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BEFORE THE FEDERAL ELECTION COMMISSICN

In the Matter of

)
)
)

Republican National Committee

CERTIFICATION

I, Marjorie \J. Emmons, Secretary to the Federal lilection
Cormission, certify that on July 11, 7979, the Commission, meeting
in an executive session at which a quorum was present, determined by
a vote of 4-0 to close the file on MUP 983.

Commissioners Aikens, Friedersdorf, Harris, and McGarry voted
affirmatively for this determination; Commissioner Tiernan abstained
on the vote; Commissioner Thomson was not nresent at the time of the
vote.

Accordingly, the file on MUR 983 has been closed.

Attest:

%) Lomanentz

farjorie W. Ermons
Secretary to the Commission




FEDFERAL ELECTION COMMISSION

WASHINGTON DO 204638

MEMORANDUM TO: CHARLES STEELE
FROM: MARJORIE W. EMMONS’
DATE: JUuLy 9, 1979
SUBJECT: NBJECTION - MUR 983 - Addendum to First
General Counsel's Reoort dated
July 3, 1979: Received in OCS
7-3-79, 4:53
The above-named document was circulated on a 48 hour
vote basis at 11:00, Julv 5, 1979.
Commissioner Friedersdorf submitted an objection at

11:09, July 9, 1979, thereby placing MUR 983 on the

Fxecutive Session Agenda for Wednesday, July 11, 1979.




July 3, 1979

MEMORANDUM TO:  Marge Emmons
FRO: 'lissa T. Carr

SUBJECT: MUR 983

Please have the attached Addendum to the First aC

Revort on !MUR 9383 distributed to the Commission on a

42 hour tally basis.

Thanit you.




BEFORE THE FEDERAL ELECTION COMMISSION

In the Matter of
MUR 983

Republican National Committee
ADDENDUM
TO FIRST GENERAL COUNSEL'S REPORT

%)
On June 12, 1979, the Commission discusscd the attached

First General Counsel's Report and requested further comment
regarding 2 U.S.C. § 431 (e) (5) (H). This section provides
that any gift, loan, advance, deposit, or other thing of
value given to a national or state party committee that is
specifically designated for defraying costs incurred with
respect to the building or purchase of an office facility is
not a contribution, although such must be reported. There
is little legislative history relevant to this section of
the Act; however, comments during the mark-up session indicate
that the sole purpose of this provision was to allow contribu-
tions to pay off the debt on the Republican headquarters.
Conference mark-up, 1976 FECA Amendments at 24 (remarks of
Representative Hays) (April 7, 197€¢). There is no discussion
of an exemption concerning rental agreements.

Although this 1976 amendment to the Act exempts construction
or sale of office facilities and does not address rental
agreements, the Commission may want to consider its interpretation

of this provision, as a matter of policy, to encompass lease




agreements. 1/ Inasumuch as the facts provide evidence of
a significant discrepancy between the RNC's rental payments
and the estimated fair market value, we recommend that this
matter be investigated as set out in the attached First
General Counsel's Report.

Recommendations

1. Find reason to believe that the Republican National
Committee violated 2 U.S.C. § 441b(a) by accepting
corporate contributions.

Find reason to believe that Capitol Hill Associates,

Inc., violated 2 U.S.C. § 441b{a) by making corporate
contributions to a political committee in connection

with Federal elections.

Send the attached letters.

7-/ £ / 29 —C ““y %/ 2,

Date’ J William C. @&ldaker
General Counsel

Attachment:

First General Counsel's Report
Letters (2)

To interpret § 431(e) (5) (H) to include lease agreements
would require liberal construction in that a lease
agreement does not entail a transfer of property and
does not appear to come within the ambit of the plain
language of § 431e(5) (H).
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FIRST GENERAL COUNSEL'S$ REPORT

\J 4 P 4: \‘
DATE AND TIME OF TRANSMITTAL 79 JWMor' no. 983
BY OGC TO COMMISSION JUv 4 1979_ STAFF MEMBER(S)

D. Higgins

SOURCE OF MUR: INTERNALLY GENERATETD

RESPONDENT'S NAME: Republican National Committee

RELEVANT STATUTE: 2 U.S.C. § 441b(a)

INTERNAL REPORTS CHECKED:

FEDERAL ACENCIES CHECKED:
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This matter was referred to the Office of General Counsel on
the basis of findings made by the Audit Division during an ongoing

audit of the Republican National Committee and its affiliates.

SUMMARY OF ALLEGATIONS

That the Republican National Committee violated 2 U.S.C. § 441b(a)
by knowingly accepting corporate contributions.

That Capitol Hill Associates, Inc., violated 2 U.S.C. § 441b(a)
by making corporate contributions to a political committee.

PRELIMINARY LEGAL ANALYSIS

During the audit of the Republican National Committee, ("the
RNC"), the auditors determined that the RNC leased headquarters
office space from Capitol Hill Associates, Inc., ("CHA") from July
1970 through May 1978. 1In May of 1978, the RNC purchased the
headquarters building from CHA, a corporaition organized in 1950 with
a primary objective of constructing and leasing office buildings to
the RNC and affiliated organizations.
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The auditors noted that during the period from July 1972 to
September 1976, the RNC paid CHA an annual rent of $128, 700
for 50,519 square feet of office space in their headquarters
building. In September of 1976, the rental charge was increased
$1,500 per month to an annual total of $146,700. Under the
terms of the rental agreement, the $1,500 monthly increased
rental payments were credited towards the RNC's eventual purchase
of the building. This credit was reflected in the sales settlement
papers in May of 1978. Thus, the RNC effectively paid CHA annual
rent totaling $128,700 for the period July, 1972, to May, 1978.

The $128,700 annual rent for 50,519 square feet of office
space converts to a rental payment of $2.55 per square foot, with
the RNC paying its own operating expenses. The RNC cited a report
of an estimate prepared by a realty broker in December 1975
stating that the annual rent was "far below the current average rate
for comparable space in the Washington area." The estimate indicated
that comparable office space in the Capitol Hill area would rent
for $7.75 - $8.00 per square foot. (In that the RNC paid its own
operating expenses, it is necessary to adjust that figure to reflect
an allowance for operating expenses. Using RNC's figures, the cost
per square foot would be reduced to $4.34 - $4.48 per annum).
Applying this rental rate to the 50,519 square feet of office space
in the RNC headquarters' building, the comparable annual rental
rate of an office in the Capitol Hill area would be between $219,200
and $226,300 per annum. Comparing this with the rent actually paid
by the RNC shows that the RNC may have benefited from its lease
arrangement with CHA by paying from $90,500 to $97,600 less than
full market value for its headquarters' office space.

LOCATION ESTIMATED RANGE OF ANNUAL RENT
Minimum Maximum

Capitol Hill $219,200 $226,300

RNC Headquarters (128,700) (128,700)

Difference $ 90,500 $ 97,600

In that corporations are prohibited from making contributions
in connection with any election to Federal office and political
committees are prohibited from knowingly accepting a contribution
from any corporation, the benefit received by the RNC and the
apparent reduced rental agreement provided by CHA may have
resulted in violations of 2 U.S.C. § 441lb(a).




RECOMMENDATIONS

Find reason to believe that the Republican National Committee
violated 2 U.S.C. § 441b{a) by accepting corporate contributions.

Find reason to believe that Capitol Hill Associates, Inc.,
violated 2 U.S.C. § 44lb(a) by making corporate contributions
to a political committee in connection with Federal elections.

Send the attached letters.

& 2‘5/74 o S

Date / William C. Oldaker
General Counsel

Attachments:

Audit Referral

Letters (2)
Attachment I

Attachment II
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May 3, 1979

MEMORANDUM
TO : i) YK ES R

THROUGH Sso e BISSP OTTER!
e =R R ETMEOR

L ph RB.
FROM == 2237A/RICK HALTER/DAN BOYLE

SUBJECT - ST XZRANGEMENT BETWEEN THE REPUBLICAN
COMMITTEE (RNC) AND CAPITOL HILL
, INC. (CHA)

The Audi- =—:-7 2:s recently completed the fieldwork of
an audit of t-: —:z=2e to Preserve the National Republican
Center ("the C-—==:==:=="), an affiliated committee of the RNC.
The Committee =z ---==d in June 1977 for the purvose of pur-
chasing the hez:z-:z==z-s of the RNC located at 310 First Street,
S.E. in Washi-—=. Z... In May, 1978, the Committee, by means
of contributic-=z -:z-:==: from various sources, loans from the
RNE, pand Che s ssgenmn. o O e aunonteage safilisR S0 S S0 b as e
the headquarts=-z -zil::

