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FEDERAL ELECTION COMMISSION'
WASHINGTON, D.C. 20463 bt

A8S-7
July 9, 1985

AUDIT DIVISIO

SUBJECT: INTERIM AUDIT REPORT - PHIL SHEA FOR CONGRESS
COMMITTEE

Attached for your review is the above subject report. Your
attention is directed to Finding II.D. entitled Transfer Received
from Candidate's State Senate Committee.

In reviewing the deposits comprising the cash on hand
balance with respect to the transfer 1/ made by the Committee to
Keep Phil Shea Senator ("the State Senate Committee®™), the Audit
staff identified a deposit representing the proceeds of a
certificate of deposit ("CD"). The maturity value of the CD was
$20,854.55. Since the CD was purchased with State Senate
Committee funds some time prior to the transfer and comprises a
portion of the cash on hand, the Audit staff believes that the
source of the funds used to purchase the CD must be ascertained
and a determination made as to whether these funds are
permissible under the Act.*

11 C.F.R. § 104.12 defines cash on hand as being composed of
those contributions most recently received by the Committee. The
Audit staff proposes to review the deposits most recently
received by the State Senate Committee just prior to the original
purchase date of the CD.**

1/ For your information, a copy of the memorandum forwarded to
RAD concerning the registration of the State Senate
Committee is attached.

Alternatively, one could disregard the deposit of the CD and
merely review the other deposits in accordance with 11
C.F.R. s 104-12.

The remainder of the cash on hand balance as of the transfer
date (approximately $30,000) is assumed to be composed of
those deposits (exclusive of the CD) most recently received.




@ @

MEMORANDUM TO CHARLES N. STEELE
Page 2

Working back from the date on which the CD was purchased,
the Audit staff will accumulate the value of deposits until the
$20,000 principal value is reached. If only a portion of a
deposit (when accumulated with other deposits) is needed to
arrive at the principal value, all contributions in that deposit
may be considered as part of the calculated cash on hand balance,
This is necessary since it is not possible to determine the exact
order of receipt within a specific deposit.

Your comments on this approach are requested.

Should you have any questions, please contact John Mamone
or Tom Nurthen at 523-4155.

4 80

Attachments as stated
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FEDERAL ELECTION COMMISSION
WASHINCTON, D.C 20463 A85-7

INTERIM REPORT OF THE AUDIT DIVISION

ON THE
PHIL SHEA FOR CONGRESS COMMITTEE

I. Background

A. Overview

This report is based on an audit of the Phil Shea For
Congress Committee ("the Committee"”), undertaken by the Audit
Division of the Federal Election Commission in accordance with
the provisions of the Federal Election Campaign Act of 1971, as
amended ("the Act"). The audit was conducted pursuant to Section
438(b) of Title 2 of the United States Code which states, in
part, that the Commission may conduct audits and field
investigations of any political committee required to file a
report under section 434 of this title.

The Committee registered with 'the Clerk of the House of
Representatives on April 3, 1984. The Committee maintains its
headquarters in Lowell, Massachusetts. The Audit covered the
period March 27, 1984, the opening date of the first report filed
by the Committee,’ through December 31, 1984, the closing date for
the latest report which should have been filed at the time the
audit was approved.l/ The Committee reported a cash balance on
March 27, 1984 of $-0-; total receipts of $374,518.06; total
expenditures of $373,478.97; and a cash balance on October 15,
1984 of $1,289.59, 2/

This audit report is based on documents and work papers
which support each of its factual statements. They form part of
the record upon which the Commission based its decisions on the
matters in the report and were available to the Commissioners and
appropriate staff for review.

1/ see Finding 1I.C.

2/ The reported totals do not calculate correctly due to
mathematical errors (see Finding II.A.,). The Committee did
not file reports covering the period October 16, 1984
through December 31, 1984.
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B. Key Personnel

The Treasurer of the Committee during the period
covered by the audit was Francis McDougall.

(63 Scope

The Audit included such tests as verification of total
reported receipts and expenditures and individual transactions;
review of required supporting documentation; analysis of
Committee debts and obligations; and such other audit procedures
as deemed necessary under the circumstances.

II. Audit Findings and Recommendations

Committee officials chose not to comment on the findings
discussed at the exit conference, but stated that an official
explanation addressing each of the problem areas would be
included in the Committee's response to the interim audit report.

A, Misstatement of Firancial Activity

Section 434(b) (4) of Title 2 of the United States Code
states, in part, that each report shall disclose the total amount
of all disbursements for the reporting period and the calendar
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During the audit, it was noted that for the period
March 27, 1984 to October 15, 1984, the Committee understated its
disbursements by $9,749.78 (net). This understatement was caused
by math errors and the failure to report certain disbursements.
The Committee was provided a schedule of the unreported
disbursements.,

Recommendation

The Audit staff recommends that the Committee, within 30
days of receipt of this report, amend their reports to accurately
reflect its financial activity.

B, Documentation for Receipts

Sections 432(c) (1), (2), (3) and (d) of Title 2 of the
United States Code state that the treasurer of a political
committee shall keep an account of all contributions received by
or on behalf of such political committees; the name and address
of any person who makes any contribution in excess of $50,
together with the date and amount of such contributions by any
person; and the identification of any person who makes a
contribution or contributions aggregating more than $200 during a
calendar year, together with the date and amount of any such
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contribution. 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.

The Audit staff was provided with contribution records
consisting of 1,728 checks from individuals, totaling
$208,458.68. However, based on a review of deposit records, it
was noted that the Committee deposited receipts totaling
$280,268.82 during the audit period. Committee officials were
unable to locate contribution records totaling $71,810.14 3/
($280,268.82 -~ $208,458.68). Since such a large portion of the
contribution records were unavailable for review (approximately
26% of the dollar amount) the Audit staff was precluded from
testing the Committee's receipt system for compliance with the
Act., The Committee was provided with a schedule of deposits for
which receipt records were missing.

Recommendation

The Audit staff recommends that the Committee, within 30
days of receipt of this report, obtain and submit copies of all
records for contributions received during the period March 27,
1984 through December 31, 1984. Additional recommendations may
be forthcoming based on our review of the records requested.

cC. Failure to File Reports

Section 434(a) (2) (A) (iii) of Title 2 of the United
States Code states, in part, that if the political committee is
the principal campaign committee of a candidate for the House of
Representatives in any calendar year during which there is a
scheduled election for which such candidate is seeking election,
the Treasurer shal file quarterly reports, which shall be filed
no later than 15 days after the last day of each calendar
quarter: except that the report for the quarter ending December
31 shall be filed no later than January 31 of the following
calendar vear.

The Committee did not file a disclosure report for the
period October 16, 1984 through December 31, 1984. Based on the
Audit staff's review of the bank records made available, $44,345
in receipt and $44,537.41 in disbursement activity occurred
during this period. As of the latest review of Committee filings
done on June 21, 1985, no report had been filed disclosing this
activity.

3/ Included in this amount are five cash (currency) deposits
totaling $7,314.00.




@ @

Recommendation

The Audit staff recommends that the Committee, within 30
days of receipt of this report, file a report which discloses all
reportable activity for the period October 16, 1984 through
December 31, 1984.

D. Transfer Received From Candidates' State Senate
Committee

Sections 102.6(a) (1) (i) and (iv) of Title 11, Code of
Federal Regulations state, in part, that transfers of funds may
be made without limit on amounts between affiliated committees
whether or not they are political committees under 11 CFR § 100.5
(2 U.S.C. 431(4) (A)). Such transfers shall be made only from
funds which are permissible under the Act. See 11 CFR Parts 110,
114, and 115.

R During the course of the audit, it was noted that the

o Committee to Keep Phil Shea Senator ("the State Senate
Committee"™) transferred $40,500 to the Committee. The State

b g Senate Committee was the Candidate's campaign committee for the

= office of State Senator.

o) The Audit staff requested receipts records to ver1fy

s —————--that—the- funds--transferred by the State Senate Committee

™~ contained only coutributions permissible under the Act.
Information sufficient to determine permissibility of the

= contributions comprising more than 31% of the amount transferred

- were not made available during the audit fieldwork. At the exit
conference, Committee officials were asked to provide the Audit

o staff with those records not provided during fieldwork. The

- Candidate said he would obtain and provide all needed records.

o Recommendation

The Audit staff recommends that the Committee, within 30
days of receipt of this report, provide information sufficient to
determine the source of funds for the transfer (see Exhibit A).
After a review of the information provided, additional
recommendations may be forthcoming.

E, Disclosure of Loans

Section 431(8) (A) (i) of Title 2 of the United States
Code states, in part, that the term "contribution" includes any
gift, subscription, loan, advance, or deposit of money or
anytaing of value.
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Section 434 (b) (3) (E) of Title 2 of the United States
Code requires that each report shall disclose the identification
of each person who makes a loan to the reporting committee during
the reporting period, together with the identification of any
endorser or guarantor of such loan, and date and amount or value
of such loan.

In addition, 11 C.F.R. § 104.3(d) requires the
disclosure of the amount and nature of outstanding debts and
obligations on Schedule C (Loans) or Schedule D (Debts and
Obligations), as appropriate.

During the review of the Committee's loan activity, it
was noted that the Committee reported the receipt of $60,000 in
loans from the Candidate. An examination of the loan
documentation indicated that the Candidate received loans of
$40,000 and $60,000 from a bank. The loans were secured by
mortgages on the Candidate's personal residence. The Candidate,
in turn, loaned $60,000 to the Committee. However, the Committee
did not disclose the terms of the loan (i.e. original source,
due date, collateral, etc.) on Schedule C (Loans Schedule).

Recommendation

The Audit staff recommends that within 30 days of the
receipt of this report, the Committee amend its reports to
include the above described information ir accordance with 11
C.F.R. 104.3(d).

F. Documentation for Disbursement

Section-432(h) (1) of Title 2 of the United States Code
states, in part, that nou disbursements may be made (other than
petty cash disbursements under paragraph (2)) by such committee
except by check drawn on such accounts in accordance with this
section, Section 102.9(b) (2) of Title 11, Code of Federal
Regulations states, in part, that a receipt or invoice from the
payee or a cancelled check to the payee shall be obtained and
kept for each disbursement in excess of $200.

During the course of the audit, the staff noted that
four (4) disbursements, totaling $33,285.60, were made by
transfers (direct bank charges) from the Committee's bank
account,

Three of the transfers, totaling $33,000, were
supported only by bank debit advices. The bank debit advices did
not contain the required information necessary to document the
transactions. No documentation (invoice, bank debit advice,
etc.) could be found for the remaining $285.60 transfer.




Committee officials stated that two transfers ($25,000
& $5,000) represented payments made on the Candidate's bank
loan.4/ However, the Committee did not provide any documentation
to support these loan repayments., Further, these two transfers
occurred during the period in which the Committee did not file a
disclosure report (see Finding II.C.).

With respect to the remaining two transfers ($3,000 &
$285.60), Committee officials did not know the purpose or the
recipient(s) of the transfers. These transfers were not itemized
by the Committee.

Recommendation

The Audit staff recommends that the Committee, within 30
days of receipt of this report, obtain and submit adequate
supporting documentation for these transfers.

4 8 6

4/ The Committee maintains its campaign depository with the

7T T Tsdme bank that provided the-Candidate with loans-noted in
Finding II.E.

