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By

Ciadid e

QAD 702.2.4

Mr. Russell F. Miller
General

Federal Election Camnission

999 E Street NW

washington DC 20463

Dear Mr. Miller:

0341304

QE LKV 61 ¥dV 955/

!
NOISsiA

The enclosed memorandum, which describes suspected illegal political
contributions made by Department of Energy contractor KMS Fusion, Inc.,
Amn Arbor, MI, is forwarded for appropriate action. This office has been
designated as the Agency fraud monitor under Joint Policy Memoranchm Number
2 (Coordination by Audit and Investigative Organizations Invol
Allegations of Fraud). Please request any investigative agency to which
this matter is referred to provide us with their case control mmber; the
investigating agent’s name, telephone mumber, and address; and any
information regarding significant events in the investigation. In any
event, we would appreciate being informed of the disposition of this case.
Commmnications should reference our Case Number 93-049.

The DCAA point of contact for audit matters is Mr. Francis A. Leonatti,
Branch Manager, who can be reached at (313) 226~7260. The DCAA point of
contact for fraud matters is Ms. Linda Willard, Justice Liaison Auditor,
who can be reached at (202) 514-0832 or (703) 274-7775.

Sincerely,

Assistant Director
Operations

Enclosure
DCAA Case No. 93-049

Copy furnished:
RD, Northeastern Region
Branch Manager, Great lLakes Branch Office
DoD QAIG—CIPO




Patrick V. McNamara Building
477 Michigan Avenue Suite 400
Detroit Michigan 48226-2571
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IEE FENSE CONTRACT AUDIT AGENCY .
NORTHEASTERN REGION
Great Lakes Branch Office

IN REPLY REFER T7)
2261
730.1 26 March 1993
93-093

MEMORANDUM FOR HEADQUARTERS, DCAA, CAMERON STATION, BUILDING 4,
ALEXANDRIA, VA 22304-6178

ATTENTION: QAD

SUBJECT: Suspected Irreqularities -
Political Contributions
KMS Fusion, Inc.

While reviewing documentatian in support of Director’s fees under the
ocontractor’s CY 1991 incurred cost and final overhead sumission, we found
what may be an irregularity oconcerning political comtributions. This
issue is referred to your office in consonance with CAM 4-706.4 direction.

Attached to the voucher detail for each of the Director’s quarterly
payments were copies of two internal memorandms. One was dated 5 July
1988 which increased the rate of Director compensation fram $750.00 to
$1,000.00 per month - effective 1 April 1988. The second memo, signed by
each Director on various dates in July stated "Until further notice,

please deduct $250.00 fram my Director’s check far a contribution to the
KMS Fusion, Inc. Political Action FPund.”

7/
We made a written reguest, dated 11 March 1933, to KMS for access to
the files of the Minutes to the Board of Director’s meetings for CY’s 1988
through 1992 and the KMS Fusion, Inc. Political Action Fund files for the

same period.

In a letter fram KMS, dated 17 March 1993, they enclosed copies of the
Minutes of the Board of Directors for 1988 through 1992 (we had requested
access to the files not copies) and stated a denial of access to the files
of the KMS Fusion, Inc. Political Action Fund (PAF).

The amount ocontributed by the Board of Directors to the PAF for CY
1991 was $5,000.00. However, we do not know what the total contributions

by all employees were or how they were spent.

The oontractor’s primary customer was/is the DOE with administrative
responsibilities out of their San Francisco office. Howewver, because of
its inability to obtain a follow on contract with DOE, KMS is currently on
the verge of going out of business and is pursuing an aggressive posture

FOR OFFICIAL USE ONLY
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93-093

with DOE to negotiate a "Global Settlement" over issues associated with
its former ocontract. In this regard there has been oonsiderable

congressional inquiry/pressure for the DOE to make a settlement with KMS
which may not be in the bast interests of the goverrment.

FOR OFFICIAL USE ONLY




FEDERAL LECTION COMMISSION

WASHING T (10 20483

MAY 11, 1993

William J. Sharkey,

Assistant Director, Operations
Defense Contract Audit Agency
Cameron Station

Alexandria, VA 22304-6178

RE: Pre-MUR 279

Dear Mr. Sharkey:

This is to acknowledge receipt of your letter dated April
16, 1993, advising us of the possibility of a violation of the
Federal Election Campaign Act of 1971, as amended ("the Act") by
KMS Fusion, Inc. We are currently reviewing the matter and will
advise you of the Commission’s determination.

1f you have any questions, please call (202) 219-3690 and
ask to speak with a member of the Central Enforcement Docket
(CED). Our file number for this matter is Pre-MUR 279.

Pursuant to 2 U.S.C. § 437g(a)(4)(B) and § 437g(a)(12)(A),
the Commission’s review of this matter shall remain confidential
until the file has been closed.

Sincerely,

Lawrence M. Noble
General Counsel

. Lerner
Associate General Counsel
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Inwmal Chmmunication

July 5, 1988

Memorendums to: Rebecca Hochkins
to: P. B.
c”’ T. C. m’
W, B, Tao
From L. D. Johason
Subject KMS] Board sation

Please increase the rate of Director Compensation from $750.00 to
$1,000.00 per wonth - sffective 1 Apri) 1988,




Patrick B. Long

104S Industries, Inc.

P. 0. Box 1778

Ann Arbor, MI 48108-1778

KMS Fusion, Inmc,

Attn: KNS Fusion Politfcal Action Fund
P. 0. Box 1567

Ann Arbor, MI 48106-1567

Until further notice, please deduct $250.00 from my Director's check for a
contributfos to the KNS Fusion, Inc. Political Actfon Fund,

Dated: széz ,22

c:

. M. Barrett, PAF Treasurer
. D. Johnson

. S. Hochkins p»=—

. F. White, PAF Bookkeeper




AN
o0 .i.
Robert A. Carrane
Carrane,Zwirn Noewman &
Freffeld
100 N. LaSalle,
7600, 6th F1,
Chicago, IL 60802

KMS Industries, Inc.
Attﬂ‘ To C. Li“y

P. 0. Box 1778

Ann Arbor, MI 48106-1778

Dear Nr. Liddy:

Unt{1 further notice, please deduct $250.00 from wy Director's check
for a contribution to the KNS Fusion, Inc. Political Action Fund,




e ¢
Lt. Cen. Thomas P, Stafford
Generp) Technical Services Inc.
3212 East ]1-240
Oklahoma City, OK 73135

KNS Industries, Inc.
Attn: T, C. Liddy

P. 0, Box 1778

Ann Arbor, MI 48106-1778

Dear Mr, Liddy:

Unt1l further notice, plesase deduct $250.00 from my Director's check for a
contribution to the KNS Fusion, Inc. Political Action Fund.

Sincerely,

oV

Thomas P. Stafford




r“ m-ftr%'mm

s, - X
P. 0. Box 1778’ 4. %
Ann Arbor, NI 491061

u

S Fusion, Inc.

