FEDERAL ELECTION COMMISSION
WASHINGTON, D.C. 20463

October 6, 2017

From: Patricia C. Orrock/ 70

By: William Antosz WAA
Lead Auditor

Subject: Audit Division Recommendation Memorandum on the Conservative
Majority Fund (CMF) (A13-17)

Pursuant to Commission Directive No. 70 (FEC Directive on Processing Audit Reports),
the Audit staff presented the Draft Final Audit Report (DFAR) to CMF on June 28, 2017
(sco attachment). In response to the DFAR dated July 14, 2017, CMF did not provide any
new information and requested an audit hearing which occurred on September 14, 2017.

This memorandum provides the Audit staff’s recommendation for each finding outlined in
the DFAR. The Office of General Counsel has reviewed this memorandum and concurs
with the recommendations.

Finding 1. Misstatement of Financial Activity

In response to the Interim Audit Report (IAR), the CMF Treasurer stated that CMF
did not agree that it had misstated its disbursements by $2,163,830, and that it had
amended its 2012 disclosure reports to correct some of the errors for incorrect
dates, payee names, and the reporting of the bank service charges only. However,
amended disclosure reports were not filed. In response to the DFAR, the CMF
Treasurer stated that CMF stood by its IAR response, and acknowledged that
amended reports were not filed. The CMF Treasurer added that the disclosure
reports will be amended.

This matter was not addressed at the audit hearing.



The Audit staff recommends that the Commission find that in 2012, CMF
misstated its disbursements by $2,163,830.

Finding 2. Disclosure of Occupation and Name of Employer

In response to the IAR, the CMF Treasurer stated that CMF had obtained most of
the occupation and name of employer information and provided “best efforts”
letters. The CMF Treasurer also stated CMF amended its disclosure reports to
correct the majority of the disclosure of 527 contributions from individuals totaling
$86,745 that lacked adequate disclosure of the contributor’s occupation and name
of employer. However, amended disclosure reports were not filed. In response to
the DFAR, the CMF Treasurer stated that CMF stood by its response to the IAR,
and acknowledged that amended reports were not filed. The CMF Treasurer added
that the disclosure reports will be amended.

This matter was not addressed at the audit hearing.

The Audit staff recommends that the Commission find that CMF failed to disclose
occupation and name of employer information for 527 contributions from

Finding 3. Reporting of Appareat Independent Expenditures

CMF disclosed independent expenditures totaling $1,347,233 on Schedule E
(itemized Independent Expenditures), which was $273,297 less than the Audit
stafs apparent independent expenditure calculation of $1,620,530. In response to
the IAR, the CMF Treasurer stated that the actual amount of i

expenditures was $914,856, and provided a breakdown of how it determined this
reduced amount from the original reported amount. CMF's IAR response
mentioned that it bad filed amended reports to correct the reporting of 51
independent expenditures totaling $185,663 disclosed with an incorrect vendor
name. CMF filed new and amended 24/48-hour reports for independent
expenditures totaling $764,082 but did not specifically address the $90,260
untimely filed 24-hour reports. However, CMF did not file amended reports to
correct the disclosure of its independent expenditures. In response to the DFAR,
the CMF Treasurer stated that CMF stood by its response to the IAR, and
acknowledged that amended reports were not filed. The CMF Treasurer added
that the disclosure reports will be amended.

At the audit hearing, the CMF Treasurer described how the telephone calls that
CMF made had a dual purpose of providing a political message and soliciting a
contribution, and stated that the costs of telephone calls should be allowed to be
allocated as such. The CMF Treasurer also referred to the October 2014 Journal of
Accountancy article that mentioned how not for profit committees could allocate
joint costs using a rational and systematic allocation methodology. The CMF
Treasurer concluded that he acted in good faith and in accordance with the
American Institute of Certified Public Accountants by allocating joint costs in a
reasonable manner and applying those costs consistently throughout the audit
period. Therefore, the difference between the Audit staff®s determination of



apparent independent expenditures and CMF’s allocated determination of
independent expenditures should not result in a fine.

The Audit staff recommends that the Commission find that CMF did not properly
disclose apparent independent expenditures totaling $273,297 on Schedule E; and
failed to correct the vendor name for independent expenditures totaling $185,663
disclosed on Schedule E. In addition, the Audit staff recommends that the
Commission find that CMF failed to file 24/48-hour reports for apparent
independent expenditures totaling $273,297; and that 24-hour reports totaling
$90,260 were filed untimely.

Finding 4. Reporting of Debis and Obligations

In response to the IAR, the CMF Treasurer stated that ten invoices should have
been billed to a 527 organization, and provided a check copy (front only) written
by the 527 organization for payment of the invoices. The CMF Treasurer further
stated that all debts and obligations owed had been properly reported, and
maintained that debts totaling $67,800 identified by the Audit staff were incurred
by another committec. However, the CMF Treasurer did not provide
documentation to support whether or not CMF received the services on the
invoices. In response to the DFAR, the CMF Treasurer stated the CMF stood by
its JAR response.

This matter was not addressed at the audit hearing.

