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MEMORANDUN

TO: SHARON SNYDER
PRESS OFFICE

I
FROM: ROBERT J. COSTA S

ASSISTANT STAFF DIRECTOR
AUDIT DIVISION

SUBJECT: PUBLIC ISSUANCE CF THE FINAL AUDIT REPORT O%
HOUSTON HOST CCMMITTEE, INC.

Attached please find a copy of the final audit report

and related documents on Houston Host Committee, Inc. which

was approved by the Commission on January 5, 1994,

Informational copies of the report have been received by

all parties involved and the report may be released to the
public.

Attachment as stated

cc: Office cf General Counsel
Qffice of ?J lic D$<c 081
el
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FINAL AUDIT REPORT
ON
HOUSTON HOST COMMITTEE, INC.

EXECUTIVE SUMMARY

The Houston Host Committee, Inc. (the Committee!
registered with the Federal Election Commissicn on February
7, 1991. The Committee’s primary cbjective was the
encouragement cf commerce in Houston in relation to the 1992
Republican Naticnal Convention, as well as toc project a

favorable image cof the city tc convention attendees.*/

The audit was conducted pursuant to 11 C.F.R. §9008.9
which requires an examinaticon and audit of each host committee,

The findings of the audit were presented to the Committee
-at an exit conference held at the conclusioen of the audit
fieldwork {(2/18/93) and in an interim audit report approved by
the Commission on August 19, 1993. The Committee was given an
opportunity to respond to the findings both after the exit
conference and after receipt of the interim audit report.

These responses have been included in the findings set forth in
this report.

The following is an overview of the findings contained in
the final audit report.

Apparent Prohibited Contributions - 11 CFR $008.7(d (2)
(i) and {(iv). Local businesses may make donations to the
Committee provided they are located within the Consolidated
Metropolitan Statistical Area (CMSA) of the convention city.
The report gquestions whether 10 businesses which made in-kind
donations totaling $116,470, were located within the CMSA of
the convention city. The Committee responded by providing
local addresses for 3 cf the businesses. Questions remain,
however, as to the legality cf the $42,%87 dcnated by the 7
other businesses.

*/ The Host Tomm:ittee s
committee which is fun
to audit.

cinguished f£r

1872 o
ed by a public grant and also subject

n the party c<onvention



Zznventicn Re.ated Exgenditures - _1 CFR 90C&.7 4 and
4. Toca. reta:. businesses excludinz ftanks', may make
Zoraticns to a host committee fcor use . defraying ccnvention
expenses, but these donations must be prcporticonate 2 the
business’'s expected commercial returns Alternatively, these
husinesses may make donaticns to promeote the suitability of the

city as a convention site, welcome convention attendees,
faciiitate commerce and defray the administrative expenses of
+he host cemmittee. Unlike convention-related denations, these
donations are not restricted. The repcrt questions whether
in-kind donations totaling $65€,368 represented gcods and
services for convention expenses and therefore required
additional documentation showing that they complied with the
"commercial return” restriction. In response, the Committee
provided information demonstrating that the donations related
to promoting the conventicn city and its commerce and were
therefore permissible.

Disclosure - 11 CFR 104.11i(a) and (bj. At the exit
ronference, the Audit staff reccmmended that the Committee file

-amended reports to disclose debts and obligations to 16 vendors

totaling $930,168.81. The Committee filed the amended
disclosure reports.




\

: " WTOC2310
~ T
REPORT OF THE AUDIT DIVISION
ON THE
HOQUSTON HOST CCOMMITTEE, INC.
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Audit Authority

This report is based cn the audit of the Houston Host
Committee, Inc. (the Committee} tc determine whether there has
been compliance with the provisions of the Federal Election
Campaign Act of 1371, as amended ‘'the Act!. The audit was
conducted pursuant to 11 C.F.R. §9008.9 which states that the
Commission shall conduct an examination and audit of each host
committee registered under 11 C.F.R. 9008.12(a)(1).

The audit seeks to determine if the campaign has

materxally complied with the limitations, prohibitions and

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

B. Audit Coverage

The audit covered the period from August 1, 1991
through December 31, 1992.1/ During this period, the Committee’s
reports which covered January 1, 1991 through December 31, 1992
reflect an opening cash balance cf $-0-, total receipts of
$10,072,866, total disbursements cf $9,318,109, and a closing
cash balance of $154,757.

