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Dccember 7, 2015

MEMORANDUM

To:

The Commission

Through:  Alec Palmer /49

From:

By:

Staff Director

Patricia C. Orrock "?09/

Chief Compliance Officer

Thomas E. Hintermister—e\
Assistant Staff Director
Audit Division

Douglas Kodish é@

Audit Manager

Paula Nurthen
Lead Auditor

Subject: Audit Division Recommendation Memorandum on the Utah State

Democratic Committee (USDC) (A13-10)

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. Misstatcment of Financial Activity

The Audit staff determined that, for 2011, USDC understated its opening cash by
$17,885 and overstated its receipts and ending cash by $92,203 and $74,545,
respectively. For 2012, only the opening and ending cash were misstated.
Opening cash was overstated by $74,545 and ending cash was overstated by
$75,866. Subsequent to audit notification, USDC amended its reports, which
materially corrected the opening cash for 2011. In response to the Interim Audit
Report (IAR) recommendation and the DFAR, USDC agreed that transfers were
reported but not made through its bank accounts (and only accounted for on its
books), but stated their use of a sweep account precluded them from making
effective transfers. USDC requested a reduction in the misstatement amount of
$90.439, the amount of its reported transfers for 2011.



The Audit staff recommends the Commission find that USDC misstated its

financial activity for the calendar year 2011 and its opening and ending cash
balances for 2012,

Finding 2. Recordkeeping for Employees

For the period covered by the audit, USDC did not maintain monthly payroll logs
for some of its payroll, as required, to document the percentage of time each
employee spent in connection with a federal election. For 2011 and 2012, the
Audit staff identified 42 payroll transactions totaling $62,135, for which monthly
payroll logs were missing or incomplete. This consisted entirely of payroll which
was allocated between federal and non-federal funds. In response to the IAR
recommendation, USDC stated that it has procedures in place [that were
implemented.in 2012] to ensure that payroll logs are maintained to track the
amount of time employees spent on federal activities. USDC did not provide any
additional comments in response to the DFAR.

‘The Audit staff recommends the Commission find that USDC failed to maintain
monthly payroll logs to document the time employees spent on federal election
activity, totaling $62,135.

Finding 3. Improper Bank Account Structure

USDC maintained a bank account in which all funds, including both federal and
non-federal, were temporarily transferred from linked subaccounts (federal and
non-federal) to a parent account that served as a temporary holding account for all
USDC funds. This account structure was maintained for ten months in 2011 and
then its use discontinued. The Audit staff determined the account was not a
federal account in accordance with 11 CFR §102.5(a)(1)(i), which provides for the
permissible account structure pertaining to federal and non-federal activity. In
response to the JAR rccommendation, USDC stated that it had no additional

comments regarding this matter. USDC did not file an additional response to the
DFAR.

The Audit staff recommends the Commission find that USDC used an improper
bank account structure during 2011.

Finding 4. Receipt of Levin Fund Donations that Exceed the Limit

The Audit staff identified two donations to the Levin Fund that exceeded the
donation limitation by $12.000. In response to the IAR recommendation, USDC
filed amended reports disclosing different Levin contributors to replace those
identified as excessive, but did not provide evidence to demonstrate that total
Levin funds were sufficient and that the substituted Levin donors were Levin
cligible. However, in response to the DFAR, USDC stated that it used the last-in,
first-out accounting method and provided the accounting documentation requested
by the Audit staff. The Audit staff verified USDC’s Levin accounting and
determined that USDC did not exceed the Levin Donation Limit.

The Audit staff recommends the Commission find that USDC did ndt exceed the
Levin Fund limit. :



Finding S. Receipt of Contributions that Exceed Limits

USDC accepted contributions from two political action committees that exceeded
the limitation by-$8,500. Both of the excessive contributions were refunded;
however, the refunds were not made timely. In response to the IAR
recommendation, USDC stated that it had no additional comments regarding this
matter. USDC did not provide any additional comments in response to the DFAR.

The Audit staff recommends the Commission find that USDC accepted
contributions that exceeded the limitation by $8,500 and the funds were untimely
refunded. '

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 report can be viewed in the Voting Ballot Matters folder.

Should you have any questions, please contact Paula Nurthen or Douglas Kodish at 694-

1200.

Attachment: *

- Draft Final Audit Report of the Audit Division on the Utah State Democratic
Committee .

cc: Office of General Counsel



Draft Final Audit Report of the
Audit Division on the Utah State

Democratic Committee
(January 1, 2011 - December 31, 2012)

Why the Audit
Was Done

Federal law permits the
Commission to conduct
audits and field
investigations of any
political committee that is
required to file reports
under the Federal
Election Campaign Act
(the Act). The
Commission generally
conducts such audits

when a committee .-y .
appears not to havejifiet i

the threshold £ i
requircments for "
substantial compﬁahce
with the- Acg The audlt
determines whether the

committee complied with

the limitations,
prohibitions and

disclosure requirements. *

of the Act.

