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Part I
Background

Authority for Audit

This report is based on an audit of the Georgia Federal Elections Committee (GFEC),
undertaken by the Audit Division of the Federal Election Commission (the Commission)
in accordance with the Federal Election Campaign Act of 1971, as amended (the Act).
The Audit Division conducted the audit pursuant to 2 U.S.C. §438(b), which permits the
Commission to conduct audits and field investigations of any political committee that is
requited to file a report under 2 U.S.C. §434. Prior to conducting any audit under this
subsection, the Commission must perform an interaal review of reports filed by selected
committeas te determine if the reports filed by a particular committee meet the threshold
requireorents for substantial compliance with the Act. 2 U.S.C. §438(b).

Scope of Andit

Following Commission approved procedures, the Audit staff evaluated various factors

and as a result, this audit examined: ‘

1. The disclosure of individual contributors’ occupation and name of employer;

2. The disclosure of disbursements, debts and obligations;

3. The disclosure of expenses allocated between federal, non-federal, and Levin
accounts;

4. The consistency between reported figares and aenk recetds;

5. The complataness of records; and,

6. Other committee operations necessary to the review.

Changes to the Law

On December 1, 2005, the Commission voted to amend its mles to require state, district
and local party committees to pay as administrative expenses the salaries, wages and
fringe benefits of employees who spend 25 percent or less of their compensated time in a
month on federal election activity (FEA) or activity in connection with a federal election
(“covered employees™). The previous regulation that allowed party committees to use
non-federal funds for salarios and wages for covered employees was stcuok down ay the

Suprems Court i Shays v. FEC. The revisad rule became effective on January 19, 2006. -

(See Finding 2, Payment of Federal Activity with Non-Federal Funds).



Part II
Overview of Committee

Committee Organization

Important Dates

Georgia Federal Elections Committee

e Date of Registration

June 14, 1976

o Audit Coverage

January 1, 2005 - December 31, 2006

Atlanta, GA

Headquarters -

Bank Infornmation

e Bank Depositories

1

e Rank Accounts

6 Federal, 6 non-Federal, 1 Levin

Treasurer

¢ Treasurer When Audit Was Conducted

Rex Templeton

¢ Treasurer During Period Covered by Audit

Jeffrey J. DiSantis

Management Information
e Attended FEC Campaign Finance Seminar Yes
e Used Commonly Available Campaign Management
Software Package Yes
Paid Staff

e Who Handled Accounting and Recardkeeping Tasks




Overview of Financial Activity

(Audited Amounts)
Federal Cash on hand @ January 1, 2005 $17,342
o Contributions from Individuals $856,051
o Comngributions from Qther Political Committees 333,157
o Transfers from Affiliated Party Committees 776,863
o__ Offsets to Operating Expenditures 13,928
o Transfers from Non-Federal Accounts 1,193,209
QOther Federal Receipts 1,800
Total Federal Receipts $3,167,390
o _Operating Expenditures $1,815,098
o Contributions to Federal Candldates 12,323
o Coordinated Party Expenditures 142,208
o Contribution Refunds 5,800
o Fedaral Election Activity 701,728
o Transfers to Non-Federal accounts 460,783
: o Other Federal Disbursements 2,047
.. . Total Federal Disbursements _ $3,139,987
Federal Cash on hand @ December 31, 2006 $44,745
Levin'Cash on hand' @ January 1, 2005 $6,886
Total Levin Receipts 750
Total Levin Disbursements 7,210
Levin Cash on hand @ December 31, 2006 $426



Part III
Summaries

Findings and Recommendations
Finding 1. Misstatement of Financial Activity

A comparison of GFEC’s reported financial activity to bank records revealed a
misstatement of receipts and disbursements in both'2005 and 2006; and an understatement

. of cash at December 31, 2006. In'2005, GFEC under reported receipts and disbursements
by $523,169 and $523,965 respectively, and i 2006 GFEC under reported receipts by
$126,313 and disbursements by $100,422. GFEC'’s reparted cash balance at December 31,
2006 was understated by $26,262. The Audit staff reccommends that GFEC file amended
disclosure reparts to corraat the risstatements. (For more detail, sze p. 5)

