Draft Final Audit Report of the Audit
Division on McCain-Palin 2008 Inc.
and McCain-Palin Compliance Fund,
Inc.

March 24, 2008 - December 31, 2008

Why the Audit Was
Done

Federal law requires the
Commission to audit
every politieal committee
estahlished by a
Presidential candidate
who receives general
funds for the general
campalgn The audit
determines whether the
candidate was entitled to
all of the general funds
received, whether the
campaign used the
general funds in

initiate an enforcen!
action, at a later timg
with respect to any of the
matters discussed in this
report.

! 26 U.S.C. §9007(a).

About the General Committg

McCain-Palin 2008 Inc. (General @¥mmee) is the principal campaign
commiittee far Senator Joha S. ain, the Republican Party’s
nominee for the office of Prg Bghe United States. The General

Committee is currently heat§g

ashington, DC. For more
information, see the ck i

anization, p. 2.

' $ 84,103,800
ditures 9,318,570
17,076,880
1,154,733

$ 111,653,983

$ 92,083,836
17,076,880
1,491,107

$ 110,651,823

ling and Recommendation for the

General Committee (p. 5)
o Campaign Travel Billing for Press



About the Compliance Fund

The McCain-Palin Compliance Fund, Inc. (Compliance Fund) was established pursuant
to 11 CFR §9003.3(2)(1)(i). The Campliance Fund accepts coniributians to bs used
solely for legal and accounting services to ensure compliance with the Federal Election
Campaign Act (the Act). These contributions include the Compliance Fund’s share of
contributions from affiliated joint fundraising committees. The Compliance Fund is
currently headquartered in Washington, DC. An overview of financial activity for the
Compliance Fund is presented below.

Financial Activity of the Compliance

¢ Receipts

o Contributions
Fronr Other Authorized Committees
Offsets to Operating Expenditures
Other Receipts
Total Receipts

0O 00O

¢ Disbursements
o Operating Expenditures
o All Other Disbursements
o Total Disbursements

112,237
24,787,879



About Joint Fundraising Committees

This audit included seven joint fundraising committees. Each of the joint fundraising
committees fa hmadquartered in Alexandria, Virginia 2nd was an autherized committee of
the candidtes, Jobn McCain and Sarah Palin. The camhined financial nctivity of these
joint fundransmg committees is presented below and the fmanclal activity of eash of these
committees is presented on page 4.

Financial Activity of the Joint Fundraising Committees

® Receipts
o Contributions
o From Other Authorized Committees
o Offsets to Operating Expenditures
o Total Receipts

$ 207,620,125
812,325
159,926
2,376

¢ Disbursements
o Operating Expendltures
o All Other Disbursements
o Total Disbursements

167.116.292
$ 197,491,195

Finding and mecanmndat 2 Jofnt Fundraising
Committees (p.5
Based on the limited ad® L ements filed and the records

presented by the sg Risi tees, the Audit staff did not discover any
material non-complia
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Part I
Background

Authority for Audit

This report is based on audits of McCain-Palin 2008 Inc. (General Committee), McCain-
Palin Compliance Fund, Inc. (Compliance Fund), and seven joint fundraising committees
affiliated with the Compliance Fund, undertaken by the Audit Division of the Federal
Election Commission (the Commission) as mandated by Section 9007(a) of Title 26 of
the United States Code. That section states that “after euch presigéatial election, the
Commission shall conduct a thorough examination and audit e quimlified campaign
expeuses af the cardidates of each political pudty for Presi d Vice President.” This
includus joint fundraising cemsniitdes authorized by the {Also, Section
9009(b) of Title 26 of the United States Code states, j mmission may
conduct other examinations and audits as it deem: .

Scope of Audit

The audits of the General Committee and Compli
the receipt of excessive contributions and loans;

the receipt of contributions from [l

the receipt of transfers from other g

the dlsclosure of cuntﬁbtmons and

e R ol o

ntnbutlons among joint fundraising participants;
penses and net amounts transferred to the Compliance
4. the consistency B@¥een reported figures and bank records.

Inventory of Records

The Audit staff routinely conducts an inventory of campaign records before it begins the

audit fieldwork. The records for each of the audited committees were complete and the
fieldwork began immediately.



Part II
Overview of Campaign
Campaign Organization
General Committee ComplianceJFund
Important Dates
Date of Registration | 08/12/08 02/25/@

.
® Audit Coverage Dates | 09/01/08 thru 12/31/08 03/26708 Wi 12/31/08

Headquarters Washington, DC pwashimgton, DY

Bank Information

e Bank Depositories Three ho

e Bank Accounts Eight Bank Accounts . Bank Accounts
Treasurer Salvatore A. RgB SalvatSigePupura

(08/12/08 — 08RQYB/03 02/25/0)~ 03/20/08);
Joseph Schmuck$ chmuckler
R /08 — Presel (021/08 — Present)

IMittees

our registered with the Federal Election Commission
in April 2008 d in AMgust 2008. These committees are headquartered in
Alexandria, V1% ‘
fundraising co
committee maintaincl

aled a single bank account, and the seventh joint fundraising
bk accounts.



