Draft Final Audit Report of the
Audit Division on the Hawaii

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

Why the Audit Was About the Committee (p.2)

Done The Hawaii Democratic Party? is a state party committee

Federal law permits the headquartered in Honolulu, Hawa** * “or more information, see

Commission to conduct the chart on the Committee org‘yfmm}n, p. 2.

audits and field . -.

investigations of any political Financial ActiVitw‘ e

committee that is required to ® Receipts A~

file reports under the Federal o Contributiong; *  Jndividua'- $ 210,653

Election Campaign Act (the o] Contri%from Party and ., .

Act). The Commission Politicgl@.™1 nittee / 290,032

generally conducts such o Transfers: 1.\ 111,387

audits when a committee ‘o Loans Receiw .| 30,000

appears not to have met the o 11 msfers fror \.» -*v.!iral and

threshold requirements for Ier. | unds » 122,196

substantial compliance with o (r. o Rede.. - 563,137

the Act.' The audit Total Rgeei R4 $1,327,405

determines whether the | -V i

committee complied ww'. ' Disburseljftnts  »

limitations, prohibition<#=d Rg Expenditures $ 621,546

disclosure requiremerts . ) atagsParty Expenditures 129,725

the Act. e pdyments Made 10,000
. o ~Retggls of Contributions 20,227

: Other Disbursements 247,249
TF}:%‘:??: ?nxaly in T ~ederal Election Acti\_lity 272,159
anenforcer  ..tion, ata Jnml Disbursements . $1,300,906
. - . )
of the matters diotin | ® Levin Recelpts 23,564
this report. ' 4 ¢ Levin Disbursements $23,564

) 4 Findings and Recommendations (p. 4)
Misstatement of Financial Activity (Finding 1)

Receipt of Contributions that Exceed Limits (Finding 2)
Receipt of Apparent Impermissible Funds (Finding 3)
Reporting of Debts and Obligations (Finding 4)
Recordkeeping for Employees (Finding 5)

Failure to Properly Report Media Related Expenditures
(Finding 6)

e Allocation of Expenditures (Finding 7)

1 520.S.C. §30111(b).
2 On October 4, 2016, the Hawaii Democratic Party changed its name to the Democratic Party of Hawaii.
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Part I
Background

Authority for Audit
This report is based on an audit of the Hawaii Democratic Party (HDP), 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 repe=t nnder 52 U.S.C. §30104.
Prior to conducting any audit under this subsection, the Commissigghuusit,perform an internal
review of reports filed by selected committees to determine if tl 1.~ orts filed by a particular
committee meet the threshold requirements for substantial ¢+ & -+ *  ith the Act. 52 U.S.C.
§30111(b).

. RN
-

Scope of Audit /
Following Commission-approved procedures, the#. % staff &..iaated vari.- .« Wactors and
as a result, this audit examined: 4 N\ 7
1. the receipt of excessive contributions and loans;
2. the receipt of contributions from proli™+ &d sources; .
3. the disclosure of contributions receiv.-. e
4. the disclosure of disbursements, debt- .'1." v=*l:~ w'.-is; *
5. the disclosure of expenses allocated b y non-1.-.ieral accounts;
6. the consistency between r=n~rt=d figures ﬂ( ICuuaeny
7. the completeness of r . v
8. the disclosure of %dem «» .nditures; a
9. other committee dper nec. -- iry to the re .

Y ,;1._

Commission Guidance- =~

Reque-1 fur-l arly Commission Conﬁﬁtion of a Legal Question

Pursuant to .. ¢ .-mmission  “>licyStatement Establishing a Program for Requesting
Consideration .»: - v - . Quest - by the Commission,” several state party committees
unaffiliated with 11:)2 - cquestggrearly consideration of a legal question raised during audits
covering the 2010 e ». = cysle. Specifically, the Commission addressed whether monthly time
logs under 11 CFR §1 - (1) were required for employees paid with 100 percent federal
funds. :

The Commission concluded, by a vote of 5-1, 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 will 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 HDP
representatives of the payroll requirement and the Commission’s decision not to pursue
recordkeeping violations for failure to keep payroll logs for salaries paid and correctly reported
as 100 percent federal. This audit report does not include any findings or recommendations with
respect to HDP employees paid with 100 percent federal funds and reported as such.



Part 11
Overview of Committee

Committee Organization

Important Dates

e Date of Registration -

December 17, 1986

e Audit Coverage

January 1,20]1 - December 31, 2012

Headquarters

Honolulv ¥__ ajj

Bank Information

e Bank Depositories

e Bank Accounts

alar- Three Non-Federal .

. Treasurer

M N

e Treasurer When Audit Was Conducted ‘

 Yuriko J. Sugi-

094 — 08/20/14);
Flore e Kong Kee| " m4 07/09/16);
! ung (07/L .6 — Present)

e Treasurer During Period Covered by Audit “\ i::) J. Sugimura
Management Information Ao Lt
o Attended Commission Campaign Financ. sJminar | Yes- - ™
e Who Handled Accounting and Recordkee}i )
Tasks d Stayr
4



Overview of Financial Activity

(Audited Amounts)
Click here to enter a date.
Cash-on-hand @ January 1, 2011 ~$ 8365
Receipts :
o Contributions from Individuals ' ' 210,653
o Contributions from Party and Political Committees 290,032
o Transfers from Affiliates © 111,387
o Loans Received V' 30,000
o Transfers from Non-federal and Levin Funds . - 122,196
o Other Receipts £~ 563,137
Total Receipts ' s 1,327,405
Disbursements A% - N
o Operating Expenditures
o Coordinated Party Expenditures .
o_Loan Repayments Made é ™ A N
o Refunds of Contributions ' ~ s
o Other Disbursements 24/ 249
o Federal Election Activity. o < A 272.159
1 otal Disbursements w- | 4 ¥ 1,300,906
Cash-on-hand @ December 31, 2012 1N $ $34.864

. ?
Levin Cash-on-hand @ %ﬂl 2012 i $ 0
Total Levin Receipts 23,564

Total Levin Disbursementi-a, 23,564
Levin Cash-on-hand @ Dcceinln L fl 2012 : $ 0
-y N = AR N
A Y 4
“, p
V. 4



Part III
Summaries

Findings and Recommendations

Finding 1. Misstatement of Financial Activity

During audit fieldwork, a comparison of HDP’s bank activity with its most recent
amended reports filed prior to the audit revealed material misstate—=nts in both 2011 and
2012. In response to the Interim Audit Report (IAR) recommepda.38, HDP filed
amended disclosure reports for 2011 and 2012 which mater i '\ ..orrected the

misstatements. Also, in response to the IAR recommendagi-+x’ 11!’ Counsel (Counsel)
stated that HDP did not believe the Convention Account§¢A) sl «xr..1 he included in the

misstatement finding. / &

'\ .
After consideration of Counsel’s response andg - .. itiolywith our Of ". - i (i 1al
Counsel, the Audit staff determined, based on ax -1.. *- ¢ inf@rqation, that tk: ¢ \isnota

federal account since its activity is non-federal. Consglafently, the Audit staff excluded
the CA and its activity from the misstatement finding ca-'-tion. However, since HDP
originally disclosed the CA activity o- *..2.i ederalrepc _he beginning cash for 2011°
and receipts and disbursements for 2(*" *+.+.~" ~er mi-+" 5.1, "1 need to be corrected.
The Audit staff recommends that HDP afgen. .. _..i-v.~ ire rgr »-ts to correct the
misstatements and reconcile its cash balan ?

: v .
In addition, a comp'anign of 1* s bank actility with its original reports filed for 2011
and 2012 alsoreve .. -iater _| -nisstatement .- gdisbursement activity. HDP made no
comments in its respor -z 1 .- T2  “nofur’.ractionis required. The removal of
the CAand .- i’ vresoivos . he finding. (For more detail, see p. 7)

Finding 2. Recc?pt of Contributions that Exceed Limits
Dufiug as..n .ieldwork, udit -*.-*. identified contributions from two political action
committe.- exceeded g limifation by $20,000. Both of the excessive contributions
were untimel ". nded. H&wever, documentation was not provided to demonstrate that
one refund totalli  -,0008Had cleared the bank. In response to the IAR
recommendation, v¢ = A provided documentation demonstrating the refund for $5,000
had cleared the bankf,l he Audit staff concludes that HDP untimely resolved excessive
contributions totaling $20,000. (For more detail, see p. 11)

Finding 3. Receipt of Apparent Impermissible Funds
During audit fieldwork, the Audit staff identified 75 receipts, totaling $169,586,
deposited into HDP’s federal accounts during 2012 that appeared to be from
impermissible sources. In response to the IAR recommendation, HDP Counsel stated

3 The beginning cash misstatement amount flows through to cause an additional misstatement in ending
cash for 2011 and beginning cash for 2012.



that a majority of the impermissible contributions were received in connection with
HDP’s state convention; and therefore, Counsel believes that the CA should be removed
from the impermissible funds analysis. Counsel stated that state convention activity
should not be considered federal activity. Also, Counsel believes that amounts
transferred from HDP’s federal account to its CA for non-federal purposes (convention
fundraising) should mitigate other impermissible funds. In addition, HDP showed that
$5,080 of receipts were permissible, $27,000 of receipts were untimely refunded, and
filed amended reports for $115,000 of impermissible receipts from corporations on
Schedule D (Debts and Obligations).

