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Over 70,000 charities are active in Canada today. These charities provide a wide range
of philanthropic benefits and services to hundreds of thousands of Canadians annually.

1. THE PROBLEM

Recent actions by governments at all levels to check spending and lower their budget
deficits have forced them to lessen their role as a revenue source for charitable activity. In
addition, the thrust to restructure how government delivers public services has provided
charities with an opportunity to expand their own delivery of services to Canadians. An
example of this trend is provincial governments moving the delivery of some social
services to non-profit groups active at the community level.

This increased need for charitable activity has meant a growing need for funds. To
help manage new fundraising campaigns, many charities have come to rely on a growing
stock of fundraisers.

While the vast majority of charitable fundraising is conducted in a forthright and
ethical manner, there has been wide media coverage of several scandals where up to 80%
and even 90% of a fundraising campaign’s donations have gone not to the charity, but to a
third party “for-profit” fundraiser. For example, in the U.S., three charities were named
in a lawsuit for allegedly turning over to a fundraisers 95% of some $8.6 million raised in
charitable contributions (Los Angeles Times, November 20, 1992). The practices of a few
third party fundraisers has the potential to harm the entire charitable sector, undermine
public trust and make them less willing to donate to charitable causes.

Many charities have found it difficult to respond to questions regarding fundraising
costs when these types of scandals occur. Sometimes, charities will spend more raising
money than they receive in contributions. This is especially true when a charity is involved
in a campaign to obtain new donors.

New donors are critical for future revenues and the long term financial growth of a
charity. Money spent on donor acquisition is capitalized by the charity itself. This
practice, while difficult to justify to new donors, is considered good management by many
in the fundraising field as it reduces fundraising costs over the long run.

But, situations where 80-90% of the proceeds go to a third party fundraiser based on
a “no risk” or commission basis is considered unethical practice by many in the
charitable field. When this happens, it usually involves a charity lacking the available
capital to properly invest in their own fundraising program. The use of a commission
contract with a fundraiser allows the charity to take advantage of the fundraiser’s capital
and begin to raise funds. However, the trade-offs can be devastating. There have been
instances where fundraisers have not returned substantial portions of the contributions
back to the charity, and the charity has signed over one of its most critical assets for
future growth — its donor list.
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Maintaining and enhancing the reputation of the non-profit sector is vital if charities
are to be successful in accomplishing their mission. Various public opinion polls indicate
that people generally retain a positive view of charities, but they are aware that some
engage in less than ethical practices. Public support is guarded, and by no means
guaranteed. There is evidence that the public supports stricter regulation of the charitable
sector. On the other hand, the Alberta Court of Appeal recently struck down sections of
Alberta’s Public Contributions Act — legislation which attempted to provide a certain type
of this regulation. The Court found that sections of the legislation violated the Charter of
Rights and Freedoms. Indeed, addressing accountability without due care in the charitable
sector has its pitfalls.

2. RESEARCH QUESTIONS

This research study explores several questions

a) What information needs to be disclosed to the public about fundraising activities?
b) What are the best methods for charities to measure their fundraising performance?
¢) How can we build mechanisms to ensure public confidence in charities?

d) Are explicit ethical standards for charities necessary?

e) How can we provide adequate assurance of compliance with agreed upon
standards, yet not burden the sector with government over-regulation?

f) Is self-regulation a viable option?
g) What are the other policy alternatives?

The federal government and several provinces already have in place legislation
regulating the activities of charities. Revenue Canada’s “80/20” rule stipulates that
charities must spend no more than 20% of receiptable donations on fundraising or other
administrative cdsts. The effectiveness of such legislation is in doubt. There are no
standard accounting procedures which can identify “fundraising costs.” The recent action
of the Alberta Court of Appeals and the legal history of similar legislation in the United
States also casts a cloud over whether this type of legislation would pass if challenged in
the Canadian courts.

To help assess the state of fundraising in Canada, a survey of financial reports
submitted to the government by charities fundraising in the province of Alberta was
undertaken. The data indicate that few charities (less than 9% of all charities submitting
reports) actually used outside fundraisers in 1992. More important, only 3.5% of all
charitable donations raised in the province that year were actually raised by outside
fundraisers.

Arriving at hard conclusions on the data is difficult given the lack of consistent
accounting standards, but it is clear that outside fundraisers, as defined in the Alberta
legislation, constitute only a small portion of fundraising activity in the province.
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3. ALTERNATIVES

A wide variety of alternatives are open to both the non-profit industry and the federal and
provincial governments to enhance and maintain public confidence in the charitable sector:

a) Limits on_fundraising shares might offer some protection against perceived charitable
fraud by allowing fundraisers to retain only limited compensation. Such legislation
has been ruled unconstitutional by the U.S. courts, and it is doubtful whether it would
pass constitutional muster in Canada;

b) Consumer protection approaches require non-profits to submit financial reports either
to government agencies which then report the information back to the public or to the
public directly. There is considerable controversy over the usefulness of such
measures. Simple “bottom-line” cost ratios alone, no matter how high or low, may not
be indicative of perceived abusive practices;

¢) Industry self-regulation would allow those most familiar with the issues and problems
to devise innovative solutions. Several professional organizations already exist, and
although their membership is voluntary, several have developed codes of conduct for
their members. The problem with a totally self-regulating industry body is that it may
be ““captured” by the industry and rendered ineffective;

d) A prohibition on distributing profits is the foundation of the non-profit sector.
Government could enforce a ban on “private gain.” Non-profits may make money, but
it must not be distributed in such a way that an individual or associate of the
organization gains personally;

e) Legislating “duty of care standards " for boards of directors offers the industry another
way to participate in a regulatory process. Either government, the industry or both
would develop a code of ethics, standards of practice and the proper “duty of care” for
which boards of directors would be legally accountable. Government would back the
standards by passing legislation including specific sanctions against boards that fail to
follow the standards; and

f) Mixed regulation offers government and industry the opportunity to work
cooperatively in establishing certain norms for good practices in the industry. Under
a mixed system, for example, industry might set the standards of care and a code of
ethics, while govenment would provide legal sanction.

Consultations with charities across Canada reveal limited support in the sector for
unilateral government regulation. There is a strong industry consensus that measures such
as “prior approval” or the “registering” of fundraising campaigns is an over reaction to any
problems with charitable fundraising. For the most part, the sector wants the opportunity
to tackle problems of accountability and credibility themselves. There is an expressed
interest in the sector to develop guidelines for fundraising activities, a code of ethics and
standards of good practice.

But, industry practitioners also realize that self regulation may not be entirely viable.
Some government intervention in the form of legislation which provides for the
enforcement of industry standards remains an option. What must be avoided is a situation
where government regulation creates a barrier for non profit groups in carrying out their
beneficial work in Canada.

“FOR THE MOST PART,

THE SECTOR WANTS THE

OPPORTUNITY T0 TACKLE

PROBLEMS OF

ACCOUNTABILITY AND

CREDIBILITY THEMSELVES.



Over 74,000 registered charities are active in Canada today. ' These charities are
diverse. Some are involved in public service areas such as education or social services,
while others operate in recreational areas such as sport. Many charities are religious or
cultural in nature. Other charities have formed to inform, encourage and educate people
regarding health, poverty and a wide range of other matters.

In the past, federal, provincial and local governments served as key sources of funding
for Canada’s charities. Recent actions by governments at all levels to check spending and
lower their budget deficits have forced them to lessen their role as a revenue source for
charitable activity. Coupled with the thrust to restructure government public service
delivery, charities are finding an opportunity to expand their own delivery of services to
Canadians. An example of this trend is provincial governments moving the delivery of
some social services to non-profit groups active at the community level. This shift from
government funded programs has meant a growing need for the general public to provide
funds for charitable activity.

Maintaining and enhancing the reputation of the non-profit sector is vital if charities
are to succeed in accomplishing their missions. To be successful, charities must enjoy an
excellent reputation in the minds of the general public.

To help manage new fundraising campaigns directed at the general public, many
charities have come to rely on a growing stock of fundraisers. (For the purposes of this
study, a “development officer” raised funds as an employee of a charity whose salary is
based on a flat rate or fixed fee, a “fundraising counsel” provides advice to charities and
boards of directors for a flat fee and a “third party fundraiser” solicits charitable donations
on behalf of a charity on a commission or “no risk” basis.) Recently, there has been wide
media coverage of several scandals where up to 80% and even 90% of a fundraising
campaign’s donations have gone not to charity, but to a third party “for-profit” fundraiser.

Perhaps the most profligate and current examples can be found in the U.S. For
example, in California, three high profile charities were named in a lawsuit for allegedly
turning over to fundraisers 95% of some $8.6 million raised in charitable contributions. *
In the U.S., there is evidence that these practices are nation-wide, and have elicited millions
of dollars from the public and are on the increase. And, other countries, such as Canada,
are by no means immune.

The vast majority of charitable fundraising is conducted in a forthright and ethical
manner, but the practices of a few fundraisers have the potential to harm the entire
charitable sector, undermining the public’s trust and making them less willing to donate to
charitable causes.
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The public themselves are increasingly demanding stricter accountability by the non-
profit sector for the funds provided them. In the U.S. and England, there have been calls
for increased government regulation of charities to enhance their credibility in the mind of
the donating public and to ensure that practices perceived to abuse the public trust are
ferreted out and dealt with appropriately. To deter fundraising abuses there is a need to
make the current system more effective and to seek alternative approaches.

Most charities struggle with how to disclose fundraising costs since there are no set
standards for accounting of fundraising expenses. Charities are sensitive to public
perceptions about fundraising costs and, in particular, the public’s negative reaction to high
fundraising costs. These perceptions creates an unwillingness for charities to be up front
with the public about fundraising costs. What charity wants to be compared with other
organizations when everyone is using different rules for accounting of fundraising costs?

While there are federal and provincial regulations affecting charitable fundraising in
Canada, it is unclear whether they are effective in addressing concerns perceived by the
public and expressed within the sector. A recent Alberta Court of Appeals decision in June
of 1994 declaring sections of Alberta’s Public Contributions Act unconstitutional, placed
limits on governments in how they might approach the regulation of charitable fundraising.
A serious inquiry on how the accountability of the non-profit sector is met by current rules
and how it might be improved in light of the new stresses on the sector, is warranted.

Obviously, government regulation of charities has pitfalls. In separating good
fundraising practices from bad practices, issues of censorship and discrimination may
emerge. This may occur whether “bad” practices are directly or indirectly targeted by
outlawing marginal fundraising practices. Regulating inappropriate practices may result in
lessening the free speech “opportunities” for the more unpopular charitable causes. Can a
general regulatory scheme be created that would effectively curb abuse while at the same
time pass scrutiny in the courts?

1. RESEARCH OBJECTIVES

Despite drastic changes in their operating environment, there is a noticeable lack of
information available to charities on how to manage this new demand for increased
accountability. There is little information available regarding cost effective performance,
standards, “best practices” regarding fundraising and the legislative and regulative
environment affecting such fundraising.

In part, this report focuses on the fundraising practices in the charitable sector as it
relates to the practices of third-party fundraisers — those who contract with a charitable
organizations to provide telemarketing, direct mail or special event services on a
commission or “no-risk” basis. While these types of contracts, and the practices promoted
in them, represent only a very small portion of the fundraising practice, they have garnered
most of the attention by the media, government and the charitable sector.
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Without a proper base of information, charities cannot effectively respond to the
increasing public demand for accountability and implement measures to improve current
fundraising practices. This research report is intended to help fill this vacuum in three

ways:

a) To better define the issues involved with fundraising costs and practices;

b) To assess benchmarks which might lead to standards or guidelines; and

c)

To help construct a consensus within the sector as to the best strategies for
managing the issue;

In addition, the Fundraising for Charities research project attempts to provide
answers to several questions:

a)
b)
c)

d)

e

How can we build mechanisms to ensure public confidence in charities?
Are explicit ethical standards for charities necessary?

How can we provide adequate assurance of compliance with agreed upon
standards,yet not burden the sector with government over-regulation?

Is self-regulation a viable option?

What are the other policy alternatives?

2. PROJECT SCOPE

The Fundraising for Charities research project encompasses eight specific themes:

a)
b)

)

An outline of the current environment of charitable fundraising;

Identification and interviews with various stakeholders who may help define and
respond to the issues;

A review of current Canadian legislation, regulations and accounting practices
related to fundraising;

A review of policies, models and legislation in other countries;

g) An analysis of specific cases directly related to recent developments in charitable

fundraising; and

g Some recommended next steps and policy alternatives
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3. PROJECT METHODOLOGY ;

Throughout the project, a four -step methodology was employed:

a)
b)
¢

d)

An extensive review of existing literature related to charitable fundraising;
Data collection;

Interviews with staff, volunteers, development officers, fundraising counsel and
third party fundraisers;

A series of consultations with charities and interested parties across Canada to
discuss the issues and build consensus on an appropriate public policy response.

4. OUTLINE OF THE REPORT

This report will examine the following areas of charitable fundraising:

a)
b)
<)
d)

J)
k)

h

The unique character of the charitable and non-profit industry;
Identifying standards of conduct and ethical practice;
Examining data on fundraising costs and practices;

Examining recommendations on how charities can monitor cost effectiveness and
increase it;

Outlining recent studies on fundraising efficiency;

Methods by which fundraising potential can be increased;
Reporting on a series of sector consultations held across Canada;
Examining donor attitudes with respect to charitable accountability;

Examining the current Canadian regulatory environment, both federal and
provincial,

Examining regulation in other countries;

Assessing the potential impact on government regulation of charities as a result
of several high profile U.S. Supreme Court cases on fundraising;

Exploring the advantages and disadvantages of several basic regulatory avenues
in light of the above research; and

m) Exploring the accountability potential offered by sector professional

organizations and other existing watchdog associations.

A series of “matrices” accompanies several sections of this report. The matrices are
designed to provide more detailed information than what appears in the body of the report.
These matrices are located in the Appendix starting on page 72.
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Charities and charitable fundraising presents a unique set of problems for policy
makers. These problems stem from the nature of charities and the special environment in
which they operate. Following is a list of concerns and observations made by various
commentators from the charitable sector:

1. BETWEEN GOUERNMENT AND BUSINESS

Charitable organizations occupy a position somewhere between govermnment and
business. Charities act like government because they provide “public types” of services,
but they differ because they are primarily vehicles of private decision-making. ¢ Today’s
modern charitable sector is undoubtedly big business, but unlike traditional for-profit
firms, they are not driven by the profit motive.

This implies that charities lack some economic incentives of the marketplace which
imposed on business, discourages wasteful actions. * For example, a business will not
engage in a high-cost or high risk venture that may yield only a marginal return. Business
is subject to the profit and loss constraints of the market, and high risk activities with low
profit margins acts as a constraint.

But some charities have spent millions in high-risk fundraising campaigns that have
yielded only small returns. Professional solicitors have been hired on a commission or “no-
risk” basis and then gone out to raise as much money as possible, take a large share of the
money collected on a percentage basis or by deducting expenses, and then turn a certain
remainder over to the charity. The charity obtains donations without incurring any cost or
risk. It is “found money” — donations that someone else generated at no risk or cost
(financial time, energy) to the charity. ¢ A charity that has worked with professional
solicitors offered these comments:

“If someone comes to a non-profit and says, “You get
$2000 for doing nothing and 50% of the profits, it sounds
good. But when you raise 360,000 - $70,000 from the
public, and they find out that only $2,000 went to the
cause, this is not helpful”. ’

Secondly, business is made accountable by its consumers. This is significantly blurred
in the charitable sector. Charitable fundraising presents unique opportunities for
defrauding the public. For example, a citizen who has been harmed by consumer fraud has
every incentive to complain — perhaps he or she might receive a refund. But a victim of
charitable fraud has few avenues of recourse. Donors have little redress against a charity’s
fraudulent or unethical practices aside from the refusal to donate more money in the future. *

“TOBAY'S MODERN

CHARITABLE SECTOR IS

UNDGUBTEDLY BI6

BUSINESS, BUT URLIKE

TRADITIONAL FOR-PROFTY

FIRMS, THEY ARE NOT

DRIVEN BY THE PROFIT

NOTVE"



A donation is an expression of generosity alone. Donors cannot demand an exchange for
a faulty product because there is no product to exchange. The situation is aggravated by
the fact that solicitations occur on a one-to-one basis. Once a donation is received, there
is no effective means for tracking the transaction. ® Ultimately, the risk of abuse and fraud
is increased because of the lack of safeguards present in the standard consumer/business
relationship.

Thirdly, charities offer a service to society in general, or a particular part of society as
opposed to one individual consumer or client. Since charities provide essentially “free” or
“low-cost” services, its clients are not able to hold the charity accountable by asking for a
“refund.”

While the charitable sector may lack traditional mechanisms of accountability that
keep them in line, most understand the vulnerability of the sector. Charities do engage
competitively by voluntarily disclosing fundraising and administrative costs. ** Charities
operate under a self imposed, but limited, accountability — the importance of appearance, a
charity’s good name, reputation, and credibility to tap the public’s generosity. However,
the actions of only a few “bad” charities have the opportunity to cause a breakdown in
public confidence, making the public less willing to give to all charities.

2. PRIVATE BENEFIT

At the heart of the charitable movement is the so-called ban on private “inurement” or
benefit. No one is to reap private gains (or profits) from the activities of a charity since
they are funded by the generosity of the donating public. The prohibition on private benefit
is the very foundation upon which the charitable community is built. Every time an
instance of private benefit is overlooked, the public’s faith (which is essential to the
continued operation of the charitable community) is undermined. "

The use of for-profit fundraisers employing certain practices affects directly the
concept of private benefit since someone may now be profiting from the activities of a
charity. The ban against private benefit is designed to promote the integrity of the non-
profit system. > Nothing has the ability to erode public support more than the
indiscriminate actions of charities who have directly lent out their good name - and
indirectly the integrity of charities everywhere - to benefit individuals rather than public
interest. (For more information, see the DISCUSSION BOX on Page 10).

3. TRIANGULAR RELATIONSHIPS

A critical point related to charitable accountability is the fact that contracts between
charities and professional fundraisers are not bilateral - they are triangular. * A typical
business transaction involves two interests - the seller and the buyer. Charities must take
into account a third party - the donating public. Regulation of charities must be designed
to provide a substitute for market mechanisms that influence for-profit organizations and
to limit the environment for perceived abuse while encouraging charitable giving. "
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4. COMPETITION FOR SCARCE FUNDS

Funds are becoming more scarce, and non-profits continue to proliferate. Competition
for funds is intense, and growing. * The use of fundraisers may be necessary for some
charities to survive. '* Telemarketing, direct mail, and other technological advances also
allows charities to launch wider appeals with less interpersonal contact — and amidst the
flurry — the public is inundated by charitable appeals. Confusion and concern grow. "

S. ACCOUNTING FOR EXPENSES

Regulators also face the intractable problem of separating legitimate expenses to
further a charity’s stated purpose from expenses used to raise funds. While some have
argued that the two are “inextricably intertwined”, raising money is simply not the same
thing as spending it to further a beneficial charitable program. A charity’s ability to seek
support should be separate from a charity’s ability to shield itself from financial scrutiny. *

While essentially a problem of accounting, it is nonetheless significant. For example,
if a charity’s stated purpose were “public education” on an issue, and it mailed out an
informative letter that also asked for a donation, what portion of the cost should be listed
as “fundraising” and what portion should be listed as a legitimate “program” cost?

While charities should not be muzzled in their right to speak freely, the public also has
the right not to be misled. * The challenge then, is to uncover that delicate balance where
charities are not unduly silenced while at the same time unscrupulous organizations are not
able to use their right of free speech as a ruse to obtain donations and deceive the public.

A fair, uniform and consistent system of accounting standards for the sector is needed,
but the question is whether this is possible given the diversity of the sector and the
complexity of discerning the real costs of fundraising.

A set of uniform accounting principles which more clearly distinguishes between
fundraising costs and “direct program expenditures” would allow charities and fundraisers
to better allocate costs. This would enable both charities and donors to make more accurate
comparisons of fundraising cost performance, and would establish a standard to which
charities might adhere.

But there is little agreement in the charitable sector and the accounting profession
regarding the development of appropriate and clearly understood standards for reporting
amounts going to an organization’s charitable program, and amounts going to fundraising
related activities. For example, suppose a charity’s main purpose were public education
concerning heart disease. The charity decided to send out a brochure to potential donors
which provided information on heart disease, and then asked for a donation so that more
letters could be sent to others.

What portion of the cost of mailing the brochure is an “education” cost used to further
the charitable purpose of the organization? What portion should be allocated to
fundraising?
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A. The Current Canadian Landscape:

Members of the Canadian accounting profession are self-regulated under Acts of the
provincial legislatures. Accredited bodies such as the Canadian Institute of Chartered
Accountants (CICA) or the Certified General Accountants (CGA) set accounting policy
standards. For example, the Accounting Standards Board of CICA develops policy and
standards in the form of a handbook which instructs members on the proper practices of the
profession. Since 1988, this handbook has set accounting standards for non-profit
organizations. CICA has issued several draft recommendations proposing changes to how
financial statements are presented by non-profit organizations, but they have not addressed
the allocation of fundraising costs.

B. The Current American Landscape:

In the U.S., the Financial Accounting Standards Board (FASB) and the American
Institute of Certified Public Accountants (AICPA) set standards for non-profits. The AICPA
has made several attempts to standardize the disclosure of this type of information, but they
have not succeeded in establishing a standard which all charities feel is acceptable.

AICPA adopted a set of recommendations entitled Accounting Principles and
Reporting Practices for Certain Non-profit Organizations. The recommended standards

required accountants to look at the primary purpose of the expense. All joint costs
involving fundraising would be charged to fundraising expenses except for those
incremental costs directly attributable to a separate educational or informational activity.
For example, only the incremental costs of joint mailings, such as the direct costs of an
educational pamphlet, could be charged as a program expense. All other costs, such as
postage, would be charged to fundraising. #

The suggested standards were interpreted so many ways that the standard became
essentially meaningless. Costs can be incurred for more than one basic function.
Accounting problems arise in allocating the costs of informational materials that also serve
fundraising purposes.

Diverging interpretations of the first set of recommendations led 4A/CPA to issue a
second set of proposed standards in August of 1987 with a new method for allocating joint
costs. 2 If it could be demonstrated that a bonafide program was conducted in conjunction
with an appeal for funds, joint costs could be allocated between fundraising and the
appropriate program. Unless an appeal were designed to motivate its audience to action
rather than grant financial support, all costs of the appeal should be charged to fundraising.
If, for example, an audience were selected based on a presumed ability to provide financial
support, without consideration of its need for a particular educational information program,
the cost should be attributed entirely to fundraising.