Attns IMS Fusfon Political Action Fund
P. 0. Box 1567

Ann Arbor, MI 48106-1567

Until further notice, please deduct $250.00 from my Director's check for a
coatribution to the KMS Fusion, Inc. Political Action Fund,

Sincerely,

Terence C. Liddy

Dated:’ Z é{ <t
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Charles K. L%

ALCOA Materials Science Div,
1501 ALCOA Bufldt
Pittsburgh, PA 15219

KNS Industries, Inc.
Attn: T. C. Liddy

P. 0. Box 1778

Ann Arbor, MI 48106-1778

Dear Mr. Liddy:

Unti]l further notice, please deduct $250.00 from my Director's check
for a contribution to the KNS Fusfon, Inc. Political Action Fund,

Sincerely,

e

rles K. Ligon

Dated: j"’ ’ w

Distribution:
R. Hochkinsv
P. Cussigh

P. Barrett
Orig: PAF Files
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*e3Jadpes C. Bard
** 1M Club House Orive
Prescott, Al 86301

KMS Industries, Inc.
Attn: T. C. Liddy

P. 0. Box 1778

Ann Arbor, MI 48106-1778

Dear Mr, Liddy:

Unti1 further notice, please deduct $250.00 from my Director's check
for a contribution to the KMS Fusion, Inc. Political Action Fund.

Sincerely,

_afameue C. Band

James C. Bard

Dated 2112 128

DISTRIBUTION:
Hochkins
Barrett

Orig: PAF File




MNed C. Lautenbach

343 014 Hicory Road
Pairfield, CT 06430

KM8 Industries, Ino.
Attn: T, C. Liddy

P.O. Box 1778

Ann Axrbor, MI 48106-1778

Dear Mr. Liddy:

Until further notice, pleass deduct $250.00 from my Director's
chack for a contribution to the XMS8 Pusion, Inc. Political Action
Puand.

This contribution is made by me in wmy capacity as a private
citizen and not on behalf of the IEM Corporation.

Wik

¥ed C. Lautenbach

bated: /- /3~ PP

DISTRIBUTION
Hochkins
Barrett

Orig: PAF File

0712ND01 , TXT
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PEDERAL ELECTION COMMISSION o ane
999 E Street, N.W. DY g
Washington, D.C. 20463

PIRST GENERAL COUNSEL'’S REPORT SMTWE

Pre-MUR # 279

Activation Date: 09/27/93

STAFF MEMBER Craig D. Reffner
SOURCE: INTERNALLY GENERATED

RESPONDENTS : KMS Fusion, Inc.
KMS Fusion, Inc., Political Action Fund

RELEVANT STATUTES: 2 U.S.C. § 441b
2 U.S.C. § 441c
2 U.S.C. § 441¢f

INTERNAL REPORTS CHECKED: Disclosure Materials
Contributor Index

FEDERAL AGENCIES CHECKED: Department of Defense

I. GENERATION OF MATTER

This matter was generated by a referral from the Department
of Defense ("DOD"). According to the referral materials, KMS
Fusion, Inc. ("KMS"), apparently reimbursed a number of its
directors for their contributions to the firm’s separate
segregated fund, the KMS Fusion, Inc., Political Action Fund
("KMS-SSF") in violation of 2 U.S.C. §§ 441b and 441f. 1In
addition, the referral materials show that KMS held a contract
with a Federal agency at the time of the purported reimbursements.
Thus, it appears that a violation of 2 U.S.C. § 441c may have also

occurred.
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PACTUAL AND LEGAL ANALYSIS

A. Statement of the Law

Pursuant to Section 441f of the Act, "[n]Jo person shall make
a contribution in the name of another or knowingly permit his name
to be used to effect such a contribution, and no person shall
knowingly accept a contribution made by one person in the name of
another person.”

Under Section 441b of the Act, corporations are prohibited
from making contributions or expenditures from their general
treasury funds in connection with Federal elections. Furthermore,
no officer or director of a corporation may consent to any
contribution or expenditure by the corporation. 2 U.S.C.

§ 441b(a).

The Act also prohibits any person who enters into a contract
with the United States or any department or agency thereof from
making any contribution of money or other things of value, or to
promise expressly or impliedly to make any such contribution to
any political party, committee, or candidate for public office or
to any person for any political purpose or use; or knowingly to
solicit any such contribution from any person for any such person
for any such purpose during any such period. 2 U.S.C. § 44lc.
This prohibition applies to any contract for either the rendition
of personal services or the furnishing of any material, supplies,
or equipment to the United States or any department or agency
thereof or for the selling of any land or building to the United
States or any department or agency thereof, if payment for the

performance of such contract or payment for such material,




=3=
supplies, equipment, land, or building is to be made in whole or
in part from funds appropriated by the Congress. In addition,
this prohibition applies at any time between the commencement of
negotiations for and the later of (A) the completion of
performance under; or (B) the termination of negotiations for such
contract or furnishings of material, supplies, equipment, land, or
buildings.

B. Analysis
According to the referral materials, a DOD review of

documentation in support of KMS’s Directors’ fees disclosed two
internal KMS memoranda indicating that KMS directors may have been
reimbursed for their contributions to KMS-SSF. The first
memorandum, dated July 5, 1988, shows that KMS purportedly
"increased the rate of Director compensation from $750 to $1000
per month - effective 1 April 1988." Referral at 2. The second
memorandum, purportedly signed by each director on various dates
in July 1988 provides: "‘Until further notice, please deduct
$250.00 from my Director’s check for a contribution to the KMS
Fusion, Inc. Political Action Fund.'" lg.l The referral states
that DOD requested access to the files of KMS-SSF as well as the
minutes of the KMS Board of Director’s meetings for 1988 through

1992. According to the referral, KMS denied the request, and

1. In response to our request for these underlying documents,
DOD produced copies of the July 5, 1988 memorandum authorizing an
increase in the rate of Director Compensation as well as the
corresponding payroll deduction authorization forms for seven of
the ten directors. Attachment G.




-4-
instead enclosed copies of the Minutes of the Board of Directors
for 1988 through 1992.

Disclosure materials show that between 1988 and 1993, ten
individuals identified as directors at KMS regularly made $250
contributions to KMS-SSF. Attachment E. Most recently, on July
14, 1993, three of these directors each contributed $295 to the
KMS-SSF. 1In all, these contributions, which were often made on
the same dates on what appears to be a quarterly basis, total
$28,885. 1In addition, the referral materials show that KMS
increased its directors’ salaries by $250 at approximately the

same time that various KMS directors authorized a $250 deduction

from their paychecks for the KMS-SSF. These contributions thus

appear suspect given that the directors made them in the same
amounts, on the same dates and at a time when their compensation
was increased by the amount they were regqularly contributing.
Furthermore, these contributions were apparently reimbursed at a
time when KMS Fusion held a contract with the United States
government.

Accordingly, this Office recommends that the Commission find
reason to believe that KMS Fusion, Inc., knowingly and wilfully
violated 2 U.S.C. §§ 441b, 441c and 441f.

