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MEMORANDUM
To: The Commission

Through: Alec Palmer
Staff Director

From: Patricia Carinona 'Q
Chief Compliance Officer

Tom Hintermister-f™ \36
Assistant Staff Director
Audit Division

Kendrick Smith KS (97%

Audit Manager

| By: Robert Morcomb &"‘
: Lead Auditor

" Subject: Audit Division Recommendation Memorandum on the Friends of Todd
- Young (FOTY) (A11-06)

Pursuant to Commission Directive No. 70 (FEC Directive on Processing Audit Reports),
the Audit staff presents its recommendations below and discusses the findings in the
attached Draft Final Audit Report (DFAR). The Office of General Counsel has reviewed
this memorandum and concurs with the recommendations.

Finding 1. Receipt of Apparent Prohikited Contributinns

FOTY had no additional comments on this finding in response to the DFAR. The
Audit staff recommends that the Commission find that FOTY received apparent
prohibited contributions totaling $19,100.

Finding 2. Receipt of Contributions i Excess of the Limit

FOTY had no additional comments on this finding in response to the DFAR. The
Audit steff peoommends that the Comunission fimd that FOTY received apparent
excessive contributions totaling $94,854.

Finding 3. Failure te File 48-Hour Notices

FOTY had no additional comments on this finding in response to the DFAR. The
Audit staff recommends that the Commission find that FOTY failed to file 48-hour
notices for 51 contributions totaling $75,700.




The Committee did not request an audit hearing.

If this memorandum is approved, a Proposed Final Audit Report will be prepared within
30 days of the Commission’s vote.

In case of an objection, Directive No. 70 states that the Audit Division Recommendation
Memorandum will be placed on the next regularly scheduled open session agenda.

Documents related to this audit teport can be viewed in the Voting Ballot Matters folder.
Should you have any questions, please contact Robert Morcomb or Kendrick Smith at
694-1200.

Attachment:
- Draft Final Audit Report of the Audit Division on the Friends of Todd Young

cc: Office of General Counsel



Draft Final Audit Report of the
Audit Division on the

Friends of Todd Young
February 12, 2009 - December 31, 2010

Why the Audit About the Campaign
Was Done Friends of Todd Young is the cipal campaign committee for
Federal law permits the Todd C. Young, Republicagi. - .c:jdate for the U.S. House of
Commission to conduct Representatives from thb%te ol .. na, 9™ District, and is
audits and field headquartered in Bloggsington, In..... . For more information,
investigations of any see the chart cn ‘fﬁﬁigﬂ Organ *r i P 2.
political committee that is ©oT
required to file reports FinanciaV. Ac‘tivit;‘-;-. 2) 7
under the Federal o Receipts A ”
Election Campaign Act o, Contributions :1 » l.:dividuals $ 1,708,269
(the Act). The o"h-::' ibutions frc  ° .-
Commission generally Pai 50 C nmittees 233,843
conducts such audits o TRy . \uthor you
when a committee bmittd- 14,702
appears not to have mety &0 Opera®  Expenditures 7,404
the threshold - % 7 $ 1,964,218
requirements for '
substantial compliance @@ : s
with the Ac* ! The ardit geilig Expenditures _ $ 1,926,326
ingg* I.. "in. Ve B o Conflibution Refunds 18,200
complie.: v 8 Contributions to Political
: i 5,000
‘otal Disbursements $ 1,949,526
disclosure *.+ ' i:vments
of the Act. ]
N Findings and Recommendations (p. 3)
Future ACﬁO? e Receipt of Apparent Prohihited Contributions (Finding 1)
The Commission mdy e Receipt of Contributions in Excess of the Limit (Finding 2)
initiate an enforcement e Failure to File 48-Hour Notices (Finding 3)
action, at a later time,
with respect to any of the
matters discussed in this

report.

! 2US.C. §438(b).
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Part 1
Background

Authority for Audit

This report is based on an audit of Friends of Todd Young (FOTY), undertaken by the
Audit Division of the Federal Election Commission (the Commission) in accordance with
the Federal Election Campaign Act of 1971, as amended (the Act). The Audit Division
conducted the audit pursuant to 2 U.S.C. §438(b), which permits the Commission to
conduct audits and field investigations of any political committecdhat is required to file a
report under 2 U.S.C, §434. Prior to conducting any audit ung#this Subsection, the
Commission must perform an internal review of reports filaiisclected committees to
determine whether the reports filed by a patimilar co ‘ Bl threshold
requirements for substantial complianoe with the Act g . §4SER).

