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MARCH 30, 1995

MEMORANDUM:

TO: COMMISSIONE

THRU : JOHN C. SURI
STAFF DIRE

FROM: ROBERT J. COSTA ;:;?ﬂiz;,
ASSISTANT STAFF DIRELTOR

AUDIT DIVISIO
SUBJECT: PAYMENT OF $12,757 RECEIVED FROM BROWN FOR PRESIDENT
This informationasomemorandum is to advise you of a $12,757

payment received from Brown for President({the Committee). The
payment satisfies the Committee’s repayment obligation as

"recommernded in the final acdit: Treport and- IEPresentS__me itsfrom————— —

excessive press remibursements and stale dated checks.

Attached is a copy of the check, the letter which

accompanied the payment, and the receipt showing delivery to the
Department of the Treasury.

Should you have any gquestions regarding the payment please
contact Ray Lisi at 210-3720.

Attachments as stated
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Brown for President
643 E. Channel Rd.
Santa Monica, Ca 90402
310-454-9905

Federa]l Election Commission
Washington, DC 20463

Dear Mr. Nobie,

Enclosed please find the final payment of our Final Repayment
Determination (LRA # 440) in the sum of $12,757. I received a letter

_addressed to_Jerry asking for the balance of $31,375._dated March -
2nd yesterday, I know this amount has been received by the

Commission already. 1 am very sorry for the delays. I hope that this
sets everything straight. I would like to know how to complete the
closing of Brown for President. Please have someone contact me.

cc: Jules Glazer
Jerry Brown
Blaine Quick
Abel Montez

sl
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FEDERAL ELECTION COMMISSION

WRREENCTON T 2oded

March 30, 1995

RECEIPT FROM THE
UNITED STATES DEPARTMENT OF TREASURY
FOR A
PAYMENT TO THE GENERAL FUND OF THE U. S. TREASURY

Received on March 30, 1995, from the FTederal Election Commission
{by hand delivery), a check drawn on the Bank of Los Angeles in
the amount of $12,757. The check represents a final payment from
Brown for President for profits from excessive press
reimbursements and stale dated checks. The payment should be
deposited into the General Fund of the U. S. Treasury.

Brown for Prés;dent
Amount of Payment: §$12,757

Presented by: Received by:
Q&bu\ S%tzm/(/ gé,/;, e @&M}/
for Zﬁé for the
Federal Election Commi n Unlted States Treasury
Ceenegl rg o~ Comm sans s T dnapeergin
VESTERTIAY TOTIAY AND Tt KK e

PO ATED TOY a L3P0 THE PUBGL INFORAMED
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FEDERAL ELECTION COMMISSION BJ005827
WASH LT TON Y T
May 26, 1994
TO: RONALD M. HARRIS

CHIEF, PRESS OFFICE

FROM: ROBERT J. COSTA
ASSISTANT STAFF DIREITOR
AUDIT DIVISION

SUBJECT: PUBLIC ISSUANCE O
BROWX FOR PRESIDENT

Attached please find a capy of the final audit report
r President which was

~ approved by the Commission on Hay“2'"W1994*““*W*———-44—~~m~-m—~mﬁw7r

Informational copies of the report have been sent to all
parties involved and the report may be released to the
public on May 31, 1994.

Attachment as stated

cc: Office of General Counsel
Office of Public Disclcsure
Reports Analysis Divisicn
FEC Library
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FEDERAL ELECT ON 2ot Sa iy AKDOZ0:3

FINAL AUDIT REPORT
ON
BROWN FOR PRESIDENT

EXECUTIVE SUMMARY

Brown for President ("the Committee™) registered with the
Federal Election Commission on September 2, 19%1. The Committee
was the principal campaign committee of Governor Edmund Brown,
Jr., a candidate for the 1992 Democratic presidential
nomination.

The audit was conducted pursuant to 26 U.S5.C. §9038(a),
which requires the Commission to audit committees that receive
matchxng funds. The Cocmmittee received $4.2 million in matching

——funds.i” - — - - - - o .

T

o

i\ The findings were presented to the Committee at an exit

¥ conference held at the conclusion of audit fieldwork (April 13,

—_ 1993) and in the interim audit report approved by the Commission
on Qctober 22, 1993, and ratified by the Commission on November

C‘ 9, 1993. The Committee was given an opportunity to respond to
the findings both after the exit conference and after receipt of

- the interim audit report. The responses have been included in

- this report.

e In the final audit report, the Commission made an initial

determination that the Committee was required to pay the U.S.

Treasury $126,586 1/, representing $125,252 in matching funds

received in excess of the candidate's entitlement and $1,334 in

Committee checks that were never cashed. The Commission also

determined that the Committee had to make a $15,974 payment to

the U.S. Treasury due to its receipt of apparently excessive



Brown for President
Executive Summary
Page 2 of 3

Misstatement of Financial Activity - 2 U.S.C. §434(b)(1},
12v, and (4). On disclosure reports filed between September
1991 and September 1992, the Zommitlee misstated its financial
activizy. The Ccmmittee filed amended reports that materially
zorreczed the misstatements.,

Cisciosure of Receipts and Disbursements - 2 U.S5.C.
§434(b7. The interim audit report found that the Committee's
repcrts 1nadequately disclosed offsets to operating
expenditures, disbursements and loans. The Committee responded,

filing amendments that corrected the disclosure problems.

Excessive Contributions Resulting from Staff Advances and
Extensions of Credit by a Vendor and a Union - ¢ U.S.C.
§44lata), 2 U.S.C. §441b(a), 11 CFR §116.53(b), 11 CFR §116.3,
and 11 CFR 114.9(d). A payment by an individual from his or her
personal funds for campaign-related costs is a contribution
subject to the $1,000 limitation unless exempted from the
definition of & contribution at 11 CFR 100.7(b)(8) or reimbursed
within specific time frames. The interim audit report
questioned whether funds advanced by five individuals resulted
in contributions that exceeded limits by $76,261. The report
also questioned whether the Committee had accepted prohibited

-corporate and _labor contributions in the form of credit

extended outside the normal course—of-business by a computer
firm ($506,000) and a labor union ($57,196}). The Committee’s T
response to the interim audit report provided no documentation g

to refute the excessive and prohibited nature of these advances
and extensions of credit.

Undocumented Disbursements - 11 CFR §9038.2(b) and 11 CFR
§3033.11(a). In response to the interim audit report’s
identification of inadequate documentation with respect to 16
disbursements totaling $32,839, the Committee provided the
necessary documentation to correct this problem.

Matching Funds in Excess of Entitlement - 26 U,.S.C.
§9038(b)(1}). In the final audit report the Commission made an
initial determination that a repayment of $125,252 to the U.S,
Treasury was required. The repayment represented matching funds
received in excessg of the candidate’s entitlement, based on an
analysis of the Committee’s Statement of Net Outstanding
Campaign Obligations and relevant receipt activity.

Apparent Excessive Press Reimbursements - 11 CFR
§9034.6(a), 11 CFR §9034.6(b), and 11 CFR §9034.6{(d){(1). A
committee that provides travel-related services to the Press may
charge for the services and accept the resulting reimbursements.
The final audit report found that the Committee had earned
$15,974 in profit on reimbursements received from the Press for
such services., The Commission determined that this amount had te
be paid to the U.S. Treasury. The Commission also determined

Page 2, 5/24/94
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Brown for President
Executive Summary
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Page 3 of 3

at the Ccmmittee had c¢vercharged the Press 551,233 for
ravei-related secrvices and conseguently had tc make refunds +-
travelers who had overpaid.

Stale-dated Committee Checks - 1i CFR 9038.8. finally, the
Committee 1s required to pay to the U.S. Treasury $1,334, the
tetal amcunt of checks cutstanding which have nct been cashed.

Page 3, 5/24,94
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FEDERAL £LECTOIN Caansigdion AK004708

REPORT OF THE AUDIT DIVISION
ON
BROWN FOR PRESIDENT

I. Background
A. Audit. Authority

e
. This report is based on an audit of Brown for President
) {"the Committee"). The audit is mandated by Section 9028(a) of
- Title 26 of the United States Code. That section states that
— ———— "After each matching payment periocd, the Commission shall conduct
?: a thorough examination and audit of the qualified campaign ——
expenses of every candidate and his authorized committees who
s received payments under section 5037." Also, Section 9039(b) of
— the United States Code and Section 39038.1(a)(2) of the
Commission’s Regulations state that the Commission may conduct
- other examinations and audits from time to time as it deems
necessary.
T~
_ In addition to examining the receipt and use of Federal
- funds, the audit seeks to determine if the Committee has
. materially complied with the limitations, prohibitions and

disclosure requirements of the Federal Election Campaign Act of
1971, as amended.

()

B. Audit Coverage

The audit covered the period from the Committee’s
inception, September 2, 1991, znrcugh September 30, 1992. During
this period, the Committee’'s reportsl/ reflect an opening cash
balance of $-0-; total receipts of $5i0,783,676; total

i/ All figures in this report have been rounded to the nearest
dollar.

Page 5, 5,24,/94
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BROWN FCR PRESIDENT
Page 2

and a closing cash balance of
ited review of the Committee’s

disbursements of $10,293,2986
$530,297.2/ In addition, a lin
through March 31, 1993, for purposes cf

;
i
ansactions was conducted th
.

determining the Committee’s ma:ning match:ng fund entitlement
Fased on its financial pcsizicn and reported transacticns
therzafter

C. Campaign Organizaticn

The Committee registered with the Federal Election
Commission on September 2, 1991. The Treasurer of the Committee
from its inception through March S, 1992 was Jodie Evans. On
March 6, 1992, Blaine Quick became Treasurer and continues to
serve as the Committee’'s current Treasurer.

During the period audited, the campaign utilized
depositories in 16 states in addition to its national headquarters
located in Los Angeles, California. The campaign’s current
offices are in Los Angeles, California.

Y

To handle its financial activity, the campaign used 21
bank accounts at various times. From these accounts the campaign
made approximately 6,000 disbursements. Approximately 94,000

contributions were received from about 88,400 persons. These

“contributions-totaled about $5,015,000. It should be noted that
it was the Committee’s policy to limit contributions to $100-per— . _

person.

In addition to contributions, the campaign received
$4,239,405 in matching funds from the United States Treasury.
This amount represents 30.70% of the $13,810,000 maximum
entitlement that any candidate could receive. The candidate was
determined eligible to receive matching funds on December 2, 1991.
The campaign made a total of 8 matching funds requests totaling
$4,437,909. The Commission certified 95,53% of the requested
amount. For matching fund purposes, the Commission determined
that the Honorable Edmund G. Brown’s candidacy ended July 15,
1992. This determination was based on the date of the convention
pursuant to the Commission’s regulations at 11 C.F.R. §9033.5(c¢)
which states, in relevant part, that the candidate’s date of
ineligibility shall be the last day of the matching payment period
as specified in 11 C.F.R. 9032.6; which states that the matching
payment period may not exceed "the date on which the party
nominates its candidate.” On August 4, 1992, the Committee
received its final matching fund payment to defray expenses
incurred through July 15, 1992 and to help defray the cost of
winding down the campaign.

2/  The reported activity does not foot due to two minor
mathematical errors in carrying the ending cash on hand

balance to the subsequent report as the beginning cash on
hand balance.
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Attachment 1 to this report is a copy of the
Commission’'s most recent Report on Financial Activity for this
campaign. The amounts shown are as reported to the Commission by
the Ccmmittee.

-

>. Audit Scope and Procedures

In addition to a review of the qualified campaign
expenses incurred by the Committee, the audit covered the
following general categories:

1. The rtreceipt of contributions or loans in excess of
the statutory limitations {see Finding II.E.);

2. the receipt of contributions from prohibited
sources, such as those from corporations or labor
organizations (see Finding II.E.};

3. proper disclosure of receipts from individuals,
political committees and other entities, to include
the itemization of receipts when required, as well
- as, the completeness and accuracy of the
information discliosed (see Finding I1I1.3.);
o 4. proper disclosure of disbursements including-the
{ itemization of disbursements when required, as well
o as, the completeness and accuracy of the
_ information disclosed {see Pinding 11.C.);

- 5. proper disclosure of Committee debts and
obligations (see Finding 1I.D.);

N 6. the accuracy of total reported receipts,
¢ disbursements and cash balances as compared to
e Committee bank records (see Pinding II.A.);

i

7l
-4

adequate recordkeeping for campaign transactions
({see Finding III.D.};

8. accuracy of the Statement of Net Outstanding
Campaign Obligations filed by the Committee to
disclose its financial condition and establish

continuing matching fund entitlement (see Finding
I1I1.C.);

9. the Committee’s compliance with spending
limitations; and

10. other audit procedures that were deemed necessary
in the situation.

As part of the Commission’s standard audit process, an
inventory of the Committee’'s records was conducted prior to the

Page 7, 5/24,/94
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audit fieldwork, This inventory was conducted to determine :f =he
Committee’s records were materially complete and in an auditable
state. The inventory indicated that some records were not

clete and the Committee was previded thirty days teo obtain the
essary materialis. At the end of the thirty days, some recerd
e still not complete. 1In order to obtain the necessary ceccrds
bpoenas were 1ssued to the Committee as well as a number of
vendors, banks, and individuals. As a resultl of the information
obtained, :t was concluded that the records were materially
complete except as discussed in individual findings.

Unless specifically discussed below, no material
non-compliance was detected. It should be noted that the
Commission may pursue further any of the matters discussed in this
report in an enforcement action,

Our analysis of press refunds/rebates was limited due :o
the absence of Committee records with respect to: The flight
origination and destination to include the cost of each leg of
each trip; the flight manifest or itinerary for each leg of each
trip showing every person traveling (except the flight crew) by
name and any associated organization; and workpapers, computer
files etc. showing the derivation of amounts billed to the press
for each leg cf each trip (see Finding III.D.).

1177 Findings-and Recommendations - Non-repayment Matters

Introduction to Findings

In light of an October 22, 1993 decision by the Court of
Appeals for the D.C. Circuit in FEC v. NRA Political Victory Fund
et. al, the Commission reconsidered the interim audit report and
voted its approval on November 9, 1993. As a result of this
action, the Committee was afforded an additional 14 calendar days
to respond to the interim audit report.

A. Misstatement of Financial Activity

Sections 434(b)(1), (2) and {(4) of Title 2 of the United
States Code require a political committee to report the amount of
cash on hand at the beginning of each reporting period and the
tstal amount of all receipts and disbursements for the reporting
period and calendar year.

The Audit staff's reconciliation of the Committee’s bank
activity to its reported activity3/ for the period covered by the
audit indicated the following misstatements:

3/ The Committee’s reported totals were calculated by summing
the current pericod totals for each reporting period; which
differed from the calendar year-to-date totals reported by
the Committee for 1992.

Page 8, 5,/24/94
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Page 5
1. Inception through December 31, 1991
a.  Receipts
The Committee reported total receipts of
$31%,658 for 1991. Utilizing available bank recerds, the Audit
staff deter

mined that the Committee should have reported total
receipts of $315,017. Therefore, the Committee’s receipts were

overstated by a net amount of $4,641. This overstatement was the
result of the following:

o In-kind contributions and deposits $ 6,109
not reported

o Deposits reported twice ${ 700)

o) Reported deposits and edit adjustments $(9,800)
not ttaceable to bank statements

o Correctiom cf mathematical error $ 400

o Unexplained year end correction $ (761)

o Reconciling adjustment $ 111

- Total (Net) Overstatement - : e S{4,641)

b. Disbursements

For 1991, the Committee reported total
disbursements of $440,958. The Audit staff determined that the
Committee should have reported total disbursements of $457,298.
Therefore, the Committee’s reported disbursements were understated

by a net amount of $16,340. This understatement was a result of
the following:

o] Disbursements not reported and 1991 $19,993
disbursements reported in 1992

o Disbursements reported twice $(1,503)

o] Miscellaneous charges, bank reversals, ${1,999)
and error corrections

o Reconciling adjustment $ (151)

Total (Net) Understatement $16,340

c. Cash on Hand

The Committee repotrted an ending cash cn hand
balance on December 31, 1991 of $78,700. The Audit staff
determined this was overstated by a net amount of $20,981 which

Page 9, 5,724,794
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resulted from the =isstatements detailed above.

The correct
ending cash was dezermined to be $57,719,

2. Janzary i, 1332 <nrough September 30, 1992
a. Recelpts

The Ccmmittee reported total receipts of
$10,264,018 for the period January 1, 1992 through September 30,
1992. The Audit staff determined that the Committee should have
reported total receipts of $11,308,890 for this pericd.

Therefore, the Committee’s reported receipts were understated by a
net amount of $1,344,872. Committee deposit records identified
the receipt of a $1.1 millicn dollar loan on May 20, 1992 that was
not reported (see finding II.D.). In addition, the Audit staff
noted press reimbursements for air charter services, totaling
520,126, which were paid directly to the vendor and not reported
by the Committee. 1In the absence of workpapers which detail the
preparation of its disclosure reports, the Audit staff was unable
to explain the remaining overstatement totaling $75,254,

b. Disbursements

The Committee reported total disbursements of

———%$9,812,338 for the pericd January 1, 1992 through September 30,

1992. The Audit staff determined that the Committee should have — — —
reported total disbursements of $10,875,192. Therefore, the

Committee’s reported disbursements were understated by a net

amount of $1,062,854. The majority of this difference was the

result of the Committee not reporting the May 26, 1992 repayment

of the $1.1 million loan described above. With respect to the

press reimbursements discussed above, a credit of $20,126 was

applied by the vendor to amounts due from the Committee, resulting

in an underreporting of disbursements. In the absence of

workpapers which detail the preparation of its disclosure reports,

the Audit staff was unable to explain the remaining $57,272
difference.

c. Cash on Hand

The Committee reported an ending cash on hand
balance on September 30, 1992 of $%530,297. The Audit staff

determined this was overstated by a net amount of $38,880 which
resulted from the migsstatements noted above and correction

carryovers from 1991. The correct ending cash was determined to
be $491,417.

The Audit staff provided photocopies of its
bank reconciliations to Committee representatives at the exit

conference. The Committee representatives indicated a willingness
to file amendments to correct the above noted problems.

In the inter:m audit report, the Audit staff
recommended that the Committee f£:le amended Summary and Detailed

Page 1I, 5 24-%4
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Summary Pages for calendar years 1991 and 1992 correcting the
misstatements of financial activity. The Audit staff further
recommended that the Committee file amended Schedules A-P and B.p

for 1992 tn disclose the press transactions ($20,126) discussed
above.

The Committee’s response to the interim aud:
report notes that amended disclosure reports have been f£iled. 7
Audit staff’s review of these amended disclosure reports
determined that the Committee has materially complied with the
recommendations of the interim audit report.

£
[

ne

B. Failure to Itemize Refunds/Rebates

Section 434(b)(3)(F) of Title 2 of the United
States Code states that each report under this section shall
disclose the identification of each person who provides a rebate,
refund or other cffset to operating expenditures to the reporting
committee in an aggregate amount or value in excess of $200 within
- the calendar yemz, together with the date and amount of such
o receipt.

Section 431(13) of Title 2 of the United States
Code defines the term "identification” to mssn, in the case of any
.. person_other than an individual, the full name and address of such
person. In addition, 2 U.5.C.§431(11) defines "Person” to.
include an individual, partnership, corporation, association,
labor organization or committee.

ey

Q

|

The Audit staff’'s review of refunds/rebates
received by the Committee from vendors indicated that 37 out of 67
such receipts totaling $82,840 were not itemized on the
Committee’s disclosure reports.

1

-

At the exit conference, the Audit staff advised the
R Committee representatives of this problem and provided thea with
photocopies of workpapers detailing these transactions. Committee
< representatives indicated that amended reports would be filed.

In the interim audit report, the Audit staff
recommended that the Committee file Schedules A-P to amend its
disclosure reports to correctly itemize their refunds and rebates.

The Committee’s response to the interim audit
report notes that the requested Schedules A-P have been filed.
The Audit staff’s review of these amended schedules determined
that the Committee has complied with our recommendation.

C. Failure to Itemize and Adeqguately Disclose
Disbursements

Section 434(b}{(5)(A) cf Title 2 of the United States
Code states, that each report under this section shall disclose
the name and address of each person to whom an expenditure in an

Page 11, 5/24,94
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aggregate amount or value in excess of $S200 within the calendar
year is made by the reporting committee to meet a candidate cr
committee operating expense, together with the date, amount, and
purgcse of such operating expenditure.

The Audit staff reviewed disbursements from the
Commit+ee’'s state accounts. The review identified 177
disbursements, in an aggregate amouni or vaiud i excecs
totaling $106,482, that were not i1temized on Committee di
reports.,

In addition, the Audit staff’'s review of itemized
disbursements from state bank accounts identified 80 disbursements
totaling 543,285, for which the proper disclosure of infermation
was either incomplete or omitted. All of the errors resulted from
either an incomplete address, or no address being disclosed.

At the exit conference Committee representatives were
made aware of the above problems and were provided photocopies of
schedules detaiding theses iteme. 1In response to the exit
conference the Committee filed amended disclosure reports
materially correcting the errors.

o. Repocrting of Loan to the Committee

- Sections 43¢4(b){(2)(H) and-{3){E) of Title 2 of the ___
United States Code state, that each report shall disclose all
loans along with 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 lcan, and date and amount or value of such loan.

In addition, 11 C.F.R. §104.11(a) provides that debts
and obligations owed by a political committee which remain
outstanding shall be continuously reported until extinguished.

The Audit staff identified a $1,100,000 loan, the

receipt and repayment of which had not been reported by the
Committee {see Finding II.A.2.).

The documentation available with respect to this lcan
included a Promissory Note, a Committee bank statement with
related debit and credit memos and a document from the bhank
showing the loan history. The Promissory Note was dated May i3,
1992, and related to Loan #6348 in the amount of $1,100,000. Th:is
Note had an initial interest rate of 8.5%, and a repayment due
date of June 8, 1992. The Promissory Note also stated that
interest started to accrue on the unpaid principal balance as of
May 15, 1962 until paid in full. The loan was secured with
matching funds. In addition, the bank was authorized to debit the
Committee’s bank account, upcen receipt of matching funds, o
repay the loan.

Page 12, 5/24,/94
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According to the May, 1992 bank statement, this loan was
¢redited o the Committee’s account on May 20, 1992. The credit
meme is dated 5-20-92 and it annotated "Brown for President Inc.
Loan Prcceeds". The bank statement notes a debit on May 26, 1932
to repay the loan. The corresponding debit memo, dated 5-26-92,
states that it "Revierses] entry of 05-22-92",

The deocumentation reviewed contained discrepancies
concerning receipt and repayment dates. Although the loan history
supplied by the lending bank and the bank statement supports
5-20-92 as the date of receipt, as noted above, the debit memo is
annotated as "Rev[erses] entry of 05-22-92". There is no
corresponding credit on the bank statement to which this could
apply other than the loan credited on May 20, 1992. The Audit
staff also noted an inconsistency between the bank statement and
the loan history with respect to the date of repayment of this
loan. As detailed above, the Committee’s account is debited for
the amount of the loan proceeds on May 26, 1992, while the loan
history lists the repayment date as May 20 1992, The Audit staff
is unable to explazn these dzscrepanczes.

Based on the available information, it is the opinion of
. the Audit staff that the loan was received on May 20, 1992 and
o repaid on May 26, 1992, The Commlttee had the proceeds from the

J loan available for five days.- -
- On the loan history was a note to a Committee
representative that stated in part "After signing the documents,
the Brown For President people decided that they did not want all
- the money right away but rather wanted to take it as needed (to
= save interest charges most likely). Therefore the initial advance
. was reversed and the loan proceeds were subsequently taken in two
parts - but only $500,000 of the $1,100,000 were ever taken. This
is not a line of credit but rather a straight loan which was
disbursed in increments”, At the exit conference, Committee
representatives stated that because the full amount was not needed
at the time the funds were drawn, they elected not to report the

$1,100,000 loan; they elected to report only the subsequent draws
on the loan.

0

The Audit staff acknowledges that loans for $300,000 on
May 26, 1992 and $200,000 on June 2, 1992 were drawn against Loan
#6348 subsequent to the teceipt and repayment of the $1,100,000
draw. The Committee repaid both draws and corresponding interest
on June 5, 1992. The Audit staff also acknowledges that both of
these locans were correctly disclosed.

At the exit conference, the Audit staff informed
Committee representatives of the need to file amended disclosure
reports to disclose the initial ($1,100,000) loan. The Committee
agreed to amend its disclosure reports as reguested.

Page 13, 52494
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In the interim audit report the Audit staff recommended
tha> the Ccmmittee submit Schedules A-P, B-P and C-P, disclosing
the receipt and repayment of this ($:,100,000} loan.

As part of its response to the interim audit report, the

Committee provided the requested schedules,.
E. Apparent Excessive Contributions Resulting from Staff
Advances and Extensions of Credit by 2 Vendor and a
Unicn

section 441lalal{l)(Aa) of Title 2 of the United States
Code states, in part, that no person shall make contributions to
any candidate and his authorized political committee with respect

to any election for Federal office which, in the aggregate, exceed
$1,000.

Section 44lb(a) of Title 2 of the United States Code
states, in part, that it is unlawful for any corpeoration or labor
organization to make a contribution in connection with any

election to any political office.

Section 116.5{(b) of Title 11 of the Code of Federal

_Requlations states, in part, that the payment by an individual

from his or her personal funds, including—-a personal credit-card, __

for the costs incurred in providing goods or services to, or
obtaining goods or services that are used by or on behalf of, a
candidate or a political committee is a contribution unless the

payment is exempted from the definition of contribution under 11
C.F.R. 100.7(b)(8).

Pursuant to 11 C.F.R. §116.5{(b), if the payment is not
exempted, it shall be considered a contribution by the individual
unless it is for the individual’'s transportation expenses or for
usual and normal subsistence expenses incurred by an individual,
other than a volunteer, while traveiing on behalf of a candidate;
and, the individual is reimbursed within sixty days after the
closing date of the billing statement on which the charges first
appear if the payment was made using a personal credit card, or
within thirty days after the date on which the expenses were
incurred if a personal credit card was not used. "Subsistence
expenses” include only expenditures for personal living expenses

related to a particular indiwvidual traveling on committee business
such as food or lodging.

Sections 116.3{a} and (b) of Title 11 the Code of
Federal Regulations state, in relevant part, that a commercial
vendor that is not a corporation, and a corporation in its
capacity as a commercial vendor may extend credit to a candidate,
a political committee or another person on behalf of a candidate
or political committee. An extension of credit will not be
considered a contribution to the candidate cor political committee
provided that the credit is extended in the ordinary course cf the
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commercial vendor’s business and the terms are substantially
similar to extensions of credit to nonpolitical debters that are
0f similar risk and size cf chligaticns.

Further, 11 C.F.R. §116.3(c! states that in determining
whether credit was extended in the ordinary course of business,
the Commission will consider:

(1) Whether the commercial vendor followed its
established procedures and its past practice in
approving the extension of credit;

{2) Wwhether the commercial vendor received prompt

payment in full if it previously extended credit to
the same candidate or political committee; and

{3} wWhether the extension of credit conformed to the
usual and normal practice in the commercial
vendor’'s trade or industry.

Finally, 11 C.F.R. §114.9(d) provides, in part, that
persons, other than officials, members and employees, who use
labor organization facilities for activity in connection with a
Federal election, are required to reimburse the labor organizati

aefiisation

and usual rental charge for the useof-the facilities.

