April 4, 2000

Sheryl Z. White

Statecraft, Inc.

8618 Nottingham Place

La Jolla, California  92037-2126

 Re:  Your Request for Advice

         Our File No. I-00-039
Dear Ms. White:

This letter is in response to your request for advice regarding the provisions of the Political Reform Act (the “Act”).
 

QUESTIONS
1.  Should filers/software providers include all bills or obligations incurred with a specific vendor on Schedule F (Accrued Expenses), even those that are paid on a current basis during the reporting period in question? 

 
2.  In reporting on Schedule F, should the total accrued expenses owing to one vendor be cumulated into one entry, or should multiple accrued expenses owed to one vendor be itemized separately as several entries?

CONCLUSIONS
1.  Bills or obligations that are incurred with and paid to a vendor on a current basis during one reporting period do not constitute accrued expenses under the Act, and should just be reported as expenditures on Schedule E.  They should not be included in Schedule F totals for column (b) - amount incurred this period, and column (c) - amount paid this period.  

2.  Filers and software providers may either report accrued expenses on Schedule F cumulatively by vendor, or itemize multiple accrued expenses owed to one vendor as separate entries, reporting on a transaction-by-transaction basis.  Either method is acceptable.    

FACTS
Statecraft and other software providers have been programming software to meet the new electronic filing requirements of the Act.  The FPPC changed Schedule F for reporting of accrued expenses and adopted the new Form 460 in August of 1999.  As the initial electronic reports were being filed in January of this year, you noticed some differences in the way Statecraft and various other software providers report accrued expenses on Schedule F.  Specifically, some clients used Statecraft for the paper version of their January reports and another vendor for the electronic version.  You provide three specific examples of Schedule F reporting as handled by Statecraft and the other vendor.  You request advice as to whether or not your methodology for reporting accrued expenses is acceptable under the disclosure requirements of the Act and regulations.  

You believe Statecraft has implemented the new Form 460 Schedule F in a manner which gives any reviewer or auditor of a Statecraft-produced campaign disclosure statement the most concise presentation, while tracking precisely to Schedule E.  You state that the methodology and logic used for Statecraft’s Form 460 Schedule F is the same as required by the Federal Election Commission’s Schedule D - Debts and Obligations.


ANALYSIS
Generally, accrued expenses are unpaid bills.  Filers must report an accrued expense on Schedule F any time they have received goods or services but have not paid for them by the end of the reporting period.  

The Act requires that filers itemize expenditures and accrued expenditures of $100 or more made during the period covered by the campaign statement, detailing the name of the person to whom the payment was made, the person’s street address, the amount of the expenditure, and a brief description of what the expenditure was for.  (Section 84211(j).)  Filers must also report the total amount of both itemized and unitemized (less than $100 per vendor) expenditures and accrued expenses.  (Sections 84211(h) and (i).)  

Filers report information about expenditures on Schedule E of Form 460, and information about accrued expenses on Schedule F.  The FPPC changed Schedule F and adopted regulation 18421.6 in August of 1999, to provide that committees must continue to itemize an accrued expense on each report until it is paid off in full.  (See enclosed fact sheet What’s New With “Accrued.”)  This reporting method is similar to that used by the Federal Election Commission on its Schedule D - Debts and Obligations, though not necessarily identical, because we are operating under two different laws.  

From your comparison of Statecraft’s report and another vendor’s electronic report for the same client, you have provided three examples of accrued expense reporting for us to consider:

1.  Case 1 is creditor Fair, Issac and Company, Inc., who has an outstanding balance at the beginning of the reporting period in the amount of $10,903.72 (column(a)).  There is a zero  balance at the end of the reporting period, as the total amount owed is paid in the period, appearing on Schedule F in column (c) and also on Schedule E.  You state that this transaction is not complex and there is but one methodology by which it would be reported by any software provider.  We agree.  It would be reported as follows:

	Name and address of payee or creditor
	Code or  description  of payment
	(a)

Outstanding balance beginning of this period
	(b)

Amount incurred this period
	(c)

Amount paid this period (Also report on E)
	(d)

Outstanding balance at close of this period

	Fair, Issac and Company, Inc. 
	LIT
	10,903.72
	0.00
	10,903.72
	0.00


2.  Case 2 is creditor Greenstripe Media, Inc., who is owed $71,051.32 at the end of the period, but had no debt at the beginning of the reporting period.  Greenstripe was paid $50,000.00 during the reporting period, which you reported on Schedule E (Expenditures) and also included in columns (b) and (c) of Schedule F.  