After consideration of Counsel’s response and consultation with gfie Office of General
Counsel, the Audit staff determined, based on available info on, that the CA isnot a
federal account since its activity is non-federal. Consequen :." i~ Audit staff concluded
that $22,006 in receipts deposited into the CA were not jgfiZ1 1'1-~.I"2 and excluded this
amount from the finding. In addition, the calculated amotijjt of -:. =1 .: ssible
contributions was reduced by $10,959 for transfersgr- :.'- within app:o:- ©  : timeframes
from one of the federal accounts to the CA leavisf® an imp‘ehrmissible baragy v of

$104,451. ] !
SaN ’

The Audit staff reccommends that HDP file an amend  ~ ort to reduce the debt amount

for impermissible receipts on Schedul: D to $104,541. .. he Audit staff recommends

that HDP provide documentation that -1 ;. « w the Aua determine if and to

what extent impermissible receipts weic s v1pecnwith . ral election. (For more

detail, see p. 13) ‘ £

o~

Finding 4. Reportingiof Debts and Oﬁxgations

During audit fieldy®-h e »“a» dstaff identifigd debts and obligations from 17 vendors,
totaling $115,967, wi al w W L -1ized or gPTe under reported on Schedules D
(Debts and Obhgatlons) I| aren e 'K recommendation, HDP filed amended
disclos Pouds o 1 w12 corfewHy reporting and disclosing these debts and
oblig “isonSchem (I 1 vedetail, see p. 19)

Fmdiﬁ 5. Recordkeepfng for Employees

During auc - ~ " “work, th __ dit staff determined that HDP did not maintain any
monthly payr _° asr ired, to document the percentage of time each employee
spent in connect “- Flederal election. For 2011 and 2012, the Audit staff identified

payments to HDP ..y, 2es totaling $60,923 for which HDP did not maintain monthly
payroll logs. This c@#w ted of $48,510 for which payroll was allocated between federal
and non-federal funds, and $12,413 for which payroll was exclusively paid with non-
federal funds. The IAR recommended payroll logs be provided or in their absence that a
plan be implemented to maintain payroll logs in the future. Counsel stated that the
payroll logs could not be located but that HDP has implemented procedures to maintain
the necessary documentation for payroll. (For more detail, see p. 21)

4 There were two federal accounts that made transfers to the CA.



Finding 6. Failure to Properly Report Media Related
Expenditures

During audit fieldwork, the Audit staff identified disbursements totaling $30,148, whlch
appeared to be media related independent expenditures requiring disclosure on Schedule
E (Itemized Independent Expenditures), that HDP disclosed on Schedule B, Line 30b
(Federal Election Activity) and Schedule F (Coordinated Party Expenditures). Of the
$30,148, HDP did not file the required 24-hour reports for those items that should have
been reported on Schedule E totaling $29,725.

In response to the IAR recommendation, Counsel stated these e ,-1'5{1:5"-1»: iture were
coordinated (and amended reports were filed showing these X ndlture as coordinated
on Schedule F) and not independent expenditures. Counselfeithi:: hat, although the
expenditures exceeded HDP’s coordinated expenditure li{# t, ti i~ v 1 occurred as a
result of an administrative oversight, a failure to co h&Demc-. ".:* . Senatorial
Campaign Committee (DSCC) to obtain a higher m authority.

As a result of HDP’s response to the IAR recﬁ.. dano e Audit stai: u. ined

HDP made coordinated expenditures totaling $129, only had coordfh: ated
spending authority for $102,600. Therefore, HDP ex. its spendmg limit by
$27,125. The Audit Staff recommend- |i.):* -cek a reftuﬁ - 1 Hirono for Congress for
the excessive amount. (For more detari -0 9N ’

Finding 7. Allocation of Expeng itures ;

During audit ﬁeldwzw . % of disbul§€ments m. j “-om the federal and non-
federal accounts idepfified an rent non- "i‘-:.u_ overﬁmdmg of activity in the amount

of $82,722. Inresq .1~ "+ the recommentd!:-".yn, HDP filed amended reports and

submitted additional di-. 11 5 T ertain v+ ‘enditures. Based on the new
documenta*.a- *i¢ \udi -fa* VI . .%ation and concludes the non-federal
accou;W' o averresd the sede il account. (For more detail, see p. 28)
¢ - ’
N ’
* 4



Part IV
Findings and Recommendations

| Finding 1. Misstatement of Financial Activity

Summary
During audit fieldwork, a comparison of HDP’s bank activity withaits most recent
amended reports filed prior to the audit revealed material misstat....cats in both 2011 and
2012. In response to the Interim Audit Report (IAR) recon ;.11 -1 ition, HDP filed
amended disclosure reports for 2011 and 2012 which mates:. ™+ . grrected the
misstatements. Also, in response to the IAR recommendation, i !DI’ ¢ .-unsel (Counsel)
stated that HDP did not believe the Convention Ac: ) shot: .i I'v " .cluded in the
misstatement finding.

LY
b

. 4
After consideration of Counsel’s response and con:--1i  tiopfRith our Office gt General
Counsel, the Audit staff determined, based on ava * ormation, that the CA is not a
federal account since its activity is non-federal. Cons.. ly, the Audit staff excluded

the CA and its activity from the miss -'..-'l ¢ - finding caica *~ n. However, since HDP

originally disclosed the CA activity on *.. wrepons, L inning cash for 2011°
and receipts and disbursements for 2012 ¢ - isstategand need to be corrected.
The Audit staff recommends that HDP am®@pd j#§ .- -z eports to correct the
misstatements and reﬁ' ™™ h balanct

~

In addition, acomf* =i of F LI; s bank activi v yith its original reportsfiled for 2011
and 2012 also reveale:: . nent - _lisbursement activity. HDP made no
comments .;. .~ fisronse .. muwher action is required. The removal of
the CA y- “+ 1 v vigsoles - portion of the finding. '

Legil Standard

Content. nfiReports. Ei  eporf’must disclose:

e TheamoW  cash-on .nd at the beginning and end of the reporting period;

e The total ; it of rec. ots for the reporting period and for the calendar year;

¢ The total amouligffisbursements for the reporting period and for the calendar year;
and :

e Certain transactions that réquire itemization on Schedule A (Itemized Receipts) or
Schedule B (Itemized Disbursements). 52 U.S.C. §30104(b)(1), (2), (3), (4) and (5).

5 See footnote 3.




Facts and Analysis

A. Misstatement of Financial Activity— Most Recent Reports Filed Prior to-the
Audit

1. Facts

The Audit staff reconciled HDP’s reported financial activity with its bank records for
calendar years 2011 and 2012. The following charts outline the discrepancies
between HDP’s disclosure reports and its bank records. The succeeding paragraphs
explain why the discrepancies occurred.

~
2011 Committee Activity 'y A
Reported Ba%‘ﬁ-c}ml\ |, Discrepancy
Beginning Cash-on-Hand @ $ 44,653 s 8,65 $36,288
January 1, 2011 N . Overstated
Receipts $282,712 j ~ $295,136 . $12,424
b .aefStated

Disbursements 278375 ~ hﬁ,%l ~12,606

. lfnderstated
Ending Cash-on-Hand @ £ 48,990 £ 12,520 $36,470
December 31, 2011 ] . Overstated

¥

~in "88 aﬂ the discrepancy is
ERRHN |§‘5ancles

The beginning cash-on-hand was ovegjta....
unexplained, but likelv resulted from

‘ v

The understate: n*1_of -,<_- s resulted the following:
e Unreportet 1 e cont gbutions® ; : $12,156
e Return deposn < renQeateac '*-e‘“w!/ents

in- cniTrane v c-vonsemeA ' (50)
o '%..xplamed en. _ 318
PRAL t Understat t of Recripts 812,424
The u.r  lement of‘a':-bursgnents resulted from the following:
e Unre, _ - ‘n-kind vcntributions’ - $12,156
o Disbursc... 1. Feported 4,890
e Disbursem’ - rted but not in bank activity (4,269)
° Dlsbursemen%mounts reported incorrectly 157
e Return deposit items reported as disbursements

instead of a negative entry on Schedule A (50)

6 All unreported in-kind contribution discrepancies during calendar years 2011 and 2012 were for
disbursements paid by the Democratic National Committege (DNC) on behalf of HDP for voter file
updates and maintenance. The DNC reported these transactions as in-kind contributions made to HDP.
To help assure the correct cash balance is reported, these amounts should be disclosed as in-kind
contributions on Schedules A and B.

7 See footnote 6.



e Unexplained difference : (278)

Net Understatement of Disbursements $12.606

The overstatement of $36,470 of the ending cash-on-hand was a result of the
reporting discrepancies described above.

2012 Committee Activity

Reported Bank Records Discrepancy

Beginning Cash-on-Hand @ $ 48,990 $ 12,520 $ 36,470
January 1, 2012 Overstated
Receipts $875.660 | sm% $156,609
- Understated

Disbursements $895,253 g - s $114,672
. . Understated

Ending Cash-on-Hand @ $ 29,397 . @i 34,8¢: $ 5,467
December 31, 2012 ' l Understated

é -, ) .
The overstatement of beginning cash-on hand .». » 6, %as a result ojpthe reporting
discrepancies noted for 2011 above. -

-

The understatement of receipts re-* i1..:  .m the follow?"'

e Unreported in-kind contributior s .. " $ 16,208
Receipts over-reported \ ) ’ (25,937)
Receipts under-rc=---- 179,118

Over-reporte% . M -eceipts " v (21,774)
Return deE.--u Tensn,  ed as disbui§ements
instead of a negalin: ent.  on Schedule (1,665)

o Unexolained dif".".%... 10.659
Netfl nderstatement of ISeceipla —- $156,609
y’ nderstatemen sbu hﬁﬁs resulted from the following:
° ted in-ki | ntribitions $ 16,208
o Di:c. 1ents not vported 101,152
e Disbu ﬁts repe "od but not in bank activity (2,497)
e Disburse ed as memo entry clearing bank 5,000
e Inter-account sfer reported (4,205)
o Disbursemer?;nnounts reported incorrectly 679
e Return deposit items reported as disbursements
instead of a negative entry on Schedule A ) (1,665)
Net Understatement of Disbursements $114.672

The $5,467 understatement of the ending cash-on-hand was a result of the 2012
reporting discrepancies noted above.
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2. Interim Audit Report & Audit Division Recommendation

The Audit staff discussed this matter at the exit conference and provided HDP
representatives a schedule of the misstated amounts. HDP representatives stated they
would amend their reports in response to the IAR.