Overview of Financial Activity

(Audited Amounts)
General Compliance
Commiittee Fund
Opening Cash Balance- _$0. $0
Receipts
¢ Contributions $9,679,490
o Federal Funds Received $84,103,800
e Fromr Other Authorized Committees ,046,453
e _Offsets to Operating Expenditures 9,318 1,131,139
o Loans Received 17,0780
e Other Receipts 33 71,782
Total Receipts ,653.983| $4 64
Disbursements
e Operating Expenditures 083 $11,675,
e Transfers to Other Authorized 222,502
Committees
e Loan Repayments 17,0763
o Refunds to Contributors 551,599
e Other Disbursements 1 12,338,136
Total Disbursements $110, 23| $24,787.879
Closing Cagh Bal 08 $1,002,160 | $23,540,985
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Part III
Summaries

General Committee

Campaign Travel Billing for Press
The General Committee received reimbursements totaling $344,892 from the Press for
campaign travel, which was above the maximum amount billable to the Press. The
Comnrission’s regulations provide that a 10 percent matkup on the actual cost of
transportation and services may be billed to the Press. The Gen omrhitteo stated
that the exeess reimbursement from thie Press for travel was a gfSallb®ation of billing
proceeds, requiring the General Committee to pay Johu (08, Inc. (the Primary
Committec) for the excess funds collacted.

In response to the Preliminary Audit Report, the Ggfftral\Committee ined that it

committees that is consistent with Commissioff e ccepted
Accounting Principles (GAAP). The General Con@tecdiSo ined itsdontention
that any apparent excess of £ress reimbursements co d during the term of the
conteact could be corrected by makiniga paymont to the ary Committee. The
Generel Coanmiittor requested that the (iERaimion pernrit 2g@nsfpr from the Goneral

Comumittee to the Primary Cammittee tJgesOTR aer. fie euent that the
Coramission docs net permit the transfer,\e GoyPRgiiamgpfice requests that it be
allowed to disgorge the cxgaagive Press reifphffsementSg@the U.S. Treasury. The
General Committee bgifcves he Commi¥gion shoulf] find that the Press
reimbursements wg Bculated resUiting in no violation of the Act, and that the
General Committee mighs & immediatelf‘or more detail, see p. 6.)

|

totices

The CompR to fil€ 48-hour notices for 169 contributions totaling
$240,700 thaw@ere receivelibrior to the general election. In response to the Preliminary
Audit Report, /N8 igte Fund explained that it had experienced a one-time data-
management error outside vendor relating to the 48-hour notice requirement. The

Compliance Fund hajfaken measures to ensure that this unintentional oversight was
corrected. The Compliance Fund believes that the Commission should find there was no
violation of the 48-hour notice requirement arid that the Compliance Fund should be able
to terminate immediately. (For more detail, see p. 19.)

Joint Fundraising Committees

Based upon the limited examination of the reports and statements filed, and the records
presented by seven joint fundraising committees, the Audit staff discovered no material
non-compliance. (For more detail, see p. 21.)




Part IV
Finding and Recommendation for the
General Committee

| Campaign Travel Billing for Press

Summary
The General Committee received reimbursements totaling $344,88R from the Press for

campaign travel, which was above the maximum amount billa

transportation and services may be billed to the Press. Cammittee stated
that the excess reimbursement from the Press for travg, i tion of billing

proceeds, requiring the General Committee to pay (the Primary
Committee) for the excess funds collected

In response to the Preliminary Audit Report, the G that it
used a reasonable process for the allocation of Fress 0 ursements between the two
committees that is consistent with Cogg g well as Generally Accepted
Acgounting Principlas (GAAP). The plained its pentention
that my appamnt excess af Prass renmb R the term of the

tramfer from the General
- wer. In the event that the
Commission does ngfiie : eneral Committee requests that it be
allowed to disgor e eS$ rei RgMents to the U.S. Treasury. The
smmisgjon should find that the Press

crgd segfftes or facilities (including air travel, ground transportation,
housing, meals, teld service and computers) provided to media personnel, Secret
Service personnel orJ¥ational security staff will be considered qualified campaign
expenses, and, except for costs relating to Secret Service personnel or national security
staff, will be subject to the overall expenditure limitations of 11 CFR 9003.2(a)({) and
(b)(1). 11 CFR §9004.6.

transportanon, g

B. Billing Medin Pecsonnel for Trengportaéion and Services. The committee shall
provide each media representative, no later than 60 days fram the campaign travel or
event, an itemized bill that specifies the amounts charged for air and ground
transportation for each segment of the trip, meals and other billable items specified in the
White House Press Corps Travel Policies and Procedures issued by the White House
Travel Office. 11 CFR §9004.6(b)(3).



C. Reimbursement Limits for Transportation and Services of Media Personnel.
The amoumt of reitnbutsement sought fromr media personnel shalt not exceed 110 percent
of the media representative pro reta share (ar a reasonatile estimate of the medin
represaentative’s pro rata share) aof the actual cost of transportation and services narde
available. Any reimbursement received in excess of this amount shall be returned to the
media representative. 11 CFR §9004.6(b) and (d)(1).

D. Pro Rata Share Definition. A media representative’s pro rata share shall be
calculated by dividing the total actual cost of the transportation and services provided by
the total number of individuals to whom transportation and services were made available

(to include committee staff, mcdia personnel, Secret Service s CFR
§9004.6(b)(2).

E. Adminiatrative Costs for Transportation and Se a Personnel. The
committee may deduct from the amount of expendi j verall limitation
the reimbursements paid by media representativ i ices, up to

the actual cost of the transportation and servic
The committee may deduct an additional am
media representatives, representing the incurred a
committee may deduct an amount in ¢xcess of 3 resenting the administrative

costs actually incurred by the commi idi 10 the media, provided that
the commiitee is ahle to tiocntnent the §g j
incurred.

