached Comprehensive Investigative

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

basis. Thank you.

Attachment

-Cc: HKramer
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COMMISE N Lt chrTany

IN THE MATTER OF B2MARIE P2: 03

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. § 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.

On February 12, 1982, the respondents notified the Commission
that their counsel, Mr. Edward Weidenfeld, would be out of the
office until February 22, 1982. For this reason, they requested
an extension until March 1, 1982 in which tn 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, 19£2.




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
General Counsel

BY:,@ﬁ 2 Aheus

Kenneth A. Gross/ °
Associate General Counsel
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March 5, 1982 R o s

WATERY SRECT DAL MUNBEE
izoe ree- 1640

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 3ush Compliance
Fund submitted a response to the Commission's reason to be-
lieve finding involwving MUR 1401 on March 4, 1932, 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,

(/f;éﬁcerely yours,
ubq-xﬁé:;;

Edward L. Weidenfel

Enclosure
/dac

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

Charles N, Steele, Eszqg.
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. 1In the brief, the Committee is alleged to have
violated 11 C.F.R. § 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. § 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., § 431 et
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geq.) and the Presidential Election Campaign Financing Act (2
U.8.C. § 9001 et seqg.). Although the Committee contended at the
time of the audlt (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
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-
tion, either were not campaign expenditures (see 2 U.S.C.

§ 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

puring 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
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 regqgulations provide little, if any, guidance to
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 Caommittee 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

(B) 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.5.C.

§ 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.

[ 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.

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

(a) Ted Woblicky - Served as a Systems Consultant. Mr.
Wobllcky 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.

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.

DeLoitte, Haskins & Sells - This CPA firm prepared a
report to the Controller relating to implementation of
a monitoring system used to ensure that the expendi-
ture limitations were not exceeded, FPifty percent of
these costs were allocated to the Committee for the
reasons discussed in (b) above.

Amy Gilbert - Served as a consultant to the Treasurer.
Mlss Glibert 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.

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 FPund 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;
storage expenditures; and telegrams,

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

(1) 2 U.,S8.C. § 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, Pifty percent of these
costs were allocated to Committee operations. At the time of the
allocation, the Committee did not take into consideration 11
C.P.R. § 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.

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 & Sells; and Peat, Marwick,
Mitchell & Co.) and the AICPA. These services were given and
received pursuant to 2 U.S5.C. § 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 Rurland) 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, PFor 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
believe,

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 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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SECTION B

ISSTE

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 by
the Reagan 3ush Committee (R3C) as expenditures subject to the

limitation prescribed by 2 U.S5.C. 44la(b)(1l)(B).

BACKGROUND

The FEC audit report states that the audit covered the
period May 29, 1980 through December 11, 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 Ccompliance
Fund reported total expenditures during the pericd of
$1,512,152.36. Ecwever, the FEC auditors' woriking 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
further analysis.

A summary of that analysis follows:
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Not
Cost Compliance Compliance

Category Related Related Total

Computer $ 96,356.41 $128,751.50 $225,107.91
Payroll 175,668.81 98,813.71 274,482.52
Consultants 251,434.98 54,025.12 305,460.10
Overhead 27 ,746.69 15,607.52 43,354.21

Miscellaneous —— 8,360.98 8,360.58

Additional
Overhead 10,629.73 10,629.73

Direct costs 2 S;;.Zi -— 52,596.24

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
Pund. Porty-six of the working papers consisted cof invoices for
services rtc;tvnd and copies of checks as evidence of payment by
the Compliance Fund. The remaining working papers consisted of:

== Schedules showing the allccation of
individual categories of cost such as
payroll expenses to ccmpliance related

and not compliance related categories.
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summaries which describe work performed
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 regqulations (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
legal and accounting aspects of compli-
ance. In addition, a comnmittee 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. 1If the amount of
overhead so allocated exceeds 10% of all
other legal and accounting compllance 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 regulaticns (1l C.F.R. 9003.3(c)) state that:

Payments may not be made under 1l CFR
9003.3(a) (2) (1) for any legal and accounting
services or related costs which are not
performed solely to ensure compliance with 2

U.S5.C. 431 et seq. and 26 U.5.C. 9001 et
saq.

This guidance is b5y no means specific encugh to provide practical

criteria against which to measure whether functions performed,
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represanted 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
pecrformed. 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 asscciated cost was or was not for compliance
purposes.

Professional knowledge, experience, background, and
perscnal skills of the audit staff play a major role in selecting

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

It is important to recognize that auditors bear the burden and

cbligation to ensure the validity and wisdom of the criteria
used. In reviewing the working papers, we cculd not assess the
validicy of the criteria used by the auditors, because neither
the criteria nor the application of the criteria to specific
situations was doccumented. Rather, it appears that the auditors
applied individual judgment as tc the criteria against which
individual items of expense were evaluated and doccumented the
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 saveral instances, on interviews of emplovees 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 cbtained
through interviews. Properly designed, a structured interview
questionnaire ensures that questions were developed to aveoid
ambigquity and bias and that answers elicited were based on a
clear understanding of the questions offered. For example, a
question such as "What 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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interviewees; 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
asscciated 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 Ccmpliance
Fund (D 1/11l). With regard to the remaining $208,540 in computer
costs which were for computer services furnished by the
Republican National Committee, the audlitors determined that costs
of $128,751.50 were not related to compliance (D 1/10).