Finding 2. Payment of Federal Activity with Non-Federal Funds
Disclosure of Salaries and Related Expenses

GFEC failed to provide supporting documentation detailing the time spent on federal

activities for employees whose earriings and related payroll'expénses were allocated on
Schedules H4. GFEC reported salaries and related expenses on Schedules H4 totaling

$233,772. Absent the supperting documentation, GFEC sheuld have disclosed these

payments on Schedules B. The Audit staff recommends that GEEC either provide the
supporting documentation menrioned above or amend its reports ta cooectly itemize its

salaries and related cxpensec as 100% federal activity an Schedules B.

Funding by the Non-Federal Account for Possible Federal Activity

The Georgia Democratic Party made 68 transfers totaling $628,254 from its non-federal
accounts into a federal account it used to make payroll disbursements. Without supporting
documentation to show otherwise, the Audit staff considers all of the disbursements made
from GFEC’s “payroll” account to be 100% federal activity reportable on Schedules B. The
Audit staff recommends that GFEC demonstrate that its disbursements for salaries and
related expenses are allocable to its non-federal account. Absent such a demonstration, the
Georgia Democratic Party will be required Lo transfer $478, 7152 from its federal account to
its mon-federal aaconnt as payment for its share of federai expenses. (For inore detail, see

p-8)

Finding 3. Disclosure of Occupation/Name of Empnloyer

A review of eontributions from individuals revealed that 71 eontributians totaling $170,474
lacked, or did not adequately disclose, the contributor’s occupation and/or name of
employer. Furthermore, no evidence was provided that “best efforts” was made to obtain,
maintain, and submit the information. The Audit staff recommends that GFEC provide
evidence that it exercised *best efforts” or contact each contributor lacking this
informstion, subnnit evidenoe of such contact, ad disclose any information received en
Schedwes A. (For more detail, ace p. 11)

% See Facts and Analysis section for calculation.




Part IV
Findings and Recommendations

| Finding 1. Misstatement of Financial Activity

Summary _
A comparison of GFEC'’s reported financial activity to bank records revealed a
misstatement of receipts and disbursements in both 2005 and 2006; and an understatement
of cash at December 31, 2006. In 2005, GFEC under reported receipts and disbursements
by $523,109 and $523,965 respectively, and in 2006 GFEC under reported receipts by
$126,313 and dishursements by $100,422. GFEC's reported cash balance at Decemper 31,
2006 was understated by $26,262. The Audit staff recommends that GFEC file amended

. . disclosure reports to correct the misstatements. _

Legal Standard : .

Contents of Reports. Each report must disclose:

e The amount of cash on hand at the beginning and end of the reporting period;

¢ The total amount of receipts for the reporting period and for the calendar year; and

e The total amount of disbursements for the reporting period and for the calendar year;

e Certain iransactions that raquire itemization on Schedules A (Itemized Receipts),
Schedules B (Itemized Disbursements), Schedules H3 (Transfers from Nonfederal
Accounts for Allocated Federal/Nonfederal Activity), or Schedules H4 (Disbursements
for Allocated Federal/Nonfederal Activity). 2 U.S.C. §434(b)(1), (2), (3), (4), and (5)
and §434(e)(2), (3), and (4).

Facts and Analysis

The Audit staff reconciled GFEC"s reported financial activity to its bank records for 2005
and 2006. Below are charts that outline the discrepancies in both years followed by
explanations of the misstatements, if known.

2805 Activity
Reported Bank Records Discrepancy
Opening Cash Balance $16,116 $17,342 $1,226
@ January 1, 2005 Understated
Receipts $414,202 $937,311 $523,109
Understated
Disbursements $418,781 $941,746 $523,965
Understated
Ending Cash Balance $11,537 $11,907 $370
@ December 31, 2005 Understated




Beginning Cash on Hand as of January 1, 2005:
The $1,226 understatement of beginning cash on hand was due to prior period errors.