C. Campaign Organization

The Committee registered with the Federal Electiocon

Commission on February 7, 1981. The Treasurers cof the Committee
during the audit period were will:iam Spitz frem 2-7/91 to 9-16 91
and Frank Maresh from 9-1° 61 =« 12 31 92. The current Treasurer

is Frank Maresh.

During the period auld:zed, the Z:immi2tee established
its headguarters in Hcoustoen, Texas. Thne Cocmmit=tee’s current
office :s also in Houston, Texas.

1/ The Committee’s receipts were revi.ewed ¢

hrougzh January, 1963,




The C

cmmitzee usel w2 bank a-szzcunts to handle its
financial activity.2/ From these acccunts the Committee made
approximately 512 disbursements.3/ The I-mmittee received
monetary donations totaliing $7,886,6523, frcom the City of Houston
£1$7,746,6%0 and Harris Ccunty, Texas S132,800). 1In addition,
the Committee repcrred receiving 138 :1n-x:nd contr:ibutions,
totaling $2,103,431.%2, frem :individuals and businesses.

D. Audit Scope and Prcocedures

The audit included a review cf the following general

1. The receigt c¢f contribuzions from prohibited
sources;
2. the itemizaticn and proper disclosure of receipts

from local municipal corporations and government
agencies, and local labor organizations when
required, as well as the completeness and accuracy
of the information disclosed;

3. the itemization and proper disclosure of
- disbursements when required, as well as the
completeness and accuracy of the information -
disclosed;

4. proper disclosure of debts and obligations;

. the accuracy of total reported receipts,
disbursements and cash balances as compared to
bank records;

6. adequate recordkeeping for transactions;

7. compliance with the regqulations concerning
contributions and expenditures to promote the
conventicn city and its commerce;

8. compliance with the regulations concerning
contributions and expenditures to defray
conventicn expenses; anid

9. other audit crccedures =hat were deemed nrecessary
:n the situaczion,
2/ One acccunt was inact:ve excert for cre transact:ion, a
transfer cf $20 to the cperating acccunt
3/ The Committee d:d not receive mcnezary donaticns frenm
individuals, local btus:nesses or labcr c-rganizations.
Page 4
15794
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“nless specs:fical.y Zi:scussed bel:ow, nco material
mcn-compltance was Zdetected. It should be ncted that the
Tommiss:icn may pursue further any c¢f the matters discussed in
“his repcrt in an enforcement acticon
b cmmendations - Non-repayment Matters

A. Apparent Prchibited Contributions

Section 9028.7:dyie 1) of Title 11 of the Code of
deral Regulaticns states, in part, that local businesses,
~iuding banks, local municipal corporations and government

encies, local labor organizations and individuals may donate
2nds or make in-kind MOQtri*”*xcqs to a host committee £or the
urposes set forth at 11 CFR 9008.7.4 02V(1ii).

Ixﬂ I’( [

'rj (D

Section 9008.7(d)i2Y(1iv) of Title 11 of the Code of
ederal Regulations states that any business, municipal
orporation, agency cor labcr crganization within the Metropeolitan
Statistical Area (MSA)4/ of the convention city shall be
considered local. There shall be a rebuttable presumption that
any such entity located outside the MSA is not local. This
p'esumption may be rebutted by a showing that the volume of

l) "i

-business in an area lying outside the MSA would be directly

affected by the presence of the convention.

The Audit staff identified 10 in-kind contributions,
totaling $116,470, that appear to have been made by business
entities iocated cutside the CMSA.

At the exit conference the Committee was provided with
a schedule of the in-kind contributions. Committee
representatives stated that several of the in-kind contributions
were received from corporate headguarters. The Committee
reported the addresses contained on the documentation for the
in-kind contributions. The documentatiocn contained no reference
to local distributors or affiliates.