Computer costs were divided by the auditors inte the

following categories for analysis and allocation:

_ payroll :uppoéz: which included maintenance of a

payroll check register and total enmployee
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 perscnnel 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 Tota

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

Compliance
Accounting

Suppert 59,367.00 98 ,945.00 158,312.00

Staff
Support 14,077.50 23,462.50 37,540.00

g TBETBE.EU g é;!!151.iﬂ g;ﬂg!giﬂ.ﬂﬂ

Payroll 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

printouts were prepared for compliance purposes, and therefore

allocated 50% ($6,344) of bay:all support costs to compliance,

The auditors determined cne 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
£iling cf reports on receipts and disbursements. The remaining
two printouts, a report on year-to-date employee earnings and a
report on enployee changes, were considered to te not ralated to
compliance. The working papers contain no evidence of the

criteria by which the auditors reached this conclusion.




* ARTHUR YOUNG @ ®

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 ficrst 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
ware produced esach 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. =

The auditors then determined that 50% ;E the cost of the
weakly accounts pavable activity ($2,498.50) was related to
compliance because two of the four printouts in the report
provided data on disbursements and supported filings on recelipts
and disbursements. By multiplying $2,698.50 by 22 weeks, the
auditors determined the 559,367 related to compliance, The

remalning $59,357 associated with the accounts payable reports

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

were considered to be not related %o 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 1/1%, 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
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
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 deficliency.
Purther, allocations based on the number of printouts is a
questicnable allccation technique; it assumes that all printouts
require the same level of computer usage and perscnnel 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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The auditors determined that payroll costs totalled
$274,482.52. Of this amount, the auditors concluded that
$175,668.81 (64%) was related to cocmpliance (D 3/3). The
auditors calculated the gross salary for each individual whose
salary was pald by the Compliance Pund, 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 compllance.

The principal weakness in this approach ls the methodology
by which the percentage of time devoted to compliance was
determined. Based on our review of the working papers we found
no evidence of interviews with indiﬁidull eaployees, Rather, it
aprears that the auditors cbtained a job description and list of
functions for each emplovee by interviewing, according to the PFEC
working papers, Mr. Haas. As discussed earlier, obtalning data
through interviews requires an approach which must ensure that
the data obtained is unbilased and accurate.

The following examples [llustrate the problems resulting
from the approach used by the FEC auditors:

-— for one employee (V. Shields), the working papers
show that the individual pecformed “all payrell."®
The auditors detecmined that 20% of the indivi-

dual's time was related to compliance (D 3/2).
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for another employee (J. Pate), the working
papers :hau.thit 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 FPund employees, the working papers
contain no evidence as to the method the auditor
used to arrive at the percentage of time devoted
toc compliance.,
We also noted inconsistencies among conclusions reached by
the auditors. To illustrate, the auditors concluded that the
time of an employee (L. DeGrandi) wheo was responsible for "travel

?ﬁ— expense file maintenance” was 80% compliance related. 1In

contrast, the auditors concluded that the time of ancother
- employee (L. Wocd) who “"supervised travel expenses™ was '‘only 50%

C compliance related (D 3/1, D 3/3).

_——

” The working papers (D 3/3) alsc 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 electicn 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 toid 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 ocut 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 (s no evidence of
the usa of structured interview questionnalres 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. PFurther, the working papers contain
inconsistencies in the conclusions reached. For example, fees of
$8,514 pald to a consultant to modify the Republican National
Committee computer system to meet Compliance Pund requirements
were allocated to compliance activities based on a percentage
derived for :i:tgin cemputer costs (D 1/9, D 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).
QVERHEAD STS

Overhead costs were allocated based on the peccentages
calculated for payroll costs -- 64% to Compliance Fund and 36% to

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

overhead costs,

MISCELLANEOUS COSTS AND ADDITIONAL OVERHEAD

The FEC auditors determined that miscellanecus 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),
miscellanecus 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 complliance because the working paper
(D1/23) which was referenced in the auditors' summary was not a
part of the working papers provided by the FEC.

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

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

- the auditors determined that the Compliance Fund
payroll was 9.5% of the combined payroll of RBC
and the Ccmpliance Fund.

9.5% of total rent and security service, was
mutiplied by 64% (see discussion of overhead) to
determine the amcunt ¢f rent and securilty 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)
ware as follows:

Compliance Not Compliance

Related Related Total

Rent s 6,987.93 $ 6,273.57 § 13,261.%0

Security 794.84 151.400
Service ;:;152.21 10, .7 412.

The validity of these allccations rest on two assumptions:
-— payroll cost is an appropriate basis for
allecating rent and security service.
== the original overhead calculation is valid.
Customarily, rent and related services are allocated based
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 pavroll costs for allccation 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
McEenna, Conner & Cuneo
1575 Eye Street, N.W.
Washington, D.C. 20005

Re: MUR 1401

Dear Mr. Lemmer:

This is to inform you that the Office of General Counsel
has determined to grant you your requested extension until
Marxch 1, 1982 in which to submit a response in the above-
referenced matter.