Future Action
The Commission may
initiate an enforcement
action, at a later time,
with respect to any of the
matters discussed in this
report.

' 52U.S.C. §30111(b).

About the Committee (p.3)

The Utah State Democratic Committee is a state party committee
headquartered in Salt Lake City, Utah. For more information, see
the chart on the Commmee Organization, p. 3.

Financ:al, ﬂ'etivity (p. 4)

. Recelpts ¥
o Comrlbuuons from Individuals S 448,066
o, ’Comnbutmns from™QOther Political
Gbmmlttegis (PACs) "% 206,626
o Tran_sﬁge:g‘from Atﬁlnated?@ther Party
Commtﬁe..es 771,602
R 1Qt3,,T ransfers: Txg%ns Nonfederal Accounts 550,073
p "i‘mhcr Receipis:, .. _ 119,872
Tgtllﬁec\_ggt ';, $ 2,096,239

v:“:..w

Tie Dlsbnrsements

.. o Operating Expenditures $1,119,344
“% &":xFedgral Election Activity 709,716
o " Coordinated Party Expenditures 134,156

; - . Other Disbursements 67,902
+0 Transfers to Affiliated/Other Party

Committees 65,000

Total Disbursements $2,096,118

s Levin Receipts $104,500

* Levin Disbursements §$103,500

Findings and Recommendations (p. 5)

e Misstatement of Financial Activity (Finding 1)

Recordkeeping for Employees (Finding 2)

Improper Bank Account Structure (Finding 3)

Receipt of Levin Fund Donations that Exceed the Limit (Finding 4)
Receipt of Contributions that Exceed Limits (Finding 5)



Draft Final Audit Report of the
Audit Division on the Utah
State Democratic Committee

(January 1, 2011 - December 31, 2012)




Table of Contents

Part 1. Background
Authority for Audit
Scope of Audit
Commission Guidance

Part II. Overview of Committee
Committee Organization
Overview of Financial Activity

Part III. Summaries
Findings and Recommendations

Part IV. Findings and Reconimendations
Finding 1. Misstatement of Finaicial Activjty "
Finding 2. Recordkeeping for Employe,g:s e Wy s
Finding 3. Improper Bank G ccount Structtne g ktd

Finding 4. Receipt of Levm*PUnd Donatlons that Excccd ‘the Limit

Finding 5. Recclpt of Contnbu{wnsjhat Excepd lens

Page

H W

11
13
1S



Part I
Background

Authority for Audit

This report is based on an audit of the Utah State Democratic Committee (USDC), 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 52 U.S.C. §30111(b), which permits the Commission to conduct audits and
field investigations of any political committee that is required to file a report under 52 U.S.C.
§30104. Prior to conducting any audit under this subsection, the Commission must perform an
internal review of reports filed by selected committees to determine if the reports filed by a
particular committee meet the threshold requxrcments f'or substantlal compliance with the Act.

52 U.S.C. §30111(b). .

Scope of Audit T
Following Commission-approved procedures, the fAudu sl'iff cvalualed various risk factors and
as a result, this audit examined: 3
l. the receipt of excessive contnbuuons P
. the receipt of contributions from, prohlblledsoﬁrces,
the disclosure of individual conﬁ:bg.tors occupauon and name of employer;
the disclosure of disbursements, debts and obllgatrons
the disclosurc of expepses-allocated: bclweqn fedcriLand non-federal accounts;
the consistency between reported figures and bank records;
the completeness of records; -
the disclosure of; mdependcnt expcnduures, gnd
other commlttce operauom ne‘ceSSar,y Io tihe review.

T

CommissiodaGuidaiﬂpe S

i"-.

WS b N

iy h-

Request for Enrly Comnﬂssron Consideration of a Legal Question

Pursuant to the Commnssnon 's “Policy Statement Establishing a Program for Requesting
Consideration of Legal Questions by the Commission,” several state party committees
unaffiliated with USDC requested early consideration of a legal question raised during audits
covering the 2010 election cycle. Specifically, the Commission addressed whether monthly time
logs under 11 CFR §106.7(d)(1) were required for employees paid with 100 percent federal
funds.