The Audit staff recommends that the Commission find that CMF failed to disclose
debts and obligations totaling $67,800.

Finding 5. Recordkeeping for Communications

In response to the IAR, the CMF Treasurer provided two media vendor invoices,
four television advertisements, and stated that CMF believed that all
documentation needed by the Audit staff had been provided. In response to the
DFAR, the CMF Treasurer stated that CMF stood by its IAR response.

This matter was not addressed at the audit hearing,.

The Audit staff recommends that the Commission find that CMF did not provide
the necessary records pertaining to disbursements totaling $117,933.

If this memorandum is approved, a Proposed Final Audit Report will be prepared within
30 days of the Commission’s vote.

In case of an objection, Directive No. 70 states that the Audit Division
Recommendation Memorandum will be piaced on the next reguiarly scheduled open
session ageada.

Documents related to this sudit report can be viewed in the Voting Ballot Matters folder.
Should you have any questions, please contact William Antosz or Rickida Morcomb at
694-1200,
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Draft Final Audit Report of the
Audit Division on the

Conservative Majority Fund
(July 9, 2012 - December 31, 2012)

Why the Audit

Was Done

Federal law permits the
Commission to conduct
andits and field
investigations of any
political committee that is
required to file reports
under the Federal
Election Campaign Act
(the Act). The
Commission generally
conducts such audits
when a committee
appears not to have
the threshold

$ 2,814,766
$ 2,814,766

$ 1,398,617
1,347,233

$2,745850

and Recommendations (p. 3)

sstatement of Financial Activity (Finding 1)

Dmclom of Occupation and Name of Employer (Finding 2)
Reporting of Apparent Independent Expenditures (Finding 3)
Reporting of Debts and Obligations (Finding 4)
Recordkeeping for Communications (Finding 5)

1 52U.8.C. §30111(b).
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Part I
Background

Authority for Audit
This report is based on an audit of the Conservative Magjority Fund (CMF), 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),whlchpennmﬂ|e
Commission to conduct audits and field investigations of any polj
required to file a report under 52 U.S.C. §30104. Priorto audit under this
subsection, the Commission must perform an internal revi filed by selected
committees to determine if the reports filed by a particu meet the threshold
requirements for substantial compliance with the

factors and as a result, this audit examined:
1. medlsclomeofeombmwmved.
2. the disclosure of individual cont:

3. the disclosure of debts and obligatigQ
4. the consistency between reported fig
5. the completeness of disbursement recOiyd
6. the disclosure of inde :

7. other committee




Part II

Overview of Committee
Committee Organization

Importaat Dates

o _Date of Registration July 9,2012

e _Audit Coverage July 9, 2012 - ber 31, 2012
_Headquarters Ardi

Bank Information

o Bank Depositories One

e Bank Accounts Account
Treasarer

e __Treasurer When Audit Was Conducted

o Treasurer During Period Covered by Audit | Scott
July 9 December 31, 2012

2,814,766
S 2,814,766

_Disbursements
o Opemmg Expendmm 1,398,617
1,347,233
'I‘otll I)Islnne-eltl $ 2,745,850

Cash-on-kand @ December 31,2012 $ 68,916




Part Il
Summaries

Findings and Recommendations

Finding 1. Misstatement of Financial Activity
mAudnmﬁ'seompmmofCMF’sﬁnmcldmmyw:ﬂlltsbmkmdsmaleda

material misstatement of disbursements in calendar year 2012. G misstated its
disbursements by $2,163,830. In response to the Interim Audiéffeport recommendation,
the CMF Treasurer stated that CMF did not agree that it hg jated its disbursements
by $2,163,830, and it had amended its 2012 disclosure refibrts t0\@rect some of the

errors for incorrect dates and names. However, as ¢ SERport, no amended
reports have been filed by CMF to correct the publjf’record. iling of
(For more detail, sce p. 5.)

ofllnsnport.no-nmded
garect the public record. Absent the filing
lacking adequate disclosure of

The Audit staff identified disbursements totaling $469,136 which were not reported as

apparent 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 apparent independent expenditures totaling $469,136
noted above.



In response to the Interim Audit Report recommendation, the CMF Treasurer stated that
the actual amount of independent expenditures was $914,856 and CMF has filed new and
amended 24/48-hour reports for independent expenditures totaling $764,082. After
reviewing additional vendor invoices that were provided, the Audit staff has accepted that
expenditures totaling $195,839 were not independent expenditures, and reduced the
apparent independent expenditures not reported to $273,297 ($469,136 - $195,839).
Also, CMF's response mentioned that it had filed amended reports to correct the
reporting of the 51 independent expenditures totaling $185,663 disclosed with the
incorrect vendor name. However, even though the CMF Treasurer said that amended
reports were filed, as of the date of this report, CMF has not filed gny amended disclosure
reports concemning the independent expenditures. Absentevi e that the expenditures
in question did not require reporting as independent ex mddidnotmqllite
MMMhAuanmm«sﬂleexpmd g $273,297 to be
mdependentupmdlnms.deMFhasnotphed the
correct the disclosure for 51 independent e aling SIS ‘