"4 9 710
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Exhibit A

REQUESTED STATE SENATE COMMITTEE RECORDS

FIRST BANK:

Documentation for all receipts comprising deposits made to
the State Senate Committee's First Bank account as noted below:

Records
Deposit Date Total Deposit Amount Identified As:

2/21/83 $5,500.00 Sheet "N"
2/21/83 3,450.00 Sheet "O"
2/21/83 600.00 Sheet "P"
2/22/83 1,050.00 Sheet "Q"
2/24/83 250.00 Sheet "R"
2/27/83 1,800.00 Sheet "S"
2/29/83 450.00 Sheet "T"
3/5/83 750.00 Sheet "U"

LOWELL BANK:

Documentation (including relevant bank statements and
contribution records) for all receipts comprising deposits up to
the date that the Committee's $20,854.55 certificate of deposit
(maturing on 6/24/83) was purchased which, when added, equal
$20,854.55. ’




FEDERAL ELECTION COMMISSION
WASHINCTON D C 20463

ABS-7
July 9, 1985

MEMORANDUM
TO: JOHN GIBSON
ASSISTANT STAFF DIRECTOR
REPORTS ANALYSIS DIVISION
THROUGH : ROBERT J. COSTA 1’\’0\ i
ASSISTANT STAFF DIRE
o AUDIT DIVISION
o« FROM: RENE' SOULE&'}%
- SUBJECT: POSSIBLE REPORTING AND/OR REGISTRATION VIOLATIONS
— UNDER SECTION 433 AND 434 OF TITLE 2, UNITED
STATES CODE (2 U.S.C. § 433 AND § 434)
r-l '““”ﬁﬁ?ﬁné“ﬁ“fEEéﬁE”éﬁan"Bf“thE’PHiI“BHEE“T6?"C65§f6§S”
¥ Committee, 630 Merrimack Street, Lowell, MA 01852, it was
o discovered that the following committee has failed to register
and/or report transfers in accordance with the above stated
< sections of the U.S. Code:
< Committee Name: Committee to Keep Phil Shea Senator
o
Address: 630 Merrimack Street
o

Lowell, MA 01852
Treasurer: G. Douglas Sullivan

Possible Violation: SEE ATTACHMENT A

Attachment as stated
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D. Transfer Received From Candidates' State Senate
Committee

Sectious 102.6(a) (1) (i) and (iv' of Title ll, Code of
Federal Regulations state, in part, that transfers of funds may
be made without limit on amounts between affiliated committees
whether or not they are political committees under 11 CFR § 100.5
(2 U.S.C. 431(4)(A)). Such transfers shall be made only from
funds which are germissible under the Act. See 11 CFR Parts 110,
114, ané 115,

During the course of the audit, it was noted that the
Committee to Reep Phil Shea Senator ("the State Senate
Committee™) transferred $40,500 to the Committee. The State
Senate Committee was the Candidate's campaign committee for the
office of State Senator.

The Audit staff requested receipts records to verify
that the funds transferred by the State Senate Committee
contained only contributions permissible under the Act.
Information sufficient to determine permissibility of the
contributions comprising more than 31% of the amount transferred
were not made available during the audit fieldwork. At the exit
conference, Committee officials were asked to provide the Audit
staff with those records not provided during fieldwork. The
Candidate said he would obtain and provide all needed records.

Recommendation

The Audit staff recommends that the Committee, within 30
days of receipt of this report, provide information sufficient to
determine the source of funds for the transfer (see Exhibit A).

= . .
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Exhibit A

REQUESTED STATE SENATE COMMITTEE RECORDS

FIRST BANK:

Documentation for all receipts comprising deposits made to
the State Senate Committee's First Bank account as noted below:

Records
Deposit Date Total Deposit Amount Identified As:
2/21/83 $5,500.00 Sheet "N"
o 2/21/83 3,450.00 Sheet "O"
= 2/21/83 600.00 Sheet "P"
2/22/83 1,050.00 Sheet "Q"
< 2/24/83 350.00 Sheet "R"
2/27/83 1,800.00 Sheet "S"
— 2/29/83 450.00 Sheet "T"
S 3/5/83 750.00 Sheet "U"
> LOWELL BANK:
(G
Documentation (including relevant bank statements and
e contribution records) for all receipts comprising deposits up to
. the date that the Committee's $20,854.55 certificate of deposit

(maturing on 6/24/83) was purchased which, when added, equal
o $§20,854.55.
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August 14, 1985

Robert J. Costa
Assistant Staff Director
Audit Division

THROUGH: John C. Surina
Staff Director

FROM: Charles N. SteeW
General Counsel

SUBJECT: Interim Audit Report on the Phil Shea for
Congress Committee (AR85-28)

The Office of General Counsel has reviewed the proposed

interim audit report on the Phil Shea for Congress Committee
("Committee"), forwarded with an accompanying memorandum dated
July 9, 1985. Please note that the parantheticals in the
headings which follow indicate the placement of the subject
matter in the audit report.

I. Misstatement of Financial Activity (II.A)

According to the audit report, the Committee understated its
disbursements by $9749.78, due to mathematical errors and a
failure to report certain disbursements. The Act requires a
reporting committee to disclose the total amount of all
disbursements, pursuant to 2 U.S.C. §434 (b) (4).

The Audit Division recommends that the Committee amend its
reports to accurately reflect all disbursements, and the Office
of General Counsel concurs with this recommendation.

IX. Documentation for Receipts (II.B)

The audit report indicates that Committee officials were
unable to locate contribution records totalling $71,810.14.
Under 2 U.S.C. § 432(c) (1), the treasurer of a political
committee must keep an account of all contributions received by
or on behalf of that political committee.
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The Audit Division recommends that the Committee submit
copies of records of all contributions with any additional

recommendations based upon future review of these records. The
OfZice of General Counsel concurs with this recommendation.

IIXI. Failure to File Reports (IIX1.C)

The Committee failed to file a report of receipts and
disbursements covering the period October 16, 1984, through
December 31, 1984. No such report has been filed as of the date
of this writing. According to the audit report, the Committee
had $44,345 in receipts and $44,537.41 in disbursements during
this period.

The quarterly report required of the principal campaign
committee of a candidate for the House of Representatives by
2 U.S.C. §434 (a)(2)(A)(iii), is due no later than January 31,
for the quarter ending on December 31. The Audit Division
recommends that the Committee file a report disclosing financial
activity for the period October 16, 1984 through December 31,
1984. The Office of General Counsel concurs with this
recommendation.

IV. Transfer Received from Candidate's State Senate
Committee (II.D)

The audit report indicates that the Committee received a
$40,500 transfer from the candidate's campaign committee for the
office of State Senator. Although the Commission's Regulations
permit unlimited transfers of funds between affiliated
committees, whether or not they are political committees under
the Act, 11 C.F.R. § 102.6(a) (1) (i), such transfers may only be
made from funds which are permissible under the Act, 11 C.F.R.
§102.6(a) (1) (iv).

The information provided to the audit division was only
sufficient to determine the permissibility of 31% of the
transfer, and as a result, the Audit Division has recommended
that the Committee provide information sufficient to determine
the source of funds for the transfer. The Office of General
Counsel concurs with this recommendation.

V. Disclosure of Loans (II.E)

The audit report indicates that complete information about
loans received by the candidate was not disclosed by the
Committee, as required by 2 U.S.C. § 434(b) (3) (E) and 11 C.F.R. §
104.3(d). The Audit Division recommends that the Committee amend
its reports to include the required information, and the Office
of General Counsel concurs with this recommendation.
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IV. Documentation of Disbursement (II.F)

According to the audit report, the Committee made four
disbursements totalling $33,285.60, and failed to provide
adequate documentation for those disbursements. The Act at
2 U.S.C. §434(h) (1) provides that no disbursements, other than
petty cash disbursements, may be made except by check, and under
the Commission's Regulations, a receipt or cancelled check must
be kept for each disbursement in excess of $200. 11 C.F.R.
102.9(b) (2).

The Audit Division recommends that the Committee provide
adequate information for the above-mentioned transfers, and the
Office of General Counsel concurs with this recommendation.




oD,

FEDERAL ELECTION COMMISSION

WASHINGTON,D.C. 20463

September 4, 1985

CHARLES N. STE
GENERAL COUNS

THROUGH : JOHN C. SUR
STAFF DIREC

FROM: ROBERT J. COSYA
ASSISTANT STAFF DIRECTOR
AUDIT DIVISI

SUBJECT: INTERIM AUDIT REPORT - PHIL SHEA FOR CONGRESS
COMMITTEE ("THE COMMITTEE")

On August 14, 1985, the Audit Division received the legal
analysis on the Committee's interim audit report. However, with
respect to Finding II.D. (Transfer Received from Candidate's

State Senate Committee) the legal analysis did not address the
merits of the approach discussed in the covering memorandum (to
the interim audit report) to verify the deposits making up the
transfer of funds from the State Senate Account to the Committee.

On August 15, 1984, this matter was discussed with Ken
Gross. At that time, Ken stated that a supplemental legal
analysis would be forthcoming. Therefore, the Audit Division is
withholding the issuance of the interim audit report pending
receipt of the supplemental analysis.

Should you have any questions, please contact E. Rene'
Soule' or Tom Nurthen at 523-4155.




FEDERAL ELECTION COMMISSION
WASHINGTON, D.C. 20463

September 23, 1985

Robert J. Costa
Assistant Staff Director

John C. Surina
Staff Director

FROM: Charles N. SteW
General Counse

SUBJECT: Interim Audit Report on the Phil Shea for
Congress Committee

Paragraph II.D of the proposed interim audit report on the
Phil Shea for Congress Committee ("Committee®™) notes that the
Committee received a $40,500 transfer from the Committee to Keep
Phil Shea Senator ("State Senate Committee®). The latter
committee was the candidate's campaign committee for the office
of State Senator. 1In its memorandum accompanying the interim
audit report, the Audit Division seeks the General Counsel's
review of the former's proposal to examine the cash on hand of the
State Senate Committee with respect to the $40,500 transfer.

Initially, the Office of General Counsel notes that the Act
does not prohibit the transfer of funds from a state campaign
committee to a Federal campaign committee. Commission regulations
provide that transfers of funds may be made without limit between
"affiliated” committees. 11 C.F.R. §102.6(a). Included within
the definition of affiliated committees are all those political
committees that are established, financed, maintained or
controlled by the same person or group of persons. See 2 U.S.C.
§ 44la(a)(5); 11 C.F.R. § 100.5(g) (2), 110.3(a) (1) (i). Moreover
Commission regulations recognize that two committees may be
deemed "affiliates™ even though one of them is not a political
committee under the Act. 11 C.F.R. § 102.6(a). Thus, where the
state committee and Federal committee are controlled by the same
person for campaign-related purposes, the state committee would
be deemed affiliated with the Federal committee for the purpose
of making the transfer.




= I

Although such transfers may be made in unlimited amounts,
the transfers may only consist of funds permissible under the Act.
11 C.F.R. § 102.6(a) (1) (iv). See 11 C.F.R. Parts 110, 114 and
115. 1In reviewing the funds which comprised the transfer from
the State Senate Committee to the Committee, the Audit Division
examined the cash on hand balance of the State Senate Committee.
In making this examination, the Audit Staff identified a deposit
representing the proceeds of a certificate of deposit ("CD") with
a value of $20,854.55 at maturity.

Pursuant to 11 C.F.R. § 104.12, the cash on hand balance is
assumed to be composed of those contributions most recently
received by the committee. Because the CD is included in the
cash on hand balance under this provision, the Audit Division
proposes to examine the deposits of the State Senate Committee
made just prior to the original date that the CD was purchased.
This would enable a determination to be made regarding the
permissibility of funds which were used to purchase the CD. 1In
the alternative, the Audit Division proposes to disregard the CD
and merely review the other most recent deposits of the State
Senate Committee.

The Office of General Counsel believes the Audit Division
must review the deposits comprising the CD and cannot merely
disregard the CD when calculating the cash on hand balance of
State Senate Committee. 11 C.F.R. § 104.12 prescribes that the
contributions most recently received comprise the cash on hand
balance. If the CD falls into this category, nothing in the Act
or regulations permit it to be disregarded for contributions
received earlier in time. Nothing in the Act or regulations
prohibit inclusion of the CD in cash on hand by virtue of the
fact that the CD was purchased with State Senate Committee funds
at a time prior to the transfer to the Committee and a subseguent
period of maturity passed.