This second set of recommendations caused widespread disagreement among non-
profit organizations and members of the accounting profession. They were criticized for
allowing too much latitude in the accounting of fundraising costs. Donors would still not
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be able to assess whether a charity is efficient at collecting and disbursing monies for a
worthy cause or just good at cooking the books.

The new accounting rules would still allow fundraising costs to be classified as
educational costs as long as the charity could prove that the audience is specifically
interested in its cause and the message motivates the recipient to act rather than just
contribute. Now, several charitable solicitations come with a newsletter, sticker or some
other educational material that allows the charity’s officials to deflate reported fundraising
costs and inflate the amount they disburse to “programs.”

In addition, the statement did not provide for a proper definition of “educational
promotion.” Can a list of warning signs of a disease or a series of repeat slogans designed
to help the entity attain its mission really be defined as educating the public in a meaningful
manner?

The National Association of State Charity Officials, (NASCO) provided comments and
revisions on AICPA s draft:

a) The number of non-profits abusing the A/CPA guidelines represent a very small
percentage of the total, but the harm those few represent is very great. The non-profits
currently abusing the cost allocation issue are contacting hundreds of millions of
potential contributors each year, providing them with inaccurate information regarding
fundraising costs and program services and collecting millions of dollars in
contributions which are being consumed by commercial and personal interests.

b) The draft is extremely lax as it does not require specific criteria to be met, only that
certain factors be “considered.”

¢) The draft guidelines will have no impact on existing practices and are not likely to
curtail the abuses currently in practice. The draft may actually increase abuse by
providing an easy to follow blueprint of lax criteria for justifying allocation of costs
for activities which include a fundraising appeal.

d) Thedraft is not likely to increase confidence in the profession or the credibility of non-
profits’ financial statements. *

The Non-profit Mailers Federation also responded to the draft guidelines:

a) Over the past decade, the Supreme Court has struck down attempts by states to regulate
charities by limiting the percentage of revenue that can be spent on fundraising. Now,
regulators and self appointed oversight organizations are seeking to win through an
accounting standard what they could not receive in the courts.

b) The proposed policy favors certain types of fundraising over others. This bias
constitutes interference with the right of a charity to communicate its message. »
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Underlying the entire discussion of charitable accountability is the notion of ethics.
Ethics provide the foundation for professional standards in many industries, but are
especially important for charitable fundraising. In order for a charitable organization to
enjoy continued viability in today’s society, it must be accountable to its constituent public.
A critically important aspect of accountability is the development and implementation of
standards of ethical practice.

If a charity is to be successful in accomplishing its mission, it must enjoy a sterling
reputation in the minds of the general public. It is vital that mechanisms exist to monitor
the adequacy of ethical standards and provide adequate assurances of compliance with such
standards.

A charity’s primary obligation is to its constituent public, an integrally important part
of which is the charity’s pool of past, present and potential donors. The donors deserve
assurance that the charity is a reputable organization. They should be assured that the
charity is operating efficiently, ethically, and in accordance with its publicized mission.

However, there are many who seem to place a low value on the ethical side. They see their
job as raising money by any means possible. While this may generate some immediate resuls,
the long range consequences of unethical practices can be devastating. Unethical practices
subject a charity to the danger of losing its “goodwill” — a charity’s most valuable asset. Italso
tarnishes the credibility of charities everywhere, through no fault of their own. *

It has been suggested that charities undergo a regular evaluation of their ethical
practices through an “ethical audit.” Similar to a financial audit, the ethical audit would
allow charities to review their ethical standards and practices, ensure that they are adequate
and that the organization is in fact abiding by them. Four practical objectives can form part
of this “ethical” audit:

a) Eliminating Conflict of Interest: One’s personal interest, the charity’s interest, a
donor’s interest and a third party fundraiser’s interest may clash. Each can be taken into
account and given due consideration. But, the interest of promoting the charitable
mission of the charity must remain primary.

b) Remaining Candid: When soliciting funds, organizations and individuals must be
forthright about the intended use of the funds being collected. If asked about the role
of the person soliciting - the nature of his or her compensation - the response must be
frank, forthright and honest.

¢) Recognizing Your Sphere of Competence: Individuals involved in fundraising should
recognize their boundaries of competence and be forthcoming about their professional
qualifications and credentials.

d) Eliminating Undue Influence: A person being so influenced that the decision made is not
their own but the will of another is not an ethical practice. Charities must maintain
independence of thought and action.
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1. INTRODUGTION

Under Alberta’s now defunct Public Contributions Act, non-profit groups conducting
fundraising campaigns were required to file disclosure reports to the government. Reports
filed to the province of Alberta in 1992 under the Public Contributions Act affords a unique
opportunity to look at some hard data on the charitable sector in that province. Although
sections of the Public Contributions Act were declared unconstitutional by the Alberta
Court of Appeals in June of 1994, disclosure information provided to the public under the
Act for 1992 offers a unique opportunity to examine the state of non-profit fundraising in
that province.

Reports submitted under the Act include cost and revenue information, the type of
appeals that were conducted, the number of organizations involved in fundraising and the
net benefit that non-profit groups in various revenue brackets received from the various
appeals. In addition, the reports offer a unique glimpse into the activities of outside
fundraisers, along with an opportunity to compare the results generated by these
fundraisers as opposed to the non-profit sector as a whole.

There is a major caveat in reviewing and analyzing this information in the hopes of
making some conclusions on fundraising in Alberta. The problem stems from a lack of
clear accounting rules governing what constitutes “fundraising costs” and “charitable
program expenditures.”

For example, suppose a charity’s main purpose were public education about heart
disease. The charity decided to send out a brochure to potential donors which provided
information on heart disease, but went on to request a donation so more letters could be
sent to others. What portion of the cost of mailing the brochure is “education” (or
charitable program expense) and what portion should be allocated to fundraising? There
has been little agreement in the charitable sector and the accounting profession regarding
the development of some clearly understood cost allocation standards.

2. A WORD ON METHODOLOGY

Firstly, the data contained in this section of the report depends on information supplied
to the Government of Alberta by various non-profit organizations. Thus, any conclusions
cited are directly impacted by the accuracy of the non-profit groups in their financial
disclosure reports.

Secondly, since there are no standard accounting procedures by which non profits
allocate fundraising costs, the data commented upon may not be directly comparable across
charities. If definitive reporting standards existed that required all organizations to allocate
costs in a similar manner, comparisons of fundraising costs would be more accurate and
benchmarks more easily established. Despite this flaw, we are confident that sufficient
information in the data set is available in aggregate form to allow for the identification of
certain trends which we have outlined below.
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3. KEY FINDINGS

In 1992, 465 non-profit groups submitted reports to the Alberta government about their
fundraising activities. # The reports indicate that 683 fundraising campaigns were carried
out in 1992, raising a total of $112.5 million. ¥ An analysis of these financial disclosure
statements lend support to the following conclusions:

a) Reports to the Alberta government under the Public Contributions Act for 1992
indicate that non-profits spend about one quarter of what they raise on fundraising costs.

Figure 1 shows that non-profits report spending upwards of 75% of what they raise to
further their charitable purpose. However, this must not be taken as a hard and fast rule.
Without standardized accounting practices, it is near impossible to determine with
precision what percentage of gross revenues non profits are really spending on fundraising.
Some charities will have likely reported certain fundraising costs that other charities might
not have reported.

The aggregate data supports the 25% figure, but one must bear in mind that this
number is only relevant to the extent it measures actual fundraising costs as defined and
subsequently reported by the non-profits themselves.

b) The majority of non-profits raising funds in the province of Alberta are relatively
“small” operators.

As Figure 2 (page 18) indicates, the majority of non-profit groups in Alberta made
under $30,000 in 1992. Only 6% of all non-profits reporting to the government claimed to
have made in excess of $1 million. There were sixteen times as many non-profits (438)
raising less than $1 million than there were raising over $1 million (27). The fundraising
field is heavily populated with many small non-profit groups asking for charitable dollars.
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c) Despite the fact that smaller charities are much more numerous, they do not dominate
fundraising in the province. In fact, it is the exact reverse — larger and more
experienced non-profit organizations raise most of the money.

Figure 2 clearly shows that “large” organizations — those raising more than $1 million —
collected roughly 2/3 of the total gross revenue contributed to all non profits in Alberta in
1992. This occurred despite the fact that smaller organizations were nineteen times more
nNUMErous.

The only category of non-profit that raised amounts even marginally proportional to
their relative presence in the charitable marketplace are those groups collecting between
$100,000 and $1 million. In 1992, these charities represented about 21% of all non-profits
raising funds in the province and they collected about 28% of all charitable dollars
contributed. Non-profits falling on either end of this category experienced huge
differences between their collective presence in the market and the amounts collected.

There are numerous explanations why larger charities collect such a disproportionate
share of funds. Firstly, larger non-profits are more likely to take advantage of larger scales
of production. Thus, they more likely have lower overhead costs and may experience
higher cost efficiencies than the smaller non profit groups.

Second, larger non-profits have likely been around for a longer period of time than a
small operator. As such, larger groups have built up a significant base of committed donors
who may be involved in giving on a regular basis. In addition, they are likely more
experienced in fundraising.
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d) Not only do the larger and more experienced non-profit groups raise most of the
money, they also reported retaining a much larger portion of each dollar raised,
spending less on fundraising than the amounts reported by smaller groups.

The validity of this conclusion once again brings into play the cost allocation issue.
But, as Figure 3 indicates, the aggregate data show that groups collecting over $5 million
said they retained almost 83% of the gross revenues they raised. Meanwhile, groups
raising under $100,000 said they retained only about 60% of their gross collections.

67.4% 68.9%
59.6%
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Since larger charities are more experienced, they are likely to have developed a broad IN THE PROVINCE OF

base of regular contributors. The larger and more experienced non-profit groups are may

also be pursuing lower cost and/or higher yield options such as donor renewal programs, ALBERTA."
corporate donations or foundation grants, along with the higher cost campaigns of donor

acquisition.

The upshot of Figure 2 and Figure 3 is that the larger non-profit groups have grown
to the point where they have substantially more resources to draw from in terms of their
fundraising programs. Not only do they raise more money, they return more of the funds
to their charitable program.

e) Outside fundraisers play only a minor role in the fundraising campaigns taking place
in the province of Alberta.

Data from the reports submitted to the Alberta government indicate that most charities
conduct their own fundraising campaigns without the assistance of an outside fundraiser.
In 1992, only 8.4% of charities reported employing the use of a fundraising consultant or
third party fundraiser (Figure 4, page 20). Out of the 683 campaigns that were registered
with the government, only 60 (8.8%) employed an outside fundraiser.
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More important, fundraisers collect a relatively small portion of the charitable dollar.
In 1992, they helped conduct campaigns that grossed just over $4 million. While that
figure is not insignificant, it pales in the light of the $100 million plus collected by all other
charities.

It is important to note that the data does not distinguish between the types of outside
fundraisers. That is, it is not apparent whether a charity used fundraising counsel or a third
party fundraiser. This is an important distinction to make since it impacts on the practices
involved and how the fundraiser was compensated.

) Those using outside fundraisers retain less of their gross earnings than those who use
“in-house” staff or volunteers.

In Figure 5 (page 21) there are two boxes containing three pie charts. The single pie
chart in the first box represents the total funds raised in Alberta in 1992 ($112.5 million).
The pie is split into three parts. Each part of the pie represents the share of monies raised
by charities with different fundraising cost ratios.

Of all the funds raised in Alberta in 1992 ($112.5 million), almost three quarters (or
$83 million) went to charities who retained over 70% of the funds for charitable
purposes. (Indeed, half of the entire $112.5 million actually went to groups retaining
between 80% and 90% of it for charitable purposes.) About 11% of the $112.5 million
(or $12 million) went to groups who retained between 50% and 69%, and only 16% of
the $112.5 million raised went to groups who reported retaining less than 50% of the
money they raised.
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The large pie chart in the second box also represents the total funds raised in Alberta
in 1992 ($112.5 million). This pie is split into two parts — one representing the share of
monies raised by charities who conducted their own fundraising campaigns ($108.4
million) and those who used outside fundraisers ($4.1 million). The small pie chart to the
right represents the $4.1 million in funds raised by those charities using outside fundraisers.
Almost 80% of this $4.1 million (or $3.1 million) went to non-profit groups who actually
spent more than half of it on fundraising costs.

The contrast between the two types of cost ratios is striking, but several things must be
kept in mind. First, a high fundraising cost ratio is not necessarily indicative of fraud or
abuse. There are many valid reasons for high fundraising costs (see DISCUSSION BOX
on page 22). These include the type of campaign being conducted, the average size of the
donation and the age of the charity. Second, the amount of money raised by fundraisers is
quite small proportional to the size of the amounts being collected by the non-profit sector
as a whole. One cannot look toward high fundraising cost ratios among non-profits
employing outside fundraisers, and extrapolate that they are the cause for high fundraising
costs ratios in the industry as a whole. At best, they are a marginal factor in the debate.

The contracts that non-profits sign with outside fundraisers are perhaps the more
important consideration. For example, it is percentage or fee based compensation that
causes some of the greatest concern among other charities, professional organizations and
regulators. Information of the provisions in these contracts was not made available. This
information is key in determining whether there has been compliance with ethical standards.
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4. CONCLUSIONS

Arriving at a definitive conclusion on any of the above data is difficult. First, the quality
of the data is heavily dependent on the accuracy of the non-profit groups in their financial
disclosure reports. Second, the data was generated without a consistent definition of what
constitutes “fundraising costs” and “charitable program expenditures.” As such, the data
may not be directly comparable across charities.

Yet, the data is not without any practical value. The information is helpful on an
aggregate level since it does provide a window on some of the broader trends in charitable
fundraising. We know that the great majority of non-profits raising funds within the province
of Alberta are relatively “small operators” and that despite their numerical superiority over
larger charities, they do not dominate fundraising in the province. About 25% of all monies
raised within the province went to cover “fundraising costs” as defined by the charities
themselves, but the amounts allocated to cover these costs are highly variable depending on
a charity’s unique circumstances and a number of key factors that may be out of their direct
control. Larger and more established charities tend to retain for “charitable purposes” more
of the funds they raise as compared to smaller charities. Those charities using outside
fundraisers are likely to have higher fundraising costs, but in Alberta, most charities do not
use outside fundraisers. Most charities opt for relying on “in-house” staff and a team of
dedicated volunteers to raise the money they need to fulfill their mandate. Outside
fundraisers play only a marginal role in the fundraising that goes on in the province.

To increase accountability within the charitable sector, their have been calls for
charities to disclose financial information about the costs of their fundraising. On the
surface this may seem a reasonable idea, but there are other factors to consider. For
example, suppose a door-to-door campaign were to lead off with telling the potential donor
that 30¢ of every dollar donated will be used to cover the direct costs of fundraising and
that a further 20¢ will be used to cover administrative costs. What would happen? Some
people would be so outraged to learn that only half of their money would be going to a
charitable purpose that they would slam the door shut. Yet, comparatively speaking, many
government programs deliver only a portion of each budgeted dollar towards their direct

purposes.

The fact is, most people grossly underestimate the expenses associate with fundraising
or delivering programs. The average member of the donating public may not possess a full
awareness of the broader context of fundraising, and this is necessary to make proper use
of any financial information being disclosed.

If the purpose of disclosing fundraising cost information to the public is to help donors
make informed decisions about which charity to give their money to, the information
provided will not likely accomplish this objective. In fact, such information may mislead
rather than inform simply because of the lack of reporting standards on what constitutes
fundraising costs and what constitutes program expenditure.

What would be useful, however, is finding the means for non-profits to evaluate
fundraising performance and determine whether their organization is making the best use of
its fundraising dollars.
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Notwithstanding the fact that charities must disclose fundraising costs and revenues to
an external audience, it is curious to note that most charities do not know how to manage
fundraising cost and revenue information internally. For example, do charities track
fundraising cost information? How does a charity track the information? Can the
information be used to improve future fundraising performance?

The use of guidelines for cost effective fundraising would enable charities to track
results and guard against poor fundraising performance. * There are several model
guidelines that are developing which allows charities to evaluate their fundraising cost
performance. There are four types of measurements typically used in these various
guidelines. #

1. THE MEASURES

a) Percentage rate of return is used to evaluate how well a solicitation message translates
into donations. For example, in an initial donor acquisition campaign conducted
through direct mail, a positive response rate of 1% can be considered successful. If
results fall below 1% the organization should examine the list used to see if it was the
best available and that it matched the type of project. The organization should also
check the mail package to assess whether each item was helping the appeal message.
To arrive at the percentage rate of return, simply divide the number of responses
received by the number of solicitations made.

b) Average gift size measures the cost to solicit against the income produced. The average
gift size may be increased by asking for a higher minimum gift in the solicitation, but
organizations should not increase it unless they are reasonably confident their potential
donors will respond. Asking for a higher minimum gift opens the chance of reducing
the number of responses, and this may not fit a mailing that is recruiting new donors.
To arrive at the average gift size, divide the total amount of contributions by the
number of gifts received.

c) Average cost per gift measures the average “profit” per gift or the cost of raising a
dollar. To arrive at this measure, divide the total of fundraising costs by the number of
gifts received.

d) Program cost percentage measures each fundraising method, technique, program,
activity or event for its own cost effectiveness. Since each program performs
differently, it is important to measure programs individually. To arrive at the program
cost percentage, divide the program’s total costs by the total contributions received and
multiply by 100.
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2. SOME PROPOSED GUIDELINES

Guidelines which outline appropriate fundraising costs are now being developed
within the charitable sector, but there is disagreement among charities and their fundraisers
on these guidelines. As a result none have been formally established. Part of the problem
stems from the fact that charities are not the same in how they conduct fundraising, nor
does any particular type of fundraising perform in the same way for each charity. Program
costs and program results vary because of factors such as the organization’s popularity and
reputation, access to donors, availability of volunteers, access to corporations, management
expertise, financial success and the management skill and experience of the fund raising
professional. ¥ Despite these difficulties, attempts to define appropriate criteria for
evaluating fundraising performance continue:

A. Bottom Line Cost Percentage

This easy to understand measure simply boils down the sum total of all fundraising
expenditures and revenues received to one percentage number (eg. 25% of all donations
spent on fundraising). Bottom line cost percentages indicate the profitability and
productivity of a charity’s complete fund development program. To arrive at the bottom line
cost percentage, divide total fundraising costs by the total gifts and multiply by 100.*

One should always use caution when using the “bottom line” as the only measure of
cost effectiveness. Alone, it is inadequate and can lead to a misunderstanding of the levels
of performance for each individual fundraising method. For example, an organization may
receive an inordinate amount of bequests in one year. The bottom line cost percentage
results would thusly be inflated and unrepresentative of the true performance of the fund
development program. Measuring each fundraising program helps to verify how well its
results relate to the other programs’ performance.

As another example, the cost and time required by volunteers and staff to maintain an
annual giving program remains a valid expense every year, as fundraising progress begins
at the bottom of the pyramid of giving. Big gifts are unlikely to arrive unless time and
energy are first invested in annual giving programs within the bottom tier of the pyramid.

Simple fundraising cost percentages (or ratios) are helpful, but their most useful
purpose is for internal evaluation of the performance of an organization’s fundraising
program. Fundraising cost ratios may not be a good tool for reporting an organization’s
fundraising effectiveness to the general public since they can vary greatly based on a
number of circumstances unrelated to program efficiency and effectiveness. The bottom
line cost percentage method of assessing fundraising cost effectiveness has been heavily
criticized: *

«  This type of information is new to the public and they might not fully understand what
cost ratios actually represented;
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» There are no comparative studies or guidelines available to charities or the public
which measure cost ratios. Therefore, misinterpretations are likely;

« It is questionable whether the public should choose to support charities by comparing
their fundraising costs Charities are not the same in how they perform fundraising, nor
does fundraising perform the same way for every charity; and

« Disclosure proposals based on cost ratios may prove to be harmful to public giving,
which is now based on trust, perceived public benefit and charitable intent, rather than
income and expense comparisons.

B. Reasonable Cost Guidelines

A second measure of fundraising costs are so-called “reasonable cost™ guidelines.*
These can be applied to measure cost effectiveness and to demonstrate future capacity for
productivity. The guidelines employ averages that have been developed from actual
experience in many charitable organizations and are based on mature fundraising
development programs that have been in operation for at least three years. *

Each of these measures should be applied separately to individual fundraising methods
used by the charity in order to monitor progress at regular intervals. Each fundraising
" method has its own level of reasonable cost, so true comparisons between institutions are
difficult. A more fair comparison is to measure similar institutions, method against
method, using the following “reasonable cost” guidelines:

»  Direct mail donor acquisition or constituency building generally costs $1.25 to $1.50
to raise $1.00, plus a 1% rate of return on all lists used in the mailing;

» Direct mail donor renewal and constituency retention costs about 25¢ per $1.00 raised
plus a 50% rate of renewal among donors of the previous year;

»  Special events and benefits cost 50¢ per $1.00 raised;
«  Corporation and foundation solicitation costs 20¢ per $1.00 raised;
»  Wills and estate planning costs 25¢ per $1 raised; and
»  Capital campaigns cost 5 - 10¢ per $1 raised.

Most, if not all fundraising programs, must begin with basic donor acquisition — even
if it is the least cost effective method. It is costly to seek out new donors. Basic retention
of the donor base is also costly, but it must be continually undertaken because

maintaining and renewing the donor base is essential. When donor involvement in a
charity first begins to occur, donors typically contribute relatively small amounts as they
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are at the bottom of the so-called “giving pyramid.” Once donors’ increase their
commitment to the charity, they can be encouraged to consider more substantial gifts.
This development process is ongoing, and the aim is to build a strong base, constantly
recruiting new donors to add at the bottom of the “pyramid” so that the potential for
progress to the top will be greater. *

Results of research in the U.S. suggest that mature development programs should be
able to reduce costs to 20 cents per dollar raised, leaving a net of 80 cents delivered to the
charity. But, a special pressure for new and smaller charities, along with those just
beginning formal development programs, is the unrealistic desire for instant results.
Sometimes, newer and smaller charities are desperate for inmediate gifts to cover operating
costs. They may be tempted by offers of quick cash with no work on their part. *

However, a minimum three year investment in building a pool of interested and
committed supporters is still the best way to go, so that traditional, proven, acquisition and
retention methods can become effective and offer a sound base from which to seek major
gifts further down the road.