(For more detail, see p. 9.) 2

Finding 4. Reporting of Debts aluOblfiatior ..
During audit fieldwork, the Audit staff identified deOWEaling $67,800 that were not
disclosed on Schedule D (Debts and Qbligations) as req d. CMF contended that it was

not liable for a portion of the expenscsiiihen m NC: thy another committee. In

wie

mponsetoﬂlelnmAnd:thon ion, the CNg@N reasurer provided a
chﬂeopy(ﬁmtmly)wrmbyaSﬂ * Lfor paymient of $93,990 along with
minvowesbllledtolhe organization, Yy Ou Jiiat all debts and obligations
owed have been propeffToiiliad. The Ad mﬂ' loes’hot consider this adequate
documentation to rate 1 thedebu jaling $67,800 did not require disclosure
. cungly the arfiaynt of debts required to be disclosed on
for Communications

iated communications, the Audit staff was unsble to
determine how CMINgiguld have reported these disbursements. In response to the
Interim Audit Reporg¢fecommendation, the CMF Treasurer provided two media vendor
invoices, four television advertisements, and stated that CMF believed that all
documentation needed by the Audit staff has been provided. The Audit staff concludes
that the records provided by CMF demonstrated that disbursements totaling $224,768
were operating expenditures and disbursements totaling $79,631 were insufficiently
documented. In addition, disbursements totaling $38,302, which were originally included
in the apparent independent expenditure finding, are not sufficiently documented. Absent
further documentation, the Audit staff considers the remaining disbursements totaling
$117,933 ($79,631 + $38,302) to be insufficiently documented.

(For more detail, see p. 18.)

of the invoneel N



Part IV
Findings and Recommendations

Finding 1. Misstatement of Financial Activ!t!

Summary
The Audit staff’s comparison of CMF’s financial activity with its bank records revealed a

Mthdemwmmzm C mlmdlts

by$2.I63.830.mdithadammdediu2012disclowu gt
errors for incorrect dates and names. However, as of theijit
reports have been filed by CMF to correct the publi Or¢
amended reports, CMF disbursements remain miggfiited b

g reconciled CMF's reported financial activity with
2. The reconciliation determined that CMF
5 . 12 “Ie following chart outlines the discrepancics

Reported | Baank Records Discrepancy

Beginning Cash Balance $0 $0 $0

| @ July 9, 2012

Receipts $2,814,767 $2,816,253 ($1,486)
Understated

Disbursements $2,745,851 $2,747,337 ($1,486)
Understated

Ending Cash Balance $68,916 $68,916 $0

| @ December 31, 2012




CMF understated its disbursements by $1,486 in 2012. However, when evaluating the
identified errors, regardless of whether the errors were positive or negative (absolute
value), the Audit staff discovered that CMF misstated its disbursements by $2,163,830 as
follows:

'l‘he misststement of disbursements resulted from the following differences:

o Expenditures under-reported or not reported? $1,081,176

Expendmnuover-repomdornotumwdbybankmmm 1,081,172
e Bank charges not reported 1482

Sum of Reporting Adjustments v $2,163,530
Although the chart demonstrated that overall CMF had opllf’ untl} ed its
disbursements by $1,486 in 2012, the Audit staff foun

themajoity of s disbursements. The disburemeg Mo reported §

a manner
that, during the period from CMF’s inception t 0e|ober23 2015 Audit staff
was unable to match vendor payments to any ¢ sed dishurs hued
over-reporting and under-reporting on its disclos

reporting expenditures of $1,081, l72andunder- . andchm
of $1,082,658. w0

B. Interim Audit Report & Audit Divigioiueor

At the exit conference, the Audit staff priided SPRMucs of It misstated activity and
discussed the reporting erzgg that caused ?""‘ 3" The CMF Treasurer had no
lddltlom!u-ems

The Interim AuditRe} endedthnt lF-amend its reports to correct the

mmmforzmz i

1 Aldltw

¢ recommendation, the CMF Treasurer stated that

sstated its disbursements by $2,163,830. Also, the
A9 B ]he discrepancy of $1,486 was a simple case of bank

charges mistaighl ed as contra-receipts (not-sufficient-funds checks or

credit card chargiiacks, t mmipu)mmdofubmkmmcm CMF

mu.imoneudmmmemﬁngofthehnkmehmonly(mﬁndingS
— Reporting of Apparent Independent Expenditures). However, as of the date of this
report, the Audit staff determined that no amended reports have been filed by CMF to
correct the public record. Absent the filing of amended reports, CMF disbursements
remain misstated by $2,163,830.

2 This amount inchudes two expenditures totaling $79,631 for which documentation was insufficlent to
make a detormination pertaining to how these disbursements should be reported. See Recordkeeping for
Communication Finding, p.18.



