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

appears not to havggfiet @

-.r;

committee coriglied wi
the limitations,
prohibitions and

disclosure requlremen‘%g
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.

' 52 U.S.C. §30111(b).

About the Committee (p.3)

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

Financial@etivity (p. 4)
e Receipts: i 4
%&ﬁﬁom Indnvxduals $ 448,066
h 206,626
fors ngffiliate I9ther Party
771,602
ftam Nonfederal Accounts 550,073
% 119,872
$ 2,096,239
ting Expendltures $ 1,119,344
ks al Election Activity 709,716
% "GOordinated Party Expenditures 134,156
204 Other Disbursements 67,902
' Transfers to Affiliated/Other Party
Committees 65,000
Total Disbursements $2,096,118
e Levin Receipts $104,500
¢ Levin Disbursements $103,500

Findings and Recommendations (p. 5)
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)
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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 requlrements‘%substantial compliance with the Act.

52 US.C. §30111(b). s

Scope of Audit A N
Following Commission-approved procedu s, tHesAudit SEEF evaluated various risk factors and
as a result, this audit examined: h

the receipt of excessive contnbutlons @,
the receipt of contributions fro:ggrohlblte
the disclosure of individual con\!% rs’ occll B
the disclosure of disbursements, '
the disclosure of exptgpS' ;

the consistency bepde:
the complctcness [ -if

VoNAnh WD -

Pursuant to the Commissiofi’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 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 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 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 USDC employees paid with 100 percent federal funds and
reported as such.




Part 11
Overview of Committee

Committee Organization

Important Dates

o Date of Registration

November 16, 1978

* _Audit Coverage

January 1, 2011 - December 31, 2012

Headquarters

Bank Information

e Bank Depositories

o Bank Accounts

Treasurer

- 4| Salt Lake City, Utah
_ wo

ix federal and four non-federal

e Treasurer When Audlt Was Condwg@“ .

o Treasurer During Period Cove

Audit :

Kathleer Snyder 10111 - 10/TO7 T
Robert Miller: 10/11/11 — 12/31/12

Management Informatlo R,

| Paid Staff



Overview of Financial Activity

(Audited Amounts)
Cash-on-hand @ January 1, 2011 $ 82,729
Receipts
o Contributions from Individuals 448,066
o Contributions from Other Political Committees _
(PACs) 206,626
o Transfers from Affiliated/Other Party Commlttees 771,602
o Transfers from Nonfederal Accounts 550,073
o Other Receipts 119,872
Total Receipts 2,096,239
Disbursements
o__ Operating Expenditures 1,119,344
o Federal Election Activity 709,716
o Coordinated Party Expenditures 134,156
o Other Disbursements - 67,902
o Transfers to Affiliated/Other Partyig 65,000
Total Disbursements 2,096,118
Cash-on-hand @ Dece_ ' $ 82,850
$0
104,500
103,500

$1,000




Part III
Summaries

Findings and Recommendations

- Finding 1, Misstatement of Financial Activity
During audit ficldwork, 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 $75,8 6. Subsequent to audit notification,
USDC amended its reports, which materially copiéeted the opening cash for 2011. In
response to the Interim Audit Report recommgHda lon, SDC stated that it disagrees with
the dollar amount of the receipts misstate ;o $9932 03, and requests that the finding be
reduced by $90,439, the amount of i |ts ovErReps rted i sfers (For more detail, see p. 7.)
Finding 2. Recordkeepm o r ; o ploy SR8
During audit fieldwork, the Aud lt staff fouRduiar BSDC dld Bt maintain monthly
payroll logs for some of its pay; cr, bas requl 3557 document e percentage of time each
employee spent in connection with, &3 :;:~. For 2011 and 2012, the Audit staff
identified 42 payroll :.gwk;,,a., tions -“e, : Q which monthly payroll logs were
missing or incomp a?* 1 . ritirel piiyroll which was allocated between
federal and non-f ety of 3‘"  In respo se to th¥Interim Audit Report recommendation,
| that i Wkhas Bl edures h.place to ensure that payroll logs are
mamtame {0 trackithe a { ORE ;_3;;;_,% By oyees spent on federal activities. (For more

Finding per Bank Account Structure
USDC maintained aghs teount in which all funds, including both federal and non-

aviby tfinsferred from linked subaccounts (federal and non-federal)
to a parent account thaterved as a temporary holdmg 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 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, Levin-eligible. (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,
USDOC stated that it has no additional comments regarding this matter. (For more detail, see

p. 15.)

T e



Part IV
Findings and Recommendations

l Finding 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 eriding cash by $92, f;‘:,- d $74,545, respectively. For 2012,
i isstatgll. OPening cash was overstated by

5, Subsequent to audit notlﬁcatlon,

Legal Standard W, |
Contents of Reports. Each reporymusgdis o

o the amount of cagh¥onihand at thg begi u,;‘: ;”:F-f“

e the total amo i ing@ieriod and for the calendar year

o the total amount ofdis _ments fom e ref ortmg period and for the calendar year;
and  psWElRe. Sl

DHSHL A ite itization on Schedule A (Itemized Receipts) or
Schedul 4 (Itemiz ;-%}}p vt‘é’i;:xwzz;,-; nts) 52 U.S.C. §30104(b)(1), (2), (3), (4) and (5).