In sum, there are no easy ways to build a solid base of committed donors. The speed
of results is dependent on how quickly board members and volunteers make the personal
commitment to give funds and solicit funds from others. *

There is truth to the axiom “it costs money to raise money” — fundraising costs are an
investment. But, mature fundraising programs should still demonstrate highly “profitable”
performance. This can be shown through the use of program budgeting. Program
budgeting is a method where each fundraising program is viewed as a separate fiscal
operation with a direct comparison made of its complete expenses against the gift income
it produces. Direct costs include expenses for printing, postage, telephone, travel and the
like. Indirect costs are more difficult to track, but they include percentage of staff time
given to each program plus a corresponding share of their benefits, and a percentage of
office operations as overhead. Charities should also keep track of gift income by purpose
or restricted use.

Donors expect reports on how their money is spent, which requires fund accounting
practices. It is important to report to all donors about the good use of their money. Such
communication confirms the fulfillment of donor intent as well as progress in fulfilling the
mission. Audited financial statements should report gift income clearly, as well as how the

money is used.

Fundraising programs can be successful and well managed at a reasonable cost level,
even below the reported national average of 20 cents on the dollar. Demonstrated cost
effective programs will build public confidence in charities and in professional
management of fundraising activities. ¥
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C. Return on Investment (ROI) Analysis

Although a standard formula for determining a reasonable return on investment
(i.e. donations given as a portion of fundraising costs) is not yet agreed upon, it is
generally agreed upon that a simple bottom-line cost percentage alone is an inadequate
measure of performance. Different kinds of fundraising activities cannot simply be
compared with others.

A recent project outlined in the Philanthropy Monthly (March 1993) establishes a
suggested acceptable return on investment for charities on two primary dimensions:

(i) The fype of fundraising activity, (narrowed to 10 specific activities in the study).
Different fundraising activities have to be evaluated separately because some are
simply more cost efficient than others. For example, initial donor acquisition efforts
always yield a lower return on investment than renewal efforts;

(ii) The average size of donations (narrowed to six specific ranges in the study).
“Reasonable” cost efficiency depends on the average size of donations and the
corresponding number of donors. For example, an organization spending $350,000 to
raise $1 million from 20,000 donors each giving an average of $50 may be considered
“reasonable.” It is highly unlikely that spending $350,000 to secure a single $1 million
gift could be considered “reasonable.” Therefore, any suggested minimum return on
investment would include a sliding scale that varies according to average gift size. **

Available industry data was used to construct a set of minimum ROIs by comparing
the average returns for different fundraising activities and average gift size. These
minimum ROIS appear in Figure 7. The data represents reasonable costs for mature
fundraising programs of three years or older and was developed by drawing on the actual
experience of the charitable industry in the U.S. given the variable costs of different types
of fundraising campaigns. To our knowledge, no similar data is available for the Canadian
sector.

An ROI of 100% indicates that the amount of gifts received exactly equalled the
amount invested. Any amount above 100% indicates fundraising expenses exceeding
contributions, while any percentage below 100% indicates a net income.

Figure 7 suggests that fundraising costs for campaigns designed to elicit large
contributions from corporations, governments and wealthy individuals are lower than those
campaigns intended to raise smaller contributions from a wider range of first-time donors.
For example, a corporate campaign yielding an average donation of $20,000 should only
cost 15% of the total raised. But, a campaign seeking out first-time donors who then gave
gifts averaging $7 each could very well cost twice the total amount raised.
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Fundraising activities which cost more than they raise may set off alarm bells because
expenses exceed the return. But they should not. Given the type of campaign, the size of
the donation and the number of donors, this can be considered “reasonable.” This type of
campaign is a sfart-up activity — an investment in a larger and ongoing fundraising effort.
Thus, specific fundraising cost ratios cannot be labeled as ethical or unethical. It is the
practices of charities that must be considered. For example, it may be unethical for a
charity to conduct a donor acquisition campaign that fails to generate net revenue, but only
if that charity does not take those first-time donors identified in the original campaign and
secure a second donation through a donor renewal program that can generate net revenue.

The availability of ROI minimums makes it possible for organizations to evaluate their
fundraising cost performance. They also enable comparisons of actual ROIs against
suggested ROI minimums at the end of each fundraising activity. For example, Figure 7
indicates that it may not be unethical to acquire a donor’s first gift through direct mail, at
100% of the fundraising cost, or even at a loss, depending on the average size of the gifts
that the campaign yielded. But, it is perhaps unethical to do so if there is no follow-up
through an adequate donor renewal program soliciting further gifts from that donor.
Established direct marketing fundraising programs that produce less than two thirds of their
income through donor renewal should be suspect. While direct mail fundraising programs
do produce net income, their greater value to a non profit organization is to provide a prior
donor base from which major donors who produce significant net income can be identified
and solicited through appropriate methods.

Percent of Donations
Spent on Fundraising

200% 143% 125% 100%
143% 100% 7%
50% 50% 33% 25%
7% 7% 50% 50% 256%
25% 20%
25% 18%
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20%
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It is unwise, if not unethical, to fail to upgrade as many donors as possible from direct
marketing programs to major donor solicitation programs such as major gifts and planned
giving. It is also imprudent, if not unethical, to incur unreasonable costs or pay more than
fair market value for fundraising staff or outside counsel, printed materials, prospect lists,
computer or other outside services, etc., and other such program needs, regardless of the
fundraising ROI percentage achieved. It is unethical to invest in capacity building without
also making corresponding investments in other net income producing activities.

Fundraising efficiency should not be confused with fundraising effectiveness. The
objective of an institution’s program should not be to spend as little as possible each year
to raise money, but to maximize the net. For example, a program that annually produces
$2 million at a cost of $160,000, or 8% may look good and is indeed efficient, but one that
produces $3 million at a cost of $300,000, or 10% is presumably of more help to the
institution because it is bringing in $860,000 more. While the objective should be to
maximize the net, there are limits beyond which it is impolitic if not unethical to spend
money to raise money.

The ROI formula above is intended for use by all voluntary non-profit organizations
controlled and directed by unpaid, volunteer boards and those who want to avoid unethical
fund raising costs and practices in pursuit of their missions.

D. The Fundraising Efficiency Index

A fundraising efficiency index was also developed in the U.S. as a way for potential
donors to compare charities. ¥ In order to determine an organization’s fundraising
efficiency, Form 990 financial statements (which tax exempt organizations file with the
IRS) were used as a statistical base. There are two basic indexes, arranged in order of
revenues directly supplied by the general public:

(i) The Program Commitment Index measures the amount of total funds that an
organization commits to fulfilling its charitable mission as opposed to paying for
fundraising expenses. This ratio should be analyzed with caution since many
organizations may be a part of an affiliated group and could be sending their funds to
the national organizations or vice versa;

(ii) The Efficiency Index measures the amount of funds raised from the general public that
are made available for the organization’s general purposes.

The indexes clearly have their limitations. For example, some organizations like the
Shriner’s Hospitals do not report any fundraising costs because the costs are handled on
behalf of their member affiliates. Some large organizations, like the YMCA, do not appear
on the list at all because they do not consolidate their affiliated member organizations.
Finally, the data base for the survey, the Form 990 financial statements, are no more
reliable or consistent than the organizations that filed them.
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1. AUS. STUDY

A recent U.S. report on fundraising efficiency observed that experienced donors
usually try to evaluate fundraising efficiency by looking at the percentage ratio of
fundraising cost to direct public support — that is, how much a charity had to spend to raise
one dollar of public contributions. ® The assumption here, is that the lower the ratio the
more efficient the charity is at distributing money to worthy causes. The report used
measurements not unlike the ROI Analysis to compare the costs of fundraising. The report
used information from Form 990 financial statements and additional information from the
charities themselves, especially the total number of gifis received during the year from
individuals, corporations and foundations. Based on that information, the average
fundraising cost per gift and average gift size was calculated.

Since charities may understate fundraising costs by charging a portion to “educational”
programs, the report used National Charities Information Bureau information to adjust the
fundraising costs based on a review of the educational materials that charities send out with
their fundraising solicitations. If the educational amount turned out to be more than 40%
of the total costs, an adjustment was made to keep the educational cost to no more than
40%, a reasonable cutoff according to most non-profit experts. In analyzing the list which
was developed for the report, it is best to compare charities within groups. The median cost
is what’s reasonable for that group. The fundraising cost per gift column shows how much
of a gift goes to fundraising efforts.

2. R CANADIAN STUDY

In 1992, a study was conducted by a graduate student in the MBA program at the
University of Ottawa entitled, -Raising Effectiven: itable Organizations. ¢
As background to the study, the following observations were cited:

a) As of 1988, Canada is entering its third decade of a continuing decline in giving to
charitable organizations;

b) Individuals choosing to refrain from making charitable gifts say that they suspect their
funds would be misused;

¢) Corporate donors place a high level of importance on knowing enough about charitable
and non-profit organizations to choose recipient organizations.

This background review suggested a need for charitable organizations to be effective
and efficient in the manner in which they approach potential donors, and the methods they
use to try and convince potential donors to give. As the number of charitable organizations
continues to grow and the funds available to support them diminishes, potential donors are
becoming increasingly critical of some of the approaches used by charitable organizations.
The corollary to this argument is that contributions from individuals and organizations
might be expected to increase if they knew the recipient organizations better, and they were
assured that they would make effective use of all donations.
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The purpose of the study was to evaluate the relationship between efficient fundraising
and the types of information that is supplied to potential donors, both individuals and
corporations, during a direct mail campaign. The study presented the following findings
as a result of a survey of approximately 50 charitable organizations, having their head
office in either Vancouver or Oftawa:

a) The effectiveness of fundraising is affected by the information that is sent during direct
mailings to potential donors. In particular, a statement indicating tax receipts will be
issued for all contributions will generally have a positive impact in the mailout;

b) Mailouts should include information about the organization’s accomplishments, details
of why the gift is being sought and benefits the donor will receive by donating to the
organization;

¢) The more efficient methods of fundraising include direct mail campaigns to current
donors and telephone solicitations. Methods with lower efficiency were direct mail
campaigns to new, prospective donors and special events.

3. THE CCAE AND CASE STUDY

In 1988, the Canadian Council for the Advancement of Education (CCAE) struck a
Task Force to examine the issue of reporting standards for fundraising activities of
Canadian universities and colleges. Currently, there are no formally accepted standards
for such reporting. The Council for the Advancement and Support of Education (CASE) in
Washington, D.C. and the U.S. based National Association of College and University
Business Offices (NACUBO) have done a great deal of work in this area. The two
organizations collaborated on a report published in 1982 entitled, Management Reporting
Standards for Educational Institutions: Fund Raising and Related Activities. All CCAE

members received a copy of the report. ¢

The Task Force then conducted a survey amongst its members, and found that of the
32 CCAE members who returned the survey, 23 were familiar with the CASE standards but
only 3 followed the standards in full, while 16 followed the standards only in part. In the
U.S., it was noted that institutions that use the CASE Management Reporting Standards
still include non-approved items, such as revocable trusts, in campaign totals.

In addressing the issues surrounding reporting standards, the CCAE Task Force asked
who would benefit from such standards. If there was no perceived benefit by the
institutions, would there be any incentive to conform to any standards? It was also
important to determine how institutions currently evaluated program or project
effectiveness and what gifts might be included in public reports so as to better their
understanding of the level of diversity among institutions. Another survey was developed
by the CCAE Task Force. A total of 152 surveys were mailed out and 49 were used as a
basis of the survey results.

Of the survey’s respondents, 89% supported reporting standards, but the level of
support weakened to 81% on the question of standards enhancing the acceptability of
fundraising reporting with external users. In response to the CASE Management Reporting
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Standards, 75% said that they were useful standards, but needed modifications. CASE
Management Reporting Standards need to be “Canadianized” and it would be useful if
institutions answer honestly and completely and comparisons are made between similar
institutions.

As a result of the survey findings, CCAE recommended to “Canadianize” the CASE
Standards, provided workshops on evaluating program effectiveness and examined the
impact of uniform reporting by member institutions. Recently, CCAE presented a report
with modifications to the CASE Management Reporting Standards. There are two sections
to the report:

A. The Gift Revenue Report

The primary reason to report gift revenues is so that the proportion of gift revenues
coming from various constituent groups, the designated destination of gift revenue and the
amount of gift revenue attributed to various fundraising programs can be better understood.
The report cites four basic gift sources — corporations and corporate foundations, charitable
foundations, individuals, and city, regional and other government support. Money provided
through transfers from provincial or federal ministries or gifts in kind such as land, pledges,
premium payments received to maintain life insurance policies, revocable trusts,
expectancies for bequests, property which the institution cannot include in its asset base,
gifts received by third party organizations like City Foundations, and revenue for research
were not included.

The study suggests reporting gifts as going to one of nine designations: faculties or
departments, chairs or professorships, student aid and support, libraries or museums,
equipment, research, physical plant development, athletics, or unrestricted. Types of
solicitation programs include annual giving, major gift or capital comprehensive program,
planned giving, and bequests. Supplemental information that an institution should track
include the number of alumni records, the number of persons solicited, and the number of
bequests and planned gifts realized.

B. The Advancement Expenditures Report

This section of the report noted that practicality and feasibility have been the guiding
principles in the development of guidelines and definitions as they relate to expenditures
allocation. It is unlikely that these guidelines will conform with current practices for most
institutions. After all, this diversity has created the demand for guidelines in the first place.
This approach is an attempt to make it possible for all those who are responsible for
managing such programs to “speak the same language” to report costs by the same rules.

The four main categories for allocating costs include administration, development,
alumni costs, and other. Two or more purposes may be served simultaneously by activities
associated with the broad categories of fundraising, alumni relations and other public
relations. For the purposes of the report, the assumption was made that all activities are
undertaken for a primary purpose. Secondary benefits from these activities may occur, but
no allocation of expenditures is to be made for these secondary benefits. To date, the
CCAE has not reached a conclusion about how reporting standards can be implemented
given the diversity of their membership.
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One of the authors of the ROI Analysis recommend investing more money into
fundraising to increase the cost effectiveness of charities’ fundraising programs. ¢ Using
an industry standard of 15 percent average fundraising costs, the non-profit sector (in the
U.S.) spent about $16 billion in 1988 to raise $104 billion and net $88 billion for charitable
programs. If the sector had invested $25 billion in fundraising could it have raised $140
billion and netted $115 billion? Research indicates there is a vast untapped potential for
giving in the United States. “ According to one source, the current rate of growth of giving
is 10% to 12%, and if the non-profit sector were to increase fundraising budgets and invest
the money wisely, could there be a corresponding rate of growth of giving? If fundraising
budgets were increased by 12%, this could double the U.S fundraising budget in six years
from an estimated $19 billion in 1990 to $40 billion in 1996. Non-profit boards should be
encouraged to invest more money in asking more donors to give more money.

Individuals give because they are asked to give, not because they have the potential to
give or because non-profits set goals for them. Therefore, investing in fundraising at a
faster rate is required. Effective asking costs money. It involves needs assessment, case
development, market research and feasibility studies, prospect research, fundraising
planning and budgeting, volunteer solicitor recruitment and training, volunteer solicitation,
gift processing and acknowledgement, donor recognition, donor record keeping, results
analysis, and fundraising performance and evaluation.  Research on the economics of
fundraising shows that there is a direct relationship between fundraising expenditures and
results. ¢

However, translating fundraising potential into actual results cannot be accomplished
simply by increasing budgets. Instead, there are nine guidelines for investing more money
in fundraising wisely. “

1. ATTITUDE

Set aside negative attitudes towards fundraising and fundraising costs. There are both
legitimate concerns and uninformed negative attitudes toward fundraising costs. For
example, new donor acquisition efforts usually cost 75% to 150% of what they raise. To
be effective, fundraising investors must accept that such performance is considered
reasonable by virtually all members of the fundraising profession and by most non-profit
board executives. Investing more money in new donor acquisition broadening base of
support is essential to increasing giving at a faster rate of growth.

2. MATCH EXPENSES FOR EVERY FUNDRAISING EFFORT

Budgeting and accounting systems should be set up to match expenses with related
revenue for each and every fundraising effort. Budgeting, accounting and evaluating
fundraising expenses and related revenue effort by effort may be new to non-profits, but it
is vital if non-profits are to invest more money in fundraising wisely. The cost data is the
most significant. Many fundraising operations have sophisticated analysis for the revenue
side of their other fundraising equations, but they include little or no cost data.
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3. RECOVER COSTS FROM RELATED GIFTS

Recover fundraising investments (costs) from related gifts. Recovering investments in
fundraising by deducting costs from related gifts when they are received is an uncommon
practice today. However, no accounting concept could be more important for the non-
profit sector. If there is a vast untapped potential for individual giving and if costs can be
deducted from related gifts, there must be a vast untapped source of funds to spend on
fundraising. All fundraising costs are deducted from somebody’s gift. At the end of a fiscal
year, non-profits in effect deduct all fundraising expenses from unrestricted, direct public
support gifts.

If non-profits are to spend money on asking at a faster rate in order to increase giving
at a faster rate, they need to take a bonafide investment approach to investing more money
in fundraising. They need to start testing the overt deduction of the money they have
invested in fundraising directly from the the gifts their investment generates. Non-profit
boards should invest money in fundraising. Fundraising managers should submit requests
for fundraising investments and then spend the money approved. The accounting
department should recover the funds invested by the fundraising investors from related
gifts as they are received.

If investors in fundraising can literally invest in, rather than spend on, fundraising, then
what they will need is more working capital to invest, not to spend, and the amount of
working capital needed to invest in fundraising will be a fraction of the total amount of the
money needed to spend. Non-profit boards will be able to set up revolving fund budgets
for investing in fundraising. Grant makers will be able to provide interest free loans,
revolving fund grants, and recoverable grants to enable grantees to expand their
fundraising efforts.

4. INVEST PROPERLY

Invest by appropriate categories of fundraising. Requests submitted to fundraising
investors should be presented by categories appropriate for making wise investment
decisions. Separate investment decisions, should be made for the following categories of
activities related to fundraising.

a) Fundraising investments in the capacity building category are essential for long term
increases in the rate of growth of giving. Capacity building produces no income and
therefore cannot be evaluated in terms of return on investment. It includes; assessing an
organization’s capacity to raise money; board recruitment and development; development
of a clear mission statement; setting goals to achieve mission; long range strategic planning
to achieve goals; marketing programs and services; accounting and financial reporting;
fundraising market research; major campaign feasibility studies; setting up donor records
systems; setting up other fundraising office systems. Since capacity building produces no
income, investments in this category cannot be matched directly with specific gift receipts
from which these investments can be deducted. Capacity building investments are long
term investments that must be charged to general operating fund and taken from reserves
or funded through a capacity building grant.
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b) New donor acquisition and related categories are intended to broaden a non-profit's
base of support from individuals. New donor acquisition efforts are income producing, but
they are usually not expected or intended to produce net contributions. Most, if not all,
direct, variable costs associated with new donor acquisition can be deducted from related
gifts as they are received.

¢) Individual donor renewal is the category of fundraising activity that produces net
contributions from the second, third and so on gifts from prior individual donors. Donor
renewal is expected to be efficient and focuses on retention and upgrading of prior donors.
It includes major individual annual gifts, special gifts, capital gifts, and gifts for
endowment. Because of the large margin of profit all the costs associated with donor
renewal can be deducted from related gifts as they are received.

d) Planned gifts should be invested in separately from other donor renewal activities.
Planned giving activities are directed toward those annual donors who respond to requests
to consider making bequests or other deferred gifts. It should be invested in separately
because the related costs occur many years before the income is received. Once a planned
giving program begins producing cash income, current year planned giving costs can be
deducted from unrelated cash planned gifts received.

e) Grant seeking from corporations and foundations generally produces net income, even
with the first grant. Because of the large margin of profit, all the costs associated with grant
seeking can usually be deducted from the unrestricted portion of related grants as they are
received.

S. GIVE INVESTORS USEFUL INFORMATION

For investing in all fundraising activities except capacity building, fundraising
investors need information that will enable them to determine if each proposed investment
is projected to have the desired rate of growth and a reasonable fundraising cost percentage.

The fundraising cost percentage should present expenses, projected results, and
projected cost percentages. The request should show the net return for last year, the
projected rate of growth, the projected number of gifts, and the average gift size. This
information will show the projected net return on investment and the projected annual rate
of growth that net return represents. Investors will be able to see if the sum of the projected
net returns is equal to or greater than the goal for financing the program services planned
for the following year. Investors will also be able to see if the projected overall rate of
growth of net return on investment is equal to the goal of growth.

The accounting system should be set up to match and report the actual expense and
related revenue for each fundraising effort, in the same format as the budget. Actual
expenses and results can then be compared with the budgeted expenses and projected
results so that more accurate budgets and projections can be made in the future.
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6. KEEP COST PERGENTAGES REASONABLE

Keep fundraising cost percentages reasonable. Projected fundraising cost percentages should be reviewed
during the budgeting process to assure that they are reasonable for each type of activity. Figure 8 contains a
recommended cost percentage chart that can be used as a guideline.

* Fundraising Cost Perceniage BROADENING THE BASE: RAISING NET DOLLARS:

equals fundraising expenses

as a percent of total (New Donor Acquisition, First Gifts, (Donor Renewals, Major Gifts,

contributions Special Event Promos, etc.) Planned Giving, Foundations, etc.)

Average Gift Size Range Objective Maximum Objective Maximum

$1,000,000 + 4% 10% 2% 5%
$500,000 - $1,000,000 5% 10% 2.5% 5%
$250,000 - $500,000 6% 12% 3% 6%
$100,000 - $250,000 8% 14% 4% 7%
$50,000 - $100,000 10% 16% 5% 8%
$25,000 - $50,000 12% 20% 6% 10%
$10,000 - $25,000 14% 24% 7% 12%
$5,000 - $10,000 16% 30% 8% 14%
$2,500 - $5,000 18% 40% 9% 16%
$1,000 - $2,500 25% 50% 10% 18%
$500 - $1,000 30% 75% 12% 20%
$250 - $500 40% 100% 14% 22%
$100 - $250 50% 100% 16% 25%
$50 - $100 50% 100% 20% 30%
$25 - $50 75% 125% 25% 40%
$10 - 825 100% 150% 35% 50%
$5-$10 100% 150% 50% 75%

Under $5 100% 150% 50% 100%



Criteria for determining reasonable fund-raising costs for each proposed fundraising
investment vary according to the following two dimensions:

a) Objective: A broadening of the donor base (eg new donor acquisition) is not expected
to produce significant net gifts, and costs of 100% or more can be reasonable. Raising
net dollars, usually from prior donors, should cost less than 30% on average;

b) Projected average gift size: For example, reasonable donor renewal costs can vary
from 2%-5% for a $1 million average gift size to 50%-100% for an average gift size
of $250 or less.