Finding 2. Disclosure of Occupation and Name of
Em

Summary

During audit fieldwork, a review of all contributions from individuals requiring
itemization indicated that 527 contributions totaling $86,745 lacked adequate disclosure
of the contributor’s occupetion and name of employer. CMF did not demonstrate “best
cfforts” to obtain, maintain and submit this information. In response to the Interim Audit
Report recommendation, the CMF Treasurer stated that CMF its disclosure
reports to correct the errors. However, as of the date of this
dwclomerepoﬂshavebmﬁledbyCMFtoconmlhe Absent the filing

gmpERRc fi¥treasurer of a political committee
shows thatthe ST see below) to obtain, maintain, and submit
infuESiENuirod Bih € committee’s reports and records will be
52 U.S.C. §30102(i) and 11 CFR §104.7(a).

sgiitst for the contributor’s full name, mailing address, occupation,
E of employer; and
tement that such reporting is required by Federal law.

o Nm The request and statement must appear in a clear and conspicuous

manner on any response material included in a solicitation.

e Within 30 days of receipt of the contribution, the treasurer made at least one
effort to obtain the missing information, in either a written request ora
documented oral request.

e The treasurer reported any contributor information that, although not initially
provided by the contributor, was obtained in a follow-up communication or was
contained in the committee’s records or in prior reports that the committee filed
during the same two-year election cycle. 11 CFR §104.7(b).



Facts and Analysis

A. Facts
A review of all contributions from individuals requiring itemization indicated that 527
contributions totaling $86,745, or 30% of total contributions from individuals required to
be itemized by CMF, lacked disclosure of the contributor’s occupetion and name of
employer. For most of these entries, the contributor’s occupation and name of employer
information (455 of 527) were blank on the Schedule A (Itemized Receipts) filed with the
Commission.

In response to the audit, CMF submitfiiieaxi
requirements: (i) within thirty days of tig D, & letter would be
sent, clearly asking for the missing inft a contribution; (ii)

comrlbtm“uldbelnfomedofthe pq

. Tmmdﬂmeptof
2 provide the new information. Although
is obtained for the majority of its
in that these follow up letters were sent to

schedulamddiswuedmemissionof

The Interim Audit Report recommended that CMF establish "best efforts” by amending
its reports to disclose the missing information relating to the 479 contributions totaling
$77,405.

3 CMF’s database contained the occupation and neme of employer information for an additional 203
contributions totaling $32,036.



C. Committee Respoase to Interim Aundit Report
In response to the Interim Audit Report recommendation, the CMF Treasurer stated that
CMF had obtained occupation and name of employer information for all but 30 of its
contributors and restated its “best efforts” procedures. The response also included a
listing of the 30 contributors for whom CMF was unable to obtain the missing occupation
and name of employer information. In addition, 478 “best efforts™ letters were provided.
Further, the response mentioned that CMF had amended its disclosure reports to correct
the majority of the errors. However, as of the date of this report, the Audit staff
determined that no amended reports have been filed by CMF to correct the public record.
Absent the filing of amended reports, the amount of contributions adequate
disclosure of occupation and name of employer remains as n

were accurately and completely disc

The Audit staff identified disbursements{ptal®

apparent independent expenditures. Also Ygdep

were disclosed with an i vendor naf

With respect to th

expenditures, CMF d

did not file 24/4

In rodf

was$914.856deMFhuﬂlednewmd
amended 24

reviewing ac nvotlntmprov:ded.ﬂle.\udttnﬂ'humqmdtht
expenditures !

apperent independeritpbe lmmMmorMbWJW(WISG $195,839).
Also, CMF’s responst mentioned that it had filed amended reports to correct the

reporting of the 51 independent expenditures totaling $185,663 disclosed with the
incorrect vendor name. However, even though the CMF Treasurer said that amended

reports were filed, as of the date of this report, CMF has not filed any amended disclosure
reports conceming the independent expenditures. Absent evidence that the expenditures
in question did not require reporting as independent expenditures and did not require
24/48-hour reports, the Audit staff considers the expenditures totaling $273,297 to be
independent expenditures, and CMF has not complied with the recommendation to
correct the disclosure for 51 independent expenditures totaling $185,663.
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Legal Standard

A. Definition of Independent Expenditures. The term “independent expenditure”
means an expenditure by a person for a communication expressly advocating the
clection 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.

B. 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
expendlun'eamade(l.e.,pubhclydlmmmd)morw ¢hould be disclosed

expendmofSZOOwhsneedmtbeMnmd. tho;
the total of those expenditures on line (b) of Scheduk
104.4(a) and 104.11. '

C. Last-Minute Independeat Expeaditure Biic
independent expenditures aggregating $1;0008Rmo:
elechon,andmadeaﬂuﬂneZO"‘daybﬂmm LT
clection, must be reported and the report must be réig
mmmmmmn A 24-hour rey
commumcmonlswbhcly Red sCNikas the date Wiat the committee must
usetodeﬂmmewheﬂnerﬂnetohl a&pendmhu,mm
aggregate, reached ¢ ded the threda#id reportiif amount of $1,000. 11 CFR
§§104.4(f) and 14 i: ii

D. Independent Expeiifgt aorts (48-Hgir Reports). Any independent

itucasaggregatl A ith respect to any given election, at any

ime ¢ da b to and micluding the 20th day before an election, must

] h time the expenditures aggregate $10,000 or more.