The IAR recommended that HDP amend its disclosure reports to correct the
misstatements and reconcile the cash balance on its most recent report to identify any
subsequent discrepancies that could affect the recommended adjustments. The IAR
also recommended that HDP adjust the cash-on-hand balanc necessary, on its
most recent report, notmg that the adjustment is the resul m}reriod audit
adjustments. ]
3. Committee Response to Interim Audit Repurl i

In response to the IAR recommendation, HDP £i..-.} ‘mended dis. |20 reports for
2011 and 2012 that corrected the misstatem The amended 201 * . _sclosure
reports also added Levin activity that wass -\ 1ous1‘ ~ported. In Aaasion,
Counsel stated that the HDP did not believe tl > ( A oniv -\, should havet
included in this finding,® but decided nottorem« . . account from its federal
reports when it filed amendmeritst i\~ ever, it acknuv  ~ ed that it had inadvertently
and incorrectly included some of i «*.:* yofthisa . -~ its federal reports
After consideration of Counsel’s resgonse 1 .i 1sultat1- : v ) our Office of

General Counsel, the Audit staff deteRinv-.. '- 123 1 aydlable information, that the
CA is not a federal a~~~~ * since its acRyisfis r.» gal Consequently, the Audit
staff excluded the @ __. ~ ctivity from the rmsst&'ement finding calculatlon
which resulted “::".r - -visic the misstat&y] amounts as show below:’

e Begimf " lies or? 1 was overst 1 by $37,313.

° Ending cash o "o fEEBSeaioni- ' cash for 2012 were overstated by

1! -~ ) J
-" Recelpt- v 12w .-r'.'-nQver“stated by $64,465.
/4 °® Jisbursemen - 20T * . ¢ overstated by $107,427.

The Aud = ffrecom: 1ds that HDP amend its disclosure reports to correct the
misstatemer ~ 1d recugile the cash balance on its most recent report to identify any
subsequent ¢... - «iCs that could affect the recommended adjustments. The Audit
staff further re.. 1 ~nds that HDP adjust the cash-on-hand as necessary on its most
recent report, notﬁ?x’g that the adjustment is the result of prior period audit adjustments.

® Further explanation of Counsel’s response is contained under the Committee’s Response to the Interim
Audit Report, Finding 3, Receipt of Apparent Impermissible Funds.

% The amounts that need to be removed from the amended reports reflect the balances and
activity of the CA. The CA beginning and ending cash balance for 2011 and the beginning cash balance
for 2012 was $1,025 (the CA had a zero ending cash balance for 2012), the 2012 receipts activity was
$221,074, and the disbursement activity was $222,098.
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B. Misstatement of Financial Activity — Original Reports Filed

1. Facts

During audit fieldwork, in addition to examining HDP’s most recent reports filed
prior to the audit notification, the Audit staff compared HDP’s originally filed reports
with its bank records. The purpose of this additional reconciliation was to identify
the degree to which HDP had misstated its original filings.

The Audit staff calculated that HDP understated disbursements on the original reports
filed by $358,942 over the two-year period (2011-2012). This figure includes the
$12,606 and $114,672 understatement of disbursements fro 1 and 2012
discussed in Section A. above (Misstatement of Financial *3ivity»~ Most Recent
Reports Filed Prior to the Audit). o

2. Interim Audit Report & Audit Division Recomiendation
The Audit staff discussed the understatement ofg -I-arsements ¢:1 il« vriginal reports
during the exit conference and provided HI * epresentatives a cops I * .« relevant
schedule. HDP representatives had no spgt . v+ mme: .- at the time. ™

» N
The IAR recommended that HDP provide any adﬂ al comments it deemed
necessary with respect to this mafter. -

’

_ 3. Committee Response to Interin Amlil Re |-ort
HDP did not provide any additional ‘;- SR {understatement of
dlsbursements on 1ts original report andgng ¢ o s required. The removal of

fen of the ﬁlﬁing-

ifons that Exceed Limits

Summ . R B

DuringgHidit fielawor- A !n 21i" dentified contributions from two political action
com . -thatexcet lim by $20,000. Both of the excessive contributions -
were un 1§y refunded. veve»’documentatlon was not provided to demonstrate that
one refund " 435,00 _ icleared the bank. In response to the IAR

recommendat '+~ unsel gfovided documentation demonstrating the refund for $5,000
had cleared the ba ~ ™ FAudit staff concludes that HDP untimely resolved excessive
contributions totaln 7- ,000.

Legal Standard '

A. Party Committee Limits. A state, district or local committee of a political party may
not receive more than a total of $5,000 per calendar year from a multicandidate
political committee. 52 U.S.C. §30116(a)(2)(C) and 11 CFR §110.2(d).

A state, district or local committee of a political party may not receive more than a
total of $10,000 per calendar year from a non-multicandidate political committee. 52
U.S.C. §30116(a)(1)(D) and 11 CFR §110.1(c)(5).
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B. Handling Contributions That Appear Excessive. If a committee receives a
contribution that appears to be excessive, the committee must either:
e Return the questionable check to the donor; or
o Deposit the check into its federal account and:
o Keep enough money in the account to cover all potential refunds;
o Keep a written record explaining why the contribution may be illegal;
o Include this explanation on Schedule A if the contribution has to be itemized
before its legality is established;
o Seek a reattribution or redesignation of the excessive portion, following the
instructions provided in the Commission regulations; and '
o If the committee does not receive a proper reattributi redesignation
within 60 days after receiving the excessive contribgtion, refund the excessive
portion to the donor. 11 CFR §103.3(b)(3), (4)‘.-,:1.5 5.

h ]

Facts and Analysis -

5 S
A. Facts I

HDP accepted contributions from two politice T comﬁittees that exc. 1( the
limitation by $20,000. One contribution from a1+ :_ulti, .. .idate politicJ;ction
committee was received on March 15, 2012 for $25 . julting in an excessive
contribution of $15,000. HDP untim¥l- :-Zunded thee- . ~ = portion on September 28,
2012 (197 days later). : '

The second contribution from a multicandidate p.2'1 ic.ii . '.1{committee was received
on October 19, 2012 fo1 €~ ~*), resulting mexce--1 s ontribution of $5,000. HDP
reported an untim;?ma‘a, : excessive‘xftion on®fne 19, 2013 (243 days later);

however, documentfi-: was1 _srovided th ergonstrated the refund check had

cleared the bank. . . )

B. Interigy \udit Report & Andit Division Recommendation

The Aydt staff dis. .~ -~ “his :-; 1. at the exit conference and provided HDP

reprg  ives a sche ‘the + -|"§#nt excessive contributions. HDP representatives

had no spu1. ¢ commen . e tigie.

TheIARrec _Yended thi_|:DP provide documentation demonstrating that the refund,
totaling $5,000, sted ¢t June 19, 2013, had cleared the bank. Absent that
documentation, it \ )mmended that HDP void the original refund check and issue

another refund for tb,xaxcessive portion, or if funds were not available to make the
necessary refund, disclose the excessive portion on Schedule D until funds became
available to satisfy the obligation.

C. Committee Response to Interim Audit Report

In response to the IAR recommendation, HDP provided documentation demonstrating
that the refund, totaling $5,000, had cleared the bank. The Audit staff concludes that
HDP untimely resolved excessive contributions totaling $20,000.
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| Finding 3. Receipt of Apparent Impermissible Funds

Summary

During audit fieldwork, the Audit staff identified 75 receipts, totaling $169, 586,
deposited into HDP’s federal accounts during 2012 that appeared to be from
impermissible sources. In response to the IAR recommendation, HDP Counsel stated
that a majority of the impermissible contributions were received in connection with
HDP’s state convention; and therefore, Counsel believes that the CA should be removed
from the impermissible funds analysis. Counsel stated that state convention activity
should not be considered federal activity. Also, Counsel believes that amounts
transferred from HDP’s federal account'? to its CA for non-fed@;ﬁposes (convention
fundraising) should mitigate other impermissible funds. In .%i'ion, HDP showed that
$5,080 of receipts were permissible, $27,000 of receipts *. 1 ely refunded, and
filed amended reports for $115,000 of impermissible rec%s fi.»ni «-rporations on

Schedule D (Debts and Obligations). \

After consideration of Counsel’s response an(’ ultatlo with our Ol ice .-. Gieneral
Counsel, the Audit staff determined, based orf’ava;). %tmn that tl:- € \ isnota
federal account since its activity is non-federal. C- . _1ntly,the Audit stﬁ'f concluded
that $22,006 in receipts deposited into the CA were n srmissible and excluded this
amount from the finding. In addition}* .alculated amo ~ fimpermissible
contributions was reduced by $10,959 - . rs made wif-_ % fpropriate timeframes
from one of the federal accounts to the Cf lea%: -~ 1« "“mpen L le balance of '
$104,451. ' i

&
ended report to reduce the debt amount

The Audit staff reco. ends‘ﬂ?‘ IDP file ¢
D4.541. Also, the Audit staff recommends

for impermissible -on$! ivduleDto$ >.}

that HDP prov1de doc 1v1: - *-yould allgW the Audit staff to determine if and to
what extent impor=~issib’. *o | "“ _/ ection with a federal election.
Legal Standard - .

A. Fue |p| of Prohibited Contributions — General Prohibition. Candidates and
comr 1 .gs may not aS.unt coftributions (in the form of money, in-kind contributions
or loans“@ the follos ing prohibited sources:

e Co “ons o1 .-1nized by authority of any law of Congress;

o Laborw ™ “#dtions;

e National ,3...<s (except a loan made in accordance with the applicable
banking l?“ and regulations and in the ordinary course of business);

o Federal Government Contractors (including partnerships, individuals, and sole
proprietors who have contracts with the federal government);

e Foreign Nationals (including individuals who are not U.S. citizens and not
lawfully admitted for permanent residence); foreign governments and foreign
political parties; and groups organized under the laws of a foreign country or
groups whose principal place of business is in a foreign country, as defined in

.22 U.S.C. §611(b); and

10 See footnote 4.
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e In the name of another. 52 U.S.C. §§30118, 30119, 30121, and 30122.

B. Definition of Limited Liability Company. A limited liability company (LLC) is a
business entity recognized as an LLC under the laws of the State in which it was
established. 11 CFR §110.1(g)(1).