If you have any questions, please direct them to Beverly
Kramer, the staff member assigned to this matter, at (202)
523-4060.

Sincerely,

Charles N, Steele
General Counsel

Eenneth A. Gross
Associate General Counsel
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MSKENNA, CONNER & CUNED

o8 AnaELES IBTE EYE BTACET, M. W.

TWENTY-CIGHTH FLOOR WASHINGTON, D.C. FOO0R
pa3E wilBHIND BOVLEVARD .
LO® ANSELED: 7 8 ITOZ TAS-TEOO

Wi 384 3800 . 388 BI CABLE ADOREBN: SCAESCOM N WARNDE

TELES (T Fi0 - B OiAe
TELECO® IR W@ON Tel- TS

THOMAS A, LEMMER

February 12,

Ms, Beverly Rramer

Federal Election Commission
1325 K Street, N.W.
Washington, D.C. 20463

Re: MUR 1401

Dear Ms. Kramer:

BAN FRANCIBCO
—
IBED MiLLE TOWER
FRD WuRW BTRELT
AN FRANCIBCO, CALIFONMIA B40e
i 433 D8

WRITER'S DINECT DAL MUMBEN

pon Tae- Tﬁﬁl
BY HAND

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 reguest 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.

cc: Charles H. Steele, Esg.




LAW OFFICECS
MEKENNA, CONNER & CUNEO

IS78 EYE STREET, N.W.
WASHINGTON, D.C. EODOS

Charles N. Steele, Esq.

General Counsel

Federal Election Commission
1325 K Street, N.W.
Washington, D.C, 20463
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LAW QFFICES

MSKENNA, CONNER & CUNED
IM:‘_II.II IB78 CYE BTRECT, M. W. NN FRANCIBCO

TWENTY-CIGHTH FLO0R WABHINOTOMN, D.C. 20008 IRED MILLE TowER
3438 WILSHINL BOULEVARD igOR) YaR-7800 IO BUNH BTREET
LOm ANGELES, CALIFOMMIA #0010 BAN FRAHCIBCD, CALIFORNIA B4I0&

343800 . .
L L CABLE ADDRESE! HEAEHCONM WASHDC 14181 4330840
TELEX (Twhi Fig- SRl 048
TELECOPIEN (O3 T80 -TRBS WRITER'S DIRECT DiAL NUMBER

THomas A. LEMMER mon ves- 7551

BY HAND

February 12,

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 guestions, please call
me at the number indicated above.

Sincgrely

}// mas A. er

cec: Charles N. Steele, Esq.
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MEcKENNA, CONNER & CUNEO

1878 CYELC STRAECET, M.'W.
WASHINGTON, D.C. 20008

Ms. Beverly Kramer

Federal Election Commission
1325 K Street, N.W.
Washington, D.C. 20463




In the Matter of

Reagan Bush Committee
Reagan Bush Campliance Fund

CERTTIFICATION

I, Marjorie W. Emmons, Recarding Secretary for the Federal
Election Camission Executive Session on January 26, 1982, do
hereby certify that the Camission decided by a vote of 51 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. §9003.3(a) (2) (i).

Approve the letter attached to the General
Counsel's January 15, 1982 report in this
matter.

Camnissioners Aikens, Harris, McDonald, McGarry, and Reiche

voted affirmatively for the decision; Commissioner Elliott dissented.

Attest:

/-28-88 [aigoce X IR

Date Marjorie W. Emmons
Secretary of the Cammission




FEDERAL ELECTION COMMISSION

WASHINGTON, D.C. 20463

N4

FROM: MARJORIE W. EMMONS/JODY CUSTERé}fi

MEMORANDUM TO: CHARLES STEELE

DATE: JANUARY 20, 1982
SUBJECT: 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.




FEDERAL ELECTION COMMISSION

WASHINCTON DC 20481

CHARLES N. STEELE, ,GENERAL COUNSEL
Wﬂﬂ%mgc/
JANUARY 19, 1982
OBJECTION - MR 1401 - FPirst General

Counsel's Report dated 1-15-82, Received
in OC8, 1-15-82, 11:53

The above-named document was circulated to the Commission on
January 15, 1982 at 2:00.

Commissioner Aikens submitted an objection at 4:57, January 18,
1982,

This matter will be placed on the agenda for the Executive
Session of Tuesday, January 26, 1982,




January 15, 1982

MEMORANDUM TO: Marjorie W. Emmons

FROM: Elissa T. Garr
SUBJECT: MUR 1401

Please have the attached Pirst GC Report distributed

to the Commission on a 48hhour tally basis. Thank you.




SENSITIVE ®

FEDERAL ELECTION COMMISSION
WASHINGTON, DC 20463

January 15, 1982

MEMORANDUM TO: Marjorie W. Emmons

FROM: Elissa T. Earr%gggf

SUBJECT: MUR 1401

Please have the attached First GC Report distributed

to the Commission on a 48 hour tally basis. Thank you.