To disregard the CD as a portion of cash on hand would
permit an apparent loophole in the act by allowing unregistered
organizations to purchase CDS with nonpermissible funds and then,
after the maturity period had elapsed, to transfer them to a
Federal committee without having the sources of the CDs examined.
The examination of the funds used to purchase the CD is necessary
to determine the permissibility of the funds transferred to the
Committee. Accordingly, the Audit Division should review those
receipts most recently received by the State Senate Committee
just prior to the purchase of the CD, in order to determine the
character of the funds' used to purchase the CD.




FEDERAL ELECTION COMMISSION:
WASHINGTON, D.C. 20463

JOHN C. SURINA
STAFF DIRECTOR

ek A r;/"
MARJORIE W. EMMONS/JODY C. RANSOM b‘,,/ e

DATE: . — —SEPTEMBER 30, 1985
SUBJECT: : _@BJECTION - INTERIM AUDIT REPORT:
== PHIL SHEA FOR CONGRESS COMMITTEE

Memorandum to the Commission
dated September 25, 1985

The above-captioned audit report was circulated
to the Commission on a 48 hour tally basis at 4:00,
September 26, 1985.

Commissioner McDonald submitted an objection at
3:40 this date.

We await your Sunshine Recommendation.

cc: Audit Division
l/Offj.::e 0f General Ccunsel
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BEFORE THE FEDERAL ELECTION COMMISSION

In the Matter of

Request For Extension Of
Time To Respond to Interim
Audit Report - Phil Shea
For Congress Committee

CERTIFICATION

I, Marjorie W. Emmons, Secretary of the Federal Election

Commission, do hereby certify that on November 14, 1985

the Commission approved by a vote of 5-0 a 30 day extension

of time be granted to the Phil Shea For Congress Committee to

respond to an interim audit report.

Commissioners Aikens, Harris, Josefiak, McDonald and

McGarry voted affirmatively for this decision; Commissioner

Elliott did not cast a vote.
Attest:

/- /-85 777a4¢w Z. M

Marjorie W. Emmons
Secretary of the Commission

Date

11-12-85, 5:24
11-13-85, 11:00
Thurs., 11-14-85, 11:00

Received in Office of Commission Secretary: Tues.,
Circulated on 48 hour tally basis: Wed.,
Deadline for vote:
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FEDERAL ELECTION COMMISSION
WASHINCTON. 0.C. 20463

MEMORANDUM TO: ROBERT J. COSTA

TROM: MARJORIZ W. EZMMONS/ CHERYL A. Fumms@eé
DATE: DECEMBER 19, 1985

SUBSECT: OBJECTION - FINAL AUDIT REPORT - PHIL SHEA FOR

CONGRESS COMMITTEE

The atove-naned docu=ent was cizculated Lo the

Co=nmission on Thursday, December 19, 1985, 11:00.

Objecticns have been resceived Izoz tle Coz=missicnercs

as indicated bv the na=e(s) checked:

Commissicone= Aikens

Cecmissiocner Zlliot:

Cormissioner ZarrTis X

Cormissioner cesefiax

Coc=missisner McGazTy

Tnig mas=er will e placed on the Zxecutive Sessich

agenda Sor Tuesday, January 7, 1985.

P?lease advise the O0ffice of Cocrmission Secretary in wrising
=0 later thaa 10:00 A.M. on Fridav who will

Tagresent vcur Divisicn before the Commissicn on £his matzer.
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FEDERAL ELECTION COMMISSION
WASHINGTON. D C. 20463

MEMORANDCM TO: ROBERT COSTA/ AUDIT DIVISION
MARTOBRI= W. TMMONS/ CHERYL A. FLEBHING C9

JANUARY 2, 1986

OBJECTION - PHIL SHEA FOR CONGRESS COMMITTEE
DATED DECEMBER 17, 1985

Thwe above-named dcocuzent was cizgulatad Lo tle

Comission on Thursday, December 19, 1985, 11:00.
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FEDERAL ELECTION COMMISSION
WASHINGTON, D.C. 20463 o

A85-7

January 10, 1986
MEMORANDUM

SUBJECT: PHIL SHEA FOR CONGRESS COMMITTEE

On January 8, 1986, the Commission approved the final audit
report of the Audit Division on the Phil Shea for Congress
Committee. Attached as Exhibits A through D are matters noted in
the final audit report which the Commission also voted to refer
to your office for review and consideration.

It should be noted that the response date was December 9,
1985.* On December 18, 1985, the Committee responded to the
interim audit report and provided some documentation regarding
Finding II.C. (Exhibit C). It is the opinion of the Audit staff
that the documentation received from the Committee was
incomplete. Also, attached for your information is the
Committee's response (Exhibit E) which was received on December
18, 1985.

All documentation, including deposit slips and copigs of
contributor checks, pertaining to these matters are available
for review in the Audit Division.

Should you have any questions regarding the matters
addressed in this report, please contact Tom Nurthen or John
Mamone at 376-5320.

The original response was due on November 7, 1985 and the
Commission approved the Committee's request for a 30 day
extension on November 14, 1985.

Attachment as stated
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Exhibit A

Misstatement of Financial Activit

Section 434(b) (4) of Title 2 of the United States Code
states, in part, that each report shall disclose the total amount
of all disbursements for the reporting period and the calendar
year.

During the audit, it was noted that for the period March 27,
1984 to October 15, 1984, the Committee understated its
disbursements by $9,749.78 (net). This understatement was caused
by math errors and the failure to report certain disbursements.
The Committee was provided a schedule of the unreported
disbursements.

Recommendation

The Audit staff recommends that the Committee, within 30
days of receipt of this report, amend their reports to accurately
reflect its financial activity.
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Exhibit B

Documentation for Receipts

Sections 432(c) (1), (2), (3) and (d) of Title 2 of the
United States Code state that the treasurer of a political
committee shall keep an account of all contributions received by
or on behalf of such political committees; the name and address
of any person who makes any contribution in excess of $50,
together with the date and amount of such contributions by any
person; and the identification of any person who makes a
contribution or contributions aggregating more than $200 during a
calendar year, together with the date and amount of any such
contribution. 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.

The Audit staff was provided with contribution records
consisting of 1,728 checks from individuals, totaling
$208,458.68. However, based on a review of deposit records, it
was noted that the Committee deposited receipts totaling
$280,268.82 during the audit period. Committee officials were
unable to locate contribution records totaling $71,810.14 3
($280,268.82 - $208,458.68). Since such a large portion of the
contribution records were unavailable for review (approximately
26% of the dollar amount) the Audit staff was precluded from
testing the Committee's receipt system for compliance with the
Act. The Committee was provided with a schedule of deposits for
which receipt records were missing.

Recommendation

The Audit staff recommends that the Committee, within 30
days of receipt of this report, obtain and submit copies of all
records for contributions received during the period March 27,
1984 through December 31, 1984. Additional recommendations may
be forthcoming based on our review of the records requested.

3/ Included in this amount are five cash (currency) deposits

totaling $7,314.00.




0 4

R 304070

Exhibit C

Transfer Received From Candidate's State Senate Committee

Sections 102.6(a) (1) (i) and (iv) of Title 11, Code of
Federal Regulations state, in part, that transfers of funds may
be made without limit on amounts between affiliated committees
whether or not they are political committees under 11 CFR § 100.5
(2 U.S.C. § 431(4)(A)). Such transfers shall be made only from
funds which are permissible under the Act. See 11 CFR Parts 110,
114, and 115,

During the course of the audit, it was noted that the
Committee to Keep Phil Shea Senator ("the State Senate
Committee") transferred $40,500 to the Committee. The State
Senate Committee was the Candidate's campaign committee for the
office of State Senator.

The Audit staff requested receipts records to verify that
the funds transferred by the State Senate Committee contained
only contributions permissible under the Act. Information
sufficient to determine permissibility of the contributions
comprising more than 31% of the amount transferred were not made
available during the audit fieldwork. At the exit conference,
Committee officials were asked to provide the Audit staff with
those records not provided during fieldwork. The Candidate said
he would obtain and provide all needed records.

Recommendation

The Audit staff recommends that the Committee, within 30
days of receipt of this report, provide information sufficient to
determine the source of funds for the transfer (see Attachment
1) . After a review of the information provided, additional
recommendations may be forthcoming.
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Attachment 1

REQUESTED STATE SENATE COMMITTEE RECORDS

FIRST BANK:

Documentation to include deposit slips, copies of
contributor checks, and bank statements relative to all receipts
comprising deposits made to the State Senate Committee's First
Bank account as noted below:

Records
Deposit Date Total Deposit Amount Identified As:

2/21/84 $5,500.00 Sheet "N"
2/21/84 3,450.00 Sheet "O"
2/21/84 600.00 Sheet "P"
2/22/84 1,050.00 Sheet "Q"
2/24/84 350.00 Sheet "R"
2/27/84 1,800.00 Sheet "S"
2/29/84 450.00 Sheet "T"
3/05/84 750.00 Sheet "U"

LOWELL BANK:

Documentation (including relevant bank statements, deposit
slips, and copies of contributor checks) for all receipts
comprising deposits up to the date that the Committee's
$20,854.55 certificate of deposit (maturing on 6/24/83) was
purchased which, when added, equal $20,854.55.
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Exhibit D

Documentation for Disbursements

Section 432(h) (1) of Title 2 of the United States Code
states, in part, that no disbursements may be made (other than
petty cash disbursements under paragraph (2)) by such committee
except by check drawn on such accounts in accordance with this
section. Section 102.9(b) (2) of Title 11, Code of Federal
Regulations states, in part, that a receipt or invoice from the
payee or a cancelled check to the payee shall be obtained and
kept for each disbursement in excess of $200.

During the course of the audit, the Audit staff noted that
four (4) disbursements, totaling $33,285.60, were made by
transfers (direct bank charges) from the Committee's bank
account.

Three of the transfers, totaling $33,000, were supported
only by bank debit advices. The bank debit advices did not
contain the required information necessary to document the
transactions. No documentation (invoice, bank debit advice,
etc.) could be found for the remaining $285.60 transfer.

Committee officials stated that two transfers ($25,000 &
$5,000) represented payments made on the Candidate's bank loan.
However, the Committee did not provide any documentation to
support these transfers. Further, these two transfers occurred
during the period in which the Committee did not file a
disclosure report.

With respect to the remaining two transfers ($3,000 &
$285.60), Committee officials did not know the purpose or the
recipient (s) of the transfers. These transfers were not itemized
by the Committee.

Recommendation

The Audit staff recommends that the Committee, within 30
days of receipt of this report, obtain and submit adequate
supporting documentation for these transfers.




5

e )
~
O
T
(o)
o
o8

' (2 i it FEC
Exhi}git E
J5NECIS Pl2: 08
320 Clark Road S -
Iowell, MA 01853
December 17, 1985

Mr. Robert J. Costa
Assistant Staff Director
for the Audit Division
Federal Election Comission
Washington, D.C. 20463

Dear Mr. Costa:

Enclosed please find the financial information you requested from
the Phil Shea for Congress Camittee. It took us several weeks to cbtain
this information from the First Bank and Trust Campany in Lowell.

Upon the receipt of the information you sent on November 25, I
spent several days attempting to find copies of checks for missing
deposits as authorized in finding 11B. While I was able to locate
approximately 11,000 dollars in checks, I decided the best way for us to
provide all the information you requested was to request that information
fram the bank. When we had not heard fram the bank as of this date I
felt we should send what we have and forward the remainder as soon as we
receive the information. I have enclosed the information on deposit

dates and deposit amounts that will be forthcaming in the next several
days.

