TESTIMONY OF THE STATE ATTORNEY GENERAL
TWENTY-FOURTH LEGISLATURE, 2008

ON THE FOLLOWING MEASURE:
5.B. NO. 2968, RELATING TO THE PROTECTION OF CHARITABLE GIVING.

BEFORE THE:
SENATE COMMITTEES ON JUDICIARY AND LABOR AND ON COMMERCE, CONSUMER
PROTECTION, AND AFFORDABLE HOUSING

DATE: Wednesday February 13, 2008 TiME: 9:00 AM
LOCATION: State Capitol Room 016

DELIVER TO COMMITTEE CLERK, RM 219, 1 COPY

TESTIFIER(S): Mark J. Bennett, Attorney General
or Hugh R. Jones, Deputy Attorney General

Chairs Taniguchi and Kokubun and Members of the Committees:

The Attorney General strongly supports the passage of this bill
with the amendments noted in Exhibit A. This bill will re-enact a
registration law for charities that solicit funds in Hawaii and will
strengthen Hawaii's charitable solicitation law. The bill is based
upon the Model Act for the Solicitation of Funds for Charitable
Purposes drafted by the National Association of Attorneys General
and the National Association of State Charity Officials.

According to some published reports, as much as ten percent of
charitable giving results from gsome form of solicitation fraud.

This amounts to almost $29.6 billion annually. Based on a 2002
study by the Hawaii Community Foundation, this would amount to $43
million in Hawaii annually.

Hawaii has nearly 5,000 tax ekxempt charitable organizations
that administer $16 billion in charitable assets and employ over
48,000 workers without any systematic oversight program by the
State. Hundreds of mainland based charities also actively and
regularly solicit funds from Hawaill residents.

In a series of articles running in the Honolulu Advertiser in

September, a copy of which is attached to this testimony as Exhibit

B, Hawailii was described as having the mogt lax charitable oversight
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laws in the Nation. The series pointed out that Hawaii is one of
only eleven statesg that do not have a charity registration
requirement. Hawaii had a charity registration law from 1969 to
1994, when it was repealed.

The Honolulu Advertiser series quoted the head of one national

charity rating service, Charity Navigator, as saying "there is not
another state with less of a commitment to protecting donors." This
bill will re-enact a charitable registration reguirement that
existed in Hawaii from 1969 to 1994 and provide for limited
exemptiong from the registration requirement. The president of the
New York based Council on Accreditation, an expert on charity
accreditation, recommended the passage of a charity registration law
at the annual meeting of the Hawaii Alliance of Nonprofit
Organizationé ("HANO") in November.'

How Doeg Having a Charity Registration Law Help the Public?

The re-enactment of a registration reguirement will protect the
public from sham charities. Registration will allow donors to
contact the Attorney General and obtain some basic information about
the nonprofit and its fundraiser-—who they are, where they are, how
much money they took in last year, and how much of the funds made it
into the coffers of the nonprofit for which they were soliciting.
Second, registration forms and financial reports provide a wealth of
information to enforcers. It is usually through registration that
regulators can find out who are the persons likely making a
golicitation, where they are making it from, who the principals are,
what other organizations they are involved with, roughly what they
do with the money they raise, and whether they are conscientious
about registering and supplying the required information.
Investigators use all of this information to get to the bottom of a

suspicious matter.

'See "Experts Advice: Register Charities" Honolulu Advertiser November 2, 2007
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Summary of this Bill

To minimize burdens on the nonprofit sector, this bill proposes
to use a three-page Universal Registration Statement used in thirty-
five states. This will facilitate registration by mainland based
charities that solicit nationwide. A copy of the form is attached
as Exhibit C.

The bill proposes limited exemptions from the registration
requirement for:

e DParent teacher associations or educational institutions that

are registered or accredited.

¢ Nonprofit hospitals licensed by the State.
e Persons who solicit solely for exempt organizations.

® Charities that normally receive less than $25,000 in
contributions unless they pay compensation to fundraisers.