4/

In metropolitan complexec with @ pcpuliat:icn Ireacter than 2-ne milliicn
ceople, the MSA 1s comprised cf a Primary Metropolitan Statistical
Area (PMSA) and a Consolidated Metrecpolitan Stat:istical Area (CMSA
fo>r the purposes of this rewview, the Audi: szaff used the CMSA tc
determine whether a business was l1ocal cr not. The CMSA of Houstcn
1ncludes the City of Houstcn and surrcunding counties: Harris,
Srazoria, Galveston, Chambers, For: Bend, Liberty, Montgomery, and
waller

[ ]
.
U
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The interim audi

T regcvt recemnmended that the Committee
demonstrate that the in-kind contoibuticons are permissible or
refund an ameount equal to the walise =f the in-kind contributions
and provide evidence of such refunds 'photocopy 2f the front ang |
tack of the refund check).

In response to the inter:m audit report the Commiztee
provided local addresses for 2 cof the 10 businesses. The
reported value of the in-kind contributions from the 3 businesses
is $73,790. Based on the respcnse, these contributions appear to

e permissible.

With respect to 2 cther businesses, COMPCO Metal
Products Co. which held a breaxfast and Phillip Morris USA which
held a reception, the CommitIee stated:

"Through our research cf these items we

believe these cos'rzb tions were incorrectly’
accounted for and misreported as contributions
to the HHC {[the Committee]. 1In fact, we
believe that both the breakfast and reception
were independent events held by the sponsoring
organizations outside the operations or
purview cf the Convention [Republican National
Convention] and the HHC as sanctioned by
Advisory Opinion 1983-23, and should be-
treated as such.

Corroborative evidence from COMPCO Metal Products Co. or
Phillip Morris USA was not provided to demonstrate that the events
wetre held outside the purview of the Committee.

Regarding the remaining 5 businesses, the Committee
stated:

"When we accepted these contributions we
assumed, at the time, that these organizations
had a history of providing nominal value
products and merchandise tc conventions as
official providers even though they are not
local businesses. We believe that the HHC was
one of many beneficiaries in this their normal
and usual business practice. The HHC is
attempting to ve-;fv this :nformation with
each of the app-:ca:-e cimpan.es. We will
send copies of these ver:f:cations when
received. If we sublseguent.y determine ¢
our assumption was .nccrrect, we wili mak
necessary refunds.
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As of 11 23 &3, nc Zocumentat:on relazive oo
rerifications or refunds nav: oeen rectelved
In sumnmary, guestlcns as 7 772 permissizility of 7
~cntributions zotaling $52,.£%0 remain.
B. Ccnventicon-Related Expenditures ;
Sections 9008.7¢d*«3 i), 1311 and (111 2f Title 1l of !
the Code of Federal Rea“‘ t;c“s state, 1n part, that iccal reta:l
businesses, excluding banks, as welil as lccal municipal
corporations and government auencxes may donate funds to a host
committee for use by that ccommittee in defraying ccnventicn
expenses. The amount of the donaticn under 11 CFR $0C8.7:d' 3.4
must be proportionate to the commerc:ial return reasonably expected
by the business, corporation ¢r agency during the l:ife of the
convention. The host commi:tee must maintain funds dconated under

11 CFR 9008.7(dY(3)( in a separat

Section 9008.7(di/3tvy 2f Title 11 of the Ccde cf
Federal Requlations states that for purposes of 11 CFR
9008.7(d){33{ii), the 1life cf the convention shall begin seven
days before the opening cof the convention and end three days after
the close of the convention.

Section 9008.7(d)(4) of Title 11 of the Code of Federal
Regulations states, in relevant part, that the funds used by =h
host committee in accordance with §9008.7(d){(3} shall not be
considered expenditures and shall not count against the
expenditure limitation under 11 C.F.R. 8008.7(a:}.

The Audit staff identified 13 in-kind ceontributions,
totaling $656,368 that appear to be goods and services used to
defray convention-related expenses. Notations on the Committee's
records indicated that the in-kind contributions may be
convention-related. For example, -lectronic Data Systems
Corporation (EDS) provided 3$:252,308 in computer ne:iwork design
services. Documentation descrxn;ng services provided by EDS