During th=z f::>Zwcrk, the Audit staff was able to determine
that, prior tc == -x=cshase of the headguarters building, the
RNC leased ths --_:i--: from CHA, a corporation organized in
1950 by a gro=:z —=:i= :IT principally of Republican members of the
U.S. Senate anZ *—:=:= >f Representatives. Since inception, the
primary objecz=—= JHA have been (1) to promote the creation
and developme:: - s_ub for Republicans from all parts of the
dounNEry, . (2 == =gi==d angd Jlease to suthigiuky Soncasutbscame
estabilisnedy =-m==—== and faculities for club-use, fand=St3)" to
construct nez- —-= -.--, office buildings to house the RNC and
afEfnsinaead: Crsessani Rty

In July -7 —=:z completion of the RNC headquarters building,
the RNC moved =—- === -—:=w building. The construction of the
Capitol Hill Z1= ’=z= Club") was completed in February 1972, at
which time thz Z_-= =2tk coccupancy. In October 1975, the Club
purchased the ———==-=" and building which it had occupied since

February 1972. T-= 7’7 did not purchase their headauarters and

property until ‘= 1:7:.

ol
a0y

7761910
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The problem uncovered by the Audit staff during the audit
fieldwork involves the amount of rent paid by the RNC to CHA
during the period from July 1970 to May 1978. From July 1970 to
June 1972, a rental agreement between RNC and CHA was in effect
which provided for the RNC to pay a rental amount ($230,000 per
annum) which included all operating expenses of the building. In
July 1972, the RNC exercised an option in their lease agreement
to pay all operating expenses directly, thercby reducing the annual
rent to $128,700, a reduction of 44%. 1/ According to a CHA
statement dated March 24, 1978, the RNC continued to pay this
amount until September 1976, when the rent was increased $1,500
per month or to $146,700 annually. It should be noted that the
RNC was to be given full credit ($1,500/month) toward the eventual
purchase of the building for each month that the RNC paid the
rent increase. The settlement papers on the purchase indicated
a $31,500 credit toward the purchase price of the building, which
represents the increased rental payment from September 1976 to
May 1978, a period of twenty-one months,., Therefore, due to
the fact that the RNC received full credit for each month
that it paid the $1,500/month increase, the increase will not
be considered as part of the annual rental payment in calcula-
tions performed later in this memo.

According to Section 441b(a) of the Act, corporations are
prohibited from making a contribution in connection with any
election to Federal office and political committees are prohibited
from knowingly accepting a contribution from any corporation.

This percentage is based solely on the reduction of rent as
agreed to by CHA and the RNC. It has, in no way, been verified
to actual cost of operating expenses because the reduction
occurred in 1972, for which no records were available for
review.
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In a memorandum to the RNC chairman dated December 2, 1975
from an unidentified source at CHA which concerns itself with
the fair rental value of the RNC headquarters, it is pointed
out that rental values for comparable properties in Washington
are substantially higher. For the period from January 1976 to
May 1978 according to the terms of the lease agreement, the RNC
paid $128,700 per annum 2/ for 50,519 square feet of office space
in the headquarters building. This converts to a rental payment
of $2.55 per square foot, with the RNC paying the operating expenses.
In the Capitol Hill area, the memo indicated that comparable office
space would rent for $7.75-$8.00 per square foot. 3/ This rate,
however, includes operating expenses, therefore an adjustment must
be made to eliminate operating expenses from this rental estimate.
Using the adjustment (a reduction of 44%) made by CHA when RNC
exercised the option to assume the operating expenses, the rental
value estimate for the Capitol Hill area is $4.34-4.48/sqg. ft.
In order to calculate on an annual basis the amount RNC benefits
from their apparent less than normal rental charge, it is necessary
to apply the square footage contained in the RNC headquarters.
According to the aforementioned memorandum to the RNC chairman,
the architect's estimate of square footage in the RNC headgquarters
building is 50,519 sq. ft. Applying this square footage to the
above space in the Capitol Hill area the comparable annual rent
for this area would be $219,200 - 226,300. In comparing this
annual rental estimate to the annual rent of the RNC headquarters
($128,700), it is obvious that the RNC benefited from the lease
arrangement with CHA as follows:

LOCATION ESTIMATED RANGE OF ANNUAL RENT

Minimum Maximum
Capitol Hill $219,200 $226,300

RNC Headquarters (128,700) (128,700)

Difference $ 90,500 $ 97,600

As mentioned before on page 2 of this memo, the $1,500/month
increase (or $18,000/year) is not considered as rent, therefore
is not included in these calculations.

These figures represent the estimate of an independent realty
brokerage firm in Washington, namely Julien J. Studley, Inc.
The memo also indicates a comparison with rental oroperty
values in the K Street-Connecticut Avenue corridor. The
realty brokerage firm estimates the rental value for this
location @ $8.50-9.50 per square foot, which also includes
all operating expensecs.
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Therefore, it is the conclusion of the Audit staff that the
amount of rent apparently paid by the RNC from January 1976 to
LT May 1978 was less than the normal charge for comparable office

it space. Further, the Audit staff is of the opinion that the money
saved by the RNC, due to this leasc arrangement with CHA, which

vl is a corporation, could conceivable have been used by the RNC to
support federal candidates, in violation of Section 441b(a) of

———— the Act.

e The Audit staff recommends that this matter be reviewed by
OGC and considered as a possible MUR. If you have any questions
regarding this matter, please contact either Russ Bruner or
Dan Boyle at extension 3-4155.

Auditor's Note:

The Audit staff is currently engaged in the fieldwork
of the audit of the RNC-Expenditure Committee. Verification of
rental payments by the RNC to CHA will be performed by a review
of the cancelled checks and appropriate documentation from
January, 1976 through May, 1978.

PRt

Caavae W
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Prrore
Menorandum for Mrs, Smith

Option:

The RNC lease, as 5:m"ndod, grants the Cormnittec
option 1o purcliasc the land ond building at & price cqual to "the
depreciated cost of the land and building (including in such cost
real estate taxes and other carrying charges on the land prier to
completion of construction or the building, itogother with annual
inferest on construction costs during the period of construction at
a rate per annmum that 1s one poracntaage point above the prame rate)',
The sacountiasnts for Jesociates recently ostlieied 1he adjusted cost
of the land and building to be $1,550,900.  The option in thé lease
provides for a payinent of at least 205 ot the option price in cash
with ihe balance 10 be sccocured by a 20 yoear morigage with interest
at 0%, The propeviy is at the present time subject to a mortigage
{0 the Travelers Insurance Cenpany. The.accountants report that as
ot Noveiber 17, 1975 the balance due on the mortcege was approximately
$1,018,C00.

louse Office Building Conmission Aarecinent:
; Associates was, in order to obtiain the necessary
governnential censent to permit censiruction of the Club and Committee
buildings, required to cxecute an agreoement with the llouse Office
Building Comnissicn. The agreacment, as amended, orants 1o the
Covernment the rioht of first refusal in the event of a proposed sale
of the Committee building to any jparty otither than the Republican
Naticnal Committee. The purchase price uncer the
lesser oFf (3) the actual cost. of the Iand plus the: cost of improving
the land, ncwely zening, constiruction and othexr improvcement costis as
well as real estate taxes prior to completion
or () the fair market value as determrined by appya Provisions
of the agrcecment have been recorded amcoing the land records of the
District of Columbia, and by the terms of the agrceement, the rignt
of first refusal also applies 1o any proposed sale by a future pur-
chaser. In vicw of the critical shortage of liouse Office spzce as
is evident Irci recent moves to have the liouse cccupy the new Madison
Litrary, there secms 1o be little doubt that the Government would

o

GBI GONG @) e Qi it es it huEEa D] skfet i mmmittee building were
T Ened Tons

agrecment is the

3
i

Present Value of the Property:

Architects! appraisal:  Assocliates recoently requesied

Chatelain, Semperion and Holan, the criginal architects of the Committee

building to ecstinmate the cost of reprocducing the existing facilities

in ‘the saine general Capitol Hill srca.  The architects estirmate that it
~

viould cost approxiimtely 52,500,050 1o build the Cormittee building today.

-
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(The low Lid submitted by the George liyman Constructio
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1969 was 51,190 000) :nﬁ present \0130 S S 1ad, estimated by the

aychitccts 10 bYe $643,500, wust then o% added to thie cost of the

building to ldetermine the total cost of approXimately $3,143,500 1

[Ye)
repreduce the exdsting 3Rt fecddiivaes!,  TAE erehftacte have in the

n Coipany in

process of preparing ihis estTamatie aduiscd AssceiateEs iMat the buile-
ing contains 90,519 squixe feet of space and that the land covers
of 14,300 square feet.

all arc¢a

Appraisal hy Jeseph L. Dennellv:  In 1973 the RNC
comnisstoned Joseph L. Sennelly to provide a proiessional appraisal
of ihe foir market value of the property occupied by the Comnmittee.
By letiex dated Octiober 16, 1973, lMMr. Donnelly advised the RNC that
16 estimated the value of the property to be $1,500,000. This
appraisal did not include the adjoiring parking lot which was, in a
ceparate letter dated Cetober 16, esiimoted to have a faixr market
value of $195,000,

The appraisers oinployaed by the RNC provided ficures
on scveral differcnt methods of appraising the property (escluding the
porking lot) as follows: :

Cost Approsch $ 1,645,000
(1and sales =
average $37.50 / sq.