With regard to the ten KMS directors who contributed to the
KMS-SSF, this Office recommends that the Commission find reason to
believe that Donald Musinski, Robert Carrane, James Bard, Ned
Lautenbach, Patrick Long, Charles Ligon, Thomas Stafford, Raymond
Halcomb, Terence Liddy, and Richard Fry knowingly and wilfully

violated 2 U.S.C. § 441f, by allowing their names to be used to
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make corporate contributions. The Act also prohibits any officer
or director from consenting to a corporate contribution and the
available information here shows that these ten directors may have
authorized the reimbursements for their contributions.
Accordingly, this Office recommends that the Commission find
reason to believe that KMS Fusion, Inc., and Donald Musinski,
Robert Carrane, James Bard, Ned Lautenbach, Patrick Long, Charles
Ligon, Thomas Stafford, Raymond Halcomb, Terence Liddy, and
Richard Fry, as directors of KMS Fusion, Inc., each knowingly and
wilfully violated 2 U.S.C. § 441b by consenting to contributions
by the corporation.

In addition, the Act prohibits any person, including a
political committee, from accepting a contribution made in the
name of another. 1In the matter at hand, the available information
shows that Terence C. Liddy, one of the directors who began
contributing to KMS-SSF in 1989, now serves as the treasurer of
KMS-SSF. 1In this regard, Mr. Liddy may have been acutely aware
that KMS was reimbursing its directors for their contributions to
the KMS-SSF. Accordingly, this Office recommends that the
Commission find reason to believe that the KMS Fusion, Inc.,
Political Action Fund and Terence C. Liddy, as treasurer,
knowingly and wilfully violated 2 U.S.C. §§ 441b and 441f.

C. Discovery

It is presently unclear how many directors served at KMS
during the time period in question and whether each was reimbursed

for their contributions to the KMS-SSF. It is also unclear

whether the directors’ compensation actually increased $250 "per




e
month" since their respective contributions to KMS-SSP appear to
have been made quarterly. In addition, disclosure materials show
that several KMS directors made contributions to various Federal
candidates. Attachment F. Although some of the contributions
were made in the same amounts to the same candidate on the same
day, it is unclear, at this time, whether these directors were
reimbursed for these contributions.

Accordingly, this Office recommends that the Commission
approve Subpoenas for the Production of Documents and Orders to
Submit Written Answers to KMS, the KMS-SSF and the named ten
directors. Attachments D (subpoena to KMS and KMS-SSF) and
E (sample subpoena for directors). When answered, these subpoenas

should resolve many of the issues in this matter. 1In addition,

they will enable us to assess whether deposition testimony is

warranted and, if so, which directors and other employees should
be subpoenaed to provide testimony. We will report to the
Commission after the responses to these subpoenas are received.

III. RECOMMENDATIONS

Open a MUR.

Find reason to believe that KMS Fusion, Inc., knowingly
and wilfully violated 2 U.S.C. §§ 441b, 441c and 441f.

Find reason to believe that the KMS Fusion, Inc.,
Political Action Fund and Terence C. Liddy, as
treasurer, knowingly and wilfully violated 2 U.S.C.
§§ 441b and 441f.
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Find reason to believe that the following KMS Fusion,
Inc., directors, Donald Musinski, Robert Carrane, James
Bard, Ned Lautenbach, Patrick Long, Charles Ligon,
Thomas Stafford, Raymond Halcomb, Terence Liddy, and
Richard Fry each knowingly and wilfully violated

2 U.S.C. §§ 441b and 441f.

Approve the attached Factual and Legal Analyses, the
attached subpoenas and the appropriate letters.

Lawrence M. Noble
General Counsel

J /1517 e 20 N

Date / Lois G. Legher
Associate General Counsel

Attachments:

A. Proposed Factual and Legal Analyses to KMS and KMS-SSF
B. Proposed Sample Factual & Legal Analysis for Directors
€k Subpoena to KMS and KMS-SSF

D. Sample Subpoena for directors

E. Chart of contributions to KMS-SSF

F. Chart of contributions to Federal candidates

G. Documents produced by DOD




MEMORANDUM
TO:

FROM:
DATE:

SUBJECT:

The a
Commission
Objec

Commission

This

FEDERAL ELECTION COMAMISSION

AASHINCTON D7 J04m

LAWRENCE M. NOBLE
GENERAL COUNSEL

MARJORIE W. EMMONS/BONNIE J. ROSS
COMMISSION SECRETARY
APRIL 20, 1994

PRE-MUR 279 - FIRST GENERAL COUNSEL'S REPORT
DATED APRIL 15, 1994.

bove-captioned document was circulated to the

on Monday, April 18, 1994 at 11:00 a.m.

tion(s) have been received from the

er(s) as indicated by the name(s) checked below:
Commissioner Aikens

Commissioner Elliott

Commissioner McDonald

Commissioner McGarry

Commissioner Potter

Commissioner Thomas

matter will be placed on the meeting agenda

for Tuesday, May 3, 1994

Please not
the Commis

ify us who will represent your Division before
sion on this matter.




BEFORE THE FEDERAL ELECTION COMMISSION

In the Matter of

Pre-MUR 279

MUR 29¢C

)
)
KMS Fusion, Inc.; )
KMS Fusion, Inc., Political Action Pund )

CERTIFICATION

1, Marjorie W. Emmons, recording secretary for the
Federal Election Commission executive session on May 10,
1994, do hereby certify that the Commission decided by a
vote of 5-1 to take the following actions with respect

to Pre-MUR 279:

1. Open a MUR.

Find reason to believe that KMS PFusion,
Inc., knowingly and wilfully violated
2 U.S.C. §§ 441b, 441c, and 441f.

rind reason to believe that the KMS
Pusion, Inc., Political Action Fund

and Terence C. Liddy, as treasurer,
knowingly and wilfully violated 2 U.S.C.
§§ 441b and 441f.

Find reason to believe that the following
KMS Fusion, Inc., directors, Donald
Musinski, Robert Carrane, James Bard,

Ned Lautenbach, Patrick Long, Charles
Ligon, Thomas Stafford, Raymond Halcomb,
Terence Liddy, and Richard Fry each
knowingly and wilfully violated 2 U.S.C.
§§ 441b and 441f.

(continued)




Federal Election Commission
Certification for Pre-MUR 279
May 10, 1994

Approve the Factual and Legal Analyses,
the subpoenas and the appropriate
letters as recommended in the General
Counsel’s report dated April 15, 1994.

Commissioners Aikens, Elliott, McGarry, Potter,

and Thomas voted affirmatively for the decision;

Commissioner McDonald dissented.

Attest:

retary of the Commission




FEDERAL ELECTION COMMISSION

WASHING TN D C 20463

MAY 17, 1994

CERTIFIED MAIL
RETURN RECEIPT REQUESTED

Ned C. Lautenbach
343 01d Hickory Road
rairfield, Connecticut 06430

RE: MUR 3966
Ned C. Lautenbach

Dear Mr. Lautenbach:

Oon May 10, 1994, the rederal Election Commission found that
there is reason to believe you knowingly and wilfully violated
2 U.S.C. §§ 441b and 441f, provisions of the Federal Election
Campaign Act of 1971, as amended ("the Act"). The ractual and
Legal Analysis, which formed a basis for the Commission’s
finding, is attached for your information.

You may submit any factual or legal materials that you
believe are relevant to the Commission’s consideration of this
matter. Please submit such materials to the General Counsel’s
Office along with answers to the enclosed questions within 30 days
of your receipt of this letter. Where appropriate, statements
should be subaitted under oath. 1In the absence of additional
information, the Commission may find probable cause to believe
that a violation has occurred and proceed with conciliation.