Commission within 48 hours after the

p datefhat a communication is publicly disseminated serves

toe must use 1o determine whether the total amount of
itugl’s has, in the aggregate, reached or exceeded the threshold
0,000. 11 CFR §§104.4(f) and 104.5(g)(1).
E. Definition of Exf

y Advoeating. The term “expressly advocating™ means any

o Uses phrases such as “vote for the President,” “re-clect your Congressman,”
“defeat” accompanied by a picture of one or more candidate(s), “reject the
incumbent,” 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), such as posters, bumper
stickers, advertisements; or
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e 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 advocacy of the election or defeat of one or more clearly identified
candidate(s) becanse:

o the electoral portion of the communication is unmistakable, unambiguous,
and suggestive of only one meaning; and

o reasonable minds could not differ as to whether it encourages actions to
elect or defeat one or more clearly identified candidate(s) or encourages
some other kind of reaction. 11 CFR §100.22(a) and (b).

F. Formal Requirements Regarding Reports and Statementyf/ o
committee shall maintain records with respect to the matters iired to be reported
which shall provide in sufficient detail the necessary infogitRigand

filed reports may be verified, explained, clarified, and chigl
completencss. 11 CFR §104.14(b)(1).

Facts and Analysis
A. Reporting of Apparent Independent Exy

1. Facts

During sudit fieldwork, the Audit

reporting of independent & | fied the following
posted totaling $469,136.

Schedule E totaling $185,663.

Or invoices or payments to any
ScheduleB(lummd Disbursements) or Schedule
plain how it classified communications and how
lisbugitments, as well as, if any documentation was

orted amounts. CMF stated that portions of some

ted as independent expenditures and the remaining portions
’s. However, CMF did not explain its methodology for
Jisbursements were disclosed.

Absent documentation of how disbursements were disclosed, the Audit staff used the
followinglppmcchnodetmn.ﬁlethemwnt‘ﬁmmuddhmbmmpomdu
apparent independent expenditures:

4 The Audit staff originally included in its calculstion of the total costs attributed to Independent
expenditures a variety of other types of cost described on the invoices, such as, postage of “fulfiliment
letters”; costs associated with credit card processing connected with “fulfillment letters™ and with
“acquisition and processing™; check debiting for “acquisition and processing™; “rental lists™;
“prospecting™; “lockbox services,” and costs associated with creating and sending “premiums” such as &
flag and bumper sticker. These costs described on the invoices are not defined in terms of how they are
relsted to the communications, but the descriptions might raise questions whether some of them should
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e Communications such as the telephone calls, follow-up letters, and television
advertisements containing express advocacy of a clearly identified candidate
were considered to have most likely disseminated before the date of the
general election. 11 CFR §100.22(a)

e Based on communications that the Audit staff determined were disseminated
before the November 6, 2012 general election, any associated costs were
considered independent expenditures.

e Based on communications that the Audit staff det
aﬂurliwwnleleetlon,anyassoclmdcom :

totaling $1,816,369. However, CMF onlyWierts
totaling $1,347,233. Therefore, the Audit sl

amount of apparent independegt expenditures tolgiiae $469,136, for which CMF
ld«llhemmedm iations which inciNiiiad phone scripts and call

dms,advemaemmu,andsohc s. This arfigiit included $328,250

tlutCMthnotpndandfor ' ﬂ"«' \ld haw€ disclosed memo entries

onScheduleE an th un 0 ere Wi inated. Theeonupondlng
Isand ndvqtisanummnedw
sction or defabof a clearly identified candidate, as
g whilg'the follow up letters contained language
identified candidate, as defined

catfons. See 11 CF.R. § 100.16. Upon fixther reviow afier CMF’s

port, the Audit staff deducted costs associated with credit card

||||| letters and acquisition/processing, lockbox services, and flags

5 The Audit staff usex e of dates listed on oach involce to estimate the date on which CMF’s

ces. The Audit staff trested the last day of the date range as the date of
completion for all invéices, except for thoso invoices in which the date range occurred partly before and
partly after tho general election date. In thet case, the Audit staff chose to pro-rate the cost of the service
sccording to the proportion of the date range occurring before and afier the general election.

§ Only $67.800 of the $328,250 would be required to be disclosed as debt, since CMF disclosed dobt owed
to this vendor totaling $260,450 on its 2012 year-end report. See Finding 4 - Roporting of Debts and

Obligations, p.15.

7 thmmMMMmmmmmmdmm
advertisements in the Audit siaf"s possession represent the entire universe of communications that were
made during the sudit period. However, involces indicate there was an additional 2 television
advertisements, see Finding 5 - Recordkeeping for Communicstions, p. 18. Based on the content of the
communications, one telephone script, one follow-up letter, and two television advertisements contained
express advocacy.
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b. Independent Expenditures Reported on Schedule E (Indepondent
Expeaditure Schedule) — Disclosure Errors
CMEF disclosed 51 independent expenditures totaling $185,663 with an incorrect
vendor name. These expenditures were disclosed as paid to the media vendor.
However, CMF did not make direct payments to this vendor. The media vendor’s
services were billed to CMF through invoices from another vendor, and CMF
made direct payments to that vendor instead of the media vendor.