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(B1)
BY OGC TO THE COMMISSION /-.5-f£2 STAFF MEMBER:
Beverly Kramer

SOURCE OF MUR: INTERNALLY GENERATED

RESPONDENT'S NAME: Reagan Bush Committee
Reagan Bush Compliance Fund

RELEVANT STATUTE/REGULATION: 11 C.F.R. § 9003.3(a) (2) (1)

INTERNAL REPORTS CHECKED: Revised Final Audit Report On the Reagan
Bush Committee, Reagan Bush Compliance
Fund and Democrats For Reagan =Agenda
Document §81-064 e
MUR 1389 =t

FEDERAL AGENCIES CHECKED: None e

.

GENERATION OF MATTER e

The Commission conducted an audit of the Reagan Bush Comjittee -

(the "Committee")l/, pursuant to its authority under 26 U.S.C.

§ 9007(a) and 11 C.F.R. § 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. § 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. § 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. § 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., § 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,
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. § 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.5.C.
§ 431 et seq. and 26 U.S.C. § 9001 et seq.;
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to defray any civil or criminal penalties imposed
pursuant to 2 U.8.C. § 437g or 26 U.S5.C. § 9012;

to make repayments under 11 C.F.R. § 9007.2;

to defray the cost of soliciting contributions to the
legal and accounting compliance fund; and

to make a loan to an account established pursuant

to 11 C.F.R. § 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. § 9003.3(a) (2) (ii) (C), payments may not
be made under 11 C.F.R. § 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.8.C.

§ 9001 et seq.

11 C.F.R. § 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. § 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. § 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 B,360.58

Direct costs 52,596.24 -= 52,596.24

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. § 9003.3(a) (2) (i).
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guarterly 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.S5.C. § 44la(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
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

classifications of expenses, and improper allocation bases."4/

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 gquestion.

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.
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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 PFund
officials reviewed the duties and responsibilities of 50
individuals in the Treasurer's office.5/ 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

5/ 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 staff
complement was accessible, standardized interview guestionnaires
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 off on the working paper displaying the various allocation
ratios,
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Compliance and 36% to non-compliance.$/

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‘thu 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. § 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. § 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

technigque was included in the Financial Control and Compliance

Manual For Presidential Candidates Recelving Public Financing
EP:ImarF Election Financing) and (General Election Financing), the
ormer being circulated for comment to the 1976 an 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 - including the maintenance
of a payroll check register
and total employee earnings
Accounting Support - including the maintenance
of the general ledger and
the accounts payable system.

Staff Support - 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:
Not

Compliance Compliance
Related Related TOTAL

Payroll

Accounting
Support 59,367.00 98,945.00 158,312.00

Staff
Support 14,077.50 23,462.50 37,540.00

$ 79,788.50 $128,751.50 $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.l/ The auditors

1/ fThe 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 coste 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
auditore evaluated this printout as necessary to ensure compliance
with the recordkeeping reguirements of 2 U.S5.C. § 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.S5.C.

§ 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.qg., 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
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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 - 10088/

Report on Receipts

and Disbursements 100%

Vendor By Invoice 50%

Vendor By Alpha 100%

Cost Center Report -

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.85.C. § 432(c)(5) and § 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 $5,397 was allocated to accounts
payable activity and 25% of weekly costs or $1,799 were
allocated to general ledger activity.

Applying the previocusly 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. 1In 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
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and any related reimbursable expenses.?/ 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 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.l

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.
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party candidates who satisfy the eligibility requirements outlined
in 26 U.S.C. § 9003 are entitled to equal payments from the Fund to
defray all of their "gualified 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.

§ 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.
§ 9006, 26 U.5.C. § 9012(a).

Despite these restrictions, the Commission's Regulations at
11 C.F.R. § 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.5.C. § 44la(b) and 11 C.F.R.
§ 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. § 9003.3(a)(2) (i) (A=E) and
§ 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. § 431 et seq. and 26 U.S5.C. § 9001 et seq."
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This matter raises guestions 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. § 9003.3(a)(2)(i). The
auditors' analysis of the Compliance Pund 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 payreoll records, paying employees, filing

gquarterly payroll returns and making state and
federal payroll deposite; 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, 1981l.
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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.5.C. § 441;{h]{1]{3},l§f

puring the audit process, the Commission called upon the
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. § 431 et seq. and
26 U.S5.C. § 9001 et segq. 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. § 9003.3. 1In lieu

thereof, the Committee submitted an affidavit from former Committee

Treasurer Bay Buchanan which included the following statement:

12/ 1t 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,




& -16- &

"puring 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.
§ 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

l. Find reason to believe that the Reagan Bush Committee and
the Reagan Bush Compliance Fund violated 11 C.F.R.
§ 9003.3(a)(2)(i).

2. Approve the attached letter.

#

&

Charles

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)




Operating Expenditures Paid From
Reacan Bush Compiliance rund

Section 9003.3(a) (2) (ii) (A) of Title 1l of the Code
of Federal Regulations states, in part, that all legal and
accounting costs related to compliance with Title 2 and Chapter
95 of Title 26 of the United States Code, may be paid from a
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 iigll

and accounting services or related costs which are neot performed
solely to ensure compliance with Title 2 and Chapter 95 of Title
26 of the United States Code.