Statecraft disclosed the total services provided by the vendor during the period on Schedule F in column (b) - amount incurred this period $121,051.32; and the payments of $50,000.00 received by the vendor during the period in column (c) - amount paid this period; with the cumulative debt of $71,051.32 in column (d) - outstanding balance at the close of the period.  Statecraft reported the transaction as follows:

	Name and address of payee or creditor
	Code or  description  of payment
	(a)

Outstanding balance beginning of this period
	(b)

Amount incurred this period
	(c)

Amount paid this period (Also report on E)
	(d)

Outstanding balance at close of this period

	GreenStripe Media, Inc. 

424 N. Old Newport Blvd.

Newport Beach, CA 92663
	RAD
	0.00
	121,051.32
	50,000.00
	71,051.32


Another software provider reported the same transaction as follows:  

	Name and address of payee or creditor
	Code or  description  of payment
	(a)

Outstanding balance beginning of this period
	(b)

Amount incurred this period
	(c)

Amount Paid this period (Also report on E)
	(d)

Outstanding balance at close of this period

	GreenStripe Media, Inc. 

424 N. Old Newport Blvd.

Newport Beach, CA 92663
	RAD
	0.00
	71,051.32
	0.00
	71,051.32


The other software provider reported the $50,000 payment to Greenstripe Media made during this reporting period just on the Schedule E (Expenditures) and did not include this current payment on Schedule F (Accrued Expenses).  Thus, column (b) shows the amount of unpaid bills incurred this period as $71,051.32; and column (d) shows the outstanding balance of accrued expenses at the close of this period as $71,051.32.

3.  Case 3 is creditor National Direct Marketing who has a balance owed at the beginning of the reporting period, new services during the reporting period, amounts paid during the reporting period, and a balance owing at the end of the period.  

National Direct Marketing was paid $19,668.43 during the period, a portion of which was for the beginning balance.  Schedule E discloses the total paid and all expenditure codes with amounts are also shown.  Statecraft has additionally disclosed the total services provided by the vendor during the period on Schedule F in Column (b) - amount incurred this period of  $31,846.98; and the payments of $19,668.43 received by the vendor during the period in column (c) - amount paid this period; with the cumulative debt of $14,103.05 in column (d) - outstanding balance at the close of the period.

Statecraft reports the amounts owed to National Direct Marketing as follows:

	Name and address of payee or creditor
	Code or  description  of payment
	(a)

Outstanding balance beginning of this period
	(b)

Amount incurred this period
	(c)

Amount paid this period (Also report on E)
	(d)

Outstanding balance at close of this period

	National Direct Marketing

1400 Key Blvd., 1st Flr. 

Arlington, VA  22209
	CNS, LIT
	1,924.50
	31,846.98
	19,668.43
	14,103.05


Another software provider discloses the amounts owed to National Direct Marketing as follows:  

	Name and address of payee or creditor
	Code or  description  of payment
	(a)

Outstanding balance beginning of this period
	(b)

Amount incurred this period
	(c)

Amount paid this period (Also report on E)
	(d)

Outstanding balance at close of this period

	National Direct Marketing

1400 Key Blvd., 1st Flr. 

Arlington, VA  22209
	CNS
	1,924.50
	0.00
	1,924.50
	0.00

	National Direct Marketing

1400 Key Blvd., 1st Flr. 

Arlington, VA  22209
	CNS
	0.00
	13,353.05
	0.00
	13,353.05

	National Direct Marketing

1400 Key Blvd., 1st Flr. 

Arlington, VA  22209
	LIT
	0.00
	750.00
	0.00
	 750.00


The Greenstripe Media and National Direct Marketing examples raise two questions about accrued expense reporting which are discussed in turn.  

1.  Should filers/software providers include all bills or obligations incurred with a specific vendor on Schedule F (Accrued Expenses), even those that are paid on a current basis during the reporting period?  
As shown above in the Greenstripe Media and National Direct Marketing examples, Statecraft includes total activity incurred with respect to a particular vendor on Schedule F, even if new services are provided by a vendor and payment for those services is made by the committee to the vendor during the reporting period in question.  For example, in the Greenstripe Media case, Statecraft included $50,000 of services purchased from Greenstripe on Schedule F in columns (b) and (c) for the amount incurred this period, and the amount paid this period, even though this amount was incurred and paid on a current basis during the reporting period.  