2. Interim Audit Report & Andit Division Recommendatig
At the exit conference, the Audit staff presented schedules QPR
expenditure reporting errors. In response to the exit confidiinc
provided an email addressing $301,972 of the expenscg®
A. 1 (a) above. The email showed that June 2012 exPnses ag
billed to CMF were actually incurred by tee and d have been
paid by that committee. Other than the emailfirovi EMF Treasurer
did not provide any other documentation con -

for $92,411.

The Interim Audit Report recom
= Provide documentation andigiiidence expenditures
totaling $469,136 did not reqyi{iaarting as i expenditures.

Absentsuehevldmee,CMF 1» remtodiscloseﬂme

!!!!!!

In reggns erim Al ReponmommendmﬂteCMFTtusmmd

h MFbell ed Wk the aClil gmount of independent expenditures was $914,856
ing tlnumount lecy onﬂnmdeddmlometepom. CMFprovuIed
ané > thatexp ped how it determined whether an

expenditure was
operating e indepaﬂenteupmdmn'e,almgwmlzoaddiﬁomlvudor
invoices.

CMF considered Jie following costs as independent expenditures: all costs
associated with the media vendor ($629,730), 20% of all outbound phone calls
($153,256) since approximately one minute of an average five minute call contained &
taped anti-Obama message, 50% of all rental list costs ($50,223) since the lists were
used for cutbound calls which had a dual purpose of delivering a political message
and soliciting a contribution, and all bumper sticker costs incurred before the general
election ($2,087), since the costs contained a political message. Costs totaling

¥ The other committee that CMF contends is lisbie for the $92,411 debt is not registered with the
Commission.
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$92,411 were considered to be costs associated with a 527 organization?® (see Finding
4 - Reporting of Debts and Obligations), and all other costs'® were considered to be
cither fundraising or administrative in nature. CMF did not provide any new phone

scripts.'!

The Audit staff maintains the script used for the telephone calls, the follow-up letters
sent, and the media television advertisements provided by CMF and made before the
general election contained express advocacy, making the costs for these and all other
related costs independent expenditures. CMF’s statement that some of the costs were
fundraising only does not take into account that fundraising leters with express

advocacy language are not excluded from the regulation defif®®s at 11 CFR
§100.16.12 Also, CMF's response mentioned that it had §ilil amended reports to
eonectﬂ:elepoﬂingofﬂneﬂ indepmdentupmdl ftorag $185,663 disclosed

After reviewing additional vendor invoicey
staff accepted that legal and accounting expenditiifag#5tali

independent expenditures. Also, the Audit staff acCliaec

purchase and mailing of Americariaas coSgkRelating to lock box services
($4,650), and credit card processing Wi giiliment cha ~_' 9 5,605) were not

ofSlS?,SS?ﬁomﬂs »»»»» arent indepentignt gpertts Costs and now considers
thuembe N jtures. ) ,eosls o mg$38.302hnvebeen

2 becaillly on provided for these expenditures is
es should have been reported (See

P m).

duciitshe amount of apparent independent expenditures to
39). As previously stated, CMF reported

in thé amount of $1,347,233. Therefore, CMF has not

*mon sppajiint independent expenditures totaling $273,297 ($1,620,530 -

$l347.233 t regiiire reporting as independent expenditures. Absent evidence

that the expendifgheafh question did not require reporting as independent
expenditures, the Jtudit staff considers these expenditures to be independent
expenditures.

* See footnote 15

12 See footnote 4.

! CMF provided one more television advertisement, bringing the total provided by CMF to four. The
CMF Treasurer stated this tolevision advertisement is an independent expenditure. However the Andit
staff does not consider this particuler television advertisement to be an independent expenditure bocause
it does not contain expross advocacy. And the cost is not a paxt of this finding.

12 o0 the Final Andit Report of the Commission on the Logacy Committes Political Action Conmittes,

Pinding 2 (2008 election cycle).
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B. Failure to Flle 24/48-Hour Reports for Independeat Expendtitures

1. Facts

During audit ficldwork, the Audit staff reviewed disbursements to determine whether
24/48-hour reports were properly filed.!* The Audit staff determined that CMF filed
untimely 24-hour reports for 13 independent expenditures totaling $90,260. For these
expenditures, 24-hour reports were filed 13 to 27 days after the dissemination date.
As noted above, the Audit staff also identified apparent independent expenditures
totaling $469,136 which may also require filing of 24/48-hour reports.