For the purposes of the 2 ts include all costs incurred
by the committee in p#fking TR K

these services are PSS pmmi alg or independent contractors. 11 CFR
§9004.6(c).

dres for campaign-related transportation, food
ing a candidate, shall be attributed according to

s on or before the date of the candidate’s

ary efection expense. Travel to and from the conventions

ary election. Travel by a person who is working exclusively
preparations shall be coneidered a general election expense,
even if the travel Prore the candidate’s nomination. 11 CFR §9034.4(¢)(7).

G. Travel SupportDocumentation. For each trlp, an itinerary shall be prepared and
made available by the committee for Comtnission inspection. The itinerary shall show
the time of arival and departure and the type of events held.

For trips by government conveyance or by charter, a list of all passengers, along with a
designation of which passengers are and which are not campaign-relatad, shall he made
available for Commission inspection. When required to be created, a copy of the
government’s or charter company’s official manifest shall also be maintained and made
available by the committee. 11 CFR §9004.7(b)(3) and (4).



H. Assets Purchased from the Prlmary Election Committee. If capital assets are
obtained frem the eandidate’s prinrary election committee, the purchase price shall be
comsidcret to be 60 percent of 1he origiuel cost of such asssts to the candidate’s ptmmry
election eommiitee. 11 CFR §9004.9(d)(1)(ii).

Facts and Analysis

A. Facts

In 2008, the Press covering the campaign of the Presidential candidate (John McCain)
and the Vice Presidential candidate (Sarah Palin) travelled predominately on two aircraft
chartered by the campaign. The aireraft for the Presidential candidate was the same

aircraft used by John McCain 2008, Inc. (the Primary Committ was chartered
through Swift Air, LLC (Swift Air). The aiscraft for the Viog, i inl candidate was
chartered through JetBlua Airways Corporation shortly be Republican National

Convention. Tke Press also occasionrdiy traveiled on ai
Committee through CSI Aviation Services (CSI) andas
throughout the campaign.

As cited above, the amount of reimburseme:
exceed 110 percent of the media representative’s
of the media representative’s pro rata share) of the a st of transportation and
services made availdble. Any reimbifs
returned to the mellia nepreseniative.

The General Committee contemls that it ¢ R RiLss Travel reimbursement above

the 110 percent allowed hamtiag ions. gL M mmittee calculated total
transportation costs fogthe PR . dling 106 percent of the cost
calculated by the i

$4,476,728 from

is the calculation for/fOtal transportation costs. The General Committee disagreed with
the Audit staff’s cost calculation methods with respect to charter flights associated with
the aircraft used by the Presidential candidate. The General Committee also did not agree
with the Audit staff’s initial application of aircraft reconfiguration costs.

% The General Committee billed at 106 percent, but was able to document administrative costs to allow
billing up to 110 percent for all modes of transpcrtation. In determinimg the amount billable to the Press,
the Awdit otaff creditsd the General Cmnmitter for any under hilling of the Press associated with any one
aircraft or mode of transportation. In other words, any under billing of the Press for travel on the aircraft
for the Vice Presidential candidate, CSI chartered aircraft, and ground transportation was applied to any
overbilling of the Press that may have occurred for travel on the Presidential aircraft.



The Audit staff calculated transportation costs based on actual hours used only by the
General Committee during the general campaign. The General Committeo, in ociitrast,
calcuiamd transportation aosts oaser on the life of the charter contraot, which coveind
both the primary and general campaign periods.

Applying Cost on Aircraft for Presidential Candidate

The Primary Committee and the General Committee chartered a Boeing 737-400 from
Swift Air for use by the Presidential candidate. The Swift Air contract covered the period
from June 30, 2008 through November 15, 2008. The contract stipulated payments
totaling $6,384,000 to be paid in 19 weekly installments of $336,000. The contract
covened nine weeks for the anary Committee and ten wceks for the Generel

to puy ccats for fuel, catering, pmssehger taxes, and gmounti ing fess. There was ajso
an aircraft eecenfiguration cost of $650,000 that was paid j

The contract allowed 22.4 flight hours per we 25.6 fli s jor the
life of the contract. If the full flight hours lled over

no accunmlated unused hours were ava:lable, there w arge of $15,000 per
ever exceeded the 22.4
flight hours in a week The General COEuging . urs and the Prinmry
Committee used 111.8 flight hours duri C ORI

The General Committes it s , payment of $336,000 on
August 29, 2008, ang Spayments o$4,047,402 to Swift Air. This amount
included charges fg# \ Rxes, and ground handling fees.

For the first . .
contraot ed divi by the remaining number of hours available
) i 1 s paid for by the Primary Committee. Later

rate, the segment alculated and divided’ by the number of passengers.

The Audit staff calcé¥ated the charter rate per flight hour for Swift Air by taking the
contract weekly instaliment ($336,000) and dividing that by the actual weekly hours
flown. The costs of fuel, catering, passenger taxes, ground handling, and cortain
recoufiguration costs were then added to determiire the total segment cost. Tlre oost per
passenger was then calculated by dividing the total segment cost by the total number of
passengers on the segmant.

Applying Reconfiguration Costs

The Audit staff and the General Committee did not initially agree on the amount of
aircraft reconfiguration costs billable to the Press. Historically, the Commission has
allowed the Press to be billed only for the aircraft reconfiguration costs that could
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reasonably considered as having benefited the Press. The General Committee believes all
coats for roconfiguring an aircraft at the beginuing and at the end of tlie campaign shouid
be comidered when calculating the biilable amount for the Press. Thr: Ganeral
Commaittoe also stated that part off the nircraft reconfiguration cost was ta bring the
aircraft into esmplianoe with Federal Aviation Administration safety standards that
ultimately bezefited the safety of all passengers including the Press.

