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Part I
Background

Authority for Audit
This report is based on an audit of the National Campaign Fund (NCF) 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 2 U.S.C. §438(b), which permits the Commission to
conduct audits and field investigations of any political committeeghat is required to file a
report under 2 U.S.C. §434. Prior to conducting any audit undefthis™subsection, the
Commission must perform an internal review of reports filedfbyaselected committees to
determine if the reports filed by a particular committee mdt the§Rxe

for substantial compliance with the Act. 2 U.S.C. §438

Scope of Audit

factors and, as a result, this audit examined:
1. the consistency between reported figures and bank

2. the disclosure of individual contributors’ occupatiofii.in-: of employer;
3. the disclosure of independent expe s; and .
4 .

other conimittee operatlons necessar RECVIEW.




Part II
Overview of Committee

Committee Organization

Important Dates

e Date of Registration August 20, 2007

e Audit Coverage February 4, 202 — December 31, 2008
Headquarters A, Cahifornia

Bank Information

e Bank Depositories
e Bank Accoumts

Treasurer
o Treasurer When Audit Was Conducted
e Treasurer During Period Covered by Audit

Management Informatlon
L]

0

1,927,095

S 5,000

o Other Receipts 3,489

Total Receipts $ 1,935,584
Disbursements

o Independent Expenditures _ 1,186,972

o Operating Expenditures 679,546

o Refunds of Contributions 26,143

o Loan Repayments ; 5,000

Total Disbursements $ 1,897,661

Cash-on-hand @ December 31, 2008 $ 37923

2 Althaugh NCF registerer with the Commission on August 20, 2007, the initial bank activity occurred on February
4, 2008.



Part III
Summaries

Findings and Recommendations

Finding 1. Misstatement of Financial Activity

During audit fieldwork, a comparison of NCF’s reported financial activity with its bank
records revealed that, for 2008, NCF understated reported recelpt ,“ disbursements by
$69,339 and $100,887, respectively, and overstated ending cashfon-Rand by $31,448. In
response to the Interim Audit Report recommendation, NCEdmended its reports to
materially correct the misstateme:its. (For mote detail, sgg c

Independent Expenditures ‘ |
During audit fieldwork, the Audit staff ascertdimnegithat NChdisclosed in-i&y’z:x‘ﬁ«ént
expendltures totaling $1,548,622, on Schedule E (Kgiize fifdependent Expenditures).
idge expressly advocating the
idependent expenditures

- it and implement revnsed procedures for reporting
ICF indicated that they plan to termninate after the andit is



Part IV
Findings and Recommendations

Bindingﬁl. Misstatement of Financial Activity

Summary
During audit fieldwork, a comparison of NCF’s reported financial activity with its bank

records revealed that, for 2008, NCF understated reported receipts and disbursements by
$69,339 and $100,887, respectively, and overstated ending cash-gfish and by $31,448. In
response to the Interim Audit Report recommendation, NCF apf®ndec
materially correct the misstaternents. o

Legal Standard
Contents of Reports. Each report must disclose: 4
e the amount of cash-on-hand at the beginningt
e the total amount of receipts for the reportifig Rghis
e the total amount of disbursements for the reporti ,-' p-. ;

(Itemized Receipts) or
(), (3), (4) and (5).

A. Facts
During audit fieldywogk
records for calendar yea;
receipts, d1sb e

Reported Bank Records | Discrepancy

$0 $0 $0

Receipts $1,866,245 $1,935,584 $69,339
Understated

Disbursements $1,796,773 $1,897,661 $100,887
Understated

Ending Cash Balance $69,372° $37,923 $31,448
@ Decembor 31, 2008 Overstated

3 This column and the discrepancy column do not total correctly. The reported ending cash balance at

December 31, 2008 is $100 less than the reported receipts minus the reported disbursements for the period

due to a $100 discrepancy between the reported ending cash on one report and beginning cash on the

succeeding report.




