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SUBJECT  
 
FTB Audit Nonprofit Organizations with Campaign Activity over $500,000 
 
SUMMARY 
 
This bill would require the Franchise Tax Board (FTB) to perform audits of certain nonprofit 
organizations engaged in campaign activity. 
 
This bill would add provisions to the Government Code.  The discussion of these changes is 
limited to the changes that would impact the department. 
 
REASON FOR THE BILL 
 
The reason for this bill is to improve transparency with respect to the campaign activity of nonprofit 
organizations that receive at least 20 percent of their gross revenue from taxpayer dollars and engage 
in political activity through contributions from their general treasury.  
 
EFFECTIVE/OPERATIVE DATE 
 
This bill would become effective January 1, 2014. 
 
ANALYSIS 
 
FEDERAL LAW 
 
Under federal law, a civic league and social welfare organization,1 labor organization,2 and 
business league (trade association)3 may engage in political campaigns on behalf of or in 
opposition to candidates for public office if such intervention does not constitute the organization's 
primary activity.   
 
Federal law permits campaign activity in compliance with both the Internal Revenue Code and the 
Federal Election Campaign Act (Federal Act)4 Administered under the Federal Election 
Commission (Federal Commission).   
 
  

                                            
1 Internal Revenue Code (IRC) Section 501(c)(4) 
2 IRC Section 501(c)(5) 
3 IRC Section 501(c)(6) 
4 2 U.S.C. Sec. 431 et seq. 
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The Federal Act prohibits an incorporated organization from using general treasury funds for 
independent expenditures and limits electioneering communications.  The Federal Act also 
requires organizations to establish a political action committee5 because registered political 
committees must raise and spend funds subject to the Federal Act contribution limits, source 
restrictions, and disclosure requirements. 
 
STATE LAW 
 
State law,6 similar to federal law, requires civic leagues and social welfare organizations to 
operate exclusively to promote social welfare and must operate primarily to further the common 
good and general welfare of the people of the community (such as by bringing about civic 
betterment and social improvements).   
 
The Fair Political Practices Commission (State Commission) was created by the Political Reform 
Act of 1974 (the Act), a ballot initiative passed by California voters in 1974.  To meet its 
responsibilities under the Act, the Commission adopts and amends regulations.  The State 
Commission also investigates alleged violations of the Act and is similar to the Federal 
Commission.  
 
Under the Government Code,7 existing state law prohibits an officer, employee, or consultant of a 
local agency to expend or authorize the expenditure of any funds of the local agency to support or 
oppose the approval or rejection of a ballot measure, or the election or defeat of a candidate, by 
the voters.  
 
State law does not prohibit the expenditure of local agency funds to provide information to the 
public about the possible effects of a ballot measure on the activities, operations, or policies of 
the local agency, if both of the following conditions are met: 
  

• The informational activities are not otherwise prohibited by the Constitution or laws of this 
state, and 

• The information provided constitutes an accurate, fair, and impartial presentation of 
relevant facts to aid the voters in reaching an informed judgment regarding the ballot 
measure. 

 
THIS BILL 
 
This bill would prohibit a nonprofit organization or an officer, employee, or agent of a nonprofit 
organization, or permit another to use, public resources, received from any local agency for any 
campaign activity not authorized by law. 
 

                                            
5 IRC section 527 
6 Revenue and Taxation Code Sections 23701a through 23701z set forth the tax exemption requirements for certain 
organizations which are organized and operated for nonprofit purposes or which relate to certain title-holding 
companies. 
7 Government Code section 54964. 
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This bill would require a reporting nonprofit organization for which public resources from local 
agencies account for more than 20 percent of the organization's gross revenues in the current 
fiscal year or either of the previous two fiscal years, to deposit funds designated for campaign use 
into a separate account and to prepare quarterly reports disclosing their campaign activities.  
 
This bill would apply to specific nonprofit organizations.  See Table A–Nonprofit Organizations for 
a detailed listing. 
 
This bill does not prohibit the use of public resources for providing information to the public about 
the possible effects of any ballot measure on the activities, operations, or policies of the state or a 
local agency, provided that the informational activities meet both of the following conditions: 
 

• The informational activities are not otherwise prohibited by the California Constitution or 
the laws of this state. 