B. Preliminary Audit Report & Audit Division Recommendation

The issue of press travel reimbursement was presented at the exit conference. In
response, the General Committee submitted the following points for the Commission’s
considerutien.

Cost Culcmintion

The General Committee made a comparison between the i contract, which
spanned bath tha primary and general election periods, i ircraft contracts that
were analyzed during previous presidential audits: I i Bush-Cheney in
2000, and Kerry-Edwards in 2004. The General Ggfamitte i erenced the
Audit staff’s calculation of the hourly rate for e aircra

audit, which accumulated all operating costs #hc N pided otal by the number

of hours flown by each aircraft. By applying the sZNghe:
_ the Swift Air contract ($6,384,000 divided by 252.1 h&g
contends that its cost calculations uscqilic biiling the P

ilatlon to tlie enfire amount of
flown), the General Committee
e accurate.

The Audit staff agreas that if the Genera . 7 Rwas usinithe toral Swift Air
contract amoueit for bath, the primary and\ge e 10ds, as well as the full
aircraft reconfiguration g i did not reclu@travel reffoursement from the Press that
exceeded the maximpyd BBy the regultions. However, as in Dole-Kemp only
those costs attrib eral Commiffge should be used in determining the
travel cost that the Geliglh Conlilittee may billj¥ the Press. This conclusion is
consistent with tra : agifresidential audits and is supported by 11
» S i B in part, (M8t expenditures for campaiyn-related
cording to when the travel ocours. As irr Dole-Kemp,
"k senefflifffection operating cost ($4,047,402) and the uctnal
Ssnnera®Committee when caloculating the billable cost to the
Press. This iate method when calculating costs and billing far
campaign travougReri =¥eneral election period.

- election periods and4elied on-adjusting the per-hour billing rates on a segment-by-
segment basis due to using fewer flight hours than available in the Swift Air contract.
The General Committee made the sproadsheet available to demonstrate that the Primary
and General Committees’ billing allocation was based on total costs ($6,354,859) that
were Iower than the contract amount ($6,364,000). The Guneral Cammittee aontonds
that no overhilling of the Press could have occured since the difference ($29,141) was
never billed to the Press by the Primary cammitee during week eight. However it
appears that the General Committee did bill this difference to the Press’. Therefore, the

3 During the second week of the general campaign, the General Committee calculated Press billing by
using the total cost of the contraet ($6,384,000) and subtracting the amount of the contract already billed
($2,140,752) to mriva ut the ramaining baltnce of the contract. The helicoptar cost ($29,141) was included
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General Committee included the total contract amount in calculating the billing
allocation.

The Audit staff used the weekly $336,000 installment divided by the actual hours flown
weekly during the ganeml electinn period for billing caiculations (pius the fuel, catering,
taxes, and ground handling fees). The General Committee explained that the Audit
staff’s calculations had the benefit of hindsight because, due to the fast pace of the
election campaign, the actual flying hours were unknown at the time of billing.
Therefore, estimates of pro rata share had to be used in order to be in compliance with the
regulations to bill media representatives within 60 days of travel. The General
Commirtee beligves that the Aadit staff's methodology would be in conflict with 11 CFR
§9004.6(b)(3), which says, ia purt, that niocdia vepresentatives s
specifies amuunts ciimrged for air and ground far each segme;

required 60 days to provide the Press with an i i amounts
charged for air transportation for each segmen
Committee invoiced the Press on average 12 i el week,
allowing time to use the actual flight hours for the billable trav®l costs

known at the time of billing also could have been

correction to the accQs ‘ ssary. The Audit staff acknowledges that

the same billing n Bysh-Cheney; however, the amount of
the overbilling of the FiRg wasiue ial. fhermore, there is no indication that the

2000 Bush-L

Specifically, the OR@graldfommittee believes that the Audit staff incorrectly applied a
cash-basis of accourNg
cash-basis accounting, revenue is recorded when cash is received and an expense is
recorded when cash is paid. In accrual-basis accounting, revenue is recognized whem it is
earned (or when services are performed) and expensey are recognized when they are
incurred.* The Genaral Committes contends thac under acerual-basis accounting, the
objactive is tv ensure that events thut change an entity’s fizaneial statemants are reoorded
in the perinds in which the events occur, rathcr than only in the periads dming which the
entity receives or pays cagsh. The General Cammittee alse cantends that the matching

in the $2,140,752 already billed. The remainieg balance of the contract was then divided by the average
estimated flight hours remaining on the contract to determine the adjusted charter rate for the week.

4 “Accounting Principles 7® Edition”, Jerry J. Weygandt PhD, CPA, Donald E. Kieso PhD, C?A, Paul O.
Kimmel PhD, CPA, page 90.
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principle under GAAP dictates that expenses are recognized when the revenue is
recognized, ant therefore that the entire cost of the contract should be used when
calculating hilling for travel.

The Audit staff agrees that the matching principle dictates that expenses be recognized
when the revenue is recognized. In turn, the revenue recognition principle recognizes
revenue in the period in which it is earned. Since the period and activity audited was the
general election period, the Audit staff correctly applied the $4,047,402 cost for the
general election portion of the Swift Air contract and related expenses.

The issue is not whether the cash or accrual-basis of accounting is applied to the
transportation costs and revenue generated from billing the Presggiizgravel; nor is there a
question of thc matching principie under GAAP. At issac is yfther the activity «f a
separate reporting and corporate entity (the Primary Co ould ke recognized by
the General Committee and by this aadit. Ab underlying I
every entity is separate and, therefore, the revenues 3l
recognized as such. As previously noted, recogni

calcutation for billmg the Press.