1. Staff advances

During the review of the Committee’s disbursements,
the Audit staff noted a number of reimbursements to individuals
that were for various kinds of campaign activity. For subsistence
and transportation expenses, the Committee did not reimburse the
individuals within the time periods required by 11 C.F.R. §116.5,.
Individuals were also reimbursed for other kinds of campaign
expenditures, such as advertising, supplies, telephone, postage,
and copying. Purther, five individuals were reimbursed for the
transportation, travel, and related expenses of other individuals,
to include the candidate.

As part of the Audit staff’s analysis,
contributions resulting from the unt:i:mely reimbursement of
expenses incurred by individuals were added to direct
contributions made by these 1ndiv:iduals. Our review indicated
that five individuals made apparent excessive contributions. The
amount in excess varied depending upon when reimbursements were
made by the Committee. By summing the largest amount in excess
for each individual, the Aud:it staff determined that the amount in
excess was $76,261. At the conclusion of fieldwork, there were no
expense reimbursements outstanding. Of particular note, most of
the amount in excess (541,869) occurred with respect to the
Campaign Manager, Jodie Evans. The Campaign Manager utilized
seven (7) different personal credit cards for both personal and
campaign related expenses. The maiority cf expenses charged to

-
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these accounts were for the candidate’s and several campaign
employees’ expenses.

Thig matter was discussed with the Committee during
the exit conference. The Audit Staff provided the Committee with
a schedule of excessive amounts, a summary schedule, and a cover
sheet explaining symbols and methodology. The Campaign Manager
stated that the regulation had been misinterpreted by them. She
also commented that the regulation and repayment pericds are
unfair to candidates who do not have the same access to money or
credit as other candidates who have name recognition or political
position., Grass roots candidates are forced to rely on the good
name of Committee supporters.

In the interim audit report, the Audit staff
recommended that the Committee demonstrate that the individuals
did not exceed the contribution limits of 2 U.S.C. §44la(a){(l)(A),
and/or were reimbursed in a timely manner as defined under 11}
C.F.R. §116.5{(b){2}), or submit any other comments or documentation
the Committee feels may be relevant.

As part of its response to the interim audit
report, a facsimile letter from the Committee’s Treasuter states
that "credit card charges by Jodie Evans [Campaign HManager] in the

— - _amount_of $41,869 represents items used for campaign expenses."

1O The Committee’s response does not address the apparent-excessive
~ contributions of the four individuals other than the Campaign '
- Manager.
With respect to the matter of the credit cards, the
Z Audit staff does not dispute the Committee’s assertion that the
credit card charges in gquestion represent expenditures made

- relative to the campaign. -

The Committee’s response fails to demonstrate that
T the individuals did not exceed the contribution limits of 2 U.S.C.
§44la({a)(1)(A}, and/or were reimbursed in a timely manner.

Therefore, no adjustment to the interim report analysis has been
made.

')

2. Extension of Credit by a Commercial Vendor and a
Union

During the course of fieldwork, the Audit staff
identified two disbursements, each to different vendors, that
raised concerns with respect to the extension of credit given to
the Committee.

On December 1, 1992, the Committee issued check
number 8094 in the amount of $50,000 to Quarterdeck Office Systems
("Quarterdeck") for miscellaneous computer software and hardware.
An attached invoice, dated 11-17-92, details the eguipment and
services provided; the amount of the invoice is $151,121. The
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invoice is annotated as follows: "Bill adjusted to $50,000. Due
Neov 30, 1992, Stanton Kaye'.

Based on a review utilizing a Committee-provided,
disbursement data file, the Audit staff did nct note any other
payments to this vender. According to Committee representatives
this equipment was used during the campaign which ended 7-15-92.

NO other correspondence between the vendor and the Committee has
been orovided.

In the other instance, on Qctober 27, 1992, the
Committee issued check number 5571, in the amount of $57,196,
tocal 1199 (Drug, Hospital & Health Care Employees Union). An
attached invoice, with a let:2r requesting payment, dated
10-28-92, details reimbursable expenses incurred by Local 1199
with respect to Edmund G. Brown Jr.’'s Presidential campaign during
the period 3/30/92 to 4/10/92. The expenses were for focd and
refreshments, rent, printing, advertising, telephone and :ther
miscellaneocus items, According to an October 12, 1992 letter from
the vendor to the Committee, this invoice is a revision of a
previous invoice.

to

The Audit staff did not note any other payments to
this vendor based on a Committee-provided, disbursement data file.
_According to a written statement (dated 5-24-93) submitted to the
Audit staff by the Campaign Manager,-there.-was no written
agreement for these expenditures, which were the result of a
sudden need for meeting rooms and banquet facilities, and were
incurred with respect to the New York primary. "Apparently the
invoice of the charges ’'fell through the cracks’ and we were not
billed. I contacted him several times asking for the bill so that
it could be paid. As soon as we received and reviewed the bill
{and after a revised invoice was issued) it was paid."

The Audit staff’s concern is whether Local 1199 was
reimbursed within a commercially reasonable time at the normal and
usual charge. The Audit staff requested that the Committee
provide additional documentation with respect to these items. On
July 16, 1993, the Audit staff received a letter from Local 1199
stating that the reason for the delay in submitting the bill was
the result of several mislaid invoices in the accounting
department. It alsc notes that no bill was submitted to the
Committee until these bills were recovered.

In the interim audit report, the Audit staff
recommended the Committee provide additional documentation or any
other comments to demonstrate that the credit extended by the
commercial vendor and union were in the normal course of business
and did not represent prohibited contributions.

In its response to the interim audit report, the
Committee’s cover letter states that "documents are attached that
demonstrate these items were in the normal course of business and
did not represent prohibited contributions.”

Page 17, 5-24-G4




BROWN FOR PRESIDENT
Page 14

The attached documentation consisted of copies of
letrters sent o the Committee from Local 1199 and Quarterdeck
Office Systems. The letter from Local 1199, dated July 16, 1993,
had previously been provided to the Audit staff and is discussed
above. The letter f£rom the Vice President of Marketing &

International Sales for Quarterdeck Office Systems, dated July 21,
1993, states:

“I have known Jedie Evans, The campaign
Manager, for gquite some time and in one of our
conversations it was mentioned that the
campaign would be needing computers. I
mentioned that although Quarterdeck was not in
the business of leasing computers there were
some in storage that were not currently being
used.

No agreement was ever signed. I turned this
matter over to my staff and it was verbally
agreed that nothing would be done until it was
decided whether the campaign was going to
purchase or rent the computers from us.

o Jodie, her staff and my staff had discussions
T for several months-and it-was finally decided
that the campaign would lease the computers T
for the amount that was comparable to the loss
of value and pay for our service time.

Since leasing computers is not our normal
business, this was not billed in the ‘normal
course of business’. However, as soon as it
was billed, it was paid.”

The facsimile letter from the Committee’s Treasurer
states that the "[eixtension of credit by Quarterdeck and Local
1199 represent charges to the campaign in the normal course of
business and does not represent contributions of any kind.*

The Committee’s response did not provide any new
documentation or comments to demonstrate that the credit extended
by Local 1199 was in the normal course of business and did not
represent prohibited contributions.

The Committee’s response: (i) does not provide
information relative to Quarterdeck's established procedures cor
past practices in approving extensions of credit; (ii) does not

provide any information relative to prompt payment of previously
extended credit to the Committee; and (iii) does not provide
information to show that this extension of credit conformed to the
usual and normal practice in the industry.
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Rather, the letter provided from Quarterdeck
appears to buttress the Audit staff’s conclusion that credit was
not extended in the ordinary ccurse of business. The letter
states that Quarterdeck "was noct in the business of leasing
computers.” No agreement was ever signed. There were several
months of discussions before the Committee decided to lease or buy
the computers. The Committee benefited from the use of the
equipment during the campaign until an inveoice (dated 11-17-92)
was submitted to the Committee for payment well after the campaign
had run its course.

111. Findings and Recommendations - Repayment Matters

A. Calculation of Repayment Ratio

Section 9038(b)(2)(A) of Title 26 of the United States
Code states that if the Commission determines that any amount of
any payment made to a candidate from the matching payment account
was used for any purpose other than to defray the gualified
campaign expenses with respect to which such payment was made it
shall notify such candidate of the amount so used, and the
candidate shall pay to the Secretary an amount egual to such
amount.,

“Section 9038.1{¢)(1)(v) of Title 1l of -the Code of . .

Federal Regulations states that preliminary calculations regarding
further repayments to the U.S. Treasury may be contained within
the interim audit report. Pursuant to §9038.2(a)(2) of this Title
the Commission will notify the candidate of any repayment
determinations not later than three years after the end of the
matching payment period. The issuance of this interim audit
reportt to the candidate constitutes notice of any repayment
determinations for purposes of the three vear period.

The Regulations at 11 C.F.R. §9038.2{(b}(2)(iii) state
that the amount of any repayment scught under this section shall
bear the same ratio to the total amount determined to have been
used for non-qualified campaign expenses as the amount of matching
funds certified to the candidate bears to the total amount of
deposits of contributions and matching funds, as of the
candidate’s date of ineligibility.

Pursuant to 11 C.F.R. §9033.5(c), Governor Brown's date
of ineligibility was determined to be July 15, 19%2.

The formula and the appropriate calculation with respect
to the Committees’ receipt activity is as follows:
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Total Matching Funds Certified through the Date
of Ineligibility - July 1%, 1992

Numerator plus Private Contrib

ibutions Received through
Date of Ineligi

bBility

$4,068,24695

= .449142

$4,068,269 + 54,989,592

Thus, the repayment ratio for non-qualified campaign
expenses is 44.9142%.

B. Apparent Non-Qualified Campaign Expenses-

__ Undocumented Disbursements

ey

.f)

Section 9032(9) of Title 26 of the United States Code
defines, in part, the term "qualified campaign expense” as a
purchase or payment incurred by a candidate or his authorized
T —committee,-in-connection with his campaign for noamination for
election, and neither the incurring nor payment of which - —
constitutes a violation of any law of the United States or of any !
law of any state in which the expense is incurred or paid.

!

Section 9038.2(b){3) of Title 11 of the Code of Federal
Regulations states the Commission may determine that amount(s)
spent by the candidate, the candidate’s authorized committee(s),
or agents, were not documented in accordance with 11 CFR 9033.11,
The amount of any repayment scught under this section shall be
determined by using the formuia set forth in 11 CFR

5! 9038.2(b)(2)(iii).

Section 9033.11(a) of Title 11 of the Code of Federal
Regqulations states, in part, that each candidate shall have the
burden of proving that disbursements made by the candidate or his
authorized committee{s) are qual:ified campaign expenses.

The Audit staff’'s rev:i:ew 2f selected disbursements from
the national accounts identif:ed a payment to Left Bank
Productions for $20,000 that was not supported by a receipt, bill
or invoice. This payment was =ade by wire transfer. The
associated documentation did nez :dentify the purpose.

The Audit staff alsc reviewed disbursements made from
the Committee’s state acccunts and i1dentified i5 disbursements,
totaling $12,839, which were not documented in accordance with 11
C.F.R. §9033.11. Based on Comm:ittee annotations or lack thereof,
these disbursements can be categorized as follows:
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Expense Reimbursement ‘Reimbursement - five (5)
disbursements, totaling $4,317, to individuals, for
which notations on the canceled check indicate only
expense reimbursement or reimbursement. Committee
records contained no invoices or travel vouchers
for these disbursements.

No PurEos

e — t
vendors, total

en (10) payments to individuals and
ing $8,%22 for which no purpose was
available. No documentation was available for
these disbursements beyond the canceled checks
provided for eight of these items.

At the exit conference Committee representatives were

made aware of inadequately documented disbursements and provided
schedules detailing these items. Committee representatives stated
that they would attempt tc obtain the additional documentation

required.

In the interim audit report, the Audit staff recommended

that the Committee submit documentation which demonstrates that
these expenses are qualified campaign expenses. The interim audit
report alsc stated that absent such a demonstration, the Audit

~——staff would recommend that the Commission make an initial
determination that the Committee was required to make-a pro rata -—-— — .

repayment of $14,749 ($32,839 x .449142) to the United States
Treasury pursuant to 26 U.S.C. §9038(b)(2).

The Committee’s response to the interim audit report

contained an invoice to support the expenditure to Left Bank

Productions.

In addition, documentation was provided with respect

to four expenditures from state accounts. Based on the Audit
staff's review, the documentation submitted materially resolved

this matter.

C.

Matching Punds Received in Excess of Entitlement

Section 9038.2(a)(1l) of Title 11 of the Code of Federal

Regulations states, in part, that a candidate who has received
payments from the matching payment account shall pay the United
States Treasury any amounts which the Commission determines to be
repayable under this section.

Section 99038.2(b)(1)(i)} of Title 11 of the Code of

Federal Regulations states, in part, that the Commission may
determine that certain portions of the payments made to a
candidate from the matching pavment account were in excess of the
aggregate amount of payments to which such candidate was entitled.
Examples of such payments include payments made to the candidate
after the candidate’s date of ineligibility where it is later
determined that the candidate had no net outstanding campaign
obligations as defined in 11 C.F.R. §9034.5.
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Section 9034.5(a) of Title 11 of the Code of Federal
Regulations requires that within 15 days of the candidate’'s date
of ineligibility, the candidate shall submit a statement cf net
outstanding campaign obligations which contains, among other
items, the total of all outstanding cobligations for qualified
campaian expenses and an estimate of necessary winding down costs.
Subsection (b) of this section states that the total of
cutstanding campaign obligations shall not include any accounts
payable for non-qualified campaign expenses.

In addition, 11 C.F.R. §9034.1(b! states, in part, that
if on the date of ineligibility a candidate has net outstanding

campaign obligations as defined under 11 C.F.R., §9034.5, that
candidate may continue to receive matching payments provided that
on the date of payment there are remaining net outstanding
campaign obligations.

Governor Brown's date of ineligibility was July 15,
1992. The Audit staff reviewed the Committee’s financial activity
through #arch 31, 1992 2nd reported activity through March 31,
1994, as well as analyzed winding down costs, and prepared the
Statement of Net Outstanding Campaign Obligations ("NOCO") which
appears below:
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statement of Net Outstanding Campaign Obligations
as of July 15, 1992

as determined March 31, 1994 by the Audit staff

Asses
Cash $998, 3858
Accounts Receivable 281,986 1/
Capital Assets 43,0890
TOTAL ASSETS $1,323,452
Obligations
Accounts Payable Qualified
Campaign Expenses {245, 486)
Press Payables
{Ssee Finding III1.D.) {51,233)
y.5. Treasury for Stale-dated Checks {1,334)
Profit from Press Reimbursements
- _  _pue-U.S. Treasury (See Finding III.D.) _A35,874)
Wwinding Down Costs Actual 2/
(7/16/92 through 3/31/93) (874,8651)
Reported Winding Down Costs 3/
(4/1/93 through 3/31/94) {141,75%8)
winding Down Costs Estimated 4/
(4-1-94 to 9-30-94) {42,700)
TQTAL OBLIGATIONS {$1,373,136)
NOCO (DEFICIT)/SURPLUS {$49,684)
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Footnoctes to NOCO Statement

increased significantly as a result of the
Committee's reported receipt of refunds, rebates, mostly press
reimbursements, totaling about $206,000 for the period 4-1-93
tc 3-31-94. The interim audit report had presented accocunts
receivable of $76,025 {(collected from 7-16-92 through 3-31-913)
and {outstanding) press receivables of $14,168.

This amount

This amount excludes 51,050 in non-qualified campaign
expenses.

Subject to audit verification.
Since estimates were used in computing this amount, the
Audit staff will review the Committee's disclosure reports

and records to compare the actual figure with the estimates
and prepare adjustments as necessary.
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Shown below are adjustments to the NOCO deficit resulting
from an analysis of private contributions, interest and matching
funds received after 7-15-92., based on the most current
information available.

Net Qutstanding Campaign

Obligations {(7-15-92) ($49,684)
Interest Received

(7-16-92 to 8-3-92) 29
Net Private Contributions

Raceived (7-16-92 to B8-3-92) 3,781
Matching Funds Received

(8-4-92) 171,126
Amount Received in Excess of

Entitlement as of 8-4-92 $125.232

. =4

As presented in Finding III.C. of the interim audit
_report, the candidate’s audited NOCO statement reflected a deficit
as of 7-15-92-of $36,870. _On August 4, 1992, the Committee

received $171,126 relative to Matching Fund Requeést ¥8. "The— —— —

deficit on August 3, 1992 was calculated to be $33,060.
Therefore, the Committee was determined to have received $138,066
($171,126 - $33,060) in matching funds in excess of its
entitlement. On August 31, 1992, the Committee submitted a
repayment check in the amount of 597,674 based on preliminary
figures generated by the Audit staff during the fieldwork
inventory stage of the audit process.

In the interim audit teport, the Audit staff recommended
that the Committee demonstrate that it had not received matching
funds in excess of its entitlesent. The interim audit report also
stated that absent such a showing, the Audit staff would recommend
that the Commission make an initial determination that the
Committee make a repayment to the United States Treasury pursuant
to 26 U.S.C. §95038(b}{(1).

In response to the inter:im audit report, the Treasurer
states the Audit staff’'s analysis showing that matching funds were
received in excess of entitlement 1s 1ncorrect and offers that
"lw}inding down costs estimated from 4,1,93 - 9/30/93 should have
been $142,700 as is evidenced by the actual amounts spent during
this period."” However, the Committee provides no workpapers to
support the $142,700 figure and disclosure reports filed by the
Committee indicate only $66,476 disbursed during this period.
Further, the Treasurer fails to consider the impact of
refunds/rebates received by the Committee during this same period
that were not considered in the interim audit report.

e
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The Audit staff's review of the Committee’'s response to
the :m==ercim audit report, as well as disclosure reports filed by

the “ommittee for the period 4-°1.93 through 3/31/94, resulted in
the z2vised NOCO presentation above This NOCO statement reflec-g
a def:cit on July 13, 1992 cf $439.684. The deficit on August 3,
19$2 was calculated to be $45,374

On August 4, 1952, the Committee received $171i,12% in
matching funds. Therefore, the Committee received $125,252
(S171,126 - $45,874) in matching funds in excess of its
gntitlement. Offset against this amount is the preliminary

repayment of $97,674 noted above.

recommendaticn 41

The Audit staff recommends that the Commission make an
initial determination that the Committee make a repayment of
$125,252 to the United States Treasury pursuant to 26 U.S5.C.
§3038{(o){1l). ©On August 31, 193Z, the Committee submitted a
repayment check in the amount of $97,674.

D. Apparent Excessive Press Reimbursements

L Sections 9034.6{(a) 2nd (b) of Title 11 of the Code of
federal Regulations state, -in-part, that if an authorized

committee incurs expenditures for transportation, ground seérvices —- -

and facilities made available to media personnel, such
expenditures will be considered qualified campaign expenses
subject to the overall spending limitation at 11 C.F.R.
§9035.1i(a). Further, if reimbursement for such expenditures is
received by a committee, the amount shall not exceed either: The
individual’'s pro rata share of the actual cost of the
transportation and services made available; or a reasonable
estimate for the individual’s pro rata share of the transportation
and services made available.

An individual’'s pro rata share is calculated by dividing
the total number of individuals to whom such transportation and
services are made available into the total cost of transportation
and services. The total amount of reimbursements received from an
individual shall not exceed the actual pro rata cost of the

transportation and services made available to that person by more
than 10%.

Section 9034.6(d:(2) of Title 11 of the Code of Federal
Regulations provides, in relevant part, that the committee may
deduct from the amount of expenditures subject to the overall
expenditure limitation of 1i CFR 9035.1(a) the amount of
reimbursements received in payment for the actual cost of
transportation and services described in paragraph (a) of this
section., This deduction shail not exceed the amount the committes
has expended for the actual cost of transportation and services
provided. The committee may also deduct from the overall
expenditure limitation an additional amount of reimbursements

Page .6, 5,/24/94




Srmese -

R —
e e e Aoy T g

BROWN FOR PRESIDENT
Page 23

received equal to 3% of the actual cost of transportation and
services provided under this section as the administrative cost to
“he committee nf providing such services and seexxng reimbursement
for them. If the committee has 1ncu:.ed higher administrative
costs in providing these services, the committee must document the
rptal cost incurred for such services in order to deduct a higher
amount of reimbursements received from the overall expenditure
limitaticn,

In addition, 11 C.F.R, §9934.8{(4){1} also stateg that
amounts reimbursed that exceed the amount actually paid by the
committee for transportation and services provided to media
personnel under paragraph (a) of this secticon plus the amount of
admlnxsttatzve costs permitted by this section up to the maximum
amount that may be received under paragraph (b) shall be repaid to
the Treasury.

fter repeated requests for the necessary records, the
Audit staff reguested, by memorandum dated November 20, 1992, that
subpoenas be prepared by the Office of General Counsel to the
Committee and Charter Services, Inc. for the production of records
as follows:

e © a vendor statement {account summary of amounts

““billed and payments received); -
Invoices detailing each flight origination and
destination, to include, but not be limited to:

° invcices, bills, etc. for the aircraft for each
leg of each trip;

invoices, bills for any other costs associated
with each leg of each trip to include catering,
beverages, ground transportation, meals, press
filing facilities, lodging, etc.;

a flight manifest for each leg of each trip
showing every person traveling (except the flight
crew) by name and any associated organization;

working papers, computer files, etc., showing the
derivation ¢of amounts billed to the press for
each leg of each trip;

copies of bills issued to the press for each leg
of each trip;:; and,

records of amounts received in reimbursement for
travel on the Committee charter or other

aircraft, from each person for each leg of each
trip.

-
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Pricr to the i1ssuance of the subpoenas, the
Cemmistee and Tharter Services, Inc. provided some of the
regquested matevial Detailed billing statements, which show the

costcs of each leg cf each £light as well as any food costs, were
not available from Charter Services, Inc. after April, 1992, Aas
that time, the Ccmmittee assumed this function. The Committee
stated that they maintained a computerized billing system complete
with leg analyses and manifests: the Committee further asserts the
disc containing this information is missing. In addition, Charter
Services, Inc. advised the Audit staff that they acted as a
"middle-man" between the Committee and the airplane charter
companies; and therefore, did not maintain any manifests detailing
passengers with respect to each flight leg.

Absent a cost figure and passenger manifests for —
- each flight, the Audit staff was unable to assess the Committee’s ‘
S compliance under 11 C.F.R. §9034.6.

At the Exit Conference the Audit staff reiterated
N its request for documentation of the Committee’s procedures for
BN handling travel billings to and reimbursements from the Press,
.. specifically the Committee’s computations/worksheets for
B —  determining amounts billed.

)

A request was forwarded to the Office of General
Counsel, May 6, 1993, requesting enforcement of the subpoena with |
. respect to the Committee as it relates to the press billing
documentation still required. 1In addition, a request was included
to prepare subpoenas to two individuals identified during
fieldwork as associated with the Committee’s press billing and
e reimbursement system.

Y

[

7y

Subsequent to this reguest, the Committee submitted
. additional documentation with respect to press billings. The

o Office of General Counsel agreed to delay subpoena enforcement in
-~ order to allow the Audit staff to evaluate the submitted
materials.

Cur review of these additional documents indicated
that total reimbursements from the press were significantly below
the overall amount the Audit staff determined could have been
billed by the Committee. Although workpapers were not provided
detailing the Committee’s calculations of amounts billed to the
press, available documents indicated the Committee intended to .
simply bill each press organization at 110% of cost. The Audit I
staff’s review of amounts billed to press organizaticns was
limited to the available documentation. Our limited review
indicted that the amounts billed were reasonable. Ffinally, the
Audit staff was aware of press receivables totaling only $14,168,
which, if collected, would not alter our conclusion.

The interim audit report recommended no further
action with respect to this matter.
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However, as a result of our review of recent
disclosure reports filed by the Committee, the Audit staff noted
that the Committee had received additicnal reimbursements from the
press, totaling $188,645, during the period April 1, 1993 through
March 31, 1994. This greatly exceeded the amount of press
receivables ($14,168) contained in available Committee records and

presented by the Audit staff on the interim audit report NOCO
statement.

The Audit staff re-evaluated the Committee’'s press
billings and reimbursements, incorporating these additional
reimbursements ($188,645). Based upon available manifests and the
cost of transportation/services provided to the press, the Audit
staff calculated the amount that could be billed to the press
{cost plus 10%) to be $251,020. The Audit staff identified press
reimbursements received through March 31, 1994, totaling $302,253,

Therefore, the Committee appears to have received
reimbursements from the press totaling $51,233 ($302,253 -
$251,020), in excess of the maximum billable amount under 11
C.F.R. §9034.6{(b). As such, these must be refunded to the press.
The Audit staff has recognized this amount (%51,233} as a payable

In addition, the Audit staff used the revis;aﬂ -
analysis to determine if the Committee had profited from press
reimbursements.

The analysis identified amounts paid by the
Committee for transportation and services provided to the press
totaling $228,206. Under 11 C.F.R. §9034.6(d){1), the actual cost
of transportation and services provided plus the administrative
costs permitted by this section (3%, unless a greater amount is
documented) would be $235,046 ($228,200 x 1.03); and, the maximum

amount of reimbursement that may be received (cost plus 10%) is
$251,020.

As 2 result, the Audit staff determined that the
Committee received press reimbursements in the amount of
$15,974 ($251,020 - 235,046), representing amounts in excess of
that actually paid by the Committee for transportation/services

provided to media perscnnel and, therefore, subject to payment to
the U.S5. Treasury.

It should be noted that the Audit staff's
determination of amounts to be refunded to the press (%$51,233}) and
of the amount payable to the Treasury (515,974) does not consider
costs for at least 11 flights for which no manifests or billing
information have been provided by the Committee. Should the
documentation be located for these flights, the analysis of

amounts due the press and the U.S. Treasury would be significantly
different.
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Recommendation #2

me Audit staff recommends that the Tommission make an
termination that the CommitTee s required tTo make a

b3

e

.R. §9334.6:4 {1}, In addition the Audit staff recommends that
he Commission determine that the Committee is required to refund,
cn a pro rata basis $51,433 %o the Press.

£. Stale-Dated Committee Checks

Section 9038.6 of Title 11 of the Code of Federal
Regulations states that if the committee has checks cutstanding to
creditors or contributors that have not been cashed, the committee
shall notify the Commission of its efforts to locate the payees,
if such efforts are necessary, and its efforts to encourage the
payees to cash the outstanding checks. The committee shall also
submit a check for the teotal amount of such outstanding checks,
payable tec the United States Treasury.

The Audit staff reconciled the Committee’s reported
activity to its bank activity through September 30, 1992. 1In
October 1, 1992 through March 31,--1993.. This analysis identified
a significant number of stale-dated, outstanding checks. T

At the exit conference, the Audit staff discussed this
matter with Committee representatives. The Committee
representatives agreed to review their records and provide any
additional informaticn which may resolve these items.

Subsequent to the exit conference the Committee provided
the Audit staff with an updated list and documentation resolving
some of the stale-dated checks. Based on this informatien, the
Audit staff provided the Committee with a revised scheduled of
those checks still considered stale-dated.

There remained 17 unresclved stale-dated checks totaling
$4,927.

In the interim audiz report, the Audit staff recommended
that the Committee: (1) prov:ide cc2pies of any of the checks which
have now cleared the bank; 12 1nfzrm the Commission of its
efforts to encourage the payees t2> cash rhe ocutstanding checks or
provide evidence documenting effcrns to resolve these items; and
{3) submit a check payable to ne United States Treasury for the
total amount of such checks wh:ich are still outstanding.