The understatement of receipts resulted from unidentified differences that occurred
primarily during the 2008 year-ead repnrt period. Based an a limited review ef available
records, it appeared that all contributor information reaeived by the vendor that processed
deposits of contributions may not have been forwarded to the vendor respamsible for the
data entry.

The understatement of disbursements resulted from the following:
e Disbursements not reported $ 96,398
Reported disbursements not supported by a check or d (2,596)
Contribution refunds not reported .
Amounts incorrectly reported
Ameriean Express charges not reportee
Unexplained differenee

Net Understatement of Disbursements
4
The $31,448 overstatement of the ending cash—on lpd \\II"% from the
described above.

schedules to NCF’s Treasurer and Assista Q
reports as necessary.

d’from a prior period audit adjustment.
heconciled the cash balance of its most recent report to

£9 Interim Audit Report
afAudit Report recommendation, NCF filed amended reports for
ggrrected the misstatements.

2008 that materially

Finding 2. Failure to File Notices and Properly Disclose
Independent Expenditures

Summary

During audit fieldwork, the Audit staff ascertained that NCF disclosed independent
expenditures, totaling $1,548,622, on Schedule E (Itemized Independent Expenditures).
The Audit staff noted that only $1,261,206 of these expenditures appeared to meet the



definition of independent expenditure and contained language expressly advocating the
election or defeat of a clearly identifled candidete. Of these independent expenditures
NCF:

o did not file 24/48-hour notices for $1,153,748 in a timely manner and did not file
any 48-hour notices for $33,485; and

e did not properly disclose independent expenditures totaling $528,662 made (i.e.,
publicly disseminated) prior to payment as “memo” entries on Schedule E and as
a debt on Schedule D (Debts and Obligations).

In response to the Interim Audit Report recommendation, N('I ﬁrovided information
supporting its position that the purpose of its direct-mail lggier~ A as fundraising and did

completed.

Legal Standard

» debt on Schedule D. Independent
t need to be itemized, though the committee must

t Expenditure Reports (24-Flour Notices). Any
aggregatmg $1,000 or mare, with respeet to any given

election must bedeported and the report must be received by the Commission within
24 hours after the expenditure is made. A 24-hour notice is required each time
additional independent expenditures aggregate $1,000 or more. The date that a
communication is publicly disseminated serves as the date that the committee must
use to determine whether the tetal amount of independent expenditures has, ih the
aggragdte, reached of exceeded the threshold reporting amount of $1,000. 11 CFR
§§104.4(f) and 104.5(g)(2).

D. Independent Expenditure Reports (48-Hour Notices). Any independent
expenditures aggregating $10,000 or more with respect to any given election, at any



time during a calendar year, up to and including the 20th day before an election, must
be disclosed within 48 hoors each time the expenditures aguregate $10,000 or more.
The notlces rmuost be filed with the Commission within 48 hours after the expenditure
is made. 11 CFR §§104.4(f) end 104.5(g)(1).

Facts and Analysis

A. Facts

During audit fieldwork, it was noted that NCF’s initial filing for 2008 (the April 15™
Quarterly Report) disclosed all expenditures as operating expendityres on Schedule B,
Line 21(b). On July 11, 2008, NCF amended that report and dig¢loSed most of the former
operating expenditures as independent expenditures on Schedidit E and Line 24 of the
repart. During the remainder of 2008, NCF filod roparts w . .08ed the majority of
its dimbursements as independent expenditures. -

or Presidenf, The Audit
Gz operly reported them on

ati €3]
&< E 48. Tn additiopPNCF did not file any 48-hour notices
- n . w'l'

at expenditures when the invoices were paid; some
s after the dissemination date of the printed

i N}"f:“' en the materials were disseminated, ‘and included a
bt on Schedule D.

coveringd

corresponding

B. Interim Audit Report & Audit Division Recommendation

At the exit conference, the Audit staff addressed these matters and provided schedules
detailing these expenditures to NCF representatives. NCF representatives stated that they
would comply with the recommendation.