Scope of Audit N
Following Commission-approved proceduresfiggaudit stafife ArT@Hs risk
factors and as a result, this audit examined: ‘
the receipt of excessive contributions and loans;
the receipt of contributions from Kb

the disclosure of contributions rece
the disclosure of individual confribu®g
the cansistency between reported fim
the completenesa of zegEads’

NouprwN -




Part II
Overview of Campaign

Campaign Organization

Important Dates

e Date of Registration

¢ Audit Coverage

mber 31, 2010

Headquarters

Bank Information

e Bank Depoaitories

Bank Accounts

Treasurer

Treasurer When Audit Was Conducted

Treasurer During Period Covered by Audit

Management Information

e Attended Commission Campaign Fin¥: _
Seminar

Who Handled Accounting and
Recardkeeping Tasks

20 AEndited

Cash-on-h?@ Fei*_\. 12,00
Receiptsd . N

1,708,269

o cmwons from ing.+ -duals)”
o Contrib%::+ s from OtHy Political

Committ. ;3 »

233,843

o Transfers frofigeh

14,702

o Offsets to Opers

7,404

Total Receipts

$ 1,964,218

Disbursements

o__ Operating Expenditures

1,926,326

o Contribution Refunds

18,200

o Contributions to Political Committees

3,000

Total Disbursements

$ 1,949,526

Cash-on-hand @ December 31, 2010

$ 14,692



Part III
Summaries

Finding and Recommendation

Finding 1. Receipt of Apparent Prohibited Contributions
During audit fieldwork, a review of contributions revealed that FOTY received 24

apparent prohibited contributions totaling $19,700. FOTY had rgfiiaded $3,750 of the
$19,700, albeit in an untimely manner.

RQuLesentatives provided
gaxe not prohibited
Ny tnbthms

In response to tha Interim Audit Report recammendation@F
documentation demonstrating that two contributions ghtalig

$19,100 and has refunded all of these --«‘ - 5
(For more detail, see p. 4)

=t f contributions received during the 48-hour filing
: ¥ ailed to file 48-hour notices for 51 contributions totaling .
$75,700. Most xahe unfilsl notices were for general election contributions.

In response to the Inffm Audit Report recommendation, FOTY representatives stated
that they had no additional information to provide in connection with this finding.
(For more detail, see p. 10)



" B. Definition of Lj ufed yCompa

Part IV
Findings and Recommendations

| Finding 1. Receipt of Apparent Prohibited Contributions

S
During audit fieldwork, a review of contributions revealed that FOTY received 24

apparent prohibited contributions totaling $19,700. FOTY had refunded $3,750 of the
$19,700, albeit in an untimely manner.

In response ta the Interim Audit Report recemmendation, Jg9 N@
documentation demonstrating that two contributions, totfing $60i@arere not prohibited
contributions and refunded the remaining $15,350 inggarent prohf¥ikd contributians.
Tho Audit staff concludes that FOTY received apgéifent p ohlbxtcd comg@ations totaling
$19,100 and has refunded all of these contribygif#ias, albeityjn an untimely Y@@y

Legal Standard v
A. Receipt of Prohibited Contribugtions — General J§g
committees may not accept contributi@@agin the form of , in-kind contributions or
loauis) from tho general treasury funds & " kgBition applies to any

incorporaed organization, including a n¢ Reyporation, S incorpomted
merubership ergamzatum and an incorported afOpCigmy” U.S.C. §441b.

jbition. Candidates and

A limited liability company (LLC) is a
ys of the State in which it was

under th&

business entity reqdFiaRe
established. 11 CFR §N@(g) 7
C. Applightion of Li a "a} Brohibitions to LLC Contributions. A contribution
from LC is subjctgh ntr Wign Jimits and prohibitions, depending on several

factoimgg - .-\plained be ‘

1. L1C : - Partnershin. !.ie céntribution is considered to be from a partnership if the

LL(‘ s to be ::.ated as a partnership undor Internal Revenue Secvice (IRS)
tax rule-~. o 12 1t m;:~us no choice at all abant its tax status. A partnersulp
contributi." t exceed $2,400 per candidate, per election, in the 2010
election cycl .ch a contribution must be attributed to each lawful partner.