stated, "define computer network architecture for Three Allen
Center and Astrodome wide area network{.j"
rther, CAP GEMINI AMERICA prov:ided $2,820 in computer
programming support services. A thank you letter £or services
provided by CAP GEMINI AMERITA c.ted computer programming suppors
to the Houston Host Commicttee £or the 1357 Repuol:izan National
Convention. System One Corpcrat:cn and Hewlett-Pactxard Comrpany
provided computers and re.ated eguigment %> the 1373 Republi:can
National Convention total:inz $335,734% anmd 31371,727% rcescectively
The Committee 3J:1d not grovide documenzaz:icn during the
fieldwork which demonstrated tha:t the donations were proportionate
to the commercial return reascnacly expected by the Cusinesses
during the 1:fe of the convention
Page
15794
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At the exit conference the Comrittee was provided w:ith a
schedule 2f the in-x:ind ccocnoriZutions. & ITmmitiee representative
states that the Cmm‘:::ee wouss provide evidence tc support that
the in-kind contributicns were z—sed £2 Zefray host Committee
expenses such as those incurred for promoting the SJltabll;ty of
the city as a convention site, welccmins the convention attendees
tos the city, and faciiitating ccmmerce, etC., rather than to
defray cconvention expenses.

The interim report reccocmmended that the Committee:

° demonstrate tha:z the in-xind contributions were
used to defray expenses fcr host committee
activities such as thcse described above, rather
than to defray ccnvention-related expenses; or

? demonstrate that the $634,368 in in-kind
contributions rece:ived were from lccal retail
businesses; and

™~ ° demonstrate that the $656,368 in in-kind
contributions received represent an amount
proporticnate to the commercial return reasonably
- expected by each local retail business during the
e R life of the ccnventicn.
- The Committee’s response to the interim audit report
S appears to indicate that the in-kind contributions were used to
- defray expenses for host committee activities, rather than
convention-related expenses. 1In its response the Ccmmittee
. stated that the in-kind contributions of computer hardware,
computer software, computer installation and labor were integral
~ to the services provided by the Commitiee. These services
. included an extensive computer network and database file of the
) several thousand volunteers who partic:ipated in the effort to
. welcome the Republican National Conventicn to Houston. The

system also tracked convention visitor information to coordinate
services.

The Committee stated

th

[
”
ot

J
4]
-

"These services and

the computer netwerk were
neither used by nor served functions which
otherwise wouid have reen rerformed by the
Committee ¢n Arrangements fcr Republz"a"
National Convention. InsteaZ, +the
contributicn ¢f the :%ems descrized in .<ems 1
through 135/ [ footncte added. were used -y and
in support cf the HHI efizrst <o creomoze the
suitability ¢ Housscn as a -:tnavention s:ize,
S/ This is a reference to the :1nzerim audit repcrt A;tachment 2,
"sSchedule of In-Kind Contributiins - Ionventicn-Related.
Page &
185 34




welzoming the attendees to the

TiTv arns fac crrmerce and i ono oy

were used to defray Zonvent:ion related )

exgenses as stipulated in ycur audit letzer.”

Bagsed con the inf-rmaticn ceontained 1n the resgonse, it
apgears that the aforementicned coods and services relate <¢ hos:
commitiee activities.

z. Discicsure c¢f Debts and Cbligations

Section 104.11: and b of Title 11 ¢f the Zode of
Federal Regulaticns sta:e, in relevant rart, that depts and
cpiigations owed by or toc a political committee which remain
sutstanding shall be continucusly reported until extinguished and
shall be repcrted on separate schedules together with a statemen:
explaining the circumstances under which each debt and obligaticn
was incurred; and debts of $500 cr less shall be reported as of
time payment is made or nct later than 60 days after such
obligation is incurred. Debts over $300 shall be discleosed as c¢f
the date on which the debt cor obligation is incurred.

The Audit staff reviewed the Committee’'s documentation
£fs5r dishbursements i‘invoices, conzracts, canceled checks, etc.) angdg
identified debts and cbligations, totaling $930,158.81, owed to 16
vendors which were not disclcsed. For the two reports filed, no
debts were reported.

At the exit conference the Committee was provided with
a schedule which detailed the debts and obligations not disclosed.
Committee representatives stated that the reports were prepared on
a cash basis; and indicated that the Committee would file amended
Schedules D to disclose the information and correct the public
record.