This bill proposes to require registered charities to annually
file a financial report along with an annual sliding scale fee based
on the charity's income that is capped at $750.00. The bill allows
the Attorney General to accept the charity's IRS Form 990 as the
annual financial report. However, the bill alsc proposes to reqguire
audited financial statements for nonprofits having over $500,000 in
annual income--a requirement that will affect less than ten per cent
of Hawaii nonprofits and a practice recommended by many state
nonprofit associations. Mogt states have lower thresholds for the
filing of audited financial statements.

The re-enactment of Hawaii's charity registration law will
become more vitally important because the IRS has announced that
beginning in 2009, the filing threshold for IRS Form 990 will
increase from £100,000 in income to $1 million. As a result, the
detailed financial and operating data that is contained in Form 990
and is currently available to the public, will not be available for

over 93 percent of Hawaii charities. Restoration of Hawaii's
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charity registration law would help plug this "gap" in financial and
operating data concerning charities.

In addition, the bill establishes an annual fee for registered
charities that is paid with an annual financial report that will be
available to the public and will fund oversight and additional
personnel positions that will be required to review registration
statements. The bill also will repeal an existing bonding
requirement for charitable fundraising counsel that has been found
by at least one court to violate the First Amendment. It will also
make other clarifying amendments to Hawaii's charitable solicitation
law, including:

¢ Adds new definitions of "person" and "gross receipts" to the
law. |

¢ Amends the financial report requirément by paid solicitors to
clarify that solicitors must report contributions received

nationally and from Hawail donors.

e Requires commexrcial co-venturers (business who pay charities a
percentage of product sales) file a written consent from the

charity with the AG's department that is signed by the charity.

e Adds to the list of "prohibited acts" in the solicitation law,
a charity's contracting with an unregistered professional
golicitor or fundraising counsel.

e Allows the AG to apply to the circuit court for injunctive
relief, or for the appointment of a receiver to ensure due

application of charitable funds.

e Amends the registration section for solicitors and fundraising
counsels to expressly describe what information must be
contained in the registration statement to avoid First
Amendment problems giving the AG too much discretion over what

must be provided.
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Requested Amendments

In order to address a few concerns that have been raised by
members of the nonprofit sector the Attorney General reguests the
Committees to make three amendments to the bill that are contained
in Exhibit A. The first amendment delays the due date of the annual
financial report to eight months after the close of the taxable
vear. This will give charities sufficient time to complete their
audited financial statements or to prepare and file their Forms 990
or 999EZ with the Internal Revenue Service. The second amendment
clarifies that the registration gstatements filed by charities and
are available for public inspection except the residential addresses
of any officer or director and the bank account information that a
charity must submit in an attachment to the registration form that
identifies the bank and account information shall- be confidential
under chapter 92F.

Finally, we recommend that the effective date of the amendments
made by section 2 of the bill be changed from January 1, 2009, to
August 15, 2008. This will allow charities to begin filing
registration forms and financial reports before the end of 2008.

Accordingly, we respectfully request favorable consideration

and passage of this bill with the amendments noted above.
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Amendment No. 1

We recommend that the second sentence of gubsection (a) of
section 467B-B, Hawaii Revised Statutes, in section 2 of the
bill on page 2 at lines 17-22 be revised as follows:

"The charitable organization shall file the report not more
than [feux] eight months following the close of itg fiscal year,

or on or before the date the organization files a Form 990 or

990EZ with the Internal Revenue Service, which report shall be

accompanied by a fee as prescribed by subsection (d) and shall
be signed by two authorized officers of the organization, one of
whom shall be the chief fiscal officer of the organization."

Amendment No. 2

We recommend a new section be added to the bill as follows:

SECTION _ . Section 467B-8, Hawaii Reviged Statutes, 1is
amended to read as follows:

"§467B-8 Information filed to become public records.
Statements, reports, professional fundraising counsel contracts
or profegsional solicitor contracts, and all other documents and
information required to be filed under this chapter or by the
attorney general sghall become government records in the
department and be open to the general public for inspection at

gsuch times [andunder—suvch—eonditions—as—the attorney general

may—preseribe-] ; provided that information in any registration

statement concerning the residential addresses of any officer or




director or that identifies a charitable organization’s

financial or banking accounts shall be confidential under

chapter 92F."