In its response to the :inter:im audit report, the
Committee detailed its efforts to resolve these checks. This




BROWN FOR PRESIDENT
Page 27

documentation included letters mailed to vendors to determine if
any mcneys were still owed to the vendecr. Also, included were
copies of similarly worded letters sent to follow up the inizial
ma:ling, as well as some letters s:gned and returned by the
vendors confirming that no unpaid debt existed. In one instance,
a replacement check was issued. Therefore, the Audit staff has
reduced the amount of unresolved stale-dated checks to $1,334.

Reccommendation #3

The Audit staff recommends that the Commission make an
initial determination that the Committee make a payment of S1,334
to the United States Treasury pursuant to 11 CFR $§9038.6.

IV. Recap of Amounts Due to the United States Treasury

Reflected below are amounts due the United States Treasury as
noted in this report:

Finding III.C. Matching Funds Received in
Excess of Entitlement $125,252

___Finding I1l.D. Profit from Apparent Excessive

T Press Reimbursements. . : $ 15,974
Finding IiI.E. Stale-dated Committee Checks $ 1,334
TOTAL AMOUNT REPAYABLE $142,560
Less: Repayment received 8-31-92 {97,674)

REMAINING REPAYMENT AMOUNT $ 44,886 -
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MEMORANDUN

TO: Robert J. Costa ™
Assistant Staff Director
Audit Divisi@ﬂ B
;! ’ -
John C. Suring .
Staff Di:eg£%§, A

T

FROM: Lawrence M. MNoblsg
General Couhsel

~ Kim Bright-Coleman
Associate General Counsel

Lorenzo Holloway 7 .7-
Assistant General Counsel

Rhonda J. Vosdingh@./'
Attorney

SUBJECT: Proposed Final Audit Report on Brown for President
(LRA 3440/AR #94-5)

The Office of General Counse! has reviewed the proposed Final
Audit Report on Brown for President (“the Committee”) submitted to
this Office on March 7, 1994.1 The following memorandum provides
our comments on the proposed ceport. If you have any questions
concerning our comments, please contact Rhonda J. Vosdingh, the
attorney assigned to this audit,

We have comments on findings II.E.1., II.E.2., I11.8B.,
and III.E. We concur with the findings in the proposed Final
Audit Report which are not discussed separately.

1/ Since the proposed Final Audit Report does not include any
matters exempt from public disclosure under 11 C.F.R. § 2.4, we
recommend that the Commission’s d:scussion of this document be
conducted in open session.

Page 35, 5/24°94
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Proposed Final Audit Report on

arown for President {LRA #440 AR #94-3
Page 2

I. CONTRIBUTIONS RESULTING FROM STAPF ADVANCES AND EXTENSIONS OF
CREDIT (II.E.l., II.E.2.)

~we Office of General Zcunsel concurs with the Audit

an's findings regarding excessive contributions in the form
f advances and extensions of credit by a labor

ganiza-:i=n. The Committee’'s method of using staff advances did
t sat:sfy the requirements of section 116.5. The credit cards
re used to pay for other campaign expenses in addition to
r
1

Do) L)

D @ () A rhor

sonal travel and subs:stence. The Committee did not always
mburse the cardholders within 60 days as regquired by the
gulations; reimbursemant took anywhere from (0 to as much as 117
days. Personal credit cards were used to pay for others’
expenses. Therefore, the Committee’s use of staff advances
resulted in contributions to the Committee,

e Dz

e
re

We disagree with the Committee’s contention that section
116.5 is unfair to "grass rocts" candidates who, because they have

less na®e recogniticon or political pesition, are forced to rely on

committee supgorters for credit.2/ Secticn 116.5 was promulgated
specifically to address the situation where campaign staff do not

have access to committee credit cards. Explanation and

Justification for 11 C.F.R. § 116.5, 55 Fed. Reg. 26,382 (June 27,

1989) (The Commission noted in its underT—Tng rationale that
“campax&ﬁ_commxttees may not want to provide credit cards-to their — —
field workers.”). Therefore, the Committee must comply with

11 C.F.R. § 116.5 even if it is forced to rely on Committee :
supporters for credit.

In addition, it appears the Committee did not reimburse Local
1199 (Drug, Hospital & Health Care Employees Union) ("the Union")
for use of its facilities within a commercially reasonable time in
the amount of the normal and usual rental charge. 11 C.F.R.
§ 114.9(d). In March-April, 1992, the Union incurred expenses
totaling $57,195.97 on behalf of the Committees for rent, printing,
advertising, telephones, and other miscellaneous iteas in
connection with the New York primary. The Union did not bill and

the Committee did not reimburse the Union for these expenditures
until October 1992.

This use of the Union’'s facilities may have resulted in a
contribution to the Committee. 11 C.F.R. § 114.9(d). Although
the Committee made efforts to pay the Union for the services and
accommodations it provided, the Committee did not reimburse the

2/ We rejected a similar argument raised by the Lenora B.
Fulani for President Committee.
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Union for cver 6 months after the expenses were incurred.3l’ The
rommittee did not demonstrate that waiting more than 6§ months t»
reimburse the Union was commercially reasonable. Further, the
~smmittee failed to provide any information to demonstrate the
-ental charge was the ncrmal and usual amount pursuant to

1L C.F.R. § 114.9.

II. APPARENT NON-QUALIPIED CAMPAIGN EXPENDITURES -- UNDOCUMENTED
EXPENDITURES (III.B.)

The Audit staff found that the Committee’s response to the
Interim Audit Report materially resolved the 16 undccumented
disbursements totaling $32,839. The Committee’s response
consisted of documentation to account for $22,798 and a promise to
submit documentation relating to an additional $3,743.93. The
Committee’s response did not address the remaining $6,351.07.

Since this matter has been materially resclved, this Office
agrees with the finding in the proposed report. However, wa note
that the promised documentation has not been submitted. This
information should have been submitted within the time prescribed
for disputing or commenting on the Interim Audit Report.

11 C.F.R. € 9038.1{c){2). Tha Committee’'s mere promise to subal
supporting documentation does not satisfy the Committee’s burden :
— - —tog-demonstrate the -expenses-were-qualified campaign expenses. See — §
11 C.F.R. § 9033.11(a). Therefore, you should revise the proposed
report to delete the statement "The Committee’s response notes
that "{l}etters are out representing another $3,743.93 and when
documentation is received, it will be forwarded to the FEC.'"

III. STALE-DATED CHECKS (III.E.)

The proposed Final Audit Report includes a finding that there
are no remaining unresolved stale-dated checks. This conclusion
was reached despite the fact that the Committee failed to provide
information for all of the unresolved stale-dated checks noted in
the Interim Audit Report. Specifically, checks totaling $1,333.80
were not resolved nor addressed by the Committee,

The Office of Ganeral Counsel disagrees with this finding.
The Commission’s regulations require committees with outstanding
checks to inform the Commission of its efforts to locate the
payees, if such efforts have been necessary, and its efforts to
encourage the payees to cash the outstanding checks. 11 C.F.R.
§ 9038.6. 1In informal discussions between this Office and the
Audit Division, you noted that the Final Audit Report would be

3/ However, the Committee argues that it requested several
YTimes that the Union send the bill to the Committse so that it
could be paid. The Union explained that the delay in submitting
the bill to the Committee was the result of several mislaid
invoices in the accounting department and no bill was submitted
to the Committee until these bills were recovered.
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Proposed Final Audit Report on
Brown for President (LRA #440/AR #$34-95)
Page ¢

revised to include a Separate finding recommending the Committee
make a repayment to the United States Treasury in the amount of
“he remaining unresolved stale-dated checks. The separate findin
w11l zlarify the Committee’s repayment obligation resulting f;ﬁél
~he unresolved stale-dated checks. 11 C.F.R. § 9033.6. .

¢
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FEDERAL ELEC TN a0 iSiny BIOOSELT

May 25, 1994

Mr. Blaine Quick, Treasurer
Brown for President

444 S. Occidental Blvd., %421
Los Angeles, CA 90057

Dear HWMr. Quick:

Attached please find the Final Audit Report on Brown for
President. The Commissicn approved this report on Hay 24, 1994,

As noted on page 4 of the repcrt, the Ceommission may

In accordance with 11 C.F.R. 559038 Z(C)(l)and {d){l), the
Commission has made an initial determination that the Candidate
is to repay the Secretary of the Treasury $142,560 within 90 days
after service of this report (August 2%, 19%4). On August 31,

1992, a payment of $97,674 was submitted based on preliminary )
figures leaving a balance due of $44,886. 1in addition, the
Commission determined that overcharges to the Press for

travel-related services totaling $51,233 must be refunded to the
traveler’s who were overcharged.

Should the Candidate dispute the Commission’s determination
that a repayment is required, Commission regqulations at 11 C.F.R.
§9038.2(c)(2) provide the Candidate with an opportunity to submit
in writing, within 30 calendar days after service of the
Commission’s notice (June 26, 1994}, legal and factual materials
to demonstrate that no repayment, or a lesser repayment, is
required, Purther, 11 C.F.R. §9038.2(c!(3) permits a candidate
who has submitted written materials, to reguest an opportunity to

make an oral presentation in open session based on the legal and
factual materials submitted.

The Commission will consider any written legal and factuail
materials submitted by the Candidate within the 30 day period in
making a final repayment determination. Such mater:als may be
submitted by counsel if the Candidate so elects. If zhe Candidate
decides to file a response to the initial repayment determination,
please contact Rim L. Bright-Coleman cf the Office cf General

Page 39, 52494
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1 Audit Report will be placed on
. Should ycu have any guestions
his report, please ccontact Ron

Cffice at {202y 219-41%55.

lated to matters covered during
be directed to Alex Beniewicz or

Joe Stolitz of the Audit Division at (202) 219-3720 cor toll free at

(800) 424-953¢.

Attachment as stated
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Sincerely,

- ,é»d,ﬁ(:’fér ~/ w

“Robert J. Costa é/
~Assistant-Staff Director
* Audit Division
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—the matters-discussed in an enforcement action.

FEDIRAL ELECTION COMALSSION BJOOSB1A

May 25, 1994

Governor Edmund Brown, Jr.

Brown for President

c/o Jodie Evans, Campaign Manager
643 E. Channel Rd.

Santa Monica, CA 90402

Dear Governor AaArown:

attached please find the Final Audit Report on Brown for
President., The Commission approved this report on May 24, 1954.
As noted on page 4 of the report, the Commission may pursue any of

In accordance with 11 C.F.R. §8§9038.2{(c){l}and (d)(1l), the
Commission has made an initial determination that you are to repay
the Secretary of the Treasury $142,560 within 90 days after
service of this report (August 25, 1994). On August 31, 1992,
payment of $97,674 was submitted based on preliminary figures
leaving a balance due of $44,886. 1In addition, the Commission
determined that overcharges to the Press for travel-related

services totaling $51,233 must be refunded to the traveler’s who
were overcharged.

a

Should you dispute the Commission’s determination that a
repayment is required, Commission regulations at 11 C.F.R.
§9038.2(c){2) provide you with an opportunity to submit in
writing, within 30 calendar days after service of the Commission’s
notice (June 26, 1994), legal and factual materials to demonstrate
that no repayment, or a lesser repayment, is required. Further,
11 C.F.R. §9038.2(c)(3) permits a candidate who has submitted
written materials, to request an opportunity to make an oral

presentation in open session based on the legal and factual
materials submitted.

The Commission will consider any written legal and factual
materials submitted by you within the 30 day period in making a
final repayment determination. Such materials may be submitted by
counsel 1if you so elect. 1If you decide to file a response to the

Page 41, 5/24/94
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Bright-Coleman of the Office of Generatl

or toll
initial

to Governor Edmund Brown,

epayment determinatioen,

free at (B00) 424-9530.

determination within

be considered final.

Jr.
please contact Kim L.

Zounsel at {20 219-3690
If you do not dispute this

the 30 day

period preovided, i1t

will

The Commissicn approved Final Aud:t Report will be placed on
the public record on May 31, 1994,

regqarding the public release of this regort,
Harris of the Commission’s Press Office at

Shouid you have any questions

please contact
(202) 219-4155.

Ron

Any questions you may have related to matters covered during
the audit or in the report should be directed to Alex Boniewicz or

Joe Stoltz of the Audit Division at
424-5530.

(800)

Attachment as

(202) 219-

Sincerely,
t

j =z
/ /ﬁ e
g“'{;ﬁdﬁ uﬂ“c

Costa

Robert J. U/
f?}ﬁ551stant Staff Director

stated

Audit Division

3720 or toll free at
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CHRONOLOGY

SROWN FOR PRESIDENT

Pre—audit Inventory Commenced
Audit Fieldwork

Interim Audit Report to
the Committee

Response Received to
Interim Audit Repor

ha
b
L *x/

Final Audit Report Approved

8/24/92

12/7/92-4/13,93

11,/9/93

1/27/94

. 5/24/94

*/ Additional reponse time was granted after the revote and
reissuance of the Interim Audit Report following the Courts
decision in FEC v. NRA Political victeory Fund, et al., <No.

91-5360, slip op. at 2 (D.C. Cir. Oct. 22,

Page 43, 5/24/94
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FEDERAL ELECTION COMMISSION CIT e
WASHINGTON DU 043 R“ z:) "U 5 ‘r»‘i-i ‘Sq

November 23, 1994

MEMORANDUM

TO: The Commissi

. o airaee 2l 4] =
FRORA: Lawrence M. Np ble

General Coundel ;(
Kim Bright-Cbleman
Associate General Counsel

- "ﬂE?EﬁiHﬁHETﬁgﬁiiwuwij%#rW7ﬁ_n_—fw7m77m“4"__"_V"W"%mm‘“_m"uﬁW7
Assistant General Counsel
{
Rhonda J. vosdingh
Attorney

SUBJECT: Proposed Final Repayment Determination and Statement of
Reasons — Governor Edmund G. Brown, Jr. and Brown for
President (LRA $440)

I. INTRODUCTION

On May 24, 1994, the Commission approved the Final Audit
Report on Brown for President {"the Committee”™) and made an
initial determination that Governor Edmund G. Brown, Jr. and the
Committee must make a repayment to the United States Treasury,
consisting of $125,252 in excess entitlement. The Commission also
made an initial determination that the Committee must make a
payment to the United States Treasury in the amount of $1,334 for
stale dated Committee checks, $15,974 for profit on reimbursements
received from the media for travel related services, and refund
$51,233 to the media for excessive travel reimbursements.



Memorandum to the Commission

Proposed Final Repayment Determination
Brown for President (LRA #440)

Page 2

on June 24, 1994, the Conmittee submitted its written

response to the 1n1t1a1 repayment determination.l/ This response
addressed the media travel expenses and the valuation of capital
assets on the Committee’s Statement of Net Outstanding Campaign
Obligations. The Committee had previously submitted a check in
the amount of $97,674 on August 31, 1992 to cover the preliminary
repayment amount for public funds received in excess of the
candidate’s entitlement.2/ The Committee did not dispute the

Commission's initial repayment determination for stale dated
checks.

The Audit Division and the COffice of General Counsel have
reviewed the Committee’s response to the initial repayment
determination. The Office of General Counsel recommends that the
Commission make a final determination that the Committee repay
$179,049 to the United States Treasury, representing receipt of
funds in excess of entitlement ($171,136) and surplus funds
($7,913). 1f the Commission approves the proposed final repayment
determination, the cutstanding repayment owed to the Unjted Statss
Treasury would be $81,375 ($179,049 - $97,674). The Office of
General Counsel further recommends that the Commission determine
~- the Committee must pay $12,757 to the United States Treasury,

N representing stale dated checks (%1,334) and excessive travel
re1mbursements received from the medla (511 423) 3/ The total

1/ Two responses to the initial determination were submitted on

_ behalf of the Committee. This Office contacted Jodie Evans, the
Committee’s campaign manager. She stated that her submission

T constituted the Committee’'s response; the other letter, submitted
by the Committee’s bookkeeper, Kinde Durkee, was not authorized by

~ the Committee. Therefore, this Office considered only the

- submission by Ms. Evans. A letter from the Office of General

Counsel reflecting this conversation is attached. See Proposed

£y Statement of Reasons, Attachments 4-6.

= 2/ This repayment amount was calculated and provided to the
Committee during the fieldwork inventory stage of the audit
process.

3/ The draft Statement of Reasons advises the Committee of
amounts to be paid to the United States Treasury to comply with
sections 9038.6 (stale dated checks) and 9034.6 (excessive travel
reimbursements from the media) of the Commission’s regulations.

We have modified our approach regarding these payments from that
taken in the Final Audit Report, which grouped these payments with
the repayments for receipt of funds in excess of entitlement and
surplus funds. We believe this to be the better approach since
these payments are not repayments required under the statute. See
26 U.S5.C. §§ 9038(b)(1)(2) and (3). 1If the amounts in question
are not paid to the Treasury, the Committee would not be in
compliance with the Commission’s regulations and the matters may
be addressed in an enforcement action.
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Memorandum to the Commission

Proposed Final Repayment Determination
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outstanding amount the Committee owes to the United States
Treasury would therefore be $94,132 ($12,757 + $81,1375),

The total amount the Committee owes to the United States
Treasury has increased over the initial determination contained in
the Final Audit Report. The change in the amount is due to the
elimination of the amount owed to the media, a decrease in the
payment owed for excessive travel reimbursements, and an increase
in the value of the Committee’s capital assets. These changes
resulted in the Committee’s NOCO Statement showing a surplus of
funds rather than the deficit reported in the Final Audit Report.
Consequently, the Committee now owes a higher repayment for
receipt of funds in excess of entitlement. Attached for
Commigsion approval is a draft Statement of Reasons in support of
the final determination.

II. RECOMMENDATIONS

The Office of General Cocunsel recommends that the Commissiorn:
1. Determine that Edmund G. Brown, Jr. and Brown for
President must repay $179,04% to the United States Treasury;

,,,,,, 2., Determine that Edmund G. Brown, Jr. and Brown for

United States Treasury; and

3. Approve the attached draft Statement of Reasons in
support of the final determinations.

Attachment
Proposed Statement of Reasons




BEFORE THE FEDERAL ELECTION COMMISSION

In the Matter of

Governor Edmund G. Brown, Jr. and

Brown for President

Oon
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STATERMENT OF REASONS

, 1964, the Commission made a final

determination that Governor Edmund G. Brown, Jr. and Brown for

President ("the Committee"™) must repay $179,049 to the United

States Treasury,

representing $171,136 in matching funds receivaed

in excess of the candidate’s entitlement and $7,913 in pro rata

repayment of surplus funds.

Attachment 8., Therefore,

The Committee made a partial

the outstanding repayment owed to the

United States Treasury is $81,375 ($179,049 - $97,674). The

Committee must repay this amount within 30 days of receipt of this

determination pursuant to 11 C.F.R. §

comply with 11 C.F.R. §§ 9034.6(d)(1)

concludes that the Committee must pay

Treasury $12,757,

representing $1,334

9038.2{(d){2). In order to
and 9038.6, the Commission
to the United States

in stale dated Committee

checks and $11,423 in excessive travel reimbursements from the

media. The total outstanding amount owed to the United States

Treasury is $94,132 ($81,375 + $12,757). This Statement sets

forth the legal and factual basis for the Commission’s

determination in accordance with 11 C.F.R. § 9038.2(c)(4).

— —— -repayment—-in -the--amount 0of-$97,674 on-August 31, 1992, See ——————— —
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I. BACKGROUND

Brown for President is the principal campaign committee of
Governor Edmund G. Brown, Jr., a candidate for the Democratic
presidential nomination in 1992. The Committee received
$4,239,404.83 in federal matching funds under 26 U.S5.C. § 9034(a).
Pursuant to 26 U.S.C. & 9038(a), the Commission conducted an audit
and examination of the Committee’s qualified campaign expenses.
The relevant issues first arose in the iInterim Audit Report which
was approved by the Commission on October 22, 1993 and ratified on
November 9, 1993.1/ Attachment 1. The Committee responded to the
Interim Audit Report on January 26, 1994. Attachment 2. On

May 24, 1994, the Commission approved the Final Audit Report and

" made an initial determination that the Committee must make a =

payment of $142,560 to the United States Treasury for funds
received in excess of entitlement (5$125,252), stale dated checks
($1,334), and apparent excessgive travel reimbursements ($15,974).
Attachment 3. The Commission also determined that the Committee
must refund $51,233 to media organizations for excessive travel
reimbursements. Id.

The Committee responded to the Final Audit Report on June 24,

1994. Attachment 4.2/ The Committee’s response addressed the

1/ The Commission ratified its approval of the Interim Audit
Report on November 9, 1993 in light of the decision in FEC v. NRA
Political Victory Fund, 6 F.3d 821 (b.C. Cir. 1993), cert.
granted, 114 S5.Ct. 2703 {1994).

2/ Two letters, one from the Campaign Manager Jodie Evans and
one from Kinde Durkee, the Committee bookkeeper, were submitted in
response to the Final Audit Report (Attachments 4 and 5). ©On

June 28, 1994, the Office of General Counsel contacted Jodie
Evans, who stated that the response she submitted (Attachment 4)




~ Explanation and Justification for-11l C.F.R.- § 9034.6, 56-Fed-.--
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media travel expenses and the valuation of capital assets on the
Committee’s Statement of Net Outstanding Campaign Obligations
{ "NOCO Statement").é/ The Committee did not dispute the
Commission’'s findings on stale dated checks.
JI. EXCESSIVE TRAVEL REIMBURSENENTS FROM THE MEDIA

A committee that provides travel-rzlated services to the
media may charge for the services and accept resulting

reimbursements. 11 C.F.R. § 9034.6{(b). The reimbursement may not

exceed the pro rata portion of the actual cost {(or a reasonable
estimate of the pro rata share) plus 10%. Id. If the committee
receives more than 110% of the actual cost from the media, that

excess amount must be returned to the media on a pr

(v}

rata basi

35906 (1991). The committee may then deduct from its expenditures
subject to the overall expenditure limitation the amount of
reimbursement received, not to exceed the actual cost plus 3% for

administrative costs. 11 C.F.R. § 9034.6(d)(1).i/ If the amount

(Footnote 2 continued from previous page)

was the Committee’s response and that the other response
(Attachment 5) was not authorized by the Committee. Attachment 6.
Therefore, the Commission considered only the submission by Ms.
Evans in making its final determination.

3/ On August 31, 1992, the Committee submitted a repayment check
in the amount of $97,674 to cover the preliminary repayment amount
for public funds received in excess of the candidate’s

entitlement. Attachment 8. This repayment amount was calculated

during the fieldwork inventory stage of the audit process. See
Attachment 3, p. 24.

4/ If a committee has incurred higher administrative costs in
providing these services, it must document the total cost incurred
for such services in order to deduct a higher amocunt of
reimbursements received. 11 C.F.R. § 9034.6(d)(1).
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reimbursed exceeds the actual cost plus administrative cost, the
difference must be paid to the United States Treasury. 1Id.

The Final Audit Report found that the Committee paid $228,200
for transportation and services provided to the media.
Attachment 3, p. 28. It also found that the Committee received
media reimbursements totaling $302,253 for transportation
services. Id. Under the regqulations, the maximum amount that
could have been billed to the media was $251,020 (%$228,200 + 10%).
See 11 C.F.R. § 9034.6(4}(1l). Therefore, the Commission
determined that the Committee had overcharged the media $51,233
($302,253 -~ $251,020) for travel-related services and conseguently

made an initial determination that the Committee must make a pro

-rata_refund of $51,233 to the media._ ..

The actual cost of transportation and services provided plus
the administrative costs permitted by the regulations was
calculated in the Final Audit Report to be $235,046 ($228,200 +
3%). Thus, the Final Audit Report found that the Committee
received media reimbursements in excess of the amount actually
paid by the Committee for transportation services provided to the
media and the administrative costs, totaling $15,974 ($251,020 -
$235,046). The Commission, therefore, made an initial
determination that the Committee must pay that amount to the
United States Treasury pursuant to 11 C.F.R. § 9034.6(d)(1).

In response to the Final Audit Report, the Committee
submitted additional manifests related to transportation provided
to the media. The information submitted indicated that the

Committee actually paid $282,359 for transportation and services.
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The actual cost of transportation and services provided plus the
administrative costs permitted by the regulations is $290,830
($282,359 + 3%).2/ See 11 C.F.R. § 9034.6{(d)(1l). The Committee
collected reimbursements from the media totaling $302,253. Thus,
the Committee received media reimbursements of $11,423 ($302,253 -
$290,830) in excess of the amount actually paid by the Committee
for transportation services provided to media and the
administrative costs. The Commission therefore has concluded that
the Committee must pay $11,423 to the United States Treasur
representing profit on reimbursements received from the medi

pursuant to 11 C.F.R. § 9034.6(d)(1).

Based on the documentation submitted by the Committes, the

 Commission has determined that no.refunds to-the media-agre—————

required. The documentation submitted in the response indicated
that the amount the Committee could bill to the media {(cost plus
10%) was $310,595 ($282,359 + 10%). Media reimbursements totaled
$302,253. Because media reimbursements were less than the amount
that could have been billed, the Commission has made a final
determinaticn that no refunds to the media are required.
II1I. NOCO STATEMENT: SURPLUS AND RECEIVING FUNDS IN EXCESS OF
ENTITLEKENT

The NOCC Statement reflects the publicly financed committee’'s
financial status as of the candidate’s date of ineligibility.
Explanation and Justification for 11 C.F.R. § 9034.5, 44 Fed. Regq.

20340 (1979). The candidate must submit this statement within

5/ The Committee did not document higher administrative costs.
See 11 C.F.R. 9034.6(4)(1).
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fifteen days after his or her date of ineligibility. 11 C.FP.R.
§ 9034.5(a). The NOCO Statement is calculated by including, inter
alia, the fair market value of capital assets.é/ 11 C.F.R.
§ 9034.5{a)(2){ii). The fair market value of capital assets
acquired before the candidate’s date of ineligibility is the total
original cost of the items when acquired less 40% to account for
depreciation. 11 C.F.R. § 9034.5(c){(1l). A candidate must submit
documentation tc support a higher depreciation percentage, if he
or she wishes to do so. 1Id.

If the the NOCO Statement shows the committee in a surplus
position, then the candidate may be required to make a pro rata

repayment to the United States Treasury for the amount of the

- surplus.-— 11 C.F.R. § 9038.2(b)(4). If the NOCO-Statement shows .

the committee with net outstanding campaign obligations, the
candidate may continue to receive payments for matchable
contributions. 11 C.F.R. § 9034.1(b). However, the payments may
not exceed the candidate’s net outstanding campaign obligations.
Id. 1If it is later determined that the payments exceeded the net
outstanding campaign obligations, the candidate may be required to
make a repayment to the United States Treasury. 11 C.F.R.
§ 9038.2(b)(1}(1).

A. Calculation of the NOCO Statement: Capital Assets

The NQCO Statement in the Final Audit Report included capital

assets with a 40% depreciated value of $43,080. Attachment 3,

6/ Cash on hand (as of the candidate’s last day of eligibility),
credits, and refunds are assets that may also be included on the
NOCO Statement. 11 C.F.R. § 9034.5(a)(2)(i) and (iii).
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The Committee challenges this valuation, arquing that most

of the capital assets included in the NOCO Statement "have been

sold and must be overvalued for what

Attachment 4,

P

1.