Amended Schedules D were filed on February 26, 1993.
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MEMORANDUNM

TO: Reherz 2. Co
Assistanct Staﬁfﬂozrecfor
Audit Divisief '
N

THROUGH: John C. Su:inaB
Staff Direth f
FROM: Lawrence M. Wable;/¢?v/
General Counsel
~ A
Kim Bright-Coleman ¢ |  —
Associate General Counsel

‘ 1
Lorenzo Holloway A ¥
Assistant General Counsel

Gregory R. Baker ;3ﬁ:7 ' T T e e B
Attorney

SUBJECT: Proposed Final Audit Report on the Houston Host
Committee, Inc. (LRA #450/AR $#93-42)

The Office of General Counsel has reviewed the proposed
Final Audit Report on the Houston Host Committee, Inc. ("the
Host Committee™), forwarded to this Office on November 24, 1993.
The following memorandum contains our comments on the proposed
report.l/ Should you have any questions regarding the proposed

report, please contact Gregory R. Baker, the attorney assigned
to this matter.

We concur with the Audit staff’'s findings with respect to
the convention-related expenses (II.B.). The Audit staff
identified 13 in-kind contributions, totaling $656,368, which
appeared to represent goods and services used to defray
convention-related expenses. The Host Committee provided
information in its response to the Interim Audit Report whic
indicated that the in-kind contributions were not used t-» defray
conventicn-related expenses. In fact, the informaticn

)

1/ Since the prcposed Final Audit Report does not include arny
matters exempt from public disclosure under 11 C.F.R. § 2.4, we
recommend that the Commission’s discussion of this document re
conducted in open session. Moreover, we note that the
parentheticals refer to the sections in the prcposed report.

Page 11
1/5/94




Heméfandum to Robert J. Costa
Proposed Final Aud::t Report cn e

Hougton Host Comm:ittee, INC,

"LRA #430AR #93-40

Page 2

jemcnstrated tha:z the gocds ani services were related sclely to
Ymgt ShAmmittee astLlvitLes Tr.s, the Audit szaff concluded thas
-me cormtributions were reiatel <7 Host {ommittee activity and
~na%t no further acticn 1S warranted. B

We als> concur with the AuZic staff’'s reccmmendaticn to
vrakxe ~n> fuzther acticn with rescest to the Host limmittee’s
failure tz properly Zdiscliose .<s ZeDts and obligations (II.C.
The Aud:it staff reccmmended at ~hne exit conference that the Host
~rmmitcee f:le amended reports correcting the omigsions. The
Hogt Committee f1led the amendeld repcrts on February 26, 1993;
+husg, ne further action is warranted.

The Audit staff 1dentified 13 in-kind contributions
~svraling $116,47C, which appear tc have been made by business
entities Lccated cutside the Consclidated Metropolitan
Statistical Area :"ZMSA"' 0f Hcocuston, Texas.2/ However, the
fommittee’s response to the Interim Audit Report only resolved
rhree of the 10 ceontributions Thus, the Audit staff questions
+he permissibility cf the 7 rema:ning contributions totaling
$42,680.

We agree with the Audit Division.3/ A wide variety of
persons including individuals, local businesses, local

government agencxes, and local unions, are permitted to donate

funds or make in-kind contributions to the host committee for .
use in promoting the city and its commerce. See Explanation and
Justification for 11 C.F.R. § 9008.7, 44 Fed. Reg. 63036, 63037

{Nov. i, 1979). However, any bus‘ness that donates funds must
be located within the MSA, 11 C.F.R., § 9008.7(d)(2){iv). 1If

the business is located ocutside the MSA, there must be a showing
that the volume of business in the area lying ocutside the MSA

2/ Under the Commission’'s regulations, the Metropolitan
Statistical Area ("MSA") shall be used to determine whether a
business is local pursuant to 1. C.F.R. § 9008.7(d4)(2)(iv). 1In
metropolitan complexes with a population of more than 1 million,
the MSA is comprised of: (1} the Primary MSA ("PMSA"); and (2}
the CMSA. Generally, the Audizt staff uses the CMSA in areas
where the populaticn exceeds . m:llion. See Interim Audit
Report on the New vYork “§2 Hest CTommittee, Inc., approved May

S, 1993. For the purposes cf th:is audit, the CMSA of Houston,

Texas includes the Zity of Hcus+<zon and 8 surrcunding counties.