Please call me if you have any questions or camments.
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WASHINGTON, D.C. 20463

January 24, 1986

A85-7
MEMORANDUM
TO: FRED EILAND
PRESS OFFICER
FROM: ROBERT J. COSTA 1:5 ?% Z
ASSISTANT STAFF DI TOR
AUDIT DIVISION
©
= SUBJECT: PUBLIC ISSUANCE OF FINAL AUDIT REPORT -
PHIL SHEA FOR CONGRESS COMMITTEE
Ln
Attached please find a copy of the final audit report of
3 Phil Shea for Congress Committee which was approved by the
S Commission on January 8, 1986.
~ Informational copies of the report have been received by all
parties involved and the report may be released to the public.
C
W Attachment as stated
< cc: FEC Library
o RAD
Press Office
o

. office of General Counsel
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FEDERAL ELECTION COMMISSION

.DC. 20463
WASHINGTON.D. N

REPORT OF THE AUDIT DIVISION
ON THE
PHIL SHEA FOR CONGRESS COMMITTEE

I. Background
A, Overview

This report is based on an audit of the Phil Shea For
Congress Committee ("the Committee®), undertaken by the Audit
Division of the Federal Election Commission in accordance with
the provisions of the Federal Rlection Campaign Act of 1971, as
amended ("the Act"). The audit was conducted pursuant to Section
438(b) of Title 2 of the United States Code which states, in
part, that the Commission may conduct audits and field
investigations of any political committee required to file a
report under section 434 of this title. Prior to conducting any
audit under this section, the Commission shall perform an
internal review of reports filed by selected committees to
determine if the reports filed by a particular committee meet the
threshold requirements for substantial compliance with the Act.

The Committee registered with the Clerk of the House of
Representatives on April 3, 1984. The Committee maintains its
headquarters in Lowell, Massachusetts. The Audit covered the
period March 27, 1984, the opening date of the first report filed
by the Committee, through December 31, 1984, the closing date for
the latest report which should have been filed at the time the
audit was approved.l/ The Committee reported a cash balance on
March 27, 1984 of $-0-; total receipts of $374,518.06; total
expenditures of $373,478.97; and a cash balance on October 15,
1984 of $1,289.59. 2/

This audit report is based on documents and workpapers which
support each of its factual statements. They form part of the
record upon which the Commission based its decisions on the
matters in the report and were available to the Commissioners and
appropriate staff for review.

The Committee did not file a disclosure report covering the
period October 16, 1984 through December 1, 1984 (see
Finding II.A.)

The reported totals do not calculate correctly due to
mathematical errors.
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B. Key Personnel

The Treasurer of the Committee during the period
covered by the audit was Francis McDougall.

C. Scope

The Audit included such tests as verification of total
reported receipts and expenditures and individual transactions;
review of required supporting documentation; analysis of
Committee debts and obligations; and such other audit procedures
as deemed necessary under the circumstances.

II. Audit Findings and Recommendations

Committee officials chose not to comment on the findings
discussed at the exit conference, but stated that an official
explanation addressing each of the problem areas would be
included in the Committee's response to the interim audit report.
The Committee did not submit a written response to the findings
contained in the interim audit report within the period provided;
however, amendments were filed as noted in Findings A. and B.
prior to the Committee's receipt of the interim audit report.

A. Fajlure to File Reports

Section 434(a) (2) (A) (111) of Title 2 of the United
States Code states, in part, that if the political committee is
the principal campaign committee of a candidate for the House of
Representatives in any calendar year during which there is a
scheduled election for which such candidate is seeking election,
the Treasurer shall file quarterly reports, which shall be filed
no later than 15 days after the last day of each calendar
quarter: except that the report for the quarter ending December
31 shall be filed no later than January 31 of the following
calendar year.

The Committee did not file a disclosure report for the
period October 16, 1984 through December 31, 1984. Based on the
Audit staff's review of the bank records made available, $44,345
in receipt and $44,537.41 in disbursement activity occurred
during this period.

On September 26, 1985 the Committee filed a disclosure
;:poi; covering the period from October 16, 1984 through December
’ 84.

Recommendation

The Audit staff recommends no further action on this matter.




B. Disclosure of Loans

Section 431(8) (A) (1) of Title 2 of the United States
Code states, in part, that the term "contribution®™ includes any
gift, subscription, loan, advance, or deposit of money or
anything of value.

Section 434(b) (3) (E) of Title 2 of the United States
Code requires that each report shall disclose the identification
of each person who makes a loan to the reporting committee during
the reporting period, together with the identification of any
endorser or guarantor of such loan, and date and amount or value
of such loan, '

In addition, 11 C.FP.R. § 104.3(d) requires the
disclosure of the amount and nature of outstanding debts and
obligations on Schedule C (Loans) or Schedule D (Debts and
Obligations), as appropriate.

During the review of the Committee's loan activity, it
was noted that the Committee reported the receipt of $60,000 in
loans from the Candidate. An examination of the loan
documentation indicated that the Candidate received loans of
$40,000 and $20,000 from a bank. The loans were secured by
mortgages on the Candidate's personal residence. The Candidate,
in turn, loaned $60,000 to the Committee. However, the Committee
did not disclose the terms of the loan (i.e. original source,
due date, collateral, etc.) on Schedule C (Loans Schedule).

On September 26, 1985, the Committee filed an amended
Schedule C which disclosed the terms of the loan.

Recommendation
The Audit staff recommends no further action on this matter.

C. Matters Referred to the Office of General Conunsel

Certain matters noted during the audit were referred to
the Commission's Office of General Counsel.




CUARRCE TF TR FEC
BBV T SECRETAR
FEDERAL ELECTION COMMISSION o3

WASHINGTON, D.C. 20463 : @Q qA¥'z A“]: zuiihﬁH&M!une

May 9, 1986

r!?”ﬂ'..ﬂl’ e P "“ i
The Commission ReUlitr ST vrmp

L T
© &g

Charles N. Steele MAY 13 1988

General Counsel

Kenneth A. Gross
Associate General Couns

Errata Re: MUR 2124, First General Counsel's
Report Signed May 1, 1986

2

The recommendation concerning the Committee and its
treasurer should be modified to recommend an RTB finding
involving 2 U.S.C. § 434(b) (4), rather than 432(b) (4). The first
paragraph of the letter to the Committee and its treasurer should
also be so modified.

5

Consequently, the attached page of the letter to the
Committee and its treasurer should be substituted for Attachment
3, P. 1 of the Report. 1In addition, Recommendation 1 should read
as follows:

"l. Find reason to believe that Phil Shea for Congress Committee
and Francis McDougall, as treasurer, violated 2 U.S.C. §§
434(b) (4), 432(c) (1), (2), (3), (4), and (5), 432(4),
433(c), and 432(h) (1).
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FEDERAL ELECTION COMMISSION
WASHINGTON, D C. 20463

MEMORANDUM TO: CHARLES STEELE, GENERAL COUNSEL 'Jt\

FROM: MARJORIE W. EMMONS/ CHERYL A. FLEMING(rﬁ

DATE: MAY 5, 1986

SUBJECT: OBJECTION TO MUR 2124: FIRST GENERAL COUNSEL'S
SIGNED MAY 1, 1986

The above-named document was circulated to the

Commission on Friday, may 2, 1986 at 2:00 P.M.

Objections have been received from the Commissioners

as indicated by the name(s) checked:

Commissioner Aikens

Commissioner Elliott

Commissioner Harris

Commissioner Josefiak

~
o
<r
c
-
s

Commissioner McDonald

Commissicner McGarry

This matter will be placed on the Executive Session

agenda for Tuesday, May 13, 1986.




FEDERAL ELECTION comussiou SENSH-WE
999 E Street, N.W. . ¢

Washington, D.C. 20463

FIRST GENERAL COUNSEL'S REPORT? A[: /|

DATE AND TIME OF TRANSMITTAL MUR # 2124
BY OGC TO THE COMMISSION

STAFF MEMBER: Robert Raich

SOURCE OF MUR: I NTERNALULY GENERATED

RESPONDENTS' NAMES: Phil Shea for Congress Committee and Francis
McDougall, as treasurer
Committee to Keep Phil Shea Senator and G.
Douglas Sullivan, as treasurer

RELEVANT STATUTES: 2 U.S.C. §S§ 434(b) (4), 432(c) (1), (2), (3),
(4), and (5), 432(d), 433(a), 434(a),
441b(a), 433(c), 432(h) (1)
11 C.F.R. §§ 102.6(a) (1) (i) and (iv),
104.12, 102.10
AO 1982-85

INTERNAL REPORTS
CHECKED: Index of Disclosure Documents, 1983-84
Index of Disclosure Documents, 1985-86
Candidate Index of Supporting Documents,
1983-84
Statement of Candidacy
Statement of Organization

FEDERAL AGENCIES CHECKED: None

GENERATION OF MATTER
This is a matter referred to the Office of the General
Counsel following Commission approval of a Final Audit Report
(Attachment 1).
SUMMARY OF ALLEGATIONS

A. Misstatement of Financial Activity

The Final Audit Report states that the Phil Shea for
Congress Committee (the "Committee") understated its
disbursements by over $9,700 due to math errors and the failure

to report certain disbursements.
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B. Documentation for Receipts
The Audit Report states tht the Committee could not produce

contribution records for nearly $72,000 of its contributions, a
figure representing 26% of the total dollar amount of the
Committee's contributions.
cC. Documentation for Transfer from Affiliated Committee
The Audit Report states that the Committee to Keep Phil Shea

Senator (the "State Senate Committee") transferred $40,500 to the

Committee, but information to determine the permissibility of 31%
of the amount transferred was not made available to the auditors.
D. Documentation for Disbursements
The Audit Report states that the Committee provided no
documentation for four disbursements in the form of bank
transfers totaling $33,286.
FACTUAL AND LEGAL ANALYSIS

A. Misstatement of Financial Activity

Each report must disclose the total amount of all
disbursements for the reporting period and the calendar year.
2 U.S.C. § 434(b)(4). The Audit Report states that the Committee
understated its disbursements by over $9,700. Accordingly, this
Office recommends that the Commission find reason to believe the
Committee and its treasurer violated 2 U.S.C. § 434(b) (4).

B. Documentation for Receipts

The treasurer of a political committee must keep an account

of: all contributions received; the name and address of any
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person who makes a contribution in excess of $50, together with
the date and amount of any such contribution; the identification
of any person who makes contributions aggregating more than $200
during a year, together with the date and amount of such
contributions; and the identification of any political committee
which makes a contribution, together with the date and amount of
any such contributicn. 2 U.S.C. § 432(c) (1), (2), (3), and (4).
"Identification"” means: in the case of an individual, the name,
address, occupation, and employer of such individual; and in the
case of any other person, the full name and address of such
person. 2 U.S.C. § 431(13). The treasurer of a political
committee must preserve records for three years. 2 U.S.C.

§ 432(4d).

The Audit Report states that the Committee's deposit records
indicate it deposited contributions totaling over $280,000;
however, during the audit, the Committee produced contribution
records for contributions totaling only about $208,000 and could
not locate contribution records for nearly $72,000 of
contributions, representing 26% of the total dollar amount.
After the Audit Division submitted the Final Audit Report to the
Commission, the Committee located some additional records for

contributions totaling about $11,000. (See Attachment 1, p.7.)l/

1/ While the General Counsel's Office was preparing this Report,
the Committee sent the Audit Division even more records. As of
this writing, this Office has received nothing further from the
Audit Division concerning these records.
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Accordingly, this Office recommends that the Commission find

reason to believe the Committee and its treasurer violated

2 U.S.C. § 432(c)(1), (2), (3), and (4) and 2 U.S8.C. § 432(4d).
. Documentation for Transfer from Affiliated Committee
Transfers of funds may be made without limit between

affiliated committees whether or not they are political

committees under 11 C.F.R. § 100.5(g). 11 C.F.R.

§ 102.6(a) (1) (i). Those transfers may consist only of funds

permissible under the Act. 11 C.F.R. § 102.6(a)(1l)(iv). The
funds transferred count against the threshold for registering and
reporting. 11 C.F.R. § 102.6(a)(2). Labor union treasury funds
are prohibited in federal elections. 2 U.S.C. § 441b(a). A
"political committee"” means any committee which receives
contributions or makes expenditures in excess of $1,000 during a
calendar year. 2 U.S.C. § 431(4)(A). "Contribution" and
"expenditure” include any deposit of money or anything of value
made by any person for the purpose of influencing an election for
federal office. 2 U.S.C. §§ 431(8)(A) (i) and 431(9)(A)(i). A
political committee must file a Statement of Organization within
ten days after becoming a political committee. 2 U.S.C.