If you are interested in pursuing pre-probable cause
conciliation, you should so request in writing. See 11 C.F.R.
§ 111.18(d). Upon receipt of the request, the Office of the
General Counsel will make recommendations to the Commission either
proposing an agreement in settlement of the matter or recommending
declining that pre-probable cause conciliation be pursued. The
Office of the General Counsel may recommend that pre-probable
cause conciliation not be entered into at this time so that it may
complete its investigation of the matter. Further, the Commission
will not entertain requests for pre-probable cause conciliation
after briefs on probable cause have been mailed to the respondent.




Ned C. Lautenbach
Page 2

Requests for extensions of time will not be routinely
granted. Requests must be made in writing at least five days
prior to the due date of the response and specific good cause must
be demonstrated. 1In addition, the Office of the General Counsel
ordinarily will not give extensions beyond 20 days.

I1f you intend to be represented by counsel in this matter,
please advise the Commigsion by completing the enclosed form
stating the name, address, and telephone number of such counsel,
and authorizing such counsel to receive any notifications and
other communications from the Commission.

This matter will remain confidential in accordance with
2 U.S.C. §§ 437g(a)(4)(B) and 437g(a)(12)(A), unless you notify
the Commission in writing that you wish the investigation to be
made public.

For your information, we have enclosed a brief description
of the Commission’s procedures for handling possible violations of
the Act. If you have any questions, please contact Craig D.
Reffner, the attorney assigned to this matter, at (202) 219-3400.

For the Commission,

(...

Chairman

Enclosures
Factual and Legal Analysis
Procedures
Designation of Counsel Form
Questions
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FEDERAL ELECTION COMMISSION

FACTUAL AND LEGAL ANALYSIS

RESPONDENTS: Ned C. Lautenbach RE: MUR 3966

Pursuant to Section 441f of the Federal Election Campaign
Act of 1971, as amended (the "Act"), "[n)o person shall make a
contribution in the name of another or knowingly permit his name
to be used to effect such a contribution, and no person shall
knowingly accept a contribution made by one person in the name of
another person."” Under Section 441b of the Act, corporations are
prohibited from making contributions or expenditures from their
general treasury funds in connection with Federal elections.
FPurthermore, no officer or director of a corporation may consent
to any contribution or expenditure by the corporation. 2 U.S.C.

§ 441b(a).

Based upon information ascertained by the Federal Election
Commission ("the Commission") in the normal course of carrying out
its supervisory responsibilities, see 2 U.S.C. § 437g(a)(2), it
appears that KMS Fusion, Inc. ("KMS"), reimbursed Ned C.
Lautenbach for his contributions to the KMS Fusion, Inc.,
Political Action Fund ("KMS-SSF"). 1Indeed, an audit of KMS
conducted by the Department of Defense shows that KMS increased
its directors’ salaries by $250 at approximately the same time
that various directors for KMS authorized a $250 payroll deduction

for the KMS-SSF. Disclosure materials filed with the Commission

confirm that between 1988 and 1993 various individuals identified
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as directors at KMS, including Mr. Lautenbach, regularly made $250

contributions to KMS-SSF. Most recently, on July 14, 1993, three
of these directors each contributed $295 to the KMS-SSF.
Mr. Lautenbach’s contributions thus appear suspect as having been
reimbursed given that he made them in the same amounts, on the
gsame dates and at a time when his compensation was increased by
the amount he was regularly contributing. Furthermore, the Act
prohibits any officer or director from consenting to a corporate
contribution and it appears that Mr. Lautenbach, as a director,
consented to his reimbursements by KMS.

Therefore, there is reason to believe that Ned C. Lautenbach
knowingly and wilfully violated 2 U.S.C. § 441f, by permitting his
name to be used to make a contribution in the name of another, and

2 U.S.C. § 441b, by consenting to contributions by a corporation.




BEFORE THE FEDERAL ELECTION COMMISSION

)
In the Matter of ) MUR 3966
)

SUBPOENA TO PRODUCE DOCUMENTS
ORDER_TO SUBMIT WRITTEN ANSWERS

Ned C. Lautenbach

343 01d Hickory Road

Fairfield, Connecticut 06430

Pursuant to 2 U.S.C. § 437d(a)(1) and (3), and in
furtherance of its investigation in the above-captioned matter,
the Federal Election Commission hereby orders you to submit
written answers to the questions attached to this Order and
subpoenas you to produce the documents requested on the attachment
to this Subpoena. Legible copies which, where applicable, show
both sides of the documents may be substituted for originals.

Such answers must be submitted under oath and must be
forwarded to the Office 0of the General Counsel, Federal Election
Commission, 999 E Street, N.W., Washington, D.C. 20463, along
with the requested documents within 30 days of receipt of this

Order and Subpoena.




MUR 3966
Ned C. Lautenbach
Page 2

WHEREFORE, the Chairman of the Pederal Election Commission

has hereunto set his hand in Washington, D.C. on this l7ﬂ5

, day of yl‘j . 1994.

For the Commission,

g

Trevor Potter
Chairman

ATTEST:

Secretary to the Commission

P/ﬂatgorgi W. Znonsa'

Attachment
Questions and Request for Production of Documents
with Instructions and Definitions




QUESTIONS AND REQUEST POR PRODUCTION OF DOCUMENTS

INSTRUCTIONS

In answering these questions and request for production of
documents, furnish all documents and other information, however
obtained, including hearsay, that is in possession of, known by or
otherwise available to you, including documents and information
appearing in your records.

Each answer is to be given separately and independently, and
unless specifically stated in the particular discovery request, no
answer shall be given solely by reference either to another answer
or to an exhibit attached to your response.

The response to each question propounded herein shall set
forth separately the identification of each person capable of
furnishing testimony concerning the response given, denoting
separately those individuals who provided informational,
documentary or other input, and those who assisted in drafting the
interrogatory response.

I1f you cannot answer the following questions in full after
exercising due diligence to secure the full information to do so,
answer to the extent possible and indicate your inability to
answer the remainder, stating whatever information or knowledge
you have concerning the unanswered portion and detailing what you
did in attempting to secure the unknown information.

Should you claim a privilege with respect to any documents,
communications, or other items about which information is
requested by any of the following interrogatories and requests for
production of documents, describe such items in sufficient detail
to provide justification for the claim. Each claim of privilege
must specify in detail all the grounds on which it rests.

Unless otherwise indicated, the discovery request shall
refer to the time period from January 1, 1987 to the present.

The following interrogatories and requests for production of
documents are continuing in nature so as to require you to file
supplementary responses or amendments during the course of this
investigation if you obtain further or different information prior
to or during the pendency of this matter. Include in any
supplemental answers the date upon which and the manner in which
such further or different information came to your attention.
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DEPINITIONS

For the purpose of these discovery requests, including the
instructions thereto, the terms listed below are defined as
follows:

"You" shall mean the named respondent in this action to whonm
these discovery requests are addressed, including all officers,
employees, agents or attorneys thereof.

"Persons” shall be deemed to include both singular and
plural, and shall mean any natural person, partnership, committee,
association, corporation, or any other type of organization or
entity.