The Commission concluded, by a vote of S-1, that 11 CFR §106.7(d)(1) does require committees
to keep a monthly log for employees paid exclusively with federal funds. Exercising its
prosecutorial discretion, however, the Commission decided it would not pursue recordkeeping
violations for the failure to keep time logs or to provide affidavits to account for employee
salaries paid with 100 percent federal funds and reported as such. The Audit staff informed
USDC representatives of the payroll log requirement and of the Commission’s decision not to
pursue recordkeeping violations for failure to kecp payrol! logs for salaries paid and correctly




reported as 100 percent federal. This audit report does not include any findings or
recommendations with respect to USDC.employees paid with 100 percent federal funds and
reported as such.
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Part II
Overview of Committee

Committee Organization

Important Dates

¢ Date of Registration

November 16, 1978

e _Audit Coverage

January 1, 2011 - December 31, 2012

Headquarters

Bank Information

i Salt Lake City, Utah

L

¢ Bank Depositories 7 %0 | Two
e Bank Accounts aiii. |iSix federal and four non-federal
Treasurer ’ - o

e Treasurer When Audit Was Conductcd

Brlanng 9/20/13 - 3/16/15
Peter Cgiroon: 3/17/15 - Present

* Treasurer During Period Coveréd by Audit

Kathleeii Snyder: 1/01/11 = 10/10/11

Tre

Management Information, 1

Robert Miller: 10/11/11 ~12/31/12

o _Attended Commissiori C‘ar:\pggn Fi mance S’éfmnar

Fes

*  Who Handled Acc‘dummg and—Recordkeepmg o
Tasks g

By
ﬂ!’
"

Paid Staff



Overview of Financial Act1v1ty

(Audited Amounts)

Cash-on-hand @ January 1, 2011 $ 82,729
Receipts
o Contributions from Individuals 448,066
o Coniributions from Other Political Committees

(PACs) 206,626
o Transfers from Affiliated/Other Party Committees 771,602
o Transfers from Nonfederal Accounts 550,073
o Other Receipts © 119,872
Total Receipts s 2,096,239
Disbursements N
o Operating Expenditures he g 1,119,344
o Federal Election Activity 709,716
o Coordinated Party Expenditures ¥ . Ll 134,156
o Other Disbursements L L 67,902
o Transfers to Affiliated/Other Party Commmees oy, 65,000
Total Disbursements i _ s 2,096,118
Cash-on-hand @ December 31 2012 ¢t e $ 82,850
Levin Cash-on- hand“@ May 8,2012 % $0
Total Levin Receipts “' B 104,500
Total Levin Disbursements ™. L 103,500
Levin Cash-ﬁn-hand @- B,eeemher 31 2'011 $1,000




Part III
Summaries

Findings and Recommendations

Finding 1. Misstatement of Financial Activity

During audit fieldwork, a comparison of USDC’s reported financial activity with its bank
records found that, for 2011, USDC understated its opening cash by $17,885 and
overstated its receipts and ending cash by $§92,203 and $74,545, respectively. For 2012,
only the opening and ending cash were misstated. Opening cash was overstated by
$74,545 and ending cash was overstated by $75, 866 Subsequem to audit notification,
USDC amended its reports, which materially comrécted the opening cash for 2011, In
response to the Interim Audit Report recommeﬁaauon USDC stated that it disagrees with
the dollar amount of the receipts mlsstatement $92f,203 and requests that the finding be
reduced by $90,439, the amount of i |ts o:ver ‘reported transfers (For more detail, see p. 7.)

Finding 2. Recordkeepmgﬂfor Employee-s

During audit fieldwork, the Audit staff fourid, tﬁ‘ét ‘USDC did not maintain monthly
payroll logs for some of its payrdlli as required; ‘to document the percentage of time each
employee spent in connection with @ fedcral electlpn For 2011 and 2012, the Audit staff
identified 42 payroll transagctions totalmg $62,135, for—-whlch monthly payroll logs were
missing or incomplete. Tﬁls' cons:stedsgﬁurelyue{payroII which was allocated between
federal and non-fedérah funds:; In response to thc"lntenm Audit Report recommendation,
USDC stated ha it now: has _p_(,ogedurcs i, . place to ensure that payroll logs are
maintained 16° traulethe amQum " o] tmle employecs spent on federal activities. (For more
detail, see-p 9 ) RETAT N

'l':_'?r:_ .~
R

Finding 3 *‘:Improgﬁer Bank Account Structure

USDC maintained a‘bank agtount in which all funds, including both federal and non-
federal, were tcmporarrly wransferred from linked subaccounts (federal and non-federal)
10 a parent account that. served as a temporary holding account for all USDC funds. This
account structure was maintained for ten months in 201). The Audit staff determined the
account was not a federal account in accordance with 11 CFR §102.5(a)(1)(i), which
provides for the permissible account structure pertaining to federal and non-federal
activity. Upon review of the account activity, the Audit staff concluded that USDC did
not improperly use non-federal funds to pay for federal activity. In response to the
Interim Audit Report recommendation, USDC stated that it has no additional comments
regarding this matter. (For more detail, see p. 11.)

