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WASHINGTON, D.C. 20463 

September 6, 2017 

MEMORANDUM 

To: 

Through: 

From: 

By: 

Subject: 

The Commission 

Alec Palmer (P 
Staff Director 

Patricia C. On-ock�CX,--­
Chief Compliance Officer 

Thomas E. Hintermister-� 
Assistant Staff Director 
Audit Division 

Rickida L. Morcomb f.--;1/L
Audit Manager 

William Antosz f..,'{°f1. V
Lead Auditor 

Audit Hearing for the Conservative Majority Fund (A13-17) 

Attached for your information is a copy of the Draft Final Audit Report (DFAR) and 
Office of General Counsel legal analysis that was mailed to the Conservative Majority Fund 
(CMF) on June 28, 2017. The CMF Treasurer responded to the DFAR on July 14, 2017, and 
requested a hearing before the Commission to discuss DF AR Finding 1 (Misstatement of 
Financial Activity) and DFAR Finding 3 (Reporting of Apparent Independent Expenditures). 
The hearing was granted on July 27, 2017, and has been scheduled for September 14, 2017. 

Finding I - Misstatement of Financial Activity 

Finding 1 is based on CMF's failure to comply with 52 U.S.C. §30104(b)(4) and (5). The 
Federal Election Campaign Act ("Act") and related regulations require each political committee 
to report its financial activity (receipts, disbursements, and cash on hand) in accordance with the 
correct reportable bank activity. 
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In the Interim Audit Report (IAR), Finding 1 noted that CMF had misstated its 
disbursements for calendar year 2012. Although disbursements were only understated by $1,486 
at the end of 2012, when evaluating the identified errors, regardless of whether the errors were 
positive or negative ( absolute value), the Audit staff determined that CMF misstated its 
disbursements by $2,163,830 throughout the year. In other words, during the period from 
CMF's inception through October 23, 2012, the Audit staff was unable to match vendor 
payments to the disbursement amounts disclosed on reports. 

In response to the IAR recommendation, the CMF Treasurer stated that CMF strongly 
disagreed that it had misstated its disbursements by $2,163,830. CMF did agree that some payee 
names and some dates were reported incorrectly; therefore, the CMF Treasurer said amended 
2012 disclosure reports were filed to correct the payee names, incorrect dates, and the reporting 
of the bank service charges only. 

The DF AR concluded that no amended reports had been filed by CMF to correct the 
public record, and absent the filing of amended reports, CMF disbursements remained misstated 
by $2,163,830. 

In response to the DF AR, the CMF Treasurer stated that CMF stands by its prior response 
to the Interim Audit Report with one caveat: that CMF has not yet amended its reports to comply 
with the Audit staffs recommendations. Further, the CMF Treasurer said the reports would be 
amended. 

Finding 3 - Reporting of Apparent Independent Expenditures 

Finding 3 is based on CMF's failure to comply with 11 CFR §§104.3(b)(3)(vii), 104.4(a), 
104.4(f), and 104.S(g)(l) and (g)(2). The Federal Election Campaign Act ("Act") and related 
regulations require the filing of independent expenditure reports and provide the disclosure 
requirements of independent expenditures. 

In the IAR, Finding 3 noted that CMF disclosed disbursements as operating expenditures 
on Schedule B, Line 21b (Operating Expenditures) totaling $469,136 which appeared to be 
independent expenditures. Also independent expenditures totaling $185,663 were disclosed with 
an incorrect vendor name. With respect to the filing of 24/48-hour reports required for certain 
independent expenditures, CMF did not file 24-hour reports totaling $90,260 in a timely manner 
and did not file 24/48-hour reports for the apparent independent expenditures totaling $469,136. 

In response to the IAR recommendation, the CMF Treasurer stated that CMF did not 
agree with the Audit staffs calculation that it had understated independent expenditures by 
$469,136, and provided a new calculation that reduced its independent expenditures from the 
original reported amount of $1,347,233 to $914,856. Further, CMF filed new and amended 
24/48-hour reports for independent expenditures totaling $764,082. CMF provided an 
explanation of how it determined whether an expenditure was an operating expenditure or an 
independent expenditure, as well as 20 additional vendor invoices. 

The DF AR concluded that the Audit staff accepted that expenditures totaling $195,839 
were not independent expenditures, based upon further review of documentation provided by 
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CMF, and reduced the apparent independent expenditures not reported to $273,297 ($469,136 -
$195,839). 1 The Audit staff noted that CMF had not filed any amended disclosure reports 
concerning the apparent independent expenditures and considered the expenditures totaling 
$273,297 reportable as independent expenditures. Further, CMF had not complied with the 
recommendation to correct the disclosure for 51 independent expenditures totaling $185,663. 

The Audit staff also noted that the CMF Treasurer did not specifically address the 24-
hour reports totaling $90,260 that were filed untimely. The Audit staff was not able to verify if 
the 24/48-hour reports filings CMF made in response to the IAR had addressed these apparent 
independent expenditures. Absent evidence that the expenditures totaling $273,297 did not 
require reporting as independent expenditures, the Audit staff maintains these expenditures may 
have required filing of 24/48-hour reports. 

In response to the DF AR, the CMF Treasurer stated that CMF stands by its prior response 
to the Interim Audit Report with one caveat: that CMF has not yet amended its reports to comply 
with the Audit staffs recommendations. Further, the CMF Treasurer said the reports would be 
amended. 

Attachments: 
- Draft Final Audit Report of the Audit Division on the Conservative Majority Fund
- Office of General Counsel's Legal Analysis dated May 12, 2017
- CMF Response to the Draft Final Audit Report, dated July 14, 2017

cc: Office of General Counsel 

1 CMF has indicated that the two telephone scripts, two follow-up letters, and four television advertisements in the 
Audit staffs possession represent the entire universe of communications that were made during the audit period. 
Based on the content of the communications, one telephone script, one follow-up letter, and two advertisements 
contained express advocacy. 
































