§ 433(a). The treasurer of a political committee must file
reports of receipts and disbursements. 2 U.S.C. § 434(a). A
committee's Statement of Organization must include the name,
address, and relationship of any affiliated committee. 2 U.S.C.
§ 433(b)(2). Any change in information previously submitted in a

Statement of Organization must be reported no later than ten days




S4et=

after the date of the change. 2 U.S.C. § 433(c).
It is apparent that the State Senate Committee and the

Committee were established by the same person and are controlled

by the same group of persons. The two committees are, therefore,

affiliated within the meaning of 11 C.F.R. § 100.5(g)(2). The
State Senate Committee could thus transfer unlimited funds to the
Committee, but only if such funds were permissible under the Act.
Accordingly, this Office recommends that the Commission find
reason to believe the State Senate Committee and its treasurer
violated 2 U.S.C. §§ 433(a), 434(a), and 441b(a) and 11 C.F.R.
§ 102.6(a) (1) (iv). As soon as the State Senate Committee
transferred $1,000 to the Committee, the State Senate Committee
became a "political committee®™ within the meaning of the Act. 1l
C.F.R. § 102.6(a)(2). 1It was, therefore, required to register
and report pursuant to 2 U.S.C. §§ 433(a) and 434(a).
Furthermore, to ensure the permissibility of the transferred
funds, the State Senate Committee needed to do a last-in-first-
out analysis of the funds in its account at the time of the
transfer. 11 C.F.R. § 104.12. This information was to be
included in the State Senate Committee's first report. Because
the State Senate Committee failed to register and report, no
information was available to determine the permissibility of a
significant portion of the funds transferred. This Office

2/

believes those funds may have been impermissible under the Act.-

2/Massachusetts permits labor union contributions in state
elections. Should the investigation of this matter indicate that
no prohibited funds were, in fact, transferred to the Committee,
this Office will make the appropriate recommendation.
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This Office notes that the Committee failed to file an
amended Statement of Organization listing the State Senate
Committee as an affiliated committee. Accordingly, the General
Counsel's Office recommends that the Commission find reason to
believe the Committee and its treasurer violated 2 U.S.C. §
433(c).

D. Documentation for Disbursements

The treasurer of a political committee must keep an account

of the name and address of every person to whom any disbursement

is made, the date, amount, and purpose of any disbursement, and a
receipt, invoice, or cancelled check for each disbursement in
excess of $200. 2 U.S.C. § 432(c) (5). The treasurer must
preserve such records for three years. 2 U.S.C. § 432(d). The
Act states that no disbursements (other than petty cash
disbursements) may be made except by check. 2 U.S.C.

§ 432(h) (1). The Regulations state that disbursements must be by
check "or similar draft." 11 C.F.R. § 102.10. The Commission
has determined that a wire transfer of funds falls within the
category of "similar draft" only if adequate documentation is
provided and maintained by the Committee. AO 1982-25.

The Audit Report states that the Committee made four
disbursements, totaling $33,286, by bank transfers. Committee
officials stated that two transfers (for $25,000 and $5,000) were
payments on a loan, but they provided no documentation to support
the contention. Committee officials did not even know the

purposes or recipients of the remaining two transfers (for $3,000
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and $286). Accordingly, this Office recommends that the

Commission find reason to believe the Committee and its treasurer

violated 2 U.S.C. §§ 432(c)(5), 432(4), and 432(h)(1).

RECOMMENDATIONS

Find reason to believe that Phil Shea for Congress Committee
and Francis McDougall, as treasurer, violated 2 U.S.C.

§§ 432(b) (4), 432(c)(1), (2), (3), (4), and (5), 432(d4),
433(c), and 432(h) (1).

Find reason to believe that Committee to Keep Phil Shea
Senator and G. Douglas Sullivan, as treasurer, violated
2 U.S.C. §§ 433(a), 434(a), and 441b(a) and 11 C.F.R.

§ 102.6(a) (1) (iv).

Approve and send the attached letters and General Counsel's
Factual and Legal Analyses.

Charles N. Steele

General Counsel

/), 1956

Date

Kenneth A. Gross
Associate Gener Counsel

Attachments

1'
2‘

3.

Referral from Audit Division

General Counsel's Factual and
Legal Analyses

Letters to respondents
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In the Matter of

Phil shea for Congress Committee WiR 2124
and Francis McDougall, as treasurer
Committee to Keep Phil Shea Senator

and G. Douglas Sullivan, as treasurer

CERTIFICATION

I, Marjorie W. Emmons, Secretary of the Federal
Election Commission, do hereby certify that on June 9,
1986, the Commission decided by a vote of 6-0 to take

the following actions in MUR 2124:

1. Find reason to believe that Phil Shea for
Congress Committee and Francis McDougall
as treasurer, violated 2 U.S.C. §§ 434 (b) (4),
432(c) (1), (2), (3), (4), and (5), 432(4),
441b(a), 433(c), and 432(h) (1) and 11 C.F.R.
§ 102.6(a) (1) (iv).

Find reason to believe that Committee to Keep
Phil Shea Senator and G. Douglas Sullivan,

as treasurer, violated 2 U.S.C. §§ 433(a),
434 (a), and 441b(a) and 11 C.F.R. § 102.6(a)
(1) (iv).

Approve and send the letters and General Counsel's
Factual and Legal Analyses, as recommended in
the First General Counsel's Report signed June 4,
1986.

Commissioners Aikens, Elliott, Harris, Josefiak, McDonald

and McGarry voted affirmatively for this decision.

_&e=9-8¢ e K/W

Date rjorie W. Emmons
Secnsetary of the Commission

Received in Office of Commission Secretary: weqd., 6-4-86, 4:35
Circulated on 48 hour tally basis: Thurs., 6-5-86, 11:00
Deadline for vote: Mon., 6-9-86, 11:00




FEDERAL ELECTION COMMISSION
WASHINGTON, D.C. 20463

June 13, 1986

G. Douglas Sullivan, Treasurer
Committee to Keep Phil Shea Senator
97 Dancause Road

Lowell, Massachusetts 01851

RE: MUR 2124

Committee to Keep Phil Shea Senator
and G. Douglas Sullivan,
as treasurer

Dear Mr. Sullivan:

On June 9 , 1986, the Federal Election Commission found
reason to believe the Committee to Keep Phil Shea Senator and
you, as treasurer, violated 2 U.S.C. §§ 433(a), 434(a), and
441b(a), provisions of the Federal Election Campaign Act of 1971,
as amended, (“"the Act®™) and 11 C.F.R. § 102.6(a) (1) (iv), a
regulation promulgated pursuant to the Act. The General
Counsel's PFactual 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 you and the committee. You may
submit any factual or legal materials which you believe are
relevant to the Commission's consideration of this matter.

Please submit any such materials within fifteen days of your
rec:ipt of this letter. Statements should be submitted under
oath.

In the absence of any additional information which
demonstrates that no further action should be taken against your
committee and you, as treasurer, the Commission may find probable
cause to believe that a violation has occurred and proceed with
conciliation.

If you are interested in pursuing pre-probable cause
conciliation, you should so request in writing. See 11 C.F.R.
§ 111.18(d). Upon receipt of the request, the Office of the
General Counsel will make recommendations to the Commission
either proposing an agreement in settlement of the matter or
recommending declining that pre-probable cause conciliation be
pursued. The Office of the General Counsel may recommend that
pre-probable cause conciliation not be entered into at this time
so that it may complete its investigation of the matter.




Further, requests for pre-probable cause conciliation will not be
entertained after briefs on probable cause have been mailed to
the respondent.

Requests for extensions of time will not be routinely
granted. Requests must be made in writing at least five days
prior to the due date of the response and specific good cause
must be demonstrated. In addition, the Office of the General
Counsel is not authorized to give extensions beyond 20 days.

If you intend to be represented by counsel in this matter,
please advise the Commission by completing the enclosed form
stating the name, address and telephone number of such counsel,
and a statement authorizing such counsel to receive any
notifications and other communications from the Commission.

The investigation now being conducted will be confidential
in accordance with 2 U.S.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 public.

For your information, we have attached a brief description
of the Commission's procedures for handling possible violations
of the Act. 1If you have any questions, please contact Robert
Raich, the attorney assigned to this matter, at (202) 376-8200.

Sincerely, )
O. Qe

oan D. Aikens
Chairman

Enclosures
General Counsel's Factual and Legal Analysis
Procedures
Designation of Counsel Statement




FEDERAL ELECTION COMMISSION
WASHINGTON, D.C. 20463

June 13, 1986

Francis McDougall, Treasurer
Phil Shea for Congress Committee
630 Merrimack Street

Lowell, Massachusetts 01852

RE: MUR 2124
Phil sShea for Congress
Committee and Prancis
McDougall, as treasurer

Dear Mr. McDougall:

On June 9 , 1986, the Pederal Election Commission found
reason to believe the Phil Shea for Congress Committee and you,
as treasurer, violated 2 U.S.C. §§ 434(b) (4), 432(c) (1), (2),
(3), (4), and (5), 432(d), 441b(a), 433(c), and 432(h) (1), and 11
C.FP.R. § 102.6(a) (1) (iv). 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 you and the committee. You may
submit any factual or legal materials which you believe are
relevant to the Commission's consideration of this matter.

Please submit any such materials within fifteen days of your
receipt of this letter. Statements should be submitted under
oath.

In the absence of any additional information which
demonstrates that no further action should be taken against your
committee and you, as treasurer, the Commission may find probable
cause to believe that a violation has occurred and proceed with
conciliation.

If you are interested in pursuing pre-probable cause
conciliation, you should so request in writing. See 1l C.F.R.
§ 111.18(d). Upon receipt of the request, the Office of the
General Counsel will make recommendations to the Commission
either proposing an agreement in settlement of the matter or
recommending declining that pre-probable cause conciliation be
pursued. The Office of the General Counsel may recommend that
pre-probable cause conciliation not be entered into at this time
so that it may complete its investigation of the matter.




Purther, requests for pre-probable cause conciliation will not be
entertained after briefs on probable cause have been mailed to
the respondent.

Requests for extensions of time will not be routinely
granted. Requests must be made in writing at least five days
prior to the due date of the response and specific good cause
must be demonstrated. 1In addition, the Office of the General
Counsel is not authorized to give extensions beyond 20 days.

If you intend to be represented by counsel in this matter,
please advise the Commission by completing the enclosed form
stating the name, address and telephone number of such counsel,
and a statement authorizing such counsel to receive any
notifications and other communications from the Commission.

The investigation now being conducted will be confidential
in accordance with 2 U.S.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 public.

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 Robert
Raich, the attorney assigned to this matter, at (202) 376-8200.

Sincerely,
r}).‘lkk;an

oan D. Aikens
Chairman

Enclosures
General Counsel's Factual and Legal Analysis
Procedures
Designation of Counsel Statement
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Joan D. Aikens, Chairman ™~ fas
Federal Election Commission o
~O

999 East Street - N.W. .
Washington, D.C. 20463 e

¢S

Dear Ms. Aikens:
Re: Phil Shea for Congress Committee

MUR 2124
0
In accordance with your letter dated June 13, 1986,
o~ please be advised of the following:
wn 1. I have telephoned Robert Raich, the attorney assigned
o to this matter, who has not returned my calls.
o 2. 1 sent a letter dated March 4, 1986 to the Federal
Election Commission and have not received a reply
~. to date. (See copy attached)
& 3. Mr. Martin T. Meehan, Former Campaign Manager for
o Mr. Shea, sent a letter dated March 3, 1986 to the
Federal Electicn Commission and has not received a
Lo reply to date. (See copy attached)
oo We have tried to resolve this matter on several occassions
& and it is still our intent to cooperate in an effort to resolve
the issues in this matter. Therefore, we respectfully request

a meeting to pursue pre-probable cause conciliation.