C. Application of Limits and Prohibition to LLC Contributions. A contribution
from an LLC is subject to contribution limits and prohibitions, depending on several .
factors, as explained below:

1. LLC as Partnership. The contribution is considered a contribution from a
partnership if the LLC chooses to be treated as a partners der Internal
Revenue Service (IRS) tax rules, or if it makes no chojef’at allabout its tax status.
A contribution by partnership is attributed to each pagti 1 - + his or her share of
the partnership profits. 11 CFR §110.1 (e)(1) an (

2. LLC as Corporation. The contribution is con-i..-reg a coi;-r.:1. .:ontribution-and
is barred under the Act-if the LLC choosesf . ¥eated as a ..~j*: ation under
IRS rules, or if its shares are traded publ.iéf 11 CER § 110.1(y "

3. LLC with Single Member. The contri  =.'scon~."ed a contr"l'-"gﬂ froma
single individual if the LLC is a single-ms*12c: 17 £ .Lat has not chéSen to be
treated as a corporation under IRS rules. 11 ¢ k- *10.1 (g)(4).

D. Limited Liability Company’s Responsibility to Notils Recipient Committee, At
the time it makes a contribution, an B. ( 1; - . tify the .-ci-ont committee:
e That it is eligible to make the confsibut «~-. -:..| 7
o Inthecaseofan™ " " tconsiderS}f®If a partgrsnup (for tax purposes), how
the contributilgﬂ.,..w.\.. .- attributed §mong the LLC’s members. 11 CFR
§110.1(g ~» - ‘

b

E. Questionable Contributions =~ j &,receives a contribution that appears to
be profll1 ~.i 1 cacdtic: =l contriva 'S, it must follow the procedures below:

1. thin 1¢-n- ° the i1+ wrer receives the questionable contribution, the

- glittee mut e , '
e . R.1urn the co utiongtd the contributor without depositing it; or
e I)-esit the cor - >ution (and follow the steps below). 11 CFR §103.3(b)(1).

2. Ifthe ‘ttee d¢ sits the questionable contribution, it may not spend the
funds anu «_i-, "-«$repared to refund them. It must therefore maintain sufficient
funds to maX. 1 1 refunds or establish a separate account in a campaign
depository fo‘(possibly illegal contributions. 11 CFR §103.3 (b)(4).

3. The committee must keep a written record explaining why the contribution may
be prohibited and must include this information when reporting the receipt of the
contribution. 11 CFR §103.3(b)(5). -

4. Within 30 days of the treasurer’s receipt of the questionable contribution, the
committee must make at least one written or oral request for evidence that the
contribution is legal. Evidence of legality includes, for example, a written
statement from the contributor explaining why the contribution is legal or an oral
explanation that is recorded by the committee in a memorandum. If the
contribution cannot be determined to be legal, the treasurer shall, within thirty
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days of the treasurer's receipt of the contribution, refund the contribution to the
contributor. 11 CFR §103.3(b)(1).

F. Contributions to delegate and delegate committees. Funds received for the
purpose of furthering the selection of a delegate to a national nominating convention
are contributions for the purpose of influencing a federal election. 11 CFR
§110.14(c).

G. Federal v. Nonfederal Account. The federal account may contain only those funds
that are permissible under the federal election law; the nonfederal account may
contain funds that are not permitted under the federal law (bit4r= legal under state
law), such as contributions that exceed the limits of the fedgpal la% and contributions
from prohibited sources, such as corporations and laboﬁizations. 11 CFR

§102.5 (a)(1)(i) and (a)(3). ,

h ]

Facts and Analysis ' o \\
A. Facts A N R 4
During audit fieldwork, the Audit staff identified ™ ~ :.. }\ aling $169,986 deposited
into HDP’s federal account during 2012 that appeared from impermissible sources.
The sources of these receipts were asti:..ows: .
~Number of ’
Source Transactionn ¢ Total
Labor Union- 8 $6,871
Corporatiogé”” " 20 7 | $141,005
Limited J§ i ty Cogpanies 13 $10,455
Unregister..: (): _.inizgtions' 4 $11,255
ol . P15 $169,586

The p “vées of th. -+ 1+%. .+pts W:I <. nogtly for: '

¢ ; tributions” * :ransﬁ totaling $96,421;

° e arty convenugn feesA(1.e. registration fee, convention booth fee) — 49

' trﬂ' s totaling’$15,085; and .

° Democrr: * Nationg¥ Convention Credentials — 4 transactions totaling $58,000.
Four of the receipts T\
However, documentfition was not available demonstrating the refund checks had cleared
the bank. The remaining 71 receipts totaling $142,586 remain unresolved.

Hawaii state campaign finance statutes permit the acceptance of funds by a party from
labor unions, domestic corporations,'? and limited liability companies in an aggregate

" An unregistered organization is a political committee that has not registered with the Federal Election
Commission.

12 Three corporate contributions were erroneously disclosed as political action committees and two were
erroneously disclosed as individuals.
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amount no greater than $25,000 in an).r two-year election period. However, federal
regulations prohibit such contributions to be deposited into a federal account or used to
influence federal elections. :

B. Interim Audit Report & Audit Division Recommendation

The Audit staff discussed this matter at the exit conference and provided HDP
representatives a schedule of the apparent impermissible receipts. HDP representatives
stated they would review the schedule.

The IAR recommended that HDP submit documentation demonstrating that these receipts
were refunded in a timely matter, were timely transferred to a no~4%-eral account, or
were not from prohibited sources. Absent this documentationgc 1R recommended

available to satisfy the obligation. In addition, with 1.+;-78¢ to rec. 11~ - =ceived for the
Hawaii state party convention, the IAR recommengdgd .uat HDP sul- : il «:cumentation
demonstrating that these receipts were not obtain€d in con&ection with =i+ ing

convention that nominated candidates for fedg . iee.

N e

4

C. Committee Response to Interim Audit Report™ ~
In response to the IAR recommendatir::. Counsel stated™ -~ majority of the
impermissible contributions were rece - «.! iz .« nnection wii-'11:)I"’s state convention,

and that these contributions were mere » .- -~< .« i contri*i * o s used to underwrite
the state convention.!* Counsel explainedthat * ,.~ .« on .t £ established for the sole
purpose of administerin® HDP’s biennial ¢t . tion .~  Commission regulations

specifically permit staté ....~qut@ exclusivelgiuse non-féleral funds to pay for
convention expens.-~ . 1 .1 all fuReR deposited 1gto this account were used solely for that
purpose. Accordi: *'v (- .mseli ifibursement to the non-federal account
should be required bec: .~ -~ .S -=+~~ ~vienses are payable with non-federal funds
(11CFR 2%k "l 7)) miucre pam'fmn'éuiately. Also, that a transfer of funds,
$56,0004 trom 1ts¥&«  ac..* \.to the CA had occurred to cover a convention

func shortfall t uld -18idered a mitigating factor when considering the
amount™.+* “.nisdeposits. . unseL.='-o stated, that subsequent to the 2012 convention,
HDP ha. ;-'-L"y paid for-. nvention expenses directly from non-federal accounts, and
had done so prgmigusly. Fii - ly, Counsel pointed out that state convention contributions
included contribdi_ frq#l unregistered candidates for local office and that HDP
believed these cor -5 had sufficient permissible funds to make contributions under
11 C.F.R. §102.5(b)@¥."

13 Foreign corporations, including a domestic subsidiary of a foreign corporation, a domestic corporation
that is owned by a foreign national, or a local subsidiary where administrative control is retained by the
foreign corporation are prohibited under Hawaii state campaign finance statutes.

4 Counsel reiterated his response to Finding 1, Misstatement of Financial Activity, that stated the CA
should not be considered a federal account, and that state convention expenses are payable with non
federal funds.

15 Transfers from other federal accounts into the CA totaled $78,164.

16 The Audit staff was not provided documentation to support this contention; the unresolved amount is
$500.
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The Audit staff disagrees with Counsel that a majority of the impermissible contributions
were received in connection with HDP’s state convention. Of the $169,586 in
impermissible receipts identified in the IAR, only $22,006 (or 13%) were deposited into
the CA.!” The remaining $147,580 (or 87%) were not identified as state party convention
related and were deposiied into other federal accounts.

The Audit staff agrees with Counsel that the CA receipts and expenditures were used for
administering HDP’s biennial convention. However, the Audit staff notes that as part of
the initial audit process, bank account information was gathered, and this information
included confirmation from HDP’s Executive Director that the CA was a Federal
account. As such, during the 2011 and 2012 audit period, the C . © treated as a federal
account by HDP. All receipts, expenses and account balancesgfthis ccount were
reported as federal activity on its disclosure reports and * .- .2 i: - activity was

" disclosed on its state reports filed with the State of Hawaif§C: - ... - Spending
Commission.!® Because HDP reported activity for thesCA¥as a fe.'-~1 ccount and
confirmed to the Audit staff it was a federal acco : - Audit staff ‘¢ *-.litas such. As
a federal account, these receipts were subject t« ~* prohibitions of the \. ,

In response to Counsel’s statement that HDP pro;™: ﬂ ) ention expefises prior to
and subsequent to the 2012 election cycle, the Audit id not audit HDP for these

coverage periods and cannot speak td w. . ther HDP prop=-™- paid for these state
convention expenses. However, the A- .11 -1, noted thu. ., '1 ¢ revious four state
conventions, beginning in 2004, that statg pan w1 vention feos re reported as receipts
and the state party convention expenses rggort..: ' dfisi~ . -. &nts on its federal reports,
but none of this activity ™ closed on igse rvp-» 1~ 1% with the State of Hawaii
Campaign Spending Cé......... - » 4

The selection of 1-6 ‘" RK sgg the DNC comgigfition occurs, per its constitution and
bylaws at its state conven'n, I . ¥ =~~fhmendation requested documentation that
would - .- TS0 -« 11 ¢ Vv iMpessesmuncnt funds that were used for a nominating
conventk that nerrLr - .|z tetag for federal office. No additional documentation
abo sage of imp#&: siblc, ... s was provided. Lacking this information, and
with tnex..- :nation avaitasle to dﬁ the Audit staff cannot determine if and to what
extent m'_ <1~ ‘blerece __ were in connection with a federal election. After
consideratior .~ insel’ -':'!sponse and consultation with our Office of General Counsel,
the Audit staff ..., d'? ‘:ased on available information, that the CA is not.a federal

account and its act not federal. Consequently, the Audit staff concluded that
$22,006 in receipts dg8posited into the CA were not impermissible and excluded this
amount from the finding.