Finding 4. Receipt of Levin Fund Donations that Exceed the
Limit

The Audit staff identified two donations to the Levin Fund that exceeded the donation
limitation by $12,000. In response to the Interim Audit Report recommendation, USDC
filed amended reports disclosing different contributors of Levin funds to replace those the



Audit staff identified as making excessive Levin contributions. USDC did not
demonstrate through a reasonable accounting method that it had sufficient Levin-eligible
funds to make the Levin disbursements at the time when it spent the monies acquired
from the two excessive donations on Levin activities and it did not demonstrate that the
most recently disclosed Levin donations were, in fact, L.evin-cligible. (For more detail,
see p. 13.)

Finding 5. Receipt of Contributions that Exceed Limits
USDC accepted contributions from two political action committees that exceeded the
limitation by $8,500. Both of the excessive contributions were refunded; however, the
refunds were not made timely. In response to the Interim Audit Report recommendation,
USDC stated that it has no additional comments regarding this matter. (For more detail, see

p. 15.)

A
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Part IV
Findings and Recommendations

Ij‘inding_ 1. Misstatement of Financial Activity

Summary

During audit fieldwork, a comparison of USDC'’s reported financial activity with its bank

records found that, for 2011, USDC understated its opening cash by $17,885 and

overstated its receipts and ending cash by $92, 203%and $74,545, respectively. For 2012,

only the opening and ending cash were mlsstated Opemng cash was overstated by

$74,545 and ending cash was overstated by S‘TS 865 Subsequent to audit notification,

USDC amended its reports, which materml;ly correc’ted  the opening cash for 2011. In

response to the Interim Audit Report | recommendatlon*LSDC stated that it disagrees with

the dollar amount of the receipts mlsstatement $92,203, amd rcquests that the finding be

reduced by $90,439, the amount of its over- rcported transfers,-e ;.

Legal Standard RS T

Contents of Reports. Each report. must dlsclosc s

¢ the amount of cash-on-hand at the begmnmg and- 'end of the reporting period;

s the total amount-of rccelpts for the: reportmg perlod and for the calendar ycar;

* the total amount of d15bursements fonthe reporting period and for the calendar year;
and RN o

L cenam transactlons ;hat requlre ltermzauon on Schedule A (Itemized Receipts) or
Schcdule‘sB (Itemlzed_Dlsburagmcnts) 52 U.S.C. §30104(b)(1), (2), (3), (4) and (5)

V-
Facts and Analys!s L

~t

"L [
--.\. -

A. Facts BT

During audit fieldwork, thc Audit staff reconciled USDC'’s reported financial activity
with its bank records for the calendar years 2011 and 2012 and identified misstatements
for 2011 in its opening cash balancc, receipts and ending cash balance. The following
chart outlines the discrepancies between USDC’s disclosure reports and its bank records,
and the succeeding paragraphs explain, to the extent possible, the reasons for the
misstatements.



2011 Committee Activity
Reported Bank Records | Discrepancy
Opening Cash Balance @ ; " mnn? $17,885
January 1, 2011 $64 844 $82,729 Understated
. $92,203
Receipts $477,497 $385,294 Overstated
Disbursements $458,632 $458,859 5227
! ! Understated
Ending Cash Balance $74,545
@ December 31, 2011 §83,709 $9,164 Overstated
The overstatement of receipts resulted from the following:

¢ Transfers from non-federal accounts oveFreﬁorted $(90,439)

o Fidelity investment account recelpts over reported (2,170)

e Unexplained difference w e 406
Net Overstatement of Recelpt; B = $(92,203)

The misstatement of the opening cash balance m 2011 resulted rimarily from USDC not
reporting the proper opening balance and actrylty Tor the Karen ‘Shepherd Fund.}
Subsequent to audit notification;LISDC amendég its reports to adjust the opening cash
balance for this fund, which matenahl'ly;porrected tl}g opening cash balance for 2011. The
misstatement of the endm ash bala ee'% 2011 res:fr,fted primarily from the opening
cash adjustment for‘the Kfrbn. Shepher;g’Fun anddhe net overstatcment of reccipts
detailed above. h,

For 2012, USDC ts'vcrataled 11§ opemng eas’h balance by $74,545 and overstated its
ending cash:balance byv$75 866, The oVierstatements resulted primarily from the
dlscrepancles dyring caleridar year :2011 noted above. USDC has not filed amendments
to correct the mlsstated cash—balanccs for 2012,

B. Interim Audit Repor; & Audit Division Recommendation

At the exit conference, | the Audit staff explained the misstatements above, and other
possible misstatements related to a bank account in which all funds, including both
federal and non-federal funds, were temporarily transferred from linked subaccounts
(federal and non-federal) to a parent account that served as a temporary holding account
for all USDC funds. Schedules of the misstatements were provided to USDC
representatives and Counsel. Counsel stated that they would review the schedules and

? The opening cash balance was adjusted to include a federal cash balance from USDC’s parent account
discussed in Finding 3. .