It.)
Incone Approach = Property -° § 1,354,736
Residual Method
(Rcntal rates -

$3.50 / sq. ft. for the
"~ upper floors
$3.00 / sq. ft. for
bascment Thwo - and
$§25.00 / wo. for the
18 parxing spaces in
. base¢zent One

Marlket Approach ‘ -,‘)O 000
(Building. snale = aversge d
SRO=EIG 2 -&la: T8 )

Tt Donnpdly. figlcgs are Weseda onagprosanately 2040050, Et GL Eentdl
HeoE A the uggwr Thoelrs. 184,000 8& « 5 of Tentol Spece In oaésedent

|
Wiy - and &, 000" aq. £ii of darsgm end 2i8x3ge Fpace 4XGn in BRSeRAnT O,

It should be noted that this appraisal is slightly
over two years old and real estatc prices hove risean urc:atiCWIIy since
GeFotiar 497 5 Choteliin, Signgiton: arid Nolsn wgdtl $48.458 HEE 50, Wl
Iy ‘gsleilstdng the cutident bukloing coat gnd $Ub €0 pER s Tt An

cstimating the value of the land,




Washinagton Rental Market:

Associates bhas, on an undisclosed basis, recently contacted
the realty brokerage firm of Julien J. Studley, Inc. to obtain genera
infoirwmation concerning the existing rental market in downtown Washington.
Office space in the very desirable K Street - Connectiicut corridor is
currently renting at from $§8.50 to $9.50 per sq., ft. Mrs., Barbara L. Pryor,
Vice President of Julien J, Studley, Inc. advises that future -ental may be
expected to be at least 5% higher each year as a result of rapidly increas-
ing operating expenses. The current rental term for space in a new building
is at lcast five years and ten years is cownon for rental of 30,000 sq. ft.

or more.

Adequate alternate office rental space in the Coapitol Hill area
does not appear to be available., The new building at 400 North Capitol Street
will have a total of 560,000 sq. ft. for rent, but according to Mrs, Piyor,
the construction specifications contamplate full occupsncy by a large govern-
pent aovncy, Construction specificstions in the Cornmittee building meet the
more desirable councrcial stancdards found in the K Street -~ Connecticut Avenve
arca. Rental rates for 400 iorth Capitol Avenuce, nevertheless, are expected
to be in the $7.75 to $8.00 rosnge.

Lol Gk B A o Cat A

S (e B ROt

o Rent under the current RNC lease is $128,700 per year., Based on
the architects figure of,50L§19 sq. ft., of building space, the Cormittce is
paying less than S2 550N peErEs QR irt., and thasi coles fnotamaelide uae off the
parking lot adjoining the building.

T
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Since Washington office space is generally rented with full services
provided, some adjustment should be made to reflect the fact that the RNC

has under the terms of the lease agreed to assume the operationzl esxpenuoes of
the building. _The rent as adjusted will, npnovertheless, clearly be fay Lolow

1he curyent averace rate for comparable space in the Weshinaton area,

Conclusions y

Under the existing lease the Committece building does not provicde
the funds necessary for Associates to continue to meet its corporate ob-
ligations. With the sale of the Civb building, a sale of the Comnittee
property and liguidation of Associates appears desirable. By purchasing
the property the RNC can insure the permanent use of its excellent facilities,
A sale of the Committee building to the RNC at a mutually agreeable price
would be highly beneficial to both parties.

&
Tne supporting materials from accountants, architects and other
11

sources are available for Comnittee use 1f desired.




ATTACHMENT 2

i Cf’alT()L HILL ASSOCIATES. IN(‘

310 First Street. S. E.

Wachington, D, C. 20003

March 24, 1978

To the Holders of Class A Common Stock (Voting Stock)
and Class B Common Stock (Non-Voting Stock)

Capitol Hill Associates, Inc. has entered into a Purchase Agreement to sell, subject to approval
of the Class A voting stockholders, its remaining property to the Republican National Committee.
The Purchase Agreement is part of a Plan of Complete Liguidation and Dissolution under which the
Company, subject to the approval of the Cliass A stockholders, would sell its” property to the Com-
mittee, make distributions in liquidation to the holders of Class A Common Stock and Class B Com-
mon stock, pro rata, without distinction as to class, and then dissolve.

The proposed Plan of Liguidation has been considered and approved by your Board of Directors
who believe it to be in the best interest of all stockholders. You are therefore urged to study the
enclosed materials carcfully so as to make your own determination as to the advisability of the
dissolution of the Company.

As noted in the enclosed proxy statement, mancyoment estimates that, if the Company is
dissolved, coch Class A and Class B stockholder should receive an aggregate of approximately $55.00
per share as a cash liguidating distribution. Such estimate assumes a favorable tax ruling from the
nternal Revenue Service and is further based on other assumptions and conditions set forth in the

proxy statement,

Enclosed with this letter is a notice of a special mecting of the Cluss A stockholders, proxy
statement with appropriate exhibits and proxy card. The principal matters to be considered at the
meeting are the sale of the Company's property, the liguidation and dissolution of the Company, and
velated matters. Affirmative votes representing at least a majority of the Class A Stock are required
for approval of the sale and adoption of the Plan of Liguidation. T would appreciate your signing
the proxy card and returning it as soon as possible. Even though you may own only a few shares,
your vote is unportant.

Copies of the material sent to the Class A stockholders are being sent to the Ciass B stockholders.
Very truly yours,

Frep L. DixoN
President
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BUSINESS OF THE COMPANY

_Associates was oreanized under the laws of Delaware in 1950 with the primary objectives of
promdting the crcation and development of a club jo the District of Columbia for Republicans from
Tall parts of the country and of constructine and leasing office buildings near the club to the Republican
National Committee and afhiliated oreanizations. Two of the three buildings originally contemplated
were constructed and are the site of the Dwight D. Eisenhower National Republican Center which
was dedicated in January 1972, In October 1975, Associates sold to the Capitol Hill Club (*Club™)
the lot and building occupied by the Club. The sole remamning asset of the Company is the building
7" and lot now rented by the Republican National Committee under a net lease arrangement.

For further information concerning the sale of the property to the Club and the Comipany's
business and present property, sce Ttem [ Business in the 1977 Annual Report annexed hereto.

FINANCIAL STATEMENTS

Audited financial statements of the Company, consisting of Balance Sheets at January 31, 1977
and 1978, Statements of Income and Retained Earnings for the vears ended Tanuary 31, 1976, 1977
and 1978 and related Statements of Chanees in Financial Position, Notes to the Financial Statements,
and supplementary Schedules are contained in the 1977 Annual Report. An unaudited Summary of
Earnings (Loss) for the last five fiscal vears 1s also contained in the 1977 Annual Report.

PROPOSED LIQUIDATION AND DISSOLUTION

Reasons for Proposed Liguidafion

As noted above, Associdtes was orcanized primarily to promote the creation and devclopment
of a club in the District of Colunbia for Republicans, to consiruct and lease to such club a facility
for its use and to construct und Jease office buildings near the club to the Republican National Com-
mittce ("RNCT) and aflilated orcanizetions. The Company has therefore never been operated as a
comiercial enterprise in the usual sense.

In the hope of raising construction funds, Associates in 1967 offered its Class B Common Stock
(Non-Voting Stock) for sale to the public. The initial cfforts were fairly successful and the RNC and
Capitol Hill Club buildings were financed in part by the public offering but primarily by several loans
from the Travelers Insurance Company. Munagement hoped that continued sales of the Class B stock
would furnish proceeds to reduce the outstanding mortgages on the property. Such sales lageed how-
ever. and in 1974 the Board reluctantly concluded that the public offering should be terminated.

Rental payments from the leases with the Club and the RNC were for a number of years the
Company’s only source of income—-income which was offset by the interest ¢xpenses and amoritization
of the Company’s debt. Primarily because of these expenses and depreciation charges, Associates has
had operating losses in all but two of the last ten vears. For the fiscal year ending January 31, 1976,
the Company had earnings due to an extraordinary gain as a result of the sale to the Club of the
building and lot rented by the Club. For the most recent fiscal year, Associates showed a small profit .
primarily due to an increase in the rental payments made by the RNC.