Further, enclosed is the Statement of Designation of

Counsel.
Sipcerely, .
mes F. Linrfehan
JFL:sgm
encl.

cc: John W. McGarry, Vice Chairman
Lee Ann Elliott, Commissioner
&Thomas E. Harris, Commissioner
Thomas J. Josefiak, Commissioner
Danny L. McDonald, Commissioner
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March 4, 1986

Federal Election Commission
999 East Street- N.W.
Washington, D.C. 20463
Attention: Mrs. Robin Kelly

Dear Mrs. Kelly,

7

Per your letter of February 28, 1986, please be advised
that this office is representing Francis McDougall, Treasurer
Phil Shea For Congress Committee and as a result of our
n telephone conversation this March 4, 1986 you have informed
me that they have not filed for the 1lst Six Months of 1985
and in the reports that they have filed there are some

2

P questions still to be answered.
~ In order to expediate this, I request that you send
the necessary forms and inform me of what else is required
o by your commission in order to fulfill the obligations of
. the Federal Election Commission.
(s Very truly yours,
o —7
o /(1’,\\)./'_, 7/, Do Py S

James F. Linnehan

JFL:mc




FEDERAL ELECTION COMMISSION'
WASHINCION, DC 20463 RQ-7

Pebruary 28, 1986

Francis McDougall, Treasurer

Phil Shea For Congress Committee
630 Merrimack Street
Lowell, MA 01852

Identification Number: C00180943

Reference: Year-End Report (7/1/85-12/31/85)
Dear Mr. McDougall:

It has come to the attention of the PFederal Election
Commission that you may have failed to file the above referenced
Report of Receipts and Disbursements as required by the PFederal

Election Campaign Act. You were previously notified of the due
date for this report.

It is important that you file this report immediately with
the Clerk of the House, Office of Records and Registration, 1036
Longworth House Office Building, Washington, DC 20515, or the
Secretary of the Senate, Office of Public Records, 119 D Street,

NE, Washington, DC 20510, as appropriate. A copy of the report

should also be filed with the Secretary of State or equivalent
state officer of your state.

The failure to file this report may result in an audit or
legal enforcement action.

If you have any gquestions regarding this matter, please
contact Robin Kelly on our toll-free number (800) 424-9530. Our
local number is (202) 376-2480.

Sincerely,

John D. Gibson
Assistant Staff Director
Reports Analysis Division




March 3, 1986

Mr. Robert J. Costa

Assistant Staff Director for
the Audit Division

Federal Election Cammission

Washington, D.C. 20463

Dear Mr. Costa:

Enclosed please find copies of over seventy thousand ($70,000.00)
dollars in cancelled checks from the Phil Shea for Congress Cammittee.
While I apologize for the long delay in providing them, as I have pointed
out in numerous phone conversations with the Federal Election Commission,
it was a slow process for the bank to look up and copy these checks on
microfilm. Needless to say, it was also expensive.

Based on my information and understanding, this represents all of
the available information we need to forward to you. If you need any

other information, we will take all the necessary steps to provide that
information. -

The Phil Shea Camuittee has been the subject of numerous negative
newspaper stories because of your release to the press of the fact that
"certain matters ... were referred to the Camission's Office of the
General Counsel." As Rene Sol€ and Tam Nurthen stated at our exit
conference, "It is clear we ran an honest campaign and the errors are
simply missing checks and bookkeeping mistakes." If, upon receipt of
this letter, anything has changed, I believe we should be informed what
further information is needed. If need be, I am willing to go to
Washington to meet with you or your auditors and provide any additional
information. Our campaign does not deserve the negative newspaper
stories we have been subjected to. I think due process entitles us to
same kind of communication from you if you need additional information.

Thank you for your attention in this important matter. Please
contact me if I can be of further assistance in resolving this matter.

Sincerely,

UM

Martin T. Meechan
(Former Campaign Manager)
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STATEMENT OF DESIGNATION OF COUNSEL

MUR 2124

NAME OPF COURNSEL: James F. Linnehan, Esq.

ADDRESS : One Boston Place, 18th Fl.
Boston, MA 02108

(617) 523-8171

The above-named individual is hereby designated as my
counsel and is authorized to receive any notifications and other

communications from the Commission and to act on my behalf before

the Commission.

June 23, 1986 % % W—«/
Signa¥ure

Date

RESPONDENT'S NAME: Philip L. Shea, Candidate

ADDRESS : 130 Westview Road

Lowell, MA 01851

HOME PHONE:

BUSINESS PHONE: 459-0111
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July 1, 1986

Olv 81nr

Mr. Robert Raich, Esq.
Federal Election Commission
999 East Street - N.W.
Washington, D.C. 20463

et

Dear Mr. Raich:

Re: Phil Shea for Congress Committee
Committee to Keep Phil Shea Senator
MUR 2124

Pursuant to our telephone conversation of June 30, 1986,
I hereby respectfully request a 20-day extension of time on
behalf of the Phil Shea For Congress Committee, Francis
McDougall, Treasurer and the Committee to Keep Phil Shea
Senator, G. Douglas Sullivan, Treasurer.

The reasons for this request are to resolve who will be
counsel for the above committees; to avoid duplication of
process and to present properly and answer accurately the
allegations addressed to both parties so that the issues
maybe resolved under pre-probable cause conciliation.

Further, the purpose of my letter dated June 23, 1986,
with which I filed a Statement of Designation of Counsel of
the candidate, Phil Shea, was at the insistence of Mr. Shea
in order to reply within the specified time and to demonstrate
our intent of resolving the issues.

Thank you for your courtesies and cooperation in this
matter.

Sincerely,

2

ames F. Linnehan

JFL:sgl

cc: Phil Shea
Francis McDougall
G. Douglas Sullivan
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(A PARTNERSHIP INCLUDING PROFESSIONAL CORPORATIONS) :

COUNSELLORS AT LAW
EXCHANGE PLACE
BOSTON, MASSACHUSETTS 02109
TELEPHONE (617) 870-1000

TELECOPIER (817) 823-123
JOHN KENNETH FELTER

TELEX 94-0840
(817) 570-1211 July 3, 1986 CABLE-GOODPROCT, ROSTON

[}
<

Robert Raich, Esgq.
Federal Election Commission
Washington, D. C. 20463

Olv 6 1nr 8¢

Re: MUR 2124 (Phil Shea for Congress Committee)

92

Dear Rob:

As I informed you last week on the telephone, we repre-
sent Frank G. McDougall, Jr., who is the treasurer of the
Phil Shea for Congress Committee. I recently received a
"Designation of Counsel” form from you. Unfortunately, Mr.
McDougall is out of town and will not return until Monday,
July 7. We will arrange to have Mr. McDougall date and sign
the form as soon as possible and return it to you.

As I also informed you last week, we received a letter
from the Commission dated June 13, 1986 (together with a
summary of allegations) on June 25, 1986. You indicated
to us that the 15-day response period would begin to run

from the date of receipt, June 25. Thus, a response would
be due on or before July 10.

By this letter, I request a 20 day extension within which
to respond to the letter and summary of allegations to and
including July 30. This amount of time is necessary to
locate, retrieve and analyze Committee records and bank
records which are two or more years old. As you can
imagine, it will take a considerable amount of time to
accomplish these tasks which will be necessary to respond
to the Commission's letter and summary of allegations.

Thank you for your attention to this matter.

John Kenneth Felter
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FEDERAL ELECTION COMMISSION
WASHINGTON, D.C. 20463

July 8, 1986

Mr. James F. Linnehan
Hodapp & Linnehan

One Boston Place, Suite 1448
Boston, Massachusetts 02108

Re: MUR 2124

Dear Mr. Linnehan:

This confirms the substance of your June 30, 1986
conversation with Robert Raich of this Office concerning
statements made in your June 23, 1986 letter to the Commission.
In that letter, you indicated you had attempted to resolve the
matter concerning the Phil Shea for Congress Committee by
contacting several Commission employees, but had received no
response.

You contend that you left messages for Mr. Raich on two
occasions, on June 19 and 20. Mr. Raich informed you that he
received only one message from you, on June 19. Mr. Raich stated
to you that when he called the number left on that message, he
reached a private residence and was told that no one named
Linnehan lived there.

With regard to your letter of March 4, 1986 to Robin Kelly,
that letter was not raised in the context of MUR 2124, and does
not concern the issues involved in this MUR. The General
Counsel's Office, however, will be happy to assist you in
obtaining FEC forms or other information.

Mr. Meehan's letter of March 3, 1986 to Robert Costa was
mailed months after the deadline recommended by the Audit
Division for the submission of such documentation. Nevertheless,
that letter is referred to in the General Counsel's Factual and
Legal Analysis prepared by the Commission in connection with this
MUR, and which you possess.

You may make a request in writing for an extension of time
to respond to the Commission's findings. You would need to
accompany any such request with a statement from a respondent
designating you as counsel. Currently, you are representing only




-2-

Phil Shea, the candidate. Note that Mr. Shea is not a respondent
in this matter. Similarly, because you are not representing a
respondent, the Commission is unable to act on your request for
pre-probable cause conciliation.

Sincerely,

Charles N. Steele
General Counsel

Lawrence M,
Deputy General Counsel

5 3 4
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nosrou, MASSACHUSETTS 02109

TELEPHONE (8i7) 870-1000
TELECOPIER (817) 823-1231
TELEX 94-0640

JOHN KENNETH FELTER
July 8, 1986 CABLE-GOOOPROCY, BOBTON

(817) 870-1211

Robert Raich, Esgq.

Federal Election Commission
999 East Street, N.W.
Washington, D. C. 20463

RE: MUR 2124 (Phil Shea for Congress Committee)

hd hlIINF9E

Dear Rob:

“82

Enclosed herewith you will find a "Statement of Desig-
nation of Counsel" by Frank G. McDougall, Jr. in connection
with the above-referenced matter. Mr. McDougall has
designated me as his counsel and authorized me to receive
any notifications and other communications from the
Commission and to act on his behalf before the Commission.

On behalf of Mr. McDougall, I reiterate the request
contained in my July 3, 1986 letter to you for a 20-day
extension within which to respond to the Commission's
letter dated June 13, 1986 (together with a summary of
allegations) to and including July 30, 1986.

Thank you for your attention to this matter.

Sincerely,

John Kenneth Felter

JKF:nh
cc: Frank G. McDougall, Jr.
James F. Linnehan, Esq.




STB!EMB!T OF DESIGNATION OF COUNSEL

MUR 2124

NAME OF COUNSEL: John Kenneth Felter, Esq.

ADDRESS : & Hoar
—Exchange Place
— Boston, MA 02109

(617) 570-1211

The above-named individual is hereby designated as my
counsel and is authorized to receive any notifications and other

communications from the Commission and to act on my behalf before

the Commission. e

///// Signature

RESPONDENT'S NAME: Frank G. McDougall, Jr.

ADDRESS : President and Chief Operating Officer

Lowell Institution for Savings

18 Shattuck Street
Lowell, Massachusetts 01852

HOME PHONE: (617) 454-8611

BUSINESS PHONE: _(617) 454-2500
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FEDERAL ELECTION COMMISSION
WASHINGTON, D.C. 20463

July 14, 1986

John Kenneth Felter, Esquire
Goodwin, Procter & Hoar
Exchange Place

Boston, Massachusetts 02109

MUR 2124
FPrancis McDougall

Dear Mr. Pelter:

This is in reference to your letter dated July 3, 1986,
requesting an extension of until July 30 to respond to the
Commission's reason to believe notification. After considering
the circumstances presented in your letter, the Commission has
determined to grant you your requested extension. Accordingly,
your response will be due on July 30, 1986.

If you have any questions, please contact Robert Raich, the
attorney assigned to this matter, at (202) 376-8200.

Sincerely,

Charles N. Steele
Counsel

e
A L
awrence M. Noble
Deputy General Counsel




FEDERAL ELECTION COMMISSION
WASHINGTON, D.C. 20463

July 14, 1986

Mr. James FP. Linnehan

Hodapp & Linnehan

One Boston Place, Suite 1448
Boston, Massachusetts 02108

RE: MUR 2124

Dear Mr. Linnehan:

This confirms the substance of your July 10, 1986
conversation with Lois Lerner of this Office.