Fundraising investors should keep in mind that if 80% of the money comes from the
20% who are major donors, then actually 90% of the net money comes from these donors
as the cost percentages for major donors are 5% to 15% while gifts from the other 80%
percent of the donors might cost 20% to 50%. But, tomorrow’s major donors are among
today’s 80% that are at the small to modest level, and even those that today give little have
their place in philanthropy — even at a 50% fundraising cost.

7. THE BOTTOM LINE COST PERCENTAGE

Do not try to lower bottom line cost percentages. Fundraising investors should not
pursue an investment policy of lowering overall annual fundraising cost percentages by
reducing efforts to broaden the base. In the long run, doing so significantly reduces the rate
of growth of net contributions. In addition, there are no reasonable performance criteria
for determining the reasonableness of fundraising efficiency when acquisition data are
combined with renewal data, when major gift data are combined with small to modest gift
data, or when capacity building costs are included.

Although legislators, regulators and the media continue to focus on the bottom line
fundraising cost percentage, they need to discover other methods of exposing fundraising
abuses without creating or reinforcing negative attitudes about fundraising costs. Bottom
line fundraising cost percentage can be used as one tool for helping them identify
potentially abusive situations that warrant further investigation, but high cost percentages
are not abuses, in and of themselves, so other criteria must be applied in order to determine
if an abuse has actually occurred.

8. TEST NEW FUNDRAISING EFFORTS

Always test the organization’s new fundraising efforts. To the extent possible new
fundraising efforts should start with modest a investment on a test basis.

9. LEARN FROM EACH INVESTMENT

Learn from each and every fundraising investment. Fundraising investment requests
should be accompanied by data about the results of previous fundraising investments so
that subsequent ones can be based on evaluations of the performance of previous efforts.
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As part of this research project, a series of regional consultation forums were held
across Canada in November and December of 1994. In Ontario, workshops were held in
Toronto, Ottawa and London. One session was held in Montreal and two sessions were
held in Atlantic Canada — one in Halifax and the other in St. John’s. Three sessions were
held in the Western Canadian cities of Edmonton, Calgary and Vancouver. Representatives
of various Canadian charities, fundraising firms and charitable organizations attended the
sessions to discuss six topics:

a) Management issues such as cost effectiveness and fundraising practices,
b) Professional issues such as the accreditation of fundraisers and a code of ethics;

¢) Government regulation, prior approval and changes to Revenue Canadak “80/20”
rule;

d) Third party fundraisers, percentage commissions, donor lists and disclosure
requirements;

e) Public education and communication; and
f)  Other issues of accountability.

In the Appendix, Matrix 1 details the major themes and questions that forum
participants were asked to consider. In addition, the matrix outlines some of the main
conclusions reached at each of the workshop sessions. A consensus began to emerge at the
consultations with respect to the following:

1.  MANAGEMENT AND COST ISSUES

In six of the nine workshop sessions, it was mentioned that the industry needs to come
up with an agreement regarding a set of industry standards or “guidelines” to measure the
cost effective performance of charities.

In four of the nine sessions, it was acknowledged that the industry will have
difficulty in achieving this agreement because of the diversity amongst charities, their
missions and the variety of fundraising programs. However, there is a general
willingness to proceed in identifying at lest some minimal guidelines on what
constitutes cost effectiveness.

Participants were unclear in terms of who should set the guidelines. At least one
workshop argued that the larger charities should grab the lead on this front. There was little
to no support for government intervention.
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The consultation sessions reveal that the industry is concemed about the singular
emphasis being placed on the fundraising cost issue. Three sessions report that other non-
financial indicators (eg. outcomes, provision of services, impact on the public) are just as
important a performance measure.

In over half of the meetings, participants expressed a clear concern that the public and
government has misunderstood the “long term objectives” of fundraising. High
fundraising costs today can pay off in terms of higher donations tomorrow and highly
increased returns on investments over time. It was mentioned that the dominant thinking
on this issue has to be turned around from fundraising “costs” to fundraising
“investments.”

2. PROFESSIONAL ISSUES AND A GODE OF ETHICS

The accreditation of fundraisers and others active in the charitable sector was clearly
supported in six of the nine consultation sessions. Participants felt that accreditation would
help in the development of industry standards and would aid in quality control. It would
recognize experience and enhance the general credibility of the sector.

Participants were unclear on where people should go for accreditation. It was
mentioned that a two or four year program at various community colleges could be
developed, but no consensus on this particular aspect of the discussion emerged.

In only two of the sessions was accreditation clearly ruled out. For those
participants, the cost of accreditation was an issue. For others, it was felt that
accreditation was more a question of “control” than actual education - accreditation
cannot guarantee good practices.

Every workshop session lent full support to developing an industry-wide code of
ethics. It was felt that such a code would help preserve the credibility of the sector and
clearly outline industry practitioner’s social responsibilities and commitments to the health
of the sector. There was less agreement, however, on what a code of ethics should include.
The most popular ideas that emerged were:

a) A prohibition on percentage/commission fees charged by professional fundraisers and
a series of stipulations outlining the proper relationship of a charity with a professional
fundraiser — including a “model” contract;

b) The inclusion of sanctions against those who breach the code, such as a loss of industry
certification; and

¢) A “donor’s bill of rights” which would stipulate that the donor’s interest is legitimate
and must be served.
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3. GOVERNMENT REGULATION

There was a strong consensus that government approval prior to conducting a
fundraising campaign was not an acceptable form of regulation. It was commented that
pre-approval is really a form of overkill to get a few bad practitioners.

But, participants did not totally rule out government involvement. While many argued
that an industry code of ethics, would help curtail abuse, some mentioned that official
sanction in the form of government enforcement would be a necessary corollary to self
regulation.

Several sessions made mention that it was simply too easy for an organization to
achieve charitable status and a Revenue Canada charitable tax number. Participants urged
government to review the definition of a charity and tighten the rules.

It was also agreed upon by about half of the working sessions that Revenue Canada’s
“80/20” rule was an impractical measurement of the cost-effectiveness of charities and
difficult to apply across the board. Once again, the main problem is one of accounting
differences, and the need to first get agreement on proper cost allocation.

4. THIRD PARTY FUNDRAISERS

Several themes emerged regarding the management of relationships between charities
and professional fundraisers:

a) About half of the workshop sessions mentioned that percentage based or commission
type fees were an unacceptable form of compensation. Some participants argued that
government should put in place legislation making the practice illegal. There were,
however, a few participants who argued that this relationship was a contractual matter
and that fundraisers should be allowed to set their fees as discussed with their clients,
but fundraising firms should be registered.

b) There was clear support for the idea that charities - not fundraisers — must retain 100%
control and ownership of any donors’ lists.

c) It was generally agreed that donor’s should be given forthright answers about a third
party fundraiser’s involvement in a campaign - but only if they asked. Some
participants were inclined to take a harder stand, saying such disclosures should be
mandatory, but they were in the minority.

S. PUBLIC EDUCATION & COMMUNICATION

The charitable sector recognizes that public education and communication with the
donating community is a top priority in building and maintaining confidence in the sector.
As a result of the consultation meetings, several themes on on this topic emerged.
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a) Charities should provide more than just “cost-data” and information about fundraising
costs, since cost information is highly specific to each charity and the type of
fundraising campaign. Other types of information that should be conveyed include
more information on the charity’s programs and a breakdown of how each donated
dollar is utilized.

b) Many participants argued that charities should not make attempts to compare their cost
efficiency with other charities when disclosing financial and cost information to
potential donors. Information given to the public must be easy-to-understand and
avoid overly complex scenarios. As a result, boiling down cost efficiency into one
gross or net figure can be misleading.

c) An interesting idea coming up in the discussion was the placing of a ban on
“extravagant” claims by charities. It was argued that this could be handled through an
industry code of ethics.

6. AGCOUNTABILITY ISSUES

There was general agreement that boards of directors should be responsible for
upholding the integrity of their organization’s fundraising campaigns. Participants in
favour of setting certain criteria to this effect were unanimous in stating that the criteria
should be developed by the industry, not government. Some participants advocated that
the Canadian Centre of Philanthropy (CCP) should take a lead role with respect to setting
these criteria. It was widely recognized that boards of directors currently lack information
on what their responsibilities are with respect to fundraising. More education and
information should be made available to boards of directors so they are aware of their
responsibilities.

With respect to fundraising cost disclosure, three sessions mentioned that “gross and
net” financial information was probably the only way financial information could be easily
communicated. But, as already mentioned, participants felt there are problems with this
approach.

Less consensus emerged on the “public education™ vs. “fundraising cost” issue.
Several sessions mentioned they could not come to agreement on the issue. Some argued
that public education is a “built-in” opportunity inherent in fundraising, and as such, cost
allocation should be permitted.

7. CONGLUSION

Participants are aware that there are problems of accountability and credibility within
the sector, and they are willing to take steps to solve those problems. For the most part, the
sector wants the opportunity to tackle these problems themselves. Although the sector may
want to leave the government with only a limited role in the process, government
intervention in the form of legislation which provides for the enforcement of an industry
code was not totally ruled out.
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Maintaining and enhancing the reputation of the non-
profit sector is vital if charities are to succeed in
accomplishing their missions. To be successful, charities
must enjoy an excellent reputation in the minds of the
general public.

Little Canadian research has been done on donor
attitudes towards charities. Matrix 2 (in the Appendix
section of this report) identifies several American and
British studies. Most of these studies were prompted by
recent news stories on charitable fundraising scandals.
The studies have attempted to measure the effect of these
highly publicized scandals on donors’ attitudes towards
charitable fundraising, and how they felt the sector might
be best regulated.

Various public opinion studies also reveal that people
generally retain a positive view of charities, but they are
aware that some engage in less than ethical practices, and
some routinely waste resources given them by donors. In
the absence of specific Canadian data, a look at some U.S.
data is instructive.

One study conducted in the U.S. for the Council of
Better Business Bureaus (1990) showed over 80% of
respondents being “very or somewhat concerned” about
the amounts that charities spend on activities not directly
related to their stated charitable purpose (Figure 9). The
same poll asked respondents how trustworthy they felt
charities were today as compared to ten years ago. Over
half felt that charities had become less trustworthy in the
last decade. Almost 75% of the respondents indicated
more regulation of charities was needed.

In general, the various studies and polls under
consideration reveal that charities retain a certain level of
public confidence and support, but it is guarded. Support
for charities is by no means indefinite nor guaranteed.
Yet, addressing charitable sector accountability without
due care has its pitfalls as will be seen in the Epilepsy
Canada case, to be discussed further on in the report.
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To protect charities’ donors, clients and even charities’ themselves, governments
around the world have developed a series of legislative regulations affecting fundraising to
both prevent perceived abusive practices and encourage charitable giving. Matrix 3 (in the
Appendix section) outlines federal and provincial regulations affecting charities in Canada.
Because charities are deemed to provide a public benefit, both federal and provincial
governments have in place at least some minimal encouragements for the non-profit sector.

There are four basic methods that the federal government employs to enhance and
encourage charitable activity:

a) Direct financial aid through grants, bursaries, etc;

b) Indirect financial assistance by exempting charitable organizations from taxation
and providing tax relief to donors;

¢) Providing a stable legal framework within which charity can operate with
assurance; and

d) Regulation and supervision of charities to ensure the public has confidence in the
sector.

1. FEDERAL LEGISLATION

The piece of federal legislation governing charities in Canada is the Income Tax Act.
Under the Act, Revenue Canada requires non-profit groups wishing to take advantage of a
“tax free” status to first register with the government. Once registered, charities are exempt
from taxation and can issue official tax deductible receipts to those who donate money or
other resources to a charity. -

Under the Act, Charities must also disclose to Revenue Canada the amounts spend on
fundraising and amounts paid to third party fundraisers. Charities must commit at least
80% of receiptable donations to their charitable activities, spending no more than 20% of
receiptable donations on administrative costs and fundraising - the so-called “80/20” rule.

However, there is evidence that charities do spend more on administrative and
fundraising than the “80/20” rule suggests. Data from non-profits raising funds in Alberta
(1992 reports filed under the provincial Public Contributions Act) indicate that the
charitable sector in that province — on average — spends about 25% of donations on
fundraising costs alone. ® Several groups of charities, particularly those raising less than
$100,000 annually, have reported spending upwards of 40% of their donations on
fundraising. ¥

Despite this apparent anomaly, instances where a charity’s license has been revoked
under the Income Tax Act are extremely rare, if not non-existent.
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In November of 1990, the federal government released a discussion paper focusing on
issues of public accountability and the amounts going to professional fundraisers. The
discussion paper indicates that government officials cannot completely hold the charitable
sector to account, and that the public interest is best served when charities are self
governing and accountable directly to their community. The legislative framework
proposed in the discussion paper takes into account checks and balances which impose
performance standards on charities while ensuring that the public interest is served. *

However, the single most important key to accountability in the charitable sector is an
open process. This approach encourages self discipline by charities, opens then to public
scrutiny and enhances confidence in the sector by the public and the community it serves. *

2. PROVINCIAL LEGISLATION

Provincially, Alberta, Manitoba, Prince Edward Island and Ontario have all enacted
legislation affecting charities and charitable fundraising. However, only Alberta and
Manitoba have legislated comprehensive regulatory schemes for the sector. Prior to the
Alberta court decision in Epilepsy Canada, both pieces of legislation include a “pre-
approval” process where charities wishing to raise funds in the province have to register
first with a provincial or municipal authority. Officials can reject applications for a number
of reasons — including insufficient funds going to the charitable purpose. This provision
permitted approving authorities to deny licenses to some charities contracting with
professional fundraisers if not enough of the amounts raised, pursuant to the contract, were
going to the charity. *

3. THE ALBERTA GOURT DEGISION

The right of provinces to enforce this kind of legislation was restricted following an
Alberta Court of Appeals decision in June of 1994. In 1993, Epilepsy Canada filed a
statement of claim against the provincial Attorney General in Court of Queen’s Bench,
claiming that Sections 3, 5 and 6 of the Public Contributions Act violated freedom of
expression as guaranteed in the Charter of Rights and Freedoms.

While the trial court ruled against Epilepsy Canada, the Court of Appeals overturned
the decision, declaring the three sections of the Alberta Act unconstitutional. The court has
given the Alberta Legislature until April 30, 1995 to amend or replace the legislation. In
March of 1995, new legislation was enacted in the Alberta Legislature. (For a brief
description of the legislation, see page 48).

Alberta’s Public Contributions Act, enacted in 1951, called for the registration of
charities and the filing of information for those soliciting public donations. In 1965, as a
result of a much publicized case of embezzlement and forgery by an official of the
Canadian Cancer Society, the Legislature amended the Act. Charities were now required
to apply for authorization before they could solicit for public contributions.*
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In arriving at their decision in Epilepsy Canada, the Court of Appeal determined:
a) That solicitation is a form of expression deserving of charter protection,;

b) That the aims of the legislation — protection of consumers from misleading
solicitations, the diversion of funds to fundraisers, and the promotion of efficient and
productive charities — were not substantial enough to permit a limitation of freedom of
expression;

c) That the discretionary power given the authorities under the Act to be particularly
disturbing. The Court decided that there were almost no limits on this power except
bad faith. To refuse or revoke a license for “any reason considered to be in the public
interest” was too broad and “unreasonable;”

d) That the the limitations on expression were not proportional to the mischiefs aimed at;

e) That the Act could apply to other groups other than charities, especially political or
advocacy type groups, whose right to free speech is critical; and

f) That the prior approval process was deemed unnecessary. Other jurisdictions rely on
reporting and registration, which should suffice. The limitations were not the least
intrusive measures available? *

The Court cited examples of how the legislation could be applied to unjustifiably limit
freedom of expression:

“Does the legislation allow government to prevent
solicitation for funds to help the poor if there are already
organizations canvassing for the same purpose because it
is inefficient — splitting the yield — or may annoy potential
donors — reducing the total yield? " *

4. REACTION TO THE EPILEPSY CASE

The decision drew a number of different reactions. Some charities responded by
stating that they feared the court challenge could relax present laws, leading to fraud and a
slow erosion of public confidence. *

Before the case went to trial, Calgary Herald columnist Don Martin wrote an article
entitled, “Tight Rein Needed on Charities.” The article cited several instances where
the Calgary Approving Authority was able to prevent certain “questionable campaigns”.
Martin expressed concern that the Approving Authority might lose its ability to approve
campaigns in the future if Epilepsy Canada were successful with its challenge. He
stated that:
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“Regulation breeds credibility. A free market brings a

free for all. And if Calgary is flooded by questionable
causes, donors will have just cause to question their
support for anyone.”

Responding to Mr. Martin’s article in a letter to the editor, Mr. Geoff Pickering, a
partner of the Calgary based fundraiser GWE Group Inc., took the opposite view. He
wrote:

“The Public Contributions Act is nothing more than a gag
order on constitutionally ordained not-for-profits. It is an
insult to hardworking board members and volunteers of
organizations which are struggling to survive.”

In a press release, the Better Business Bureau of Calgary and- Southern
Alberta,stated that:

“It is absolutely essential that every organization
approaching the public for support of their cause, declare
in advance what the money will be used for. We believe
that it is critical to disclose before the fact what
percentage of the donations will actually go to the cause
Jfor which funds are being raised. The charitable giving
community should not support campaigns where the
majority of dollars raised go to questionable, marginal
projects, at a cost that is outlandish. There is no greater
area in which the trusting public is more vulnerable than
this one.” *

Following the decision, several newspapers prominently displayed the results. An
article entitled “Fundraisers' rights violated”, reported the results of the decision. %

In response to the decision, Mr. Geoff Pickering issued a statement, saying that
while it may be legal for the province to enforce the current legislation for another
year “..whatever moral authority they may have possessed to do so has now
evaporated.” ¢

In another editorial, one writer observed that:

“with municipalities unable to vet and license fundraising
campaigns, a new breed that contracts with charities to
run their public solicitations at a substantial profit will be
turned loose on Albertans.”
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Purposes of the Act:

The purpose of the Act is to:

Ensure the public has sufficient
information to make informed
decisions when making contributions;

Protect the public from fraudulent,
misleading or confusing solicitations;

Establish standards for charitics and
professional fundraisers when making
solicitations.

Disclosure of Financial Information:

Charities and their fundraisers are to provide
donors (if requested) with:

a copy of the most recent audited
financial statements;

the portion of gross contributions
reccived during the charity’s last
financial year that were used directly
for charitable purposes and not for
administration or other purposes.

Registration Requirements:

No charity raising more than $10,000
per year (gross contributions) may
solicit for funds unless the
organization is registered.

No professional fundraiser may solicit
for funds unless the fundraiser is
licensed and has posted a security

and paid a fee to the government.

Agreements With Fundralisers:

No charity may use a professional
fundraiser unless the charity is
registered.

Charities wishing to use a
professional fundraiser must have in
place an agreement outlining the
terms of remuneration, the duties
and responsibilities of both parties,
an estimate of contributions to be
received and provisions covering
the creation / ownership of any
donor lists.

Certain practices have the potential
to undermine the essential trust
relationship between donors and the
charitable sector - especially those
which violate a key principle of the
philanthropic exchange - the ban on
private benefit or “gain.”

How can donors be made aware of
the fundraising practices of charities?

Disclosure of financial information
alone is often misleading because
there are no agreed upon standards
on how to allocate costs.

How can charities and donors
differentiate between education
costs (incurred as a result of
legitimate charitable activity) and
JSundraising costs? Both often occur
through the same activity.

What constitutes “reasonable”
fundraising costs?

Should a one-time community
project - such as raising money to
pay for a needed surgical operation -
be required to register just because
that operation costs $15,000?

Should questionable practices
already identified by the sector (eg.
percentage-based or commission
type contracts and shared
ownership of donor lists) be
prohibited?

Should agreements between
charities and outside fundraisers be
made public?

Preserve the essential trust
relationship between charities and
their donors by promoting ethical
practices.

Provide the public with both financial
financial statements and information
about fundraising practices.

Encourage charities to develop
common standards regarding the
identification of administrative and
fundraising costs.

Require the disclosure of fundraising
practices.

Develop a range of criteria for
registration based upon fundraising
practices.

Raise the registration threshold
amount to $25,000.

The regulations accompanying the
Act could include a provision
requiring charities to publicly
disclose the terms of the contracts
they sign with outside fundraisers.
This would allow donors to be more
fully informed and would provide
charities with incentives to employ
“good” fundraising practices.



Observing the regulatory approaches taken by others allows an opportunity to
predict possible responses to the issues facing the Canadian charitable sector and allows
an evaluation of the appropriateness or inappropriateness of certain types of regulations.
Governments in both Britain and the United States actively regulate charitable
fundraising activities. A more detailed survey of these countries’ regulatory schemes
appears in Matrix 4 (located in the Appendix).

1. REGULATION IN THE UK

Britain has a long history of regulating charities. In 1853, Parliament passed an Act
setting out numerous requirements for charities. More recently, in 1992, Parliament passed
the Charities’ Act, which included a pre-approval process and a limitation on the shares of
public contributions that can be retained by fundraisers.

An article reporting on the acceptance of the Charities Bill by the House of Lords
indicated a favorable response, but “...the bill was not without its problems”. The clauses
causing the most concern required professional fundraisers to give details about their
remuneration and the proportions in which the proceeds would be distributed. There is a
genuine fear that the clause would lead to a reduction in fundraising, as agents acting for
charities (such as direct mail companies) would be required to state details of the method
by which they are being paid. ©

It is important to note that England does not have a constitution guaranteeing freedom
of expression or freedom of speech in the same fashion as does Canada or the U.S. The
British Parliament has much broader jurisdiction in legislating various activities, including
charitable fundraising activities. In Canada and the United States, regulation of certain
activities is limited by constitutional guarantees of individual freedoms, which allow
people to challenge legislation on the grounds that it violates a “constitutionally protected
freedom.”

If comparable British legislation were adopted in Canada, the Charter of Rights and
Freedoms may be invoked to limit or eradicate the legislation. The ability to identify and
assess the British regulatory regime can only provide a general framework for
understanding the current legislative environment in Canada.