The Treasurer later emailad the Audit stalf NCF’s pdsition regarding independent
expendifures. The email statad:
“Political fundraising letters that are nat intended to influence a vote, nat timed
te a particular election, but which are intended solely to motivate a donation for




the group (and which have words of express advocacy in them) should be
excluded from the definition of independent expenditure for your extraordinary
reporting purposes, as I stated to you. I hawe previously:writtcn to the FEC on
these views and spokan to reparters about them as well. When the FEC pushes
administrative overltead activities like general fundiaising inta IE status, it creates
a costly regulatery burden far small donce committees like ours that do not have
the financial backing, permanent staff, and infrastructure to keep up with the
filings. Hardly any public purpose is served by the extraordinary reporting
requirements imposed on just a fundraising letter; and the public is indeed mislead
(sic) by the artificial inflation in dollars spent on IEs the current requlrements
cause. In the last election, I fielded questions about the NagitaRCampaign Futid
from reporters of the Hujfington Post and the New Yeor es who relied on the
iluti tivityiiadirect mail. I toid
both that the FEC requirements niislead the public irfS ‘mggure of the

documentation and explanations to clarify wh eth gthe
in independent expenditures NCF was asked to cl some of the commumcatlons

that were contained in those

C. Committee Response to Interim Audit Report

In response to the Interim Audit Report recommendation, NCF offered background
information for why it was created and the purpose of its direct-mail fundraising letters.
NCF explained that it was formed in 2008 as a non-connected, political action committee
(PAC) that was not supported by any sponsoring organization such as a labor union or
corporation. There was no permanent stalf, office or office equipment. It was formed
with the intontion of raising fands to allow it to patticipate in the 2008 General Eleotion
by making dicect contributions to candidates for Federal cffice. NCF indicated that the
committee was the epitome of a “grass raots” attempt to participate in the 2068 Federal
elections.



NCF explained that its direct-mail advisors obtained lists of proven donors to Republican
and conservative causes and tested various cantent appeals in the letters to these donors.
The various tests isolinied chntent with nzferenees to elected officials and Prcaidential
candidates tc clue the recipient audience that NCF was a conservative Republican PAC
warthy of their support. NCF stated that the purpose of these mailings was not to
intervene in any election. NCF indicated that the facts demonstrated that: the timing of
all of its mailings had no reference to the timing of primary elections during 2008; the
content of the letters, other than sometimes including some words considered “‘express
advocacy” by the Commission, did not urge the recipient audienceyto vote for any

consideration for its electoral value. Thus the expenditures’ gdtent, timing and
distriburion, and auaionce served a funtraising purpose by Beleetoral purpoge.

NCF disagrecd that any of its direct-mail fundraisiz dependl:ni
expenditures. NCF noted that the Commission d nditure at 11
CFR §100.16 as a communication expressly clearly
identified candidate. NCF acknowledged that so words of

express advocacy. However, NCF thought that if the{@gi¥! isswn considered all of the
drai regiot independent expenditures

and that the special reporting rules ap

24/48-hour netices or memo entries) s

direct-mail fundraising Ictters should be 2 efinition of independent
expenditutes, and that the mtent of the rogli IS HORES"] nclude direct mail
fundraising expenditirg; 3 . WCF urged the Conmission to
referm its reporting \ats organizations that engage in direet-mail

indicated that a decision¥ags, : fff': ime requirements, coordinatian and
record keepjinggare-not wo Iiftinuing to participate and as such, plan to

The#\ -nhtaff does not g »«Jn WF s imtenoon was to raise fuuds. However, NCF

ackinwledges, grees, that some of these letters included oxpress
advacacy lang: i ote for John McCain”. Siree these expenditures meet the
definition of an efif expenditure and the regulation does not exclude direct-mail

fundraising letters d definition, the Audit staff believes that the documentery
evidence provided dggs not support NCF’s assertion that none of these expenditures are
independent expenditures.