The only respondents in this matter are two political
committees and their treasurers. It is our understanding that
you are representing only Phil Shea, the candidate. Although Mr.
Shea is not a respondent, if you wish to submit a response on
behalf of Mr. Shea, this Office will be happy to entertain it.

With regard to your request for an extension of time to
respond, there is no deadline for you to respond on behalf of Mr.
Shea because he is not a respondent.

If this Office can be of further assistance to you, please
contact Robert Raich, the attorney assigned to this matter, at
(202) 376-8200.

Sincerely,

Charles N. Steele
General founsel

v haWrence M. Noble
Deputy General Counsel
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CERTIFIED MAIL -~ RETURN RECEIPT REQUESTED

Joan D. Aikens, Chairman
Federal Election Commission
999 East Street, N.W.
Washington, D. C. 20463

Re: MUR 2124 - Phil Shea for Congress Committee and
Francis McDougall, as Treasurer
Dear Ms. Aikens: ° =
o TRt

—

)

This firm represents Frank G. McDougall, Jr., as Treagarer
of the Phil Shea for Congress Committee ("Committee'").
This letter and the enclosed Statement of Frank G. McDougall,
Jr. are submitted in response to your letter dated June
13, 1986 to Mr. McDougall.

S 39

In your letter you stated that the Federal Election
Commission ("Commission") has "found reason to believe"
that the Committee and Mr. McDougall, as Treasurer, violated
certain provisions of the Federal Election Campaign Act
("Act") and regulations promulgated thereunder. We believe
that the enclosed Statement demonstrates that no action
should be taken against Mr. McDougall. By this letter
we would also like to request pre-probable cause conciliation,
if necessary.

o
N

c
T
&5
o
o

If you need any additional information, please do not
hesitate to call me.

Sincerely,

Kol il

ohn Kenneth Felter
cc: Frank G. McDougall, Jr.
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STATEMENT OF FRANK G. McDOUGALL, JR.
TREASURER OF THE PHIL SHEA FOR CONGRESS COMMITTEE

This Statement is in response to a letter dated June 13,
1986 from Joan D. Aikens, Chairman of the Federal Election Com-
mission ("Commission”), to Frank G. McDougall, Jr., as Trea-
surer of the Phil Shea for Congress Committee ("Committee®),
and the accompanying Factual and Legal Analysis which of Gen-
eral Counsel. The letter and Analysis pertain to a matter
referred to the Office of the General Counsel in conjunction
with Commission approval of a Final Audit Report covering the
period March 27, 1984 through December 31, 1984. The Analysis
lists and describes four possible violations of the Federal
Election Campaign Act ("Act”) and regulations promulgated
thereunder. These alleged violations will be discussed
seriatim at pages 5 - 12.

It is not disputed that it now appears that certain viola-
tions of the Act may have occurred. Thus, this Statement is
offered primarily to explain how such violations may have
occurred and also to demonstrate that no action should be taken
against Mr. McDougall. As Treasurer, Mr. McDougall has respon-
sibilities under the Act and regulations. At the same time,
however, it must be emphasized that certain of the alleged vio-
lations are not Mr. McDougall's responsibility.

The alleged violations for which Mr. McDougall may be

responsible pertain exclusively to record-keeping of contribu-




tions to and disbursements from the Committee. Mr. McDougall
has only recently become aware of the record-keeping inade-
quacies uncoverecd by the Commission's audit. In addition, he
has only recently become aware of the delays in responding to
initial audit reports and requests for information. An expla-
nation of the record-keeping and reporting practices of the
Committee may be instructive.

At the time Mr. McDougall was asked to be Treasurer of the
Committee, he was an officer of a local bank, and well known in
the community. He undoubtedly was asked to be Treasurer pri-
marily because of his reputation and status in the community.
When Mr. McDougall agreed to become Treasurer, he did so only
on condition that the Committee retain an individual, person-
ally known to him, who was a CPA and attorney with extensive
experience in maintaining campaign records. This individual
was to be primarily responsible for record-keeping. Thus, from
the outset, Mr. McDougall did not contemplate being the princi-
pal record-keeper. Of course, the Commission's regulations
permit the Treasurer to delegate such responsibilities. See 11
C.F.R. §§102.7; 102.9.

In fact, this experienced professional was retained as the
Committee's record-keeper. Subsequently, however, persons
within the campaign decided that a volunteer could handle the
record-keeping duties more cheaply. Unfortunately, the volun-
teer who assumed the record-keeping and reporting chores could

not adequately replace the professional, and his record-keeping
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and reporting caused the deficiencies uncovered by the Commis-
sion's audit.”'”

As stated above, Mr. McDougall has only recently become
aware of the results of the audit. Mr. McDougall did not
receive the letters sent by the Commission to the Committee
which identified the inadequacies in record-keeping uncovered
by the audit. The letters were sent to Mr. Shea's office. The
correspondence from the Commission was not forwarded to Mr.

McDougall. Indeed, it is only during the last several weeks

that Mr. McDougall has obtained a copy of these letters.
Instead of being apprised of record-keeping problems, Mr.
McDougall was repeatedly assured by those actively participat-
ing in the campaign that all was going well and that the
required reports were being filed accurately and timely. In
addition, Mr. McDougall did not receive the first audit notice,
and when the audit was conducted it was handled by Mr. Shea and
his campaign manager, Martin Meehan. Again, Mr. McDougall was
informed that the audit was proceeding without difficulty. 1In

fact, this view twice was confirmed during conversations

/1/ The volunteer severed his ties with the Committee shortly
after the 1984 primary, and he did not fully participate
in assisting the Committee during the Commission's audit.

Other record-keeping difficulties arose because many of
the relevant contribution and disbursement records were
being kept on a computer at Committee headquarters. After
the primary, the computer company came and retrieved the
computer. At that time, through inadvertance, the infor-
mation was irretrievably lost. See Affidavit of Martin
Meehan, ¢8.
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between Mr. McDougall and Renee' Soule’, the person in charge
of the audit. Mr. McDougall spoke with Mr. Soule’ immediately
after the audit, and again some 6 or 7 weeks later. On each
occasion Mr. Soule’ stated that the audit revealed only minor
bookkeeping problems that would be resolved, and that Mr.
Meehan and Mr. Shea had been very helpful. Suffice it to say
that, if Mr. McDougall had been informed that any difficulty
existed, he would have taken an active role to ensure that all
records and information requested during the audit were pro-
vided promptly to the Commission.

Mr. McDougall was informed concerning the issues raised by
the audit less than two months ago. He had not received the
Commission's notices concerning audit deficiencies. When he
was finally informed, he immediately took steps to address and
to resolve any and all issues raised by the Commission. He
retained legal counsel to direct this effort, which included
locating and mobilizing campaign workers who by 1986 were well
removed from the campaign and deeply involved with other proj-
ects, tracking down and analyzing remaining campaign financial
records, and recovering and copying records from banks and
individuals. This was accomplished only after considerable
expenditure of time and money by Mr. McDougall and the persons
and entities involved.

In response to Ms. Aiken's June 13, 1986 letter, Mr.
McDougall has pursued all avenues to attempt to obtain all the

information sought by the Commission. It should be emphasized,
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however, that although certain of the alleged violations may be
the responsibility of the Treasurer, other alleged violations --
such as those related to reporting of the Committee to Keep
Phil Shea Senator ("State Senate Committee") -- simply are

not. In addition, the record-keeping violations cited by
Commission may be characterized as minor when compared to the
substantive proscriptions on contributions that the Act's
record-keeping provisions are intended to monitor. 1In this
case, no such substantive violations occurred for which Mr.
McDougall is responsible. The contributions to and disburse-
ments from the Committee were authorized, although they were
inadequately documented at the time of the audit. Thus, the
Act's overriding concerns with political corruption and abuse
of fiscal power simply are not implicated in the matter under
review.

The following is a summary of the allegations contained in
the Analysis and, for each possible violation, a description of
the actions undertaken to respond, together with legal argu-
ment, where appropriate, relating to the Treasurer's obliga-
tions under the Act.

A. Misstatement of Financial Activity

The Analysis states that the auditors found that the Com-
mittee "understated its disbursements by over $9,700 due to
math errors and the failure to report certain disbursements."”

As the Final Audit Report indicates, the Committee sup-

plied the auditors with a list of the disbursements which had
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not been reported. The documentation for these disbursements
has now been located, and a copy of this documentation is
attached hereto as Exhibit A. Only four disbursements are
involved. Two of these disbursements are represented by
checks, and a copy of the cancelled checks is attached. The
other two "disbursements" require more explanation. One of
these "disbursements®” was an erroneous $3,000 "transfer®” from
the Committee account to Mr. McDougall's personal banking
account. This transfer occurred because Mr. McDougall's secre-
tary accidentally deposited his personal funds in the Committee
account. When this error was detected, the funds were trans-
ferred out of the account. Copies of the appropriate credit
and debit statements, together with the original deposit
receipt,? are included in Exhibit A.

The "transfer™ for $285.60 really was not a transfer at
all. Instead, it was a simple disbursement, by certified
check, to the Lowell Sun.

Finally, the relevant committee reports have been amended
to reflect these disbursements, and they are attached hereto as

Exhibit B.

The deposit receipt for $3,000 on September 17, 1984 bears
the handwritten note "56-331-5". That was Mr. McDougall's
personal account number, which he wrote on the slip so his
secretary would know what account to transfer the improp-
erly deposited funds to.




B. Documentation for Contributions

The Analysis alleges that during the audit the "Committee
could not produce contribution records for nearly $72,000 of
its contributions.” The Analysis states that deposit records
for the Committee indicated contributions totalling $280,269,
but that the Committee produced underlying records totalling
only $208,489, for a difference of $71,810. The Analysis also
notes that the Committee was advised to obtain and submit the
missing records by November 7, 1985, but did not produce the
records until March 5, 1986. At that time, the Audit Division
received check contribution documentation totalling $58,326.

In the first place, it is incorrect to state that missing
contribution records initially totalled $71,810. The Audit
Committee apparently arrived at that figure by subtracting
$208,459 from total contributions of $280,269. However, the
$208,459 figure was taken from the column on the auditor's
worksheet reflecting only the total amount of checks that had
been supplied to the auditors. In addition to the checks sup-
plied, the auditors verified $7,314 in cash deposits. Thus,
the total discrepancy was $64,496, as reflected on the audi-
tor's worksheet itself. A copy of the auditor's worksheet is
attached hereto as Exhibit C.

Of the $64,494 in missing records, $58,326 in checks were
supplied on March 5, 1986. Thus, only $6,170 in contributions,

not $13,484, remain to be supported.
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A review of the auditor's worksheet reveals three substan-
tial deposits where some, but not all, of the supporting docu-
ments were supplied to the auditors: (1) on June 12, 1984, the
Committee deposited $3,269.97, but it only supplied checks
totalling $839.97, leaving a balance of $2,430; (2) also on
June 12, 1984 the Committee deposited $4,260, but it only sup-
plied checks for $2,550, leaving a balance of $1,710; and (3)
on August 30, 1984, the Committee deposited $8,506.32, but it
only supplied checks for $6,506.32 leaving a balance of
$2,000. In sum, these three deposits account for $6,140 of the
$6,170 in unsupported contributions.

The deposit slips for these three days and the related
checks are attached hereto as Exhibit D.”'7. The deposit
slips illustrate that the difference between checks and deposit
slips on June 12, 1984 can be attributed entirely to cash

deposits. Those cash deposits totalled $4,440.”*7 All of

The checks had to be obtained directly from the bank. The
bank does not maintain copies of cancelled checks by
account number, but only by date of deposit. Thus, to
obtain the checks it was necessary to examine all deposits
made at the bank on the dates in question. This timely,
costly and cumbersome process is a good example of the
efforts of Mr. McDougall to respond to the audit issues
once he became aware of them and is typical of the diffi-
culties that have been encountered in producing the
requested documents and information.