17 These deposits consisted of $19,021 (or 11%) reported as state party convention fees and $2,985 (or 2%)
not reported as state party convention related.

'8 HDP did not report transfers from other federal accounts, which corresponds to the account being treated
as Federal. Also, as mentioned in the Misstatement Finding (Finding 1), the Committee had an
opportunity, in response to the 1AR, to file amended reports to exclude the CA, but did not.

1 Some other convention expenses, such as county convention expenses, were reported on HDP’s state
reports.

2 2012 By-Laws of the Democratic Party of Hawaii and the 2012 Constitution of the Democratic Party of
Hawaii.
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Also, in response to the IAR recommendation, HDP filed amended reports disclosing ten
impermissible receipts from corporations, totaling $115,000, on Schedule D. Counsel
stated that the impermissible funds will be refunded to the donors, if and when funds
become available. Counsel reiterated his statement that HDP should be allowed to reduce
the impermissible amount based upon transfers of Federal funds to its CA (as mentioned
earlier in this section). However, most of the transfers ($67,205 of the $78,164) were not
related to the impermissible receipts as the transfers were made prior to the receipt of the
impermissible contributions. Accordingly, the Audit staff reduced the ﬁndmg amount by
$10,959 for transfers made within the permissible timeframes.2!

Other items addressed in Counsel’s response were as follows: in receipts were
for two vendor refunds; documentation demonstrating that . n- i« celpt for $5,000 was
from an LLC having non corporate tax status; and documéiato. e -nstrating that four
receipts from corporations, totaling $27,000, were ur+i~2ig refu ."..i .: -1 that the refunds

had been deposited by the contributor. ~
The Audit staff reviewed Counsel’s respons&/ docu:.ntation provi.....: Md
determined that the $80 in receipts were vendor reR.i..i- an,i .ig contnbutlo’ f $5,000

from the LLC was a permissible receipt, both of whicl  finding amount was reduced.
Also, that $27,000 was untimely refui.’..? to four corp.... . 1tities.

The chart below shows the description i’ 111 -f impermmgsfble receii)ts after
adjustments for information provided in BDP" - “o<iifieg -0 "€ IAR.

..

', 4 - ¢ Number of
«  Description Transactions  Total

IAR Impermissible |<.-.-ci‘|m ‘ 7 75 $169,586
Impermlsmbk R.\ e detest o e o o .évtion Account (57) ($22,006)
Corporate Lty 1-clo-at o, Schedule L reduced b,
Fe(;gral fers occii =~ ith- con v ssible timeframes.y 07 ($10,959)
Vendérie' rils ) : ) ($80)
LLC taxes' =~ - irtnership s (1) ($5,000)
Amount of Im;it-hnissible Receipts before Refunds 15 $131,541

Less: Amount u1 ~ :lyfefunded @ ($27,000)
Remaining Imperm‘ls e Funds (Schedule D) 11 -. $104,541

The Audit staff concludes that HDP accepted 15 impermissible receipts totaling -
$131,541. However, HDP untimely refunded $27,000, so that $104,541 needs to be
reported on Schedule D ($500 remains unresolved). The Audit staff recommends that

2111 C.F.R. §103.3(b) allows 30 days for refunds of impermissible receipts.

22 The amount of an impermissible corporate contributions to which the transfer of $ l 0,959 was applied
only partially reduced the impermissible contribution amount, as such, the number count of
impermissible contributions did not change.
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- HDP file an amended report to reduce its disclosure of impermissible receipts on
Schedule D to $104,541. Also, the Audit staff recommends that HDP provide
documentation that would allow the Audit staff to determine if and to what extent
impermissible receipts were in connection with a federal election.

| Finding 4. Reporting of Debts and Obligations

Sunmimary

During audit fieldwork, the Audit staff identified debts and obligations from 17 vendors,
totaling $115,967, which were not itemized or were under reported on Schedules D
(Debts and Obligations). In response to the IAR recommendation, HDP filed amended
disclosure reports for 2011 and 2012 correctly reporting and dis these debts and
obligations on Schedule D. 7T

Legal Standard (
Reporting of Debts and Obligations. -

A. Continuous Reporting Required. A politi?bmm‘tttee must .i1-: "~ - the amount
and nature of outstanding debts and obligatiéhs until thpse debts are .v1:1'. .ished. 52

U.S.C. §30104(b)(8) and 11 CFR §§104..\u; .0 04.7 0o, o, V4
RN
B. Separate Schedules. A political committee mus T, sarate schedules for debts
owed by the committee and debtstno o the comm.... )gether with a statement
explaining the circumstances and «.»:.: *.3ps under wh _ n)Adebt and obligation
was incurred or extinguished. 11 CHQ §T - 4

C. Itemizing Debts a ilizations. \ o
o Adebtof$5 rle 5t be report&d once it has been outstanding 60 days from
the date ing€ *. i: he dagof the transag

gtion); the committee reports it on the next
regularly sche:.: o oo~ o, >

® Adcieweoding 2Sim | teey " _%ed in the report that covers the date on
\gﬁ;:. wede T ras . 1. 11-CFR §104.11(b).

D. AI\;nim-s by Comn¥iit ¢ Stalf n(d Other Individuals.

1. Scope, This sectis plie&o individuals who are not acting as commercial
ven&' " dividuafwho are acting as commercial vendors shall follow the
requirc’ - s of 1188FR §§116.3 and 116.4.

2. The treaumyiit ascontributions. The payment by an individual from his or her
personal fund§®including a personal credit card, for the costs incurred in

providing go®ds or services to, or obtaining goods or services that are used by or

on behalf of, a candidate or political committee is a contribution unless the
payment is exempted under 11 CFR 100.79, it shall be considered a contribution

by the individual unless- .

a) The payment is for the individual’s transportation expenses incurred while
traveling on behalf of a candidate or political committee of a political party or
for usual and normal subsistence expenses incurred by an individual, other
than a volunteer, while traveling on behalf of a candidate or political
committee of a political party; and
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b) 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. For purposes
of this section, the closing date shall be the date indicated on the billing
statement which serves as the cutoff date for determine which charges are
included on that billing statement. In addition, “subsistence expense” includes
only expenditures for personal living expenses related to a particular
individual traveling on committee business, such as food or lodging. 11 CFR
§116.5(b).

3. Treatment as debts. A political committee shall treat theg

reimbursed. 11 CER §116.5(c). N
Facts and Analysis o (

‘R N
A. Facts K G
During audit fieldwork, the Audit staff used disb?l: <.ment recort.- i i .-soncile
the accounts® of 17 HDP vendors. Thisreview - fi . dclits and obliga®ns from
these vendors, totaling $115,967 that were not itemiz.; «+ under reported on Schedules
D. Of this amount, $68,744 were deB'~: .t reported, an ~- 223 were debts that were
under reported. These vendors provic .-, ! DI’ with servic \' n} s office space, polling,
accounting, database accounting softv. 1 w3« “osting, prr-ni 2, insurance,
telephone, copier lease, and staff reimbt -,.‘ e T - 4

b ligatioh arising from

The Audit staff dis.if-.~1this.. .er at the ex#conference and provided HDP
representatives a Scnedan.y . of the *2bts and obli ns that were not itemized or were
under reported. HDP 1t ~.o~umin o~ . would review the schedule of debts and
obligationg N

B. Interim Audit Regfint & \udlit Divisiommmé’hdation

=

The JA¥Srecommen it HI)- i+ -8e additional documentation demonstrating that
these trdi{- 1.' ons were ngj «+ |llgatﬂns which required reporting on Schedule D. Absent
such docu :- ion, the A’... t staff recommended that HDP amend its reports to
correctly rej - " disclosv "hese debts and obligations on Schedule D.

C. Committee Re to Interim Audit Report
In response to the IAR recommendation, HDP filed amended disclosure reports for 2011

and 2012 that correctly reported and disclpsed these debts and obligations on Schedule D.

3 The reconciliation consisted of calculating invoiced and paid amounts for each reporting period in the
2011-2012 election cycle. The Audit staff then determined whether any outstanding debts were
correctly disclosed on Schedule D. Each debt amount was counted once, even if it required disclosure
over multiple reporting periods.

24 Staff reimbursements consisted of three individuals with debts not reported totaling $10,768 and debts
under reported totaling $1,998.
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Finding 5. Recordkeeping for Employees

Summary

During audit fieldwork, the Audit staff determined that HDP did not maintain any
monthly payroll logs, 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
payments to HDP employees totaling $60,923 for which HDP did not maintain monthly
payroll logs. This consisted of $48,510 for which payroll was allocated between federal
and non-federal funds, and $12,413 for which payroll was exclusively paid with non-
federal funds. The IAR recommended payroll logs be provided or in their absence that a
plan be implemented to maintain payroll logs in the future. Coygfehg

payroll logs could not be located but that HDP has implement&@ procedures to maintain

the necessary documentation for payroll.

Legal Standard ) (

Maintenance of Monthly Logs. Party commntt%ust‘keep amo - * g of the
percentage of time each employee spends in ¢ stion with a federal elexiio .

