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Interim Audit Report of the
Audit Division on

The 2016 Committee
(January 1, 2015 - December 31, 2016)

Why the Audit About the Committee (p.2)

Was Done The 2016 Committee is a nonconnected, independent

Federal law permits the expenditure-only committee headquartered in Vienna, Virginia.
Commission to conduct For more information, see the chart on the Committee

audits and field Organization, p. 2.

investigations of any

political committee that is Financial Activity (p.2)
required to file reports

* Receipts
undel: the F edere.ll o Contributions from Individuals $ 12,851,480
Election Campaign Act o Contributions from Political
(the Act). The Party Committees 250
Commission genel:ally o Transfers from Affiliated/Other
conducts such.audits Party Committees 1,637,148
when a committee o Offsets to Operating
appears not to have met Expenditures 9,847
the threshold o Other Receipts 521,418
1'equ1relr}ents for ‘ Total Receipts $ 15,020,143
substantial compliance
with the Act.! The audit « Disbursements
determines whether the o Operating Expenditures $ 8,542,586
committee complied with o Independent Bxpenditures 6,167,228
the limitations, o Contribution Refunds 52,525
prohibitions and Total Disbursements $ 14,762,339
disclosure requirements
of the Act.

Finding and Recommendation (p.3)

Future A‘_’tion ¢ Failure to File or Timely File 24/48-Hour Reports
The Commission may

initiate an enforcement
action, at a later time,
with respect to the matter
discussed in this report.

1 52 US.C. §30111(b).
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Part I
Background

Authority for Audit

This report is based on an audit of The 2016 Committee (T2C), undertaken by the Audit Division
of the Federal Election Commission (the Commission) in accordance with the Federal Election
Campaign Act of 1971, as amended (the Act). The Audit Division conducted the audit pursuant
to 52 U.S.C. §30111(b), which permits the Commission to conduct audits and field
investigations of any political committee that is required to file a report under 52 .S.C. §30104.
Prior to conducting any audit under this subsection, the Commission must perform an internal
review of reports filed by selected committees to determine if the reports filed by a particular

committee meet the threshold requirements for substantial compliance with the Act. 52 U.S.C.
§30111(b).

Scope of Audit

Following Commission-approved procedures, the Audit staff evaluated various risk factors and
as a result, this audit examined:

1. the consistency between reported figures and bank records;

2. the disclosure of individual contributors’ occupation and name of employer;

3. the disclosure of independent expenditures;

4, the disclosure of debts and obligations pertaining to independent and apparent independent
expenditures;

the completeness of records; and

6. other committee operations necessary to the review.

N




ADR97000005

Part 11

Overview of Committee

Committee Organization

Important Dates

¢ Date of Registration

October 23, 2014

s Audit Coverage

January 1, 2015 - December 31, 2016

Headquarters

Vienna, VA

Bank Information

¢ Bank Depositories

Three

» Bank Accounts

Four Checking

Treasurer

o Treasurer When Audit Was Conducted

William Saracino { 3/29/17 - Present)

¢ Treasurer During Period Covered by Audit

Chuck Muth (3/03/17 - 3/28/17)
Robert H. Frank (10/23/14 - 3/02/17)

Management Information

s Attended FEC Campaign Finance Seminar

No?

s  Who Handled Accounting and
Recordkeeping Tasks

Paid Staff

Overview of Financial Activity

(Audited Amounts)
Cash-on-hand @ January 1, 2015 50
Receipts
o Contributions from Individuals 12,851,480
o Contributions from Political Party 250
Committees
o Transfers from Affiliated/Other Party 1,637,148
Committees
o Offsets to Operating Expenditures 9,847
o Other Receipts 521,418

Total Receipis $ 15,020,143
Disbursements

o Operating Expenditures 8,542,586
o Independent Expenditures 6,167,228
o Contribution Refunds 52,525
Total Disbursements $ 14,762,339
Cash-on-hand @ December 31, 2016 $ 257,804

2 Staff members from a firm that provided legal advice to T2C have attended FEC campaign finance seminars.
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Part II1
Summary

Finding and Recommendation

Failure to File or Timely File 24/48-Hour Reports

During audit fieldwork, the Audit staff reviewed disbursements to verify if T2C reported
independent expenditures accurately and timely. The Audit staff identified 193
independent expenditures on Schedule E (Itemized Independent Expenditures) totaling
$3,310,371 for which 24/48-hour reports were filed untimely.? Additionally, the Audit
staff identified disbursements, disclosed as operating expenditures on Schedule B
(Itemized Disbursements), totaling $369,669 that appeared to be independent
expenditures for which 48-hour reports were required and not filed.