2. FEDERAL REGULATION IN THE U.S.

The federal government regulates charities through the Internal Revenue Code (the
corollary to Canada’s Income Tax Act). The Internal Revenue Service (IRS) is the arm of
government responsible for monitoring charities in the U.S. The Internal Revenue Code
defines the types of organizations exempted from taxation and which may issue official tax
receipts for contributions. Once receiving their “tax free” status, charities must file an
annual return to the IRS. These returns must be made available for public inspection at the
organization’s principle place of business.
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Federal tax legislation provides no intermediate sanction against charities other than
the revocation of their tax exempt status. A charity’s tax exempt status may be revoked if
its activities indicate it is not being operated as a charity, or its activities result in an
individual receiving private benefit or “gain.”

It is widely viewed in the U.S. that society benefits from the application of private
wealth to specific purposes in the public interest, but also from the variety of choices made
by individual philanthropists themselves as to which activities to further. Such
decentralized choice-making is seen to be more efficient and responsive to public needs
than the cumbersome and less flexible process of government administration.

As of December 1993, there were 540,040 organizations exempt from taxation under
the Internal Revenue Code. Of these organizations, about 485, 000 were public charities
and 54,700 were private foundations. ¢

Charitable organizations, maintained by tax exemption and nurtured by the ability to
attract deductible contributions, are a reflection of the American philosophy that policy
making should not be totally contained within the government sector. * Few aspects of
American society are characteristically more “American” than the nation’s many volunteer
organizations and both the time and money given them by its citizens. Underpinning the
presence of these volunteer organizations is the practice — perhaps a deeply ingrained habit —
of philanthropy (private giving) which provides a substantial resource base for the U.S.
volunteer sector. ¢

3. U.S. STATE GOVERNMENT REGULATION

Over the years, state governments have become quite active in the regulation of the
non-profit sector. Pennsylvania, California, Connecticut and Oregon, among others, have
all passed regulatory legislation. Provisions of such legislation have included:

a) Registration of fundraisers and reporting requirements on the amounts turned over to
fundraisers (eg. Connecticut);

b) Disclosure requirements which force solicitors to make accurate statements to
potential donors about the charity’s involvement with a fundraiser, etc. at the time of
solicitation (eg. Pennsylvania); and

c) Provisions holding boards of directors personally accountable if their charity enters
into an agreement with a fundraiser which results in a breech of their financial
responsibilities to the organization (eg. Oregon).

In the United States, state regulation of charitable solicitation is a contentious
issue. Both charities and the fundraising profession have expressed their views on the
matter:

“FEW ASPECTS

OF ANERIGAN SOCIETY

ARE CHARACTERISTIGALLY

MORE “AMERIGAN™ THAN

THE KATION'S MANY

ORGANIZATIONS AND

BOTH THE TIME AND

MONEY GIVEN THEM BY

TS GITIZENS.”



A. The Views of Charities

(i) Gift solicitation in the United States is a constitutionally protected act of free
speech. Despite this, more and more states are regulating charitable solicitation. This
new found vigor damages the legitimate fundraising process. Charitable fundraising
is over regulated. ¢

(ii) The priority should be on discovering new ways for charities to police themselves and
work cooperatively with regulators. ®

(iii) When regulation fails, the real losers are legitimate charities. Misleading appeals
siphon away donations from worthwhile causes and undermine public confidence in

charitable giving. ™
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B. The Views of Professional Fundraisers:

(i) In the U.S., one fundraising firm in particular caused most of the problems catching
the attention of state regulators and Congress. The firm sent out solicitation letters
containing a small box with “Warning Signs of Cancer.” Because the letters were
dubbed a “public education” tool, the cost of sending the letter was listed as program
expense. ™

(ii) State regulators did not consult with members of the fundraising profession in drafting
legislation and developing new regulations. Earlier successes with a more
collaborative approach within the spirit of cooperation had dissipated because of a lack
of follow up and pressure for from the fundraising field at the state level. ™

(iii) The problem is greatly exaggerated. Attorneys General have an unfounded bias against
commercial fundraisers. ™
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To understand the evolution and development of charitable regulation in the U.S., it is
important to grasp the principles and arguments adopted by the U.S. Supreme Court in
three constitutional cases (for more details on these cases, see Matrix 5 located in the
Appendix of this report). The most recent case, Riley vs. National Federation of the Blind
of North Carolina (1988) saw the Court strike down sections of North Carolina’s Charitable
Solicitations Act which placed limits on the fees that professional fundraisers could charge.
A fourth case involves the revocation of a charity’s tax exempt status. This case is still
pending in U.S. federal tax court.

The three cases address legislation (developed at either the state or local government
level) regulating fundraising costs. In the cases, legislation which imposed a fundraising cost
percentage limitation on charitable fundraising, was challenged. In two cases, a charity’s
fundraising costs were not allowed to exceed a certain percentage of the total revenues
expected. Charities were required to justify their fundraising costs to a government
approving authority before they could solicit the public for financial contributions.

In all three cases, the U.S. Supreme Court struck down the government regulation. In
brief, the Court ruled the following:

a) Charities should not have to obtain permission from a government authority before
communicating with the public;

b) High fundraising costs are not indicative of fraud;

¢) When charities ask for money, they also educate the public and it is inappropriate for
states to regulate educational or advocacy activities for charitable organizations.

The ability of state governments to regulate charitable fundraising has been limited by
these court cases. Despite this, more states today are regulating certain fundraising
practices by demanding disclosure of financial information, enforcing tough standards in
financial reporting and making charities’ boards of directors more responsible for
regulating their own fundraising practices. States with this type of regulatory scheme
include California, Connecticut, Pennsylvania and Oregon. Regulatory activity has
increased significantly in the past few years for a number of reasons. Most importantly,
authorities cite growing abuse of donors by certain fundraising practices.

For example, a report from the Public Charities Unit (a joint program of the
Connecticut Attorney General and Department of Consumer Protection) reported in 1992
that telemarketing brings in an average of 70¢ on the dollar to the fundraiser and only 30¢
cents to the charity. ® In addition, there have been numerous reports by local and national
media on certain fundraising practices that have created scandals. The scandals have not
only affected the organizations which were reported, but have reflected negatively on the
entire charitable sector. A U.S. state regulator has said:
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“Anybody can start a charitable organization, go out and
raise money, and as long as I'm giving something to a
charitable purpose, I am pretty much untouchable unless
someone can prove fraud. Court decisions have told us
that you cannot assume that just because a charity is
giving five cents of every dollar raised, that's fraud. And
there are charities out there everywhere, doing exactly
that.” ™

A critical turning point on this issue is a current case in the U.S. Tax Court, where the
Internal Revenue Service and the Independent Sector (an umbrella group of various
charities) are actively defending the revocation of the tax exempt status of a charity that
had a contract with a professional fundraising firm that raised over $27 million but where
the charity received only $2.5 million.

There is also action on the U.S. legislative front. A recent House Ways and Means
Committee proposed certain amendments to the Income Tax Act to address the issue of
private benefits extended to for-profit companies soliciting on behalf of charities.

As a result of this spate of recent Supreme Court decisions, numerous law review
articles have appeared in the United States. Some of these reviews have advanced more
arguments supporting the rulings, while others have attempted to show where the Court had
failed in its reasoning. A summary of several relevant articles follows.

1. THE “KNIGHT" REVIEW ARTICLE

Knight acknowledges that extravagance and questionable tactics have surely soured
people’s attitudes toward charitable giving. ® Khnight is critical of the Court’s
recommendation that regulators use “less intrusive” measures than fundraising cost
percentage limitations to guard against charitable fraud.

In particular, Knight targets the Court’s suggestion of publishing detailed financial
disclosure information on charities and commercial fundraisers. Simply having the
government publish and communicate charities’ financial information to the public is
impractical because there is no means of assuring that the specific segment of consumers
being targeted by a particular fundraising campaign will actually receive the disclosed
information. Donors may never discover they have been deceived. Anti-fraud statutes are
really of little consequence when fraudulently obtained funds cannot be traced to any
particular transaction. *

2. THE “STEINBERG" REVIEW ARTICLE

In support of the Riley decision, Steinberg’s review argued that statutes mandating a
low fundraising cost percentage do little to protect donors’ interests. Steinberg argues first
that donors may be willing to support charitable goals which can only be achieved through
a high fundraising cost percentage. Donor interests can be broader than simple charitable
output alone. *
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Secondly, there is nothing in the percentage limitation that prevents a dishonest
organization from misdirecting funds. ®

Thirdly, Steinberg claims that the average fundraising share is itself a misleading
statistic because it does not inform the donor as to the value of “incremental” donations.
As total donations increase, the percentage of funds spent on expenses will decrease as
certain fixed costs are paid off by earlier donations. While the average fundraising
percentage is high, the incremental fundraising percentage, after fixed costs have been
paid, may be lower. *

Steinberg also draws some conclusions about how fundraising by one charity may or may
not effect fundraising by another charity. When charities care only about their own net returns,
fundraising by each charity becomes excessive. If all charities reduced their own solicitation
expenditures, each would experience an increase in net returns. Yet, uncoordinated action by
individual charities cannot accomplish this result. If one charity reduces its solicitation
expenditures alone, the benefit will simply accrue to other charities. *

3. THE “GRAGEN" REVIEW ARTICLE

In this article, the author claims that the concern of most states is that professional
fundraisers retain a majority of the funds, while charities may receive only a small
percentage of the donations. * Cagen too is critical about using fundraising percentages as
a tool for measuring effectiveness, however. The public may be compelled to contribute
only to those organizations with low fundraising costs, unaware that they may have
ineffective programs. Further, many times the reported fundraising costs are simply
inaccurate. ¥

“Certainly the percentages of fundraising and management
costs reported by even the best run charities are something
less than thoroughly reliable and comprehensible. Judging
a charity by its fundraising costs may not be a wholly
reliable way to determine its effectiveness as a charity.
Many annual reports often mask fundraising costs under
such euphemisms as education, public information,
administration and public services.” ®

Despite government attempts to eliminate charitable fraud through strict reporting and
registration requirements, the most powerful deterrent to charitable fraud is public
education. The availability of pertinent and generous information at the time of solicitation
is necessary to ensure an informed contributing public. ©

4. HARRIS, HOLLEY AND MCCAFFREY'S REVIEW

This review focused not only on the constitutional concerns surrounding regulation of
charitable solicitation but also the public’s concerns. Government regulation ensures the
integrity and public service character of charities, providing a substitute for market
mechanisms that influence for-profit organizations. A limit on fees paid to fundraisers may
protect charities against their own corrupt self interest. ®
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On the other hand, the review acknowledges that the use of professional solicitors by
some charities may be necessary for some charities to survive. Fundraising is an important
means for charities to communicate with the public, and many charities rely on solicitors
to enhance their name recognition and make contact with potential supporters. *

S. THE “ESPINOZA” REVIEW ARTICLE

This article criticized all three Supreme Court decisions. In particular, it targeted the
Riley decision with respect to mandated disclosure. In Riley, the Court failed to develop a
balanced conceptual framework to regulate charitable fundraising, resulting in an
unacceptable trade-off of regulatory goals that undermines all interests concerned.
Charities with high fundraising costs should not be prohibited from soliciting
contributions, yet donors should not be prohibited from demanding, through legislation, the
disclosure of fundraising information. Currently, the donor, the charitable community and
government regulators are not equipped to control charitable fundraising. *

The public, spurred by “hard sell” gimmicks, inundated with telephone marketers,
direct mail appeals and aware of “fund raising mill” charities, are responding with
increased skepticism. Declining public confidence and a corresponding decrease in
contributions escalates the pressure for unbridled competitive fundraising. *

The notion that a charity’s “program” speech and its “solicitation” speech are
inextricably intertwined is a fundamental flaw in the Court’s recent decisions. Raising
money is not the same thing as spending it on a program. The two should be separate -
there is no need to equate them. * The protection of charitable solicitation as advocacy
speech also closed the door to effective disclosure regulation and is aimed at letting the
donating public make their own judgments. Equating the use of the charity’s name to raise
funds with public education and advocacy deceives the public. *

The Court should have adopted a more flexible approach to addressing the regulation
of charitable solicitation. There is much difference between silencing a charity and
allowing a charity to use its speech rights as a trick to obtain funds. Charities should not
be muzzled, yet the public should not be misled. *

6. A CONFERENCE ON CHARITABLE SOLICITATION

The program Philanthropy and the Law at New York University School of Law held a
conference in October of 1990 called “Charitable Solicitation: Is There a Problem?”.
Several commentators presented their views on the regulation of charitable solicitation.
One commentator characterized the regulatory attempts cited in the three United States
Supreme Court decisions as misguided.

Fraud may indeed be a problem, but neither regulation of fundraising percentage nor
point of solicitation disclosures do much to stem fraud. Regulations will stem fraud only
by the sheerest of coincidences. Direct enforcement of anti-fraud and private benefit
statutes may be difficult, but it would be no coincidence if they succeed.
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There is a range of policy alternatives that both government and the industry might
consider in addressing the concerns identified by charities and many fundraisers. Matrix
6 (in the Appendix) explores these alternatives in detail, along with the advantages and
disadvantages that each possesses.

1. LIMITS ON FUNDRAISING SHARES

This form of government regulation places a percentage limitation on the amounts of
contributions going to fundraising costs or to a third party fundraiser. While this method
offers perhaps the most hard-hitting protection for donors against perceived fraud, it has
been criticized heavily by industry practitioners. Some members of the industry argue that
high fundraising costs may be reasonable for certain types of campaigns (such as initial
donor acquisition) and not necessarily indicative of poor fundraising practices. Cost
information alone is insufficient to measure the performance of any charity or fundraising
program. Perhaps more importantly, the recent Alberta Court of Appeal decision and the
unsuccessful defense of such legislation in U.S. courts indicate this type of legislation
would be unlikely to pass a Charter challenge.

2. CONSUMER PROTECTION APPROAGHES

Government may also attempt to protect consumers with a “mandated disclosure”
legislation, which requires charities and their fundraisers to reveal fundraising costs to
potential donors or some government agency which then publicizes these figures for publlc
viewing. Donors could then be responsible for deciding themselves whether or not to
contribute to a particular charity based on fundraising cost information.

This method has the advantage of being less intrusive than official limits on
fundraising costs, depending on donor attitudes towards fundraising cost information or
publicity about those charities with high fundraising cost ratios. But, industry practitioners

argue that this method should only be considered with great caution. Like fundraising .

share limits, this method falsely assumes that rating charities on financial information

alone is sufficient to inform the donating public. Also at issue is the fact that charities .

cannot be directly compared on cost information alone given the inconsistencies in how
costs are allocated between charities. It has also been argued by some in the industry that
“point of solicitation” disclosures — where fundraisers are compelled to inform potential
donors about cost information before requesting a donation — is a limitation on the right to
free speech.

3. ENFORCING NON-DISTRIBUTION CONSTRAINT

Underlying the concern over excessive fundraising costs is the perception that someone
may be profiting at donor and charity expense. The “non distribution constraint” is a term
defining “non-profit” It does not prohibit the making of profit, just the distribution of a
profit to those in control of the organization or potentially associated with it.
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If the non-distribution constraint were effectively enforced, much of the incentive for
abusing the fundraising process would be largely removed because profits would become
inaccessible. The best and most direct solution to alleged fundraising abuse may lie in
better enforcement of the non-distribution constraint. It is already recognized as being the
heart and soul of philanthropic activity by the industry. However, the problem of
accounting for fundraising costs is still an issue. In addition, “excessive” compensation
must be more clearly defined. Enforcement of the non distribution constraint could also
increase the costs associated with the regulation of charitable fundraising.

4. DUTY OF CARE APPROACH

Govermnment could also pass legislation which sets out criteria and enforces certain
standards of care to be considered by a charity’s board of directors when carrying out
fundraising activities for the organization. These criteria can be defined by the industry,
government, or both in concert.

Through legislation, boards of directors would be required to fulfill certain conditions
when signing contracts with third party fundraisers. Boards of directors would become
legally responsible for the protection and and enhancement of the value of their
organization’s assets, including such things as the “good name” of the charity and its donor
lists.

This method ensures that government involvement is limited to the enforcement of
standards as mutually agreed upon with the industry, while allowing those most familiar
with the organization’s fundraising affairs to be held accountable for their decisions.

The downside is that boards of directors would have to become more involved in day-
today operations and would be required to focus more on fundraising than directing the
purpose of the organization. Despite this, the fact remains that someone has to be handed
responsibility for the organization’s activities.

There is merit in this approach. It allows the industry and government to develop - in
a spirit of cooperation - standards of conduct which are mutually agreed upon. Coupled
with effective sanctions, this method presents the opportunity of convincing industry
operators of the critical importance of maintaining public confidence in the non-profit
sector.

5. SELF-REGULATION APPROACHES

Industry practitioners are more inclined to explore the self regulation approach. Many
have argued that professional associations of charitable solicitors and non-profit
organizations can develop standards of conduct and more easily urge acceptance of these
rules thus lessening the need to apply sanctions.

Under this approach, industry-wide bodies for charitable organizations would develop
codes of behavior for their members and discipline them for any violations of that code.
Sanctions typically include suspension or expulsion from the organization.
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Self regulation seems an attractive option, and perhaps has much to recommend it. It’s
greatest advantage is that it allows the industry a certain measure of latitude to employ
innovative and creative measures in building public confidence — for example - a “Seal of

Approval” program.

However, as outlined in Matrix 6, self regulation also has its pitfalls. Perhaps the
biggest disadvantage is that self regulating bodies are always under pressure of being
“captured” by the industry - held hostage to current practices and traditions. A self
regulating body which behaves act like a trade association of industry professionals will
offer little promise of increasing accountability in the sector.

Membership in professional organizations and other industry-wide bodies remains
largely voluntary. To date, only minimal success has been achieved on a proper course of
action towards self regulation. Much discussion and debate is still taking place over many
issues, of which fundraising cost allocation and accounting standards are only two
examples. Because of these problems, a mixed system of industry and government
regulation perhaps more to offer.

6. MIXED SYSTEMS

Self interested behavior can lead to an inability on the part of an industry regulating
body to enforce rules on its members. Thus, some component of government regulation,
authority or sanction may be needed.

A mixed system - a marriage between the self regulating framework and statutory
legislation - offers the best of both worlds. It is still practitioner based, yet it offers an
effective vehicle for sanctions. Under a mixed system, government legislation backs up
industry standards such as “duty of care” practices, certain information disclosures and an
industry-wide code of ethics.

For example, a charities board or commission would grant to an industry regulatory
body the authority to admit charities to membership, develop rules of conduct, and
discipline them for violations. Charitable fundraisers might be members of a provincial or
national “Association of Charitable Fundraisers” - a self regulating organization analogous
to the National Association of Securities Dealers. A federal or provincial “Charities Board”
could then monitor the effectiveness of industry self-regulatory organizations.

7. THE ROLE OF THE MEDIA

The pitfalls of government regulation and the problems with industry self regulation
underscore the importance of an independent and critical press to non profit accountability.
In fact, in the U.S., it has been media coverage of the past few years which has led to
increased public scrutiny of non-profit affairs.
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Aside from government regulatory legislation aimed at protecting the donating public
through registration, licensing, disclosure requirements or fundraising costs percentage
guidelines, there are many other avenues available that offer both improved accountability
and protection against the potential for perceived abusive practices within the charitable
sector.

1. ACCOUNTING BODIES

Various accounting associations and organizations may offer opportunities to promote
standards and ethics for charities and professional fundraisers. Increased accountability in
the sector would follow if the accounting profession could develop, in concert with the
charitable sector, a set of appropriate, clearly understood and mutually agreed upon
standards for reporting amounts going to an organization’s “charitable program” and
amounts going to cover the non-profit’s “fundraising costs.” As we have seen, however,
the problem is reaching a mutually agreed upon standard as it relates to the allocation of
these costs.

For example, some non-profits allocate large portions of their real fundraising costs to
public education (a legitimate charitable program expenditure) as opposed to where it
really belongs — fundraising. In the United States, the Council of Better Business Bureaus
(CBBB) noted an increasing number of charity audit reports indicating a significant portion
of direct mail appeals involving both public education and other advocacy-type activities.
Some charities have allocated large portions of their fundraising costs to public education
as opposed to fundraising. Some charities are attempting to hide their fundraising costs by
inappropriately allocating direct mail expenses to the public education portion of the ledger
in their financial statements. *

In response to one set of proposed guidelines on the proper allocation of fundraising -

costs and public education expenses developed by the AICPA, the CBBB argued that the
proposed guidelines would not effectively deal with the problem of accounting abuses, and
do not help inform the donors at the point of solicitation.

The CBBB has therefore made two recommendations:
a) In all multi-purpose requests for contributions, a clear statement should be provided to
donors, at the point of solicitation, that the charity is carrying out its “public

education” or advocacy activities in conjunction with an appeal for funds;

b) Display the public education or advocacy disclosure in a prominent position in the
same or a larger type size as the main body of the multi-purpose appeal. *
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2. PROFESSIONAL ORGANIZATIONS

Several professional organizations have developed to promote standards and ethics for
charitable organizations and professional fundraisers. Matrix 7 examines several of these
professional organizations, which exist at the international, national, provincial and local
levels. In Canada, many of these organizations are chapters that belong to a parent
professional organization with headquarters in the United States.

Although most professional organizations have as their mandate the fostering of
ethical standards and practices, many also provide networking opportunities for their
members. Most professional bodies have also committed themselves to enhancing the
public’s understanding of and support of philanthropy in general.

Whether professional bodies can effectively promote ethical standards within the
industry and provide the public with increased accountability depends on how many
charitable practitioners participate, and the degree to which they feel compelled to place
themselves under the ethical guidelines developed by any association. Those bodies
representing only a few relatively small charities and fundraisers will not enjoy much success.

Currently, membership in the numerous professional organizations which serve the
charitable sector remains voluntary and relatively sporadic. Unless a more direct move
is made towards industry self-regulation which is also backed by mandatory
membership requirements as set out in legislative statute, membership will remain
voluntary, and the ability of professional organizations to actively promote ethical
practices will be limited.

3. WATCHDOG ORGANIZATIONS

Several watchdog agencies in both the United States and Canada now monitor the
activities of operators in the charitable field. These groups, examined more fully in
Matrix 8, remain at “arms length” from both the industry and government, and have had
some impact on promoting ethical standards. They have also served as a place for the
public to lodge complaints.

In Canada, the primary watchdog group is the Council of Canadian Better Business
Bureaus (CCBBB). However, they do exhibit a limited ability to check the activities of
questionable charities and fundraisers:

a) While the CCBBB has acted to fill a real need in the community, it is not possible to
conclude that the need is being properly filled;

b) The BBBs aim more to screen out phony charities, while they should look at
evaluating charities on quality control;

c) There is little evidence to show the BBB is competent to carry out the job of evaluating
charities based on quality in a way that helps the public or the charities which serve it. '®
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Across the border in the United States, several watchdog organizations operate on a
national and state level, informing the public so they can make informed decisions when
giving to a charity.