Since the sale of the Club property in October 1975, the sole asset of the Company has been
the land and building now rented by the RNC. Such property is rented, however, on a net lease hasis
and conscquently provides Titthe operating income to the Company. Further, the Company’s indebied-
ness to Travclers (secured by the lund and building rented to the RNC) matures in July, 1980 at
which time a balloon payment of approximately $831,500 is Juc. Unless the indehiedness could be
refinanced, Associates would be in defuult on the debt at that time. For thece reasons and the fact
that the construction of the RNC and Club buildines have for the most pars cecomplished the principal
il objectives of the Company, the Board of Dircctors concluded some time zpeo that a sale of its
remaining property to the RNC and <ubseguent ligquidation and dissolution of the Company would be
desirable,
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The Board of Directors of QNN s meetiie on January 30, v approved proposals
to liguidate and dissolve the C© aps, AL EUEH itevdae the I3 1 appr I a Plan of Complete
Liquidation and Dissolution ("Ligmdanon Phon ) and of o Purchase Agreemant providing for the sale
of the Company’s remainine property to the BANC amder ceriain comditions. The Board' also directed
that the Liqudation Plan and Purchase Avrecmn nt be wabnotted for adoption and approval to the
Class A stockholders of the Company at o mectinge to be calied for that purpose. The following is a

VAare

summary of the terms of and trantacnons contemplaed by the Liguidaton Plan, the Purchase Agree-

ment and related documents, A copy of the Taguidison Plan is annesed hereto as Exhibit 1 a copy

of the Purchase Agreement s fled horewth s stachiment A to the Ligudation Plan. The suonunary

is quahificd by reference to such documcents.

Terms of Sale. The proposed ligpmdation of the Company s bised upon the wale of the Com-
panv's remiaining assets to the RNC puraint 1o a Purchise Agreement dated  February 24, 1978
between the Company and the RNC, as amended ("Purchase Agreement™) . Asaiming a sale in April,
1978, the purchase price for such assets will be gprosimately STA21.000, determined as follows.

On February 14 1968 Avsociates and the RNC entered into a lease agreement reeardine rental

by the RNC for a_term of 20 vears of a bhutidhine to be consitucied and caniplited by Associates
within 30 months of the date of the lease. (Fhe RNC took occupancy an July, 1970), Pursuant to

the tenms of the agrecment, the RNC was eranied the opiion at any time during the term of the lease
o puichase the building and underdving Lnd to be Feased by the RNC, the purchiase price to be the
undeppeciated cost, as defined, of such property, Such cost s apprestinately $1.434.000. In_Septem-
Der, 1976, the lease avreement was revised to incresse the monthly rental by $1.500, and to provide
that the purchase price to the RNC for the properts would be reduced by the sum of $1.500 times the

aumber of moenths that elapse between September L1976 and the eacraise by the RNC of its option.

The puichase price of an adjoimine parking lot beine leased by the RNC is also the undepreciated cost
| | ¢ g Lt 3
of such lapd—approximately SPI7.000. Thus the nozregare ppdeprecipted cost of the building and

land now being rented by the RNC s approzimaicly 1,551,000 reduced by the sum of approximately
$30,000, resulting in a purchase price to the RNC of approximately S1,521,000,

Fhe praperty 18 subject o a first mortgage in the wmount of approximately $932.000 as of March

1. 1978, which mortguue the lender, Traveiers Insarance Company. hes aorced may be assumed by
the RNC in whole or in part. Travelers has also coreed that at such time as title to the property passes

1

to the RNC and RNC either pavs in full the moricage or assumes the mortzage and continues the
first lien on the property then Asrociates is relicved of all obhligations o Travelers.

Under the terms of the Purchase Agrcement. the sale to the RNC is subjeat to the conditions,
amony otherse (1) that the voting stockholders of Associates shall have approved the Liguidation
Plan and Purchuse Agreement at a mecting called for those purposes. (2) that the Company shall
have obtained a ruling from the Internal Revenue Service satisfactory to counsel that the Company,
under Scction 337 of the Internal Revenue Code, will not recosnize a gain in connection with the
safe of the property, that stockholders, under Scction 331 of the Code, will realize capital gain or loss
upon receipt of liquidating distributions, and (¢) that the RNC shall have obtained by the date of
purchase the sum of at least $600,000 to be applicd toward the purchase price of the property. Man-
agement of Associates has no reason to believe thit these or other conditions of the Purchase Agreement
will not be satisfied. However, if for anv reason the sale is not consummated, the Bourd of Directors
has the right to abandon the Liguidation Plan,
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Discolution Procedures. In the cevent the Liguidation Plan and Purchase Agreement are approved
at the meeting of the Class A stockholders, and assuming reecipt of a favorable tax ruling, it is
antcipated that the Company would sell its remaining assets to the RNC within two weeks of the
meeting and shortly thereafier file a conificare of divenlution with the Staie of Delaware. Upon such
ceriificate becoming eficetive, the Company is dF solved and thercafier continues for a period of three

3
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vears a body corporate for the purposes of inuintaining a liguidating status and closing down the
hudiness of the Company, including the defense or prosecution of claims or suits, discharge of debts
and liquidation expenses and the payment of Liguidaton disiributions to stockholders. Thus, manage-

montonce the disselution cortifizate iy effective, sl take only such action as is necessary or appro-
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FEDERAL ELECTION COMMISSION

1325 K STIREET NW.
WASHINGTON D C. 20463

CERTIFIED MAIL
RETURN RECEIPT REQUESTED

Mr. Robert Carter

Treasurer

Republican National Committee
310 First Street, S.E.
Washington, D.C. 20003

Re: MUR 983
Dear Mr. Carter:

3 This letter is to notify you that on the basis of

' information ascertained in the normal course of carrying
out its supervisory responsibilities, the Federal Election
Commission has determined that it has reason to believe
that your Committee has violated the Federal Election
Campaign Act, as amended (the "Act"), by leasing office
space from Capitol Hill Associates, Inc. (CHA, Inc.) at
a rental rate substantially less than full market value
from May 1976 to May 1978 resulting in a possibly illegal
receipt of a corporate contribution from CHA, Inc.

Under 2 U.S.C. § 441b(a), political committees are
prohibited from knowingly accepting contributions from
corporations.

Upon making a determination that there is reason to
believe that a violation has occurred, the Commission is
required to make an investigation and to afford your
Committee a reasonable opportunity to demonstrate that
no action should be taken. As part of this process,
please submit, within 10 days of receipt of this letter,
any factual or legal materials which you deem relevant
to the Commission's investigation of this matter.
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This letter will remain confidential in accordance
with 2 U.S.C. § 437g(a) (3) unless you state to the
Commission in writing that you wish the investigation
to be made public. The staff member assigned to this

matter is Dan Higgins, who can be reached at (202)
523-4166.

Sincerely,

.

William C. Oldaker
General Counsel
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FEDERAL ELECTION COMMISSION

1325 K STREET N.W
WASHINGTON D (. 20403

CERTIFIED MATL
RETURN RECEIPT REQUESTED

Mr. Fred L. Dixon

President

Capitol Hill Associates, Inc.
310 First Street, S.E.
Washington, D.C. 20003

Re: MUR 983
Dear Mr. Dixon:

This letter is to inform you that on the basis of
information ascertained in the normal course of carrying
out its supervisory responsibilities, the Federal Election
Commission has determined that it has reason to believe
that Capitol Hill Associates, Inc., has violated the
Federal Election Campaign Act, as amended (the "Act"),
by leasing office space to the Republican National Com-
mittee ("RNC") for substantially less than full market
value from May 1976 to May 1978, resulting in a possible
illegal corporate contribution to the RNC. Under 2 U.S.C.
§ 441b(a), corporations are prohibited from making contribu-
tions in connection with any election to federal office.

Upon making a determination that there is reason to
believe that a violation has occurred, the Commission is
required to make an investigation and to afford you a
reasonable opportunity to demonstrate that no action should
be taken. As part of this process, please submit within
10 days of receipt of this letter any factual or legal
materials which you deem relevant to the Commission's
investigation of this matter.




This letter will remain confidential in accordance
with 2 U.S.C. § 437g(a) (3) unless you state to the
Commission in writing that you wish the investigation
to be made public. The staff member assigned to this

matter is Dan Higgins, who can be reached at (202)
523-4166.

Sincerely,

William C. Oldaker
General Counsel

cc: Robert Carter, Treasurer
Republican National Committee




FEDERAL TLHECTION COMMISSION

MWASHHING TON DO 2046

MEMORANDUM™ m0O: CHARLES STEELE u, é
PROM : MARTIORIE ™. EMMONS \fn
DATE : JUNE 7, 1979
SUBJECT: NBJECTION - MIIR 983 - Frist Geneneral Counsel's
Report Aated 6-4-79: Received in
0OCs 6-4~79, 4:18
The above-named document was circulated on a 48
vote basis at 11:09, June 5, 1979.
Commissioner Thomson submitted an objection at 4:37,

June 6, 1979, thereby placing MUR 983 on the Executive

Session Agenda for June 12, 1979,




June 4, 1979

MIMORANDUM TO: Marge LEmmons

FROM: Elissa T. Garr

SULJIRCT : MBR 983

Please have the attached First General Counsel's
Report on MUR 983 distributed to the Commission on a
48 hour tally basis.

Thank vou.