11 CFR §116' (a), (b), (c) and (e)(2).

2. LLC as Corporation. The contribution is considered to be from a corporation—
and is barred under the Act—if the LLC chooses to be treated as a corporation
under IRS rules, or if its shares are traded publicly. 1! CPR §110.1(g)(3).

3. LLC with Single Member. The contribution is considered to be from a single
individual if the LLC is a single-member LLC that has not chosen to be treated as
a corporation under IRS rules. i1 CFR §118.1(g)}(4).

D. Limited Liability Company’s Responsibijlity to Notify Recipient Committee. At
the time it makes the contribution, an LLC shall provide to the recipicnt committee

eepresentatives provided




information on how the contribution is to be attributed and affirm that it is eligible to
make the contribtion. 11 CFR §110.1(g)(5).

E. Organizations Financing. Organizations that are not political committees under the
Act that make contributions and expenditures, but do net qualify as political committees
under 11 CFR 100.5, must demonstrate through a reasanable accounting method that the
organiration has received sufficient funds subject to the limitations and prohibitions of
the Act to meke such contribution, expenditure or payment. 11 CFR §102.5(b).

" F. Questionable Contributions. If a committee receives a contrjbution that appears to

be prohibited (a questionable contribution), it must follow the ﬁves below.

1. Within 10 days of the treasurer’s receipt of the questjg- . ' e contribution, the
conmittae must either:
» Return the gontritmtion to the cantributor
e Deposit thn contribution (and follow the 455N,

2. If the committeo deposits the questionablgfton
funds and must be prepared to refund (g S%
funds to make the refunds or establish a sCEghate agES afe
depository for possibly illegal contributions. §103.3(b)(4).

3. The committee must keep a vﬁtsn record expl2g@ae why the contribution may
be prohibited and must includ&:i.i~ infrmation wile:."::+orting the receipt of the
contribution. 11 CFK §103.3(b i3y 4

de.-.-‘:':'- “Ljon
below). 114 1 R §103.3(b)(1).

estiqffable contribution, the
est for evidenee that the
, for example. a written

commnittee nmst make
contribution is L&

e contnbutlon, or
asBe contributor and note the refund on the report

Facts and Analysis

A. Facts

During audit fieldwnrk, the Audit staff’s sample review of contributions received by
FOTY identified contributions that appeared to be from prohibited sources. As a result,
the Audit staff performed a review of all deposit batches for prohibited contributions.
This full review identified the following possible prohibited contributions:



e 16 checks from LLCs totaling $14,650; and
o cight checks from corporations totaling $5,050.

For the contributions from corporations, the Audit staff verified the corporate status of
the ontities, as of tae date of the contribution, with the various Secretary of State offiees
and a registered agent of a company. For contributions from the LLCs, FOTY provided
no documentation that stated whether the companies elected to be treated as a partnership
or corporation for tax purposes.

FOTY did not rmaintain a separate account for the possible prohib' ed contributions. A
review of cash balances determined that FOTY dld not maintajefMiINient funds to make
refunds of the possible prohibited costributions. B

Specifically, FOTY sent these letters on March
Of the 24 possible prohibited contributions totalirfge N Audit staff,
FOTY refunded contributions from corporations torZiggRE. H however, FOTY made

these refunds in an untimely manner:

Eaing amount of possible
prohibited contributions is $15,950 (§ \

y’ ] rep oL ves at the exit conference
I 1ted contgit utlons identified in the rev1ew

Sommended thet FOTY:

% 5! onstratmg that the remaining 20 cantributians® in question
were made gt

e Refund $15,95
either has not been refunded or has not received a statement or explanation from
the contributor attesting to the permissibility of the contributions;

e Disgorge the remaining funds ($15,950) to the U.S. Treasury and provide
evidence of such disgorgemient; or

1 FOTY's primary election was on 5/4/2010. The cash-on-hand analysis showed that, on 4/28/2010, funds
were not sufficient to make all the necessary refunds.
3 1t should be noted that one of the contributions was only partially refunded.



¢ If funds are not available to make the necessary refunds or disgorgement, disclose
the contributions requiring refunds on Schedule D (Debts and Obligationr) until
funds became availabie to satisfy this obligation.