"Compensation” shall mean money or any other item of value.

"Document®” shall mean the original and all non-identical
copies, including drafts, of all papers and records of every type
in your possession, custody, or control, or known by you to exist.
The term document includes, but is not limited to books, letters,
contracts, notes, diaries, log sheets, records of telephone
communications, transcripts, vouchers, accounting statements,
ledgers, checks, money orders or other commercial paper,
telegrams, telexes, pamphlets, circulars, leaflets, reports,
memoranda, correspondence, surveys, tabulations, audio and video
recordings, drawings, photographs, graphs, charts, diagrams,
lists, computer print-outs, and all other writings and other data
compilations from which information can be obtained.

"Identify" with respect to a document shall mean state the
nature or type of document (e.g., letter, memorandum), the date,
if any, appearing thereon, the date on which the document was
prepared, the title of the document, the general subject matter of
the document, the location of the document, the number of pages
comprising the document.

"Identify" with respect to a person shall mean state the
full name, the most recent business and residence addresses and
the telephone numbers, the present occupation or position of such
person, the nature of the connection or association that person
has to any party in this proceeding. 1If the person to be
identified is not a natural person, provide the legal and trade
names, the address and telephone number, and the full names of
both the chief executive officer and the agent designated to
receive service of process for such person.

"And" as well as "or" shall be construed disjunctively or
conjunctively as necessary to bring within the scope of these
interrogatories and request for the production of documents any
documents and materials which may otherwise be construed to be out
of their scope.
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QUESTIONS AND REQUEST FOR PRODUCTION OF DOCUMENTS

QUESTIONS

1. 1Identify all contributions you made to the KMS Fusion,
Inc., Political Action Fund., including the amount of
each contribution and the date it was made. 1In
addition, for each contribution, state:

a. whether you made the contribution in response to a
solicitation and, if so, describe the solicitation,
including the identify of the persons who made the
solicitation and all communications between you and
the persons identified in your response concerning
the solicitation; and

b. whether you received any compensation for the
contribution and, if so, describe in detail how you
were compensated, including the total amount you
received, whether you requested the compensation,
the identity of the persons who authorized the
compensation and all communications between you and
the persons identified in your response concerning
such compensation.

2. 1Identify all contributions you made to any Federal
candidates or Federal political committees (other than
the KMS Fusion, Inc., Political Action Fund), including
the amount of the contribution, the date it was made and
the identity of the Federal candidate or Federal
political committee who received the contribution. 1In
addition, for each contribution, state:

a. whether you made the contribution in response to a
solicitation and, if so, describe the solicitation,
including the identify of the persons who made the
solicitation and all communications between you and
the persons identified in your response concerning
the solicitation; and

b. whether you received any compensation for the
contribution and, if so, describe in detail how you
were compensated, including the total amount you
received, whether you requested the compensation,
the identity of the persons who authorized the
compensation and all communications between you and
the persons identified in your response concerning
the contribution.
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3. Produce all documents that relate or pertain to your
answers to the above questions including, but not
limited to, any requests for compensation or

reimbursement, diaries, copies of canceled checks, check
registers and solicitations.




FEDERAL FLECTION COMMISSION

WASHINCTON D C 204638

MAY 17, 1994

CERTIFIED MAIL
RETURN RECEIPT REQUESTED

Robert A. Carrane

Robert A. Carrane & Associates
100 N. LaSalle, $#600

Chicago, Illinois 60602

RE: MUR 3966
Robert A. Carrane

Dear Mr. Carrane:

On May 10, 1994, the Federal Election Commission found that
there is reason to believe you knowingly and wilfully violated
2 U.8.C. §§ 441b and 441f, provisions of the Federal Election
Campaign Act of 1971, as amended ("the Act"). The Factual and
Legal Analysis, which formed a basis for the Commission’s finding,
is attached for your information.

You may submit any factual or legal materials that you
believe are relevant to the Commission’s consideration of this
matter. Please submit such materials to the General Counsel’s
Office along with answers to the enclosed questions within 30 days
of your receipt of this letter. Where appropriate, statements
should be submitted under oath. 1In the absence of additional
information, the Commission may find probable cause to believe
that a violation has occurred and proceed with conciliation.

I1f you are interested in pursuing pre-probable cause
conciliation, you should so request in writing. See 11 C.F.R.
§ 111.18(d). Upon receipt of the request, the Office of the
General Counsel will make recommendations to the Commission either
proposing an agreement in settlement of the matter or recommending
declining that pre-probable cause conciliation be pursued. The
Office of the General Counsel may recommend that pre-probable
cause conciliation not be entered into at this time so that it may
complete its investigation of the matter. Further, the Commission
will not entertain requests for pre-probable cause conciliation
after briefs on probable cause have been mailed to the respondent.
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Requests for extensions of time will not be routinely
granted. Requests must be made in writing at least five days
prior to the due date of the response and specific good cause must
be demonstrated. In addition, the Office of the General Counsel
ordinarily will not give extensions beyond 20 days.

I1f you intend to be represented by counsel in this matter,
please advise the Commission by completing the enclosed form
stating the name, address, and telephone number of such counsel,
and authorizing such counsel to receive any notifications and
other communications from the Commission.

This matter will remain confidential in accordance with
2 U.S.C. §§ 437g(a)(4)(B) and 437g(a)(12)(A), unless you notify
the Commission in writing that you wish the investigation to be
made public.

For your information, we have enclosed a brief description
of the Commission’s procedures for handling possible violations of
the Act. If you have any questions, please contact Craig D.
Reffner, the attorney assigned to this matter, at (202) 219-3400.

For the Commission,

T8

Trevor Potter
Chairman

Enclosures
Factual and Legal Analysis
Procedures
Designation of Counsel Form
Questions




PEDERAL EBLECTION COMMISSION

PACTUAL AND LEGAL ANALYSIS

RESPONDENTS: Robert A. Carrane RE MUR 3966

Pursuant to Section 441f of the Federal Election Campaign
Act of 1971, as amended (the "Act"), "[n]Jo person shall make a
contribution in the name of another or knowingly permit his name
to be used to effect such a contribution, and no person shall
knowingly accept a contribution made by one person in the name of
another person.” Under Section 441b of the Act, corporations are
prohibited from making contributions or expenditures from their
general treasury funds in connection with Federal elections.
Furthermore, no officer or director of a corporation may consent
to any contribution or expenditure by the corporation. 2 U.S.C.
§ 441b(a).

Based upon information ascertained by the Federal Election
Commission ("the Commission”) in the normal course of carrying out
its supervisory responsibilities, see 2 U.S.C. § 437g(a)(2), it
appears that KMS Fusion, Inc. ("KMS"), reimbursed Robert A.
Carrane for his contributions to the KMS Fusion, Inc., Political
Action Fund ("KMS-SSF"). 1Indeed, an audit of KMS conducted by the
Department of Defense shows that KMS increased its directors’
salaries by $250 at approximately the same time that various
directors for KMS authorized a $250 payroll deduction for the
KMS-SSF. Disclosure materials filed with the Commission confirm

that between 1988 and 1993 various individuals identified as
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directors at KMS, including Mr. Carrane, regularly made $250
contributions to KMS-8SSF. Most recently, on July 14, 1993, three
of these directors each contributed $295 to the KMS-SSF.