Introduction . e

The Audit staff reviewed the expenditures and supporting .
documentation of the Reagan Bush Compliance Fund to determine the
nature of the expenditures that were made. Expenditures were
classified as being (1) attributable in total to compliance, (2)
attributable in total to cperating (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 sclely for the purpose cof ensuring
compliance with the Act. During the audit fieldwork, the Treasurer
stated that it is his belief that 100% of legal and accounting costs
can be paiéd from the Compliance Fund. It should be noted, however,
that on March 31, 1981, the REC reported a reimbursement to the
Compliance Funéd totaling $137,883.67, which, according to the
Treasurer, represented the benefits the RBC may have received from
Coempliance Fund expenditures.

On June 16, 1981, the Commission approved the Audit
staff's recommendaticon that within 30 days of receipt of the interim
report the Reacan Bush Committee reimburse the Reagan Bush Compliance
Funé the balance of $17B,304.49 ($316,188.16 - $137,883.67), or submit
documentaticn which demonstrates that the expenditures were, in fact,
made sclely for the purpose of ensuring compliance with the Act.

Furthermore, it should be noted that certain operating
expenditures made by the Reagan Bush Committee from its Federal
funds account(s) may have benefited the Reagan Bush Compliance
funéd which, if identified and documented would result in a downward
adjustment to expenditures charceéd to the limitation.

Analvsis of Committee Response

The response contained a number of comments which address
this finéing in general as well as specific comments directed at
the four categories of expenses addressed in the finding (i.e.,
Payrcll/Overhead Costs, Computer Costs, Consultant Fees/Reimbursed
Exvenses, and Miscellaneous Charges).
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The general comments are presented in part
below, whereas comments directed to the four categories of
expenses have been incorporated within the discussion of each
category.

General Comments

(a) as of November 4, 1580, the Presidential
campaign was completed and the only remaining tasks were those
relating to the filing of final (disclosure) reports. Therefors,
only the pre-November 4 costs should be allocated between the
RBC and the Compliance Fund.

(b) the Act and the implementing regulations
previde only very basic guidance with regard to expenses to be
borne by the Compliance Fund.

() while the Compliance Fund reported total
expenditures of $1,512,152.36 during the period audited, FEC

) audit working papers deal only with expenditures of §919,991.29,
o 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
and 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
have received from Compliance Fund expenditures and determined
that $137,883.67 should have been paid frcm the RBC operating
account(s).

With respect to the response in (a) above, the Audit
staff notes that 26 U.5.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 ¢,
1580. Furthermore, the Audit staff's review of the expenditures
made from the Compliance Fund extended through December 31, 1980,
since employvees 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 cosis-
rather than solely compliance costs.
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Concerning the assertion noted in (b) above, the o
Audit staff believes that there is some merit to thil-ttlttﬂlnt
However, the implementing regulations provide examples of some -
of the expenses. Further, the Regulations state

: ; ; that paymen
any legal and accounting services or related costs whizh n:tt' o

not glrfcrmtd solely to ensure compliance with 2 U.5.C. 431 et seq.
an - et seg. may not be made from the compliance fund
(emphasis added). 1In addition, the Financial Contrel and Compl

iance
Manual for Presidential Candidates Receiving PUblic Finensioibrsance
TGeneral Election Financing) was provided tec the EEEEI?EEE?_inr '
additicnal guidance in this area. A ' -

With respect to the response noted in (c) above, i
the Audit staff acknowledges that the reascns were noct specifically T
stated in the working papers reviewed by the Counsel for the Committees.-
However, inspection of the photocopies of the Compliance Fund's dig-
closure schedules, (FSC Form 3P and supporting expenditure schedules)
provided pursuant t¢ the FOIA request and used by the FEC Audit gtaff
in reviewing the Ccompliance Fund activity, would have revealed
the Aucit staff's nctations classifying each expenditure
made frem the Compliance Fund. Disbursements for contribution
refunds and loan repayments made (FEC Form 3P, Detailed Summary Page,
Line 27), fundralsing expenses (line 25), and certain other categories
were nct in question. Payment cf these expenses from the Cocmpliance
Fund was clearly permissible, as evidenced by the uncderlying documen-
taticn which was reviewed with respect to the applicable regulations.

With respect to the respeonse in (d) abeve, it should be

notec that computational and analysis schedules and working papers
in support of the amount contained in +he respcnse have not been
provided to the Aucdit staff for review. EHowever, if only pre=
Nevember 4, 1980 costs were included in the afcrementicned study,
she Audit staff believes +hat +he total amount benefiting the

-
b

campaign activities as derived from the study “is understated.

Backgzound

(a) Payrell/Overhead Costs

The aucdit disclecsed that private contributions made
te the Compllance Fund were used to pay certain expenditures
allecable, in whele or in part, to the campaign activities.

The Compliance Fund initially paid for 100% of the payroll and
everhead costs relating to the functions c¢f the Treasurer's office,
even though a percentage of iis functicns were not sclely to ensuze
compliance with 2 U.S.C. Section 431 et. seg. and 26 U.S.C. Section
2001 et. seq.
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Based on a review of the functions of the Treasurer's
cffice, 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 sclely 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 sach
individual in the Treasurer's office. A percentage was determined
for each individual based con an estimate of the amount of time he
er she spent solely to ensure compliance with the Act. The Audit
staZf then applied this percentage to the individuals' g¢ross earnings
tc determine the amount of payroll expenditures allocable toc 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 coverhead
charges paid from the Compliance Fund to derive the amount of nvirg ad

alloccable tc the Compliance Fund and to the Reagan Bush Committee.
' Copies of the Audit staff's computaticnal schedules were provided
tc 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
to rest solely upon interviews, that were nct carefully structured,
with officials lacking intimate knowledge of duties of the employees
assicned toc the Treasurer's cffice. The respcnse 2lso states that
the unreliability of this approach is further demcnstrated by the
fact that the result varies from the result of the (FEC) auvdit of
the Treasurer's office conducted following the primacies (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 cf the Carter/Mondale Presidential
Committee, Inc., (President Caster's principal campaign committee
for the Primary election cycle).