[it has]

remaining.”

The Committee attached a copy of the

Commission’s workpaper deriving the capital asset figure and

annotated the status of each asset.

Attachme

nt 4, p.

13.

The

Committee noted that the telephone system had been sold and

claimed that the voice mail system is broken and the

be sold.

and video eguipment,
camera were stolen.”

value for the "computer (AV

with respect to television, video cassette

Statement. -

the Committee noted that "videno

1d.

L4

copier cannot

recorders,

eguip

and

The Committee also claimed a lower

)'l

afmount included in the NOCO

The Commission concludes that the valuation of capital assets

has increased over the value included in the Final Audit Report to

348,600.1/ This conclusion is based on two factors.

First,

a

computational error in the depreciated valuation of capital assets

on the NOCO statement contained in the Final Audit Report was

discovered during the analysis of the Committee’s response to the

Final Audit Report.g/ Attachment 7

Statement}.

Second,

L ]

pp. 3, 5

(revised NOCO

supporting a depreciation of more than 40% or a different

1/

the Committee failed to provide any documentation

committee as reflected on the NOCO Statement has been adjusted
from the Final Audit Report to show an increase in total assets.

Attachment 7,

8/

p-

5.

The error caused an under-valuation of capital assets.

As a result, the financial position of the publicly financed
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valuation. See 11 C.F.R. § 9034.5(c)(1). Specifically, the
Committee did not provide any documentation to support the sale of
the telephone system, nor is it reflected on Committee disclosure
reports filed to date. The Committee also failed to submit
documentation to support its assertion that the voice mail system
is brcken and the copier cannot be sold. Without information
detailing whether the voice mail system can be repaired, then
sold, there is no basis to reassess its valuatien. There is also
no basis to reassess the valuation of the copier without knowing
the specific model and year. Furthermore, the Committee did not
provide police reports or identify which items were stolen and
which remain in the Committee’s possession. The Committee also
valuation of the "computer (AV)," for which it claims a lower
value than is included in the NOCO Statement.gf

B. Surplus and Receiving Punds in Bxcess of Entitlement

The candidate’s date of ineligibility was July 15, 1992. The
NOCO Statement in the Interim Audit Report reflected a deficit of
$36,870, as c¢f July 15, 1992. Attachment 1, p. 19. Subseguently,
the NOCO Statement was revised based on the Committee’s response
to the Interim Audit Report and disclosure reports filed by the
Committee for the period April 1, 1993 through March 31, 1994.
Attachment 3, p. 25. The revised NOCO Statement reflected a
deficit on July 15, 1992 of $49,684; the deficit on August 3, 1992

was calculated to be $45,874. Attachment 3, p. 25. On August {4,

9/ The Committee failed to address any other pieces of computer
equipment listed as part of the capital asset determination.
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1992, the Committee received $171,136 in matching funds.lg/ The
Final Audit Report found that the Committee received $125,252
[($171,136 - $10) - $45,874] in matching funds in excess of its
entitlement., Therefore, the Commission made an initial
determination that the Committee make a repayment in the amount of
$125,252 to the United States Treasury.

However, as a result of the elimination of the account
payable to the media, the revision in the amount required to be
paid to the United States Treasury for excessive media

reimbursements, and the revised valuation of capital assets

r

[

Committee’s NOCO Statement now reflects a $17,617 surplus on the

candidate’s date of ineligibility, rather than a deficit as

-calculated--in- the-Final -Audit Report. —Attachment 7, p. 6. The =

pro rata portion of the surplus, $7,913 ($17,617 x .449142), must
be repaid to the United States Treasury. 11 C.F.R.

§ 9038.2(b)(4). Furthermore, in view of the Committee’s surplus
position based on the revised NOCO Statement, all of the public
funds paid to the candidate after his date of ineligibility,
$171,136, exceeded his entitlement. 11 C.F.R. § 9038.2(b){(1)(i).
Therefore, the Commission has made a final determination that the

Committee must make a repayment of $179,049 ($7,913 + $171,136) to

the United States Treasury.

10/ The Final Audit Report states that the Committee received
$171,126 in matching funds on August 4, 1992. The Committee’s
bank deposit records show that $171,126 was deposited in Committee
accounts. However, the actual amount disbursed to the Committee
was $171,136. The $10 difference is the result of a deduction for
wire transfer fee.
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———Treasury -is-$94;132-($12,757 + $81,375).
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IV. TFINAL DETERMINATION

Therefore, the Commission has made a2 final determination
pursuant to 11 C.F.R. § 9038.2{(c){4) that Governor Edmund G.

Brown, Jr., and Brown for President must repay $179,049 to the

United States Treasury. The Committee made a partial repayment in

the amount ¢of 597,674 on August 31, 1992. See Attachment 8.

Therefore, the outstanding repayment owed tc the United States

Treasury is $81,375 ($179,049 - $97,674). 1In order to comply with

11 C.F.R. §§ 9034.6{d)(1) and 9038.6, the Commission concluded

that Governor Edmund G. Brown, Jr., and Brown for President must

make a payment in the amount of $12,757 to the United States

Treasury.

The total outstanding amount owed to the United States

Attachments

1. 1Interim Audit Report on Brown for President, approved
October 22, 1993 and ratified November 9, 1993.

2. Committee response to the Interim Audit Report,
January 26, 1994.

3. Final Audit Report on Brown for President, approved on
May 24, 1994.

4. Response from Jodie Evans, Campaign Manager, to the Final
Audit Report, June 24, 1994.

5. Letter from Kinde Durkee, Committee Bookkeeper,
purporting to respond to the Final Audit Report, June 23, 1994,

6. Letter from Rhonda J. Vosdingh to Jodie Evans confirming
telephone conversation, July 12, 1994.

7. Memorandum from Robert J. Costa to Lawrence M. Noble,
Analysis of Response to the Final Audit Report on Brown for
President (LRA $440/AR §94-5), September 16, 1994 (portions
redacted}.

8. Check for $97,673.96 for "Surplus Repayment," paid to the
order of U.S. Treasury, by Brown for President, August 31, 1992.
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INTERIM REPORT OF THE AUDIT DIVISION
ON
BROWN FOR PRESIDENT

) Background
A. Audit Authority

This report is based on an audit of Brown for President
{("the Committee”). The audit is mandated by Section 9038(a) of:

~Title 26—of the United- States Code.__That section states that

a thorough examination and audit of the qualified campaign
expenses of every candidate and his authorized committees who
received payments under section 9037." Also, Section 9039(b) of
the United States Code and Section 9038.1(a)(2) of the
Comaisgion’s Regulations state that the Coamission may conduct

other examinations and audits from time to time as it deems
necegsary.

In addition to 2xamining the recesipt and use of Federal
funds, the audit seeks to determine if the Committee has
materially complied with the limitations, prohibitions and

disclosure requirements of the Federal Election Campaign Act of
1971, as amended.

B. Audit Coverage

The audit covered the period from the Commjittee’s
inception, September 2, 1991, through September 30, 1992. During
this peried, the Committee’s reports reflect an opening cash
balance of $-0-; total receipts of $10,783,675.59; total
disbursements of $10,253,295.87; and a closing cash balance of
$530,297.00.1/ In addition, a limited review of the Committee’s

1/ The reported activity does not foot due to two minor
mathematical errors in carrying the ending cash on hand balance
to the subsequent report as the beginning cash on hand balance.
ATTACHLERT _f
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transactions was conducted through March 31, 1993, for purposes of
determining the Committee’s remaining uatching fund entitlement
based on its financial position.

c. Campaign Organization

»The Committee registered with the Pederal Election
Commission on September 2, 1991. The Treasurer cf the Committee
from its inception through March §, 1992 was Jodie Evans. On
March &, 1992, Blaine Quick became Treasurer and continues to
serve as the Committee’'s current Treasurer.

During the period audited, the caapaign utiiized
depositories in 16 states in addition to its national headquarters
located in Los Angeles, California. The campaign's current
cffices are in Los Angeles, California.

To handle its financial activity, the campaign used 21
bank accounts at varicus times. From these accounts the campaign
made approximately 6,000 disbursements. Approximately 94,000
contributions were received from about 88,400 persons. These
contributions totaled about §5,015,000. It should be noted that
it was the Co=mittee’s policy to limit contributions to $100.

1 3

—— —-In-addition-to contributions, the campaign recejivec
$4,239,404.83 in matching funds from the United States Treasury.
This amount represents 30.70% of the $13,810,000 maximunm
entitlement that any candidate could :eceive. The candidate was
determined eligible to receive matching funds on December 2, 1991.
The campaign made a total of 8 matching funds requests totaling
$4,437,909.13. The Commission certified 95.53% of the requested
apount. For satching fund purposes, the Commission determined
that the Honorable Edmund G. Brown’s candidacy ended July 15,
1992. This determination was based on the date of the convention
pursuant to the Commission’s regulations at 11 C.P.R. §%033.S5(c)
which states, in relevant part. that the candidate’'s date of
ineligibility shall be the last day of the matching payment period
as specified in 11 C.F.R. 9032.6; which states that the matching
payment period may not exceed "the date on which the party
nominates its candidate.™ On August 4, 1992, the Committese
received its final matching fund payment to defray expenses
incurred through July 15, 1992 and to help defray wind-down costs.

Attachment 1 to this report is a copy of the
Commission’s most recent Report on Financial Activity for this

campaign. The amounts shown are as reported to the Commission by
the Committee.

D. Audit Scope and Procedures

In addition to a review of the qualified campaign
expenses incurred by the Committee, the audit covered the
following general categories: /
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1. The receipt of contributions or loans in excess of
the statutory limitations (see Finding II.E.);

2. the receipt of contributions from prohibited
sources, such as those from corporations or labor
organizations;

3. proper disclosure of receipts from individuals,
political committees and other entities, to include
the itemization of receipts when required, as well
as, the completeness and accuracy of the
information disclosed (see Finding II.B.);

4. proper disclosure of disbursements including the
itemization of disbursements when required, as well
as, the completeness and accuracy of the
information disclosed {(see Finding II.C.);

5. proper disclosure of Committee debts and
cbhligations;

6. the accuracy of total reported receipts,
disbursenments and cash balances as compared to
Comnlttee bank records (:ce !inding II.A. ), ¢

1. adequate tecordkeeping for canpaign ttansactxons
(see Finding II.F.);

8. accuracy of the Statement cf Net Outstanding
Campaign Obligations filed by the Committee to
disclose its financial condition and establish
continuing matching fund entitlement {(see Finding
IIX.C.);

9. the Committee’s compliance with spending
limitations; and

10. other audit procedures that were deemed necessary
in the situation.

As part of the Commission’s standard audit process, an
inventory of the Committee’s records was conducted prior to the
audit fieldwork. This inventory was conducted to determine if the
Committee’s records were materially complete and in an auditable
state. The inventory indicated that some records were not
complete and the Committee was provided thirty days to obtain the
necessary materials, At the end of the thirty days, some records
were still not complete. 1In order to obtain the necessary records
subpoenas were issuved to the Committee as well as a number of
vendors, banks, and individuals. As a result of the information
obtained, it was concluded that the records were materially
complete except as noted below,

armecnt _/
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Unless specifically discussed below, no material

non-compliance was detected. It should be noted that the
Commission may pursue further any of the matters discussed in this
report in an enforcement action. Finally, this report constitutes

notice of potential Federal funds repayment pursuant to 1l C.F.R.
9038.2(a)(2).

Our analysis of press refunds/rebates was limited due to

the absence of Committee records with respect to: The flight
origination and destinaticn to include the ccst of each leg of
each trip; the flight manifests or itinerary for each leg of each
trip showing every person traveling (except the flight crew) by
name and any associasted organization; and workpapers, computer
files etc. showing the derivation of amounts billed to the press
for each leg of each trip (see Finding II.F.).

II.

rindings and Recommendations - Non-repayment Matters

A. Misstatement of Financial Activity

Sections 434(b)(1), (2) and (4) of Title 2 of the United

States Code regquire a political committee to report the amount of

cash on hand at the beginning of each reporting pericd and the
-—-total- amount of-all receipts and disbursements for the reporting

3

period and calendar year.

The Audit staff’s reconciliation of the Committee’s bank

activity to its reported activity2/ for the period covered by the
audit indicated the following misstatements:

1. Inception through December 31, 19951

a. Receipts

The Committee reported total receipts of

$519,657.59 for 1991. Utilizing available bank records, the Audit
staff determined that the Committee should have reported total
receipts of $515,017.09. Therefore, the Coamittee’'s receipts were
overstated by a net amount of $4,640.50. This overstatement was
the result of the following:

o]

In-kind contributions and deposits $ 6,108.76
not reported

Deposits reported twice $( 700.00)
Reported deposits and edit adjustments $(9,800.00)

not traceable to bank statements

The Committee’s reported totals were calculated by summing
the current period totals for each reporting feriod.

ATT LU
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o Correction of mathematical error $ 400.00

o Unexplained year end correction § (760.65)

o Reconciling adjustment s 111.39

Total (Net) Overstatement $(4,640.50)
b. Disbursements

For 1991, the Committee reported total
disbursements of $440.957.87. The Audit staff determined thar the
Committee should have reported total disbursements of $457,298.12.
Therefore, the Committee’s reported disbursements were understated
by a net amount of S$16,340.25. This understatement was 2 result
of the following:

o] Disbursements not reported and 1991 $19,993.01
disbursements reported in 1992
o Disbursements reported twice $(1,503.12)
o Miscelianeous charges, bank reversals, $(1,999.35)
..and error corrections. L
o Reconciling adjustment $ (150.29)
Total (Net) Understatement $16,340.25%

c. Cash on Hand

The Committee reported an ending cash on hand
balance on December 31, 1991 of $78,699.72, The Audit staff
determined this was overstated by a net amount of $20,980.75 which
resulted from the misstatements detajiled above. The correct
ending cash was determined to be $57,718.57.

2. January 1, 1992 through Septeaber 30, 1992

a. Receipts

The Committee reported total receipts of
$10,264,018.00 for the period January 1, 1992 through September
30, 1992. The Audit staff determined that the Committee should
have reported total receipts of $11,308,889.93 for this period.
Therefore, the Committee’s reported receipts were understated by a
net amount of $1,044,871.93. Committee deposit reccrds identified
the receipt of a $1.1 =million dollar loan on May 20, 1992 that was
not reported. (See Finding II. D.). 1In addition, the Audit staff
noted press reimbursements for air charter services, totaling
$20,126, which were paid directly to the vender and not reported
by the Committee. 1In the absence of workpapers which detail the
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preparation of its disclosure reports, the Audit staff was unable
to explain the remaining overstatement totaling $75,254.07.

b. pisbursements

The Committee reported total disbursements of
$9,812,338.00 for the period January 1, 1992 through September 30,
1992. The Audit staff determined that the Committee should have
reported total disbursements of $10,875,192.04. Therefore, the
Committee’s reported disbursements were understated by 2 net
amount of $§1,062,854.04. The majority of this difference was the
result of the Committee not treporting the May 26, 19892 repayment
of the $1.1 million loan described above. With respect to the
press reimbursements discussed above, a credit of $20,126 was
applied by the vendor to amcunts due from the Committee, resulting
in an underreporting of disbursements. 1In the absence of
workpapers which detail the preparation of its disclosure reports,
the Audit staff was unable to explain the remaining $57,271.%6¢
difference.

c. Cash on Hand

The Committee reported an ending cash on hand

_balance on September 30, 1992 of $530,297.00. The Audit staff .

determined this was— overstated by a net amount of $38,880. 14 uh1ch
resulted from the misstatements noted above and correction ——
carryovers from 1991. The correct ending cash was determined to
be $491,416.86.

The Audit staff provided photocopies of its
bank reconciliations to Committee representatives &t the exit
conference. The Coammittee representatives indicated a willingness
to file amendments tc correct the above noted problems.

Recommendation #1

The Audit staff recommends that, within 30 calendar days of
service of this report, the Committee file amended Summary and
Detailed Summary Pages for calendar years 1991 and 1992 correcting
the misstatements of financial activity noted above. The Audit
staff further recommends that the Committee file amended Schedules
A-P and B-P for 1992 to disclose the press transaction (5§20,126)
discussed above.

B. Failure to Itemize Refunds/Rebates

Section 434(b}(3)1(P) of Title 2 of the United
States Code states that each report under this section shall
disclose the identification of each person who provides a rebate,
refund or other offset to operating expenditures to the reporting
committee in an aggregate amount or value in excess of 5200 within
the calendar year, together with the date and amocunt of such
receipt. {
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Section 431{13) of Title 2 of the United States
Code defines the term "identification” to mean, in the case of any
person other than an individual, the full name and address of such
person. In addition, 2 U.S5.C. §431(11) defines "Person” to
include an individual, partnership, corporation, association,
labor organization or committee.

The Audit staff's review of refunds/rebates
received by the Committee from vendors indicated that 37 out of 67
such receipts totaling $82,840.10 were not itemized on the
Committee’s disclosure reports as required.

At the exit conference, the Audit staff advised the
Committee representatives of the above noted problems and provided
them with photocopies of workpapers detailing thesge problems.
Committee representatives indicated a willingness to amend their
reports.

Recommendation 32

The Audit staff recommends that, within 30 calendar days of
service of this report, the Committee file Schedules A-P to amend
its disclosure reports to correct the itemization problems noted

—above.

C. Failure to Itemize and Adeguately Disclose
Disbursements

Section 434(b)(5)(A) of Title 2 of the United
States Code states, that each report under this section shall
disclose the name and address of each person to whom an
expenditure in an aggregate amount or value in excess of $200
within the calendar year is made by the reporting coumittee
to meet 3 candidate or committee operating expense, together with
the date, amount, and purpose of such cperating expenditure.

The Audit staff reviewed disbursements from the
Committee’s state accounts. The review identified 177
disbursenents totaling $106,482.03 that were not itemized on
Committee disclosure reports as reguired.

In addition, the Audit staff’'s review of itemized
disbursements from state bank accounts identified 80 disbursements
totaling $43,285.32, for which the proper disclosure of
information was either incomplete or omitted. All of the errors

resulted from either an incomplete address, or no address being
disclosed.

At the exit conference Committee representatives
were made aware of the above problems and were provided
photocopies of schedules detailing these items. 1In response to
the exit conference the Committee filed amendments materially
correcting the errors discussed above.
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Recommendation #3

The Audit staff recommends no further action with respect to
this matter.

D. Reporting of Loan to the Committee

Sections 434(b)(2)(H) and (3){E) of Title 2 of the
United States Code state, that each report shall disclose all
loans along with 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. $§104.11(a) provides that debts
and obligations owed by a pelitical committee which remain
outstanding shall be continuously reported until extinguished.

The Audit staff identified a 51,100,000 loan, the
receipt and repayment of which has not been reported by the
Compittee (See Finding II.A.2.}.

The documentation available with regpect to this lcan

“included a Promissory Note, a Committee bank statement with .
related debit and credit memos and a2 document from the bank —— —— —

showing the loan history. The Promissory Note was dated May 15,
1992, and related to Loan #6348 in the amount of $1,100,000.00.
This Note had an initial interest rate of 8.5%, and a repayment
date of June 8, 1992. The Promissory Note alsc stated that
interest started to accrue on the unpaid principal balance as of
May 15, 19%2Z until paid in full.

According to the May, 1992 bank statement, this loan was
credited to the Committee’s account on May 20, 1892. The credit
memo is dated 5-20-92 and is annotated "Brown for President Inc. -
Loan Proceeds”™. The bank statement notes a debit on May 26, 1992
to repay the loan. The corresponding debit memo, dated 5-26-92,
states that it "Rev(erses)] entry of 05-22-92"%,

The documentation reviewed contained discrepancies
concerning receipt and repayment dates. Although the loan history
documentation supplied by the lending bank and the bank statement
supports 5-20-92 as the date of receipt, as noted above, the debit
memo is annotated as "Rev|erses] entry of 05-22-92". There is no
corresponding credit on the bank statement to which this could
apply other than the loan credited on May 20, 1992. The Audit
staff also noted an inconsistency between the bank statement and
the loan history with respect to the date of repayment of this
loan. As detailed above, the Committee’'s account is debited for
the amount of the loan proceeds on May 26, 1992, while the loan

history lists the repayment date as May 20, 1992. The Audit staff
is unable to explain these discrepancies.

e 4
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Based on the available information, it is the opinion of
the Audit staff that the loan was received on May 20, 1992 and

repaid on May 26, 1992. The Committee had the monies from the
loan available for five days.

On the lcan history was a note to a Committee
tepresentative that stated in part "After signing the documents,
the Brown For President people decided that they did neot want all
the money right away but rather wanted to take it as needed (to
save interest charges most likely). Therefore the initial advance
was reversed and the loan proceeds were subsequently taken in two
parts - but only $500,000.00 of the $1,100,000 were ever taken.
This is not a line of credit but rather a straight loan which was
disbursed in increments”. At the exit conference, Committee
representatives stated that because the full amount was not needed
at the time the funds were drawn, the elected not to report the

$1,100,000 loan; they elected to report only the subsequent draws
on ths loan.

The Audit staff acknowledges that loans for $300,000.00
on May 26, 1992 and $200,000.00 on June 2, 1992 were drawn against

- F 4
Loan $5348 subsaguent to the receipt and repayment of the

$1,100,000.00 draw. The Committee repaid both draws and

T T¢orresponding interest on June 5, 1992, The Audit staff-also

acknowledges that both of these loans were correctly disclosed.

At the exit conference, the Audit staff informed
Committee representatives of the need to file amendments to

disclose the initial ($1,100,000) loan. The Committee agreed to
amend its disclosure reports as required.

Recommendation #4

The Audit staff recommends that, within 30 calendar days of
service of this report, the Committee submit Schedules A-P, B-P

and C-P, disclosing the receipt and repayment of this ($1,100,000)
leoan.

Apparent Excessive Contributions Resulting from Staff

Advances and Extensions of Credit by a Vendor and a
Union

Section 44la{a)(1)(A) of Title 2 of the United States
Code states, in part, that no person shall make contributions to
any candidate and his authorized political committee with respect

to any election for Federal office which, in the aggregate, exceed
$1,000.00.

Section 441b(a) of Title 2 of the United States Code
states, in part, that it is unlawful for any corporation or labor
organization to make a contribution in connection with any
election to any political office.

LITACHEXEET J
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Section 116.5(p) of Title 11 of the Code of Federal
Regulations states, in part, that the payment by an individual
from his or her personal funds, including a personal credit card,
for the costs incurred in providing goods or services to, or
obtaining goods or services that are used by or on behalf of, a
candidate or a political committee is a contribution unless the

payment ig exempted from the definition of contribution under 11
C.F.R., 100.7(b)(8).

Pursuant to 11 CFR 116.5(b) the payment is not exempted,
it shall be considered a contribution by the individual unless it
is for the individual’s transportation expenses or for usual and
normal subsistence expenses incurred by an individual, other than
a volunteer, while traveling on behalf of a candidate; and, the
individual is reimbursed within sixty days after the closing date
of the billing statement on which the charges first appear if the
payment was made using a personal credit card, or within thirty
days after the date on which the expenses were incurred if a
personal credit card was not used. "Subsistencs sxpenses™ inclugde
only expenditures for personal living expenses related to a

particular individual traveling on comeittee business such as food
or ledging.

i - Sections 116.3{a} and (b) of Title 11 the Code of .

vendor that is not a corporation, and a corporation in its

E capacity as a commercial vendor may extend credit to a candidate,
o a political committee or another person on behalf of a candidate

o or political committee. An extension of credit will not be

- considered a contribution to the candidate or political committee
provided that the c¢redit is extended in the ordinary course of the

e commercial vendor’s business and the terms are substantially

_ similar to extensions of credit to nonpolitical debtors that are

of similar riesk and size of obligations.

ol Further, 11 C.F.R. §116.3(c) states that in determining
whether credit was extended in the cordinary course of business,
the Commigsion will consider:

(Y

{l1) Whether the commercial vendor followed its
established procedures and its past practice in
approving the extension of credit;

(2) Whether the commercial vendor received prompt
payment in full if it previously extended credit to
the same candidate or political committee; and

{3) whether the extension of credit conformed to the

usual and normal practice in the commercial
vendor‘s trade or industry.

Finally, 11 C.F.R. §114.9(d) provides, in part, that
— persons, other than officials, members and employees, who use
labor organization facilities for activity in connection with a
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Federal election, are required to reimburse the labor organization
within a commezrcially reasonable time in the amount of the normal
and usual rental charge for the use of the facilities.

1. Credit Cards

. During the review of the Committee’s disbursements,
the Audit staff noted a number of reimbursements to individuals
that were for various kinds of campaign activity. For subsistence
and transportation expenses, the Committee did not reimburse the
individuals within the time periods reguired by 11 C.F.R. §116.5.
Individuals were also reimbursed for other kinds of campaign
expenditures, such as advertising, supplies, telephone, postage,
and copying. Further, five individuals were reimbursed for the
transportation, travel, and related expenses of other individuals,
to include the candidate.

As part of the Audit staff’'s analysis,
contributions resulting from the untimely reimbursement of

3 expenses incurred by individuals were added to direct
contributions made by these individuals. Our review indicated
that five individuals made apparent excessive contributions. The
~ amount in excess varied depending upon when reimbursements were
o __made_by the Committee. By summing the largest amount in excess*
N for each individual, the Audit staff determined the largest amount

in excess was $76,261.10 (see Attachment 2). At the conclusion of

S fieldwork, there were no expense reimbursements outstanding. Of

. particular note, most of the amount in excess (541,868.98)
occurred with respect to the Campaign Manager, Jodie Evans. The

oo Campaign Manager utilized seven (7) different personal credit
cards for both personal and campaign related expenses. The

T~ majority of expenses charged tc these accounts were for the

— candidate’s and several campaign employees’ expenses.

L This matter was discussed with the Committee during

" the exit conference. The Audit Staff provided the Committee with

Pt a schedule of errors, a summary schedule, and a cover sheet

explaining symbols and methodelogy. The Campaign Manager stated
that the regulation had been misinterpreted by them. She also
commented that the regulation and repayment periods are unfair to
candidates who do not have the same access to money or credit as
other candidates who have name recognition or political position.
Grass roots candidates are forced to rely on the good name of
Commj ttes supporters.

2. Extengion of Credit by a Commercial Vendor and a
Union

During the course of fieldwork, the Audit staff
identified two disbursements, each to different vendors, that

raised concerns with respect to the extension of credit given to
the Committee.
prmer
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On December 1, 1992, the Committee issued check
number 8094 in the amount of $50,000 to Quarterdeck Office Systems
for miscellaneous computer software and hardware. An attached
invoice, dated 11-27-92, details the equipment and services
provided; the amount of the invoice is $151,121.10. The invoice

is annotated as follows: "Bill adjusted to $50,000. Due Nov 30,
1992, Stanten Kaye™.

Based on a review utilizing a Committee-provided,
disbursement data file, the Audit staff did not note any other
payments to this vendor. According to Committee representatives
this equipment was used during the campaign which ended 7-15-92.

: No other correspondence between the vendor and the Committee has
— been provided.