If T2C believes that it properly filed 24/48-hour reports for independent expenditures
reported on Schedule E, the Audit staff recommends that T2C provide documentation to
support its conclusion. Also, if T2C believes that the apparent independent expenditures
totaling $369,669 did not require reporting as independent expenditures, the Audit staff
recommends that T2C provide evidence to support its conclusion. Absent such evidence,
the Audit staff recommends T2C amend its reports to disclose these disbursements as
independent expenditures and submit revised procedures for reporting independent
expenditures. (For more detail, see p. 4)

3 Fourteen of these independent expenditures, totaling $684,568, were disclosed on Schedule B as
operating expenditures for which T2C untimely fifed corresponding 48-hour reports. The Audit staff
included these transactions because these transactions met the definition of an independent expenditure,




ADR97000007

Part IV
Finding and Recommendation

| Failure to File or Timely File 24 /48-Hour Reports

Summary

During audit fieldwork, the Audit staff reviewed disbursements to verify if T2C reported
independent expenditures accurately and timely. The Audit staff identified 193
independent expenditures on Schedule E (Itemized Independent Expenditures) totaling
$3,310,371 for which 24/48-hour reports were filed untimely.* Additionally, the Audit
staff identified disbursements, disclosed as operating expenditures on Schedule B
(Itemized Disbursements), totaling $369,669 that appeared to be independent
expenditures for which 48-hour reports were required and not filed.

If T2C believes that it properly filed 24/48-hour reports for independent expenditures
reported on Schedule E, the Audit staff recommends that T2C provide documentation to
support its conclusion. Alse, if T2C believes that the apparent independent expenditures
totaling $369,669 did not require reporting as independent expenditures, the Audit staff
recommends that T2C provide evidence to support its conclusion. Absent such evidence,
the Audit staff recommends T2C amend its reports to disclose these disbursements as
independent expenditures and submit revised procedures for reporting independent
expenditures.

Legal Standard

A. Definition of Independent Expenditures. The term “independent expenditure”
means an expenditure by a person for a communication expressly advocating the election
or defeat of a clearly identified candidate that is not made in coordination with any
candidate or authorized committee or agent of a candidate. 11 CFR §100.16(a).

B. Expressly Advocating., Expressly advocating means any communication that —

(a) Uses phrases such as “vote for the president,” “re-elect your Congressman,” “support
the Democratic nominee,” “cast your ballot for the Republican challenger for U.S. Senate
in Georgia,” accompanied by a picture of one or more candidate(s), or communications
of campaign slogan(s) or individual word(s), which in context can have no other
reasonable meaning than to urge the election or defeat of one or more clearly identified
candidate(s).

(b) When taken as a whole and with limited reference to external events, such as the
proximity to the election, could only be interpreted by a reasonable person as containing

4 Fourteen of these independent expenditures, totaling $684,568, were disclosed on Schedule B as
operating expenditures for which T2C untimely filed corresponding 48-hour reports. The Audit staff
included these transactions because these transactions met the definition of an independent expenditure,
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advocacy of the election or defeat of one or more clearly identified candidate(s). 11 CFR
§100.22.

C. Disclosure Requirements — General Guidelines. An independent expenditure shall
be reported on Schedule E if, when added to other independent expenditures made to the
same payee during the same calendar year, it exceeds $200. Independent expenditures
made (i.e., publicly disseminated) prior to payment should be disclesed as memo entries
on Schedule E and as a debt on Schedule D. Independent expenditures of $200 or less
need not be itemized, though the committee must report the total of those expenditures on
line (b) on Schedule E. 11 CFR §§104.3(b)(3)(vii), 104.4(a) and 104.11.

D. Last Minute Independent Expenditure Reports (24-Hour Reports). Any
independent expenditures aggregating $1,000 or more with respect to any given election,
and made after the 20" day but more than 24 hours before the day of an election must be
reported and the report must be received by the Commission within 24 hours after the
expenditure is made. A 24-hour report is required for each additional $1,000 that
aggregates. The 24-hour report must be filed on a Schedule E. The date that a
communication is publicly disseminated serves as the date that the Committee must use
to determine whether the total amount of independent expenditures has, in the aggregate,
reached or exceeded the threshold reporting amount of $1,000. 11 CFR §§104.4(f) and
104.5(g)(2).

E. Independent Expenditure Reports (48-Hour Reports). Any independent
expenditures aggregating $10,000 or more for an election in any calendar year, up to and
including the 20th day before an election, must be disclosed within 48 hours each time
the expenditures aggregate $10,000 or more. The 48-hour report must be filed on a
Schedule E. The date that communication is publicly disseminated serves as the date that
the committee must use to determine whether the total amount of independent
expenditures has, in the aggregate, reached or exceeded the threshold reporting amount of
$10,000. The reports must be filed with the Commission within 48 hours after the
expenditure is made. 11 CFR §§104.4(f) and 104.5(g)(1).