The Audit staff offers the following:

- The audit began approximately three months
after the electicn. The Compliance Fund's staff complement during
the audit was me-ely a skeleton of that which was involved in the
operaticn during the active stace of the campaign. As a result,
the Audit stalf, in the absence of written job descriptions, cbtained
a description of the empleyees' jocb functions from the two remaining
supérvisors oI 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 interviev guestionnaires
may have been appropriate (as suggested in the response). However,
under the circumstances, the approach taken by the Audit staff-is
felt reasonable, especially since the preliminary results were
discussed with the Treasurer priocr to making a determination as to

the allocable ratic (campaign vs. compliance) and agreed to by the
reasurer as evidenced by his signing off on the working paper
displaying the various allocation ratiocs.

- 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
(B5%) used in the primary audit for the purpose of payroll allocation.
Further, the Audit staff is of the opinion that there is no direct
correlaticn 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 b
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 cne comnittee (RBC) operating in the general electicn vs.
another ccmmittee (Carter/Mondale Presidential Committee, Ine.)
which cperated during the primary cycle under a totally different
set of circumstances is tenuous.

(b) Computer Costs

The Aucdit staff reviewed all expenditures related
to ccmputer services to determine the nature of each expense.
The Compliance Fund made expenditures for computerized contribution
soclicitations, contribution maintenance, general ledger, and an
expenditure processing and maintenance system. Discussions were
then conducted with Compliance Fund perscnnel to determine the
usage and frequencies cf all computer generated reports. From the
review of each of these expenditures and discussions with Compliance
fund perscnnel, the Audit staZff calculated §128,751.50 in computer
costs that should have been paid by the Reagan 3ush Committee instead
¢f the Compliance Fund. These computer costs were related to the
general ledger and a portion of the expenditure maintenance systen,

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 scolely ensure such compliance.




The Audit staff disagrees with this positien in that
computer costs related to printing certain reports such as the
general ledger, vendor ledgers (both alphabetically and by inveice),
employees' earnings records, etc., are not sclely to ensure compliance
with the Act. Any entity with the volume of expenditures that were
made by the RBC in such a short periocd of time would most likely be
computerized, whether or net it was subject to the provisions of the
Act.

The response also discusses the absence of evidence
in the working papers reviewed detailing the criteria by which
the 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 reporting
requirements of the Act, such as production of FEC disclosure report
schedules and listings of disbursements and receipts, and

- internal management reports which provided
information concerning levels of activity for operational units
(cost center reports); payments to the various persons and firms
proviéding goods and services; employee earnings reports showing
gross earnings, taxes withheld etc.; and the overall financial
status of the Committee (ceneral ledger reports).

Admittedly, in a few cases, such as reports on
emplovees' earnings and the report on enployee informaticn changes,
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 to
the employees' earnings reports, the primary purpose of which is to
cemply with Internal Revenue Service requirements, clearly suppors
the Audit staff's position that these are not sclely for the purpose
of ensuring compliance with the Federal Election Campaign Act. This
employee information would have to be maintained regardless of
whether the Committees were subject to the requirements of the Act.

Finally, the response guestions the technigue used
by the auditors to calculate the costs asscciated with each type
©f report produced by the computer, in that the technigue &id neot
recocnize possible variations in computer usage ané perscnnel
costs attencant to the production ©f the variocus reports.
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The Audit staff also recognized this factor 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 ¢f 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
+o 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

£ time deveoted to compliance related matters. The percentage was
then applied to each consultant fee and any related reimbursable
expenses. The Audit staff calculated a total of §54,025.12 in
consultant fees and/cr reimbursed expenses that were not compliance
related ané should have been paid by the Reagan Bush Committees.

The response ncted that as in the case of payroll
ccsts there is no evidence of the use of structured interview
guestionnaires and written interview notes. Alsc, the basis for
the auditers' judgment as to the percentage ©f tine devctied %o
compliance is not éocumented in the working papers. The Audis
staff's comments inclucded in the payrcll section are responsive
to these peints and are not repeated here (see paces 26-27,
section (a)).

The respcnse also incdicated that the review
apgarently was basec upon an aucditor's determination of the zeasons
for seeking the expert's assistance, and that the Audit staff's
evidence supporting these allocable costs is not credible.