• The information provided constitutes an accurate, fair, and impartial presentation of 
relevant facts to aid the electorate in reaching an informed judgment regarding the ballot 
measure 

 
This bill would require a reporting nonprofit organization that engages in campaign activity, either 
directly or through the control of another entity, to deposit into a separate bank account all 
specific source or sources of funds received and required to pay for all campaign activity from 
that separate bank account. 
 
This bill would require thirty days after the end of each quarter, a reporting nonprofit organization 
to disclose the following information if it engages in campaign activity of $50,000 or more related 
to statewide candidates or ballot measures, or $2,500 or more related to local candidates or ballot 
measures at any point during a calendar quarter; or if it engages in campaign activity of $100,000 
or more related to statewide candidates or ballot measures, or $10,000 or more related to local 
candidates or ballot measures, at any point during a two-year period, as specified:  
 

• The name and amount of each specified source or sources of funds used for campaign 
activity, provided that the aggregate amount of funds received since January 1 of the most 
recent odd year by a reporting nonprofit organization from that specific source or sources 
of funds is at least $250;  

• The name of the payee and amount of all payments aggregating $250 or more made from 
the single bank account required by this bill; and,  

• A description of each campaign activity.  
 
This bill would require thirty days after the end of each even year, a reporting nonprofit 
organization that engages in campaign activity of $100,000 or more related to statewide 
candidates or ballot measures or engages in campaign activity of $10,000 or more related to local 
candidates or ballot measures, either directly or through the control of another entity, at any point 
during that even year or the prior odd year would be required to disclose all the following 
information for those two calendar years: 
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• The name and amount of any specific source or sources of funds used for campaign 
activity, provided that the aggregate amount of funds received since January 1 of the most 
recent odd year by a reporting nonprofit organization from that specific source or sources 
of funds is at least $250. 

• The name of the payee and amount of all payments made from the single bank account, 
as specified. 

• A description of each campaign activity. 
 
This bill would require each reporting nonprofit organization that engages in campaign activity, 
either directly or through the control of another entity, to provide to the FTB and display on its 
Internet Web site the information it is required to disclose.  The information would be required to 
clearly described and identified on a separate Internet Web page, as specified. 
 
This bill would allow the FTB to conduct an audit of any reporting nonprofit organization that is 
required to provide records, but would require the FTB to perform an audit of any reporting 
nonprofit organization that engages in campaign activity in excess of $500,000 in a calendar year.  
 

• The reporting nonprofit organization would be required to provide records to the FTB 
that substantiate the information required to be disclosed, as specified.  

• The FTB would be required to determine whether the organization complied with the 
requirements of this bill, issue a written audit report, and transmit the written audit 
report to the Attorney General and the district attorney for the county in which the 
reporting nonprofit organization is domiciled. 

 
This bill would authorize the Attorney General or the district attorney for the county in which the 
reporting nonprofit organization is domiciled to impose a civil fine upon the reporting nonprofit 
organization in an amount up to $10,000 for each violation the FTB determines at the conclusion 
of an audit. 
 
LEGISLATIVE HISTORY 
 
AB 621 (Wagner, 2013/2014) would have prohibited a local agency from entering into specified 
relationships with an individual or firm with respect to a new issue of bonds requiring voter 
approval if the individual or firm provides bond campaign services to the bond campaign.  AB 621 
was held in the Senate Governance and Finance Committee. 
 
OTHER STATES’ INFORMATION 
 
A comparison with other states would not be meaningful as this bill pertains to administrative 
procedures that are specific to California. 
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FISCAL IMPACT 
 
Staff estimates that an audit, as required by this bill, would cost approximately $4,7008 each.  
Although the Attorney General’s office estimates there are approximately 40,000 “reporting 
nonprofit organizations”, the department is unable to determine how many of these nonprofit 
organizations would engage in campaign activity in excess of $500,000, therefore, requiring an 
audit by the FTB.   
 
Since the bill does not include appropriation language necessary to implement this bill, the 
department would secure funding through the normal budgetary process, which will delay 
implementation of this bill. 
 
ECONOMIC IMPACT 
 
This bill would not impact the state’s income tax revenue. 
 
APPOINTMENTS 
 
None. 
 