"’ FEDERAL ELECTION COMJ!!E[ON

FIRST GENERAL COUNSEL'S REPORT
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DATE AND TIME OF TRANSMITTAL , 10 JWoR NO. 983

BY OGC TO COMMISSION JUV 4 STAFF MEMBER (S)

D. Higgins

SOURCE OF MUR: INTERNALLY GENERATETD

RESPONDENT'S NAME: Republican National Committee

RELIIVANT STATUTE: 2 U.S.C. § 441b(a)

INTERNAL REPORTS CHECKED:

NI
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This matter was referred to the Office of General Counsel on
the basis of findings made by the Audit Division during an ongoing
audit of the Republican National Committee and its affiliates.

SUMMARY OF ALLEGATIONS

That the Republican National Committee violated 2 U.S.C. § 441b(a)
by knowingly accepting corporate contributions.

That Capitol Hill Associates, Inc., violated 2 U.S.C. § 441b(a)
py making corporate contributions to a political committee.

PRELIMINARY LEGAL ANALYSIS

During the audit of the Republican National Committee, ("the
RNC"), the auditors determined that the RNC leased headquarters
office space from Capitol Hill Associates, Inc., ("CHA") from July
1970 through May 1978. 1In May of 1978, the RNC purchased the
headguarters building from CHA, a corporation organized in 1950 with
a primary objective of constructing and leasing office buildings to
the RNC and affiliated organizations.




o - - ®

The auditors noted that during the period from July 1972 to
September 1976, the RNC paid CHA an annual rent of $128,700
for 50,519 square feet of office space in their headquarters
building. In September of 1976, the rental charge was increased
$1,500 per month to an annual total of $146,700. ©Under the
terms of the rental agreement, the $1,500 monthly incrcased
rental payments were credited towards the RNC's eventual purchase
of the building. This credit was reflected in the sales settlement
papers in May of 1978. Thus, the RNC effectively paid CHA annual
rent totaling $128,700 for the period July, 1972, to May, 1978.

The $128,700 annual rent for 50,519 square fcet of office
space converts to a rental payment of $2.55 per square foot, with
the RNC paying its own operating expenses. The RNC cited a report
of an estimate prepared by a realty broker in December 1975
stating that the annual rent was "far below the current average rate
for comparable space in the Washington area." The estimate indicatcd
that comparable office space in the Capitol Hill area would rent
for $7.75 - $8.00 per square foot. (In that the RNC paid its own
operating expenses, it is necessary to adjust that figure to reflect
an allowance for operating expenses. Using RNC's figures, the cost
per square foot would be reduced to $4.34 - $4.48 per annum).
Applying this rental rate to the 50,519 square feet of office space
in the RNC headquarters' building, the comparable annual rental
rate of an office in the Capitol Hill area would be between $219,200
and $226,300 per annum. Comparing this with the rent actually paid
by the RNC shows that the RNC may have benefited from its lease
arrangement with CHA by paying from $90,500 to $97,600 less than
full market value for its headquarters' office space.

LOCATION ESTIMATED RANGE OF ANNUAL RENT
Minimum Maximum

Capitol Hill $219,200 $226,300

RNC Headquarters (128,700) (128,700)

Difference $ 90,500 $ 97,600

In that corporations are prohibited from making contributions
in connection with any election to Federal office and political
committees are prohibited from knowingly accepting a contribution
from any corporation, the benefit received by the RNC and the
apparent reduced rental agreement provided by CHA may have
resulted in violations of 2 U.S.C. § 441b(a).




RECOMMENDATIONS

1. Find reason to believe that the Republican National Committee
violated 2 U.S.C. § 441b(a) by accepting corporate contributions.

Find reason to believe that Capitol Hill Associates, Inc.,
violated 2 U.S.C. § 441b(a) by making corporate contributions
to a political committee in connection with Federal elections.

Send the attached letters.

5/2 /74 ) f

Date / William C. Oldaker
General Counsel

Attachments:

Audit Referral

Letters (2)
Attachment I

Attachment II




FEDERAL ELECTION COMMISSION

1325 K STREE T N W
WASHINGTON D ¢ 20463

May 3, 1979
MEMORANDUM
TO : BILL OLDAKER

THROUGH  : ORLANDO B. POTTER
STAFF DIRECTOR

A.8.
FROM : BOB COSTA/RICK HALTER/DAN BOYLE

SUBJECT : LEASE ARRANGEMENT BETWEEN THE REPUBLICAN
NATIONAL COMMITTEE (RNC) AND CAPITOL HILL
ASSOCIATLS, INC. (CHA)

The Audit staff has recently completed the fieldwork of
an audit of the Committee to Preserve the National Republican
Center ("the Committee"), an affiliated committee of the RNC.
The Committee was formed in June 1977 for the purpose of pur-
chasing the headquarters of the RNC located at 310 First Street,
S.E. in Washington, D.C. In May, 1978, the Committee, by means
of contributions raised from various sources, loans from the
RNC, and the assumption of a mortgage of $925,091.10, purchased
the headquarters building.

During the fieldwork, the Audit staff was able to determine
that, prior to the purchase of the headquarters building, the
RNC leased the building from CHA, a corporation organized in
1950 by a group made up principally of Republican members of the
U.S. Senate and House of Representatives. Since inception, the
primary objectives of CHA have been (1) to promote the creation
and development of a club for Republicans from all parts of the
country, (2) to acauire and lease to such club, once it became
established, propertv and facilities for club use, and (3) to
construct near the club, office buildings to house the RNC and
affiliated organizations.

In July 1970, upon completion of the RINC headquarters building,
the RNC moved to the new building. The construction of the
Capitol Hill Club ("the Club") was completed in February 1972, at
which time the Club took cccupancy. In October 1975, the Club
purchased the property and building which it had occupied since
February 1972. The RNC did not purchase their headauarters and
property until May 1978,

,uLU““‘. A




The problem uncovered by the Audit staff during the audit
fieldwork involves the amount of rent paid by the RNC to CHA
during the period from July 1970 to May 1978. Trom July 1970 to
June 1972, a rental agreement between RNC and ClIA was in effect
which provided for the RNC to pay a rental amount ($230,000 per
annum) which included all operating expenseces of the building. In
July 1972, the RNC exercised an option in their lease agreement
to pay all operating expenses directly, thercby reducing the annual
rent to $128,700, a reduction of 44%. 1/ DAccording to a CHA
statement dated March 24, 1978, the RNC continucd to pay this
amount until September 1976, when th:2 rent was increased $1,500
per month or to $146,700 annuallv. It should be noted that the
RNC was to be given full credit ($1,500/month) toward the eventual
purchase of the building for each month that the RNC paid the
rent increase. The settlement papers on the purchase indicated
a $31,500 credit toward the purchase price of the building, which
represents the increased rental payment from September 1976 to
May 1978, a period of twenty-one months. Therefore, due to
the fact that the RNC received full credit for each month
that it paid the $1,500/month increase, the increase will not
be considered as part of the annual rental payment in calcula-
tions performed later in this memo.

According to Section 441b(a) of the Act, corporations are
prohibited from making a contribution in connection with any
election to Federal office and political committees are prohibited
from knowingly accepting a contribution from any corporation.

This percentage is based solely on the reduction of rent as
agreed to by CHA and the RNC. It has, in no way, been verified
to actual cost of operating expenses because the reduction
occurred in 1972, for which no records were available for
review.




In a memorandum to the RNC chairman dated December 2, 1975
from an unidentified source at CHA which concerns itself with
the fair rental value of the RNC hcadaquarters, it is pointed
out that rental values for comparable properties in Washington
are substantially higher. For the period from January 1976 to
May 1978 according to the terms of the lease agrecement, the RNC
paid $128,700 per annum 2/ for 50,519 sauarc feet of office space
in the headquarters building. This converts to a rental payment
of $2.55 per square foot, with the RNC paying the operating expenscs.
In the Capitol Hill arca, the memo indicatced that comparable office
space would rent for $7.75-$8.00 per saquare foot. 3/ This rate,
however, includes operating expenses, therefore an adjustment must
be made to eliminate opcrating expenses from this rental estimate.
Using the adjustment (a reduction of 44%) made by CHA when RNC
exercised the option to assume the operating expenses, the rental
value estimate for the Capitol Hill area is $4.34-4.48/sq. ft.
In order to calculate on an annual basis the amount RNC benefits
from their apparent less than normal rental charge, it 1is necessary
to apply the square footage contained in the RNC headquarters.
According to the aforementioned memorandum to the RNC chairman,
the architect's estimate of square footage in the RNC headquarters
building is 50,519 sq. ft. Applving this square footage to the
above space in the Capitol Hill area the comparable annual rent
for this area would be $219,200 - 226,300. In comparing this
annual rental estimate to the annual rent of the RNC headquarters
($128,700), it is obvious that the RNC benefited from the lease
arrangement with CHA as follows:

LOCATION ESTIMATED RANGE OF ANNUAL REINT

Minimum Maximum

Capitol Hill $219,200 $226,300
RNC Headquarters (128,700) {128,700)

Difference $ 90,500 S 97,600

As mentioned before on page 2 of this memo, the $1,500/month
increase (or $18,000/year) is not considered as rent, therefore
is not included in these calculations.