Allocations of salaries, wages, and fringe bexféms v to b, dpdertaken as ..oy v 5z
e Employees who spend 25 percentorless ¢zt = _ - 1pchsated tlmefr; a given
month on federal election actjvities must be pal’ﬂ er from the federal account
or be allocated as administrati\ = « - -; ) '

EY
~

L ™
o Employees who spend more than¥S piter 1* s+ *heir cpir. yensated time in a given

month on federal election activitieSgmus l".- v.1a 1 ¥ from a federal account; and
o Employees wh . 1e of theirefi pensateyﬁme in a given month on
~ federal elec i ivitactivi . 1ay be paidgntirely with funds that comply with state
law. 11 CFft < 1un, 7(d) "

Facts and Analysis

* Y
1. Fa J
Durii. . ﬁeldwork c *\udit s3ail revxewed disbursements for payroll HDP did not
maintau L )nthly payl.: log or equivalent records to document the percentage of
time each e... Jxee spent .. .onnection with a federal election. These logs are required

to document th =ar al%;. .tion of federal and non-federal funds used to pay employee
salaries and wag 11 and 2012, HDP did not maintain monthly logs for $60,923
in payroll.2> This a:?unt includes payroll paid as follows to HDP employees:

1. Employees réported on Schedule H4 (Disbursements for Allocated
Federal/Nonfederal Activity) and paid with federal and non-federal funds durmg
the same month (totaling $48,510); and

2. Employees paid exclusively with non-federal funds in a given month and not
reported by HDP (totaling $12,413).

35 This total does not include payroll for employees paid with 100 percent federal funds and reported as
such (see Part I, Background, Commission Guidance, Request for Early Commission Consideration of a
Legal Question, Page 1). Payroll amounts do not include fringe benefits. .
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2. Interim Audit Report & Audit Division Recommendation

The Audit staff discussed this matter at the exit conference and provided HDP
representatives a schedule of the disbursements for payroll lacking monthly payroll logs.
HDP representatives had no specific comments at the time.

The IAR recommended that HDP provide evidence that it maintained monthly time logs
to document the percentage of time an employee spent in connection with a federal
election; or implement a plan to maintain monthly payroll logs in the future.

3. Committee Response to Interim Audit Report
In response to the IAR recommendation, HDP stated that it cou} notfocate the time logs
requested in the IAR, but has implemented procedures thaL-_ will'™1 1 tain the necessary
documentation in connection with payroll and fringe ber . "t expc “~:s in the future. As
such, HDP has complied with the Interim Audit Repo#t1 )mmc .i.‘n1 by
implementing a plan to maintain monthly payroll lggs. lae Audits ' ¢r-cludes that
HDP did not maintain monthly logs for payroll tefaling $60,923. N .

£ . :
Finding 6. Failure to Properly Report ia Relatéd
Expenditures -

& L

“

Summary . :

During audit fieldwork, the Audit staff idg o dieiv.1semens® totaling $30,148, which
appeared to be media related independent €xpegt* . o~ 10 'fing disclosure on Schedule
E (Itemized Independe tures), tha@fDP disci.;-..* on Schedule B, Line 30b
(Federal Election A “"ity) ant- ~ :iedule F (Sgordinated Party Expenditures). Of the
$30,148, HDP didéh . . the 1c.: red 24-ho 1.-p0rts for those items that should have

been reported on <1 o1l £ mﬁgg&@,ns. '
7

In respmﬂ.; e I\R1;comn . ation, (‘I&qnsel stated these expenditure were

coor” “:d(and:1wn " ept “voo.ofiled showing these expenditure as coordinated
on 8L..wq_ 1\ F) and not ~ende - .\oenditures. Counsel added that, although the
expendit i1, - ~ceeded HI» * coofinated expenditure limit, this only occurred as a
result of an aq—*-*strative gmersight, a failure to contact the Democratic Senatorial
Campaign Co (DSEC) to obtain a higher spending authority.

As a result of HDP"; ponse to the IAR recommendation, the Audit staff determined
HDP made coordinagis expenditures totaling $129,725, but only had coordinated
spending authority for $102,600. Therefore, HDP exceeded its spending limit by
$27,125. The Audit Staff recommends HDP seek a refund from Hirono for Congress for
the excessive amount. '

Legal Standard .

A. Definition of Independent Expenditures. An independent expenditure is an
expenditure made for a communication expressly advocating the election or defeat of
a clearly identified candidate that is not made in cooperation, consultation, or concert
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with, or at the request or suggestion of, a candidate, a candidate’s authorized
committee, or their agents, or a political party or its agents.

A clearly identified candidate is one whose name, nickname, photograph or drawing
appears, or whose identity is apparent through unambiguous reference, such as “your
Congressman,” or through an unambiguous reference to his or her status as a
candidate, such as “the Democratic presidential nominee” or “Republican candidate
for Senate in this state.”

Expressly advocating means any communication that:

e Uses phrases such as “vote for the President” or “re-elect g@ur Congressman” or
communications of campaign slogan(s) or individual wdrd which in context
can have no other reasonable meaning than to urge e{e¢:
more clearly identified candidates; or .

e When taken as a whole and with limited refererc=$to ex:.=::. vvents, such as
proximity to the election, could be interpretgc! *-» & reasonab . :=--.n only as
advocating the election or defeat of one gﬁore cl{arly identif oI & Jdiates. 11
CFR §§100.16(a), 100.17 and 100.22, .

A N -

. Disclosure Requirements — General Guidelines., \u mdependent expenditure shall
be reported on Schedule E if, whéi: - .i.ied to other mtt*“’"“dent expenditures made to
the same payee during the same cir 1.l +. ar, 1t exce ™ ' ' Independent
expenditures made (i.e., publicly dis§. - "Lrc nor tor +: -t should be disclosed
as memo entries on Schedule E and aSg de v Q¥ :'.- . Independent
expenditures of $20° °  need not bRjgétizc - i the committee must report
the total of those gﬂ.,.,.....,‘ - on line (bjfon Schedu‘g E. 11 CFR §§104.3(b)(3)(vii),
104.4(a) and 1 9

d

7
. Last-Minute Indepéiuic-nl I \?ﬂlﬂihm R€ports (24-Hour Reports). Any
mdepe g o enrenditu oo | regatingar;u00 or more, with respect to any given
§on, and : - -.i, r1. » “a® day but more than 24 hours before the day of an
: :'/r}ijﬂién n,mustber ,__edar port must be received by the Commission within
4 h&y.i- . fter the expghditure jmade. A 24-hour report is required each time
additic . "ependent®dpenditures aggregate $1,000 or more. The 24-hour report
must be . aSche#iile E. The date that a communication is publicly
disseminate: s agithe date that the committee must use to determine whether the
total amount o: myg§pendent expenditures has, in the aggregate, reached or exceeded
the threshold repgtting amount of $1,000. 11 CFR §§104.4(f) and 104.5(g)(2).

. Independent Expenditure Reports (48-Hour Reports). Any independent
expenditures aggregating $10,000 or more with respect to any given election, at any

. time during a calendar year, up to and including the 20th day before an election, must
be disclosed within 48 hours each time the expenditures aggregate $10,000 or more.
The reports must be filed with the Commission within 48 hours after the expenditure
is made. 11 CFR §§104.4(f) and 104.5(g)(1).
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E. Requirements for Maintaining Records. Reporting committees are required to
maintain records which provide, in sufficient detail, the information from which the
filed reports may be verified. 11 CFR §104.14(b)(1).

F. Coordinated Party Expenditures. National party committees and state party
committees are permitted to purchase goods and services on behalf of candidates in
the general election—over and aboye the contributions that are subject to contribution
limits. Such purchases are termed “coordinated party expendltures ” They are
subject to the following rules:

e The amount spent on “coordinated party expenditures” is limited by statutory
formulas that are based on the Cost of Living Adjustmen T “-LA) and the voting-
age population.

e Party committees are permitted to coordinate the ¢ = with the candidate

committees.

o The parties may make these expendltures onl i, ‘&{mectl V1w the general
election.

e The party committees—not the candid e regponsible for soot o these
expenditures. ¢ :

o If the party committee exceeds the hmlts , .‘. 4 .%i party expexg'tures the
excess amount is considered an in-kind contnuw subject to the contribution
limits. 52 U.S.C. §30116(d) ia4. CFR §§109. 109 32..

l')einli_lurc Limit. olltlcal party may

ol parly. expy: .1iges to another political party
committee. Sucha_ ° ent must beifiade in v.* *11 3, state the amount of the
authority assignedédna pei.v.. ived by th@assignee before any coordinated party
expenditure is ﬁn irsu 1" ;o the assignient. The political party committee that is
assigned authority *.:: e ."%.-:."nated pa:*: « \;'nditures must maintain the written
assignmen+ for ot lea "« ] . ¥4§104.14 and 109.33(a) and (c).

Factﬁd Analysis* R
4 y .. f

v
A. Repujing of Indepcmlent Expenditures
1. Facts’ .
During audnt % ‘?,the Audit staff reviewed disbursements to ensure the

—~

reporting compl ss and accuracy of independent expenditures. The Audit staff

_noted that HDP diade media-related expenditures totaling $30,148 and disclosed them
as Federal Election Activity or Coordinated Party Expenditures that may be
considered independent expenditures. A breakdown of the analysis for these
expenditures is as follows:

Apparent Independent Expenditures Reported as Coordinated Party
Expenditures and Federal Election Activity (Copy of Communication Made
Available)

HDP made 18 apparent independent expenditures totaling $30,148 for which it
provided supporting documentation such as invoices, scripts, ads, etc.
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i) For apparent independent expenditures totaling $18,226, the
communications contained language expressly advocating the election or
defeat of a clearly identified candidate as defined under 11 CFR
§100.22(a). This amount consisted of costs associated with 16 radio
advertisements and one newspaper advertisement containing express
advocacy.?® The radio advertisements included the statement: “And on
November 6th, let's furlough Linda Lingle!", and included the disclaimer,
"Paid for by the Democratic Party of Hawaii, which is responsible for the
content of this advertising”.