Many of these watchdog groups apply the charity’s financial information to a set of
standards they have developed and then publish the results of the charity’s performance.
This information helps donors make better decisions about giving, and in turn, gives
charities an incentive to improve their level of performance.

For example, the National Charities Information Bureau (NCIB) helps potential
donors assess fundraising appeals. The advice given to potential donors in assessing a
fundraising appeal includes the following pointers:

(1) Check the name of the organization to make sure it is the charity you think it is as some
high-powered appeals deliberately trade on confusion by soliciting under a name
similar to that of some better known charity;

(2) Evaluate the appeal on the facts it presents and do not be influenced just by a dramatic
presentation or heart rendering description of the general need;

(3) Ask any person soliciting on the telephone or on your doorstep if they are a volunteer,
an employee of the charity or an outside fundraiser. If they are associated with an
outside firm ask about the financial arrangements between the charity or the firm. For
example, is the person working on a commission basis? '

If a contributor really wants to investigate a charity, there is other information available
to analyze its performance. Charities can supply a copy of their audited financial
statements. The NCIB suggests that potential contributors look at the amount spent of
fundraising and the amount received in contributions. A ratio of more than 30% warrants
caution.

However, it must always be keep in mind that calculating a fair fundraising percentage
is tricky. Evaluating the significance of any such percentage is even more difficult.

Watchdog agencies are currently limited to the reporting of financial information and
responding to and informing donors about specific charities. Since the financial
information on which they report is often complex, donors may not fully understand the
meaning of the numbers reported.

Without significant industry cooperation, it is very unlikely for watchdog
organizations acting alone to offer any significant protection against potential abuses
within the charitable sector.
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The environment in which charities work has undergone rapid change. Govemments,
for example, have moved to contain their spending in an effort to reduce deficits. This
has had a double effect on the sector. First, charities have had to increase their
attempts at securing public donations in light of declining government contributions.
Second, charities are today accommodating new groups and concerns that just a few
years ago were directly supported by government.

In Canada, England and the U.S., certain types of fundraising activities in the charitable
sector have caught the attention of the media and various government regulators.
Fundraising campaigns where as much as 80% to 90% of the proceeds went to a for-
profit fundraising company and high pressure telephone sales tactics have generated
extensive criticism.

In recent years, more non-profit groups have turned to professional “for-profit”
fundraisers, who help them conduct their fundraising efforts. Because of some recent
high profile scandals, the public is becoming increasingly concerned about the
practices of some charities and the destination of their charitable dollars.

Research shows that the vast majority of charitable fundraising is done in a forthright
and ethical manner, but the practices of a few charities have the potential to harm the
entire sector. Most of the money in the charitable sector is actually raised by the
charities themselves without the assistance of outside “for-profit” fundraisers. But
because of the shadows cast by some scandals, the public reputation of the entire
charitable sector is being called more and more into question.

Finding ways to respond to questions over fundraising costs is critical. The donating
public has shown increased concern over the trustworthiness of the non-profit sector,
and this must be addressed. Non-profits rely on the goodwill of the public, and a
sterling reputation is necessary for this goodwill to continue. When public confidence
is undermined by the practices of a few charities, the public becomes less trustworthy
of the sector as a whole and less willing to donate to charitable causes.

Some governments and various watchdog agencies have have advocated tighter
regulation of the charitable sector The underlying rationale for this increased
regulation is to enhance the credibility of the sector in the mind of the donating public
by ensuring that practices which abuse the public trust are ferreted out and dealt with
appropriately. But, regulations that simply limit the costs of fundraising may not be
beneficial for the charitable sector.

Charitable fundraising is a very complex issue. While the public is clearly concerned
about high fundraising costs, policy options which simply focus on outcomes (such as
limiting the proportion of donations that may be spent on fundraising costs) may not
be sensitive to the particular nuances of charitable fundraising. By themselves,
such regulation will not improve the accountability of charities in their fundraising.
Such policies may unduly punish smaller and newer charities which often must
engage in higher cost campaigns in the early years, or those who want to tap the
assistance and advice of knowledgeable and professional fundraisers.
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The cost of raising a dollar varies according to a number of factors outside the direct
control of some charities. These factors include the type of campaign being
conducted and the average size of the donation given. For example, industry data
reveals that many charities make little — and can even lose — money when recruiting
new donors. The public needs to understand that new charities seeking new donors
will spend more on fundraising. The same goes for existing charities seeking to
expand their donor base.

Charities aim for a relationship with their contributors that goes beyond a single
campaign. The purpose of a fundraising campaign is to first establish a list of donors
that can be accessed more cost effectively in the future as the average size of the
donation increases from committed donors.

Charitable fundraising costs are an investment in the future development and long
term financial health of charities. Fundraising campaigns yield more than just
revenue — they are also designed to generate public awareness that will establish a list
of donors for future campaigns. This expanded donor list can then be accessed less
expensively in the future. The effort may cost considerable time and money. But,
these costs are justifiable in certain circumstances.

In Canada, the accounting guidelines offered to charities allow a great deal of
flexibility to jointly allocate fundraising costs with public education program
expenses. This allows charities to allocate fundraising costs to program expense when
reporting to Revenue Canada in a way that is consistent with the “80/20”
disbursement quotas.

Legislation which provides for the disclosure of fundraising cost information or
the setting of minimal or “bottom-line” fundraising cost ratios only provides a partial
solution toward enhancing the accountability of the charitable sector and protecting the
donating public. It is not simply the expense of fundraising or the use of outside
fundraisers that is at issue. Part of the solution must centre around certain practices
within the charitable sector that detract from their ability to serve the public trust. Some
guidelines have used cost ratios as a means of providing measurements of cost
effectiveness for various fundraising activities. Cost ratios, however, are limited in how
they can be used for reporting purposes and as a management tool. Bottom line cost
ratios are not helpful in comparing one organization with another given the multitude of

variables that factor into any one organization’s fundraising program. In addition, donors :

generally do not know how to interpret cost ratios to fully understand how their money
is being used. As a management tool, cost ratios are helpful as a primary analytical tool
to assess some levels of fundraising performance, but they do fall short of providing an
in depth analysis of an organization’s development program.

By focusing on the practices of charities rather than variable outcomes, governments
could contribute to the maintenance and enhancement of the charitable sector.
Questionable practices which jeopardize the essential relationship of trust between
charities and their donors have already been identified, and guidelines for ethical and
“best practices” have already emerged within the sector. What may be needed is the
disclosure of practices thereby providing the donor with even more valuable
information than that afforded by a charity’s financial information.
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The disclosure of fundraising practices is an important piece of information needed
to accurately and adequately assess fundraising activities. Percentage-based or
commission type “no-risk™ contracts and shared ownership of donor lists (a critically
important asset to any charity) are two examples of practices that are unethical and
must be avoided. By focusing on the practices of the sector, government may
positively contribute to the maintenance and enhancement of the Canada’s charitable
sector.

By focusing on fundraising practices instead of bottom-line percentages, the door is
opened to a more innovative and creative environment in which to construct public
policy. Among the options available is a model of self regulation combined with
government sanction.

Above all, it must be understood that the heart of the charitable sector is the ban on
private “gain” or “benefit.” This means that no one is to personally profit from the
activities of a non-profit organization. This principle is designed to steer charities
clear of that inherent conflict between “self interest” and the “public interest.” Certain
practices have been identified within the sector as directly detracting from this basic
principle.

Increasing government regulation is not the only answer. There are many professional
organizations in Canada and the United States that have set codes of ethics and
standards of practice for charitable fundraising. The codes of ethics and standards of
practice for all of the organizations identified prohibited the use of commission based
contracts between charity’s and fundraisers. In addition, most codes of ethics
indicated that the list of donors acquired during a campaign belonged exclusively to
the charity. Over the past few years, fundraisers themselves have attempted to
establish guidelines for reporting fundraising costs and for providing management
tools for effective fundraising. In the United States, the accounting profession is now
grappling with the issue of joint cost allocation. In Canada, the Canadian Council of
Better Business Bureaus already evaluates charities based on a number of criteria
including fundraising practices. Charities can voluntarily submit to the evaluation
process of the CCBBB. There are several watchdog organizations in the United States
that actively evaluate charities and their fundraising performance using established
criteria. Several of these organizations have called the attention of the media to
specific organizations and specific fundraising practices.

Recently, there has been some major undertakings in the academic field on the issues
of reporting and evaluating fundraising performance. An important emerging
concept is the idea that fundraising costs should be viewed as an investment. The
investment concept is helping to further shape the way in which organizations can
evaluate their fundraising expenditures. In addition, a study is just beginning to get
underway by the leading fundraising organizations that will attempt to better identify
fundraising costs.
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MATRIX #1: THE CONSULTATION PROCESS

P T e oy Noed 10 define professional lundraissr. Nesd 1 monkorupgrade accrediation and an
?-8395:?3&&53!2%2%33& prreiooirb oot Seif reguiation nﬂhﬂ osﬂ.iﬂ..antss momﬂ-mn
spechl Best way 10 improve cost-efk 9 P Need reguia consultants.
Costs b ncrease revenue and ekum on Fveetment (RO, Value of Charkatie regisvarcn 3481978500 1 not enough - new etandard and esignation nesded. Find common
Is iminished as thers is no on-going monitoring. standards among existing codes. Seif-reguiation is the preferred route.
Accreditation for third party should Any code of ethics
Star are for ding and costs. These shouid be an quires sanctions ¥ & is 1o be meaning ful. Any code of ethics must be simple and be
industry code as opposed 1 legisiation. widely disseminated. A code of sthics for agencies that ralse funds should be combined
with & “donor bil of rights” and existing codes for fundralsers.
Exams and certification shouid be required. A code of ethics is code of
Prior approval
offersd  Impractical as
Ay primartly from
the approp A -0t "00st” Ranges for cost effectivenees couid be  Standards of practice and a code of ethics should address a prohibition on commissions,
used rther than “standarde.” Should be more talk about the positive bensftts rather than the scope (1o exclude gaming activites and sales or merchandising), disclosure and the Insutficient Discussion
the costs. Need & new way 10 measure effectivenses rather than eimply "gross” and "net™ use of (o sofickors and consulkants) and inciude a model
Best approach might involve guideines and sthics that are not based on money. contract regarding third parties.
of studies and examinations would give credibllity to fundraisers and providea  Both lundraisers should be regulated - but preferably by the
e b o oy roact Natonal %Eeﬁnﬁaggﬂg&:;&g one peid (not
caltng costs? Difierent methodoiogies are needed for Giflersnt organizations. Must also 33_8.2.8_625 (the one Essﬂi._&n..u,scv.og
e e ermyna e long and the nesd 10 ShArS CO6TS o, iather this shoukd be mendatory or voluntary. Code of ethics coukd be daveloped, but
) . people may not abide. A breach could mean a loss of certification? inciude third party fundralsers (see Topic #4).
There should be an accreditation process and an agency that polices paid fundraisers.
Accreditation through a formal process will snhance the credibility of fundraisers and
charitable organizations. A code of ethics could address the need to sense s who gets and . . o
maximum retum soclal and the secior. code must include wil donor scquisition is & major education
Egraﬂﬁoﬂumr&cl and o >8aoc.o§.83ﬂu<-v!l For getting a first-time donor should be allowed as a “program™ cost &8
- periormance than just “numbers.” his Is entirely an educationa process (untll there is a donation)
Measuring cost-eflecivensss implles Industry guidelings, which is difficult 1o do. Boards Must ask fist what the evil Is that govermnment should reguiate. s the evil uninformed
are ofen of what Is a cost: campaign. M. is important, but
there are 50 many ways that one measure wil not be applicable acroes all agencies/svents. be
ggggghﬂﬁ?ﬂ&igz e, you can riiel ngh
Fundraising between groupe could be coordinated. Focus on longer erm gain. the donor first. A code would help maintain public trust and integrity of charities. gsagﬁzglgsi
a May want volunteers governed by a code of ethica, but not accredited. Many organizations
e ey cannotaford 0 train pecple by fudraleng. # woukd Bkaly ost 1 accredi the#e pecgle.
angwers. Noed 10 have & set of deiniionsiguideines. Diflerent fundraising shouid  What i@ the purpose of > or requistory? Accrectixtion doss ot
be segregated. Need & Egangoﬁgg:?gi&& guarantes good practice. A code of ethics must exist before accreditation. The question is
this area and (2) guidelines for performance needed. how 1 stop diersputable practiioners from working - will a code of ethics or accreditation
solve this? Public needs 10 know who 10 consult. They now go the the BBBe. protecion and provide for the disciosure of information.
Fundralsers should not have 1o complete studies or pass examinations. The fleid is st
Should measure direct costs of func P should be over sgveral  evolving / developing multifacetad, skils &
yoars 10 cover cycles - annual and multi-year figures shoukd be reported. ROI
are for extemal reporting. Program by program caiculations are A code
good for intemal use. Need to standardize cost caiculations (some organizations get “free’ mission, of iInterest,
overhead). Voluniser should be used as much as possible. require some disclosures donor information, change regarding the functioning and costs of charitable organizations.
donor's ban on compensation.
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MATRIX #1: THE CONSULTATION PROCESS (CONTINUED)

One standard does not fill a)l charities. Must communicate much more than simple financial
F g O need 1o be from “sharis.” Percentage Information. The *80/20" nule ls not a useful tool
fees/commissions should not be aliowed. Third parties should not have access o the sharing will
names of donors. This Is a privacy lssue. Orgar shouid fuily foes lf asked, need clear,
but not up front. required for

protection.
Third party h should be based jees should be -

should be p! o Q “progr Xp moe._ﬂceu and net

Begal Legisiation In this area ls required. Charities should retain sole ownership of donor ehould be rep Details of fund 0 &p (e of costs) Insufficient Discussion
Ista. This should be part of an industry code, but not legisiation. Disclosures should be should be explalned.
compuisory i asked, but not otherwise required.

gguggggﬁoiggg compare efficiency of A single sccountabiity standard cannot be set of al
There Is a need 1o issues regarding third-party aieing eflora Danization, » De mizleactn, Fesi ORI need 1o be developed. This coukd be done by 8 i.naoonﬂe..g.?:nﬂg.!i

it the govemment.
sducation ls needed 10 avoid scandals.
Insufficient Discussion Insufficient Discussion

Stas should be ped that include third party fundraisers. Donor What does disciosure really mean? Annual reports do not tell you much. Many people do %
should be retained by the charity. Results-based compensation should be prohibited. not know how 1o read a financlal statement. Educated donors are those that ask questions.  Training needed for boa mo-au are but many
Lagisiation for third party fundraisers ls also needed, but no legisiation is need 10 restrict not have enough o make
ownership of donor sts 10 the fundralsing organization, expressed. Cost etfectivensss begine donors.

Most felt tha ge-type fees are inap Cliviies, but may be Boards of directorns shoukd meet specific criterta 10 ensure integrity of fundraising
approprista for olher types of fundralsing (8 of ?.l.-a.!.a :..a-_s....s-:a campaigns, but k should not be set by government. The objective s 1o retain credibility.
party fundralsers shoukd not be aliowed 10 own or share ownership of a charlty's donor list. Must educate boards eo that they can be accountable. Dono's lists should be valued by
But, most p: also felt that shoukd not be required 10 make point placing them s an asset on the balance sheet.

Non-profit communication 10 the public is information specific. The potential for scandal
“Third party” needs 10 be betier defined. Pubic needs 1 be betier educated about non-profit pubTz
3‘55% keep or share ownership of donor lists may be a ®dsts bocauss information is ofien difierent from one o the next. The may
contraciual matier, Its @ question of 8.§ don't know ¥ k can be reguiated.

oar hied party funcrn jog thelr and fee o - that's a bullt-in opp: g- No cost shouid be atirbuied.

donor’s responsiblity. Third party fundraisers may discloss information when asked. Costs need 10 be gracuated relative 1 & non-profits years of experience in fundraising.
9.!‘-!«!-6!35? third party Needs 10 be
more hard & fast in piace. g sired. I8 impor isgggéiggﬁigg-g
wo-auo. need 1o be ino and - need 1o make informed Oo...o...-u- _.93!.8.8&5_‘ done (.e. programs) with the funds donated is

decisions. Donor ksts should become the property of the organization paying for the important o gﬂi!&iilg;&;%

fundraising service. Third party fundralsers need 1o make honest disclosures when asked.  “effective” information.

Smaller organizations would suffer with regul of third party

Third party should not be from setling their fees as a percentage of

total money ralsed, but thelc should be critacia deveioped by the CCP 10 register leg Foaliridrivestobr et oyt Eﬁ?su:a-giagiﬂris Boards of irectors should be required 10 meet cerain standards and crtera 1 neure

ﬁgginﬁﬁsgg”#éﬁ:gﬁ In this aree, look 10 models in and law. N od. <s_lo-8 socale s !&.!c o gﬂoﬁ.ﬂfﬁ&!&:ﬂlu.gw«:gg
a should be disclosed, but questions about accounting campaign gross figures are needed show ) cos.

should be referred 10 the charity's office. donom regarding their rights and the need 10 ask questions.



MATRIX #2: DONOR ATTITUDES TOWARDS CHARITABLE FUNDRAISING

The purpose for legislation forcing charitles to disclose certaln fundraising

* ProporTitle: *How Your Charltable Doltar is information is that donors will be better eble to separate legitimate charities from
Spent: A Donor’s View”
This study examined how donors interpret questionable ones. Charities will be more accountabie o the public. The study surveyed, by mall, 350 known donors of
Unpublished Master's Thesls at the f ial disch nts of various three San Francisco Bay area charities, of which
’ i donors Interpret the expenditures in disclosure statements differently from the
San Frenclaco, Cailfomia. health organizations. %i!?%%i%ggs 160 responded (46%).
Deted May 1, 1969 (AICPA), then legislating disciosure would tall to accompiish lts objective - uniess
! ) the donating public became more educated on the issue.
P Tite: C/ . ting: An E gt-uaioo:ﬂ“o..ngstg&a
go:.&.s.ﬁxiﬂ%.&i&.i The purpase of accounting is to provide information 0 satisfy the questions of s charities. A model which listed and prioriized the
Raising users. main types of information relevant to the
This study examined and assessed how
o An article appearing In Flgandial. Information available o donors is used and A definition of accounting is the p ic Information to permit developed. A survey based upon this model was
Accountabiity & Managament, Vol.6 No. 4. viewed by them In deciding whether or not to informed Judgements and a decision by the users of such information. then prepared.
donate 10 a charitable organization. B
o Conducted in This study looks to answer whether the ink ined in charities’ The survey was sent to a sample of known
England. accounting information s useful to vo.o:ﬁ_no:o_d. charitable donors, asking them 10 rale the
importance of certain information in deciding
> Datod Winter of 1990 whether to donats 10 & charkty.
Researchers interviewed 20 experts on charitable
roper Title: “Public Opinion About Chartiable solicitation to Identity the Issues. In the interviews,
qvogwgc__mgtmuﬁoﬁosvcz_o Numerous “focus groups” were held across the U.S. to uncover people’s there was & p d lack of agr about
opinion on charitable solicitation and responses to two basic questions: the Issues, and whether or not a problem even
Research study conducted for the Program of fundralsing practice: exists at all.
Phianthropy and the New York University (1) Are people concerned about the amounts that charities spend on
Schoal of Law. The study was presented at a conlerence fundralsing? Despita this lack of consensus on the issues,
ontilad “Charttable Solicitation: Is Thern researchers proceeded with the public opinion study
Conducted in the United States. Problem?” sponsored by the New York (2) What do people feel Is the proper rolé of government in regulating charitable  p, pousng a series of “focus groupe™across the
w0 University School of Law. solichation? Unitod States. A saries of hypothetical situations
were presented and the views on them collected.
roper Tite: "American’s Attitudes Regurding
Reguistion of Charkable
Organizations.” The study sought to gath onthe c's charities and 000 were by
The purpose of the study was to survey the those organizations who work for them. from generated isis. They
Public opinion research conducted for the CBBB  public regarding thelr attitudes on government were asked a series of questions about
by the Galiup organization nationwide In the regulation of charitable orpanizations. The alm of the study was to Identify and flesh out these impressions, eventually themsetves and their attitudes towards charities.
us. inferring from them the general mood of the public & large towards charities.

*  Dated August 1983.
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MAYRIX #2: DONOR ATTITUDES TOWARDS CHARITABLE FUNDRRISING (CONTINUED)

(1) Owverall, 75% of respondents supported proposed legislation for compulsory disclosure of fundraising information.

(2) About 75% of respondents also feel that a statement of expenditures serves as a "good Indicator” of an organization's (1) The standards used to report charitable expenditures to the public should be revamped to provide &8 more accurate
efiectiveness. understanding among the donor public for which they were intended.
(3) Results showed that despite growing over the fundralsing practices of some organizations, the resp belleve (2) A ) parison b tota) dollars reised and total fu ising costs is inadequate and can be
that their donation dollar is put to appropriate use. a.o_o&So.
4) R Were g y that expenditures could be spread throughout many different axpenditure categories. (3) Compulsory disck of financial and can prove harmful to the giving public, since
they may begin making pift decisions based on | and exp comparisons rather than trust, perceived
(5) Results suggest that disclosure statements, however accurate by p accounting rdg, ase not fully understood Eggﬂgg
by donors. They do not serve as indicators of an organization’s efficiency and etfectiveness on which to base a declsion to
(1) There needs to be a shift in emphasis from financial to non-financial disclosure if charity reports are 1o be relevant
(1)  Of the ten most important types of information, five contained non-financial information and five contalned financial 1o potential d More ik fion should be mad flable with respect to the perk , object
’ outputs, past performance and future plans of charities. This is based upon the argument that donors provide
(2) Reporting of information by charities is dominated by the use of audited financial Information. resources to chalies for aliruistic reasons, not economic reasans.
(2) Financial b ion should be pr d in a more simplified format rather than the traditional audited form,

(3) Financlal information was perceived by the respondents as being relatively less important than other information that Is
g:g dﬂigi information sought by respondents is non-financial, while the most usual

(L)) ?giaﬁzﬁé.&g% 1o the assessment of performance of a charity, a notoriousty
difficult area to measure In the charitable sector.