These figures represent the estimate of an independent realty
brokerage firm in Washington, namelyv Julien J. Studley, Inc.
The memo also indicates a comparison with rental property
values in the K Strecet-Connecticut Avenue corridor. The
realty brokerage firm estimates the rental value for this
location 8 $8.50-9.50 per square foot, which also includes
all operating expenses.




Therefore, it is the conclusion of the Audit staff that the
amount of rent apparently paid by the RNC from January 1976 to
May 1978 was less than the normal charge for ccmparable office
space. Further, the Audit staff is of the opinion that the money
saved by the RNC, due to this lease arrangement with CHA, which
is a corporation, could conceivable have been used by the RNC to
support federal candidates, in violation of Section 441lb(a) of
the Act.

The Audit staff recommends that this matter be reviewed by
OGC and considered as a possible MUR. If you have any questions
regarding this matter, please contact either Russ Bruner or
Dan Boyle at extension 3-4155.

Auditor's Note:

The Audit staff is currently engaged in the fieldwork
of the audit of the RNC-Expenditure Committee. Verification of
rental payments by the RNC to CHA will be performed by a review
of the cancelled checks and appropriate documentation from

January, 1976 through May, 1978.
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(The low bHid submitticed by the Ge orge liyman Construction Cowpany in
1969 was $l,1()0,000) The present value of the lm‘,(l, (:stinn{cd’ by the
axrchitcects to bLe $643,500, muct then be added 1o ilie cost of thc)
building to datezmine the total cost of approsimataly $3,143,500 1o
reproduce the existing 2NC focilities. The @rchitects have inp the -
Tl e gy fert TECRAGENg s asitEna e dduia ot IS ecualas thas +ha builds

ing comaeame. SQIESONSME ISR O R ac e an atha U e e
of 14,200 sqguare foct.

A .\*’.f-}"_\:‘: T e E i P S DE A el L A T e DS S e S IN G
comaissioned Joseph L, Donnelly to provide a ‘m'cu’ sionnal appraisal
1 ]

ofi LMo Hoix (phalet value of the preper iy odeupiied by the Gonmiltdn,
By letier dated (@leaielotyhed 1o IHE ]S . Dommelly sdvised the RNC 4hat
the estimated the value of the property to be bl,»OD,OOO. This
appraisal did not include the adjoining
. :
t

t
RS

15 pericinal U whaaliWwashdna
seporate letter dated Cctober 16, cstimated 1o have a faix market
alue of $195,000.

S

The appraisexrs comployved by the ®MNC provided ficures
on scvexal different methods of appraising the property (exxcluding the
parking lot) as rfollows: :

Cost Approach S 1645, GO0
(1ond sales -
avanena iSSP S eal
£t.)

Incone Approach - Property - $ 1,354,736
Residual lMethiod .
(Rentasl rates =0

SSENE 7 50 it L Ren ghe
upper floors
S0k Zisfe Ehw Tn
bascment Two - and
SEETED Z TR say e
18 parking spaces in
. base¢ment One

savket Approach $1,£00% 00
(Building cale - averasoe ' .
- $20.0C / «q.. ft..)

The Donnelly ficuves are besed on cpproxicately 280,800 g, 1t. ol rontal
: PR e - <7 < - [ IR ~ 4 e A = - c .. .

vonco 2 the upper Tloers, &,000 vq, 7t, of reniny spece i bosenont

Teo, cnd 8,000 sG. 1t. 0of garage &nd :

It <hould be noioc
cver 1wo years old and real estatc
Cctober 2197 2. Chatelnin, Sanport
S calorlating thie o cnvrent buitals

.
(ortimating the value of the 1ond,

lind covers an arca
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Washington Rental *

Associates has, on an undisclosed basis, reccently contacted
the realty brokerage firm of Julien J. Studley, Inc. to obtain general
infornation concerning the existing rental nmarket in downtown Kn‘hinuton.
Office space in the very desirable K Street - Conneciicut corridor is
currently renting at from $8.50 to $9.50 per sq. ft. Mrs., Barbara L. Pryor,
Vice President of Julien J. Studley, Inc. advises that future rental may be
expectedi to be ati ledst 5% hicher each year as /a result of rapidly incrgas-
ing operating expenses. The current rental term for space in a new building
is at lcast five yecars and ten years is cownmon for rental of 30,000 sq. ft,

Oor More.

Adeguate alternate office vyental spoece in the Copitol Hill area
does not appear to be available, The new building at 400 Morth Copitol Stroet
will have a total of 560,000 sq, ft, for rent, but sccording to Mrs. I'iyor,
the construction specifications contoemplate full occupancy by a large govern-
ment acency. Construction specifications in the Coumittee building meet the
pore desiroble counmercial sicndards found in the K Street - Connecticut Avenve
arca. Rental rates for 400 vorih Capitol Avenue, nevertheloess, are expected
10 be in the $7.75 to $8.00 range,.

: Rent under the current RNC lease is $128,700 por year,
the architects figure of (‘519 sq, ft. of building space, the Cor:
paying less than §7, I)]‘“r Tt. and 115 does not inclwle uee
parking lot adjoining the byl ding.,

Since Weshinaton office spoce 1s cenerally rented with full services

provided, some adjusinent should be wmade 1o reflect the fact that the RNC
has under the terms of the lease aoveed 1o aosume the operationnl expenses of
the building. _The rent as adjusted will, pevertheless, clenrly be far bolow
1the curreont averaae rate foxr coiparasble space in the Washinolon arca,

Conclusions !
Under the cxisting lease the Committee building does not provide
the funds nccessary for Associates to continue to mee*t its corporate ob-
ligaticns. With the sale of the Ciuvb building, a sale of the Comnittee
property end licuidation of Associates appears desirable., By purchasing
the property the NC can insure the perronent use of its excellent focilitics,
A sale of the Coimwmittee Huilding to the RNC at a putually asgrecable price
would Lo highly bLeneficial to both parties,

e supporting nate I ‘cn cccountonts, archiicects and other
SOUrces are avail 1‘ »1e for Coi e ; - desired.




ATTACHMENT

) CAQT()L HILL ASSOCIATES, I.\'(T..

310 Firct Strect. S.E.

Wachington, D, €. 20003

March 24, 1978

To the Holders of Class A Common Stock (Voting Stock)
and Class B Common Stock (Non-Voting Stock)

Cupitol Hll Associates, Inc. has entered into a Purchase Aprecment to sell, subject to approval
of the Class A voting stockholders, its remaining property to the Republican National Committec.
The Purchase Agreement is part of a Plan of Complete Tiguidation and Dissolution under which the
Company, subject to the approval of the Cliass A stockholders, would sell its property to the Com-
mittee, nithe distributions in liquidation to the holders of Class A Common Stock and Class B Com-
mon stock, pro rata, without distinetion as to class, and then dissolve.

The proposed Plan of Tiguidation has been considered and approved by your Bouard of Directors
who believe it to be in the best mterest of all stockholders. You ure therefore urged to study the
enclosed materials carcfully so as to make your own determination as to the advisability of the
disselution of the Company.

he Company s
dissolved, cuch Class A and Class B stockholder should receive an aearegate of approximately $55.00

As noted in the enclosed proxy statorment, imegeement estimates that, if

per share as a cash hiquidating distribution. Such estimate assumes a fivorable tax rueling from the

Internal Reverue Service and is further based on other assumpiions and conditions <et forth in the
proxy stitement,

Foclosed with this Tetter 10 o notice of o cpecial mecting of the Chiss A stock holders, proxy
statement with approprisite ovhibits and prosy card. The prncipal matters to be considered at the
mueeting are the sale of the Compuny’s property. the fiquidation and dissolution of the Company, and
rehited mstters. Affarmative votes representing at Jeast a majority of the Class A Steck are required
for approval of the sale and adoption of the Plan of Liguidation. T would appreciate yvour signing
the proxy card and returiing it as soon as possible, Even though vou may own only a few shares,
your vote is inportant,

Copies of the material sent to the Class A stockholders are being sent to the Class B stockholders.
Very truly vours,

'R L. DiNoN

President




BUSINESS OF THE COMPANY

_Associates was orcanized under the laws of Delaware in 1930 with the primuary obijectives of
pr(\nl&inu the creation and development of a ¢Jub in the District of Columnbia {for Republicans from
Al parts of the country and of consiructing and leasing office_buildings near_the club to the Republican
National Committee and afliliated orginizations. Two of the three buildings origmally contemplated

were canstructed and are the site of the Dwight Do Eisenhower National Repubhoan Center which
was dedicated in January 19720 In October 19750 Associates sold 1o the Capito} 11l Club ("Club™)
the lot and building occupicd by the Clubs The sole remaining asset of the Company is the building
and Jot now rented by the Republican Nutional Committee under @ net lease arranyement,