Amendment No. 3

Finally, we recommend that section 12 of the bill be
amended to read as follows:

SECTION 12. Thie Act shall take éffect upon its approval,
except the amendments made by section 2 of this Act shall take

effect on August 15, 2008.
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Moves to réflstéi‘
charities doomed

by p011t1cal clout

BY ROB PEREZ
Advertiser Staff Writer .
~ After failing to get a charity reg-
. istration bill passed in the 2001
legislative session, the state at-

torney general's-office changed

strategy.
It stripped the proposal of some
.of the requirements the industry
considered onerons and, the fol-
lowing year, arranged to have a
new measure introduced.

_This time the attorney gener-
al’s office proposed the simplest,
most minimal form of registra-
tion: Charities would simply have
to submit a copy of their federal
tax returns each year.

The bill didn’t even make it past

- the first committee.

As & resiilt, Hawai five years
later rémains one of the few states
that 'de not require <charities to
register, allewing thousands of or-

_ganizations to take in donations,

from the public with virtiaily no .
regular oversight:from regulators.

The fate that the registration
bills met-in 2001 and 2002 under-
scores the influence that the non-
profit industry has at the Legis-
lamure, -

The membership rosters of
many of Hawai‘i’s most promi-.

‘nent charities read like a list of

SEE CHARITY, A2
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CDNTiNUED FROM M
who's who in the community.

Corporate heads. Civic lead-
ers, Mujor lobbyists, Government
officials. Union executives.

Even state legislators sit on the
volunteer boards,

$So if a pacticular bill generates
strong opposition in the nop.
profit community, the chances
of passage are slim, according to
sumé in the industry.

“There are some very influen-
tial, very iportant business peo-
ple on those boards, and they'ze
the ones saying moze regulation

The Hosolulu Advertiser

A GENEROUS LOT

Hawai'l residents in 2001 gave roughly $430 million in goods and
money to local and nalicnal eharilles, Some lindings fram a 2002
study commissioned by the Hawa!'i Community Foundation:

92% OF ALL HOUSEHOLDS GAVE, COMPARED

WITH 88% IN 1938

« Kaua‘j was the most generpus county, with 97% of all house-
holds giving, followed by O‘ahu at 92%, Maul at 20% and the

Big lsland at 87%

THE AVERAGE DONATION PER HOUSEHOLD WAS $1,035,

COMPAHED WI'I'.H $094 [N 1998

» Nearly 70% ol respondems pave because they beligved the
organizalion was bast suited for tha job; §8% gave lo ease
pain and suffering. The ieast popular reason cited: 1% gave

out of gulit :

. Suppcnlng fundralsers was the mast popular form of ghving,

by giving to ¢

is not good,” sald ] han Wan,
iwho has lobhied at the Legisla-
ture for various nonprofit groups
for the past 30 years. "The whole
idea of regulation — people just
don’t like it, especially business
prople”

The reasons nonprofit repre-
sentatives cited back then to lob-
by against the bills are similar ro
what they cite today in express~
ing reservations about a regis-
tration system.

Critics of the 2002 bill called
the requirements overly broad.
They said a registration system
would put unreasonable burdens
on nonprofits, especially smaller
anes, huriing their abiity to car-
ry out their missions. They said
abuse hadn't become a big prob-
lem in Hawai'i, If the state need-
ed copies of tax returns, they
added, it could request them
from the federal government.

But national experts say re-
quiring charities to register is
impurtant for states to undey-
stund the Industry landscape and
develup an effective oversight
system.

“It’s a first step, and not even a
blg step,” said ‘I'rent Stamp, pres-
ident of Charity Navigator, an
organization that evaluates char-
ities,

Getting Hawai'] legislators to
agree w such a step, however,
could be difficult, according to
‘Won and others famillar with the
legislative process.