In the other instance, on October 27, 1992, the
Committee issued check number 5571, in the amount of $57,195.97,
to Local 1199 (Drug, Hospital & Health Care Employees Union). An
attached invoice, with a letter requesting paymsent, dated
10-28-92, details reimbursable expenses incurred by Local 1199
with respect to Edmund G. Brown Jr.'s Presgidential campaign during

the period 3/30/92 to 4/10/92. The expenses were for food and
e refreshments, rent, printing, advertising, telephone and other :

4

"y

Do

miscellaneous items. According to an October 12, 1992 letter from
the vendor toc the Committee, this invoice is a revision of a

o previous invoice.

- The Audit staff did not note any other payments to

- this vendor based on a Committee~provided, disbursement data file.
According to a written statement (dated 5-24-93) submitted to the

e Audit staff by the Campaign Manager, there was no written

B agreement for these expenditures, which were the result of a

s sudden need for meeting rooms and banquet facilities, and were

. incurred with respect to the New York primary. T"Apparently the

o invoice of the charges ’"fell through the cracks’' and we were not

- billed. I contacted him several times asking for the bill so that

it could be paid. As soon as we received and reviewed the bill

{and after a revised invoice was

The Audit staff’s
reimbursed within a commercially

issued) it wns paid."

concern is whether Local 1199 was
reasonable time at the normal and

usual charge. The Audit staff requested that the Committee
provide additional documentation with respect to these items. On
July 16, 1993, the Audit staff received a letter from Local 1199
stating that the reason for the delay in submitting the bill was
the result of several mislaid invoices in the accounting
department. It also notes that no bill was submitted to the

Committee until these bills were
information has been received.

recovered. To date no further
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Recommendation &5

The Audit staff recommends that, within 30 calendar days of
service of this report, the Committee demonstrate that the
individuals did not exceed the contribution limits of 2 U.§8.C,.
§44la(a)(1){A}, and/or were reimbursed in a timely manner as
defined under 11 C.F.R. §116.5(b}{2), or submit any other comments
or documentation the Committee feels may be relevant. In
addition, the Audit staff recommends the Committee provide
additional documentation or any other comments to demonstrate that
the credit extended by the above-noted commercial vendor and union
wags in the normal course of business and did not represent
prohibited contributions.

F. Documentation for Press Billings

Sections 9034.6(a) and (b) of Title 11 of the Code
of Federal Regqulations state, in part, that if an authorized
committee incurs expenditures for transportation, ground services

ER and facilities made available to media personnel, such

expenditures will be considered qualified campaign expenses

subject to the overall spending limitation at 11 C.F.R,

E - §9035.1(a). Further, if reimbursement for such expenditures is

e 0202020 received by a committee, the amount shall not exceed either: The
: : individual’s pro rata share of the actual cost of the

transportation and services made available; or a reasonable ’

estimate for the individual’'s pro rata share of the transportation
and services made available.

An individual’s pro rata share is calculated by
dividing the total number of individuals to whom such
e transportation and services are made available into the total cost
) of transportation and services. The total amount of
} reimbursements received from an individual shall not exceed the
. actual pro rata cost of the transportation and services magde
' available to that person by more than 10%.

After repeated requests for the necessary records,
. the Audit staff requested, by memorandum dated November 20, 1992,
that subpoenas be prepared by the Office of General Counsel to the

Committee and Charter Services, Inc. for the production of records
as follows:

° a vendor statement (account summary of amounts
billed and payments received);

®* Invoices detailing each flight origination and
destination, to include, but not be limited to:

* invoices, bills, etc. for the aircraft for each
leg of each trip;




invoices, bills for any other costs associated

with each leg of each trip to iaclude catering,
beverages, ground transportation, meals, press
filing facilities, lodging, etc.;

a flight manifest for each leg cf each trip
showing every person traveling {except the flight
crew} by name and any associated organization;

working papers, conmputer files, etc., showing the
derivation of amounts billed to the press for
each leg of each trip;

copies of bills issued to the press for each leg
of each trip; and,

records of amounts received in reimbursement for
travel on the Committee charter or cother

aircraft, from each person for each leg of each
trip.

i Prior to the issuance of the subpoenas, the
. Committee and. Charter Services, Inc. provided some of the = .«
: requested material. Detailed billing statements, which show the
costs of each leg of each flight as well as any food costs, were
not available from Charter Services, Inc. after April, 1992.
At that time, the Coamittee assumed this function. The Committee
stated that they maintained a computerized billing system complete
with leg analysis and manifests; the Committee further asserts the
disc containing this information is missing. In addition, Charter
Services, Inc. advised the Audit staff that they acted as a
"middle-man” between the Committee and the airplane charter
companies; and therefore, did not maintain any manifests detailing
passengers with respect to each flight leg.

Absent a cost figure and passenger manifests for
each flight, the Audit staff was unable to assess the Committee’'s
compliance under 11 C.F.R. §9034.6.

At the Exit Conference the Audit staff reiterated
its request for documentation of the Committee’s procedures for
handling travel billings to and reimbursements from the Press,
specifically the Committee’'s computations/worksheets for
determining amounts billed.

A request was forwarded to the Office of General
Counsel, May 6, 1993, requesting enforcement of the subpoena with
respect to the Committee as it relates to the press billing
documentation still required. In addition, a regquest was included
to prepare subpoenas to two individuals identified during
fieldwork as associated with the Committee’s press billing and
reimbursement system.
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Subsequent to this request, the Committee submitted
additional documentation with respect toc press billings. The
Office of General Counsel agreed to delay subpoena enforcement in
order to allow the Audit staff to evaluate the submitted
materials.

Our review of these additional documents indicated
that total reimbursements from the press were significantly below
the overall amount the Audit staff determined ccoculd have been
billed by the Committee. Although workpapers were not provided
detailing the Committee’'s calculaticns of amounts billed to the
press, available documents indicated the Committee intended to
simply bill each press organization at 110% of cost. The Audit
staff’s review of amounts billed to press organizations was
limited to the available documentation. Our review indicted that
the amounts billed were reasonable.

Recommendation #6

The Audit staff recommends no further action with respect to
this matter.

I1I. Findings and Recommendations - Repayment Matters

~ A. Calculation of Repayment Ratio N o I

Section 9038(b}{2)}{(A) of Title 26 of the United States
Code states that if the Commission determines that any amount of
any payment made to a candidate from the matching payement account
was used for any purpose other than to defray the qualified
campaign expenses with respect to which such payment was made it
shall notify such candidate of the amount so used, and the

candidate shall pay to the Secretary an amount equal to such
amount.

Section 9038.1(c)(1)9v) of Title 11 of the Code of
Federal Regulations states that preliminary calculations regarding
further repayments to the U.S5., Treasury may bhe contained within
the interim audit report. Pursuant to §9038.2(a)(2) of this Title
the Commission will notify the candidate of any repayment
determinations not later than three years after the end of the
matching payment period. The issuance of this interim audit
report to the candidate constitutes notice of any repayment
determinations for purposes of the three year period.

The Regulations at 11 C.F.R. §9038.2(b)(2)(iii) state
that the amount of any repayment sought under this section shall
bear the same ratio to the total amount determined to have been
used for non-qualified campaign expenses as the amcunt of matching
funds certified to the candidate bears to the total amount of
deposits of contributions and matching funds, as of the
candidate’'s date of ineligibility.

sty L
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Pursuant to 1l C.F.R. §9033.5(c), Governor Brown’s date
of ineligibility was determined to be July 15, 1992.

The formula and the appropriate calculation with respect
to the Committees’ receipt activity is as follows:

Total Matching Funds Certified through the Date
of Ineligibility ~ July 15, 1992

Numerator plus Private Contributions Received through
Date of Ineligibility

$4,068,268.91
= 449142

$4,068,268.91 + $4,989,551.89

Thus, the repayment ratio for non-qualified campaign

- ———  ———expenses-—-is 44.9142%. _ '

B. Apparent Non-Qualified Campaign Expenses-
Undocumented Disbursements

Section 9032(9) of Title 26 of the United States Code
defines, in part, the term "gqualified campaign expense" as a
purchase or payment incurred by a candidate or his authorized
committee, in connection with his campaign for nomination for
election, and neither the incurring nor payment of constitutes a
viclation of any law of any state in which the expense is paid.

Section 9038.2(b}(3) of Title 11 of the Code of Federal
Regulations states the Commission may determine that amount(s)
spent by the candidate, the candidate’'s authorized committee(s),
or agents, were not documented in accordance with 11 CFR 9033.11.
The amount of any repayment sought under this section shall be
determined by using the formula set forth in 11 CFR
9038.2(b)(2)(iil).,

Section 9033.11(a) of Title 11 of the Code of Federal
Regulations states, in part, that each candidate shall have the
burden of proving that disbursements made by the candidate or his
authorized committee(s) are gualified campaign expenses.

The Audit staff’s review of selected disbursements from
the national accounts identified a payment to Left Bank
Productions for $20,000 that was not supported by a receipt, bill
or invoice. This payment was made by wire transfer. The
associated documentation did not identify the purpose.

L™
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The Audit staff alsoc reviewed digsbursements made from
the Committee’s state accounts and identified 15 disbursements,
totaling $12,838.95, which were not documented in accordance with
11 €.F.R. §9033.11. See Attachment 3. Based on Committee
annotations or lack thereof, these disbursements can be
categorized as follows:

° Expense Reimbursement/Reimbursement - five (5)
disbursements, totaling 54,317.25, to individuals,
for which notations on the canceled check indicate
only expense reimbursement or reimbursenent.
Committee records contained no invoices or travel
vouchers for these disbursements.

No Purpose - ten (10) payments to individuals and
vendors, totaling $8,521.70 for which no purpose

was available. No documentaticn was available for
these disbursements beyond the canceled checks

o

At the exit conference Committee representatives were
made aware of inadequately documented disbursements and provided
schedules detailing these items. Committee representatives stated

_that they would attempt to obtain the additional documentation *
required.

Recommendation 37

The Audit staff recommends that, within 30 calendar days of
service of this report, the Committee submit documentation which
demonstrates that the expenses noted above are qualified campaign
expenses. Absent such a demonstration, the Audit staff will
recommend that the Commission make an initial determination that
the Committee make a pro rata repayment of $14,749.35 ($32,838.95
x .449142) to the United States Treasury pursuant to 26 U.S.C.
§5038(b}(2).

cC. Matching Funds Received in Excess of Entitlement

Section 9038.2(a)(1l) of Title 11 of the Code of Federal
Regulations states, in part, that a candidate who has received
payments from the matching payment account shall pay the United

States Treasury any amounts which the Commission determines to be
repayable under this section.

Section 9038.2(b}{1)(i) of Title 11 of the Code of
Federal Regulations states, in part, that the Commission may
determine that certain portions of the payments made to a
candidate from the matching payment account were in excess of the
aggregate amount of payments to which such candidate was entitled.
Examples of such payments include payments made to the candidate
after the candidate’s date of ineligibility where it is later
determined that the candidate had no net cutstanding campaign
obligations as defined in 11 C.F.R. §9034.5. /
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Section 9034.5{(a) of Title 11 of the Code of Federal
Regulations requires that within 15 days of the candidate’s date
of ineligibility, the candidate shall submit 2 statement of net
outstanding campaign obligations which contains, among other
items, the total of all outstanding obligations for qualified
campaign expenses and an estimate of necessary winding down costs.
Subsection {b) of this section stateg that the total of
outstanding campaign obligations shall not include any accounts
payable for non-qualified campaign expenses.

In addition, 11 C.F.R. §9034.1(b) states, in part, that
if on the date of ineligibility a candidate has net outstanding
campaign obligations as defined under 11 C.F.R. §9034.5, that
candidate may continue to receive matching payments provided that

on the date of payment there are remaining net outstanding
campaign obligations.

Governor Brown's date of ineligibility was July 15,
1992. The Audit staff reviewed the Committee’'s financial activity
through March 31, 1993, as well as analyzed winding down costs,
and prepared the Statement of Net OQutstanding Campaign Obligations
{ "NOCO") as of March 31, 1593, which appears below:

S . _ L]
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BROWN FOR PRESIDENT

Statement of Net Outstanding Campaign Obligations
as of July 15, 1982

as determined March 31, 1993 by the Audit staff

Assets
Cash $994,816.38
Accounts Receivable 76,025.04
Press Receivables 14,1868.34
Capital Assetls 43,080.00
TOTAL ASSETS 1,128,089.76
Obligations

Accounts Payable Qualified

Winding Down Costs Actual:

T/17-8/31/92 {247,873.80)
Sept. 1992 (129,686.95)
Oct. 1992 (265,131.66)
Nov. 1992 { 66,754.97)
Dec. 1992 { 95,836.213)
1/1-3,/31/93 { 58,147.84)
state accounts { 12.,414.48) 1/ (875,845.93)
Winding Down Costs Estimated 2/ (42,700.00)
{4-1-93 to 9-30-93)
TOTAL OBLIGATIONS ($1,164,960.03)
NOCC {(DEFICIT)/SURPLUS ($36,870.27)

1/ This amount excludes $1,049.59 in non-qualified campaign
expenses included at Finding III.B. above.

2/ Since estimates were used in computing this amount, the
Audit staff will review the Committee’s disclosure reports

and records to compare the actual figure with the estimates
and prepare adjustments as necessary.
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5 Shown below is an adjustment for private contributions and
matching funds received after 7/15/92, based on the mosgt current
financial information available at the close of fieldwork:

Net Outstanding Campaign {$36,870.27)
Opligations (Deficit)
as of 7-15-92

Interest Receaived 29.08
(7-16-92 to 8-3-92)

Net Private Contributions 3,781.00
Received (7-16-92 to 8-3-92)

Matching Punds Received 171,125.92
{7-16-92 o 8-4-92)

Amount Received in Excess of

~ Entitlement as of 8/4/92 $138. 062,73

On August 4, 1992, the Committee received $171,125.92
relative to Matching Pund Request #8. The deficit on August 3,
1992 was calculated to be $33,060.19. Therefore, the Committee
~was determined to have received $138,065.73 ($171,125.92 -
$33,060.19) in matching funds in excess of its entitlement.  — ~— —

On August 31, 1992, the Committee submitted a repayment
check in the amount of $97,673.96 based on preliminary figures
generated by the Audit staff during the fieldwork inventory stage
of the audit process.

Recoamendation $#8

The Audit staff recommends that, within 30 calendar days of
e} service of this report, the Committee demonstrate that it has not
received matching funds in excess of its entitlement. Absent such
T a showing, the Audit staff will recommend that the Commission make
an initial determination that the Committee make a repayment of
$40,391.77 ($138,065.73 - $97,673.96) to the United States
Treasury pursuant to 26 U.S.C. §9038(b)(1).

D. Stale-~-Dated Committee Checks

Section 9038.6 of Title 11 of the Code of Federal
Regulations states that if the committee has checks outstanding to
creditors or contributors that have not been cashed, the committee
shall notify the Commission of its efforts to locate the payees,
if such efforts are necessary, and its efforts to encourage the
payees to cash the outstanding checks. The committee shall also
submit a check for the total amount of such ocutstanding checks,
payable to the United States Treasury.
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The Audit staff reconciled the Committee’'s reported
activity to its bank activity through September 30, 1982. In
addition, limited reconciliations were prepared for the period
October 1, 1992 through March 31, 1993. This analysis identified
a significant number of stale-dated, outstanding checks.

At the exit conference, the Audit staff discussed this
matter with Committee representatives. The Committee
representatives agreed to review their records and provide any
additional information which may resolve these items.

Subsequent to the exit conference the Committee provided
the Audit staff with an updated list and documentation resclving
some of the stale-dated checks. Based on this information, the
Rudit staff provided the Committee with a revised scheduled of
those checks still considered stale-dated.

There remain 17 unresolved stale-dated checks totaling
$4,926.61 (see Attachment 4).

Recommendation #9

¢f the checks which have now cleared the bank; (2) inform the .
Commission of its efforts to encourage the payees to cash the T
outstanding checks or provide evidence documenting efforts to

resolve these items; and (3) the Committee submit a check payable

to the United States Treasury for the total amount of such checks
which are still ocutstanding.

IV, Amounts Repayable to the United States Treasury

Presented below is a recap of the amounts subject to the
repayment provisions of 26 U.S.C. §9038(b) or 11 C.F.R. §5038.6.

Finding II1.B. Apparent Non-Qualified Campaign $14,749.35
Expenses - Undocumented

Disbursenents
Finding I11.C. Matching Funds Received in $138,065.73
Excess of Entitlement
Finding VII.D. Stale Dated Committee Checks $4,926.61
TOTAL AMOUNT REPAYABLE $157,741.69
Less: Repayment received 8-31-92 (97,673.96)
REMAINING REPAYMENT AMOUNT $60,067,.73

ATTACEMTNT [
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Damactals

Lerry Agran
Jarry Brown

" B4 Cinton
Tom Harkin
Bob Heey
Lyndon LaRoucha
Paud Toongas
Doug Wider

Tolsl Damocrals

Operaling
Enpendituras
Minus Oftsets

Exempl
Fundimung
Minus Ollsets

Adjusted Disburssmenis
{(Viwough June 30, 1083)

Exempl

LegalVAccaunting

Minus Olisals

Other
Disburse

Adjusind Total
Disburssmanis

Subject o
Limi

Latest Cash
On Hard

Detts Owes By
e Campagn

$607,048
$8.483,270
$27.822,702
$3,872,140
$5.101,450
$1,621,010
$6,701,025
$708,834

$52,980,008

$0
$2,270,008
$3.572,078
$1.104,078
$1,076,078
30
$754,970
38,588

$8.874,518

30

$232. 01
$2,301, 847
$170,402
179,041
$85916
$179,32%
$30

43,130,504

395
$100,504
55,101

$0
$22.404

30

80

30

$187,184

$607,14D
$9,104,122
$33,754,030
$8,227,820
$8.481,761
$1,588,004
97,830,132
$705,141

$65,172,3680

I

|
§E:pommmn
I

|

%

I 3812159
$0,538,402

;326,'530.000

| $3,102,100
$8,050,481
$1,400 858

$7,001,588

1788014

$2,642
$681,064
$1,608,272
$237.087
$0.682
$0.707
350,322
$19,030

$2,082,287

$5970
34,927
$56,292
$143 380

30

$11.,461,278
$27,007,045
3353838

$39 422,159

30

$5,524,000

w0

44,700,102
$0

34,700,102

30
$60,421
$1,000

270421

$11,481,278

337,000,588

$354,808 |

$49,718,882 |

!
. $51,263,733

L 11,481,277
$27.807,047
$0

$39,088 324

Toinl_Othes Parly

418,678

$4,200,622

4,619,108

$160,210

10

$0

$3,238

$3,238

§578,705

$4,200.887

$4,782,852

$4,204,553

$2,970

Qrand Towal

$97,021,443

$14.558,72%

$7.830,604

$200,840

$94.630.012

$2,054 444

Trrrenme

Z

gy

Fego oe2 of )

$119.871,714
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Adjusted Recaipis

A

{Thigugh June 30, 1903)

v

Federal Individusl PAC's and Othar  Conlribulions Candidale Other Loans Adjusted
Maiching Canwibulions  Cmia Conuib trem the Loans Mnus Mimie Othae Total
Funds Minus Helunda  Minus Astunds Candidate Repay Repaymenis Aaceipls Racetpts
Damociala |
Lavy Agran $260,801 $331,601 $0 $500 $5.000 ‘ $1,020 $2,082 $610,814
Jery Brown $4,220,345 $8,178,238 30 30 $0 $0 $4,693 $0.420,374
Bl Chnion $12,618,130 926,100,044 35,204 30 30 | $1 $13,440 $37,841,810
Tom Harkin $2,103,351 $3,000,474 $492,080 482 $0 $0 $11,820 $5.681,058
Bab Kerey $2,198,284 $1,013,332 $349,787 w0 $¢ {$1,228) $5,001 $6 480,079
Lyndon LaRouche $0 31,507,490 $0 $0 %0 80 1] $1,507,405
Pud Teornges $2,005,442 $5,03),853 $3.580 ] $45,000 (30,5675 E ) $8.048, 268
Doug Wikdux $200,026 $508.519 $750 30 $0 $0 $1,030 $709,334
Jotal Democraly $24 611260 J44,.725070 §851, 340 $5,00) 450,000 i 9770 39,700 10,285,257
Baoublicans
Pavick Buchanan  $4.000.083  $7,147,143 $24,750 $0 0 $0 $0.343 12,181,219
Gedrge Bush $10,058.513  $27,088,760 $44,250 $0 $0 0 $221,787  $38,013,.310
David Duke* 30 $220.118 L 1) 0 $1,000 50 $0 $271,815
Joisl Republicany $15.658,498  §34,450,018 $69,000 jo $1,000 $0 $231,13%¢ 350,460 344
Cm bac
Andre Marreu® 0 sse2m70 $191 s1ie #18,000 . 30 30 $578.087
Loners Fulani $9,025,624 $2,201,577 %0 $328 {$1,258) ' 3!.?90 $0 $4,137,308
Jolsl Other Pty $1,935524  §2,764,347 18t §441 $13.742 w $1,200 $0 $4.715. 435
Grand Tolal $42.207,209 301,056 844 §920,527 35474 364,742 w [§0.570) $270.030 $125 467 036
/ |
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BROWN FOR PRESIDENT

Attachment 3

Page

Schedule of Non-Qualified Campaign Expenditures-
Undocumented State Account Disbursements

l of 1

PAYEE CHK#

DATE

AMOUNT

COMMENTS

PURPOSE

BESVESEEEER VNSO R NSRS RS TR SEN IR S ST IO SN N TR WSS N Al NS SR NN TR R e W

First Tier Bank{NE):

First Tier 155
David Robinson 108
Enterprise Bank 126
Mary Barding 227

Chittenden Bank(VT)}:

Robert Pearl 13

Joe Coffey 23

Robert A. Backus a1

Ben Ptashnik 59
First NH Bank:

~Larry Fernsworth 102

Marine Midland(NY):

NPV 1009
Wilda Roderiquez 1023
NY Telephone 1026
Spartan Display 4
Kim Elia 1822
Rev., Bosic Kimber 1825

TOTAL NQCE UNDOCUMENTED

Legend:

27-Apr-92 $190.00 docu
13-May-92 $895.25 docu
10-Jul-92 $3,194.12 docu
31-Jul-92 $788.77 docu
27-Mar-92 $500.00 docu
02-Apr-92 $300.00 docu
12-Apr-92 $622.00 docu
18-May-92 $2,000.00 docu
04-Aug-92 $259.82 docu
06-Apr-92 $300.00 docu
07-Apr-92 T $289.99 ccjdocu
07-Apr-92 $1,000.00 cc;docu
30-Mar-92 $1,388.00 docu
06-Apr-92 $425.00 docu
03-Apr-92 $685.00 docu
$12,838.95

cc = no cancelled check available for review.
docu = supporting documentation unavailable.

Unknown
Reimbursement
Unknown
Unknown

Exp.Reimburse
Exp.Reimburse
Exp.Reimburse
Exp.Reimburse

Unknown

Unknowrt
“Unknown
Unknown
Unknown
Unknown
Unknown

t:jAC;AZJT.-—lt——*‘—-"‘”"‘““
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Brown for

Attachment 4
Page 1 of 1

President

Stale-Dated Checks

Check Check Payee Check

3 Date Amount
1697 05-Feb-%2 Kevin Coner $450.00
1874 04-Mar-92 tniv. of Arizona $150.¢0
1966 17-Mar-%2 Dade Co. $22.00
2173 09-Mar-92 Sec. of State Chio $34.50
2248 27-mar-92 Audio Gallery §172.12
2327 30-Mar-92 Robert Harris $62.31
3079 24-Apr-92 Mark Bochner $100.00
3107 27-Apr-92 Audio Services Corp. $800.00
3575 20-May-92 Clifton Gordon $87.50
3748 26-May-92 Robert Marmorsteiln $100.00
3774 27-May-92 Terra Verde Trading C €90.93
4574 06-Jul-92 Ameritrek — —— - ——-%$1,500.00_
4777 24-Jul-92 Vincent Lavery 9162.45
5102 17-Aug-92 Delia Ibar $200.90
5483 02-0ct-%2 Colin F. Weitzman $805.18
5536 24-0ct-92 Mike McMahon $174.50
5540 14-0ct-92 Paula Tejeda $15.12

Total 1992 Stale-Dated Checks $4,926.61

o
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Brown For President W///é

643 E. Channel R4,

Santa Monica, CA 90402 ATTACH

2 yhr-

310/454-9905 Phone
310/454-3486 Fax

January 26, 1994

Robert 1. Costa

Federal Election Commission
999 E Smeet NW
Washington, D.C. 20463

Dear Mr. Costa:

Enclosed is our response to your audit report, despite the
beating our records took in the earthquake.

The amendments requested in recommendations #1 and #2

_were completed with the amendments filed in July 1993. Pursuant

to Kinde Durkee's coaversation with Alex Bonowitz, he confirmed

that these amendments are in fact in our file at the Commission: — -

Even though recommendation #3 states there is no further
action, I would like it noted that the numbers quoted in C. are
incorrect, Alex has quite a bit of additional backup in his office
pertaining to those numbers that was sent to him from the time of
the close of the audit untl now. .

The attached Schedules A-P, B-P, C-P are part of the
amendments filed in July 1993 for the May monthly report, and in
response to recommendation #4 of the audit report.

In response to recommendation #5, documents are attached
that demonstrate these items were in the normal course of business
and did not represent prohibited coawibutions. There will W also be
a fax on Thursday, January 27 from Jules Glazer semt directly to
your office reguarding my credit card expentitures.

Recommendation #6 asked for no further acton.

ATTACOMENT ‘;
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Recommendation #7 Sece attached statement from Cheryl
Gundred.

The response for recommendation #8 will come by fax
directly to your office from Jules Glazer on January 27.

Cheryl's attached statement also refers 10 recommendation
#9. We bhave made every effort to track down the stale dated

checks and have backups on $2,500.63 which is over 50%of what you
requested.

We now consider all of the requirements wou asked for, to be
completed and submitted.  We request the audit now be declared
terminated and the changes taken into consideration for the

repayment requested. (I would love to get on with my life and have
my garage free from all the boxes.)

-

vans
aign Manager
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Recommendation #7 Sec attached statement from Cheryl
Gundred.

The response for recommendation #8 will come by fax
directly to your office from Jules Glazer on January 27.

Chervl's attached statement also refers 1o recommendation
#9. We have made every effort to track down the stale dated

checks and have backups on $2,500.63 which is over 50%of what you
requested.

We now consider all of the requiremenis you asked for, to be
completed and submitted. We request the audit now be declared
terminated and the changes taken into consideration for the
repayment requested. (I would love to get on with my life and have
my garage free from ali the boxes.)

-

vans
aign Manager
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8rowmn for President ‘
GLh S, Occidental Slad., #3421
Los Angeles, CA 90057

January 26, 1394

&lex Bonowitr
Audit Division
Federal Elaction Commlission

Washington, D.£. I0463
Dear ®r. Bonowitl:

Plezse include the following in the committes's answers to
your requests in t™e audit report.

Recommendatioss £5 - credit card charges by Jodle Evans in the
amount of §$41,868.98 represencs items used for campaign expenses.
txtension of credi 1 by Quarterceck and Local 1199 reprasent charges to
the campaign in thw normal course of business and does not represent
contributions of any kind.

Recommendation #7 - your analysis that matihing funds exceeded in
excess of sntitlement is Incorrect. Winding down costs estimated from
4/1793-3/30/83 should have been $142,700.00 as is evidenced by the
actual amounts spent during this periad.