Mr. Carrane’s contributions thus appear suspect as having been

reimbursed given that he made them in the same amounts, on the

same dates and at a time when his compensation was increased by

the amount he was regularly contributing. Furthermore, the Act
prohibits any officer or director from consenting to a corporate
contribution and it appears that Mr. Carrane, as a director,
consented to his reimbursements by KMS.

Therefore, there is reason to believe that Robert A. Carrane
knowingly and wilfully violated 2 U.S.C. § 441f, by permitting his
name to be used to make a contribution in the name of another, and

2 U.S.C. § 441b, by consenting to contributions by a corporation.




BEFORE THE PEDERAL ELECTION COMMISSION

)
In the Matter of ) MUR 3966
)

SUBPOENA TO PRODUCE DOCUMENTS
ORDER TO SUBMIT WRITTEN ANSWERS

TO: Robert A. Carrane

Robert A. Carrane & Associates

100 N. Lasalle, #600

Chicago, Illinois 60602

Pursuant to 2 U.S.C. § 437d(a)(l) and (3), and in
furtherance of its investigation in the above-captioned matter,
the Federal Election Commission hereby orders you to submit
written answers to the questions attached to this Order and
subpoenas you to produce the documents requested on the attachment
to this Subpoena. Legible copies which, where applicable, show
both sides of the documents may be substituted for originals.

Such answers must be submitted under oath and must be
forwarded to the Office of the General Counsel, Federal Election

Commission, 999 E Street, N.W., Washington, D.C. 20463, along

with the requested documents within 30 days of receipt of this

Order and Subpoena.
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WHEREFORE, the Chairman of the Federal Election Commission

has hereunto set his hand in Washington, D.C. on this ITG

, day of ’\Nj , 1994.

For the Commission,

Trevor Potter
Chairman

ATTEST:

~ arjorie W. Emmons
j Secretary to the Co

Attachment

Questions and Request for Production of Documents
with Instructions and Definitions
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DEFINITIONS

For the purpose of these discovery requests, including the
instructions thereto, the terms listed below are defined as
follows:

"You" shall mean the named respondent in this action to whom
these discovery requests are addressed, including all officers,
employees, agents or attorneys thereof.

"Persons" shall be deemed to include both singular and
plural, and shall mean any natural person, partnership, committee,
association, corporation, or any other type of organization or
entity.

"Compensation” shall mean money or any other item of value.

"Document” shall mean the original and all non-identical
copies, including drafts, of all papers and records of every type
in your possession, custody, or control, or known by you to exist.
The term document includes, but is not limited to books, letters,
contracts, notes, diaries, log sheets, records of telephone
communications, transcripts, vouchers, accounting statements,
ledgers, checks, money orders or other commercial paper,
telegrams, telexes, pamphlets, circulars, leaflets, reports,
memoranda, correspondence, surveys, tabulations, audio and video
recordings, drawings, photographs, graphs, charts, diagrams,
lists, computer print-outs, and all other writings and other data
compilations from which information can be obtained.

"Identify" with respect to a document shall mean state the
nature or type of document (e.g., letter, memorandum), the date,
if any, appearing thereon, the date on which the document was
prepared, the title of the document, the general subject matter of
the document, the location of the document, the number of pages
comprising the document.

"Identify" with respect to a person shall mean state the
full name, the most recent business and residence addresses and
the telephone numbers, the present occupation or position of such
person, the nature of the connection or association that person
has to any party in this proceeding. If the person to be
identified is not a natural person, provide the legal and trade
names, the addrecs and telephone number, and the full names of
both the chief executive officer and the agent designated to
receive service of process for such person.

"And" as well as "or" shall be construed disjunctively or
conjunctively as necessary to bring within the scope of these
interrogatories and request for the production of documents any
documents and materials which may otherwise be construed to be out
of their scope.
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QUESTIONS AND REQUEST FOR PRODUCTION OF DOCUMENTS

QUESTIONS

Identify all contributions you made to the KMS Fusion,
Inc., Political Action Fund., including the amount of
each contribution and the date it was made. 1In
addition, for each contribution, state:

a. whether you made the contribution in response to a
golicitation and, if so, describe the solicitation,
including the identify of the persons who made the
solicitation and all communications between you and
the persons identified in your response concerning
the solicitation; and

whether you received any compensation for the
contribution and, if so, describe in detail how you
were compensated, including the total amount you
received, whether you requested the compensation,
the identity of the persons who authorized the
compensation and all communications between you and
the persons identified in your response concerning
such compensation.

Identify all contributions you made to any Federal
candidates or Federal political committees (other than
the KMS Fusion, Inc., Political Action Fund), including
the amount of the contribution, the date it was made and
the identity of the Federal candidate or Federal
political committee who received the contribution. 1In
addition, for each contribution, state:

a. whether you made the contribution in response to a
solicitation and, if so, describe the solicitation,
including the identify of the persons who made the
solicitation and all communications between you and
the persons identified in your response concerning
the solicitation; and

whether you received any compensation for the
contribution and, if so, describe in detail how you
were compensated, including the total amount you
received, whether you requested the compensation,
the identity of the persons who authorized the
compensation and all communications between you and
the persons identified in your response concerning
the contribution.
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3. Produce all documents that relate or pertain to your
answers to the above questions including, but not
limited to, any requests for compensation or

reimbursement, diaries, copies of canceled checks, check
registers and solicitations.




FEDERAL ELECTION COMMISSION

WASHINGTON. D € 2046}

MAY 17, 1994

CERTIFIED MAIL
RETURN RECEIPT REQUESTED

Richard E. Fry
2101 Hill Street
Ann Arbor, Michigan 48104

MUR 3966
Richard E. Pry

Dear Mr. Fry:

On May 10, 1994, the Federal Election Commission found that
there is reason to believe you knowingly and wilfully violated
2 U.S.C. §§ 441b and 441f, provisions of the Pederal Election
Campaign Act of 1971, as amended ("the Act"™). The Pactual and
Legal Analysis, which formed a basis for the Commission’s finding,
is attached for your information.

You may submit any factual or legal materials that you
believe are relevant to the Commission’s consideration of this
matter. Please submit such materials to the General Counsel’s
Office along with answers to the enclosed questions within 30 days
of your receipt of this letter. Where appropriate, statements
should be submitted under ocath. 1In the absence of additional
information, the Commission may find probable cause to believe
that a violation has occurred and proceed with conciliation.

If you are interested in pursuing pre-probable cause
conciliation, you should so request in writing. See 11 C.F.R.
§ 111.18(d). Upon receipt of the request, the Office of the
General Counsel will make recommendations to the Commission either
proposing an agreement in settlement of the matter or recommending
declining that pre-probable cause conciliation be pursued. The
Office of the General Counsel may recommend that pre-probable
cause conciliation not be entered into at this time so that it may
complete its investigation of the matter. Further, the Commission
will not entertain requests for pre-probable cause conciliation
after briefs on probable cause have been mailed to the respondent.
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Requests for extensions of time will not be routinely
granted. Requests must be made in writing at least five days
prior to the due date of the response and specific good cause must
be demonstrated. In addition, the Office of the General Counsel
ordinarily will not give extensions beyond 20 days.