As statec in secticn (a) above, a percentage was
developed based on an analyvsis of Comcliance Fund recoréds and
by interviewing the two remaining superviscors and the Treasurer.
For example, the percentage develcped in the aforementioned
computer allocation was assignedé to computer consultants. A 50%
ratic was assigned to budget consultants because these consultants'
services haéd an eguzl influence on both the Reagan Bush Committee
anc Reacgan 3ush Cocmpiiance Fund. Ceztain law firms were engaged
in hanéling variocus services Zor the Committees. The time devoted
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to, or costs associated with, compliance related legal matters
ware determined by reviewing inveoices 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 determine, based on the
available documentation, that the reimbursements were solely
related to compliance or to nparntinnl, 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 cn the percentage derived for allocating certain
computer costs. This approach was felt toc be reascnable since it
appeared that the modifications performed were directly related to
the output produced by the computer, hence the use of the same

allccation percentage. With respect to the other consultant, the
respcnse states

"However, the fees of an individual
whe had respensibility for the actual
operations cof the computer system were
allocated in total to compliance."

The major distinciion between the services performed
by the two consultants was that the scle function of one of them
was to mocify the RNC computer system, whereas, the other censultant's
functicns were (1) to provide guidance tc REC personnel to ensure
that the Act's reguirements were met, and (2) to review the
information contained in RBC disclosure repcrts (pertions of which

were ccmputer generated) to ensure that the reporting reguirements
cf the Act were met.

In licht of the significant differences regarding
+he services performed bv the two consultants, the Audit s+taff
believes +he allocation is reascnable,
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(@) Miscellaneocus 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 electicn payroll checks. The expenses
clearly benefited the general electicn campaign effort and shouléd
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 payrell costs as 4 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 usecd. This method
avoids 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 related
services are frequently allocated based on the square footage space
. used. Eowever, in actuality, the Compliance Fund's functions were
not performed in a discrete section of the office separate from
various other campaign coperations, which made it difficult to
determine what sqguare footage was used by each department. In
adéition, as previcusly 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 allecaticn
based on pavroll dollars could be docne utilizing existing recorés.
Finally, this technigue was included in the Financial Control and
Cempliance Manual For Presidential Candidates Receiving P
Financing (PrimazV Llection Financing) (General Election rinancing),
the former being ci:zculated Zor comment to the 1976 and 1980 primary
candidates and other interested parties and professicnal organizatiens,
the latter being provided to the general electicn candidates for
cuidance, This technigue was considered by the Commission as a
reasconable method for allocating indirect overhead costs and applied
by other presicdential committees.

Conclusion

The response concludes that the f£inding relating to
allocable costs as cetermined by the Audit staff should be rejected
because standard auditing procedures were not used, faulty 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 2llocatle tc the Reacan Bush Cormittee.




o .

Fowever, it is the Audit staff'y opinien that the review
and analysis as outlined in each of the alleeable areas is reasonable
Sased upon the available records reviewed and the "intimately
knowlecgeable" emplovees (Treasurer and Supexvisors) interviewed.
Fuzther, each allocable area was discussed at great length with the
Treasurer. Additionally, it was suggested that the Treasurer may
wish to review overhead costs paid by the Reagan Bush Committee ang
allocate, on a reascnable basis, an amount applicable to the Compliance
Fund and obtain re ussenment Ilor same which would result in a
downward adjustment to expenditures subject to the limitation,

This statement was again asserted within the Interim Audit Report,
Eowever, the Treasurer has epparently chosen not to allocate these
costs at this time. We have encouraged the Treasurer to consuls
with us if any further clarification is desired.




Reagan Bush Commit
Finance Division

JONES, DAY, REAVIS & POOUE
I738 CYL STREET, N.W, -

WASHINGTON, D.C.20006

TEL HOR) #BI-3830 .

CABLE ~ATTORNEYE WABMINATOM
TELEX-DO=ECSTIC sopsiD
TELEA-INTENHATIONAL 84383

December 30, 1980

tee

c/o Capitol Hill Club

301 First Street,
Washington, D.C_

STATEMINT OF ACCOUNT

For all legal services rendered through October 1980

as follows:

P

Services rendered in connection with

'" var ious counseling matters regarding
compliance with Federal Election laws . . . . . ‘ . » $9,800.00 == '~

Services rendered in connection with
analysis of and possible responses to the
investigation of an administrative complaint
filed with the Federal Election Commission

by the Carter-Mond
National Committee

Services rend
defense of a suit

' of Appeals by the
and the Democratic

ale Committee and Democratic
. 28,700.00 e+
FPerr W16
ered in connection with the
brought in the U.S. Court
Carter-Mondale Committee
National Committee seeking

to block payment of $30 million in federal

campaign funds to

the Committee . . . + « + . . . . 75,200.00 seet Lac
Pin 2 Seyy

Services rendered in connection with

representation of

the Committee in a suit

filed by Common Cause in which extensive
discovery was sought from the Committee

Services rendered in connection with
an analysis of potential liability of
Committee personnel for campaign activities

Services rendered in connection with
research and analysis of potential claims
regarding misuse of incumbency . " L . 4,600.00

W
Total Serviceﬂf

. .$135,500.00 . .

(6ot




FEDERAL ELECTION COMMISSION
WASHINGTON:D.C. 20463

Edward L. Weidenfeld, Esquire
McEenna, Conner & Cuneo

1575 Eye Street, N.W.
Wwashingten, D.C. 20005

RE: MUR 1401 (Bl)

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
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
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. FPlease 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
ghould 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. § 111.18(4d).