A. Facts s

During audit fieldwork*the Audlt 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 balance, 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
TS | g | S| o
Receipts $477,497 sass204 | 392209
Disbursements $458,632 sasg8s9 | o - S22
& Deseaaber 31 3011 83,709 9166 | Goerymes

The overstatement of receipts resulted from the following: .
o Transfers from non-federal accounts v;‘ ; ed $ (90,439)
e (2,170)

At the exit conference, [h€ 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

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

3 The Karen Shepherd Fund consisted of amounts originally donated from the Karen Shepherd for
Congress Committee in 1995. During 2011, total 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
2011 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 a 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 Interim 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 that this amount be reduced by $90,439,
the amount of over reported H3 transfers. USD@ cotitgnds that if it had made electronic
transfers (or written checks) from its holdinggice@unt and deposited them into its Federal

account, the funds would have been returaidsp its fazent account by automatic transfers,

ol

books and reported them as such.

The Audit staff maintains that44SDC over fhagftl the :
federal account and continues t6: ‘”f gommend it USDC amend lts reports to reflect the

amount of funds that were actual r s e rred bk e the accounts. Such an adJustment
would be consistent Withith rcportl o] m E_ft_‘:.‘_‘
USDC properly reg o ed dut gthe afig perm

;_',

".;:_‘;:.V
T

Finding 2;.Recotdieen ng u Employees

-
Aot ':’;1»
G

=

Summ‘%s i”‘ ) .

During audit work, el ud1 Stff found that USDC did not maintain monthly
payroll logs for fm > of itspayro l as required, to document the percentage of time each
employee spent in \; pecti a& with a federal election. For 2011 and 2012, the Audit staff
identified 42 payroll o He 5 Ctions totaling $62,135, for which monthly payroll logs were
missing or incomplete. T his 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 employees spent on federal activities.

oS

Legal Standard
Maintenance of Monthly Logs. Committees must keep a monthly log of the perccntage
of time each employee spends in connection with a federal clection. Allocations of
salaries, wages, and fringe benefits are to be undertaken as follows:
¢ 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 federal account
or have their pay allocated as administrative costs;

* The parent account is the subject of Finding 3- Improper Bank Account Structure.



10

» 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

e employees 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 to document the proper allocation of federal and non-federal
funds used to pay employee salaries and wages.

;;;;;;;

properly utilized a payroll log to record the timéSperition federal election actmty

for which payroll Tois

e,

recommended that USE) St

e provide evidence 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 (sce Part I, 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.
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C. Committee Response fo 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.

l 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 l 1 CFR §102.5(a)(1)(i), which
provndes for the permissible account structure, it g to federal and non-federal

ivi 3 thel d|t staﬁ' concluded that USDC did

rcgardmg this matter.

Legal Standard

A. Accounts for Federal and N 'vnty A party committee that finances
political activity in connectlon wi g, non-federal elections may establish
two accounts (federa cate'htred expenses - expenses that

simultaneously su m;{ 1 A Elettion activity - between the two
accounts. Alternativel§jthe cmmi qay corft duct both fedéral and non-federal activity
from one baplgacc: WhisRifsiconsiderddm federal account. 11 CFR §102.5(a)(1)(i).

4yt Sderal Aggount. e federal account may contain only those funds
that are permirSjil Sidhe fec QigP election law. The non-federal account may contain
funds that are no 5 ittec ’;sf Pthe federal law (but are legal under state law), such as

A

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 committees
two ways to pay for allocable, shared federal/non-federal expenses.
e 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 Expenes. 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 (s eps_) from linked subaccounts (a
federal bank account and a non-federal bank a The parent account also

i
1 e

The commingling of f ederal 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 expenses 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.

% Of the 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 Interlm Audit Report recomm dation, USDC provided no additional

months durmg 2011 that was not in compll gulatlons pursuant to 11 CFR
§102.5. N

Finding 4. Receipt of Lé%.l ' lations that Exceed J

the Limit | : __ o

funds ,\,i‘é. c the i t BHPthe time when it spent the monies acquired
from the twiexcessive dgn atio Sonl_evin activities and it did not demonstrate that the
most recently G doggtions were, in fact, Levin-eligible.

Legal Standard '-= .
Party Committee Lim{g".
not solicit or accept froffi 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:
e Establish a separate Levin account (in addition to the non-federal and federal
accounts); or
e 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.

limits for Levin fund donations; therefore, thg4&{e al llmlt of $10,000 per donor in a
calendar year should have been followed e doriglg,made donations totaling $18,000,
B 18z donor made donations totaling

agu h

At the exit conference, the Audf ; f] SEHjthis matter w:th USDC representatives
who replied that Levin funds weré ‘*;"; Sfe ) SDC's non-federal account to its
Levin account, and thasihece ok g&fwrong Levin donors were
disclosed. USDC pgposcliimendi reporije 1sclose different Levin eligible

\'}" of General Counsel, agreed that the

' Rigsue of'excessive Levin donations, but sought more
ing f“q utilized and the related clerical disclosure

t picommended that USDC provide evidence these donations
were not excessive or s5w through a reasonable accounting method that total Levin
funds were sufficient and that the proposed substitute Levin donors were Levin eligible at
the time Levin expenditures were made. Absent such action, USDC should refund the

- $12,000 in excessive donations and provide evidence of such refunds (to include 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.

19 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.

| 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 opi
not receive more than a total of $5,000 peps&
political committee. 52 U.S.C. §301 16645(2)(@;s

B. Handling Contributions That App¢i {y 7 If a commlttee receives a

gal committee of a political party may
dat year from a multicandidate

ST aff potential refunds;
ini the contrlbutlon may be illegal;

r 1EeY :5 the excessive contribution, refund the
he donor. 11 CFR §103.3(b)(3), (4) and (5).

A. Facts
USDC accepted contnb tlons 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 prov1de any additional comments it
considered relevant to this matter.
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C. Committee Response to Interim Audit Report

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