¥ The Karen Shepherd Fund consisted of emounis originally donated from the Karen Shepherd for
Congress Commiltee in 1995. During 2011, 1otal receipts were $1,100 and there were no disbursements.
The opening cash balance at the beginning of 2011 was $55,620 and the closing balance at the end of
201) was $56,720. These balances were included in the amendments filed by USDC after notification of
the audit. It is also noted that USDC closed the account for the Karen Shepherd Fund in March
2014,



might seek Commission consideration regarding the inclusion of the parent account as a
federal account. Subsequently, USDC filed 2 Request for Commission Consideration of
a Legal Question; however, the matter was withdrawn after the Audit staff, in further
consultation with the Office of General Counsel, decided not to include activity from the
parent account as part of the misstatement finding, since USDC did not use the parent
account to pay any of its expenses and it was not used as a Federal allocation account.*

The [nterim Audit Report recommended that USDC file amended disclosure reports to
correct the remaining overstatements of ending cash and receipts for 2011 and the
misstated cash balances for 2012.

C. Committee Response to Interim Audit Report
-In response to the Interim Audit Report recommendation, USDC said it disagrees that
receipts were overstated by $92,203 and requests thgt this amount be reduced by $90,439,
the amount of over reported H3 transfers. USD@ ‘contends that if it had made electronic
transfers (or written checks) from its holdmg} ccqunt and deposited them into its Federal
account, the funds would have been relurné'ﬂ 1o its"Rarent account by automatic transfers,
so in effect, no transfers could have begefi” made: Thcrefme it recorded the transfers on its
books and reported them assuch. %73 o
The Audit staff maintains that USDC ovcrstated the amount of ransfers from its non-
federal account and continues td recummend that USDC amend its reports to reflect the
amount of funds that were actualfy. transfcrred betWeen the accounts. Such an adjustment
would be consistent with;the reporting ot?other transfers between these accounts which

USDC properly rcponed dui'mg the ai.ldn penoﬂ* 3l

| Fmding 25 Becdi':qugg;ng {gr Employees

Summafyn
During audit fi &Idwork th’e Audltstaff found that USDC did not maintain monthly
payroll logs for. seme of its pﬁayroll as required, to document the percentage of time each
employee spent in c@gnecuen with a federal election. For 2011 and 2012, the Audit staff
identified 42 payroll transachons totaling $62,135, for which monthly payroll logs were
missing or incomplete. - Fhis consisted entirely of payroll which was allocated between
federal and non-federal funds. In response to the Interim Audit Report recommendation,
USDC stated that it now has procedures in place to ensure that payroll logs are
maintained to track the amount of time employces spent on federal activities.

Legal Standard
Maintenance of Monthly Logs. Committees must keep a monthly log of the percentage
of time each employee spends in connection with a federal election. Allocations of
salaries, wages, and fringe benefits are to be undertaken as follows:
o employees who spend 25 percent or less of their compensated time in a given
month on federal election activities must be paid either from the fedcral account
or have their pay allocated as administrative costs;

* The parent account is the subject of Finding 3- Improper Bank Account Structure.
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* employees who spend more than 25 percent of their compensated time in a given
month on federal election activities must be paid only from a federal account; and
» employecs who spend none of their compensated time in a given month on federal

election activities may be paid entirely with funds that comply with State law. 11
CFR §106.7(d)(1).

Facts and Analysis

A. Facts

During audit ﬁeldwork the Audit staff reviewed disbursements for payroll. USDC was
required to maintain monthly logs or equivalent records to document the percentage of
time each employee spent in connection with a federal election for $358,530 in payroll.
These logs are required 10 document the proper allocation of federal and non-federal
funds used 1o pay employee salaries and wages. For some employee time records, USDC
properly utilized a payroll log to record the ume .spent on federal election activity.
However some payroll logs were cither mlssmg r werc not complete for payroll totaling
$62,135.% The total of 862,135 consisted. enhrely of; ayroll reported on Schedules H4
and paid with an allocation of federal a,nd noni-federa ﬁmds

B. Interim Audit Report & Audit Dlvmbn &écommendaﬁon

At the exit conference and durmg audit ﬁefdwerk the Audit staff discussed the payroll
recordkeeping issue with USDC' -rtp sentatlvesh Thc representatives noted that most of
the missing records were for three*mdwl;duals. one; .ef whom is now deceased. The
representatives stated.: that,f%amng m@QQZ UsDC a,dbpted new employee policies and
procedures that reqmr,ed aﬂ“employees\to sign’ ﬁmesheets that tracked the percentage of
time spent on federal elhct:or’i“actwuty A sample of the new timesheet and a copy of the
policies and goccdures wereproyujed to'the-Audit staff. The Audit staff found the
planned changes’ sufﬁclent fer lrackmg»thé amount of time spent by USDC employees on
federal élecmon acuvnty ',