The understatement of receipts resulted from the following:

e Unreported transfers: non-federal acconnts to payroll account® + $505,984
e Unreported contributions fram political committaes + 17,000
¢ Unexplained difference + ) 125
Understatement of Receipts ' $523,109
The net understatement of disbursements resulted from the following:
e Unreported disbursements made from payroll account + $500,014
e Unreported transfers: federal accounts to non-federal accounts + 34,018
o Inter-account transfers from federal accounts to payroll - 2,895
account eooneonsiy feported
e Unexnlained difference - 7,172
Net Understatement of Dishursements $523,965
2006 Activity . : .
Reported Bank Records Discrepancy
Opening Cash Balance $11,537 $11,907 $370
@ January 1, 2006 Understated
Receipts $2,103,766 $2,230,079 $126,313
Understated
Disbursements $2,096,820 $2,197,242 $100,422
Understated
Ending Cash Balance $18,483 $44,744 $26,261
@ December 31, 2006 Understated
The net understatement of receipts resulted from the following:
¢ Unreported transfers: non-federal accounts to payroll account + $122,391
e Transfer from political committee not reported + 5,000
e Unexplained difference _ - 1,078
Net Understatement of Receipts - $126,313
The net understatement of disbursements resultsd from the followmg
e Unreported disbursements made from payroll account + $122,391
e Reported transfers from federal account to non-fedéral - - 27,550
account not traced to bank
Unreported transfers: federal account to non-federal account + 258
Unexplained difference + 5,323
Net Understatement of Disbursements : $100,422

3 GFEC paid both federal and non-federal staff from this account but did not repart the majority of the
account activity to the Commission. Since payments for federal payroll were made from this account, the
Audit staff considered it a federal account.



On December 31, 2006, the cash balance was understated by $26,261 as a result of the
erroms described above.

In both 2005 and 2006 the primary reason for the understatement of receipts and
disbursements was GFEC’s failure to properly report activity te and from its payrall
account. The Georgia Democratic Party, which did not consider this account to be a
federal account, made several transfers into this account from both its non-federal and
federal accounts and paid both its federal and non-federal employees from the account. It
should be nuted that only 33% of the payroll account’s activity was reported on GFEC’s
disclosure reports to the Commission.* :

The Audit staff presentnd this matter at the exit conference. GFEC representatives
disagreed that the payroll account was a federal account and explained that the payroll
account was used like an “eacraw account.” They stated that this account was created to
accommadate GFEC’s payroll processing vendar, Paychex, which would not draw funds
to process payroll from multiple accounts. GFEC representatives opined that this account
was not a federal account and its non-federal activity was not reportable to the
Commission.

It is the opinion of the Audit staff that since GFEC muade several disbursements from the
payroll account for both federal and non-federal payroll, the account functioned as an

. allocation account and all activity to and from this account was reportable to the
Commission on Schedulés A, B, H3, and/or H4. In Finding 2, Payment of Faderal
Activity with Non-Federal Fungs, the Andit staff atates that since GFEC did not maintain
monthly logs, time sheets or affidavits for its employees, it is not possible to determine.
whether payroll should have been paid wholly from the federal account, the non-federal
account, or allocated between the two accounts as administrative expenses. Therefore,
GFEC should report these disbursements on Schedules B until it can demonstrate what
percentage of its employees’ timic was spent working on non-federal election activity.

Idterim Audit Report Revommendation

The Audit staff reconunerids that, within 30 days of service ¢ this report, GFEC:

e Amend its 2005 and 2006 reports to correct the misstatemaonts nntex above, including
appropriate Schedules A, B, H3, and H4.

¢ Report non-federnl payroll disbursements on Schedules B as “Other Disbursements,”
line 29 of the detailed summary page and report the corresponding transfers from the
non-federal account on Schedules A as “Other Federal Receipts,” line 17.