(1) Respondents had a positive view of charities, but felt charities routinely wasted 25% of the income they raised.
(2) Most groups teli that hiring a fundralser who would keep 80% of 833_8835:. totally unethical. A few thought the

practice should be ilegal. Most were opposed 10 the practice on p - that it would damage a charity's
reputation.. Groups did not object ¥ Etﬂiu&sg

(3) Respondents criticized telep solicitations and methods used by the United Way of America.

(4) Respondents did not think there was a national problem with charitable solicitation, as they felt the public Is generally well
protected by existing laws and institutions. The believed that a charity’s disciosure statements and tax exempt status were
thoroughly reviewed by appropriate reguistory agencles on a regular basls. Cases of fraud and abuse are quickly
Investigated and a charity’s license could be easly revoked.

prox pondents were very Ct

spending on activities not directly related to their stated mission, such as fundraising
(2) Only 33% feit that charities provided gh tion about thelr activities to help them In their decislon 1o contribute.
(3) One third of respondents said charities are less trustworthy than they were a yeer ago, and 62% felt they are less

gggﬂgﬁggnag&cg!ﬁﬁg

(3) Further bl ptable and comp
ggg ting the needs of

measures uo;o::n:ooﬂcn_n_ the
ritable sector should

55&3. defining measures of gg%fgggggtﬁrgs
arive at d d performance
o protect the public:

(1) The amount of money & charity can spend on administration should be limited;

(2) Fraudulent claims or misrepresentations should be vigorousty prosecuted;

(3) Full disclosure laws should be implemented that would enable the public 10 easily find out how much a charity
spendis on administration and fundraising;

(4) The state Attorney General's Otfice and the IRS should undertake active and ! review of charit
activitles.

(1) About 76% felt there ded to be more ry regulation to insure that organizations fulfill the promises they
make 1o donors.

(2) About 67% of respondents sald they felt that an Indep reputable organization other than g was
equally sulted to administer regulations.



The PEI Act requires charities 10 reglster with the
povermnment before they can solick for funds
within the province.

The Act does not address or regulate amounts
going 10 professional fundraisers.

This act does not regulate fundralsing directly.

Rather, & provides the public with a vehicie to

register complaints. The Act employs more of &
10 the regulation

A comprehensive Act dealing with fundraising
fundraisers. Sections of the Act were ruled

The Minister of C P Affairs
quires professk to obtain a
cense and post a bond under the Charitable

MATRIX #3: REGULATION IN GANADA

* Registered charities must file an information retum with Revenue Canada

 Charitles are defined &s organizations where al/ rds charitable activity and where each

Income does not privately benefit @ member or trustee of Sooan:nnao: year outlining recsipts and expenses. Charities must report or disciose any
amounts directly related to fundralsing - including amounts paid to third party

* Charities must disclose amounts pald to professional fundraisers. fundraising agents.

* Charities must spend 80% of receiptable donations on charitable activities. * Information retums can be made public by the Minister of National R:

* Charitable activities do not include administrative expenses such as fundralsing costs.

o« Charities must register with the g before soliciting funds. Reglstration is granted i:

1) there is adequate provision for the charity’s control;

2) there Is reason to believe that the specific purpose of the charity has not yet been satisfied by some
other group;

3 tatthe donls in good faith, NOT APPLICABLE
* The Minister keepe a registry of all charities in the province.
« Registration can be terminated at the Minister’s discretion providing & is deemed desirable in the public
interest.
Ontario’s legislation does not regulate third party fundraisers. The government
* The Public has the right to register complaints about the In which a charity has sollcited funds to 188 Produced a handbook with “guidelines”however:
the Public Trustee's Office. « fundraising is not a charitable purpose - k is incidental;
* the portion of donations going to fundralsing costs should be disciosed, and R
.?v&ﬁgggngBs?gggwgﬁgagsqséEgg shouid be within 20%;
been subsequently dispoged of. e charities should p d cautiously when dealing with a protit third party
fundraiser. Background checks shoukd be carried out;
* The Court may advise the Public Trustee 1o investigate any matter It deems within the public interest. .
Following such an investigation, the Court may order an independent audit of the charity’s books. they are dealing with a
professional fundraiser.
* Authorization to solick for funds must be granted by elther the province or the Clty of Winnipeg through Hap tional agency s invoived In any fundraising campaign, special
the Civic Chartties Bureau. The authorization Is %a?gaﬁoﬂ%oq:g provisions apply belore authorization 1o solicit will be granted:
may be vaild for only a period of time and can be revoked at any time. 1) & copy of the contract must be made avaiable to the & N
* The Bursau will grant authorization (1) the charity has satisfactory local management and a board of 2) remuneration 10 the fundraiser must be expressed as 8 fixed sum or
managers; (2) the accourits are audited when required by the Bursaw; and (3) after 80 days the charly percentage of the profits, and authorities must approve this amount;
fies & statsment of revenues and expenses for the campaign. 3) the fundralser must agree to provide audited financial statements 10 the
The the ch intention of charities seeking public the authorities;
believes insufficient amounts of the funds % be ralsed will go to the charitable purpose, suthorization 4) any contract between a fundraiser and a charity Is not valid until proper
may be denied. tioo (s firet
¢ Charities must be auth d by the g« to solicit funds. This power may be delegated 10 * Any contract entered into with a third party fundraiser must be included with
municipal govemments. the application for authorization 1o solick;
.95._83.!-3?5 authorization. In the application must be the objectives of the campalign, « Al contracts must Include & detalied isting of expenses, the percentage of
jons where solficitation wik occur, the purposes of the money collected and
:ot hol gv_!. 1k Al proceeds the charity is 10 receive, and the duties of both parties.
* Accounts of the campaign must be submitted to the government, which can inspect them. . horization can be rnngggsqﬂagu_gtﬁ.
the Act, i not enough of the funds were going 1o the charkable purpose
* The Minister responsible can make public any information on groups seeking donations. Idering the total RESY%Q-‘EEY

* Authorization may be jed or revoked for any ber of idered to be sufficient in the misused. Authorization can aiso be ked i there s sp as 1o the
pubiic interest. honesty and integrity of the persons conducting the campalign.

Next Page...

ed on



MATRIX #3: REGULATION IN GANADR  (CONTINUED)

A report entitied A Betier Tax Charities was released In November 1990. ltiocused  Responses to the discussion paper by various charitable groupe inciuded theee comments:
on lssues of public accountability and amounts going 10 prodessional fundralsers. Specific Concemns expressed « greater transparency of fundraising costs was desirable;
« all charities must adhere to the same standards - uniform accounting policles in allocating fundraising costs Is important.
* axcessive amounts going 10 fundralsers risks creating a perception harmtul to the entire sactor; s ot be for than
. mors from on costs; Higher fundralsing costs may be Incurred by new charities & they should penalized for higher normal costs.
* charities have an implicit soclal contract with Canadians, and since they rely on the generosity of their donors, they  « fundralsing costs incurred by extemal consultants are not necessarily worse than costs associated with intemal
must be accountable 1o thelr donors; tundraising personnet;
* reguiations must aliow Canadians access to information on varlous charities; « the goal s to achi . ic efficlency. In order 1o retain the confidence of the public, charities must not
« the single most important key to accountability is an open process. This encourages self discipiine just ba run *flawlessly”, they must first of all meet society’s needs.
NOT APPLICABLE NOT APPLICABLE
For several years, the Ontario Law Reform Commission Project on the Law of Charities has been addressing N S
legislation affecting charities in the province. The Public Trustee has made several comments: Responsss to exa.!s.z.rursca have the 9
. . (1) invoh nt of federal, p | and local governments in reguls §2§=‘<§§§8¢§§
(1)) éﬁ?gsggggégéasg It Is to be used for the burden on charities and cause confusion wih " tict it
Revent agency should be the single tral agency for the public
(2) seif regulatory efforts should be applauded, but they alone cannot replace government regulation; @ admin! %ﬁbﬁﬂ.&%gﬂ oo
{3) professional fundralsers should be Ik d. U should be refused and/or revoked If ble grounds (3) falling this, Ontario should set an example to other provinclal jurisdictions by harmonizing its reporting requirements

axist that much of the donations will not go to the charlty for which k was intended, or if the fundratser falis to and reguiations consistent with the Federal Income Tax Act

NOT APPLICABLE NOT APPLICABLE
In June of 1994, The Alberta Court of Appeals nuled certain sections of the Public Contributions Act unconstitutional
The sult was brought by Epiilepsy Canade. They argued that sections of the Act requiring prior approval befors one person responded by arguing that the Act was nothing less than a "gag” order on non-profits, and that the
soliciting contributions were an unreasonabie limit of freedom of expression as guaranteed under the Charter. The Legislature should repeal
gi&g:ﬂﬁdvﬂgiﬂsnﬁﬁeﬁggig {2) the activities the S
legisiation sought 10 curtall did not warrant a Bmitation of this (3) the dt y power of the * others responded that the rufing would y retax laws, the likalhood of fraud and a slow erosion
ooias.!s the legisiation was unacceptable; :ct_oo_urno:saotaggo.ﬁzop-a:?goq of public confidence in the charitable sector;
P was not Y given what other jurtsdictions have used to regulate chavities.  the Better Business Bureau of Calgary and souther Alberta argued that the public is vulnerabla when i comes 1o

fundraiging for charities. Disclosure is critical for the community to know which campaigns 10 support



MATRIX #4: REGULATION IN OTHER COUNTRIES

Britain has long regulated charities, The In May of 1989, the government presented a White Paper outlining their objectives in drafting new

Charltable Trust Act was first passed in 1853, legisiation for charities. It was partially based on the reports that had been lssued earfer: waus,.:cs ¢ - ok ding the
The House fo House Collections Act (1939) of third party professional __ v
Ti&&nﬂ:ﬁ.ﬁgg>§§§ * Of most concem s the protaction donors on__._a appeals while keeping the law and lts
toiao_:n-c-nn&n.m‘%w.cg The 41 88 simple and Aned 82 (1) Point of sollcitation disclosures cnuoanno.
Charities Trust Act (1960) 56t up & five panel * The objective Is 1o achiove a b b proper p llity and the freedom of Fundraisers must inform donors at the point of a
Charity Commission to maintain & registry of charktes 10 go about thelr business, requost, whether verbal or writien, that
are 8 professional fundraiser;
chartties and audiit accounts. * New, wide-ranging legistation 1o control all types of fundraising is inappropriate and insufficient. Selt ad
the lats 1 %3:‘%8&!&?!&8;;%83%38%!&% (2) Fundraisers must inform donors as 1o how they are
s.au..__.a _.8-.__ .-.s_._ goverment feports - abuses; being remuneratad for raising funds for the charity;
whare up 10 80-00% of & fundralsing campalgn * Aemedies for abuse & [ d public watchful greater seif regulat oh codes of
co.!x““:!sl- 8 nom e o ._.w.." prok and go luntary codes of p (3) Fundralsers must inform donors they have a right to a
ggizn Hioe of Publ refund based on the disciosures they give them.
Aocounts, the National Councll for Voluntary A9 8 rosult of the White Paper, a new law, the Charities Act of 1982, was enacted. it included:
OBIE“."!&:: for and » The definition of professional fundraiser does not include employees of the
8 ¥ of the Treasury produced reports * Prior approval process - charities must have a license before soliciting for public contributions; charitable organization.
gas._.snh_?gignts.p * Local authorities can refusa a icense if not enough of the procesds will go 1o the charitable purp ol for ft ing can be revoksd or refused i the 1s going
increases !&-Fao.sthotwasgﬁct but they have no wide discretionary power 10 refuse a licenge; fowards the charitable purposs are deemed insufficient by the focal licensing
professional fundraisers & deficlencies in the * A seven day cooling off period where contributors giving 50 or more pounds can claim a refund H they authorities. No kimit, however, ls set.
Charity Commission's auciting of accounts. change their mind,
Current federsl containg no is over third party fundraisers.
The Federal | Te fines the organizations pted which
. income Tax Act de! types of exem, {from taxation and ~ P hich enfo -
organizations may Issue official tax receipts for contributions. These include any corporations, .rdho-.mhn.ii «3&._ and tax consumer p ons
community chests, funds or foundations that are organized and operated exciusively for religious, : ooKing coaoa._uc_.ﬂ..u: ’-.Q-_E.nu.oo..:o!.__o?_ ._5.“" uowo!oﬂqo
scientific, or lonal purp i:oi:ou-:o.g:o:-%goo the private " ,o:
benefit (or gain) of any private ider or indh | of the orpn b
Like Canada, federal government legislation .zo.looqa.ldoii
regarding chastties comes through the Income Tax .gaozssnéangggeo:gaogéisgggg hearings in 1983/84 to review the adequacy of and compiiance with laws
Act - specifically the internal Revenue Cods. Information on f ® ation and activites of the organization. oﬂ!ians;;dtgg!ggo.v:i benefit, non-
gi.sgti!ag ..vo:-oogxia&sin
dsoss!i;igaaab rrrrr Copies of charitable organizations annual retums are svaisbie to the public from the IRS. (1) Annual returns do not p o i ing fees
federal government responsitie for manitoring ggagiggsggggis
charites in America. * Coples of the annual retum must also be made avaliable for public inspection at the organization's examine these retums. Penalties for faling 10 file a cormect retum were
The majority of states also have government prncile place of business. increased.
.
105 Involved with the o . o logi tone against other than the (] ogo:cws.ﬁn.g.__.w.he.nao: onwﬁto”!_%ou -3688““:‘@.
organizations. of the organization's Eessua.ep gﬁé&fa&?i&.ﬁ violation, A two tlered excise tax wil be applied i the case of some
violations, in particular any excess “private” benefit
(1) 1t ita activities Indicate 1t Is not being operated exclusively as a charity; (3) IRS Is o increase stalf and have more funding 1o enforce the rules In
(2) 1 fta activities resultin an individusl of the orgar ing private current legisiation
benefit of gain. * It was hoped that thess measures would aid the IRS in enforcing the law,
k P and bility and public nthe
charitable sector.

Next Page...
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MATRIX #4: REGULATION IN OTHER COUNTRIES

* The Commercial Fundraisers For Charitable Purposes Law was enacted by the state of Callfomiain  Caliiomia's _8.&.,83 uires:
Since 19859, California has had registration and 1990, U | for-profit fundralsers are to register with the govemnment
reporting requirements for charities. annually.

* This pleca ot legislation daals spectically with third party fundraisers. (2) Al for-profit fundralsers are 1o report annually the monay they collect on
Court ruled that percentage Bmits on fundraisers  * Under this law, the y General for the state p d an annual report entitied the Attormey behall of charities and their fundralsing costs.

were unconstitutional. As a result of that decision,  General's Report on Charitabie Solicitation by Commercial Fundraisers. This report Is expected to (3) in the Attorey General's report is listed all the commercial fundraisers
Calilomia was forced to rewrtte its legisiation on help prevent abuse, and educats the public. and thelr p Qe retumn to organizations.
charities, and rely strictly on a reporting / in the 1992 report, it was notad that two ot of every three dollars donated did not
registration regulatory scheme. » The legisiation's prime purpose |s to assist the public by providing them with that will help 0 1o & charlty at al, but went to fundraisers. Out of the $88 milion raised by
them critcally evaluate charttable solicitation and avold becoming fraud victime. commercial fundralsers, only $29 milion (33%) went fo the charitable organization.
» The basic provisions are similar to Callfornia.
O-_-R:_-.Q!:on Is vory 1o the » Each year the Attorney general and the Department of C: Protection p: a reporton
) telephone solicitation for charitable causes. In the 1992 report, it was mentioned that out of the $7.8 million raised by
telgphone solicitation within the state, $5.4 million (or 70%) went to the
_.-s_os__.o._ _F:dsss-s..sun-ssiig « Each year the report is lssued the Attorney General's Office will elease the results through a press cost of fundraising and only $2.3 milion (or 30%) o the actual charity.
) over prok .un_B‘_G provide some releasa In order t0 ensure wide spread atiention on the findings inciuded within the report.

* Coples of the report are distributed free of charge to anyone requesting a copy.

Pennsyivania's iegisiation Is unique as o & prolesss by a charitable organization for
professional fundralsers must make certain fundraising campaign, specific disciosures must be made to donors at
oot when ap hing donors - at the o the time a contribution is requested:
soliciation. * Unlike the other two states, Pennsylvania has sed iis legislative efforts on .
disciosures on Information at the time of solicitation - of when donors are actually asked 10 (1) The name of the p soliciting y must be told
Pennsyivania ls active in suing charities that contribute. (2) The donor must be Informed that the person requesting the donation is
viclate provisions of the state Act. In 1992, the being paid for his/her services;
staie fled lawsuits against four charities claiming  * The Act distinguishes iso::oZQS%S:oiB the charitable ization
that wers improperly reported by the ralse funds and & vatloi_%z:o pald comp for actually retrieving @:sz_.eﬁnu.g" d of the name of the paniza
the spend on (4) The donor must be informed es 1o how the funds collected will be utilized
fundralsing. for charitable purposss.
+ As with cther states, Oregon's legislation focusas on registration and reporting of financial information
retumns with the state govemment. » Directors or other officers g&.ﬂﬂ:ﬁbagguo:oﬁoog-(
Oregon has extensive registration and reporting accountabie if they enter into an agr with a p which
recuirements for charitable organizationsand  + If one of the purposes of 8 eolicitation Is to acq ire an identified /st of donore for use as a donor base results In & bresch of their financial responsibliities 10 the organization.
professional fundraisers. it aleo containg & for future public contributions, the non-profit groups must have exciusive rights 1o the ownership and
unique p lating 1o the fi ial « If & fundralging campaign is 10 exceed two years in duration, the non-profit groups
trusteeship duties of a charity’s board of directors. must first obtaln written proposals form at least three professional fundraising
* it is presumed that such a donor list acquisition is the purpose of any campalgn uniess specified oroups.

otherwise.



be used for a charitable purpose. The village
alileged that CBE was maising funds solely for
the benefit of its empioyees and its charitable
purpose was negligible. CHE decided to
challenge the law_.

The state of Maryland passed a statute

¢ The state of Maryland argued that there was no prior int on p

MATRIX #5: IMPORTANT U.S. GOURT DECISIONS ON CHARITABLE FUNDRAISING

8 Justices declared the village ordinance unconstitutional.

better accomplished using jese intrusive measures than a Snuazz._o:o..-o.gg

5 Justices deciared the Maryland statute unconstitutional

* Liks the Schaumberg lagislation, this legislation restricts how charities engage in solicitation.

¢ The Maryland statute made clear that public education activity Is included in the solicitation costs

reguiated by the 25% limitation. This provision hurts charities whose solicitation costs are high
because they choose to disseminate information as part of thelr fundralsing activiles. The majority
s "

d activities, and that the
statute reguiated only atter the fact. The Court hekd that the statute did impose a prior restraint by
88:69-;..3!&.&.&!838.?8383{54‘3333338 iving & permit to solicit. But
gai of the statute regulated before or after the tact, it makes littie ditference - the chilf

charitable appeal for funds of h issue rwolvi communical ioees, the

propagating of views and the advocating of causes. These speech S.M«MS-B- oeﬂweﬂaﬁis 1justice dissented from the majority opinion

protected under the first amendment.

« The challenged ordinance deals not with the dissemination of ideas but the solicitation of

» Charitable solicitation Is subject to ib-g-otaoc_nao:g must uo.o&.uoanﬁ t such solicitation Is money. The simple spraading of unpopular ideas from house 1o house may be worthy
intertwined with the right to inform and p de people. S g support for a dAar cause or view protection, but & far from the protections envisioned
on economic, social or %gia:?icggg?gﬁgi within the first amendment.

advocacy. Canvassers sre move than solicitors for money - they also seek 1 convince others of &

particular point of view. The Ry's in} g that organizations ing jons meet some
* There ls a class of charities where solicliors act not as a mere oo.g.oqgigzo:o.gi:o the prevent residents from making Nective judgement ing worthy charites while
organization's primary purpose Is to gather and dissemi about and adh positions st the eame time insulating themselves from profiteers.

on matters of public concems. These organizations would likely spend more than 25% on salaries and .
administrative axpenses and under this ordinance, would be prevented from soficiting public * The ordinance affects only door 1o door solicitations for financial contributions and thus
contributions within the village. leaves Nitle dlscretion In the hands of the local authorities to censor unpopular

speech.

* The argument that any organization using more than 26% of its receipts on fundraising ls _..o. n...-ae

but a “for-profit enterprise” is not true for organizations that are primarily engaged in y ° The is rati y related to the community’s collective desire to bestow its
or public eduction. largesse upon organizations that are truly charitable.
* The Court ruled that the Villages Interest in preventing lraud were legitimate, but Iit's aims could be

4 Justices dissented from the majority opinion

« The Schaumberg legisiation was suspect because its imitations on fundraising costs
%gggggig advocacy and public

. 14 are not

Iaw is constitutional.

o LimRstions on fese ged by p
Eiiggg va_i.g

* There Is an element of fraud in soliciting money for a charity when In reality that charity
will only receive a fraction of the funds collected.

o No siatute contains an absolute gusranies that it will aiweys be applied within
constitutionat bounds. The majority of the Court has misundersiood the primary purpoee
and effect of the statuie and then it has procseded 1o specuiate how # might be
Improperty applied.

Next Page...
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Resp g to a study sh g that some of
ga‘dggg
retained ae much a9 50% of the revenues
collected In fundralsing campaigns, the state
amended its Charitable Solicitations Act.

The amendments Included a /imit on

fundraising fees that couid be charged. Afee

of 20% or less was deemed reasonable, and

The statute siso provided for “point of
solicitation” discicsuree on fees charged by
the fundraiser.

In 1984, the United Cancer Council (UCC), s
Q-qugsgsa research &

g cancer,
t?& %ooainis::hi

fundralsing fm. For 6 years,

UCC. H&W raised almost $28 miilion, but
UCC received only $2.6 million in net

donors. Also, H&W would jointty own with
UCC the list of names built up during the
contract

In November of 1890, the IRS revoked UCC's
tax exempt status, retroactive to the signing
of the contract in 1684, The UCC is now

o The Act is insensitive 1o small or unpopular charities who may have 1o spend more than 35% of their

* The Court ruled against “point of solicitation” disck
N gﬁgggisgiségg No distinction was made

* The provisions would also h

.mB.ooo-::ootq. N

* The position of the IRS is to preclude charities from engaging in various types of high-cost fundraising

MATRIX #S: IMPORTANT U.S. COURT DECISIONS ON CHARITABLE FUNDRAISING (CONTINUED)

7 justices declared the North Carolina statute unconstitutional

* The legislation has two premises: (1) charities are unabia 10 negotiate falr contracts without

government assistance, (2) charities are incapable themseives of ling thelr first c rights.
There is no evidence that charities have been thwartad In their attempts to speak or that contracts they
have signed have bean inequitable. The pstemalistic premise that charities must be regulated for their

2 Justices dissented from the majority opinion

» The Court has refused to allow states to distinguish

own benefit s unsound. activities and the entirely commercial activities of people whose job it 88%

The legality of a 's foe as byp ge is not aulficlently tied to the state’s money for charity.