For USDC cmployees lhat were pa:d with an allocation of federal and non-federal funds

for which payroll logs, were.‘r,mssmg or incomplete, the [nterim Audit Report
recommended that USDC W

e provide evndence that the missing or incomplete monthly time logs were
maintained to document the percentage of time an employee spent in connection
with a federal election; and

e. continue to maintain payroll logs according to the policy provided to the-Audit
staff.

5 This total does not include payrol) for employees paid with 100 percent federal funds and reported as
such (see Part [, Background, Commission Guidance, Request for Early Commission Consideration of a
Legal Question, Page 1). Payroll amounts are stated net of payroll taxes and benefits.

¢ All payroll described in this finding, $358, 530 was required to be allocated between federal and non-
federal activity.



C. Committee Response to Interim Audit Report

In response to the Interim Audit Report recommendation, USDC stated that it now has
procedures in place to ensure that payroll logs are maintained to track the amount of time
employees spent on federal activities. The Audit staff concludes that USDC did not
maintain monthly logs for payroll totaling $62,135.

| Finding 3. Improper Bank Account Structure

Summary
USDC maintained a bank account in which all funds, including both federal and non-
federal, were temporarily transferred from linked subaccounts (federal and non-federal)
to a parent account that served as a temporary holding account for all USDC funds. This
account structure was maintained for ten months in 2011. The Audit staff determined the
account was not a federal account in accordance with 11 CFR §102.5(a)(1)(i), which
provides for the permissible account structure t‘p‘e'f(rtammg to federal and non-federal
activity. Upon review of the account activity; thé;Audit staff concluded that USDC did
not improperly use non-federal funds to pay. for federal | activity. In response to the

- Interim Audit Report rccommendauon,aUSDC stated thgl it has no additional comments
regarding this matter. SR T -u..._v;

Legal Standard : g
A. Accounts for Federal and Noﬁ-F ederalﬂcpwty A party committee that finances
political activity in connection with both.federal and.nqn-federal elections may establish
two accounts (federal: and:non- fedcral) aﬁ’d aljocate J;*h*art:d expenses - expenses that
simultaneously suppart fcd'eral and noﬁ*‘federal ‘Election activity - between the two
accounts. Allernatwdy,&hc cgmmlttce may condlct both federal and non-federal activity
from one ban_k acc?unt whlch. is. cons1dercd 4 federal account. 11 CFR §102.5(a)(1)(i).
.= TR '{““" s -'W'eqt‘r
B. Federslw Non-cheraI Ai;;;ount The federal account may contain only those funds
that are permls_gxble undenfthe fedé’rgl election law. The non-federal account may contain
funds that are not; permlltcaﬁunder the federal law (but are legal under state law), such as
contributions that eXceed thé limits of the federal law and contributions from otherwise
prohibited sources, such -as corporations and labor organizations. |11 CFR §102.5(a)(1)(i)
and (a)(3).

C. Transfers. Generally, a political committee may not transfer funds from its non-
federal account to its federal account, except when the committee follows specific rules
for paying for shared federal/non-federal election activity. 11 CFR §§102.5(a)(1)(i) and
106.5(g).

D. Paying for Allocable Expenses. The Commission regulations offer party commitiees
two ways to pay for allocable, shared-federal/non-federal expenses.

s They may pay the entire amount of the shared expense from the federal account
and transfer funds from the non-federal account to the federal account to cover the
non-federal share of that expense; or

e They may establish a separate allocation account into which the committee
deposits funds from both its federal and non-federal accounts solely for the
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purpose of paying the allocable expenses of shared federal/non-federal activities.
11 CFR §106.5(g)(1)(i) and (ii)(A).

E. Reporting Allocable Expenses. A political committee that allocates federal/non-
federal expenses must report each disbursement it makes from its federal account (or
separate allocation account) to pay for a shared federal/non-federal expense. Committees
report these kinds of disbursements on Schedule H-4. 11 CFR §104.17(b).