If you intend to be represented by counsel in this matter,
please advise the Commission by completing the enclosed form
stating the name, address, and telephone number of such counsel,
and authorizing such counsel to receive any notifications and
other communications from the Commission.

This matter will remain confidential in accordance with
2 U.S.C. §§ 437g(a)(4)(B) and 437g(a)(12)(A), unless you notify
the Commission in writing that you wish the investigation to be
made public.

For your information, we have enclosed a brief description
of the Commission’s procedures for handling possible violations of
the Act. If you have any questions, please contact Craig D.
Reffner, the attorney assigned to this matter, at (202) 219-3400.

For the Commission,

Trevor Potter
Chairman

Enclosures
Factual and Legal Analysis
Procedures
Designation of Counsel Form
Questions




PEDERAL ELECTION COMMISSION

PACTUAL AND LEGAL ANALYSIS

RESPONDENTS: Richard E. Fry RE: MUR 3966

Pursuant to Section 441f of the Federal Election Campaign
Act of 1971, as amended (the "Act"), "[n]o person shall make a
contribution in the name of another or knowingly permit his name
to be used to effect such a contribution, and no person shall
knowingly accept a contribution made by one person in the name of
another person.” Under Section 441b of the Act, corporations are
prohibited from making contributions or expenditures from their
general treasury funds in connection with Federal elections.
Purthermore, no officer or director of a corporation may consent
to any contribution or expenditure by the corporation. 2 U.S.C.
§ 441b(a).

Based upon information ascertained by the Federal Election
Commission ("the Commission") in the normal course of carrying out
its supervisory responsibilities, see 2 U.S.C. § 437g(a)(2), it
appears that KMS Fusion, Inc. ("KMS"), reimbursed Richard E. Fry
for his contributions to the KMS Fusion, Inc., Political Action
Fund ("KMS-SSF"). 1Indeed, an audit of RMS conducted by the
Department of Defense shows that KMS increased its directors’
salaries by $250 at approximately the same time that various
directors for KMS authorized a $250 payroll deduction for the
KMS-SSF. Disclosure materials filed with the Commission confirm

that between 1988 and 1993 various individuals identified as
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directors at KMS, including Mr. Fry, regularly made $250
contributions to KMS-SSF. Most recently, on July 14, 1993, three
of these directors each contributed $295 to the KMS-SSF.
Mr. Fry’s contributions thus appear suspect as having been
reimbursed given that he made them in the same amounts, on the
same dates and at a time when his compensation was increased by
the amount he was regqgularly contributing. Furthermore, the Act
prohibits any officer or director from consenting to a corporate
contribution and it appears that Mr. Fry, as a director, consented
to his reimbursements by KMS.

Therefore, there is reason to believe that Richard E. Fry
knowingly and wilfully violated 2 U.S.C. § 441f, by permitting his
name to be used to make a contribution in the name of another, and

2 U.S.C. § 441b, by consenting to contributions by a corporation.




BEFORE THE FEDERAL ELECTION COMMISSION

)
In the Matter of ) MUR 3966
)

SUBPOENA TO PRODUCE DOCUMENTS
ORDER TO SUBMIT WRITTEN ANSWERS

Richard E. Fry

2101 Hill street

Ann Arbor, Michigan 48104

Pursuant to 2 U.S.C. § 437d(a)(l) and (3), and in
furtherance of its investigation in the above-captioned matter,
the Federal Election Commission hereby orders you to submit
written answers to the questions attached to this Order and
subpoenas you to produce the documents requested on the attachment
to this Subpoena. Legible copies which, where applicable, show
both sides of the documents may be substituted for originals.

Such answers must be submitted under oath and must be
forwarded to the Office of the General Counsel, Federal Election
Commission, 999 E Street, N.W., Washington, D.C. 20463, along
with the requested documents within 30 days of receipt of this

Order and Subpoena.
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WHEREFORE, the Chairman of the Federal Election Commission

has hereunto set his hand in Washington, D.C. on this }7IEi

, day of My} , 1994.

For the Commission,

Trevor Potter
Chairman

arjorie W. Emmons
oe Secretary to the Commission

Attachment

Questions and Request for Production of Documents
with Instructions and Definitions
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DEPINITIONS

For the purpose of these discovery requests, including the
instructions thereto, the terms listed below are defined as
follows:

"You”™ shall mean the named respondent in this action to whom
these discovery requests are addressed, including all officers,
employees, agents or attorneys thereof.

"Persons” shall be deemed to include both singular and
plural, and shall mean any natural person, partnership, comamittee,
association, corporation, or any other type of organization or
entity.

"Compensation” shall mean money or any other item of value.

"Document” shall mean the original and all non-identical
copies, including drafts, of all papers and records of every type
in your possession, custody, or control, or known by you to exist.
The term document includes, but is not limited to books, letters,
contracts, notes, diaries, log sheets, records of telephone
communications, transcripts, vouchers, accounting statements,
ledgers, checks, money orders or other commercial paper,
telegrams, telexes, pamphlets, circulars, leaflets, reports,
memoranda, correspondence, surveys, tabulations, audio and video
recordings, drawings, photographs, graphs, charts, diagranms,
lists, computer print-outs, and all other writings and other data
compilations from which information can be obtained.

"Identify" with respect to a document shall mean state the
nature or type of document (e.g., letter, memorandum), the date,
if any, appearing thereon, the date on which the document was
prepared, the title of the document, the general subject matter of
the document, the location of the document, the number of pages
comprising the document.

"Identify" with respect to a person shall mean state the
full name, the most recent business and residence addresses and
the telephone numbers, the present occupation or position of such
person, the nature of the connection or association that person
has to any party in this proceeding. 1If the person to be
identified is not a natural person, provide the legal and trade
names, the address and telephone number, and the full names of
both the chief executive officer and the agent designated to
receive service of process for such person.

"And" as well as "or" shall be construed disjunctively or
conjunctively as necessary to bring within the scope of these
interrogatories and request for the production of documents any
documents and materials which may otherwise be construed to be out
of their scope.
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QUESTIONS AND REQUEST FOR PRODUCTION OF DOCUMENTS

QUESTIONS

Identify all contributions you made to the KMS Pusion,
Inc., Political Action Fund., including the amount of
each contribution and the date it was made. 1In
addition, for each contribution, state:

a. whether you made the contribution in response to a
solicitation and, if so, describe the solicitation,
including the identify of the persons who made the
solicitation and all communications between you and
the persons identified in your response concerning
the solicitation; and

whether you received any compensation for the
contribution and, if so, describe in detail how you
were compensated, including the total amount you
received, whether you requested the compensation,
the identity of the persons who authorized the
compensation and all communications between you and
the persons identified in your response concerning
such compensation.