The cash deposits were $2,730 and $1,710. 1In fact, only
$539.97, not $839.97, of the $3,269.97 deposit was repre-
sented by checks. The $839.97 figure on the worksheet --
representing checks reviewed by the auditors for that
deposit -- probably is an error.




this cash was received at a $10 per person fund raiser which
took place at Windsor Mills Restaurant in Dracut, Massachu-
setts, on or about June 10, 1984. See Affidavit of Martin
Meehan 947, attached hereto as Exhibit E.

The August 30, 1984 deposit slip shows a $805 cash
deposit. This cash deposit, together with the checks supplied,
total $8,506, and explains the $2,000 balance for this deposit
indicated on the auditor's worksheet.

The above information concerning the deposits on June 12,
1984 and August 30, 1984 supports an additional $6,140 in con-
tributions. This supports all but $30 of the previous unsup-
ported balance of $6,170. Thus, with this submission over
99.9% of Committee contributions have been fully documented.

C. Documentation for Transfer from Affiliated Committee

The Analysis states that the auditors were not supplied
with information to determine the source of funds used to pur-
chase a $20,000 certificate of deposit on April 29, 1983, which
funds allegedly were transferred from the State Senate Commit-
tee to the Committee. In addition, it is alleged that the Com-
mittee failed to amend its Statement of Organization to list
the State Senate Committee as an "affiliated"” committee, and
that the State Senate Committee may have violated the Act by
failing to register and report as a "“political committee” under
the Act.

At the outset, it should be noted that the obligations of

the State Senate Committee to register and report are not obli-




gations of Mr. McDougall as Treasurer of the Committee. Mr.
McDougall is obligated to keep records concerning contributions
to and disbursements from the Committee, and to file reports on
behalf of the Committee. Reports concerning transfers from
another "political committee” need not detail sources of funds
since it is the responsibility of the "political committee® to
file its own reports.

Nevertheless, in an effort to respond to each and every
issue raised by the Commission, Mr. McDougall has undertaken to

obtain the information requested by the Commission.”*’ To do

The law is unclear with respect to the obligations of a
committee to inquire into the source of funds transferred
from another “"political committee". The Act only prohi-
bits persons from "knowingly” "accepting” an improper con-
tribution, and places the onus for determing the permis-
sibility of a contribution on the contributor. See 2
U.S.C. §§441a(a) and (f): 441b(a). The regulations also
do not appear to impose an affirmative duty to inquire.
For example, 11 C.F.R. §102.6(a)(iv) states that transfers
"shall be made only from funds which are permissible under
the Act,” but this statement is directed to the transferor
committee, not the transferee. And although 11 C.F.R.
§103.3(b) (1) speaks in terms of the Treasurer making “"best
efforts” to determine the permissibility of a contribu-
tion, it is clear that under this subsection that obliga-
tion only attaches to "contributions which appear to be
illegal.” 1Id.

Thus, it is Mr. McDougall's position that he had no obli-
gation to inquire into the source(s) of the transferred
funds. This is particularly true here, because Mr.
McDougall was not the person who "accepted” the funds as
that term is used in the Act. Nevertheless, it should be
noted that when this transfer took place, the Committee
did inquire into the source(s) of the State Senate Commit-
tee funds, and took steps to return all labor organization
funds. See Meehan Affidavit, 9YY1-6.




S0, Mr. McDougall followed the guidance offered in the Analysis
(at p.5, n.1) and obtained records concerning the last $20,000
in funds deposited in the State Senate Committee account prior
to April 29, 1983. The relevant bank statements, deposit
slips, and State Senate Committee reports detailing the contri-
butions have been reviewed by Martin Meehan, Campaign Manager
of the Committee. They demonstrate that nine contributions
from labor organizations were received during the relevant time
period. Seven of these were returned prior to the transfer.
The two labor contributions that apparently were not returned

were a $100 contribution in April 1983, and a $200 contribution

in June 1982. See Meehan Affidavit, ¥6.

Finally, Mr. McDougall has prepared an amended Statement of
Organization, listing the State Senate Committee as an
"affiliated” committee. This amended Statement of Organization
has been filed with the House of Representatives, and a copy is
attached hereto as Exhibit F.

D. Documentation for Disbursements

The Analysis states that "the Committee failed to provide
documentation for four disbursements in the form of bank trans-
fers totalling $33,286." The documentation requested is
attached hereto as Exhibit G. It demonstrates that two bank
transfers, one for $25,000 and one for $5,000, were transferred
from the Committee account at First Bank to Mr. Shea's personal

account, and thereafter to the Bank. These transfers were in
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partial repayment of a loan from the candidate, Phil Shea, to
the Committee totalling $60,000. Mr. Shea, in turn, had
obtained a $60,000 line of credit from the Bank, and the trans-
fer was payment on that loan and line of credit.

The $3,000 and $286 “transfers” have already been explained

above, see supra p.6.

Conclusion

In sum, Mr. McDougall has now provided all the record-
keeping information requested by the Commission. This informa-
tion reveals no violations of the substantive proscriptions of
the Act, but, at worst, possible violations of record-keeping
requirements which have now all been remedied. In addition, as
stated previously, Mr. McDougall simply was not informed, or
was misinformed, concerning the audit and previous letters and
reports from the Commission. At considerable personal time and
expense, Mr. McDougall has now done his best to provide all the

7€/ The Commission need take no fur-

information requested.
ther action against Mr. McDougall to ensure that the standards
and principles embodied in the Act are properly enforced.

Mr. McDougall also formally requests that the Commission

enter into pre-probable cause conciliation, if necessary.

/6/ The Act and regulations state at several points that a
Treasurer must use "best efforts” to discharge the record-
keeping and reporting requirements. Clearly, Mr. McDougall
has satisfied this standard.

12




I certify on the basis of my personal knowledge, informa-
tion and belief, that the foregoing statement is true. Signed
under the pains and penalties of perjury this 30th day of July,
1986.

/MM

Frank G. McDougall,"

Dated: July 30, 1986

VS-3476/m
7729786
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8. . -
INE NUMBER

L
(Use separats schedule(s) for sach

ITEMIZED DISBURSEMENTS category of the Detsiled

SCHEDULE B

Summary Page)

Any information copied from such Reports end Satements mey not be sold or used by eny person for the purposs of soliciting contributions or for
commercisl purposss, other then using the name and eddress of eny political committeo to solicit contributions from such committes.

Neme of Committes (in Full)

Phil Shea for Congress Committee

(Amended)

(October 15 Quarterly Report) (1984)

A. Full Neme, Malling Address and ZIP Code
F. Baraff Assoc., Inc.
604 Riverside Drive
New York, NY 10031

Purposs of Disbursement
Media
Consultant

Disburssment for: 1 Primery
© Other (specify):

O Geners!

Dete imonth,
day, yeer)

9/3/84

Amount of Each
Disbursement This Period

$5,000.00

8. Full Neme, Mailing Address and ZIP Code

U. S. Postmaster
Lowell, MA

Purpose of Disbursement
Bulk Mailing

Disbursement for: Primary O Geners!

O Other (specify):

Dete (month,
dey, yesr)

9/5/84

Amount of Each
Disbursement This Period

1,736.41

C. Full Neme, Mailing Addres and ZIP Code
™

~

Purpoee of Disbursement

Disburssment for: P Primery
O Other (specity):

Dete (month,
dey, yeer)

Amount of Each
Disbursement This Period

(7D Full Neme, Meiling Addresm snd ZI® Code

14

Purpose of Disbursement

Disbursement for: OPrimary
O Other (specity):

Amount of Esch
Disburssment This Period

. Full Neme, Mailing Address and ZiP Code

Purpose of Disburssment

Disbursement for: OPrimery
D Other (specify):

Dete (month,
dey, yesr)

Amount of Each
Disbursement This Period

. Full Neme, Mailing Address and ZIP Code

Purpose of Disbursement

Disbursement for: CPrimary
O Orther (specify):

O General

Date (month,
day, year)

Amount of Each
Disbursement This Period

. Full Neme, Msiling Address and ZIP Code

Purpose of Disbursement

Disbursement for: OPrimary
D Other (specify):

O Genera!

Date (month,
day, year)

Amount of Each
Disbursement This Period

. Full Naeme, Mailing Address and ZIP Code

Purpose of Disbursement

Disbursement for: O Primery
D Other (specify):

O General

Date (month,
day, yesr)

Amount of Each
Disbursement This Period

. Full Name, Mailing Address and ZIP Code

Purpose of Disbursement

Disbursement for: O Primary
O Other (specify):

O General

Date (month,
day, year)

Amount of Each
Disbursement This Period

SUBTOTAL of Disbursements This Page (optional)

6,736.41

TOTAL This Period (lest page this line number only)

$117,452.62




s 1 Page ___ of ___ for
LINE NUMBER _____
SCHEDULE B ITEMIZED DISBURSEMENTS (Use ssparste schedulels) for each
cstegory of the Detslled
Summary Page)
Any informastion copied from such Reports and Statements may not be sold or used by any person for the purposs of soliciting contributions or for
commercie! purposss, other then using the name and address of eny politics! committes to solicit contributions from such committee.
Name of Committes (in Full)
Phil Shea for Congress Committee zJuly 15 Quarterly Report) (1984)
Amended
A. Full Name, Mslling Address and 2% Code Purpose of Disbursement Dste (month, Amount of Esch
The Wooden Shoe Media/Brochures dey, yesr) | Disbursement This Period
Hampshire Street
Cambridge, MA Disbursement for: §3Primery OGenersl | 5/21/84 $ 3,495.00
O Orher (specify):
8. Full Neme, Melling Address snd ZIP Code Purpose of Disbursement Dete (month, Amount of Each
Jack Keefe Orchestia dsy. yesr) | Disburssment This Period
275 01d March Hill Road A, _ 5/30/84 275.00
Dracut, MA Disbursement for: 1 Primery O Geners) *
O Other (specify):
C. Full Neme, Msiling Addres snd 2IP° Code Purposs of Disburssment Dete (month, Amount of Each
o Attorney George Eliades dey, veer) Disbursement This Period
133 Market Street et
L ol Lowell, MA 01852 Disbursement for: ®Primery OGenersl | 6 /7 /84 386.75
O Other (specify):
LP ["0. Full Name, Mailing Addres snd ZIP Code Purposs of Disburssment Dete (month, Amount of Esch
st Lowell Sun Media dey, year) Disbursement This Period
15 Kearney Sq.
oD Lowell, MZ . Disbursement for: B Primary O General 6/14/84 285.60
O Other (specify):
. E. Full Name, Msiling Address end ZIP Code Purpose of Disbursement Date (month, Amount of Each
day, veer) Disbursement This Period
(on)
o Disbursement for: OPrimary O General
D Other (specify):
o~ F. Full Name, Masiling Address and ZIP Code Purpose of Disbursement Date (month, Amount of Each
day, vesr) Disbursement This Period
o
Disbursement for: OPrimary C Genera!
x O Other (specify):
G. Full Name, Masiling Address and ZIP Code Purpose of Disbursement Dste (month, Amount of Each
day, vear) Disbursement This Period
Disbursement for: CPrimary O General
O Other (specify):
H. Full Name, Mailing Address and ZIP Code Purpose of Disbursement Date (month, Amount of Each
day, year) Disbursement This Period
Disbursement for: O Primary 0O General
0 Other (specify):
I. Full Name, Mailing Address and 2IP Code Purpose of Disbursement Dste (month, Amount of Each
day, vear) Disbursement This Period
Disbursement for: OPrimary O General
O Other (specify):
SUBTOTAL of Disbursements This Page (0PtiONal) . . . . . . . . . . i ittt it it it e e ne e it ninne i
TOTAL This Period (last page this line number only ) . . . . . . . . i i ittt ettt ettt e e e $59,378.72
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EXHIBIT D
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