Facts and Analysis

A. Facts
Prior to audit fieldwork, USDC informed the Audit staff that a previous Executive
Director had maintained a bank account that included both federal and non-federal funds,
obtained primarily through automatic transfers (sweep _) from linked subaccounts (a
federal bank account and a non-federal bank aqcéunt) The parent account also
automatically transferred money back to the _subdgcounts to pay for checks and other
debits from the subaccounts. The effects gfthese lransfers on a daily basis, were to
maintain zero balances in these subaccgunts=5: T -t

J'I-I

USDC did not deposit funds directly into'the parpnt account&.other than small credit card
contributions, totaling $41,784; and the afonqméﬂ'tloned auton}a'tlc transfers. The account
was not used to pay bills, cxceptufor credit card:fees associatéd with contributions that
totaled $2,435. All transfers for alldcat,gd costs wigre paid directly by check or internet
transfer from a non-federal account- tp federal accé%xpt The automatic sweeps function
was discontinued i in; Qctober of 2011.% ~Thereaﬁgr,,,tgﬁc parent account served only as a
credit card processing: pccOun‘t\ Nl
Under 11 CFR §102 2 comi{ml dis fhust usé a federal account to deposit and pay all
federal atstw;_ty Alternauvely, a, comm'lttee may choose to establish a special account,
called an all‘oca,uon account, solély.for the purpose of paying mixed federal/non federal
expenses. Fundsﬁarc then trqnsfen‘ed from the federal and nonfederal accounts into the
allocation accountstd; 0 pay foriallocablc activity. USDC's account structure as described
above does not complyylthrthe regulations pursuant to 11 CFR §102.5.

¥
The commingling of federal and non-federal funds into the parent account increased the
risk of.utilizing non-federal funds for federal activity. However, based on a funding
analysis of all USDC's accounts, the Audit staff concluded that no overfunding of federal
activity from non-federal accounts existed during the audit period.

7 The parent account also received credit card contributions from both federal and non-federal
donors, and was used to pay expenscs relating to the processing fees for those credit card
contributions. .

! Other than the linked federal sub-account, USDC did not maintain a federal account for its daily
operational activities.

¥ Ofthe contributions and fees mentioned in this paragraph, only $7,517 was processed and deposited after
October 2011; the fees totaled $165.
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B. Interim Audit Report & Audit Division Recommendation

At the exit conference, the Audit staff discussed the improper account structure with
USDC representatives and Counsel and it was subsequently presented as a finding.
Counsel stated that USDC agreed that the account structure was improper and that its use
had been discontinued. Subsequent to the exit conference, Counsel provided sufficient
explanation to assure the Audit staff, in conjunction with their own analysis, that no
overfunding of federal activity resulted from the commingling of federal and non-federal
funds in the parent account. :

The Interim Audit Report recommended that USDC provide any additional information
or written comments that it considered relevant to this matter.

C. Committee Response to Interim Audit Report

In response to the Interim Audit Report recommendation, USDC provided no additional
comments. The Audit staff concludes that USDC used an account structure for ten
months during 2011 that was not in comphance W-Ith regulations pursuant to 11 CFR
§102.5. i

...L.-:- i

Finding 4. Receipt of Levm Fu,nd Doﬁgtions that Exceed

7 the Limit xS
Summary 2
The Audit staff ldenut' ied.two donat_lons‘t he Levn 3und that exceeded the donation
limitation by $12 0,00 “@ onse tolhc Report recommendation, USDC

filed amended rcpdr%s |sclo§ g dlffcrent cont tors of Levin funds to replace those the
Audit staff identified as} Lnakn excessnvq qum contributions. USDC did not
demonstrateﬁlreugg‘a refg’bfhbﬁm ogngﬁlg method that it had sufficient Levin-eligible
funds to.make the Levip, d|sBumement§-at the time when it spent the monies acquired
from the twg:iexcessive donauonsﬁn -Levin activities and it did not demonstrate that the
most recently dlscloscd chm dordtions were, in fact, Levin-eligible.

Legal Standard .

Party Committee lelts “A state, district or local committee of a political party must
not solicit or accept from any person (including any entity established, financed,
maintained, or controlled by such person) one or more donations of Levin funds
aggregating more than $10,000 in a calendar year. If the state limit is less than $10,000,
the committee must adhere to that limit. 11 CFR §300.31(d)(1)~(2).

Levin Funds Accounts and Accounting. For Levin fund expenditures, Committees .
must either:
o Establish a separate Levin account (in addition to the non-federal and federal
accounts); or .
» Deposit Levin funds into the non-federal account, and demonstrate through a
reasonable accounting method that it has sufficient Levin funds in the account to
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cover any expenses allocated to Levin funds.!® 11 CFR §§ 102.5(a)(3) and
300.30(c).