Identify all contributions you made to any Federal
candidates or Federal political committees (other than
the KMS Fusion, Inc., Political Action Fund), including
the amount of the contribution, the date it was made and
the identity of the Federal candidate or Federal
political committee who received the contribution. 1In
addition, for each contribution, state:

a. whether you made the contribution in response to a
solicitation and, if so, describe the solicitation,
including the identify of the persons who made the
solicitation and all communications between you and
the persons identified in your response concerning
the solicitation; and

whether you received any compensation for the
contribution and, if so, describe in detail how you
were compensated, including the total amount you
received, whether you requested the compensation,
the identity of the persons who authorized the
compensation and all communications between you and
the persons identified in your response concerning
the contribution.
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3. Produce all documents that relate or pertain to your
angwers to the above questions including, but not
limited to, any requests for compensation or

reimbursement, diaries, copies of canceled checks, check
registers and solicitations.




FEDERAL ELECTION COMMISSION
WASHINGTON D¢ 20468
MAY 17, 1994

CERTIFIED MAIL
RETURN RECEIPT REQUESTED

Patrick B. Long, Chairman and

Chief Executive Officer

¥MS Fusion, Inc.

and

Terence G. Liddy, Treasurer

KMS Fusion, Inc., Political Action fund

101 N. Main Street, Suite 410
Ann Arbor, Michigan 48106

RE: MUR 3966
KMS Fusion, Inc.
KMS Fusion, Inc., Political Action fund
and Terence G. Liddy, as treasurer

Dear Messrs. Long and Liddy:

On May 10, 1994, the Federal Election Commission found that
there is reason to believe KMS Fusion, Inc., knowingly and
wilfully violated 2 U.S.C. §§ 441b, 441f and 441c, provisions of
the Federal Election Campaign Act of 1971, as amended ("the Act").
By the same date, the Commission also found reason to believe that
the KMS Fusion, Inc., Political Action FPund and Terence G. Liddy,
as treasurer, knowingly and wilfully violated 2 U.S.C. §§ 441b and
441f. The Factual and Legal Analysis, which formed a basis for
the Commission’s findings, is attached for your information.

You may submit any factual or legal materials that you
believe are relevant to the Commission’s consideration of this
matter. Please submit such materials to the General Counsel’s
Office along with answers to the enclosed questions within 30 days
of your receipt of this letter. Where appropriate, statements
should be submitted under oath. 1In the absence of additional
information, the Commission may find probable cause to believe
that a violation has occurred and proceed with conciliation.

I1f you are interested in pursuing pre-probable cause
conciliation, you should so request in writing. See 11 C.F.R.
§ 111.18(d). Upon receipt of the request, the Office of the
General Counsel will make recommendations to the Commission either
proposing an agreement in settlement of the matter or recommending
declining that pre-probable cause conciliation be pursued. The
Office of the General Counsel may recommend that pre-probable
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KMS PFusion, Inc.

and

Terence G. Liddy, Treasurer

KMS Pusion, Inc., Political Action fund
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cause conciliation not be entered into at this time so that it may
complete its investigation of the matter. Further, the Commission
will not entertain requests for pre-probable cause conciliation
after briefs on probable cause have been mailed to the respondent.
Requests for extensions of time will not be routinely granted.
Requests must be made in writing at least five days prior to the
due date of the response and specific good cause must be
demonstrated. 1In addition, the Office of the General Counsel
ordinarily will not give extensions beyond 20 days.

If you intend to be represented by counsel in this matter,
please advise the Commission by completing the enclosed form
stating the name, address, and telephone number of such counsel,
and authorizing such counsel to receive any notifications and
other communications from the Commission.

This matter will remain confidential in accordance with
2 U.S.C. §§ 437g(a)(4)(B) and 437g(a)(12)(A), unless you notify
the Commission in writing that you wish the investigation to be
made public.

For your information, we have enclosed a brief description of
the Commission’s procedures for handling possible violations of
the Act. 1If you have any questions, please contact Craig D.
Reffner, the attorney assigned to this matter, at (202) 219-3400.

For the Commission,

TP,

Trevor Potter
Chairman

Enclosures
Factual and Legal Analysis
Procedures
Designation of Counsel Form
Questions




FPEDERAL ELECTION COMMISSION
FACTUAL AND LEGAL ANALYSIS
RESPONDENTS: KMS Pusion, Inc. RE MUR 3966
KMS Fusion, Inc.,
Political Action Pund and
Terence C. Liddy, as treasurer

Pursuant to Section 441f of the Federal Election Campaign
Act of 1971, as amended (the "Act"), "[n])o person shall make a
contribution in the name of another or knowingly permit his name
to be used to effect such a contribution, and no person shall
knowingly accept a contribution made by one person in the name of
another person." Under Section 441b of the Act, corporations are
prohibited from making contributions or expenditures from their
general treasury funds in connection with Federal elections.

The Act also prohibits any person who enters into a contract
with the United States or any department or agency thereof from
making any contribution of money or other things of value, or to
promise expressly or impliedly to make any such contribution to
any political party, committee, or candidate for public office or
to any person for any political purpose or use; or knowingly to
solicit any such contribution from any person for any such person
for any such purpose during any such period. 2 U.S.C. § 44lc.
This prohibition applies to any contract for either the rendition
of personal services or the furnishing of any material, supplies,
or equipment to the United States or any department or agency
thereof or for the selling of any land or building to the United
States or any department or agency thereof, if payment for the

performance of such contract or payment for such material,
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supplies, equipment, land, or building is to be made in whole or

in part from funds appropriated by the Congress. In addition,
this prohibition applies at any time between the commencement of
negotiations for and the later of (A) the completion of
performance under; or (B) the termination of negotiations for such
contract or furnishings of material, supplies, equipment, land, or
buildings.

Based upon information ascertained by the Federal Election
Commission ("the Commission®) in the normal course of carrying out
its supervisory responsibilities, see 2 U.S.C. § 437g(a)(2), it
appears that KMS Fusion, Inc. ("KMS") reimbursed various directors
for their $250 contributions to the KMS Pusion, Inc., Political
Action Fund ("KMS-SSF"). A Department of Defense Audit of KMS
shows that KMS increased its directors’ salaries by $250 at
approximately the same time that various KMS directors authorized
a $250 deduction from their paychecks for the KMS-SSF. Disclosure
materials filed with the Commission show that between 1988 and
1993, ten individuals identified as directors at KMS regularly
made $250 contributions to KMS-SSF. Most recently, on July 14,
1993, three of these directors each contributed $295 to the
KMS-SSF. 1In all, these contributions, which were often made on
the same dates on what appears to be a quarterly basis, total
$28,885. In short, the directors’ contributions to KMS-SSF appear
suspect given that the directors made them in the same amounts, on

the same dates and at a time when their compensation was increased
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by the amount they were regularly contributing. Furthermore,

these contributions were apparently reimbursed at a time when KMS
held a contract with the United States government.

Therefore, there is reason to believe that KMS Fusion, Inc.,
knowingly and wilfully violated 2 U.S.C. §§ 441b, 441c and 441f.

With regard to KMS-SSF, the Act prohibits any person,
including a political committee, from accepting a contribution
made in the name of another. 1In the matter at hand, the available
information shows that Terence C. Liddy, one of the directors who
began contributing to KMS~SSF in 1989, now serves as the treasurer
of KMS-SSF. In this regard, Mr. Liddy may have been acutely aware
that KMS was reimbursing its directors for their contributions to
the KMS-SSF.
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