Recowfigurntion

The General Committee believes that aircX . costs are a part of placing
the asset in service and gk 8 T¢ ” egrincluded in the value of the
asset when it was purgfa ima ce. Therefore, the General
Committee conten g - i ould be billed to the Press pro rata

after discussions with the Audit staff, the General

atiqn costs incurred, with the exceptioa of denals and

@ staff, such as divider-curtain expenses, should be

. Adfter considering the General Committee’s response, the
ion of aircraft reconfiguration costs billuble to the Press.

costs since the GeneB@Committee indicated that these items benefited only the
campaign. As a reswil, the Audit staff calculated $487,447 ($650,000 — $161,386 —
$1,167) in reconfiguration costs billable to all travelers for both the primary and general
periods. After subtracting 60 percent of the accepted reconfiguration cost becaunse the
asset was purchused from the Primary Corcmittee, the Audit staff valcalated $292,468
(487,447 x 60%) of mircraft reconfiguration costs es billable during thra gemerai period.
The Audit staff divided this amount by the total 140.3 flight hours flown by the General
Committee to determine the amount of aircreft reconfiguration costs attributed to each

segment,
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Other Considerations

The Ganeral Comunittee stated that the Audit staff and the Commission have allowed for
transifers and repayments between primary aed general electinn presidential cemmiftees
with respect to other types of vendors. The General Committee believes that any excess
funds from the Press for travel are no different than deposita related to other vendors such
as those for telephone contracts, media placement refunds, or lease agreements, for which
repayments sometimes are necessary to ensure that a primary committee does not
subsidize a general committee.

The General Committee also coatends that it would not be reasonable to force campaigns
to renegotiate and redraft every legal contract that exists to sep mary and general
activity. To refurid the Press wonid involve more than 700
and it would “ge against meny of the intetnal ethics polici

made on a pro rata basis, such as in the 1996 Dole-
each billing to the Press. The General Committee’s
Primary Committee, would be eonsidiiad a
repaymeni. The w:guiatians stote that 3§
related expanses because these expensesi
CFR §9002.11(a).

ive suggestion, refunding the
aign expense subject to
cannot incnr prineary-

The General Commiy ek the Press for campaign travel that
were above the mg - g Press. The Primary Committee appears

an be billed, there is no requirement that any
be provided at no cost.

rect#at there are transactions hetween the Primary and

all¥ Presidential campaigns in which either the primary or
gunded. Assets, ranging from office equipment to service
deposns to, as in Sg@casafPaircraft configuration, often are purchased. In each case, value
is transferred betwecgigfie two committees. For example, if the General Committee
purchases security déposits, it gives cash for the right to continue the service and recover
the deposit after the campaign. No such exchange is involved in the proposed transfer to
the Frimary Committee in this case.

The Ganeral Cemmiittee does nat dispute that it received more raimbinsemants fuom the
Press during the general electina period, but the Genoral Coremittee believes 2 mare
approprinte terra is misallccation of Presg travel reimbursement received beiween the
General Committee and the Primary Committee. The General Committee’s methodology
may accurately reflect the comparative actual use of the aircraft between the Primary
(111.8 flight hours) and General Committees (140.3 flight hours), but it does not reflect
the comparative actual costs paid by each committee. The General Committee did not
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exceed the overall expenditure limitation, even with the excessive Press reimbursements.
However, the purpose is to match the cost of the campaign to tin: proper eloction and
spending linmit. For these reasoms and those noierl above, the raimbursements tainling
$344,892 that the Generai Committea received from the press ware ahove the maximuen
amount billable under the reguiations.

The Preliminary Audit Report recommended that the General Committee demonstrate it
did not receive reimbursements from the Press for campaign travel that were above the
maximum amount billable. Absent such evidence, the General Committee was to return,
on a pro rata basis, $344,892 to Press representatives and provide documentation to
support the refunds.

C. Canmittcc Resmonse to Preliminary Audit Report
The General Committee submitted a response to the Preli
December 20, 2011, which addressed the finding conce
travel. The General Committee argued that there wag
Primary Committee and the General Committee gl a re? to predict the
allocation of Press reimbursements between tho®mmittegs” that is “con ith the
Commission precedent as well as Generally ACCs@iiad Accdating Principl
General Committex alsc argued that if there was a | Patidh of Press
between the two commitrees, a payment to the Primaryq@ammittee can correct it.

The General Canmittee disoussed fiic RERSRf its apgrnaligiapress billing. The
General Committee mainiainad that beefise Mdgaligact with PWift Air for air travel
spanned nine weeks of the Primary and telywecl§’C epcral campaigns, it was
necessary ta bill based que tire cost of \G@Pcontract.Jrhe General Committee also

asserted that the Prims [Ngtee and the\@eneral Committee “‘used a reasonable

process to predict ‘ Wpper allocati® of press reimbursements between the
General Committee and i Committed e General Committee described in
some detail the difficulty"SEhaeraatuthadsi?ling process due to the fact that while they
knew whg e or the comited period, they would not know how to
apply th ] e c¥imct was completed aud the actual number of hours

imary Comnitiee began billing at the rate of
kh would have been the actual contract price per hour had it
or in the contract. By the time the billing began in the

o be valued at a higher rate in order to account for the remaining
b1 the contract.

to be flown would h2
outstanding balance

The General Committee stated the following:

“The Audit Division acknowledges that the Committees’ method for
predicting the proper allocation of Press reimbursements between the General
Committee and the Primary Committee ‘reflect(s] the comparative actual use
of the aircraft between the Primary and General Committees...” The Audit
Division nonetheless advocates a new, never-before-announced technique for
calculating a travel segment’s hourly rate, and by extension, the proper
allocation of Press reimbursements: divide each weekly installment of the
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$6,384,000 Swift Air payment ‘divided by the actual weekly hours flown
during the general election period...*”

“The Audit Division's method is conveniently simple. But this simplicity is
wrought by ignoring important realifles about the Swift Air cantract. Far ozee,
the Swift Air contract was jaintly held by the Primary Committee and the
General Committee. It spanned four months, straddling the divide between
primary and general-election periods. The Committees and Swift Air
intended this exact structure. A four-month contract held by two entities is
manifestly different than a two-month contract held by one. The Audit
Division, however, wants to now artificially biscet the Swift Air contract
without even considering whether the parties would have ggguctured two
separate two-month contraats annther way. Fot instan motht and
frequency of tho weekly installment paymenss mighilfilee treca different, and

cannot disregard a contract’s fundamental ¢
spinning into the realm of fiction.”

L

“The Andit Division also ignores that/TTSRd{t Air o

$6,384,000 fec in exchange for up to 425.6 Yghltdurss The paymefit and the
hours were divided into equal weekly installmS@h but a particular week's
fixed installmeut payment wa¥jaet in exchange fOf@at week’s flight heurs.
Dividing & week’s instaliment [t by the week\@stual flight hours
therefore does not reflect what a gent’s hourjtate and “total actual
cost” were. Yet the Audit DivisioRdoesdENaimmihisfs, presumably to
simplify the houclasme calculationggigCe one only a week’s actual flight
hours rather the Bntil the en®of the corftract to determine how many

actual flig
is indeed attraC¥

¢ $6,384,000 fixed fee. Simplicity
ately calculating each travel

ich to spreag)
infrferes with a

LAYEIL,

ion method for a travel segment’s hourly rate, on
8 not ongcounterfactuals. It recognizes the Swift Air
in doifi§o, is more consistent with Commission
enerafly Accepted Accounting Principles. The Primary

Committees is more consistent with Coramission precedent. It defined Commission
precedent by citing the methods used by three other campaigns, Dole — Kemp 1996,
Kerry — Edwards 2004, and Bush — Cheney 2000, and maintaining that its method
coincided closely with those of the campaigns cited. The General Committee contends
that the Kerry-Edwards 2004 cherter “'straddlad the primary- and genersd-election
periods,” like the Swift Air cantract. The General Conmittee alsc maintains that its
methodology is mare consistent with GAAP.

Further, the General Committee states that the Audit staff “relied on non-GAAP cash-
basis accounting to estimate the fixed-expense share of each travel segment’s total actual
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cost of the transportation” and points out, “The Commission has endorsed GAAP’s use in
presidential campaign andits and cited GAAP to make an adverse audit finding aguninst
the Kerry-Edwanis Campaign.”

The General Committee goes on to state:

“The Primary Commiittee and thu Geroral Committee used GAAP-compliant:
accrual-basis accounting to calculate the fixed-expense share of each travel
segment’s “total actual cost of the transportation.” Accrual-basis accounting
required that the Swift Air contract expenses (and offsets to those expenses in
the foom of Press reimbursemertts) were recognized as actual flight howrs were
used. A portion of the Swift Air contract’s fixed cost was

actual flight hours, and thus the actual con
ratably over the individual weeks of the

of the transportation. The Aud1t staff used th y $336,000 installment as
» v expenses in the fonn of

simplifies the

al flight hours rather

w many actzsl flight

on on GAAP by stating, “...the calculation

Mihse, the Genearal Committee offered its rationale in opposing
it a payment to the Primary Committee to correct the
imbalance would R e an impermissible use of public funding resulting in a non-
qualified campaign ejjPense subject to repayment. The General Committee makes four
arguments,

1. Funds received under circumstances outside Part 9005 (conceming the general
election public grant), such as Press reimbursements, are not similarly
restricted and therefore their use is not restricted.

2. Because the primary campaign is long over, the General Committee will not
actually incur any primary-related expenses. The transfer is simply to correct
what the Audit Division views as the original “raisdeposit”(sic) of Press
reiretunserhents.
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3. The transfer would not be a “non-qualified expense” because in the past, the
Commission has repeatedly permitted transfexs from peblicly funded general-
electinn comnmiitees to their affiliated primary-election cammittees to correct
misallocation and similar issues.

4. Finally, a General-to-Priinary Coramittee transfer should not be prevented
under the Audit Division’s “non-qualified expense’ rationale because the only
reason for this misallocation issue is the Commission’s failure to provide
guidance on how to prospectively calculate the fixed-cost portion of a
particular travel segment’s “total actual cost of ... transportation.” The
Primary Committee and the General Committee had no notice that they were
not using tho Comunission’s preferred calculation method

The Audit staif notes that the General Commitiee’s respo
Report concedes that an imbalance existed between the
the Press during the primary porticn of the Swift Airggn ught during the
period attributable to general portion. The imbalagft re i
Committee billing the Press for reimbursementgg®

Preliminary Audit

1% billed significantly less in

igher rate in the general
penod, this is esscnn em. The (%neral Cofhmittee over billed the Press
during the general ent of the actual reimbursable cost
incurred for transpo:

omemct as a “fixed 36,384,000 fee in exchange for
ion of the eontract was 19 weeks with nirne weeks

. T¥ General Commiittee could fly up to 22.4 hours of
Rditional hours flown woiild be billed at $15,000 per haur.
Should the GeNg@ ee use the entire allotment of 22.4 hours in a given week, it
would be entitled ug¥n any hours not used in a successive week. This issue never
arose because neithé@fmpaign ever exceeded the weekly allotment of 22.4 hours.