Sincerely,
Blaine Quick

Treasurer
Brown for Presldant




FEDERAL ELECTION CONMMISSION AK005023

WASHINCTON DU Jidn

FINAL AUDIT REPORT
ON
BROWN FOR PRESIDENT

EXECUTIVE SUMMARY

Brown for President ("the Committee”) registered with the
Federal Election Commission on September 2, 1951. The Committee
was the principal campaign committee of Governor Edmund Brown,
Jr., a candidate for the 1992 Democratic presidential
nomination.

The audit was conducted pursuant to 26 U.S.C. §9038(a},
which requires the Commission tc audit committees that receive

~ matching funds. The Committee received $4.2 =million in matching
. _funds. __

o

The findings were presented to the Committee at an exit
conference held at the conclusion of audit fieldwork (April 13,
1993) and in the interim audit report approved by the Commission
- on October 22, 1993, and ratified by the Commission on November -
o 8, 1993. The Committee was given an opportunity te respond to
the findings both after the exit conference and after receipt of

T the interim audit report. The responses have been included in
this report.

. In the final audit report, the Commission made an initial
) determination that the Committee was required to pay the U.S.
o Treasury $126,586 1/, representing $125,252 in matching funds

received in excess of the candidate’'s entitlement and $1,334 in
Committee checks that were never cashed. The Commission also
determined that the Committee had to make a 515,974 payment to
the U.S. Treasury due to its receipt of apparently excessive
travel reimbursements from the Press. In addition, the
Committee had to refund $51,233 to the Press. These and other
matters are summarized below.

1/ The Committee submitted a payment of $57,674 on August 31,

1992, based on a preliminary calculation made early in the
audit process.

—a haey -
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Brown for Pregident
Executive Summary
Page 2 of 3

Misstatement of Financial Activity - 2 U.S.C. §434{(b)(1),
(2), and (4). On disclosure reports filed between September
1991 and September 1992, the Committee misstated its financial
activity. The Committee filed amended reports that mgterially
corrected the misstatements.

Disclosure of Receipts and Disbursements - 2 U.S.C.
§434(b). The interim audit report-found that the Committee’s
reports inadequately disclosed offsets to operating
expenditures, disbursements and loans. The Committee responded,
filing amendments that corrected the disclosure problems. -

Excesgsive Contributions Resulting from Staff Advances and
Extensions of Credit by a Vendor and a Union - 2 U.S.C.
§44ia(u), U.S5.C. §441b(a), CFR § . ), 11 CFR §116.3,
and 11 CFR 114.9(d). A payment by an individual from his or her
personal funds for campaign-related costs is a contribution
subject to the §1,000 limitation unless exempted from the
definition of a contribution at 11 CFR 100.7(b){(8) or reimbursed
- within specific time frames. The interim audit report
- questioned whether funds advanced by five individuals resulted
) in contributions that exceeded limits by $76,261. The report
-~ also gquestioned whether the Commaittee had accepted prohibited
————-—— - ——corporate and labor contributions in the form of credit
QN extended outside the normal course of business by a computer
firm ($50,000) and a labor union ($57,196). The Committee’s
= response to the interim audit report provided no documentation

. to refute the excessive and prohibited nature of these advances
and extensions of credit.

Undocumented Disbursements -~ 11 CFR §9038.2(b) and 11 CFR
~ §9033.11{a). In response to the interim audit report’s
— identification of inadequate documentation with respect to 16
o disbursements totaling $32,839, the Committee provided the
o necessary documentation to correct this problem.

.

P
B

Matching Funds in Excess of Entitlement - 26 U.S.C.
§9038(b){(1l). 1In the final audit report the Commission made an
initial determination that a repayment of $§125,252 to the U.S,.
Treasury was required. The repayment represented matching funds
received in excess of the candidate’s entitlement, based on an
analysis of the Committee’s Statement of Net Outstanding
Campaign Obligations and relevant receipt activity.

Apparent Excessive Press Reimbursements - 11 CFR
§9034.6(a), 11 CFR §9034.6(b), and 11 CFR §9034.6(d)(1). A
committee that provides travel-related services to the Press may
charge for the services and accept the resulting reimbursements.
The final audit report found that the Committee had earned
$15,974 in profit on reimbursements received from the Press for
such services. The Commission determined that this amount had to
be paid to the U.S. Treasury. The Commission alsoc determined
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that the Coemittee had overcharged the Press $51,233 for
travel-related services and consegquently had to make refunds to
the travelers who had overpaid. .
Stale-dated Committee Checks - 11 CFR 9038.6. Finally, the
Committee is required to pay to the U.S. Treasury $1,334, the
total amount of checks outstanding which have not been cashed.




FEDERAL ELECTION COMMISSION AK004708
WASHINCGTON DL Mune

REPORT OF THE AUDIT DIVISION
OR -
BROWN FOR PRESIDENT :

1. Background
A. Audit Authority

This report is based on an audit of Brown for President
(*the Committee™)}. The audit is mandated by Section 9038{a) of
Title 26 of the United States Code. That section states that
T "After each*natchxng—pay:en:,pexxod the Cq;nxss;gn shall conduct
expenses of every candidate and his authorized committees who
received payments under section 9037." Also, Section 9039(b) of
the United States Code and Section 9038.1(aj)(2) of the
Commission’s Regulations state that the Commission may conduct
other examinations and audits from time to time as it deems
necessary.

In addition to examsining the receipt and use of Federal
funds, the audit seeks to determine if the Committee has
materially complied with the limitations, prohibitions and
disclosure requirements of the Federal Election Campaign Act of
1971, as amended.

B. Audit Coverage

The audit covered the period from the Committee’s
inception, September 2, 1991, through September 30, 1992. During
this period, the Committee’s reportsl/ reflect an opening cash
balance of $-0-; total receipts of $10,783,676; total

1/ All figures in this repcrt have been rounded to the nearest
dollac. srraomunt 3
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disbursements of $10,253,296; and a cleosing cash balance of
$530,297.2/ In addition, a limited review of the Committee’s
transactions was conducted through March 31, 1993, for purposes of
determining the Committee’s remaining matching fund entitlement
based on its financial position and reported transacf{ions
thereafter.

c. Campaign Organization

The Committee registered with the Federal Election
Commission on September 2, 19591. The Treasurer of the Committee
from its inception through March 5, 1992 was Jodie Evans. On
March 6, 1992, Blaine Quick became Treasurer and continues to -
gerve as the Committee’'s current Treasurer,

During the period audited, the campaign utilized
depositories in 16 states in addition to its national headquarters
located in Los Angeles, California. The campaign’s current
offices are in Los Angeles, California.

To handle its financial activity, the campaign used 21
bank accounts at various times. From these accounts the campaign
made approximately 6,000 disbursements. Approximately 94,000
contributions were received from about 88,400 persons. These

-contributions _totaled about $5,015,000. It should be noted that

it was the Committee’'s policy to limit contributions to $100 per ——
person.

In addition to contributions, the campaign received
$4,239,405 in matching funds from the United States Treasury.
This amount represents 30.70% of the $13,810,000 maximum
entitlement that any candidate could receive. The candidate was
determined eligible to receive matching funds on December 2, 1991.
The campaign made a total of B matching funds requests totaling
$4,437,909. The Commission certified 95.53% of the reguested
amount. For matching fund purposes, the Commission determined
that the Honorable Edmund G. Brown’s candidacy ended July 158,
1992. This determination was based on the date of the convention
pursuant to the Commission’s regulations at 11 C.F.R, §5033.5(c)
which states, in relevant part, that the candidate’'s date of
ineligibility shall be the last day of the matching payment pericd
as specifijed in 11 C.F.R. 9032.6; which states that the matching
payment period may not exceed "the date on which the party
nominates its candidate.™ On August 4, 1992, the Committee
received its final matching fund payment to defray expenses
incurred through July 15, 1992 and to help defray the cost of
winding down the campaign.

2/ The reported activity deoes not foot due to two minor
mathematical errors in carryvying the ending cash on hand
balance to the subseguent report as the beginning cash on

hand balance. ATTLCEMENT S -
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Attachment 1 to this report is a copy of the
Commission’'s most recent Report on Financial Activity for this
campaign. The amounts shown are as reported to the Commission by
the Committee. .

D. Audit Scope ané Procedures

In addition to a review .of the gqualified campaign
expenses incurred by the Committee, the audit covered the
following general categories:

1, The receipt of contributions or loans in excess of
the statutory limitations (see Finding II.E.);

2. the receipt of contributions from prohibited
sourceg, such as those f£rom corporations or labor
organizations (see Finding II.E.);

3. proper disclosure of receipts from individuals,

political committees and other entities, to include
the itemization of receipts when required, as well
as, the completeness and accuracy of the
information disclosed (see Finding II.B.};

itemization of disburseaents when required, as well
as, the completeness and accuracy of the
information disclosed (see Finding 1X.C.);

5. proper disclosure of Committee debts and
obligations (see Finding 1I.D.);

6. the accuracy of total repeorted receipts,
disbursements and cash balances as compared to
Committee bank records (see Finding II.A.);

7. adequate recordkeeping for campaign transactions
(see Finding III.D.);

8. accuracy of the Statement of Net Cutstanding
Campaign Obligations filed by the Committee to
disclose its financial condition and establish
continuing matching fund entitlement (see Finding
IT11.C.);

9. the Committee’s compliance with spending
limitations; and

10. other audit procedures that were deemed necessary
in the situation.

As part of the Commission's standard audit process, an
inventory of the Committee’s records was conducted prior to the

AT EAUIRLI L
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2udit fieldwork, This inventory was conducted to determine if the
Committee’s records were materially complete and in an auditable d
state. The inventory indicated that some records were not

complete and the Committee was provided thirty days to obtain the
necessary materials. At the end of the thirty days, some records

were still not complete. 1In order to obtain the nec?ssary records
subpoenas were issued to the Committee as well as a number of

vendors, banks, and individuals. As a result of the information
cobtained, it was concluded that the records were materially

complete except as discussed in individual findings.

Unless specifically discussed below, no material
non-compliance was detected. It should be noted that the
Commission may pursue further any of the matters discussed in this
report in an enforcement action,

Our analysis of press refunds/rebates was limited due to
the absence of Committee reécords with respect te: The flight
origination and destination to include the cost of each leg of
each trip; the flight =manifest or itinerary for each leg of each
trip showing every person traveling (except the flight crew) by
name and any associated organization; and workpapers, computer
files etc. showing the derivation of amounts billed to the press
for each leqg of each trip (see Fimding III.D.).

I1. Ffindings and Recommendations - Non-repayment Matters

Introduction to Pindings

In light of an October 22, 1993 decision by the Court of
Appeals for the D.C. Circuit in FEC v. NRA Political Victory Pund
et. al, the Commission reconsidered the interim audit report and
voted its approval on November 9, 1993. As a result of this
action, the Committee was afforded an additional 14 calendar days
to respond to the interim audit report.

A. Misstatement of Financial Activity

Sections 434(b)(1), (2) and (4) of Title 2 of the United
States Code require a political committee to report the amount of
cash on hand at the beginning of each reporting period and the
total amount of all receipts and disbursements for the reporting
period and calendar year.

The Audit staff’'s reconciliation of the Committee’'s bank
activity to its reported activity3/ for the period covered by the
audit indicated the following misstatements:

3/ The Committee’'s reported totals were calculated by summing
the current period totals for each reporting period; which .
differed from the calendar year-to-date totals jeported by

the Committee for 1992. ATTA o
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1. Inception through December 31, 1951
a. Receipts

The Conmittee reported total receipts of
$519,658 for 1991. Utilizing available bank records? the Audit
staff determined that the Committee should have reported total
receipts of $515,017. Therefore, the Committee’s receipts were
overstated by a net amount of $4,.,641. This overstatement was the
tesult of the following:

o] in-kind contributions and deposits $ 6,109
not reported

o Deposits reported twice st 700)

) Reported deposits and edit adjustments $(9,800)
not traceable to bank statements

o Correction of mathematical error $ 400

o Unexplained year end correction $ (761)

o Reconciling adjustment $ 111

‘Total (Net) Overstatement ™ -~ -~ $(4,641)

b. Dishursements

For 1991, the Committee reported total
disbursements of $440,958. The Audit staff determined that the
Committee should have reported total disbursements of $457,298.
Therefore, the Committee's reported disbursements were understated
by a net amount of $16,340. This understatement was a result of
the following:

o Disbursements not reported and 1991 $19,8983
disbursements reported in 1992

o] Disbursements reported twice $(1,503)

o} Miscellaneous charges, bank reversals, $(1,999)
and error corrections

o Reconciling adjustment $ (151}

Total (Net) Understatement $16,340

c. Cash on Hand

The Committee reported an ending cash on hand
balance on December 31, 1991 of $78,700. The Audit staff
determined this was overstated by a net amount of $20,981 which

arracmENt 2
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resulted from the migstatements detailed above. The correct
ending cash was determined to be $57,719.

2. January 1, 1992 through September 30, 1992
*

&, Receipts

The Committee reported total receipts of
$10,264,018 for the period January 1, 1992 through September 30,
1992. The Audit staff determined that the Committee should have
reported total receipts of $11,308,8%0 for this period.
Therefore, the Committee’'s reported receipts were understated by a
net amount of $1,044,872. Committee deposit records identified
the receipt of a $1.1 million dollar loan on May 20, 1992 that was
not reported (see Finding 1I1.D.). 1In addition, the Audit staff
noted press reimbursements for air charter services, totaling
$20,126, which were paid directly to the vendor and not reported
by the Committee. In the absence of workpapers which detail the
preparation of its disclosure reports, the Audit staff was unable
to explain the remaining coverstatement totaling $75,254.

b. Disbursements

The Committee reported total disbursesents of

... .%9,812,338 for the period January 1, 1992 through September 30,
1992. The Audit staff determivied that the Committee should-have
reported total disbursements of $10,875,192. Therefore, the
Committee’s reported disbursements were understated by a net
amount of $1,062,854. The majority of this difference was the
result of the Committee not reporting the May 26, 1992 repayment
of the $1.1 million loan described above. With respect to the
press reimbursements discussed above, a credit of $20,126 was
applied by the vendor to amounts due from the Committee, resulting
in an underreporting of disbursements. In the absence of
workpapers which detail the preparation of its disclosure reports,
the Audit staff was unable to explain the remaining $57,272
difference.

c. Cash on Hand

The Committee reported an ending cash on hand
balance on September 30, 1992 of $530,297. The Audit staff
determined this was overstated by a net amount of $38,880 which
resulted from the misstatements noted above and correction
carryovers from 1991. The correct ending cash was determined to
be $491,417.

The Audit staff provided photocopies of its
bank reconciliations to Committee representatives at the exit
conference. The Committee representatives indicated a willingness
to file amendments to correct the above noted problems.

In the interim audit report, the Audit staff
recommended that the Committee file amended Summary and Detailed

ATTLTTNET
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Summary Pages for calendar years 1991 and 1992 correcting the
misstatements of financial activity. The Audit staff further
recommended that the Committee file amended Schedules A-P and B-p
for 1992 to disclose the press transactions ($20,126) discussed
above. .

The Committee’s response to the interim audit
report notes that amended disclosure reports have been filed. The
Audit staff’'s review of these amended disclosure reports
determined that the Committee has materially complied with the
reconmendations of the interim audit report.

B. Failure to Itemize Refunds/Rebates

Section 434(b){3)(¥F) of Title 2 of the United
tates Code states that each report under this section shall
disclose the identification of each person who provides a rebate,
refund or other offset to operating expenditures to the reporting
committee in an aggregate amount or value in excess of $200 within
the calendar year, together with the date and amount of such
receipt.

Section 431(13) of Title 2 of the United States
Code defines the term "identification" to =mean, in the case of any

-person other. than an individual, the full name and address of such

person. 1In addition, 2 U.S.C. §431(11) defines “Pergon™ to
include an individual, partnership, corporation, association,
labor organization or committee.

The Audit gtaff's review of refunds/rebates
received by the Committee from vendors indicated that 37 out of 67
such receipts totaling $82,840 were not itemized on the
Committee’s disclosure reports.

At the exit conference, the Audit staff advised the
Committee representatives of this problem and provided them with
photocopies of workpapers detailing these transactions. Committee
representatives indicated that amended reports would be filed.

In the interim audit report, the Audit staff
recommended that the Committee file Schedulegs A-P to amend its
disclosure reports to correctly itemize their refunds and rebates.

The Committee’'s response to the interim audit
report notes that the requested Schedules A-P have been filed.
The Audit staff’'s review of these amended schedules determined
that the Committee has complied with our recommendation.

C. Failure to Itemize and Adegquately Disclose
Disbursements

Section 434(b)(5)(A) of Title 2 of the United States

Code states, that each report under this section shall disclose
the name and address of each person to whom an expenditure in an
ATTACHHENT
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aggregate amount or value in excess of $200 within the calendar
year is made by the reporting committee to meet & candidate or
committee operating expense, together with the date, amount, and
purpose of such cperating expenditure.

The Audit staff reviewed disbursements frgh the
Committee’'s state accounts. The review identified 177
disbursements, in an aggregate amount or value in excess of $200,

totaling $106,482, that were not itemized on Committee disclosure
reports. :

In addition, the Audit staff’'s review of itemized .
disbursements from state bank accounts identified 80 disbursements
totaling $43,285, for which the proper disclosure of information
was either incomplete or omitted. All of the errors resulted from
either an incomplete address, ©or no address being disclosed.

At the exit conference Committee representatives were
made aware of the above problems and were provided photocopies of
schedules detailing these items. In response to the exit
conference the Committee filed amended disclosure reports
materially correcting the errors.

D. Reporting of Loan to the Committee

~Sections 434(bB)(2)(BY and (3)(E) of Title 2-of the
United States Code state, that each report shall disclose all :
loans along with the identification of each person who makes a 4
loan to the reporting committee during the reporting period, R
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. §104.11(2a) provides that debts
and obligations owed by a political committee which remain
cutstanding shall be continuously reported until extinguished.

The Audit staff identified a 51,100,000 loan, the
receipt and repayment of which had not been reported by the
Comajittee (see Finding II.A.2.).

The documentation available with respect to this loan
included a Promissory Note, a Committee bank statement with
related debit and credit memos and a document from the bank
showing the loan histery. The Promissory Note was dated May 15,
1992, and related to Loan #6348 in the amount of $1,100,000. This
Note had an initial interest rate of 8.5%, and a repayment due
date of June 8, 1992. The Promissory Note algo stated that
interest started to accrue on the unpaid principal balance as of
May 15, 1992 until paid in full. The loan was secured with
matching funds. 1In addition, the bank was authorized to debit the
Committee’s bank account, upon receipt of matching funds, to

repay the loan. .
ATTACRNESS ,__3, ~
Faxe || ot 302
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According to the May, 1992 bank statement, this loan was
credited to the Committee’s account on May 20, 1992. The credit
memo is dated 5-20-92 and is annotated "Brown for President Inc. -
Loan Proceeds". The bank statement notes a debit onMay 26, 1992
to repay the loan. The corresponding debit memo, dated 5-26-92,
states that it "Rev[erses] entry of 05-22-92",

The documentation reviewed contained discrepancies
concerning receipt and repayment dates. Although the loan history
supplied by the lending bank and the bank statement supports
5-20-92 as the date of receipt, as noted above, the debit memo is
annotated as "Revi{erses] entry of 05-22-92". There is no
corregponding credit on the bank statement to which this could
apply other than the locan credited on May 20, 19%2. The Audit
staff also noted an inconsistency between the bank statement and
the loan history with respect to the date of repayment of this
loan. As detailed above, the Committee’s account is debited for
the amount of the loan proceeds on May 26, 1992, while the loan
history lists the repayment date as Kay 20, 1992. The Audit staff
is unable to explain these discrepancies.

Based on the available information, it is the cpinion of
the Audit staff that the loan was received on Hay 20, 1992 and

loan available for five days. ) -

On the loan history was & note tc a Committee
representative that stated in part "After signing the documents,
the Brown For President people decided that they did not want all
the money right away but rather wanted to take it as needed (to

save interest charges most likely). Therefore the initial advance -

was reversed and the loan proceeds were subsequently taken in two
parts - but only $500,000 of the $1,100,000 were ever taken. This
is not a line of credit but rather a straight loan which was
disbursed in increments". At the exit conference, Committee
representatives stated that because the full amount was not needed
at the time the funds were drawn, they elected not to report the
$1,100,000 loan; they elected to report only the subsequent draws
on the loan.

The Audit staff acknowledges that loans for $300,000 on
May 26, 1992 and $200,000 on June 2, 1992 were drawn against Loan
$6348 subsequent to the receipt and repayment of the $1,100,000
draw. The Committee repaid both draws and corresponding interest
on June 5, 1992. The Audit staff also acknowledges that both of
these loans were correctly disclosed.

At the exit conference, the Audit staff informed
Committee representatives of the need to file amended disclosure
reports to disclose the initial ($1,100,000) loan. The Committee
agreed to amend its disclosure reports as requested.

LoTaTeZlT 3
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Iin the interim audit report the Audit staff recommended
that the Committee submit Schedules A-P, B-P and C-P, disclosing
the receipt and repayment of this ($1,100,000) loan.

*
As part of its response to the interim audit report, the
Committee provided the reguested schedules.

E. Apparent Excessive Contributions Resulting from Staff
Advances and Extensions of Credit by a Vendor and a
Union

Section 44la{a){(1l){A) of Title 2 of the United States
Code states, in part, that no person shall make contributions to
any candidate and his authorized political committee with respect
to any election for Federal office which, in the aggregate, exceed
$1,000.

Section 441lb{a) of Title 2 of the United States Code
states, in part, that it is unlawful for any corporation or labor
organization to make a contribution in connection with any
election to any political office.

Section 116.5(b) of Title 11 of the Code of Federail

—Regulations .states, in part, that the payment by an individual

from his or her personal funds, including a2 personal credit card, - — —
for the costs incurred in providing goods or services to, or b
ocbtaining goods or services that are used by or on behalf of, a
candidate or a political committee is a contribution unless the

payment is exempted from the definition of contribution under 11
C.F.R. 100.7(b)(8).

Pursuant to 11 C.F.R. §116.5(b), 1if the payment is not
exempted, it shall be considered & contribution by the individual
unless it is for the individual’s transportation expenses or for
usual and normal subsistence expenses incurred by an individual,
other than a volunteer, while traveling on behalf of a candidate;
and, the individual is reimbursed within sixty days after the
closing date of the billing statement on which the charges first
appear if the payment was made using a personal credit card, or
within thirty days after the date on which the expenses ware
incurred if a personal credit card was not used. “"Subsistence
expenses” include only expenditures for personal living expenses
related to & particular individual traveling on committee business
such as food or lodging.

Sections 116.3(a) and (b) of Title 11 the Code of
Federal Regulations state, in relevant part, that a commercial
vendor that is not a corporation, and a corporation in its
capacity as a commercial vendor may extend credit to a candidate,
a political committee or another person on behalf of a candidate
or political committee. An extension of credit will not be
considered a contribution to the candidate or political committee
provided that the credit is extended in the ordinary §outse of the

L--- o ——
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commercial vendor’s business and the terms are substantially
similar to extensions of credit to nonpolitical debtors that are
of similar risk and size of obligations.

Further, 11 C.F.R. §116.3(c) states that i? determining
whether credit was extended in the ordinary course of business,
the Commission will consider:

(1) Whether the commercial vendor followed its
established procedures and its past practice in
approving the extension of credit;

{2) Whether the commercial vendor received prompt
payment in full if it previously extended credit to
the same candidate or political committee; and

{3) Whether the extension of credit conformed to the
usual and normal practice in the commercial
vendor'’'s trade or industry.

Finally, 11 C.F.R. §114.9(d) provides, in part, that
persons, other than cfficials, members and employees, who use
labor organization facilities for activity in connection with a
Federal election, are reguired to reimburse the labor organization

-within a commercially reasonable time in the amount of the normal

and usual rental charge for the use-of the facilities.

1. Staff Advances

During the review of the Committee’'s disbursements,
the Audit staff noted a number of reimbursements to individuals
that were for various kinds of campaign activity. For subsistence
and transportation expenses, the Committee did not reimburse the
individuals within the time periods regquired by 11 C.F.R. §116.5.
Individuals were also reimbursed for other kinds of campaign
expenditures, such as advertising, supplies, telephone, postage,
and copying. Further, five individuals were reimbursed for the
transportation, travel, and related expenses of other individuals,
to include the candidate.

As part of the Audit staff’'s analysis,
contributions resulting from the untimely reimbursement of
expenses incurred by individuals were added to direct
contributions made by these individuals. Our review indicated
that five individuals made apparent excessive contributions. The
amount in excess varied depending upon when reimbursements were
made by the Committee. By summing the largest amount in excess
for each individual, the Audit staff determined that the amount in
excess was $76,281. At the conclusion of fieldwork, there were no
expense reimbursements outstanding. Of particular note, most of
the amount in excess ($41,869) occurred with respect to the
Campaign Manager, Jodie Evans. The Campaign Manager utilized
seven {7} different personal credit cards for both personal and
campaign related expenses. The majority of expenses charged to

.. S
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these accounts were for the candidate’s and several campaign
employees’ expenses.

This matter was discussed with the Committee during
the exit conference, The Audit Staff provided the Cgmmittee with
2 schedule of excessive amounts, a summary schedule, and a cover
sheet explaining symbols and methodology. The Campaign Manager
stated that the regulation had been misinterpreted by them. She
also commented that the regulation and repayment periods are
unfair to candidates whe do not have the same access to money or
credit as other candidates who have name recognition or politircal
position. Grass roots candidates are forced to rely on the wcod
name of Committee supporters.

In the interim &udit report, the Audit staff
recommended that the Committee demonstrate that the individuals
did not exceed the contribution limits of 2 U.S5.C. §d4dia(a)(l){a),
and/or were reimbursed in a timely manner as defined under 11
C.F.R. §116.5(b)¢{2}, or submit any other comments or documentation
the Committee feels may be relevant.

As part of its response to the interim audit
report, a facsimile letter from the Committee’s Treasurer states
that “credit card charges by Jﬁuxe Evans |uanp¢1§n Ranager] in the

contributions of the four individuals other than the Canpaxgn
Manager.

With respect to the matter of the credit cards, the
Audit staff does not dispute the Committee’s assertion that the
credit card charges in gquestion represent expenditures made
relative to the campaign.

The Committee’s response fails to demonstrate that
the individuals did not exceed the contribution limits of 2 U.5.C.
§441a{a)(1){(A), and/or were reimbursed in a timely manner.
Therefore, no adjustment tc the interim report analysis has been
made.,

2. Extension ¢f Credit by a Commercial Vendor and a
Union

Puring the course of fieldwork, the Audit staff
identified two disbursements, each to different vendors, that
raised concerns with respect to the extension of credit given to
the Committee.

On December 1, 1992, the Committee issued check
number 8094 in the amount of $50,000 to Quarterdeck Office Systems
(*Quarterdeck™) for miscellaneous conmputer software and hardware.
An attached invoice, dated 11-17-92, details the equipment and
services provided; the amount of the invoice is $151,121. The
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invoice is annotated as follows: "Bill adjusted to $%0,000. Due
Nov 30, 1992, Stanton Kaye".

Based on a review utilizing a Committee-provided,
disbursement data file, the Audit staff did not note_any other
payments to this vendor. According to Committee representatives
this equipment was used during the campaign which ended 7-15-92.
Nc other correspondence between the vendor and the Committee has
been provided. .