Under Statecraft’s method, the total activity with one vendor with whom a committee has outstanding debt is shown on Schedule F.  In this way, it presents an overall picture of transactions with that vendor that a report reviewer would otherwise have to get by adding the expenditures to that vendor on Schedule E, plus any unpaid bills owing to that vendor on Schedule F.  The downside to including current payments on Schedule F is that it overstates the amounts reported in columns (b) and (c) of Schedule F, for accrued expenses incurred this period, and amount paid this period on outstanding accrued expenses. 

We conclude that when a committee pays a vendor for services on a current basis during one reporting period, the payment should just be reported as an expenditure on Schedule E (Expenditures).  A payment made to a vendor on a current basis during one reporting period is not an unpaid bill or accrued expense, and therefore, should not be included in totals for columns (b) and (c) of Schedule F (Accrued Expenses), even if the committee has other bills outstanding with that particular vendor.   

The Schedule F Summary portion of the form itself supports this interpretation.  The “Incurred Total,” which is the total from column (b), is for “total accrued expenses incurred this period.”  Similarly, the “Paid Total,” which is the total from column (c), is for “total accrued expenses paid this period.”  Further, because this is a technical reporting issue that bears on auditing and accounting, as well as disclosure, we discussed the matter with FPPC and Franchise Tax Board auditors, and they agree with this conclusion.    

We note, however, that under both these methods of reporting, the most important information on Schedule F, column (d) - outstanding balance at close of this period, and the Schedule F summary Net Change figure, always come out the same.  It is only the amounts reported in columns (b) and (c), and the summary figures for accrued expenses incurred and accrued expenses paid, that differ under these two methods.  

2.  Should multiple accrued expenses owed to one vendor be reported cumulatively in one entry, or be reported on a transaction-by-transaction basis, as separate entries?
A second question raised by your examples is how multiple unpaid bills owed to the same vendor should be reported on Schedule F, cumulatively by vendor, or as separate line entries.  

Section 84211(j) provides that:

   “For purposes of subdivisions (h), (i), and (j) only, the terms ‘expenditure’ or ‘expenditures’ mean any individual payment or accrued expense, unless it is clear from surrounding circumstances that a series of payments or accrued expenses are for a single service or product.”  

We have advised in our campaign materials that if several expenditures were made to the same vendor during the same reporting period for related items, a filer may report all the expenses to the same vendor in a single record.  When coding the expenditures for electronic filing, the filer may use a code that represents the largest share of the expenditures, and the description field can contain the other codes or a description.      

As shown in the National Direct Marketing example, Statecraft reports the amounts owing to one vendor cumulatively in one entry.  With Statecraft’s system, a creditor will appear only once on Schedule F, with column (d) always disclosing the cumulative outstanding balance for the creditor at the close of the reporting period.  You state that programming Schedule F transactions to cumulate and disclose the grand total for “outstanding balance at close of this period” by creditor requires a very high degree of technical ability by software developers and programmers.  

Another software provider uses three separate line entries for bills owed to National Direct Marketing, reporting three different transactions separately.  

Reporting accrued expenses cumulatively by vendor as Statecraft does, has an advantage in terms of disclosure, as someone reviewing the report does not have to add three separate entries to see what a committee’s outstanding debt is with National Direct Marketing.  However, reporting multiple entries per vendor when there are separate transactions has advantages in  terms of auditing and expenditure coding, because it more closely tracks each transaction. 

We conclude that filers and software providers may either report accrued expenses on Schedule F cumulatively by vendor, or may itemize multiple accrued expenses owed to one vendor as separate entries.  This advice is consistent with advice in a memorandum dated October 25, 1999, that Carla Wardlow provided to Caren Daniels-Meade of the Secretary of State, when a similar question arose at an electronic filing user group meeting (copy enclosed).  In addition, we have discussed the issue with FPPC and Franchise Tax Board auditors.        

If you have any other questions regarding this matter, please contact me at 

(916) 322-5660.

Sincerely,

Luisa Menchaca

Assistant General Counsel

By:
Hyla P. Wagner

       
Senior Commission Counsel

Enclosures
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�  Government Code sections 81000 - 91015.  Commission regulations appear at title 2, sections 18109 - 18996, of the California Code of Regulations.  Because your letter requests general advice about campaign reporting, we are treating it as a request for informal assistance, indicated by the file number prefix “I.”  Informal assistance does not provide the requestor with the immunity provided by an opinion or formal written advice.   