2. Imterim Audit Report & Awdit Division Recommeng
At the exit conference, the Audit staff presented scheduloglit
24/48-hour reports that were not filed. The CMF TreggfiteR
comments.

ely and possible

Absent documentation and evidence that appgght i o res totaling
$469,136 did not require reporting as indeg andi A g

Me).hmmnw WAASLLENER IOCOEA ' - ) l. 1 14 -uu:lq
whether a filing of a 24/48-hour repo! ire33Ehe Interim Audit Report also
recommended that CMF provide o definstrat

reports totaling $90,260 were filed R

3 Counltuell-polumtlleln :

Innsponsetothe
that the actual agin pend pditu qu914,856andCMthsmed

The Kiress the 24-hour reports totaling $90,260
jpondert immulmgszn.zw The Audit staff was

R4/48-h mpomﬁlmgsCMFmadeMﬂlm
enditGres. Absent evidence that the expenditures totaling

ine aeetionA.S.above)didnottequinrepoﬂingn

s, the Audit staff considers these expenditures may have

our reports.

| Finding 4. Reporting of Debts and Obligations

Summary

During audit ficldwork, the Audit staff identified debts totaling $67,800 that were not
disclosed on Schedule D (Debts and Obligations) as required. CMF contended that it was
not liable for a portion of the expenses, as they were incurred by another committee. In

13 See footnote S.



response to the Interim Audit Report recommendation, the CMF Treasurer provided a
check copy (front only) written by a 527 organization for payment of $93,990 along with
ten invoices billed to the 527 organization, and concluded that all debts and obligations
owed have been properly reported. The Audit staff does not consider this adequate
documentation to demonstrate that the debts totaling $67,800 did not require disclosure
by CMF. Absent further documentation, the amount of debts required to be disclosed on
Schedule D remains as $67,800

Legal Standard
A. Continwous Reporting Required. A political committee m duclouﬂ\eamount
and nature of outstarding debts and obligations until those
52 U.S.C. §30104(b)(8) and 11 CFR §§104.3(d) and104,

B. Itemizing Debts and Obligations.
e A debt of $500 or less must be reported ing 60 days from
the date incurred (the date of the i i it on the next

regularly scheduled report.
e A debt exceeding $500 must be disclosed
which the debt was incurred. 11 CFR §104.

C. Reporting Disputed Dobts. A ,‘.

accordance with 11 CFR 104.3(d) afg provided something
of valuewlhepolmcal committee. U r ved, the political
committee shall disclo; norty imounts paid to the creditor,
any amount the poLjites madm § it owes akl the amount the creditor claims
is owed. The pglilical ¢ - ais note on the appropriate reports that the

disclosure of the Siguted de cofigigate an admission of liability or a
g gommittef’may have against the creditor. 11 CFR

ion cycle, CMF over-reported debt owed to one vendor
"SaMEnd Report, which did not include $67,800'* owed to the
vendor. This vendor Provided media services for CMF.
B. Interim Andit Report & Audit Division Recommendation
At the exit conference, the Audit staff provided a schedule and discussed the debt
reporting matter with the CMF Treasurer. In response to the exit conference, the CMF

14 The Audit staff identified payments owed to this vendor totaling $328,250. See Finding 3 — Reporting of
Apparent Independent Expenditures, p. 9. Only $67,800 of the $328,250 would be required fo be
disclosed as debt, sincs CMF disclosed debt owed to this vendor toteling $260,450 on its 2012 year-end
report. CMF contends that invoices totaling $92.411 of the $328,250 billed were incurred by snother
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Treasurer provided an email showing that June 2012 expenses totaling $92,411 that were
billed to CMF were actually incurred by another committee and should have been paid by
that committee. However, no further documentation or explanation was provided to
associate these expenses with another committee. The Audit staff was not able to verify
that the other committee is actually liable for the debt. As a result, the debt that CMF did
not report on its Schedule D remained as $67,800.

The Interim Audit Report recommended that CMF provide documentation demonstrating
that these expenditures did not require reporting on Schedule D and documentation to
support that the expenses totaling $92,411 were billed erroneously jo CMF. Absent such
documentation, it was further recommended that CMF amend i to disclose the
unreported debts totaling $67,800.

C. Committee Response to Interim Audit Report
lntespomehoﬂlelnterlmAudltRepon CMF urer stated that

organization. A check copy (front ogly) written by the Wik organization for payment of
the ten invoices totaling $93,990'7 walliaa: luded that all debts and
obligations owed to the vendor were pragSNianorte

f s provided by CMF and correctly billed to CMF

. ne descripiipns, the same costs, and used the same calendar dates of
service for billif poscgAs services on the invoices CMF claimed should have been
billed to the 527 offiiaigstion. If CMF continues to contend it did not receive the service

13 Entities organized under section 527 of the tax code are considered “political organizations,” defined
generally as a party, committoe or sssociation that is organized snd operated primarily for the purpose of
influencing the selection, nomination or appointment of sty individual o any federal, state or local
public office, or office in a political organization. All political committees that registor and file reports
with the FEC are 527 organizations, but not all 527 organizations are required to file with the FEC.
Some file reports with the Internal Revenue Service (IRS).

16 |RS records indicate thet the 527 organization dissolved on August 29, 2012.