Facts and Analysis

A. Facts

USDC deposited its Levin funds into its non-federal account, and reportedly “flagged™
(tracked) its donations. It later transferred these Levin donations, as needed, into its
Levin account. During the audit period, USDC made two lump-sum transfers from its
non-federal account into its Levin account, in anticipation of making Levin
disbursements, The Audit staff reviewed these donations and identified two donations in
2012 that exceeded the Levin donation limit.

a L

USDC exceeded the Levin donation limit by $12,000.. Utah state law does not address
limits for Levin fund donations; therefore, the: fcd‘qral limit of $10, 000 per donor in a
calendar year should have been followed. \-6 dotig r.made donations totaling $18,000,
and exceeded the donation limit by S8 0,0'65’ﬂd=lhe other donor made donations totaling
$14,000, and exceeded the donauomhmnt by $4,000. ’ﬁs::

W C- "!:1 e
B. Interim Audit Report &-Audit Dlwsiqq‘Recommenda__tlon
At the exit conference, the Audxﬁ.slaff discussed: "this matter with USDC representatives
who replied that Levin funds weré ftansferred from USDC's non-federal account to its
L.evin account, and that:because of a cleneal Lerror, the wrong Levin donors were
disclosed. USDC proposcd amendmg ‘,ts rcpoft"to:dlsclose different Levin eligible
donors. ) E ey &
The Audit; staff in consultati‘én Wrth ithe, Qfﬁce of General Counsel, agreed that the
amendm'ems would resblvc tlfenssue o‘?excesswe Levin donations, but sought more
information about the accguntmg mgthod utilized and the related clerical disclosure
errors. kS .,,\ B
The Interim Audit Ré(port ﬁbommended that USDC provide evidence these donations
were not excessive or sh,ew through a reasonable accounting method that total Levin
funds were sufficient arid that the proposed substitute Levin donors were Levin cligible at
the time Levin expendnures were made. Absent such action, USDC should refund the
$12,000 in excessive donations and provide evidence of such refunds (to mclude copies
of the front and back of the cancelled checks).

C. Committee Response to Interim Audit Report

In response to the Interim Audit Report recommendation, USDC stated that it would file
amendments within 30 days to disclose different Levin eligible donors, which it has since
done. However, no information was provided regarding USDC’s accounting method to
demonstrate that total Levin funds were sufficient and that the proposed substitute Levin
donors were Levin eligible at the time Levin expenditures were made.

®  Levin funds cannot be deposited into a federal account.
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The Audit staff agrees the amendments filed for the excessive Levin amount is sufficient
as long as associated records are provided that show the adequacy of Levin Funds and the
eligibility of Levin donors.

l Finding 5. Receipt of Contributions that Exceed Limits

Summary

USDC accepted contributions from two political action committees that exceeded the
limitation by $8,500. Both of the excessive contributions were refunded; however, the
refunds were not made timely. In response to the Interim Audit Report recommendation,
USDC stated that it has no additional comments regarding this matter.

Legal Standard
A. Party Committee Limits. A state, district op: ltj;:al committee of a political party may
not receive more than a total of $5,000 per'enlendar year from a multicandidate
political committee. 52 U.S.C. §301 l6(a)(2)(C9 and 11 CFR §110.2(d).
B. Handling Contributions That Appear. Excesslve.z If a committee receives a
contribution that appears to be excésive, lhe commlttce must either:
¢ Return the questionable chedk’ f\onhe domor; or %,
* Deposit the check into.its federal actount‘and Y8
o Keep enough moﬁcy in the accgpnt to cover all potcnt|al refunds;
o Keep a written record pxplalmng Why the contribution may be illegal;
o Include this explana"tjon Uﬂ SchedﬁlesA if the contribution has to be
|tcmxzéd BEfore its legalit)is"extablisiied;
o See%’-h.rcattrlbutlon or FedeSIgnatl'én of the excessive portion, following
the msttuéuons provndcd in the Commission regulations; and
o Hige, comm‘m“ée does; a0t r.ccelvc a proper reattribution or redcsignation
B withifi; 60 daysafter récewmg the excessive contribution, refund the
e excessnvé" 8omom;o the donor. 11 CFR §103.3(b)(3), (4) and (5).

Facts and Analxsls

A. Facts
USDC accepted contributions from two multicandidate political action committees that
exceeded the limitation by $8,500. One of the contributions was made in 2011 for
$10,000 and the other was made in 2012 for $8,500, resulting in excessive contributions
of $5,000 and $3,500, respectively. Both of the excessive contributions were refunded;
however, the refunds were not made timely (refunds were made 129 days and 373 days
later, respectively).

B. Interim Audit Report & Audit Division Recommendation
Subsequent to the exit conference, the Audit staff presented this matter to USDC
representatives. USDC acknowledged the errors and noted that they had addressed them.

The Interim Audit Report recommended that USDC provide any additional comments it
considered relevant 1o this matter.



C. Committee Response to Interim Audit Report

In response to the Interim Audit Report recommendation, USDC made no additional
comments. The Audit staff concludes that USDC accepted contributions that exceeded
the limitation by $8,500 and the funds were untimely refunded.
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