C. Committee Response to the Interim Audit Report

In response ta the Interim Audit Report, FOTY provided documentation demonstrating
that two contributions, totaling $600, were not prohibited contributions because the
contributor files federal income taxes as a partnership. Also, FOTY provided
documentation demonstrating that the remaining contributions were refunded inan
untimely martner.

Summary B
During audit fieldwork, the Audit staff reviewed con(giti
review indicated that FOTY had rece¥; ! . ;»arent exceS{@a contributions totaling
$94,854. These errors occurred as are~*t - 1 O1Y not reS§Ringghe excessive portion
of contribntions either by forwanding a »... - - i1, l4ter to i%E0Ontributors or by issuing
a refurd in a timely manuer, \ . L
S 4
In respopse to the Ing# A1} * Report reci.:mendatioff, FOTY representatives provided
documantation deggsr:~1: ating ** -1 it had mateRgally resolved the apparent excessive
contributions, albeit .::-a{:f *urde oy manner.

D
4

e For the 2010 election, an avthurized committee may

A. Aufiforized Commilice
@R more then

CE Haa)(1)A)N

B. Handling vbuﬂo That Appear Excessive. If a committee raceives a
contribution that'&. - -, §be excessive, the committee must either:
e Return the ¢ "v-.1:-nable check ta the donor; or
e Deposit the afhtributions and keep enough money on hand to cover all potential
refunds until the legality of the contribution is established. If deposited, the
committee must seek a reattribution or a redesignation of the excessive portion,
following the instructions provided in the Commission regulations (see below for
explanations of reattribution and redesignation). If the committee does not
receive a proper reattribution or redesiggation withirl 60 days of receiving the
excassive comtributiam, refumnd the #xcessive partion to the donor.
11 CFR §103.3(b)(3), (4) and (5).




C. Joint Contributions. Any contribution made by more than one person, except for a
contribution made by a partnership, shall include the signature of each contributor on the
check, money erder or ather negotiable inssument or in a separate writing. A joint
contribution is attributed equally to each dunor unless a statement indicatea that tha funds
should be divided differently. 11 CFR §110.1(k)(1) and (2).

D. Reattribution of Excessive Contributions. Commission regulations permit
committees to ask donors of excessive contributions (or contributions that exceed the
committee’s net debts outstanding) whether they had intended their contribution to be a
joint contribution from more than one person and whether they 1d like to reattribute
the excess amount to another contributor. The committee mu the contributor
that:
1. The reattribution mumt be signed by both conmbu .
2. The reattribution must be received by the co w L. .'uys of the
committee’s receipt of the ariginal contributigsNgg
i of the excessive an ~ t.

3. The contributor may instead request a refiy

11 CFR §110.1(k)(3).
Within 60 days of receiving the excessive contribu & MR mmittce must either receive

the proper reattribution or refund thegxcessive portionVWgihe donor. 11 CFR

§§ 103. 3(b)(3) and 110. 1(k)(3)(u)(B) ‘‘‘‘‘ mittee must retain written

1 CFR §110.1(1)(5)
Notwithstanditg the above any excassive Ry [ egapibation that was made on a
written instrument irp R more thg ane individual may be
attributed among thg : structed otherwise by the contributor(s)
The committee shfl

. 'The contribufor may instead request a refund of the contribution.
11 CFR §110.1(b)(5)ii)(A).

Within 60 days of receiving the excessive conlribution, the commlittee must either receive
the proper redesignation or refund the contribution to the donor. 11 CFR §§103.3(b)(3)
and 110.1(b)(5)(ii)(A). Further, a political committes must retain written records
concerning the redesignation in ordor for it to be effective. 11 CFR §110.1(1)(5).




When an individual makes an excessive contribution to a candidate's authorized
committee, the campaign may presumptively redesignate the excessive portion to the
geceral elecdon if the contribution:

Is made bafere that canilidate’s primary election;

Is not designated in writing for a particular elsction;

Would be excessive if treated as a primary election contribution; and

As redesignated, does nat cause the contributor to exceed any other contribution
limit.