¢ Include a memo text with each amended item stating that “the transactions are being
disclosed as a result of the 2005-2006 cycle FEC audit.”

e Amend the cash balance on its most recerntly filed report with an explanation that it
resulted from audit adjustments from a prior period. It is further recommended that

* In 2005, only 2% of GFEC'’s activity from the payroll account was reported. In 2006, 70% of this activity
was reported.




GFEC reconcile the cash balance on its most recent report to identify any subsequent
discrepancies that may impact adjustments recommended by the Audit staff.

| Finding 2. Payment of Federal Activity with Non-Federal Funds |

Summary

Disclosure of Salaries and Related Expenses

GFEC failed to provide supporting documentation detailing the time spent on federal
activities for employees whose earnings and related payroll expenses were allocated on
Schedules H4. GFEC reported salaries and related expenses on Schedules H4 totaling
$233,772. Abuent the supporting documentation, GFEC should have disclesed these
payrmaeuts pn Schedules B. The Andit staff reconmmends that GFEC either provide the
supporting documentation mentioned above or nmend its reports to correctly itemize its
salaries and related expenses as 100% federal accivity on Schedules B.

Funding by the Non-Federal Account for Possible Federal Activity
The Georgia Democratic Party made 68 transfers totaling $628,254 from its non-federal
accounts into a federal account it used to make payroll disbursements. Without
supporting documentation to show otherwise, the Audit staff considers all of the
disbursements made from GFEC’s “payroll” account to be 180% federal activity
reportable on Schedules B. The Audit staff recommends that GFEC dornonstrate that its
disbursomer:ts for salaries amd related expenses are allocable to its non-fi:deral account.
Absent such e demanstration, the Georgia Democrati: Farty will be required ta transfer
$478,715° from its fedaral account to its ntm-fedecal account as payment for its share of
" federal expenses.

Legal Standard

A. Accounts for Federal and Non-federal Activity. A party committee that finances
political activity in connection with both federal and non-federal elections shall establish
two accounts (federal and non-federal) and allocate shared expenses, those that
simultaneously support federal and non-federal election activity between the two
accounts. Altematively, the committee may cbnruct bath ederal amd non-fedaral agtivity
fram ono bank acoount, considered a federal iiccount. 11 CFR §102.5(a)(1)(i).

B. Paying for Allocable Expenses. Commission regulations offer party cammittees two
ways to pay for allocable shared federal/non-federal expenses.

« 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

» They may cstablish a separate, fedtral allocation account into which the committee
deposits funds from both its federal and non-federal accousts solely for the
purpcee of paying the allocable expenses of shared federal/non-fotleral aetivities.
11 CFR §106.5(g)(1)(i) and (ii)(A).

5 See Facts and Analysis section for calculation.




C. Reporting Allocable Expenses. A political committee that allocates federal/non-
federal expenses must report each disbursement it makes from its federul acoount {or
separate altocation account) to pay for a shared foderal/non-federal expenae. Committees
report these kinds of disbnrsemonts on Schedulea H4. 11 CFR §104.10(t)(4).

D. Costs allocable by State party committees between Federal and Non-federal
accounts (Effective prior to January 19, 2006). State party committees must pay salaries
and wages from funds that comply with State law for employees who spend 25% or less of
their time in any given month on federal election activity. 11 CFR §106.7(c)(1).

E. Costs allocable by State party conmmittées between Federal and Non-federal
accounts (Effective on January 19, 2006). State party committees must either pay
salaries, wages, and fringe benefits for employees whe spend 25% or leas of their tbore in
a givean month «m federal election activity with funds from their federal account, or with a
cambination of funds from their federal and non-federal accounts. 11 CFR §106.7(c)(1),
as amended January 19, 2006.

F. Recordkeeping: Salaries and Wages. Committees must keep a monthly log of the
percentage of time each employee spends in connection with a Federal election. Salaries
and wages for employees who spend more than 25% of their compensated time in a given
month on Federal election activity or activities in connectiun with a Federal election must
be paid only from & Federal acconnt. 11 CFR §106.7(d)(1)(ii).