The General Committee objected to the Audit staff’s calculation of fixed costs based only
on the portion of the contract that applied solely to the general election period. The Audit
staff notes that the only portion of the Swift Air conttuct for which the General
Cammittae was responsible was ihie final mn weeks, The Geaeral Canmuiitice snemed to
have understood that it was liable for the portion of the contract beginning in the
contract's tenth week because that is how the contract ohligatian was paid. The Primary
Committee was not permitted to pay far any of the contract beyond its obligation
because, in so doing, the Primary Committee would have made a contribution to the
General Committee. This would not have helped the General Committee since it was
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limited to the federal grant. The Audit staff necessarily focused on the fixed cost
incarred ¥nd paid during the general election period.

The General Committee also objected to the Audit staff calculation of weekly fixed costs
based on payments each week divided by the houies flown that week. The General
Cammittee contention that “the payment and the hours were divided into equal weekly
installments, but a particular week's fixed installment payment was not in exchange for
that week's flight hours” does not square with the facts. Swift Air did intend that it be
paid weekly for services provided under the contract, and it limited the services to be
provided on a weekly basis to a maximam of 22.4 of flight hours. Swift Air charged the
General Coemittee weekly for its services and monitored total use weekl y to determine
whether it had provided services tieyond the number of hours p Red in the contract.
As a congequmuce, the Audit stiff believes that its method of g#¥iding tae fixed maymem
by the number of hours flown provides a reasonable calcu
Moreover, this mathod will associate the corxect weekly4gurly based an the
campaign’s use each week,

The General Committee makes a case for its mgflodologbeing consistclgiith,the past
campaigns of Dole-Kemp 1996, Bush-Chene§ Z8gghand Kdisv-Edwards 2 The Audit
staff notes that Dole-Kemp 1996 had a distinct con¥§ thegeneral elecfion and is not
compurable to the problems of a contruct spunning twd ions as laid out by the
General Committee. The audit of BuSiaGheney 2000 ind¥gies that this committee did
not raateririly ovarcharge thc Press for\Wiiiiuge retaied traV@abimally, the Genernl
Committse cited the audit of Kerry-Edwigls 2¢giaahich fould that the general
campaign had received bankebla ﬂcght hoVgs tha@i ageined by the primary
campaign. In this instanegiilaCommissio ermined§tat the general campaign should
reimburse the pri AMp2 or these flight hours. The reimbursement was required
to avoid a prohibig om the prifgary campaign to the general campaign.
Further, the Audlt sta he issue is n@POf methodology but of results.
Committees are i HITION gy seek as reimbursement for travel

- g establisE®ministrative costs of ten percent of the total,

B no mare thaa 110 percent of actual costs. The

ents in total that exoeedei 110 percerit,

: ed to the Audit staff calailntiona based on the pariod of the
condract that cORg itithe general election. It maintained that by using these
calculations, the R is resorting to (non-GAAP) cash-basis accounting. As
outlined above, the of the review was necessarily the general election period.
Within the general ef€ction period, the Audit staff matched, on a weekly basis, the
services received with the contract cost paid. In summary, the amount the Press was
overcharged is the difference between the maximum amount the Audit staff calculated as

5 The audit of Kerry-Edwards 2004 found ne material non-compliance with press billing. Apart from the
fact that the Kerry-Edwards 2004 charter contract spanned the primary and general election, there is little
simflarity between the two campaigns. The repayment of banked hours was unreluted to press billing in
Kerry-Edwands 2004. Ihdeed, Kerry-Edwards 2004 recognixen that the banked hours were gpproptiately
an asset of the primary campaign and had calculated a repayment equal to 99 percent of the amount
identified in the audit; this amount eventually was repaid.
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appropriately billable and the reimbursements actually received in the general election
period.

The General Committee made arguments for allowing a transfer to the Primary
Committee ta comact the imbalence. The Andit staff dacknowledges that transfers were
sometimes permitted between the primary and general committees in Presidential
campaigns when it has been shown in the course of an audit that funds or obligations
belonging to a primary or general committee were in the possession of the other. This is
not the case in this instance.

The General Committee believes that the Commission should find that the Press
reimbursements were calculated correctly, resulting in no violatj the Act, and that
the General Committee muy terminate iirremedistely.

In the final analysis, the fccus of the audit is the Gener As such, the Audit

Press representatives and provide documentaf1o: . gement to
the U.S. Treasury, however, may be acceptable if

prior to the general election. In response to the Preliminary

. igce Fund explained that it had experienced a one-time data-
management error v i outside vendor relating to the 48-hour notice requirement. The
Compliance Fund ha aken measures to ensure that this unintentional oversight was
corrected. The Compliance Fund believes that the Commission should find there was no
violation of the 48-hour notice requirement arid that the Compliance Fund should be able
to terminate immediately

Legal Standard

48-Hour Nntification of Contributions. An autharized cammittee of a caadidue mnst
file specisl notices regarding contributions of $1,000 or miore received less than 20 days
but more than 48 hours before any election in which the candidate is running. This rule
applies to all types of contributions to any authorized committee of the candidate. 11
CFR §104.5(f).
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Facts and Analysis

A. Facts

The genersi election was held on November 4, 2008. Contributions of $1,000 or more
received by the Compliance Fund between Octobar 16, 2008, and November 1, 2008,
required the filing of 48-hour notices (FEC Form 6 — 48-Hour Notice of Contributions/
Loans Received). The Audit staff isolated 589 contributions, totaling $871,260, which
required the filing of these 48-hour notices. A review of these records identified 169
contributions, totaling $240,700, for which the Compliance Fund failed to file the 48-
hour notices.