3 The Host Czam.-tee submittel adequate documentaticon
addressing the contributions by: 1" Fruit of the Loom;
2 Quaker Cats; a~32 3 WoriPerfect. However, the Host
Committee has fa:.ed to provicde adequate documentation for the
emaining 7 CcoOnTribdutors: . The Bonneau Company; (2) Binney &
smith; (3) Compcc Metal Produc:s: :4' Cross Communications; (35!
Fresh Technology Zcmpany; % Hcomewocd Flossmocr Community High
School Jecb Tra:n:ng Partnershi:p Z.ass £or Americans with
Disabilizies; and " Phil:ip Mcrrzis USA.
Page .c¢
1% 24
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Memorandum to Robert J. Costa
Propeosed Final Audit Report on the

Houston Host Tommittee, InN-

TLRA #430 AR #33-42¢

Page 3

would te directly affected oy the presence of the conven=t:ion,
4. The Hosgt Tommittee 1 this instance Ras nzt demonstraced
“hat the T entities in guestion are local bus: ﬂesses ncr has it
shown that the volume cf Dusiness in the area where each entite
15 .ozaved was directly affected by the convention. Rather, the
Host lommittee states thal twe coniributions were mistakenly
repcrted as contribut:icns T the Host Tctmnittee.  The Host
Tomm:ittee asserts that the ccniributicons stemmed from two events
which were suppcsedly held and sponscred solely by the
~cntributcors, completely independent from the Host Committee.
The Hos- Committee states further that these events were held
suzside the purview cf the convention, and Host Committee,
consistent with past Advisory Cpinions. See Advisory Qpl11”n
"“AQ™; 1983-23 'The Zommission concluded that certain payment

by a c9590fa{1va in holding a recepticn a%t the ceonvention wculj
not constitute contributions under the Act as long as no
attempts were made to i1nfivence the outccme cf the convention,

and the purpcse of the function was neither to solicit
contributions tc, ncr advocate the election or defeat cof, an
candidate for federal office). However, the Host Committee
failed to provide any corroborating evidence from the two
entities indicating that the events were held independently from
the Host Committee. Absent information from the entities
indicating that these events were held independently from the

Host Committee, we believe the contributions should be

considered impermissible.

The Host Committee maintains that the 5 remaining
centributions stemmed from organizations that had a history of
providing nominal value products and merchandise to conventions
as official providers. The Host Committee states that they were
just one of the many beneficiaries of these practices. Official
providers may contribute nominal value products and merchandise
to host committees. See AO 1980-53 (The Commission concluded
that the proposed donation by Relly Services of canvas tote bags
to the host committees of both the Republican and Democratic
National Conventions for distributicn to delegates and all other
attendees is permissible under the Commission’'s convention
financing regulations under 11 C.F.R. Part 9008.7). See also AQ
1988-25 (The Commission concluded that the General Motors
vehicle loan program did not contravene the regulations
governing nominating conventicns' However, the Host Comm.ztee
has fa led to provide any supgc

rt:ng documentation from the
entities. Without further documentat:icn frcm the organizaticns
ﬂoncer“.ng these contribut.cns, we bel:eve that their
permissibility should continue tc e guesticned. 1In any even:t,
the Comm:ittee has failed t: shcw that the entities in ques:x:"
were iocated within the MSA cf Hcustcn. The Committee has als:z
failed to rebut the presumpticn which requires that the wvolune
2f business outside the area was directly af eﬂted by the
ccnvention consistent with 11 T.F.R. § 900 tdr(2)tiv:. See
Legal Comments ¢n <he Finali Audit Report cn ’re Atlanta 8%
Tommittee, Inc., dated August 3, 188C.
Page i3
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Mr. Franv Maresh, Treasu
Housteon Host Committee,
Three Al.en Center

333 Clay, Suite 1000
Houszcon., TX 77382

[l

e
e

4
(8}

Dear Mr. Maresh:

Aztached please find the Final Audit Report on Houston
Host Coxmittee, Inc. The Commission approved the report on
January S5, 1994.

The Commission approved Final Audit Report will be
placed on the public record on January 14, 1993. Sheuld you
have any questions regarding the public release of the .
report, please contact the Commission’s Press Office at (202
219-4155. Any questions you have related to matters cove:ed
during the audit or in the report should directed to wanda
Thomas or Nancy Pepe of the Audit Division at (202) 219-3720.
These :individuals can be reached toll free at (800) 424-9530.

Sincerely,

Robert J./Eosta
Assxstanf/Staff Director
Audit Divisiocon

Attachment as stated
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