Facts and Analysiu

Disclosnre of Salaries and Related Expenses

The Audit staff’s review of payroll expenses indicated that GFEC did not maintain
monthly logs, time sheets or affidavits for its employees. Therefore, based on the
regulatory change effective January 19, 2006 (See page 1, Changes to the Law), the
Audit staff applied the following to assess salary expenditures:

1. For salary and payroll tax payments tnade before January 19, 2006:

If there is monthly log, time sheet or affidavit which states that:

* the titne sprnt on foderal activity is 1ass than or equal (o 25%; the payment can

°  be made from the non-federal account and it requires nothing further of the
federal committee; or

« _the time spent on federal activity exceeds 25%, or for which there is no .
documentation indicating a lesser percentage, the federal committee must
disclose these payments on Schedules B, Line 30b, as non-allocable federal
election activity (FEA).

2. For salary and payroll tax paymerits made on er after January 19, 2006°:
If there is montlity log, time sheet or aifidavit whicit states that:

8 GFEC did not allocate any salary or wage payments on Schedules H4 before the regulations changed on
January 19, 2006.
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* the time spent on federal activity each month is none, or 0%; this may be paid
by the non-federal account and requires rothing further of the federal
committee; or

e the time spant on federal activity is less than or equal to 25%; this payment
must be made froin the federal account and discipsed by the federal committee
on Schedules H4 as allocable administrative activity, for whieh reimbursement
may be saught from the non-federal account at the administrative ratia; or

» the time spent on federal activity exceeds 25%, or for which there is no
documentation indicating a lesser percentage, the federal committee must
disclose these payments on Schedules B, Line 30b, as non-allocable FEA.

The Audit staff’s review revealod that GFEC failed to maintain supporting
documentation detailing the time spent on federal activities for employees whose salaries
and ralated exponses, reported on Scbedules H4, totaled $233,772. Absent the supporting
daeumentation, GFEC should bave disclosed these anlary and related expenses as aon-
allocable FEA on Schedules B, Line 30b of the detailed summary page.

The Audit staff discussed this matter with GFEC'’s representatives during the audit and
requested monthly logs, timesheets and affidavits. GFEC representatives were unable to
locate any of the items requested.

Funding by the Non-Federal Account for Possible Federal Activity

The Georgia Demoorztic Party made 68 transfers totaling $628,254 from its non-federal
accounts into a federal account it used to make payroll disbursements. Without
supporting documertttation, the Audit staff considers all of the disbarsements made ftom
GFEC'’s payrol account to be non-allocable FEA, reportahle on Schedules B, Line 30b of
the detailed summary page.

The Audit staff’s analysis indicated that during the period covered by the audit, excluding
payroll, the Georgia Democratic Party transferred $149,539 less than it could have from
non-federal to federal accounts for allocable expenses. A similar analysis of GFEC’s
payroll account for the same period showed that the Georgia Democratic Party transferred
$628,254 more than it should have froia nen-federal accounts into its payroll account.
This reeulted in the Georgia Democratic Party’s non-federal accounts overfunding its
federal/payrall accaants hy $478,715 ($628,254 - $149,539).

During audit fieldwork the Audit staff maide several requests for GFEC to pravide
monthly logs, time sheets or notarized affidavits for its employees that would
demonstrate its non-federal account was not financing federal activity. GFEC did not
provide any of the requested items. At the exit conference, GFEC representatives stated
that they did not believe any of the unreported activity from the payroll account was for
federal election activity. They further stated that the account used to pay these
employees was not a federal account. The acoount was set up to accominodate GFEC’s
payroll processing coinpany who would only grocess GFEC’s payroll from a smgle bank
accennt. Therefore, GFEC belicves the nonfederal activity related to this account is nnt
reportabla to the Commission.
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Interim Audit Report Recommendation
The Audit staff recommends that, within 30 calendar days of service of this report,
GFEC:

e Provide monthly logs or time sheets attesting to the time spent by employees for
the period employed by GFEC, or affidavits sinting that thase employees did not
spend moie that 25% of their time on Federal election activitins or activities in
connection with a Federal election, and aroend its disclosure reports accerdingl y-

e Report any disbursements that GFEC can show are solely non-federal on
Schedules B, line 29 of the detailed summary page as “Other Disbursements.”

e Report any disbursements that GFEC cannot show are allocable or solely non-
federal on Schedules B, line 30b of the detailed summary page, as FEA.