In the other instance, on October 27, 1992, the
Committee issued check number 5571, in the amount of $57,196, to
Local 1199 (Drug, Hospital & Health Care Employees Union}). An
attached invoice, with a letter requesting payment, dated
10-28-92, details reimbursable expenses incurred by Local 1199

with respect to Edmund G. Brown Jr.’'s Presidential campaign during

the pericd 3/30/92 to 4/10/92. The expenses were for fcod and
refreshments, rent, printing, advertising, telephone and other

miscellaneous items, According to an October 12, 1992 letter from

the vendor to the Committees, this inveoice iz a revision of a
previcus invoice.

The Audit staff did not note any other payments to
this vendor based on a Committee~-provided, disburse=ent data file

- o

--According to a written statement (dated 5-24-93) submitted to the

Audit staff by the Campaign Managetf, there was no-written . _
agreement for these expenditures, which were the result of a
sudden need for meeting rooms and bangquet facilities, and were
incurred with respect to the New York primary. "Apparently the
invoice of the charges ’'fell through the cracks’ and we were not

billed. I contacted him several times asking for the bill so that

it could be paid. As soon as we received and reviewed the bill
{and after a revised invoice was issued)} it was paid."

The Audit staff’'s concern is whether Local 1199 was
reimbursed within 2 commercially reasonable time at the normal and

usual charge. The Audit staff requested that the Committee
provide additional documentation with respect to these items. On
July 16, 1993, the Audit staff received a letter from Local 1199
stating that the reason for the delay in submitting the bill was
the result of several mislaid invoices in the accounting
department. It also notes that no bill was submitted to the
Committee until these bills were recovered.

in the interim audit report, the Audit staff
recommended the Committee provide additional documentation or any
other comments to demonstrate that the credit extended by the
commercial vendor and union were in the normal course of business
and did not represent prohibited contributions.

In its response to the interim audit report, the
Committee’s cover letter states that "documents are attached that
demonstrate these items were in the normal course of business and
did not represent prohibited contributions.” <

ALtAav.diesta
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The attached documentation consisted of copies of
letters sent to the Committee from Local 1199 and Quarterdeck
Office Systems. The letter from Local 1199, dated July 16, 1993,
had previously been provided to the Audit staff and is discussed
above. The letter from the Vice President of Harketfﬁg &

International Sales for Quarterdeck Office Systems, dated July 21,

1993, states:

"l have kncwn Jodie Evans, The campaign
Manager, for quite some time and in one
conversations it was mentioned that the
campaign would be needing computers. I
mentioned that although Quarterdeck was
the business of leasing computers there
some in storage that were not currently
used.

No agreement was ever signed. I turned

cf our

not in
were
being

this

matter over to 2y =staff and it was verbally

agreed that nothing would be done until

it was

decided whether the campaign was going to

purchase or rent the computers froa us.

for several months and it was finally decided— - — —

. _ _Jodie, her staff and my staff had discussions

that the campaign would leage the computers
for the amount that was comparable to the loss

cf value and pay for our service time.

Since leasing computers is not our normal
business, this was not billed in the ‘normal
course of business’. However, as soon as it

was billed, it was paid."

The facsimile letter from the Committee’'s Treasurer

states that the "[e]xtension of credit by Quarterdeck and Local
1199 represent charges to the campaign in the normal course of
business and does not represent contributions of any kind."

The Committee’'s response did not provide any new

documentation or comments to demonstrate that the

credit extended

by Local 1199 was in the normal course of business and did not

represent prohibited contributions.

The Committee’s response: (i) does not provide

information relative to Quarterdeck’'s established
past practices in approving extensions of credit;

procedures or
(ii) does not

provide any information relative to prompt payment of previously
extended credit to the Committee; and (iii) does not provide

information to show that this extension of credit conformed to the

ﬁncﬁ—i
Page of S

usual and normal practice in the industry.
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Rather, the letter provided from Quarterdeck
appears to buttress the Audit staff's conclusion that credit was
not extended in the ordinary course of business. The letter
states that Quarterdeck "was not in the business of leasing
computers.”™ No agreement was ever signed. There were several
months of discussions before the Committee decided to lease or buy
the computers. The Committee benefited from the use of the
equipment during the campaign until an invoice (dated 11-17-92)
was submitted to the Committee for payment well after the campaign
had run its course.

I1I. rindings and Recommendations - Repayment Matters

A. Calculation of Repayment Ratio

Secticn 9038(b)(2)(A) of Title 26 of the United States
Code states that if the Commission determines that any amount of
any payment made to a candidate from the matching payment account
was used for any purpose other than to defray the gualified
campaign expenses with respect to which such payment was made it
shall notify such candidate of the amount so used, and the
candidate shall pay to the Secretary an amount equal to such
amount.

Section 9038.1i(c)(1)(v) of Title 11 of the Code of —
Federal Regulations states that preliminary calculations regarding
further repayments to the 1U.S. Treasury may be contained within
the interim audit report. Pursuant to §9038.2(a)(2) of this Title
the Commission will notify the candidate of any repayment
deterainations not later than three years after the end of the
matching payment period. The issuance of this interim audit
report to the candidate constitutes notice of any repayment
deterainations for purposes of the three year period.

The Regqulations at 11 C.F.R., §5038.2(b)(2)(iii) state
that the amount of any repayment sought under this section shall
bear the same ratio to the total amount determined to have been
used for non-gualified campaign expenses as the amount of matching
funds certified to the candidate bears to the total amount of
deposits of contributions and matching funds, as of the
candidate’s date of ineligibility.

Pursuant to 11 C.F.R. §9033.5(c), Governor Brown's date
of ineligibility was determined to be July 15, 1992.

The formula and the appropriate calculation with respect
to the Committees’ receipt activity is as follows:

Ry
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Total Matching Funds Certified through the Date
of Ineligibility - July 15, 1992

Numerator plus Private Contributions Received tﬂ%ough
Date of Ineligibility

$4,068,269
= 448142

$4,068,269 + $4,989,592
Thus, the repayment ratico for non-qualified campaign
expenses is 44.9142%.

B. Apparent Non-Qualified Campaign Expenses-
Undocumented Disbhursements

Section 9032(9) of Title 26 of the Unjted States Code
defines, in part, the term “"gqualified campaign expense” as a
purchase or payment incurred by a2 candidate or his authorized

T committee, in connection with_his_campaign for nomination for

election, and neither the incurring nor payment of which
constitutes a violation of any law of the United States or of any
law of any state in which the expense is incurred or paid.

Section 9038.2(b)(3) of Title 11 of the Code of Federal
Regulations states the Commission may determine that amount(s)
spent by the candidate, the candidate’s authorized committee(s),
cr agents, were not documented in accordance with 11 CFR 9033.11.
The amount of any repayment sought under this section shall be
determined by using the formula set forth in 11 CFR
8038.2(b)(2)(iii).

Section 9033.11(a) of Title 11 of the Code of Federal
Regulations states, in part, that each candidate shall have the
burden of proving that disbursements made by the candidate or his
autheorized committee(s) are qualified campaign expenses.

The Audit staff’s review of selected disbursements from
the national accounts identified a payment to Left Bank
Productions for $20,000 that was not supported by a receipt, bill
or invoice. This payment was made by wire transfer. The
associated documentation did not identify the purpose.

The Audit staff alsco reviewed disbursements made from
the Committee’s state accounts and identified 15 disbursements,
totaling $12,83%, which were not documented in accordance with 11
C.F.R. §9033.11. Based on Committee annotations or lack thereof,
these disbursements can be categorized as follows:

ke
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° Expense Reimbursement/Reimbursement - five (5)
disbursements, totaiing 34,317, to individuals, for
which notations on the canceled check indicate only
expense reimbursement or reimbursemenf. Committee
records contained no invoices or travel vouchers
for these disbursements.

No Purpose - ten (10) payments to individuale and
vendors, totaling $8,522 for which no purpose was
available. No documentation was available for
these disbursements beyond the canceled checks
provided for eight of these items. '

At the exit conference Committee representatives were
made aware of inadequately documented disbursements and provided
schedules detailing these items. Committee representatives stated
that they would attempt to obtain the additional documentation
regquired.

in the interim audit report, the Audit staff recommended
that the Committee submit documentation which demonstrates that
these expenses are gualifiesd campaign expenses. The interim audit

report alsc stated that absent such a demonstration, the Audit

staff would .recommend that-the-Commission make_ an_jinjitial

determination that the Committee was required to make a pro rata

repayment of $14,749 ($32,839 x .449142) to the United States
Treasury pursuant to 26 U.S.C. §9038(b)(2).

The Committee’s response to the interim audit report
contained an invoice to support the expenditure to Left Bank
Productions. 1In addition, documentation was provided with respect
te four expenditures from state accounts. Based on the Audit
staff's review, the documentation submitted materially resolved
this matter.

C. Matching Funds Received in Excess of Entitlement

Section 9038.2(a)(l}) of Title 11 of the Code of Federal
Regulations states, in part, that a candidate who has received
payments from the matching payment account shall pay the United
States Treasury any amounts which the Commission determines to be
repayable under this section.

Secticon 9038.2(b)(1){(i} of Title 11 of the Code of
Federal Regulations states, in part, that the Commission may
determine that certain portions of the payments made to a
candidate from the matching payment account were in excess of the
aggregate amount of payments to which such candidate was entitled.
Examples of such payments include payments made to the candidate
after the candidate’s date of ineligibility where it is later
determined that the candidate had no net outstanding campaign
obligations as defined in 11 C.F.R. §9034.5.
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Section 9034.5(a) of Title 11 of the Code of Federal
Regqulations requires that within 15 days of the candidate’s date
of ineligiblility, the candidate shall submit a statement of net
outstanding campaign obligations which contains, among other
items, the total of all outstanding obligations for qualified
campaign expenses and an estimate of necessary winding down costs,
Subsection (b) of this section states that the total of
outstanding campaign obligations shall not include any accounts
payable for non-gualified campaign expenses.

In addition, 11 C.F.R. §9034.1(b) states, in part, that
if on the date of ineligibility 2 candidate has net outstanding
campaign obligations as defined under 11 C.F.R. §9034.5, that
candidate may continue to receive matching payments provided that
on the date of payment there are remaining net outstanding

campaign obligations.

Governor Brown's date of ineligibility was July 15,
1992. The Audit staff reviewed the Committee’'s financial activity
through March 31, 1593 and reported activity through March 31,
1994, as well as analyzed winding down costs, and prepared the
Statement of Net Outstanding Campaign Obligations {"NOCO") which
appears balow:

ATTACIMENT _ S
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Statement of Net Outstanding Campaign Obligations
as of July 15, 1982
as determined March 31, 1994 by the Audit staff
¢
ABsets
Cash $998, 386
Accounts Receivable . 281,986 1/
Capital Assets 43,080
TOTAL ASSETS §1,323,452
Obligations
Accounts Payable Qualified
Campaign Expenses (245,486}
Press Payables
(See Finding IXI.D.)} {51,233)
U.S. Treasury for Stale-dated Checks {1,334)
Profit from Press Reimbursements
" “Due-UsS. Treasury (See Finding III.D.) (15,974)
Winding Down Costs Actual 2/ T T
{7/16/92 through 3,/31,/93) (874,651)
Reported Winding Down Costs 3/
(4/1/93 through 3/31/94) {141,758)
Winding Down Costs Estimated 4/
(4-1-94 to S$-30-94} (42,700)
TOTAL OBLIGATIONS ($1,373,136)
NOCO (DEFICIT)/SURPLUS (549,684
e o 3

1",\,. _.2-_2.____ S __
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Ffootnotes to NOCO Statement

This amount increased significantly as a result gf the
Committee’'s reported receipt of refunds/rebates, mostly press
reimbursements, totaling about $206,000 for the period 4-1-93
to 3-31-94. The interim audit report had presented accounts
receivable of $76,025 (collected from 7-16~-92 through 3-31-93)
and (outstanding) press receivables of $14,168.

This amount excludes $1,050 in non-qualified campaign
expenses.

Subject to audit verification.

Since estimates were used in computing this amount, the
Audit staff will review the Committee’s disclosure reports
and records to compare the actual figure with the estimates
and prepare adjustments as necessary.

LTTACW 2w )
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Shown below are adjustments to the NOCO deficit resulting
from an analysis of private contributions, interest and matching
funds received after 7-15-92, based on the most current
information available, .

Net Outstanding Campaign

Obligations (7-15-92) {$49,684)

Interest Received
(7-16-92 to 8-3-92) 29

Net Private Contributions
Received (7-16-92 to 8-3-92) 3,781

Matching Funds Received
{B-4-92) 171,126

Amount Received in Excess of
Entitlement as of B-4-92 §lz§‘z§2

___ As presented in Finding IIX.C. of the interim audit

'gébdft} the candidate’s audited NOCO statement reflected a deficit

as of 7-15-92 of $36,870. On August 4, 1992, the Committee
received $171,126 relative to Matching Fund Request #8. The
deficit on August 3, 1952 was calculated to be $33,060.
Therefore, the Committee was determined to have received $138,066
{$171,126 - $33,060) in matching funds in excess of its
entitlement. On August 31, 1992, the Committee submitted a
repayment check in the amount of 597,674 based on preliminary
fiqures generated by the Audit staff during the fieldwork
inventory stage of the audit process.

In the interim audit report. the Audit staff recommended
that the Committee demonstrate that it had not received matching
funds in excess of its entitlement. The interim audit report also
stated that absent such a2 showing, the Audit staff would recommend
that the Commission make an initial determination that the
Committee make a repayment to the United States Treasury pursuant
to 26 U.5.C. §903B{b)(1l).

In response to the interim audit report, the Treasurer
states the Audit staff’'s analysis showing that matching funds were
received in excess of entitlement is incorrect and offers that
"[wlinding down costs estimated from 4/1/93 - 9/30/93 should have
been $142,700 as is evidenced by the actual amounts spent during
this period." However, the Committee provides no workpapers to
support the $142,700 figure and disclosure reports filed by the
Committee indicate only $66,476 disbursed during this period.
Further, the Treasurer fails to consider the impact of
refunds/rebates received by the Committee during this same pericd
that were not considered in the interim audit report.

ATTACEMRAY
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The Audit staff’s review of the Committee’s response to
the interim audit report, as well as disclosure reports filed by
the Committee for the period 4/1/93 through 3/31,/94, resulted in
the revised NOCO presentation above. This NOCO statement reflects
a deficit on July 15, 1992 of $49,684. The deficit {n August 3,
1992 was calculated to be $45,874.

On August 4, 1992, the Committee received $171,126 in
matching funds. Therefore, the Committee received $125,252
{$171,126 - $45,874) in matching funds in excess of its
entitlement. Offset against this amount is the preliminary
repayment of $%7,674 noted above. -

Recommendation #1

The Audit staff recommends that the Commission make an
initial determination that the Committee make a repayment of
$125,252 to the United States Treasury pursuant to 26 U.S5.C.
§9038(b){1). On August 31, 1992, the Committee submitted a
repayment cheek in the amount of $97.674.

D. Apparent Excessive Press Reimbursements

- Sections 3034.6(a) and (b} ¢f Title 11 of the Code of
~—-—— — . __Federal Regulations state, in part, that if an authorized

o committee incurs expenditures for transportation, ground services
and facilities made available to media perscnnel, such o
expenditures will be considered qualified campaign expenses
subject to the overall spending limitation at 11 C.r.R.

§9035.1{(a). Purther, if reimbursement for such expendjitures is
received by a committee, the amount shall not exceed either: The
individual‘’s pro rata share of the actual cost of the
~ transportation and services made available; or a reasonable
estimate for the individual’s pro rata share of the transportation
and services made available. -

O

g’“\

i'j

An individual's pro rata share is calculated by dividing
the total number of individuals to whom such transportation and
services are sade available into the total cost of transportation
and services. The total amount of reimbursements received from an
individual shall not exceed the actual pro rata cost of the
transportation and services made available to that person by more
than 10%.

0}

Section 9034.6(4)(1) of Title 11 of the Code of Federal
Regulations provides, in relevant part, that the committee may
deduct from the amount of expenditures subject to the overall
expenditure limitation of 11 CFR S035.1(a) the amount of
reimbursements received in payment for the actual cost of
transportation and services described in paragraph (a) of this
section. This deduction shall not exceed the amount the committes
has expended for the actual cost of transportation and services
provided. The committee may also deduct from the overall
expenditure limitation an additional amount of reimbursements

3 .
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received equal to 3% of the actual cost of transportation and
services provided under this section as the administrative cost to
the committee of providing such services and seeking reimbursement
for them. If the committee has incurred higher administrative
costs in providing these services, the committee must document the
total cost incurred for such services in order to deduct a higher
amount of reimbursements received from the overall expenditure
limitation.

In addition, 11 C.F.R. §9034.6{d)(1) also states that
amounts reimbursed that exceed the amount actually paid by the
committee for transportation and services provided to media
personnel under paragraph (a2} of this section plus the amount of
administrative costs permitted by this section up to the maximum
amount that may be received under paragraph {b) shall be repaid to
the Treasury.

After repeated requests for the necessary records, the
Audit staff regquested, by memorandum dated November 20, 1992, that
subpoenas be prepared by the Office of General Counsel to the
Committes and Charter Services, Inc. for the production of records

ﬁggiﬁg;l?ws:

* a vendor statement (account Summary of amounts — —— . _

billed and payments received);

* Invoices detailing each flight origination and
destination, to include, but not be limited to:

* invoices, bills, etc. for the aircraft for each
leg of each trip;

° invoices, bills for any other costs associated
with esch leg of each trip to include catering,
beverages, ground transportation, meals, press
filing facilities, lodging, etc.;

® a flight manifest for each leg of each trip
showing every person traveling (except the flight
crew) by name and any associated organization;

®* working papers, computer files, etc., showing the
derivation of amounts billed to the press for
each leg of each trip;

® copies of bills issued to the press for each leg
of each trip; angd,

° records of amounts received in reimbursement for
travel on the Committee charter or other
aircraft, from each person for each leg of each

trip. TTACHMzsT 3
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Prior to the issuance of the subpoenas, the
Committee and Charter Services, Inc. provided some of the
requested material. Detailed billing statements, which show the
costs of each leg of each flight as well as any food costs, were
not available from Charter Services, Inc. after April, 1992. At
that time, the Committee assumed this function. The Committee
stated that they maintained a computerized billing system complete
with leg analyses and manifegts; the Committee further asserts the
disc containing this information is missing. 1In addition, Charter
Services, Inc. advised the Audit staff that they acted as a
"middle-man" between the Committee and the airplane charter
companies; and therefore, did not maintain any manifests detailing
passengers with respect to each flight leg.

Absent a cost figure and passenger manifests for
each flight, the Audit staff was unable to assess the Committee's
compliance under 11 C.F.R. §9034.6.

At the Exit Conference the Audit staff reiterated
its request for documentation of the Committee’s procedures for
handling travel billings to and reimbursements from the Press,
specifically the Committee’s computations/worksheets for
determining amounts billed.

~ A request wias forwarded to the Office .of General

Counsel, May 6, 1993, requesting enforcement of the subpoena with
respect to the Committee as it relates to the press billing
documentation still required. 1In addition, a request was included
to prepare¢ subpoenas to twe individuals identified during
fieldwork as associated with the Committee’s press billing and
reimbursement systen.

Subsequent to this request, the Committee submitted
additional documentation with respect to press billings. The
Office of General Counsel agreed to delay subpoena enforcement in
order to allow the Audit staff to evaluate the submitted
materials.

Our review of these additional documents indicated
that total reimbursements from the press were significantly below
the overal)l amount the Audit staff determined could have been
billed by the Committee. Although workpapers were not provided
detailing the Committee’s calculations of amounts billed to the
press, avajilable documents indicated the Committee intended to
simply bill each press corganization at 110% of cost. The Audit
staff’'s review of amounts billed to press organizations was
limited to the available documentation. Our limited review
indicted that the amounts billed were reasonable. Finally, the
Audit staff was aware of press receivables totaling only $14,168,
which, if collected, would not alter our conclusion.

The interim audit report recommended no further
action with respect to this matter.
Artunnmmw_;?
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However, as a result of our review of recent
disclosure reports filed by the Committee, the Audit staff noted
that the Committee had received additional reimbursements from the
press, totaling $188,645, during the period April 1, 2993 through
March 31, 1994. This greatly exceeded the amount of press
receivables ($14,168) contained in available Committee records and
presented by the Audit staff on the interim audit report NOCO
statement.

The Audit staff re-evaluated the Committee’s press
billings and reimbursements, incorporating these additional
reisbursements ($188,645). Based upon available manifests and ‘the
cost of transportation/services provided tc the press, the Audit
staff calculated the amount that could be billed to the press
{cost plus 10%) to be $251,020. The Audit staff identified press
reimbursements received through March 31, 1994, totaling $302,253.

Therefore, the Committee appears to have received
reimbursements from the press totaling $51,233 ($302,253 -
$251,020), in excess of the maximum billable amount under 11
C.F.R. §9034.6(b). As such, these must De refunded to the press.

-The-Audit staff has recognized this amount ($51 233) as a payable
on the NOCO presentation at Finding III.C., =~~~ - - L

In addition, the Audit staff used the reviged
analysis to determine if the Committee had profited from press
reimbursements.

The anzlysis identified amounts paid by the

Committee for transportation and services provided to the press
totaling $228,200. Under 11 C.F.R. §9034.6(d){1), the actual cost
of transportation and services provided plus the administrative
costs permitted by this section (3%, unless a greater amount is
documented) would be 5235,046 ($228,200 x 1.03); and, the maximunm
amount of reimbursement that may be received (cost plus 10%) is
$251,020.

As a result, the Audit staff determined that the
Committee received press reimbursements in the amount of
$15,974 ($251,020 - 235,046), representing amounts in excess of
that actually paid by the Committee for transportation/services
provided to media personnel and, therefore, subject to payment to
the U.S. Treasury.

It should be noted that the Audit staff's
determination of amounts to be refunded to the press ($51,233) and
of the amount payable to the Treasury ($15,974) does not consider
costs for at least 11 flights for which no manifests or billing
information have been provided by the Committee, Should the
documentation be located for these flights, the analysis of
amounts due the press and the U.S5. Treasury would be significantly
different. ATTAC br
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Recommendation #2

The Audit staff recommends that the Commission make an
initial determination that the Committee is required to make a
payment of $15,974 to the United States Treasury pursuant to 11
C.F.R. §9034.6(d)(1). In addition the Audit staff recommends that
the Commission determine that the Committee is reguired to refund,
on a pro rata basis $51,233 to the. Press.

E. Stale-~-Dated Committee Checks

Section 9038.6 of Title 11 of the Code of Frederal
Regulations states that if the committee has checks outstanding to
creditors or contributors that have not been cashed, the committee
shall notify the Commission of its efforts to locate the payees,
if such efforts are necessary, and its efforts to esncourage the
payees to cash the outstanding checks. The committse shall also
submit a check for the total amount of such outstanding checks,
payable to the United States Treasury.

The Audit staff reconciled the Committee’s reported
activity to its bank activity through September 30, 1952. 1In
addition, limited reconciliations were prepared for the period
October 1, 1992 through March 31, 1993. This analysis identifie

At the exit conference, the Audit staff discussed this
matter with Committee representatives. The Committee
representatives agreed to review their records and provide any
additional information which may resolve these items.

Subsequent to the exit conference the Committee provided
the Audit staff with an updated list and documentation resolving
some of the stale-dated checks. Based on this information, the
Audit staff provided the Committee with a revised scheduled of
those checks still considered stale-dated.

There remained 17 unresolved stale-dated checks totaling
$4,9827.

In the interim audit report, the Audit staff recommended
that the Committee: (1) provide copies of any of the checks which
have now cleared the bank; (2) inform the Commission of its
efforts to encourage the payees to cash the outstanding checks or
provide evidence documenting efforts to resolve these items; and
{3) submit a check payable to the United States Treasury for the
total amount of such checks which are still outstanding.

In its response to the interim audit report, the
Committee detailed its efforts to resolve these checks. This
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documentation included letters mailed to vendors to determine if
any moneys were still owed to the vendor. Also, included were
copies of similarly worded letters gent to follow up the initial
mailing, as well as some letters signed and returned by the
venders confirming that no unpaid debt existed. 1In ope instance,
a replacement check was issued. Therefore, the Audit® staff has
reduced the amount of unresolved stale-dated checks to $1,334,

Recommendation $#3

The Audit staff recommends that the Commission make an
initial determination that the Committee make a payment of $1, 334
to the United States Treasury pursuant toc 11 CFR §3038.6.

IVv. Recap of Amounts Due to the United States Treasury

Reflected below are amounts due the United States Treasury as
noted in this report:

Finding III.C. MKatching Funds Received in
Excess of Entitlement $125,252

Finding II1I.D. Profit from Apparent Excessive - -~ .-  ___

Press Reimbursements $ 15,974

Finding III.E. Stale-dated Committee Checks $ 1,334
TOTAL AMOUNT REPAYABLE $142,560
Less: Repayment received 8§-31-92 {87,674)

REMAINING REPAYMENT AMOUNT i—i&iﬂﬂé
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{Thvough March 3!, 1994}

Foderal ndividusl  PAC' and Ovwr  Conldbutions Candidalv Other Losns Adjusied
. Maiching Coniibutors  Crate Conip kom e Losre Mmie Minus Owmer Toisd
: Fundy Mews Aehunds  Minus Relunds Cundidate Hepsyments Rapeymenh Aeceipts Receipts
Damasiats 3
Loery Agran $200.69t $331,63¢ $0 $5¢0 8;000 $1.020 $3,001 3608,852
Jory Brown H.za:us $5,176.338 $0 $o " 30 $0 $4,093 $0,420,374
B Ciinion $12,518,130  $24,083 880 $2.420 $0 C 80 $t $17.806  $37.821,783
Tom Harkin $2,103,352 $2,080,208 s418 670 30 $0 $0 $14,700 $5,613.637
Bob Revrvy $2,108,284 $3.913.332 $349,767 0 . ($1,229) $5,93¢ $0,468,079
tyndon LaRouche $100,000  $1.804.085 0 30 o0 %0 s21 $1,704,086
Padl Taongas 33,039,388 35072184 $3,668 30 sfnooo {$0.575) 30 $0,150,643
Doug Wikder $260.026 $508,510 $750 $0 ‘ $0 $0 $1,039 $709,334
Tolel Democrats $24,757,218 344,869 941 $7172,072 $500 uil,ooo {$9.770) $46,000 $70,284,85¢8
Bsaticans :
Patrick Buchanan $4,909.08) $7.157 808 324,750 3¢ 30 50 $32,038 $i2.218477
Goorge Bush $10,859,613  $27,008,025 $44,2%0 0 $0 3o $222,410 $38,013,090
Duvid Duke’ $0 $220,7\6 $0 $0 l.IOOO $o0 $0 $271.816
Totsl Repubicans $15,650,496  $34. 487,348 $68,000 $0 iﬂ ,000 30 $256,348  $50,502,200
Andee Mariou® 30 $582.770 s sis s}w,ooo $0 30 3578007
Lenore Fubani® $1,935524 $2.201,490 $a $32% (‘l.!ﬁll $1.200 30 $4,137.20¢
Joher Hagehn $353,160 $562,600 $449 $0 | $0 $5,630 $5.218 $020,355
Tolal Oshat Party $2.288.684  §3,328,060 1820 $440 sin,uz $6.830 $5,318 35,843,703
Geand Yol 342,704,396 $82.485,349 $841, 702 $941 dlaz,uz {32,940} $308.561  $126.430,851
Paani S0 $3.905 504 30 362.854 955 sst&art 30 $5.007 358,822,727
|
SRR FR/N SV VEN S

Attachmr
Page 1 ... 2




i = it et

Brewn for President
FINAL, AUDIT REPORT

Adjusisd Recelpte |

{Nvough March J1, um:l

Fodersl ndvigus  PAC and Other  Contribasions Cendidale Ot Losns Adusied
' Maiching Conud Crus Convib wom the Luans Mnue S Otver Total

‘ Funds Minus Retunds  Minus Rekunds Candidsie Rapaymenis Repeymenn Recaipt Receipts
Damociala |

Luery Agran $269.0% $331.631 $0 $800 $3,000 $1,020 $3,00% $008,052

Jutry Brown u.n:us $5.178.338 30 %0 ' 0 w $4,802 $0,420,374

B4 Chnion $12,512.130  $24,08) 8¢0 $2,420 30 | $0 $ $17,605  $37.821,763

Tom Harkin $2.103,352 31,080,208 $418,57¢ 30 j %0 %0 $14,700 $6,613,037

Bob Ketrey $2.106.284 31,013,332 $349,757 $0 $0 ($5,226) $6,931 $0,406.070

{yndon LaRouche $100,000  $1,604,085 %0 30 | 80 0 s $1,704,080

Paust Taongay $2,009,368 $5,072, 184 $3,6808 $0 | $45,000 {49,878) $0 $8,160,64)

Doug Wider $269.026 $500.510 $750 LI %0 $0 $1,030 $709,324
Tow! Democrals $24. 757,216  $44.660,041 $172072 $500 | $48,000 139,770} 446,609 $70.284 858

!