-~
The 16 radio advertisements were disclosed orﬁnedﬂ‘le F as Coordinated
Party Expenditures. Aside from being repci..t 1- Coordinated Party
Expenditures, no documentation was avaijlyi'-'.- . o-strating
coordination. Also, Counsel for HDP ° . ":8yed tt'--. \,enditures were
not coordinated. Given these rea? e Audit stai: el cves the
communications should have beesbfeported as Indepenc'. 11 Exnenditures.
However, should HDP continy¢ &intain at these radic-
advertisements-were not coordin .". .;, 'L . JHimiftee would hive exceeded
its spending limit by $15,203. "
The newspaper advert -.- .::"i .. cluded the  .:-.o3t: “Vote Democrat in
the General Election" witg pre.fo~ . "ow of I3 1.« < Obama, Joe Biden,
Mazie Hirono, and Tulsi Gabba:.: ¢ I ?igt':ment included the
disclaime~- "D~ for by Paid§fogBy \ .. LLiWaii 2012, Not authorized by
. any cang . \didate cSfmittee”. &iven the content and the
dist: “i...i, the \ it staff beligyes the communication should have been

repe: .. -~ 1In  rendent Expchgiture.
jIr tes et ot gL o 1 oxpenditure totaling $11,922, the production
/ anm: .ies1s g cos - ciated with a television advertisement were paid by
A HDP. levi 1.ertisement depicted the Hawaii Senatorial
. candidate,¥ : .la Li; -..;, making a speech at the 2008 Republican National

xconvention While this depiction continued, the narrator stated the
K@hndidate, “| nda Lingle, was wrong then, about a lot of things, and she’s
rohe for Bawaii now." The Audit staff believes the phrase, “she’s

WIC awaii” was express advocacy because it had the same
mean% as “defeat” and therefore could have no other meaning than to
urge the defeat of the Candidate. The television advertisement was
disclosed on Schedule B, Line 30(b) as Federal Election Activity and
included the disclaimer, "Paid for by Vote Hawaii 2012, not authorized by
any candidate or candidate’s committee”. Given the content and the
disclaimer, the Audit staff believes the cost associated with the
communication should be reported as an Independent Expenditure.

% The newspaper advertisement was not itemized on the FEC report (cost, $423).
21 This newspaper advertisement was paid for by the Democratic Party of Hawaii.
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2. Interim Audit Report & Audit Division Recommendation

The Audit staff discussed this matter at the exit conference and provided HDP
representatives a schedule of disclosure errors for independent expenditures. HDP
representatives stated they would review the schedule.

The IAR recommended that HDP provide documentation and evidence that apparent
independent expenditures totaling $30,148 did not require reporting as independent
expenditures. Absent such evidence, the IAR recommended that HDP amend its
reports to disclose these disbursements as independent expenditures on Schedule E
and submit revised procedures for reporting independent eWres.

3. Committee Response to Interim Audit Repm t

In response to the IAR recommendation, Counsel sLii¢ cl/n | llu sv apparent
independent expenditures were coordinated (and am niled 1e pors were filed showing
these expenditure as coordinated on Schedule Efimd nol independe:r.. xpendltures
Counsel also noted that, although the total dinated expenditure- « x.coded HDP's
coordinated limit, it was only because of g mstr. fiv,- oversight (¢ ?fallure to
contact DSCC to obtain a higher spending auten Y 't¢ response alﬁ included a
letter from the DSCC Counsel stating that $S,0l rdinated spending authority
was transferred to HDP on Noveriber 1,2012; and ..« DP requested additional
spending authority, he knew of no *..1 21 Wiy spendi _ % " ..ty would have been
withheld. Also, the letter provides d¢.} “-»1 |-+ rdinatect ; ling authority to
DSCC in the amount of $92,097.

The Audit staff a. ." * "** 3 charactei - ition of th¢se communications as
coordinated e)F{.:"-lres ot as indepgndent expenditures. However, the Audit
staff notes thaf'th. .~ dio Evemsements ing $17,803, included disclaimer
wording for a comn 11 . by a candidate ("Paid for by the
Demog.u w ' iy ¢iH: - whnicnissesponsible for the content of this advertising™).
Si umly, there . vlicedss T 'ment, totaling $11,922, included disclaimer wording

.-igmmunical e aul ﬁ@fby a candidate ("Paid for by Vote Hawaii 2012,
not a.. .-ized by any\.. _.lidatg/Or candidate’s committee™).

After furtng view, t 1 2wspaper advertisement classified by the Audit staff as an
apparent in L (17 renditure, totaling $423, was determined to be federal
election activit, ﬁ:ﬂy reported on Schedule B, Line 30(b).

Amended reports, filed in response to the IAR, disclosed thel6 radio advertisements
and the television advertisement on Schedule F as coordinated expenditures. This
was in addition to a television advertisement, totaling $100,000, previously reported
as a coordinated expenditure on Schedule F. One television advertisement supported
the democratic senatorial candidate for general election. The radio advertisements and

28 As part of its responise, HDP requested that the Final Audit Report reflect that the HDP’s spending limit
did not exceed the combined coordinated expenditure limit for the 2012 Hawaii Senate election.
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second television advertisement opposed the republican senatorial candidate for
general election. Coordinated expenditures reported on Schedule F totaled $129,725.

The Audit staff disagrees with HDP’s application of the DSCC’s coordinated
expenditure authority after HDP made coordinated party expenditures. Neither HDP
nor the DSCC could locate a record authorizing additional spending authority. 11
CFR §109.33(a) requires that an assignment must be made in writing, state the
amount of the authority assigned, and be received by the assignee before any
coordinated party expenditure is made pursuant to the assignment.

In similar cases, the Commission has rejected assignments o™ ° . 1ding authority after
the fact, but did acknowledge in one of the cases that the itfee had not
exceeded its combined coordinated expenditure limit, #L...: would be the case for
HDP. :

a

In response to Counsel, the Audit staff revised ? ' a-:i’é}xle of coomii: sed

expenditures to include $30,148 of media relgfed expenses that wer.: - gviously
thought to be independent expenditures. *vvised st lule of coordigse
expenditures totals $129,725 but HDP had co.».: 1..red -:.-pding authority of only

$102,600.3° The Audit staff determined HDP ex..¢J€d its coordinated spending limit
by $27,125, and recommends that . i.)P obtain a re ym Hirono for Congress for
this amount.

8

B. Failure to File 24/48-Hour Reports er I-||;Ic|u-mlcnl I.¥penditures

1. Facts \ ' 4

The Audit stai* r'ovicwed 1 pparent ind@gendent expenditures noted above to

determine whé: 7 .lJ"io1  eporting of a@8-hour report was required.3! The

Audit staff determir .- *%. : je nnt filgP24-hour reports, as required for

indorcJEnhespendi s caling e e .

%; Interim Audit Report & \udif Division Recommendation _
ey i staff discul .  this pMtter at the exit conference and provided HDP

repres.1 'ives a schet . ' of 24-hour reports that were not filed. HDP

representas - stated ./ would review the schedule.
~

Absent docum‘Cm {and evidence that apparent independent expenditures totaling
$30,148 did not . uire reporting as independent expenditures (per Part A. above),

¥ Final Audit Report of the Commission on the Democratic Executive Committee of Florida (2008 cycle),
Report of the Audit Division on California State Republican Party (1998 cycle), Report of the Audit
Division on Missouri Democratic State Committee (1998 cycle).

3 This amount consists of the coordinated party expenditure limit (2012 Senate General Election for
Hawaii), $97,600, and $5,000 in coordinated spending authority transferred by DSCC.

3 The date the expenditure is publicly distributed serves as the date that the independent expenditure is
made for purposes of the additional 24/48-hour report filing requirement. In the absence of a known
date for public dissemination, the Audit staff used the invoice date or date of incurrence to determine if
a 24/48-hour report was required.
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the IAR recommended that HDP provide any comments it deems necessary with
respect to the 24-hour reports that were not filed.

3. Committee Response to Interim Audit Report

- In response to the IAR recommendation, Counsel provided no additional comments.
However, since the expenditures noted above in Part A. were coordinated
communications and not independent expenditures, no 24-hour reports were required.

[Finding 7. Allocation of Expenditures

Summary

During audit fieldwork, the review of disbursements made f"*‘the f\deral and non-

federal accounts identified an apparent non-federal ove . . ctivity in the amount
. 0f $82,722. In response to the IAR recommendation, Hr%le( o ed reports and

submitted additional documentation for certain expep§ . Basorain11e new

documentation, the Audit staff revised its calculalgﬁoncludes "« 17 -federal

account did not overfund the federal account./ ‘ -~ N 2

Legal Standard ) N\ 7

A. Paying for Allocable Expenses. The Commissio “ations offer party committees

two ways to pay for allocable, shﬁ < ivleral/non-fe..: = <penses.

e they may pay the entire amoun " ;@shared expense 1i.-#the federal account
and transfer funds from the non- "i,, [ (N ) the'. .-ral account to cover the

’

fallocationfiCcount into which the
ley® ! & federal and non-federal accounts solely
for the pugp:~ v-. sayin.' * e allocable’exnznses. 11 CFR §106.7(b).

4

B. Transfers. Gi.: .-rall;\ w T e B may not transfer funds from its non-
glff ..o ton- fed. 1 . .ount, except when the committee follows specific
ior payiny: .~ -3ared :-.l1 * .on-federal election activity. 11 CFR
‘ «:« (1)) and ®. y
C. Reportiiz \llocable I ypenses. A political committee that allocates
federal/no . | expgmses must report each disbursement it makes from its federal
account (Or Sugy" ocation account) to pay for a shared federal/non-federal
expense. Comt..,..J report these kinds of disbursements on Schedule H4 (Joint
Federal/Non-fed€ral Activity Schedule). 11 CFR §104.17(b)(3).

D. Allocation Ratio for Administrative & Generic Voter Drive Costs. State and local
party committees must allocate their administrative expenses and generic voter drive
costs dependent upon which federal offices appear on the ballot for the election year.
The minimum percentage of federal funds would be at least:

e 36 percent if both a Presidential candidate and a Senate candidate appear on the
ballot;
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e 28 percent if a Presidential candidate but not a Senate candidate appears on the
ballot;

e 2] percent if a Senate candidate, but not a Presidential candidate, appears on the
ballot; and,

e 15 percent if neither a Presidential nor a Senate candidate appears on the ballot.
11 CFR §106.7(d)(2) and (3).