Interest In preventing fraud. There Is no Y jon b the p " pedby a

& and the ikelihood of a fraudulent solicitation. * The fee p are rationally rel to the etate’ rﬁ:ﬁﬁ:.ss In preventing
+ Charities have high fundralsing costs for many legitimate reasons{eg. a sacrifice of short term gains fraud on potential donors end p --o-_..! 9 of chasities by professionsl
(high fundraising costs) for long /n benefits an exp donor kst).

* The statute required thai professi close certaln rel and verifiable
gvggggiigg a solicitation, |s much the
same as that exist in securities transactions.

gsggszﬁglgg

In forcing fi i 1o disck

financlal Information to donors before & gfggaﬁsggsiﬁig « The state be al 10 regulate Just as they now 1o admi
Into the legal p jon. Bar Q! may have some incidental effect
on the first asit :2823?!!:.25.!"
8!‘852?5?0@:;;%&2 the state reguiation
of admission 10 the bar shouid be subject to strict scrutiny.

of fact and

of opinion.

per lagitimate i agalnst small or
unpopular charities -_&:‘gtoisggiz.qstonii!s.aa% that person
would iksly have little chancs to expilain the fee structure.

, such as g antifraud legislation or publishing

ion K now 4. from fundraisers.

UCC'S ARGUMENTS IRS / INDEPENDENT SECTOR'S ARGUMENTS

The IRS filed & brief in respanse to UCC's arguments, ss did the P Seclor (an
group of charitiss). The independent Sector’s main paints are as folows:
¢ The UCC actually received $14.6 million of the $27.8 milllon collected by HEW. Of that $14.6 million,
3»3:85.838?&95.52.8:229.%53&88&8 The other $2.6 * UCC signed a contract that gave H&W exclusive rights to rent or exchange UCC's
Bigsaago:.ﬁoa.ga&.. 88263!& administration costs. m_=8coo§ maling fist (Joint ownership). UCC gave a private party virtually compiete control over
without k g cancer such as broch and other 1tk one of its most important assets.

material, t is untalr 1o allocats the full §12 miilion to fundraising costs alone, and then ciaim that only . !

$2.8 milion was used by the charity for the furtherance of its tax axempt purpose. UCC used more than  * H&W used the ist to ¢ significant benefits for ltself by renting &

$2.6 milion for the furtherance of its mission. axchanging R, thus ciminishing the list's value as an important asset of UCC.

F ing ls an tax @xempl pwp S&BE..BQ charity's own tax exempt purposa, . d‘ii-ﬁgﬂgaﬂﬁsxpigisigg agreed
uniess & Is a sham to support In quential obj The provisions of the with H&W were g services tar in excess of
both typical and The d the UCC o Create a large scale program in gi&.ar

furtherance of its exempt purpose. UCC receh ble benefits such as “campalgn insurance” In

sxchange for itsms of a much lower value such as sole ownership of donor ists. ° ._.333.5958_.28?533? t HAW could eam from use of UCC's

maliing list. { wable in and of itself. It cannot be
Justified in ;ggggiﬁ-o.zgf:pii%&
penerously compensated for adding premiums 1o thelrs fees.

* In short, the UCC conferred a private benefit on H&W through this fi Igh
coogxéoﬁg&g!%!& o!i:ﬁi.-;&gc.o.
ts assets (the donor Est). ls nol a dek 10 the ion of private
benefit. UCC's board focused on the funds R 12&38,33.33853-831...3
& would have o pay.

o This s in tion 10 constitutional policy as outiined by the Supreme Court in other cases.
._..5338:3 ES?EE%%&%%%%
3:5..63. light of the Supreme Court’s strong p ion of fi g from g«

In the Rlley case, it was explained that a charity might very well choose a 3.58 fundraising with
high costs, for many legitimate reasons.




MATRIX #8: POLICY ALTERNATIVES FOR FUNDRAISING ACTIVITY

would pass which des & p Most likely sanction woukd be a rejection
protect donors & charities on the that could legalty go c&%&{a%ggg
from abuse by prof costs / third party This form of reg approval p solicit funds. Further
fundraisars by kmiting the ususlly maried with some type of pre-approval p h might include fines or a prohibiton
amounts thay can charge for are inform the of any with against further fundralsing.
thelr services. professional fundraiser and the nature of that fundralser's Sanctions could also apply to the fundralsing
compensation company as opposed to the charity itsett.

integrity of the charitable

This agprosch has wo vanants:

] v
[V} 093:::023&_&-8 regulations requiring the disclosure of  information or if they mislead the pubiic, the
and other which would then be made  government would impose sanctions to
avalable b the public. compel full disclosure.

2) Zo.-oosﬁ!-_-_t.oots of solkcita tation” disclosure. . This ﬁu- Other sanctions might include fines or a
to inform p ! donors (whether or bition further
g-&a w.o: .xx-.o-!n fundraising by the

activities, costs & !ggao}oﬁgag etc.

?ggégﬁﬁstgggﬁagg m!ﬁ_oiio.&u.oaoaons

the charitable community is bult. The non-dk 0 Pogsible might

already in effect - does not prohibit the maldng of profit, just the Include the revoking of a charity’s license /

distribution of any profit or gain to those in control of the organization. registration with Revenue Canada.

,_.z:oionn.-a.oa...s oﬁcgoa-:o:xwooo.:oagﬂaoo:_s Charities found to be breaking the ban could
on of profits, & out those atso be required to pay taxes on profits that

-aigi.osggggp were made.

This app ugas reg ( by the

Industry or both) that focus on the dutles of a charity’s board of

ggigiggzﬂgggg

when engaging In fundraising activities. The board of directors would  The maiin sanction Is that members of
be legally table for the protection and enhancement of the charities’ boards of directors could now be
value of their organization's assets (L. donor ists). heid legally table for the f

sctivities of organizations.
The duty of care standard would enumerate specific criteria that thele
boards would be required to meet when signing contracts with third
party fundralsers, and wouid be legally enforceable.

An sgreement among charities %o adhere 10 a set of standards
To maintain & public garding fundmising activities. A seif regulating body would be conduct or code of ethics, they could face
conidonto M chorint' funds created 10 develop rules for ip, standards of conduct and a fines, suspension of their license or even
.-[mnw\.wn-!d:sa code of ethice for ks members. from the
by members of the sector them- Mn:e-c__ -.suﬂv& " oﬂoﬁg itios from
ssives under an independent e made more aware of those charities not
seif reguiating body. Sanctions would be taken against those who violate g the association's standards of
conduct conduct.

violations by seif regulating bodles. A truly private system often gives
way 10 a mixad system employing some type of govenment regulation. .:s__»s_ ahsq%sﬂo:&__xuzg:uo_s.ﬁ

power 1o impose sanctions. Possile
”oi:g‘asswxdnuo .2..:.& .ioo.ﬁ&aco._.suo.e..ou sanctions might include revocation of
guidones,code of shice, o) hich okl en be backed wit icenses, expulsion from industry bodies,

logally entor o bythe g

* Several U.S. states {eg. North Carolina, Maryland) also set limits on fundraising share. The U.S.

Supreme Court has determined that these restraints are not permissible under the U moo:n_e.x!.

* Revenue Canada already requires disclosures of :2:598-388038%.3

although the information Is not distributed as widely % the public as in the U.S.

copies of the results avallabie from the State Attomey General's Office.

One have enforced the nor Is evident in the
2.&0220950_ case - an ongoing cass in U.S. federal tax court. ca.oao-:oo Council's
ficonse was revoked afler the o feit private benefit was occurring. For more on the case,

§§§§§
geina
charlty
since
recsives $1.5 milion. Did the board of direciors axhibit the proper standard of care when entering
into this coniract?

Regulation of the legal and medical professions are
the Alberta Medical Association (AMA) and the Law standards of conduct for

Continued on Next Page...



MATRIX #8: POLICY ALTERNATIVES FOR FUNDRAISING ACTNITY (GONTINUED)

(1) qznevo legisiation ls not ikely to tair well in the {1) There is limited evi that high fundraising costs are (3) Limits have kitie meaning because so many faciors
g‘"ﬂg%%:i% éigguﬁggsg oe._..ua.o.h-h!_gmmraﬁ ctshut:oo.stgct
forcing charities to spend most of their contributions on (3) Once the accounting issue has been settled, the information alone s insutficient to measure
furthering thelr charftable purposs. enforcement of this type of | is easy 10 achi @) Com eoagﬂoqgﬂvaﬂuarcs “ !Si-po:-zo o_..nomﬂasnﬁ”n% ggao
and simple 10 understand ¥ as new .
@) Agr on how to for fundralsing costs and @) iﬂgﬁgq&l&g smaber charities sacrificing short term revenue gains for 8 long term
other simiar type activities ike "public education® is a g costs are typically higher as Investment in axpanding its donor bass which may yleld
Yy requi for this legislation 10 be effecth guoo_soc.aigsg larger reveqwues in the future.
o ﬁ-ﬂ_:—"i?:‘ogg 4) The could begin to play a a.on.."wo: (1) Cost lnformation alond is insutficlent 10 measure the (3) The theory behind this approach is that an informed
from the private sector based on a review of financial performance of a chastty or & fundraising program. donor will be sbie 1 make & better decision. However,
Pubicity of might p program informal this spproach assumes 8 sophisticated donor who wil
B ey ggg&szﬁag e ton- (&) Thero aro mary ways to report fundralsing costs, and 1 review the information, and will care about how the
(5) Charities, on the whole, would bacome more s near 53&:.?86:55..2_.!&5236:;.%._2_ money contributed wil be actually used. People
(3) Charities would have an | tive to give ink o .oSou:Eno. ._..Enuup_- bt coahn.!s itk i contribute for a variety of reasons - of which pure
daecision on choice” begins to a role in the competition for e altruism - single Important factor,
whether or not to donate. scarce funds. ey which simply do not exist - mey be the most
non-distribution constraint 1) Thep of ting for i ing costs is not
() s, mch o o posie b i oirang (9 CAmpans conducadty oot s/ kioos ) e i mesie- ot alocain 6
practices would be d profits would . issue.
become more difficult for parsons 10 use. eaxcessive compensation. @ . ton must be defined @) m:gaoﬁ::o?n_s:acao:o. 8:3! _-2.535.
@ ntu.l!.x_.ﬂo.uo or may be @) g!:w:..o?iaﬂton:aauiﬁo?i- © (3) twilbe 10 cach violator of the non- 8.8 8&.%3”.893:23! 09)33.2
abuse -Sﬁogoﬂﬂs.ao.ﬁ_g-_& Q;E.-.or%_ nu..xl.ao_n which limitation on fundralsing shares may lead 0 more
industry. successiul prosecutions & higher levels of compliance
{1) Ensures accountabllity of those most famillar with a .
charity's financial affairs. Donors, far removed, are less (4) The standard of care Imposaed upon the board of (1) People willing to donate their time 10 a charity may shy

abie 10 judge the value of those atairs. directors is based on ‘reasonable® of “common sense” 3:38.53.;58.95{.85&%85 i id be requi
standards o s not o burden most charitis. because of the percsived threat of liabity for their @ Noow..éamdsgso?:??‘%a
legal accountabifity of charities, not management issues.  (5) Boards of would be d to kook 10 the organization.
- . Industry norms .&g&s&s.&o&-g (2) Boards of & would b more Involved in the
@) ment | Q Is not cirected at activities that contracts with fundralsers. day to day operations of the charity.
(1) Members of the industry have more expertise & can ) 7St flexible, opens (1) Sel regulating organizations often deal with conflicting Self reguia organizations have strong anti-
resolve problems more expeditiously than civil servants; @ mo._aoQ L vach ot cwbing E.a-l ) roles. Private regulation serves a public purpose and “w 8:6.833 tendencies. Expertise can be used o thwart
(2) Practitioner based regulation ks more iksly 10 receive iaocs.oqas.ss._g&e-a?%_ﬁ_ opens the door to abuses of authorty. reguiations K the body acts only ke a trede association.
the support of the regulated, as regulator are assumed practices of an industry than governmental reguiation (2) Sett regulation not backed by government suthority (5) A self regulating body may b “captured” by the
10 know and sympathize with industry problsms. Self which by nature proceeds through law and rulemaling. o..oa-a._ass.ssu!s _.N.!conan._.s industry it oversees - titing towards its “trade
reguiation by sector practitioners can be more Inclusive, “@ with of the industry as association” function.
reaching into more minute areas of conduct Seckr oovoooa ::6.8!-81 (6) A self regulstory system without government oversight
@xperts can be doployed more efficiently; common good of the Industry and to aspire to higher (3) Charitios are civersa. Established charities might would not work. The non—profit sector is 100 Giffuse and
(3) Cost of seif regulation would be covered by the Industry. ethical behavior. achere o ?E&!gg%%; sanctions would be 100 difficult 1o employ.
Self regula nvﬂ!.:a some
o 9 %iﬁnﬂ.ﬂ:ﬂ_ﬂnﬂ 303 (3) Mixed systems incorporate the best of both worlds. They
3233389;5..80« mixed system. it aliow those closest and most sensitive to industry o)
Q.aﬂl.oqgaﬁkeauo&o:o-ﬁxooa__okﬁ o the standards - thus it is
Interest In Eai&gao:&o?!agg practiioner based. This increases the Uketihood that the
- rues enforcement, the application of sanctions and cost. Yet, - purpose :.Eo.‘i:&ﬁ.?!:tos!
3 L] ’
(2) This model recognizes that industry orgar do should the nead ariss, legally binding sanctions can be deloats the oe

have a legitimate role in improving the fundrai
Dehaior of nomprofts. sing applied by the authorities in cases of abuse or fraud.



MATRIX #7: PROFESSIONAL ORGANIZATIONS

CSFRE's Code of Ethics and F Standards are ive of other professional organizations with simiiar
missions. CSFRE's Code of Ethics and Profs | Standar: :-350 gk
W”ﬂwigtﬁis_g_ghgghg (1) Members shall work for a salary, retainer or f6e - nof on a commission basis nor for a
CSFRE is national organization with several 1 more percentage of the total funds ralsed;
chapters operating at the provincial or municipal leve!
across Canada. rﬁcia.ovcz_o-a_oco_-ziacvoo:a @ vital role (2) Fund hould not seek nor accept finder fees nor any financial remuneration

of philanthropy in Canada and to further philsnthropic

traditions and practices in Canads. §9§¥§2§8§

(3) Members shall hold confidentisl all lists, ds and nts acquired in the service of
cumrent or former employers and clents.

g Sg for the Q it and
im ing prog for philanthropic
gg-a-o!..no?
AAFRE is an omganization of lundraisers who serve The AAFRE has established & Code of Ethics end a set of Professional Practices as well. For the most part, these are
In either salaried or volunteer positions. The organization provides educational and networking Quite simlar to the standards established by the national CSFRE.

opportunities for its members, and is mandated to
enhance understanding of the benefits 1o soclety

NSFRE has often vokced concemns on the regulatory issuas facing charitable organizations and fundraising in particulsr. in
November oon. NSFRE adopted a position paper on professional compensation, particularly the use of percentage

This national organization has 15,000 members In To foster the development and growth of fundralsi ng com
the United States. Canada has two NSFRE chapters o and vol "
with a total membership of 150. The two Canadian v 4 e This paper states that ggg%n:-:eo 8..8:.8 nsation must accept the principle that chx
The s mandated o high ethical not se¥f gain, is p i this principle Is violated and ge compensation i§ -885;59-::2.3!.8
Vancouver. o for the f RSl onscoooao.ooﬁlli.o.o:gggﬁ:&:soa and thers s Incentive for seif dealing to prevail over the
bl donor's best interests. Percentage compensation encourages abuses, imperils the integrity of the voluntary sector and
undermines the philanthropic values on which i is based.
AAFRC publishes an annual research and resource report on the charitable sector entitied “Giving USA.~
The AAFRC was founded in 80 advance AAFRC, slong with the NSFRE, the Assoclation of Healthcare Philanthropy (AHP) and the Councll for the Advancement and
AAFRC is an organization made up of 26 and ethical ! Support of Education (CASE) developed a “Bil of Rights~for charitabie donors. This Bill of Rights states that donors have
professional fundraising fima. Eﬁﬂiaa-aoo.gg-a !gﬁovgg the right to be informed of an organizat ission, the right to expect the board to ise prudent jud 0 have
In general. access o the organizations most suogg:%t-uog.ﬂetg.ﬂ

which they were given, and © be ink d whether those seeking ployees of the organization,
or hired solicitors.



MATRIX #8: WATGHDOG ORGANIZATIONS

C Better Business B , with the heip of other agencies and p lonals, have developed o ethical
practices by philanthropic organizations and to g%iﬂgsggigm&ﬁgﬂgg
into five categories, Include:
The Canadian Councll of Better cal
The Coundil, th h its e tabilly:
umbrella organization for raglonal The Coundl, through its Philanthropic (2) Use of funds;
vsm... E.\xo.ﬂ s on 8 na on (3) Soficitations and informational materials;
commitied to promoting sthical bases. (4) Fundraising practices,;
The primary purpose of the service ls to
business practices for a wide range of (5) Govemance.
businesses. sducate donors in the hopes that the
They serve as a
centre for consumers to acquire p wiki help them make more |ncluded In the Better Business Bureau are several provisions relating to ges. Chartties must only spend a
Information and lodge complaints informed giving decisions. “reasonable percentage” ggaoo.io:g&a However, the standards do not define “reasonable” percentage.
o businesses Also, fundralsers should ensure that solicitations are truthful, accurate and not misieading.
‘undralsers should identify, at the point of solicitation, in conjunction with the sale of goods, services or admission, who the benefitting organization
Is and what portion of the proceeds will benefit the chasitable cause.
In 1985, the Foundation investigated the
possibliity of forming a Board Prog
The Devonian Foundation, Is located In  for Large F . o, on The Devonlan Foundation sought legal advice as to whether Revenue Canada would register this type of organization as a charity. >=!§oi_i-
Calgary, Aberta. Its primary purp the Charitl gao:mﬁou:s? o.oo:oavoaﬁeiﬁciog:ﬁfﬁ Canads that an orgar formed for this purpose is not 9 1o
is 10 serve as a source of grants for United States. The purpose of the organization terpretation of the law.
would be to -mucﬂ!&viv!c report on the L i
various asp ola o 83-_ Once this decision was made by th the D Foundation d not pursue the issue further.
(1) Proper governance of charities;
(2) Organization purpose,
(3) Programs;
NCIB was founded In 1918 by a group (4) Information;
(5) Financial support;
The main objective of the NCIB |s to provide
reaiizod they were increasingly eing. . 1e with information on charities i the hope (6) Uso of funas.
new it tod the NCIB that they will have a greater sense of The Fi lal Support Ln.-oa.z.?ovo!n directors is accountable for all activities generating financial support for the organization.
828552 so.&?hio.unu.uﬂss confidence In the charities they are supporting. 18 includes insuring that fundraising p should 0iving and not apply unwarranted pressure. The Use of Funds standard
for Information on charities. siates that charities should spend at least 60% of annual expenses for program activities and insure that costs, in to
9 ae over time.
NCIB also produces several publications to give potential donors advice and i jon to fu g appeals. The reasons for the

publications are three-foid: (1) charitabie organizations are on the frontiine of philanthropy and they must produce what philanthropy in general
promises 10 society, (2) competition for avallable dollars is increasing, and (3) donors and the public are demanding greater accountability from

organizations that appea! for funds.

on Next Page...

Continued



WATRIX #8: WATGHDOG ORGRNIZATIONS (CONTINUED)

CBBB has ped ! dards for charities lo foliow:;

(1) Public Accountability: :n:comagu.g&o on request, an annual report and p i ial that rep adequate
Information to serve as a basis for Informed decisions.
The CBBB belleves that adherence to a set of
Uke the Canadian Council of Better standards by soliciting organizations willinspire  (2)  Use of Funds: Fundralsing and administrative costs should be ble. A ble p ge of income from all sources should be
' B , the A public confidence, further the growth of public applied to programs and activities directly related to the purpose for which the organization exists. A able p ge of public
Org serves to p ethical  participation In phl| py and adh the contributions should be used according to donors' expectations. Reasonable, h |s not been defined.
practices by businesses and charities.  objective df:private initlative and seif regulation
within the charitable industry. (3) Solicitation & A : Charities shall not digtribute misieading material. Professional solicitors should identify at the point of

The Charities Review Council was

to watch national and local charities

solicitation thelr relationship to the Qﬁ:@

(4) Fundraising Practices: Charities should have full V over fi ising activitles and activities conducted for their benefit by consultants
and cthers. Requests for funds shall be conducted without axcessive pressure.

The A ; Institute of ropy does no The AIP publishers the “Giver's Charity Rating Guide.” This guide Is an annual publication.
just set standards of appropriate conduct for )

harities, but also Yo nform The guide rates the performance of charities g to a set of red by the Institute

C "-__Sm-s:%,_‘osev.o!n.:n:_i_: Charities are given g ging from an "A” to an “F* based on what portion of the organization's total income is d to prog
sccording ngtitte’s rus. 1o fundralsing. To date, the Institute has issued only one rating guide on charities.
Like simitar watchdog the The Council has set out four calegories of standards for charities:

C onftors and reports (1) Use of Funds: Charities must disburse at least 70% of annual axpenses 10 programs and no more than 30% to management and

on various charities. A significant component fundralging

the CRC's mandate, however, ls also the Sponses

the fing public. (2) Fundralsing Practices: Methods of promotion and solicitation should be sthical. mocnsao..am:oc_a!socaooasoa give
. voluntarily and not place them under undus pressure or emplay coercive or Intimidating tactics. F g and ed riak
gﬁzss_o.s_ama:e._e..ooci should clsarly and completaly represent the charitable organization's mission, accomplishments and future plans. The materials should
campay be accurate, not misleading or sensational.
which It claims reaches thousands of
0, public sp Other Include ity”and

The CRC distributes educational information to donors in the form of a “Donor Glving Kit” This is given in response to telephone Inquiries and at
Council sponsored conference and workshops.
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