17'The CMF Treasurer stated that only $92.411 of the $93,990 billed was incurred by the 527 organization.
And that the difference of $1,579 (393,990 - $92,411) was 2 CMF media expense that would be
considered 10 be an in-kind contribution from the 527 organization, with the excessive portion of $579
(31,579 - $1,000) payable as a refund.



on the invoices in question and that the $92,411 is the debt of the 527 organization, then
CMF could report it as disputable debt per 11 CFR §116.10(a).

The Audit staff concludes that although the amount of the check copy provided agreed
with the total of the 10 invoices in question, CMF has not demonstrated that this check
was successfully negotiated and that the $92,411 billed to CMF was not incurred by
CMF. Absent further documentation, such as a bank statement supporting the check in
question was negotiated or a statement from the vendor that the 10 invoices in question
should have been billed to the 527 organization or documentation that CMF did not
receive the services noted on the invoices, the debt CMF has not rgported on Schedule D
remains as $67,800.

Mldﬂlhﬁedm”thrwhlchmfﬁcwnt | plovided.ithwtacopy
of the invoices and the associated cofggunicati i

determine how CMF should have rer
Interim Audit Report recommendation, e freasurer préied two media vendor
invoms,fowulemlonadvuumm 1 statg¥ believed that all

Be verified, explained, clarified, and check for accuracy and
R §104.14(b)1).

B. Preserving Records and Copies of Reports. The treasurer of a political committee
must preserve all records and copies of reports for 3 years after the report is filed. 52
U.S.C. §30102(d).
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Facts and Analysis

A. Facts

During audit fieldwork, the Audit staff reviewed disbursements to verify the accuracy of
the information reported on the disclosure reports.

TheAndumﬁ'samlyﬂsmlwdmﬂtefollowmg.

mn
CMF made two disbursements to 2 media vendor totaling $79,631'® for which
documentation was insufficient to make a determination#Tidey these

disbursements should be reported. Available doc

$5ion included the

disbursement database, canceled check copies, andfSariistements. Without a
copy of the invoices and the associated communiSitions, TR udit staff was

mbhmmmhowcwmm BRAL LI Al REeMMCIE 11'.
Audit staff requested the invoices, paymegfftiocumentation, and'@@iies of the
communications. .

ii. DISDETICIRERTE — LAVOICES FTOYKIEd — IRCOR DINES Of COMMBICARUO

Provided (§224,768) ‘

Disburscments totaling $224,\gRiiar television adWilliscments were paid to one
media vendor. The invoices progit F indicsiiiigiore was an additional
television advertisement not provijied td dit stafft’ Without a copy of the
communication, the Audit staff ws v oide A MF’s reporting of these

B. Interim Audi'Ngho: i§dit Division Repommendation
At the ] fLprescntegh schedule of the disbursements for

ed that CMF provide the necessary records so the

Bhe prdper reporting for the disbursements totaling $304,399
($79,631 + & ecommended amendments. Such records should have
included copies\{@invoicegfalong with identification of the associated communication,
and if the commuriiig@iiagfhad already been provided, information associating each

C. Commitiee Response to Interim Audit Report

In response to the Interim Audit Report recommendation, the CMF Treasurer provided
the two missing invoices for the disbursements for which no invoices or copies of
communications were provided ($79,631). Although the two invoices were provided, the
invoices do not indicate what advertisements were run and CMF did not provide a copy
of the relative communications. Therefore, the Audit staff still considers the

18 This amount Is & part of the expenditures not reported which is addressed in Finding 1 — Misstatement of
Financial Activity, p. S.



disbursements for which originally no invoices or copies of communications were
provided ($79,631) to be insufficiently documented.

Also, the CMF Treasurer provided four television advertisements for the disbursements
for which invoices were provided but the Audit staff questioned whether there was an
additional television advertisement ($224,768). Of the four television advertisements
provided, three advertisements had already been provided to the Audit staff during audit
fieldwork. CMF did not provide the fifth advertisement implied in an invoice.' The
CMF Treasurer stated that the media vendor had confirmed that there was only one
Obama-care television advertisement, even though the invoices indicated that there was
an Obama-care advertisement and a Repeal Obamacare advertisgt®h, Therefore,
according to the CMF Treasurer, there were only four televigfih advertisements, and

CMF had provided all four of the advertisements. After pgficWE the television
advertisements provided, the Audit staff deemed expendiigres tollifhe $224,768 as
operating expenditures, and that the costs for all of Maledision adWiigement: have
been sufficiently documented.

in addition, the Audit staff has moved to this Tinc xpeggiugre: totaling $8,302 that it
bad previously considered to be apparent independe: Enditires (See Finding 3 —

Reporting of Apparent Independent Expenditures). Thig@apenditures included web
related expenses totaling $28,901, inté e voice respoliiisgicphone call costs of
$9,276, a sample premium charge of $2 Sifaprospecting-Ugiytharge of $100.
Although invoices had been provided forfhese CRinditures, i documentation was not
sufficient to determine how these expendityges fould Seen reported.
od documentation for disbursements
urgl. The Audit staff considers the
79,631 + $38,302) to be insufficiently

19 See Footnote 7.