The investigation now being conducted will be confidential in
accordance with 2 U.5.C. § 437g(a)(4)(B) and § 437g(a) (12) (A),
unless you notify the Commission in writing that you wish the
investigation to be made publie.




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 af the
Act. If you have anz questions, please contact Beverly Kramer, the
staff member assigned to this matter, at 202/523-4060.

Sincerely,

Enclosures

General Counsel's Factual and Legal Analysis
Procedures

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.

Beverlg Kramer

RESPONDENTS: Reagan Bush Committee
Reagan Bush Compliance Fund

SOURCE OF MUR: INTERNALLY GENERATED

GENERATION OF MATTER
The Commission conducted an audit of the Reagan Bush Committee
(the "Committee™)l/, pursuant to its authority under 26 U.S.C.
§ 9007(a) and 11 C.F.R. § 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. § 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. § 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.P.R. § 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. § 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,

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. § 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.S5.C.
§ 431 et seqg. and 26 U.S5.C. § 9001 et seq.;
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to defray any civil or criminal penalties imposed
pursuant to 2 U.8.C. § 4379 or 26 U.8.C. § 9012;

to make repayments under 11 C.F.R. § 9007.2;

to defray the cost of soliciting contributions to the
legal and accounting compliance fund; and

to make a loan to an account established pursuant
to 11 C.F.R. § 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. § 9003.3(a) (2) (ii) (C), payments may not
be made under 11 C.F.R. § 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.S5.C. § 431 et seqg. and 26 U.5.C.

§ 9001 et segq.

11 C.F.R. § 9003.3(a) (2) (1i) (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. § 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. § 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. 1In 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 FPund 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 52,596.24 - 52,596.24
$603, .13 $316,168.16 ;9‘9"—1 ,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. MNothwithstanding 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. § 9003.3(a) (2)(i).
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guarterly 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.
Subseguent 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.S5.C. § 44la(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
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

classifications of expenses, and improper allocation bases."4/

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/ oOn 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 office.5/ 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

5/ 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 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 off on the working paper displaying the various allocation
ratios.
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Compliance and 36% to non-compliance.$/
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. § 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. § 9003.3 (i.e., were not made solely to ensure

8/ 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 varlous
other campaign operations. This made it difficult to determine
what square footage was used by each department. 1In 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. Pinally, this
technique was included in the Financial Control and Compliance
Manual For Presidential Candidates Receiving Public Financin
(Primary Election Financing) and (General Eiegt]on 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.




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 - including the maintenance
of a payroll check register
and total employee earnings

Accounting Support = including the maintenance
of the general ledger and
the accounts payable system.

Staff Support - 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:
Not

Compliance Compliance
Related Related TOTAL

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

Accounting
Support 59,367.00 98,945.00 158,312.00

Staff
Support 14,077.50 23,462.50 37,540.00

$ 79,788.50 $128,751.50 $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.l/ The auditors

1/ 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. MNo 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% (§56,344.00) 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.5.C. § 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.B8.C.

§ 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 fregquency 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
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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 - 10088/
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.5.C. § 432(c)(5) and § 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.




& @

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. 1In 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
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percentage was then applied to each consultant fee and any related
reimbursable expenses.?/ 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 variocus 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.l0/

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

3/ Por 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.




. =13~ .

party candidates who satisfy the eligibility requirements outlined

in 26 U.8.C. § 9003 are entitled to egqual 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.
§ 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.
§ 9006, 26 U.B.C. § 9012(a).

Despite these restrictions, the Commission's Regulations at
11 C.F.R. § 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.S8.C. § 44la(b) and 11 C.F.R.
§ 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. § 9003.3(a)(2) (i) (A-E) and
§ 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. § 431 et seq. and 26 U.S.C. § 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. § 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 reguirements of the Act and implementing
regulations. Such functions include, but are not limited to, the
following:1ll/

l) 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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filing an exempt organization return (1120 POL) with
the IRS (Section 527 of the Internal Revenue SBervice
Code requires that all unrelated business income be

reported. Conseguently 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 coste 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. § 44la(b) (1) (B).12/

During the audit process, the Commission called upon the
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.S5.C. § 431 et seq. and
26 U.S.C. § 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. § 9003.3. 1In lieu

12/ 1t 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:

"puring 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 513?,533.5? 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.

§ 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.




FEDERAL ELECTION COMMISSION
WASHINGTON,D.C. 20463

February 1, 1982

Edward L. Welidenfeld, 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
there is reason to believe that your clients, the Reagan Bush
Committee and the Reagan Bush Compliance Fund, violated section
9003.3(a) (2) (1) 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
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
should have been paid by the Reagan Bush Committee to the
Compliance Fund.

In the absence of anE additional information which
e

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. § 111.18(4d).

The investigation now being conducted will be confidential in
accordance with 2 U.5.C. § 437g(a)(4)(B) and § 437g(a) (12) (A),
unless you notify the Commission in writing that you wish the
investigation to be made publiec.
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MUR 1401

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,

Prand O Ui

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




FEDERAL ELECTION COMMISSION
WASHINCTON, DC. 20463

February 1, 1982

Mr, Arthur J. Dellinger, Treusu:ar
Reagan Bush Committee

P.O. Box 4207

Arlingten, 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
to 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

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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