IF'or further informaton concermng the sale of the property to the Clab and the Company’s
business and present property, see Drere 1o Business o the 1977 Annual Report annesed hereto,

FINANCEAL STATEMENIS

Audited financial statements of the Company, consisting of Bialance Sheets at Linuary 31, 1977
and TOT8. Statements of Tncome and Retaad Farnings for the vears cmded Tanuary 31, 1976, 1977
and 1978 wnd related Statements of Chanees in Finaneial Position, Notes 1o the Fisancial Statements,
and supplementary Schedutes are contained in the 1977 Annual Report. An unaudited Summary of
Farnings (Loss) for the Tost tive fiscal vears 18 also contiined in the 1977 Aanual Report,

PROPOSED LIQUIDATION AND DINSOLU HION

Reasons for Proposed Lignidation

dzed privvarily to promote the creation and developinent

As noted above, Associates was v
of @ chub in the District of Colus b for Republicans, to construct and lease 1o such cluby a facility
for its use and to construct and Jease office: buildings near the cJub to the Republican National Com-
mitiee (CRNCTY and ol

compicraal enterprise in the usual sense,

cted oreanizaionss Phe Company has therefore nover been operaied as a

In the hope of raising construction funds, Associates in 1967 offered its Cluss B Common Stock
(Non-Voting Stock ) for sale to the public. The inidal cfforts were fairly successful and the RNC and
Capitol Hill Club buildings were financed in part by the public offering but prinarily by several loans
from the Travelers Insurance Company. NMunacoment hoped thas coniinued safes of the Class B stock
would furnish proceeds to reduce the outatanding mortgiees on the property. Such sedes Tageed hows
ever. and in 1974 the Board reluctantly concluded that the public offering should be terminated.

Rental payments from the leases with the Club and the RNC were for a number of years the
Company’s anly source of income-—income which was offset by the interest expenses und amoritization
of the Compuny’s debt. Primurily because of these cxpén.\cs and depreciation charges, Associates has
had operating losses in all but two of the Jast ten years. For the fiscal vear ending Janvary 31, 1976,
the Company had earnings due to an extraordinary gain as a result of the sale to the Club of the
building and lot rented by the Club. For the most recent fiscal vear, Associates showed a small profit
primarily due to an increase in the rental payments made by the RNC,

Since the sale of the Club property in October 1975, the sole asset of the Company has been
the lund and building now rented by the RNCL Such property s rented, however, on g et Tease bisis
and consequently provides little operating income to the Company. Further, the Company’s indcebred-
ness to Travelers (secured by the land and building rented to the RNC) matures in July, 1980 at
which time a balloon payment of approximately $831.5300 is due. Unless the indebicdness could be

1

refinanced, Associates would be in default on the debt @ thin ume. For these reasons and the fact

that the construction of the RNC w

1 . [} 1
1

isned e §

id Club buildinegs have for the most wincipal

mitinl objectives of the Company. the Board of Dircctors concluded sonie tme ago that a siale of s

remaining property 1o the RNC and subsequent Homdaton and dissolution of the Company would be
desirable.

1o

e T ] L G
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_&amary of Proposed Liguidation

The Beoprd of -Rirecionrs o P AV et o d e M, Vppeeyved proposals
1o hguidate rand dissalve the G A il sneh emedang Ut Bonmds apinove Lin of Complete
Ligmdation and Disselutron (1 iquitdaiiag Plan™) o 3 hase aercanital trovithne for theisale

&

At e Coummnany's eiainin propely e pbe RINC bl talas et kL i Wl wlee - direeted

chatethesl jguidanon Hlan dnd; orehise Abresinani’ e sulymied Tl and approval to the
Class A sthekhofders of the Conppany at & meeting tol be ¢alli thit purpose. 1he fellowing is a
sty of the ternts of Wd daekacions eontemlh (TSN E BT e b 1 inn, the Pirchase Agree-
ment and rehited doauimonis, oyl e s LAl oo P s Gt Pherein sy Exiibit 11 aceapy
ol thesPujehaSe Avriemant iS i Deeewithbsiniaehmeny ¢ nondation Plan The sumiary

is quahficd by aeference to such docuinen

Terms of Sale. The proposed Biquidation of the Company s based opon the cale of the Com-

Pany’s remtlining. assgts g the RING st o o Rirchinse Adreement dnted Behrutdy 24,1978
heiween the Company and the RNC, as smended (CPorchiose Apreeniont ™). Assisning o sile in April,

1978, the purehpse price fop sieh taseis will e ipprasimmtidle 812 1000, wiithrmined as follows:

Qn- Februanye L4 LOGE Associaies dind the RNC tnjvrgd il Jease aerevment regirdine réntal
Ly the RNC fop aiterim ol 20 venrs of o ol to he coostrucied. and coimplijed by Assogiiies
within 30 months of the date of the Iose, (The KNC ook occupiuney an July  1970) 0 Parsuant 1o

the terms of the acrcoment. the RNC waes pranied the cption at any thne during the term of the lease

e purchase the buslding and underdving lind o be fcased by the RNC, the purchese price to be the

wpdepreciated cost, as defined, of sveh propenty. Such cost s approniinately $1.434.000. 1p Septem-

Do, 1976, the leuse agreement us revised (o increase the moenthly rental by $1,500. and 10 provide

thut the purchase price to the RNC Jop the propeity wondd e peduced by the s of $1.500 times the

punber of menths that chipse betweon Sopteanber 1019760 and the excraise by the RNC of its option.

The purchase price of an adjoinine parbing 1ot being eased by the RNC is ulso the andepreciated cost
of such hind—approximtely - S 117,000, Thus the asgaregate undeprocined vost of the building @dnd
Jand wow being ronted by the RNC s appiosiniate s $1551.000 reduced by the o of approximately
SI000, resulting in 4 phechise pricd tothe RNC of approsimintely $1,521,000,

I praperiy 18 Stlhedt o i dirkl sritee im the smalm ol dpprosiiiaieh SUSRO00Iss el Margh

'l
t1

1, USRS, whish mortgaae the Tapder, TEravdlars Insbraned Gompany, bus digeed may He assiumeds by

the RNC amahale ariomirs . Dnseles his flso deteed thil au'Sieh e 1itla the property pisses
tothy SRINC andlaRaNE Eithier paysan . Iullithel monigmad asdiies e mortgage and continues the
{ipst leneon the property then Assogitics 18 relicyed of al - alidisy

Under the terms af thie Parchase Avreement, ‘the sale Lol the Cas strbivet toothe conditions,
among otbiers, (1) that the voting stockholders of Associates shall Have upproved the Liguidation
Pran and Purchase Agrcement at a mecting called for those purposes, (2) that the Company shall
e obtained a rehing from the Interpal Revenue Service satisfuctory to counsel that the Company,
upder -Section 337 of the Inierpal ‘Revepue Code, will not secoonize & gin noeapneection with the
sile of the property, that stockholders, undor Scetion 331 of the Code. will realize capital cain or loss

upon receipt of higquidating distributions, and (¢) that the RNC shall have obtained by the date of

purchizse the sum of at Jeast $600.000 to be apphicd toward the purchase price of the property. Man-
secment of Associaies has no reason to believe that these or other conditions of the Purchase Agreement
will not be satisfied. However, of for any reason the sale is not consununisted, the Board of Directors

has the vight to abundon the Liguidation Plan,

Dissalition Procedores. Tn the 0 c Liguidation Plan and Purchuse Agrecement are approved

inceting of the Class A stockhalders, and assuming receipt of a faverable 1ax ruling, it is
the RNC within two weeks of the
thereafier file a certificate of dissalution with the State of Delaware. Upon such

cipated that the Comy wonld sell s remaining pscéts o
g apd shantly

ing effective, the Compeny 1§ dissolved and thereafier continves for a period of thiree
vears a body corporate for the purpose maintaining & liguidating status and closing down  the

husiness of the Conipany, including the defense or pros 1 of claims or suits, discharge of debts
j wiributions to stockholders, Thus, manage-
h action as 15 pecessary OF appro-

R e e T




FEDERALI ELECTION COMMISSION

1325 K SEREET NW
WASHING TON D €L 20463

CERTIT'IED MAIL
RETURN RECEIPT REQUESTED

Mr. Robert Carter

Treasurer

Republican National Committee
310 First Street, S.E.
Washington, D.C. 20003

Re: MUR 983
Dear Mr. Carter:

This letter is to notify you that on the basis of
information ascertained in the normal course of carrying
out its supervisory responsibilities, the Federal Election
Commission has determined that it has reason to believe
that your Committee has violated the Federal Election
Campaign Act, as amended (the "Act"), by leasing office
space from Capitol Hill Associates, Inc. (CHA, Inc.) at
a rental rate substantially less than full market value
from May 1976 to May 1978 resulting in a possibly illegal
receipt of a corporate contribution from CHA, Inc.