B. Preliminary Audit Report & Audit Division Recommen
The Audit staff discussed this matter with Compliance Fund
conference and provided a schedule of the caniributions r

sentatives at the exit
8-bour notice filings.
ad been addwessed
previausly in a letter to the Reports Analysis Divisi
were not required for many of the identified contg
redesignations or reattributions that took place
period.” Compliance Fund representatives
normal practice of filing a 48-hour notice was not p of
the Compliance Fund’s outside data-rlllage ! ed’ this group of
contributions with an incorrect date in Sgghians |
group in a subsequent, compaterized ses agibuti uiring a 48-Hour Notie.
The Compliacce Fund has now taken 1ne SRuds+de vendor to ensure that
this unintentional oversigii} \ iancfrund staff believes that this was

mtended to briug = aapfbutions that a candidate might deploy for
itics, N g and get-out-the-vote efforts, during an
e Compliance Fund, however, may not be used for

: WOuld also be noted that the Compliance Fund today
maintains a % e@20 million, meaning that these funds reaeived shortly befoie
Fund was thercfo ot isffhaterial violation of the 48-hour notice requirement when its
reliance on an outsid@€ndor caused it to delay disclosure of donations that would only
fund lawyers’ and ag€ountants’ legal compliance activities. For these same reasons, the
Compliance Fund should not be fined for this verdor failure even if the Commission
somehow finds that a technical infringement of the 48-hour notice requirement occurred.”

The Proliminary Audit Report recommended titat the Caraplimce Fond provide:
» documantation tv demounrttrate that the cuntributipm in ¢nestian
were inclnded properly in 48-hour notices; ar
e dncumentation establishing that the cantributions were not subject
to 48-hour notification; and/or
e any further written comments it considered relevant.
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C. Committee Response to the Preliminary Audit Report

In respanee to the Preliminary Audit Repont, the Compliance Furul reiterated the
arguments muntioned above cuncerning the filing of 48-hour notices. Specificelly, the
Compliance Fund maintained that the Commission incarrectly identified contributions
that were redesignated during the 48-hour notice reporting period or refunded
immediately fallowing receipt. For other contributions, the Compliance Fund stated that
it did not follow the normal practice of filing 48-hour notices due to data-management
errors by its outside vendor, Furthermore, the Compliance Fund again stated that the
funds received shortly before the 2008 general election still have not been spent for any
purpose, and it reiterated its betief that 48-hour notices are intended to disclose any last-
minute contributions that can be used for campaign-related activities and not for
donations to the legal and accounting activities of the Compli

The Audit ataff acknowledges that the majority of 48-ho not filed were the
result of a data management error as indicated by the C i

notice period but refunded after the notic'e pef1oU YW such,
these contributions required a 48-hour notice.

Based upon the limited\ g Fand statements filed and the records
presented by magfitees, the Audit staff discovered no
material

¢ The Compliance Fund's response to the Preliminary Audit Report mistakenly includes the example, at
footnote 55, of a redesignated contribution from Eileen Kamerick on 10/23/08. This contribution,
totaling $1,500, was reported as a memo entry redesignation from the primary on the Compliance Fund’s
Post-General 2008 disclosure report and not included in the Audit staff’s review of 48-hour notices. A
subsequent credit card contribution made on the committee’s website from Eileen Kamerick totaling
$1,000 on 10/29/08 was also reported on the Compliance Fund's Post-General 2008 disclosure report and
was included in this review.
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Statement of Net Outstanding Qualified Campaign Expenses

As of December 4, 2008
As Determined on December 31, 2011
Assets

Cash in Bank

$3,693,508

Accounts Receivable:

Due from the Compliance Fund
Due from the Primary Committee
Due from Other Vendors

TOTAL ASSETS
bligations

Accounts Payable:
For Qualified Campaign Expenses
Due to the Compliance Fun
Due to the Primary Comyy
Payment to Press for 8

$8,448,103
$100,107
$167,828
$344,892

DisgorgemagURE $58,319
Disgorg - RS $2,882

Actual: DacelSg $1,806,303

NET DUTSTANDINGE)UALIFIED CAMPAIGN EXPENSES (DEFICIT)

(©

(d)
(®

®

$10,928,434

$10,928.434

$0)

(a) ‘This amount represents repayments for expenditures paid by General, $87,217 for Secret Service shortfall for campaign travel, $76,841 for
transfers, and $2,399,908 for S percent allocable portion of media costs. A receivable for $97,149 is due for compliance-related winding-

down costs.

(b) This amount represents Press and Secret Service receipts, media refunds through June 30, 2011, interest earned, capital assets sold, and capital

assets in-house to be sold. .

(c) This amount represents payment due to Press as discussed in the Campaign Travel Billing for Press finding on page 7.

(d) This amount represents a disgorgement made on Jan. 2, 2009 for interest.
(e) This amount represeats a disgargement made on Jan. 2, 2010 for stale-dated checks.
(f) The General Committee has ot exceednd the wirding-down cost limitation at 11 CFR §9004.11(b).