E. Salaries and Wages. Committees must keep a monthly log of the percentage of time
each employee spends in connection with a Federal election. Employees who spend
25 percent or less of their compensated time in a given month on Federal election
activity or on activities in connection with a Federal election st either be paid only
from the Federal account or have their salaries allocated agfffi admiinistrative cost. 11
CFR §106.7(d)(1). 4

F. Definition of Federal Election Activity. Fede: 1. \e"qion ac'vi'y FEA)isa
specifically defined term of art for activity bygeate, Yistrict or lc. 1! :x -ty committees
that triggers special payment and reportin "~ uiremegts. Asa ge*..r, "1 1i- , FEA
must be paid for with federal funds. No4 Aoral .40 may be use.: .+ FEA.
There are four types of FEA: _ - ' 4

e Voter registration activity during the period 1 vs before a regularly scheduled
federal election including the¥..:" in day itself;

¢ Voter identification, get-out-th.-v*. =< 7eneric cam:;- :., :ractivity conducted in
connection with an election in WHg.. w «._ 1" "1 .~ for 1.2 +. office appears on the
ballot; ; 7

e Apubliccomm ‘T thatrefers cleariy 1;fenuﬁed candidate for federal
office and thai§promo ttacks, supprts or opposes (PASOs) a candidate for
that office #H|* . ymmuligation need n-» .-ypressly advocate the election or

defeat of the 1..5:1. . . * Tidate tq qualifs < FEA; and
o Seniic.oviderdun £hdar month by an employee of a state,
? i et lee varty oo .ittee whS spends more then 25 percent of his or her
mpensate.- 113 urit .-r»* - onth in activities in connection with a federal
# ction,includ © 3An ’.V . 1ed above. 11 CFR §100.24(b).
. .

G. Requirul*.‘n vounts forf Eederal Election Activity. Each State, district, and local
party organ¥, ~ nor mittee that has receipts or makes disbursements for Federal
election activiz. . .~ "lish two separate accounts in depositories as follows: One
or more Federal agsuunts, and an account that must function as both a Non-Federal
account and a LeVin account. If such an account is used, the State, district, and local
party must demonstrate through a reasonable accounting method approved by the
Commission that whenever such organization makes a disbursement for activities
undertaken pursuant to 11 CFR 300.32(b), that organization had received sufficient
contributions or Levin funds to make such disbursement. 11 CFR §300.30(c)(3).

H. Receipt of Levin Funds. Levin funds expended or disbursed by any state committee
must be raised solely by the committee that expends or disburses them. Each
donation must be lawful under the laws of the state in which the committee is
organized and the funds solicited must not aggregate more than $10,000 in a calendar
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year. Consequently, funds from national party committees, other state, district and
local committees, and from federal candidates or officeholders, may not be accepted
as Levin funds. 11 CFR §300.31.

I. Disbursements of Levin Funds. A State, district, or local committee of a. polltlcal
party may spend Levin funds on the following types of activity:

e Voter registration activity during the period that begins on the date that is 120
days before the date a regularly scheduled Federal election is held and ends on the
date of the election;

e Voter identification, get-out-the-vote activity, or generic campaign activity
conducted in connection with an election in which a candid¥te for Federal office
appears on the ballot (regardless of whether a candid - . Tor State or local office
also appears on the ballot); .

e The Federal election activity for which the disbu e - 1- 111. de must not refer to
a clearly identified candidate for Federal offi.c «..i,

e The disbursement must not pay for any ‘?1 th&costs of ar.y ko :lcasting,

cable, or satellite communication, other ##an a com{mmcatlon Lie ivicigsolely to
a clearly identified candidate for State .. . .. offi.; 11 CFR§3t :™"%)(1)and
©). | D 7

J. Reporting Federal Election Acln ity. If a state, dlsm&mr local party committee’s
combined annual receipts and dis - -l - or federi..s <« t'un activity (FEA) total
$5,000 or more during the calendar P& Littee n o-1 isclose receipts and
disbursements of federal funds and Legin }-l o 1t FEA 11 CFR §300.36

(®)(). -

K. Contents of 11"‘ in Rrporiu. . ach report Fgust disclose:
o theamountof. -!--n-i"i v Levin s at the beginning and end of the
repe-tinz peingd; LT

:/yh“ e ey o, ind receipts for the reporting period and the calendar

L 4

jecar, ) .
w“otal amount®  evin : ' . isbursements for the reporting period and the

>

ol year;an =

e cer " sansactionsfiHat require itemization on Schedule L-A (Itemized Receipts
of Lev ds) oxﬁlaledule L-B (Itemized Disbursements of Levin Funds). 11
CFR §303'&

Facts and Analyzs

A. Facts
During audit fieldwork, the review of dlsbursements made from the federal and non-

federal accounts identified an apparent non-federal overfunding of activity in the
amount of $82,722.

1. Expenses reported as allocated on Schedules H4. The Audit staff calculated
the non-federal share of expenditures required to be disclosed on Schedules H4
and compared that to the amount transferred from the non-federal account for the
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period between 2011 and 2012. The non-federal portion of shared activity for this
period was $110,092. However, the non-federal account transferred a net amount
of $160,083, resulting in an overfunding of allocable expenses totaling $49,991.

a) Below is a breakdown of the Audit staff’s calculation of overfunding of
allocable expenses totaling $49,991. The following expenses were disclosed
on Schedule H4 but, based on available documentation, were not allocable
and should have been paid with 100 percent federal funds:

i) Payroll and Associated Costs: HDP paid expenses from a federal account
but disclosed these as allocable administrative ex=a-=s on Schedule H4.
HDP did not provide monthly logs, timesheets naavits demonstrating
that these costs were solely non-federal or allé¢.1** . expenses (see Finding
5).

account that appeared to be GO ctivity during the F. \ v ¢ eriod,
but disclosed these as allocab i ses on ~. hedule H4. *\ ~.»*:on of
these expenses were disclosed as :. «w :i~'+ (+v:'gric Voter D, v expenses
on Schedule H4. The remaining werv .| - osed as shared administrative
expenses on ScheduleT~: Based upon'ﬁf"‘ " es and purpose of the

ii) Generic Voter Drive (GVD) iy 1IDP paid ex -v1.-¢ from a federal

disbursementsand " . 1_:. =il ‘cumentati  .» "led, it appears these
disbursements should hav: -1 +.* with 10 py*. ont federal funds and
not disclosed as shared expgnse ; St ~=h4.32

iii) Miscel enses. Hi%g disclosed®®expenses on Schedule H4 that
we . uffici€glly documentgd to allow the Audit staff to determine
Whiui: " .wv cor  be shared. ded in this total were disbursements
forrent. w1, . ) ntation to support these disbursements
W i~ w2 i -1 . aetermment these expenses were made to support the

A neaayg ". V11w -'f temporary campaign office locations.

f E;hwnse paid fium,the ngif-federal account. HDP paid certain expenses
di--..” " om the ngg2federal account that appeared to represent 100 percent -
feder ity or aiipcable activity that should have been disclosed on Schedules
H4,rest ° " . Pverfunding of expenses totaling $32,731.

a) Below is%reakdown of the Audit staff’s calculation of overfunding of
expenses paid from the non-federal account totaling $32,731. Based on
available documentation, these expenses should have been paid with 100
percent federal funds or allocated on Schedules H4:

32 For the 2012 election cycle, a candidate for federal office appeared on the ballot in the state of Hawaii.
For HDP, the FEA Voter ID, Generic Campaign Activity and GOTV period was June 5, 2012 through
November 6,2012. Further, the FEA voter registration period was November 8, 2011 through March
13,2012 and April 13, 2012 through November 6,2012,
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i) Federal Election Activity Expenses. HDP paid expenses totaling $30,576
from its non-federal account that appeared to be FEA Type II (GOTV)
activity that should have been paid with 100% federal funds. Based on
available documentation, it appeared these expenses pertained to various
GOTYV rallies. These costs included consulting services, facility and
equipment rentals, food and beverages, entertainment and transportation
expenses.

ii) Miscellaneous Administrative Expenses. HDP paid expenses from its
non-federal account that, based on available documentation, appeared to
be expenses that should have been allocated betw .~ "ie federal and non-
federal accounts. The federal share of these expérises totaled $2,155.
These expenses pertained to office rent, b -~. Jffice vehicle repairs
and accounting services.

-~

B. Interim Audit Report & Audit Division Recgfmecndation
The Audit staff discussed this matter at the exit erencg and providv | IDP
representatives schedules identifying the tra o+ - causipg the non-fede~

overfunding. HDP representatives stated they we » v.-ki getting threc .ormer staff
to sign payroll affidavits for disbursements disclose.™ 1-  ycable administrative expenses
on Schedule H4. - ]

The IAR recommended that HDP prov .1y F.w ., tlon dexI ! atmg that the

expenditures above did not cause an over%ﬂ %{ ofi-federal account of
$82,722 (849,991 + $32,734). Absent suc 1 @nc: 12 18R recommended that HDP
i gfal avegent $82,722 ogdi sclose tH€ non-federal overfunding on

f+ r.come avaiRible to satisfy the obligation.
. r.’
’

In respon-. *v” w IAR, rec iendation Egy provided a declaration that stated several
staff pwﬁll paymen - \\. el. &) individuals who worked less than 25% percent of
time iven mont’ gtivi .~ 11 .. .. lion with federal elections and federal

elec{mn‘tl “in.ty. The A “u staff g, - owledges that these payroll expenditures are

- allocable «1 \chedule H4, 3id adjusted the calculatlon for overfunding accordingly.

HDP also prov1 " tion that asserted that several expenses disallowed by the
IAR were in fact ¢ _ ¥ operating costs. The Audit staff acknowledges that these
expenses are allocabje

on Schedule H4, and adjusted the calculation for overfunding
accordingly.

In addition, HDP filed amended disclosure reports in response to the IAR
recommendation that moved $38,251 in federal election activity expenses disclosed on
Schedule H4 to Schedule H6 (allocated Levin & federal expenses). HDP provided
Schedules L for Levin activity and have moved the necessary portion of allocation
transfers to Schedule H5 so that these activities are properly disclosed as allocable federal
election activity. The Audit staff acknowledges that the expenditures moved from
Schedule H4 are expenditures for federal election activity allocable on Schedule H6, and
adjusted the calculation for overfunding accordingly.
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Finally, HDP objected to the inclusion of non-federal bank charges as allocable expenses.
The Audit staff agrees that the non-federal bank charges are not an allocable
administrative expense, and adjusted the calculation for overfunding accordingly.

Based on the documentation provided in response to the IAR recommendation, the Audit
revised its funding analysis and concludes the non-federal account did not overfund the
federal account. '