- o If no additional documentation is provided, GFEC should reimburse the non-
federal account $478,715.

e GFEC shauld also include a memo text with each amended iwm stating that “ithe
transnctions are being disclosed as a result of the 2005-2006 cycle FEC audit.”

l Findini 3. Disclosure of Occupation/Name of Employer

Summany

A review of contributions from individuals revealed that 71 contributions totaling
$170,474 lacked, or did not adequately disclose, the contributor’s occupation and/or
name of employer. Furthermore, no evidence was provided that “best efforts” was made
to obtain, maintaim, snd suhmit the information. The Audit staff recammends that GFEC
provide evidence that it exercised “best efforts™ or contact each contributor lacking this
information, submit evidence of such contact, and disclose any informaation receiverd on
Schedules A. :

Legal Standard

A. Itemization Required for Contributions from Individuals. A political committee
other than an authorized committee must itemize any contribution from an individual if it
exceeds $200 per calendar year, either by itself or when combined with other
contributions from the same contributor. 2 U.S.C. §434(b)(3)(A).

B. Required Informmmn for Contributions from Individualz. For each itemized
contsibution from an individual, the committee must provide the following information:
The contributor’s full name and address (including zip code);

The contributor’s occupation and the name of his or her employer;

The date of receipt (the date the committee received-the contribution);

The amount of the contribution; and

The calendar year-to-date total of all contributions from the same individual. 11
CFR §§100.12 and 104. 3(a)(4) and 2 U.S.C. §434(b)(3)(A).

C. Best Effarts Essnres Compliance. When the treasurer of a political committee
shows that the commitiee used best efforts (see below) to obtain, maintain, and submit
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the information required by the Act, the committee’s reports and records will be
considered in compliance with the Act. 2 U.S.C. §432(h)(2)(i).

D. Definition of Best Efforts. The treasurer and the committee will be considered to
have usad “best efforts” if the corcmittee satisfied all of the foRowing criterin:

e All written solicitntions for contributions included:

- o A clear request for the contributor's full name, mailing address, occupation,
and name of employer; and
o The statement that such reporting is required by federal law.

e Within 30 days after the receipt of the contribution, the treasurer made at least one
effort to obtain the missing information, in either a written request or a
documented oral request.

e The treasurer reported any contributor information that, although rmt initially
provided by the contrilsutor, was obtained in a follow-up communication or was
containcd in the committee’s records or in priar reports that the coreanittee filed
.during the same two-year election cycle. 11 CFR §104.7(b).

Facts and Analysis

A review of contributions from individuals revealed that 71 contributions totaling
$170,474 lacked, or did not adequately disclose, the contributor’s occupation and/or
name of employer. This represents 23% of the dollar value of individual contributions
itemized by GFEC. Most of these contributions were disclosed with a notation of
“information requested.”

The Audit staff asked a GFEC reprasentative to provide dooumentation in support of their
“best efforts” procedures. In response, the GFEC representative explained that the
original solicitations and follow-up letters to the contributors contained a request for the
occupation and name of employer information and that any information received would
be provided to the auditors for review. To date, no such information has been provided.

The Audit staff discussed this matter with GFEC representatives at the exit conference
and provided a list of the itemized contributions that lacked, or did not adequately
disclose, the required occupation md/or a name of-employer information.

Interim Aadlt Report Reeommaendation
" The Audit staff recammends that, within 30 days df receipt of this report, GFEC take the
following action:
e Provide documentation that it exercised best efforts to obtain, maintain and
submit the required contributor information; or
e Make an effort to contact those individuals for whom the required information
was not in GFEC files and provide documentation of such efforts (such as copies
of letters/email to the contributors and/or phone logs); and,
¢ File amended reports to disclose any information in GFEC’s possession as well
as information ubtatued in response to this recomtnendation.