SUPPORT/OPPOSITION9 
 
Support:  
 

California Clean Money Campaign 
California Labor Federation 
California Nurses Association 
California Professional Firefighters 
California State Association of Counties 
Consumer Federation of California 
Howard Jarvis Taxpayers Association 
Planned Parenthood 
Peace Officers Research Association of California 
State Building and Construction Trades Council, AFL-CIO 

 
Opposition: 
 

Air Conditioning Trade Association  
Associated Builders and Contractors of California  
Association of California Health Care Districts  
California District Attorneys Association  
California Police Chiefs Association  
California Society of Association Executives  

                                            
8  Excludes training and development of staff for this new workload. 
9 As provided by in the  ASSEMBLY COMMITTEE ON APPROPRIATIONS as amended August 15, 2013, available 
at: <http://www.leginfo.ca.gov/pub/13-14/bill/sen/sb_0551-0600/sb_594_cfa_20130814_165906_asm_comm.html> 
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California Special Districts Association  
California State Association of Counties  
California State Sheriffs' Association  
League of California Cities  
Plumbing-Heating-Cooling Contractors Association of California  
Rural County Representatives Association  
Urban Counties Caucus  
Western Electrical Contractors Association 

 
VOTES 
Concurrence  09/12/13 Y: 35 N: 0 
Assembly Floor  09/09/13 Y: 72 N: 3  
Senate Floor  05/29/13 Y: 39 N: 0 
 
LEGISLATIVE STAFF CONTACT 
 

Contact Work 
Marybel Batjer, Agency Secretary, CalGovOps 916-651-9011 
Reginald Fair, Agency Legislative Director 916-653-2656 
Selvi Stanislaus, Department Director, FTB 916-845-4543 

Gail Hall, Legislative Director, FTB 916-845-6333  



Page 1 of 1 
 

 
Table A - Nonprofit Organizations  
 

Descriptions of Nonprofit Organizations IRC 
Section 

R&TC 
Section 

Property title holding corporations 501(c)(2) 23701h 
Civic leagues, social welfare organizations, and local associations of 
employees 

501(c)(4) 23701f 

Labor, agricultural, or horticultural organizations 501(c)(5) 23701a 

Business leagues, chambers of commerce, real estate boards, etc. 501(c)(6) 23701e 

Social and recreational organizations 501(c)(7) 23701g 
Fraternal beneficiary societies 501(c)(8) 23701b 
Voluntary employee beneficiary organizations 501(c)(9) 23701i 

Domestic fraternal societies 501(c)(10) 23701l 

Teachers’ retirement fund associations 501(c)(11) 23701j 
Cemeteries, crematoriums 501(c)(13) 23701c 
Credit unions 501(c)(14) 23701y 
Supplemental unemployment compensation trusts 501(c)(17) 23701n 

Employee funded pension trusts 501(c)(18) 23701s 

Veteran’s organizations 501(c)(19) 23701w 
Title-holding organizations 501(c)(25) 23701x 

 
 

https://www.ftb.ca.gov/businesses/Exempt_organizations/Types_of_Exemptions.shtml#h23701
https://www.ftb.ca.gov/businesses/Exempt_organizations/Types_of_Exemptions.shtml#f23701
https://www.ftb.ca.gov/businesses/Exempt_organizations/Types_of_Exemptions.shtml#f23701
https://www.ftb.ca.gov/businesses/Exempt_organizations/Types_of_Exemptions.shtml#a23701
https://www.ftb.ca.gov/businesses/Exempt_organizations/Types_of_Exemptions.shtml#e23701
https://www.ftb.ca.gov/businesses/Exempt_organizations/Types_of_Exemptions.shtml#g23701
https://www.ftb.ca.gov/businesses/Exempt_organizations/Types_of_Exemptions.shtml#b23701
https://www.ftb.ca.gov/businesses/Exempt_organizations/Types_of_Exemptions.shtml#i23701
https://www.ftb.ca.gov/businesses/Exempt_organizations/Types_of_Exemptions.shtml#l23701
https://www.ftb.ca.gov/businesses/Exempt_organizations/Types_of_Exemptions.shtml#j23701
https://www.ftb.ca.gov/businesses/Exempt_organizations/Types_of_Exemptions.shtml#c23701
https://www.ftb.ca.gov/businesses/Exempt_organizations/Types_of_Exemptions.shtml#y23701
https://www.ftb.ca.gov/businesses/Exempt_organizations/Types_of_Exemptions.shtml#n23701
https://www.ftb.ca.gov/businesses/Exempt_organizations/Types_of_Exemptions.shtml#s23701
https://www.ftb.ca.gov/businesses/Exempt_organizations/Types_of_Exemptions.shtml#w23701
https://www.ftb.ca.gov/businesses/Exempt_organizations/Types_of_Exemptions.shtml#x23701
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