Facts and Analysis

A. Facts

During audit fieldwork, the Audit staff reviewed disbursements to verify if T2C reported
independent expenditures correctly and to verify that 24/48-hour reports were filed
accurately and timely.

24/48-Hour Reports for Independent Expenditures Reported on Schedule E - $3,.310,371:

o For expenditures totaling $60,500, 24-hour reports for two items were not filed
timely. For these expenditures, 24-hour reports were filed two days after the
dissemination date, resulting in the reports being filed one day late.




ADR97000009

¢ For expenditures totaling $3,249,871, 48-hour reports for 191 items were not filed
timely. For these expenditures, 48-hour reports were filed between 39 and 215
days after the dissemination date.’

The Audit staff notes the following with respect to the above untimely filed 24/48-hour
reports:

e Copies of the communications were not provided for 56 expenditures totaling
$493,740. However, the Audit staff included these transactions in the amounts
above because T2C’s records contained internal codes and details for these
communications similar to ones for which communications were provided.

» Records were not provided showing the dissemination date reported on disclosure
reports for 61 expenditures totaling $867,216. Of the 61 disbursements, 35
totaling $693,905 were for disbursements related to various categories of items
sold by T2C on its online store, which included printing costs related to a book
entitled “Ben Carson: RX for America” ($277,921); as well as other items such as
clothing, decals, mugs, notepads, supporter cards, yard signs, magnets and buttons
($415,984). There were 26 disbursements totaling $173,311 related to direct mail
printing, graphics, postage and list maintenance ($136,364) and advertising,
media buys and consulting ($36,947).

Dissemination Date for Independent Expenditures Reported on Schedule E - $4,389.206:

Based on a comparison between disclosure reports and the records provided by T2C, the
Audit staff determined that for 158 expenditures totaling $4,389,206, the dissemination
dates disclosed on Schedule E were the dates T2C paid for the communication, rather
than the date each communication was disseminated.

The dissemination dates disclosed by T2C should have been the date on which each
communication was publicly distributed, pursuant to 11 CFR §§104.4(f) and 104.5(g)(1)
and (2).

Reporting of Apparent Independent Expenditures on Schedule B - $369.669

The Audit staff identified eleven apparent independent expenditures, disclosed on
Schedule B totaling $369,669, for which 48-hour reports were not filed. These
transactions were related to the printing of the book discussed above, direct mail pieces,
direct mail postage and direct mail consulting. The breakdown of these eleven items,
relative to 11 CFR §100.22, is as follows:

* Based upon T2C's records provided to the Audit staff, the dissemination dates for these independent
expenditures ranged from March through December, 2015. Corresponding 48-hour reports were
untimely filed with the Commission between December 2015 and April 2016,
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1. Apparent Independent Expenditures (Associated documentation provided -
11 CFR §100.22(a))
T2C failed to file 48-hour reports for eight apparent independent expenditures
totaling $275,176 reported on Schedule B as operating expenditures. These
transactions were for materials that contained language expressly advocating the
election of a clearly identified candidate for President, Ben Carson.

2. Apparent Independent Expenditures (Associated documentation provided -
11 CFR §100.22(b))
T2C failed to file 48-hour reports for three apparent independent expenditures
totaling $94,493 for direct mail postage and other costs related to direct mail
which it reported on Schedule B as operating expenditures. One postage payment
was associated with a direct mail piece encouraging readers to vote for Ben
Carson to keep him on the Republican ticket. A second postage payment was
related to a communication encouraging actions to elect Donald Trump and defeat
Hillary Clinton. These communications each contain unmistakable language that
could only be interpreted by a reasonable person as containing advocacy of the
election or defeat of clearly identified candidates.

B. Interim Audit Report & Audit Division Recommendation

The Audit staff discussed this matter with T2C representatives at the exit conference and
provided supporting work papers. In response to the exit conference, T2C provided
copies of invoices and mailer documentation related to the independent expenditures,
which are included in the facts noted above.

The Audit staff recommends that, within 30 calendar days of service of this repoit, T2C
provide documentation to support that the 24/48-hour reports totaling $3,310,371 were
filed accurately and timely. Supporting decumentation should include the actual date of
public dissemination for each communication. Also, if T2C believes that the eleven
apparent independent expenditures disclosed on Schedule B totaling $369,669 did not
require reporting as independent expenditures, the Audit staff recommends that T2C
provide evidence to support its conclusion. Absent such evidence, the Audit staff
recommends T2C amend its reports to disclose these disbursements as independent
expenditures and submit revised procedures for reporting independent expenditures.
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