The committee is required to notify the contributor of the redesignation within 60 days of
the treasurer’s receipt of the contribution, and must offer the contgjbutor the option to
receive a refund instead. 11 CFR 110.1(b)(5)(i)(D)(ii). p

el

Facts and Anulysia

A. Facts
During audit fieldwork, the Audit staff utilized a g#
focused reviews to identify apparent excessivediatri
$94,854. This total is comprised of $94,554", the\gii
errors, and $300, the result of a focused review of tit
apparent excessive contributions resulte
of contributions by forwanding a prestgias
how their contribution was mdes1gnat o Rhat gpihe excessive
conitibution. FOTY resclved exceasive & IR 1

manncr, by issting refunds, prior to andit

D mmg contnbutlons These
R solvmg the excessive portion

B. Interim Andit Rgffor Recommendation
USSR thi ‘ pference and provided FOTY

B &ive Corsributions. The Audit staff raceived wapies of threc

refund ch Roated i Sst 2011 and totaling $550; two of these checks were not
Shdit stafi¥also received copies of presumptive letters dated August 5,

2011, totalmg $21 W

As a result of the refnds issued prior to audit notification ($11,820), the refunds issued
in response to the exit conference ($550) and the presumptive letters sent to contributors
in response to the exit conference ($21,450), the remaining apparent excessive
contributions FOTY did not address totaled $61,034 ($94,854 - $11,820 - $550 -
$21,450).

4 The sample efror amount was projected using a Monetary Unit Sample with a 95 percent confidence level
plus the result of a focused review of contributions not inchided in the sample populatidn, The sample
estimate could be as low as $53,689 or as high as $135,419.
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The Interim Audit Report recommended that FOTY provide documentation
demonstratiny that contributions totaling $61,034 were not excessive. Absent such a
demonstration, FOTY shaeuit lmve resolved tiiese apparent excessive cantributions by
eithar (1) sending presumptive redesigantianv/reattribution letters informing vontnibutors
about how the excessive portion of their contributiens wes tasotved and offering a refund,
(2) refunding thr excessive portion of each contribution and providing evidence af such
refunds, (3) disclosing the contributions requiring refund on Schedule D if funds were not
available to make the necessary refunds, or (4) making a payment of $61,034 to the U.S.
Treasury and providing evidence of such payment.

C. Committee Response to the Interim Audit Report
In response to the Interim Audit Report, FOTY provided copg
redesignation and/or presummtive reatiribution letters stm

of presumptive
t to receiving the

Interim Audit Repoat. After reviewing the doeumnentati * - aff conaluded that
$44,076 in apparent excessive contributions had b in a:.1-i*:. ely raamner.
FOTY also provided photocopies of two negotiajg’'refund checks sen*  **.)

individuals, totaling $300 N

‘. ) 4
In summary, of the $94,854 in apparent excessive .« ~ r[tions, FOTY has demonstrated
that it resolved contributions totalmg.i77 896 ($21,45"+ - ~i ,820 + $550 + $44,076) in
an untimely manner, .

Summary
During audit ﬁcld« ftce
periods revealed that FO I \ i. WIr notices for 51 contributions totaling
$75,700. M€ ﬁlﬂ"- =es wereser general election contributions.

to the Infwiz; "\ dit Re--pfrecommendation, FOTY representatives stated
that they¥ - =0 addmon3 fo n to provide in connection with this fihding.

" Legal Stdandal

Last-Minute C rihm'iﬁs (48-Hour Notices). Campaign eammittees must file special
notices regarding ¢ » _ "itions of $1,000 or more received less than 20 days but more
than 48 hours beforeﬁy election in which the candidate is running. This rule applies to
all types of contributions to any authorized committee of the candidate, including:

o Contributions from the candidate;

e Loans from the candidate and other non-bank sources; and

¢ Endorsements or guarantee of loans from banks. 11 CFR §104.5(f)



Facts and Analysis

A. Facts

11

During audit fieldwork, the Audit staff reviewed contributions of $1,000 or more
received during the 48-haur notice filing pariod for the primary eleation (4/15/2010 -
5/01/2010) and for the general election (10/14/2010 — 10/30/2010). FOTY failed to file
48-hour natices for 51 contributions totaling $75,700, as summarized below.

Primary General Tofal
48-Hour Notices Not Filed $2,500 $73,200 $75,700
(3] (49) 4 (51)

"The contributions for which 48-hour notices were not filegdst

y 0 m 41 individuals for