Under 2 U.S.C. § 441b(a), political committees are
prohibited from knowingly accepting contributions from
corporations.

Upon making a determination that there is reason to
believe that a violation has occurred, the Commission is
required to make an investigation and to afford your
Committee a reasonable opportunity to demonstrate that
no action should be taken. As part of this process,
plecase submit, within 10 days of receipt of this letter,
any factual or legal materials which you decm relevant
to the Commission's investigation of this matter.




This letter will remain confidential in accordance
with 2 U.S.C. § 437g(a) (3) unless you state to the
Commission in writing that you wish the investigation
to be made public. The staff member assigned to this

matter is Dan Higgins, who can be reached at (202)
523-4166.

Sincerely,

.

William C. Oldaker
General Counsel




FEDERAL ELECTION COMMISSION

1325 K STREET NW,
WASHING TON D.CL 20463

CERTIFIED MAIL
RETURN RECEIPT REQUESTED

Mr. Fred L. Dixon

President

Capitol Hill Associates, Inc.
310 First Street, S.E.
Washington, D.C. 20003

Re: MUR 983
Dear Mr. Dixon:

This letter is to inform you that on the basis of
information ascertained in the normal course of carrying
out its supervisory responsibilities, the Federal Election
Comnission has determined that it has reason to believe
that Capitol Hill Associates, Inc., has violated the
Federal Election Campaign Act, as amended (the "Act"),
by leasing office space to the Republican National Com-
mittee ("RNC") for substantially less than full market
value from May 1976 to May 1978, resulting in a possible
illegal corporate contribution to the RNC. Under 2 U.S.C.
§ 441b(a), corporations are prohibited from making contribu-~
tions in connection with any election to federal office.

Upon making a determination that there is reason to
believe that a violation has occurred, the Commission is
required to make an investigation and to afford you a
reasonable opportunity to demonstrate that no action should
be taken. As part of this process, please submit within
10 days of receipt of this letter any factual or legal
materials which you deem relevant to the Commission's
investigation of this matter.




This letter will remain confidential in accordance
with 2 U.S.C. § 437g(a) (3) unless you state to the
Commission in writing that you wish the investigation
to be made public. The staff member assigned to this

matter is Dan Higgins, who can be reached at (202)
523-4166.

Sincerely,

William C. Oldaker
General Counsel

cc: Robert Carter, Treasurer
Republican National Committee




FEDERAL ELECTION COMMISSION

1329 KN SEREET N
MASHING TON DO 20403

May 3, 1979
MEMORANDUM
TO : BILL OLDAKER

THROUGH : ORLANDO B. POTTER
STAFF DIRECTOR

- B L
FROM : BOB COSTA/RICK HALTER/DAN BOYLE

SUBJECT LEASE ARRANGEMENT BETWEEN THE REPUBLICAN
NATIONAL COMMITTEE (RNC) AND CAPITOL HILL
ASSOCIATLES, INC. (CHA)

The Audit staff has recentlv completed the fieldwork of
an audit of the Committee to Preserve the National Republican
Center ("the Committee"), an affiliated committee of the RNC.
The Committee was formed in June 1977 for the purvose of pur-
chasing the headquarters of the RNC located at 310 First Street,
S.E. in Washington, D.C. In May, 1978, the Committee, bv means
of contributions raised from various sources, loans from the
RNC, and the assumption of a mortgage of $925,091.10, purchased
the headquarters building.

During the fieldwork, the Audit staff was able to determine
that, prior to the purchase of the headaquarters building, the
RNC leased the building from CHA, a corporation organized in
1950 by a group made up principally of Republican members of the
U.S. Senate and House of Representatives. Since inception, the
primary objectives of CHA have been (1) to promote the creation
and development of a club for Republicans from all parts of the
country, (2) to acquire and lease to such club, once it became
established, propertv and facilities for club use, and (3) to
construct near the club, office buildings to house the RNC and
affiliated organizations.

In July 1970, upon completion of the RNC headquarters building,
the RNC moved to the new building. The construction of the
Capitol Hill Club ("the Club") was completed in February 1972, at
which time the Club took cccupancy. In October 1975, the Club
purchased the property and building which it had occupied since
February 1972. The RNC did not purchase their headouarters and
property until May 1978.

&




The problem uncovered by the Audit staff durina the audit
fieldwork involves the amount of rent paid by the RNC to CHA
during the period from July 1970 to May 1978. From July 1970 to
June 1972, a rental agreement between RNC and CHA was in effect
which provided for the RNC to pay a rental amount ($230,000 per
annum) which included all operating expenses of the building. 1In
July 1972, the RNC exercised an option in their lease agreement
to pay all operating expenses directly, thereby reducing the annual
rent to $128,700, a reduction of 44%. 1/ According to a CHA
statement dated March 24, 1978, the RNC continucd to pay this
amount until September 1976, when the rent was increased $1,500
per month or to $146,700 annually. It should be noted that the
RNC was to be given full credit ($1,500/month) toward the eventual
purchase of the building for each month that the RNC paid the
rent increase. The settlement papers on the purchase indicated
a $31,500 credit toward the purchase price of the building, which
represents the increased rental payment from September 1976 to
May 1978, a period of twenty-one months. Therefore, due to
the fact that the RNC received full credit for each month
that it paid the $1,500/month increase, the increase will not
be considered as part of the annual rental pavment in calcula-
tions performed later in this memo.

According to Section 441b(a) of the Act, corporations are
prohibited from making a contribution in connection with any
clection to Federal office and political committees are prohibited
from knowingly accepting a contribution from any corporation.

This percentage is based solely on the reduction of rent as
agreed to by CHA and the RNC. It has, in no way, been verified
to actual cost of operating expenses because the reduction
occurred in 1972, for which no records were available for
review.




In a memorandum to the RNC chairman dated December 2, 1975
from an unidentified source at CHA which concerns itself with
the fair rental value of the RNC headquarters, it is pointed
out that rental values for comparable properties in Washington
are substantially higher. For the period from January 1976 to
May 1978 according to the terms of the lease agreement, the RNC
paid $128,700 per annum 2/ for 50,519 sauare feet of office space
in the headquarters building. This converts to a rental payment
of $2.55 per square foot, with the RNC paying the operating expenses.
In the Capitol Hill area, the memo indicated that comparable office
space would rent for $7.75-$8.00 per square foot. 3/ This rate,
however, includes operating expenses, therefore an adjustment must
be made to eliminate operating expenses from this rental estimate.
Using the adjustment (a reduction of 44¢%) made by CHA when RNC
exercised the option to assume the operating expenses, the rental
value estimate for the Capitol Hill area is $4.34-4.48/sqg. ft.
In order to calculate on an annual basis the amount RNC benefits
from their apparent less than normal rental charge, it is necessary
to apply the square footage contained in the RNC headquarters.
According to the aforementioned memorandum to the RNC chairman,
the architect's estimate of square footage in the RNC headquarters
building is 50,519 sq. ft. Applving this square footage to the
above space in the Capitol Hill area the comparable annual rent
for this area would be $219,200 - 226,300. In comparing this
annual rental estimate to the annual rent of the RNC headquarters
($128,700), it is obvious that the RNC benefited from the leasec
arrangement with CHA as follows:

LOCATION ESTIMATED RANGE OF ANNUAL RENT

Minimum Maximum
Capitol Hill $219,200 $226,300
RNC Headquarters (128,700) (128,700)

Difference $ 90,500 $ 97,600

As mentioned before on page 2 of this memo, the $1,500/month
increase (or $18,000/year) is not considercd as rent, therefore
is not included in these calculations.

These figures represent the estimate of an independent realty
brokerage firm in Washington, namely Julien J. Studley, Inc.
The memo also indicates a comparison with rental property
values in the K Street-Connecticut Avenue corridor. The
realty brokerage firm estimates the rental value for this
location @ $8.50-9.50 per square foot, which also includes
all operating expenses.




TTherefore, it is the conclusion of the Audit staff that the
amount of rent apparently paid by the RNC from January 1976 to
May 1978 was less than the normal charge for comparable office
space. Further, the Audit staff is of the opinion that the money
saved by the RNC, due to this lease arrangement with CHA, which
is a corporation, could conceivable have been used by the RNC to
support federal candidates, in violation of Section 441b(a) of
the Act.

The Audit staff recommends that this matter be reviewed by
OGC and considered as a possible MUR. If you have any questions
reqarding this matter, please contact either Russ Bruner or
Dan Boyle at extension 3-4155.

Auditor's Note:

The Audit staff is currently engaged in the fieldwork
of the audit of the RNC-Expenditure Committee. Verification of
rental payments by the RNC to CHA will be performed by a review
of the cancelled checks and appropriate documentation from
January, 1976 throuagh May, 1978,
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