Patrick Buchanan $4,999,0683 $7.157.808 $24,750 30 : $0 30 $33,038 $12,210.477

George Bush $10.650,513  $27.068.625 $44.250 $0 30 0 $222.410  $38,013.990

David Duke* $0 $220.715 $0 s0 $1,000 80 $0 $271,18
Totel Reputicans $1%.050,406 334 467 348 $69,000 $U §1. 004 30 Y258 148 §50,502,290
Ot Pacty |

Andes Marrou® %0 $562.770 $10) $116 ‘ $15,000 s0 $0 $578.067

Lenors Fulan’ $1,03562¢ $2.200 490 30 $328 ‘I {$1,250) $t,200 0 $4,137,201

John Hageln $353,160 $563.800 $440 W “ $0 $5,030 $5.318 $920,355
Yoisd Oth« Pasly $2.260.654 3,320,060 3630 $441 .‘ $13,742 18,830 $5,318 $5,843,703
Grand Tl 342,704,306 382,465 140 1841 702 841 1 382,742 ($2,040)  $308,561  $126.430,851

o eranrence \I k‘l‘.r ary W AR 807 SRR AD2 72)
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April 28, 1994

MEMORANDUR

TO: Robert J. Costa ™
Assistant Scaff Director
Audit Division
/f,/

/
THROUGH: John <. Suriny . \
Staff Direct S

FROM: Lawrence M. MNobl
General Coufisel

f
Kia B:ight-Colenan‘

—Agssociate General Counsel
Lorenzo Holloway “h..#-
Assistant General Counsel

Rhonda J. Vesdingh
Attorney

SUBJECT: Proposed Final Audit Report on Brown

for President
(LRA #440/AR 894-5)

The Office of General Counsel has reviewed the proposed Final
Audit Report on Brown for President ("the Committee™) submitted to
this Office on March 7, 1994.1/ The following memorandue provides
our comments on the proposed report. If you have any questions

concerning our comments, please contact Rhonda J. Vosdingh, the
attorney assigned to this audit.

We have comments on findings II.E.1l., IXI.E.2., IIl.B.,

and III.E. We concur with the findings in the proposed Final
Audit Report which are not discussed separately.

1/ Since the proposed Final Audit Report does not include any
matters exempt from public disclosure under 11 C.F.R. § 2.4, we
recommend that the Commission’s discussion of this document be

conducted in open session.
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Hemorandum to Robert J. (osta
Proposed Final Audit Report on
Brown for President (LRA #440/AR $94-5)

Page 2

1. CONTRIBUTIONS RESULTING FROM STAPF ADVANCES AND EXTENSTONS OF
CREDIT (II.E.1., II.E.2.)

The Office of General Counsel concurs with the Audit
pDivision’s findings regarding excessive contributiogs in the form
of staff advances and extensions of credit by a labor
organization. The Committee’'s method of using staff advances did
not satisfy the requirements of section 116.5. The credit cards
were used to pay for other campaign expenses in addition to
personal travel and subsistence. The Committee did not always
reimburse the cardholders within 60 days as required by the
regulations; reimbursement took anywhere from 0 tc as much as 137 °
days. Personal credit cards were used to pay for others’
expenses. Therefore, the Committee’s use of staff advances
resulted in contributions to the Committee.

We disagree wzth the Committee’s contention that section
116.5 is unfair to "grass roots” candidates who, because they have
less name recognition or political position, are forced to rely on
committee supporters for credit.2/ Section 116.5 was promulgated
specifically to address the situation vhere campaign staff do not
have access to committee credit cards. Explanation and

Justification for 11 C.F.R. § 116 S, 55 Fed. Reg. 26,382 (June 27,

its underIylng rationale that—  —
"campaign committees may not want to provide credit cards to their
field workers.”). Therefore, the Committee must comply with

11 C.F.R. § 116.5 even if it is forced toc rely on Committee

supporters for credit.

In addition, it appears the Committee did not reimburse Local
1199 (Drug, Hospital & Health Care Employees Union) ("the Union")
for use of its facilities within a commercially reasonable time in
the amount of the normal and usual rental charge. 11 C.P.R.
§ 114.9(d}. In March-April, 1992, the Union incurred expenses
totaling $57,195.97 on behalf of the Committee for rent, printing,
advertising, telephones, and other miscellaneous items in
connection with the New York primary. The Union did not bill and
the Committee did not reimburse the Union for these expenditures
until October 1992.

This use of the Union’s facilities may have regulted in a
contribution to the Commjittee. 11 C.Z.R. § 114.5(d). Although
the Committee made efforts to pay the Union for the services and
accommodations it provided, the Committee did not reimburse the

2/ We rejected a similar argument raised by the Loﬁfra B.
Fulani for President Committee. ~LIIONT
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" Medorandus to Robert J. Costa

Proposed Final Audit Report on
Brown for President (LRA #440/AR #94-%)
Page 3

Union for over § months after the expenses were incurred.),/ The
Committee did not demonstrate that waiting more than 6 months to -
reimburse the Union was commercially reasonable. Further, the
Committee failed to provide any information to demonstrate the
rental charge was the normal and usual amount pursugnt to

i1 C.F.R. § 114.9.

II. APPARENT NON-QUALIFIED CAMPAIGN EXPENDITURES —- UNDOCUNMENTED
EXPENDITURES (III.B.) -

The Audit staff found that the Committee’s response to the
Interim Audit Report materially resolved the 16 undocumented b
disbursements totaling $32,839. The Committee's response )
consisted of documentation to account for $22,798 and a promise to
submit documentation relating tc an additional $3,743.93. The
Committee’s response did not address the remaining $6,351.07.

Since this matter has been materially resolved, this Office
agrees with the finding in the proposed report. However, we note
that the promised documentation has not been submitted. This
information should have been submitted within the time prescribed
for disputing or commenting on the Interim Audit Report.

11 C.F.R. § 9038.1(¢)(2). The Committee’s mere promise to submit
supporting documentation does not satisfy the Committee’s burden
to demonstrate the expenses were qualified campaign expenses. See

”1&*C;F;RT*SL903STl1TG)fmmTthCforlT“YOU”lhuuld'tlvfll“thlvpt5§6%;3”W‘ﬁuf

report to delete the statement "The Comaittee’s response notes
that ‘[l}etters are out representing another $3,743.93 and when
documentation is received, it will be forwarded to the FEC.'"

III. STALE-DATED CHECKS (III.E.)

The proposed Final Audit Report includes a finding that there
are no remaining unresolved stale-dated checks. This conclusion
was reachad despite the fact that the Committee failed to provide
information for all of the unresolved stale-dated checks noted in
the Interim Audit Report. Specifically, checks totaling $1,333.80
were not resclved nor addressed by the Committes.

The Office of General Counsel disagrees with this finding.
The Commission’s regulations require committees with outstanding
checks to inform the Commission of its efforts to locate the
payees, if such efforts have been necessary, and its efforts to
encourage the payees to cash the outstanding checks. 11 C.F.R.
§ 9038.6. In informal discussions between this Office and the
Audit Division, you noted that the Final Audit Report would be

3/ However, the Committee argues that it requested several
Times that the Union send the bill to the Committee so that it
could be paid. The Union explained that the delay in submitting
the bill to the Committee wag the result of several miglaid
invoices in the accounting department and no bill was submitted
to the Committee until these bills were recovered,

LETAﬂﬁﬁmT_ii———ﬂ——_‘—__~_
rngo_fil-aw-°f2
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Memorandum to Robert J. Costa

Proposed Final Audit Report on

Brown for President (LRA #440/AR 494-5)
Page 4

revised to include a separate finding recommending the Committee
make a repayment to the United States Treasury in the amount of
the remaining unresclved stale-dated checks. The separate finding

will clarify the Committee’'s repayment obligation resul
the unresolved stale-dated checks. 11 C.F.g. § 90!8.6.tinq from

Lo T g
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Robert J. Costa =28
Federal Elections Commission = iig
Washington DC 20463 & ._-—‘&?
= 2
Dear Mr. Costa: S i

We received your final audit report and do have a dispute with your
finding. 1 include with this letter backup for our dispute. I would
also be happy to make an oral presentation in an open session.

To summarize what is enclosed: We were sent the audit pages by
Alex Boniewcz that show what press travel expenses you were not

allowing because they lacked manifests. The manifests for these
expenditures are attached.

the items have been sold and must be overvalued for what we have
remaining. The detail of that is attached.

Please contact me if you have any questions.

Sincerely,

/
Yodie Evans

Campaign Manager

ATTACEMZHT ¢
Page H?H oz 2%

BROWN FOR PRESIDENT

2121 Cloverfield Boulevard, Suite 120 < Santa Monica, California 90404-5277
Oy tel# (310) 449-1992  fax# (310) 449-1903 -<-0
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#1: March 6, 1992, 5 reporters.
ABC - Noelle Montgomery
CNN - Dan Blackbum
NPR - Jo Miglino
LA Times - Jon Peterson
Knight-Ridder - Kristina Huckshorn

#2: March 9, 1992, 6 reporters.
ABC (3) - Noelle Montgomery, Sy Varmen, Ron Ladd
LA Times - Jon Peterson
LA Times - Jon Peterson

NY Times - Karen DeWint
Chicago Tribune - Colin McMahon

#3: March 10, 1992. 19 reporters.
ABC (5) - Noelie Montgomery, Sy Varmen, Ron Ladd, Linda
Patillo, Diane
Turrell
CBS (3) - Claire Chiapetta, Dick Smith, Timothy Norris
- —-NY Times (2) - Karen DeWitt, photographer
LA Times (2) - reporter, photographer
Gannet - Earl Eldridge
Chicago Tribune - Colin McMahon
Newsday - Martin Kasindorf
Newsweek - photographer
Time - Lester Monroe
USA Today - Leslie Phillips
Wall St. Journal - Jim Perry

Wall St. Journal - Jim Perry

#4: March 29, 1992. 14 reporters.
ABC (2) - Noelle Montgomery, Mary Marsh
CBS (3) - Claire Chiapetta, Akram Hannah, Craig Jarman
CNN (3) - Chuck Condor, Mike Dolsak, Mike Love
Boston Globe - Chris Black
LA Times - Sam Folwood
NBC - Peter Meryesh
NY Times- Richard Berke
Newsday - Martin Kasindorf 35:“;’-“1_‘1
freelance - Larry Kaplan Page

ot LS




#5: March 29, 1992, See above.

#6: April 10, 1992. 11 reporters.
ABC (3) - Noelie Montgomery, Paul Sarris, Joe Steele
CBS (3) Claire Chiapetta, Brian Nolan, Dan Nazimack
AP - Karen Ball
CBS (3) Claire Chiapetta, Brian Nolan, Dan Nazimack
AP - Karen Ball
Copley - Marcus Stern
LA Times - Melissa Healy
NBC - Tom Behrens
Washington Post - Don Baker

#7: April 9, 1992. 11 reporters.
ABC (3) - Noelle Montgomery, 2 crew
CBS (3) - Claire Chiapetta, 2 crew
AP - reporter
Copley - Marcus Stern
LA Times - Melissa Healy
-——NBC - producer—. . . - - - —————— .

Washington Post - Don Baker
#8 & #9: April 21, 1992. 7 reporters.

ABC (3) - Noelle Montgomery, Bill Redding, Jay Patterson
CBS - Lars Kongshaugh

ABC (3) - Noelle Montgomery, Bill Redding, Jay Patterson
CBS - Lars Kongshaugh
AP - Karen Ball
LA Times - Jack Cheevers
NBC - Tom Behrens

#10: April 23, 1992. 4 reporters.
ABC - Noelle Montgomery
CBS - Lars Kongshaugh
NBC - Tom Behrens
LA Times - Art Pine

#11. April 25, 1992, 12 reporters.
ABC {4) - Noelle Montgomery, Bill Redding, Jay Patterson, Leo
Meidlinger
CBS (3) Claire Chiapetta, Gabe Stix, Neil GrassoA”
WA
:aue —L Cf"L
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NBC - Tom Behrens

Boston Globe - Chris Black

LA Times - Art Pine
Boston Glohe - Chris Black

LA Times - Art Pine

Newsweek - Lisa Quinones

Washington Post - Dan Baiz
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__secretary of the Treasury, $44,886.00.

T e
/ 442 § OCCIDENTAL BLVYD SUITE 429 1/ o ’
St

LOS ANGELES CA SCOS57
{213] 384.7030

JULES GLAZER FAX: (213) 384.5548

BUSINESS MANAGEMENT
77-731 LOS ARBOLES

/ LA QUINTA CALIFORMIA 92253
1619) £64.4972

June 23, 1994

hb. H4 60 h hZuep

rRobert J. Costa

Assistant Staff Director
Audit Division

Federal Election Commission
Wwashington, DC 20463

Dear Mr. Costa:

The Brown for President Comnittee disagrees with the findings
of the final audit report that the committee must repay to the

Y§3034

3131
13IA139 3y

—Eo

wy3
N
NOHLDY

We need additional time to gather all legal and factual
materials that demonstrate that no repayment is due at this time.
All materials will be forwarded to you as soon as possible.

Thank you for your assistance in this matter.

Sincerely,

.

ot Bl

Kinde Durkee
Bookkeeper
Brown for President

AL sALLaaiy s
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FEDERAL ELECTION COMMISSION

WASHIN FEIN Do idns

July 12, 1994

Jodie Evans, Campaign Manager
Brown for Prescident

2121 Cloverfield Boulevard
Suite 120

Santa Monica, CA 80404-5277

Dear Ms. Evans:

This is to confirm our telephone conversation of June 28,
1994 regarding the two letters received by the Commission on
June 24, 199%4, both purporting to respond to the Final Audit
Report of the Brown for President Committee ("the Committee™). 1
addition to the letter {with enclosures; you submitted, we also

received a letter signed by Kinde Durkee, the Committee
Bookkeeper, dated June 23, 1994.

puring our conversation, you said you were not aware that M=
purkee had sent a response to the Final Audit Report and that she

n

H

was_not authorized to do so. Because you were not familiar with

this letter, you did not know whether Ms. Durkee’'s statement “We
need additional time to gather all legal and factual materials
that demonstrate that no repayment is due at this time” contained

in the letter was an actual request for an extension of time to
respond.

However, you stated that you consider your letter and
enclosures to be the Committee’s complete response to the Final
audit Report. Therefore, you did not believe an extension of tim
is necessary. Likewise, because you consider your letter and
enclosures to be the complete response to the Final Audit Report,
your statement that you "would also be happy to make an oral
presentation in an open session®™ was not meant to be a request to

do so. Rather, it is merely an offer to make an oral presentatio
if the Commission wants more information.

You also mentioned that the Committee cannot sell its assets
for the amount listed by the Commission.

Please let me know if you believe the above does not
accurately reflect our conversation. We are proceeding under the
understanding that your submission is the Committee’s official
response to the Final Audit Report and that the letter submitted
by Ms. Durkee was not authorized by the Committee. We note that
the Committee has not made a request for an oral presentation at
this time, although it may do so pursuant to 11 C.F.R.

§ 9038.2(c)(3). However, the Commission’s regulations provide
that a reguest for an extension of time must be made at least 7
days prior to the expiration of the time periocd for which the
extension is sought. 11 C.F.R, § 9038.4(c). Any request by the

Pre

e

n
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Letter to Jodie Evans, Campaign Manager
Brown for President
Page 2

Committee for an extension of time to respond to the Final Audit
Report’s repayment determination was due June 19, 1994.
Therefore, the Cffice of General Counsel will proceed to the
preparation of the statement of reasons pursuant to 11 C.P.R.

§ 9038.2(c)(4). The Office of General Counsel will notify the

Commission of its understanding with respect to the Committee’s
official response,

the oral presentation, and the extension of
time.

If you have any questions, I may be reached at (202) 219-3690
or (B00) 424-9530.

Sincerely,

V% oot > /.w&z*,z
Rhonda J. vosdingh
Attorney

ATTACHMESRT I S
_L———
Page -02-——-—- of
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FEDERAL ELECTION COMMISSION 83008037

WASHINGTON. D€ 2003 Bt
Bty

September 16, 1994

REMORANDUN

TO: Lawrence K.
General Coupg

THROUGH: John C. §

Staff Direc D

.

FROM: Robert J. Cosca :

Assistant sSYaff Diredtor
Audit pDivision

SUBJECT: Analysis of \Response to the Pinal Audit Report on
. Brown for Prgsident (LRA $440/AR $94-5)

As regquested by your memorandum, dsted July S5, 1994, the
Audit staff has reviewed the the resgponse to the Pinal Audit
Report {"PAR") submitted by Brown for President {"Committee") on
June 24, 1994. Our analysis of these documents is presented
below. 1In addition, the Audit staff has attached a revigsed NOCO
Statement based on the Committee’s response and disclosure
reports filed to date (See Attachment 1).

The Committee’s response addresses the following matters
as presented in the FAR:

* Apparent Excessive Press Reimbursements (Finding
111.D.),

; and,

®* The valuation of Capital Assets within the NOCO
Stateaent.

With respect to Pinding III.D., Apparent Excessive Press
Reimbursements, the Committee’s response states that manifests
are attached for flight legs not included in the Audit staff's
analysis contained within the FAR. That report recoasended that
the Committee: (1) be required to pay the U.S. Treasury $15,874
for amounts received which exceeded actual costs incurred by the
Committee; and, (2) refund $51,233 on a pro-rata basis to the
Press for overbillings. 2
ATTACENENT

Page__J/ of g




pased uvpon the additional manifests submitted by the
Committee, the Audit staff calculates the Committee had billable
amounts for transportation and services provided to the Press

{cost + 10%) totaling $310,595. 1In additiocn, the Audit staff
has identified Press reimbursements totaling $302,253. 1/
Therefore, since billable costs ($310,395) exceeds the amounts

reimbursed by the Press ($302,253), no refunds to the Press are
required.

This revised analysis detailed amounts paid by the
Comnmittee for transportation and gservices totaling $282,1359.
Under 11 CFR $9034.6(d)(1), the actual cost of transportation
and services provided plus the administrative costs permitted by
this section (3%, unless a greater amount is documented) would
be $280,830 {($282,3%9 x 1.03). As noted above, the Committee
has collected reimbursements totaling $302,253. As a result,
the Audit staff determined that the Committee received Press
reimbursenents in the amount of $11,423 ($302,253 - $290,830),
representing amounts in excess of that actually paid by the
Committes for transportation/services provided to media
personnel and, therefore. subject to payment to the U.S§,

Treasury.

The attached NOCO Statement has been adjusted by
eliminating the account payable due to the Press and by revising
the amount payable to the Treasury to $11,423.

With respect to the valuation of Capital Assets, the
Committee’s response disputes the depreciated value presented in
the FAR ($43,080) noting that "most of the items have been sold
and must be overvalued for what we have remaining." By way of
documentation, the Committee has attached a photocopy of the
Audit staff’'s workpaper deriving the Capital Asset figure
annotated with the status of each asset as discussed below:

* The Committee notes that the telephone system
{$3,000) has been sold, but does not provide
documentation to support the sale, nor is the sale
reflected on Committee digclosure reports filed to
date;

1/ The Committee’s July 15 Quarterly Report for 1994 discloses
the receipt of $5,997 in offsets to operating expenditures.
However, since no Schedules A-P were provided, the Audit
staff is unable to determine if any of these receipts
represent Press reimbursements. Committee crepresentatives
have been requested to provide this information. Should
these offsets to operating expenditures represent receipts
from the sale of Capital Assets, the amount of the surplus
as determined on the attached NOCO would be overstated and
a lesser repayment warranted. , =

L1 AU )

Page _a.?
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Page 3 of 4

* The voice mail system ($3,000) and the Xerox coplet
($3,600) acre both described as "broken" and “can’t
sell no value®. However, no docusmentation has
been provided to support this assessment. Absent
inforaation detailing whether these assets can be
repaired, then sold; and, in the case of the voice
mail system, specific model/year information, the

Audit staff has no basis to re-assess its valuation
of these assets;

* With respsct to TVs, VCRs, Video Equipment ($9,000),
the Committee notes *200 + 200" and "video equip &
camera were stolen from ofc by Michael Campbell we
haven’t been able to find him®. However, no copies
of police reports are provided; nor a list detailing
wvhich items were stolen and which remain in the
Conmittee’s possession.

o ° por the Computer (AV), with a depreciated value of
— $30,000, the Committee notes "resale value $3,200.%
and "Quadra 950, apparently a reference to a
- aodel /brand of computer. The Committee’s response
———— ———— . _fails _to document the purchase price and the source
of its valuation. 1In addition, the Committee fails — -
o~ to address the other pieces of coaputer egquipment
) composing the $50,000 "Computer (AV)"™ listed as part
— of the Audit staff's Capital Asset determination. 2/
— In view of the lack of documentation supplied by the
Committee to support its determinations and valuations, the
e Audit staff has not revised our valuation of assets as presented
on the NOCO Statement contained in the FAR.
el

valuation of Capital Assets on the NCCO Statement. The error
caused an under-valuation of Capital Assets. The correct
valuation appears on the attached (revised) NOCO Statement.

As a result of our analysis of the Committee’s response as
noted above, the Audit staff’s revised NOCO Statement reflects a

$17,617 surplus at 7-15-92. 3/ Accordingly, under 26 U.S.cC.
§9038(b)(3), that portion of amounts received by a candidate

2/ To date, the Audit staff has yet to receive from the

Committee an itemized listing of the equipment included as

part of the asset "Computer(AvV)®.

3/ 1t should be noted that any documentation received from the
Committee to support its asset valuations would impact on

this determination. prm s mvp j}—

A During the our analysis of the Committee’s response, the
- Audit staff discovered a computational error in the depreciated

Paze e of ZF
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from the matching payment account, which remains unexpended
after the liguidation of all obligations, shall bs subject to
pro-rata repaymant. In the FAR, the Audit staff calculated the
repayment ratio to be 44.9142%. Therefore, the amount of the

surplus subject to repayment is $7,913 ($17,617 x .449142),

rurther, in view of the Committee’s surplus position baged
on the revised NOCO, the Committee’s final matching fund payment
received after 7-15-92, totaling $171,126, is now repayable in

its entirety. <The chart belows details the remaining repayment
now due from the Committee:

Surplus Repayable $7,913
Matching Punds in Excess
of Entitlement $ 171,136
Profit from Apparent Excessive
Press Reimbursements $ 11,423
Stale-dated Committee Checks $ 1,334
Total Repayable $ 151,806
" Less: Partial Payment -~ -~ T oo
Received 5-31-92 {97,674}
Remaining Repayment Amount $ 94,132

Should you have any questions, please contact Alex
Boniewicz or Joe Stoltz at 219-3720

Attachment as stated
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BROWN POR PRESIDENT
Statement of Net Outstanding Campaign

ATTACBMENT 1

(Page 1 of 2)

Obligations at 7-15-92

As Deteramined 6-30-94 by the Audit Staff

tttiii.*ttﬁttttttlli..Ii*t.ttttiﬁﬁitiitliiiiit’ﬁ.iitltl*ﬁiiﬁﬁ.*g.*.*g

ASSETS:
Cash

Accounts Receivable:

7-16 to 9-30-92 $40,807.79
10-1 to 12-31-92 $6,999.84
1-1 to 3-31-93 $25,175.73
Btate Accounts $2,990.581

Reported Receivables:
July Quarterly (4/1/93 - 6,/30/93)
October Quarterly (7/1/93-5/30/93)
Yearend (10/1/93-12/31/93)
April Quarterly(1/1/94-3/31/54)
July Quarterly (4/1/94 - 6/30/94)

LIMBILITIES:

Accounts Payable:
7-16-92 payments
R. Jones Judgement
7-17 to 8-31-92

($30,678.64)
($5,233.91)
($209,573.01)

. ——_— T —— o

Press Payables

U.5. Treasury - Staled Dated Checks

Profit from Press Reimbursements
Due to U.S. Treasury

Actuali Winddown:
1-16-92

($2,502.96)
7-17 to 8-31-92

($245,170.84)

September 1992 ($129,686.95)
October 1992 ($264,136.86)
November 1992 ($66,754.97)
December 1992 ($95,836.23)

Jan.l to mMar.31 r$3 ($58,147.84)

. — 0 e o

T $1,334,968.61 -

$998,385.74

$75,973.87

$0.00
$130,407.00
$72,650.00
$2,955.00
$5,997.00

$48,600.00

D . A S} e —— " -

($245,485.586)

$0.00
($1,333.80)

($11,423.31)

($5862,236.65)

ATTACIMENT ;Z
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ATTACHMENT 1 (Page 2 of 2)

PRESIDENT
8t f_nt of Net Outstanding Cangai gn Obligations at 7-15-92

rained 6- 30-94 by the Audit Staff

p ...'...‘*..ttttﬁtiitﬁiittQiﬁiiittiiittiiitﬁtttiiiittttttttit.'

winddown State Accounts ($12,414.48)

a winddown

? Quatta:l? (471793 ~ 6/30/93) ($34,999.55) i
ar Quarterly (7/1/93-9/30/93) ($31,476.00) ;
; (10/1/93 - 12/31/93) ($39,292.09)
Quarterly(1/1/94-3/31/94) ($35,990.56)
guarterly (4/1/94 - 6/30/94) ($18,.766.46)
4 winddown (7/1/94-9/30/94) {$23,933.54)
B OBLIGATIONS ($1,317,352.00)

2

A o T i - . Y ey oo —

IT> OR SURPLUS at 7-15-92 $17,616.61

epayment Ratio , . 0.449142

]

$7.912.36
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BROWN FOR PRESIDENT BANK OF LOS ANGELES 5252
444 OCCIDENTAL BLVD., #4321 HOLLYWCOD REGIONAL OFFICE
LOS ANGELES, CA 90057 HOLLYWOOD, CA 90028
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