STRIKING A BALANCE

Current and former legislators
say more oversight of the indug-
{ry hasn't taken hold at the Leg-
islature p.mly because of a lack
of a public outery for change. But
s0n¢ current lawmakers say they
welcome a dialogue on the issue,

Sen. Roesalyn Baker, the Sen-
ate Ways and Means chairwo-
man, said there is a need for non-
profit board members to better
andecstand their fiduciary doty

among the least popular,

boxes. Phone requests were

‘The atudy I8 availabla on the foundation’s Web sita at:
www hawalitommunltytoundation.erg/doc_bin/pubiications

JHCF_GivingStudy2002.pot

NO NEED TO
HEGISTER

lowa "
Montana Vetmont
Nebiaska ~ Wyoming
Source: Myli-alate Flsz Project,
National Assotfallon of Stile
Charly Oficials

to the charities, pechaps through
better training, She also said the
state can play a role in improving
monitoring of the industry,

“If we're going to have any |

meaningfid oversight, | think it
has to be done at the state leyel”
Baker said, *It seems to me we
need to make sure the nonprafits
are on the up and up, and peaple
providing donaticns should have
assurance their money is going as
it's intended.”

The key in developing legisla-
tion Is swriking a balance, said
Brizan Schatz, a former legislator
who riow heads the charity Help-
ing Hands Hawai'.

“We've swung from the ex-
tremnes, from overregulating and
making everything subject to rig-
orous auditing standards te doing
nothing at al),” Schatz said.

Schatz shares the view of some
in the industry that nonprofiis
would support a registration re-
quirement that would give the

. k‘Hawanf‘
.. beli

state more information about
charities as long as fulfilling that
requirement doesn’t become a
bureaucratic tiurden, interfering
with their missians.
KelyinTakela. presldem or the

SUNDAY

Charilies in Hawall
heve liltle cversight

WHO’S REGULAT[NG HAWAI‘I S CHARITEES" Al HONOLU ADVERTISER SPECIAL REFORT

TODAY

The fale of lagl=lation that
woold watch Lhe industry

TOMORROY

Mining the phone liaes of

chaiily call centers

CHARITIES, CHARITIES EVERYWHERE

Hawai'l has maore than 6,600 charitable organizations, wilh assets of

nearly $14 villion.

5,002

$5.6 billion

1 per 255

Public charities Total revenue’ residents
559 teparted on 8508 Public charities per
e capita, the 30lh
pivats foundatons 9 18.98 BIlON  bighest among 50
Total assels reporteg States

2,1 64 on990s .
Number of

izations filng o wilh Lncoms of $25,000 orl2ss and
Form 990 fax returi

mos) [2ih-based groups are not cenultad |o file 9905,

Source; Nalno_i\ai Conler lor Chasilable Stalisics, Adverliser (gzeaich

Enformation. Many states use a
uniform registration statement,
which inclydes such information
as whether the organizations or
their fundraisers have ever had
their registrations denied or sus-
pended, whethet they've entered
into consent decrees with regu-
lators and what fundraising
methods the charities use.In ad-
dition to completing the state:
ment, the charities often are re-
quired to provide copies of their
Lax retutns.

Hugh Jones, the deputy attor-
ney genEra.l 'who oversees'chari-

es.edupation, self- pnhcmg
el repomng are more ef-
¢ 'than creating additional
‘govérnment oversight.

““It's {ess glamorous but, frank-
ly, it'll be more robust on what it
can achicve,” Taketa said,

John Flanagan, president of the
Hawai‘i Alliance of Nopprofit
Organizations, said getting the
Internal Revenue Service, which
has a wealth of information on
chaities, 10 shaye more of that In-
{formation with the state would
be a better answer than increased
regulation.

That wlll be especiaily 50 as
the IRS requires more crganiza~
tions to file their tax returns elec-
teonically and as improved tax
forms are phased in, increaging
the timeliness and ability (o ana-
lyze the information, Flinagan
said.

“We're basically very much in
favor of accountability,” he said.
‘“That's nut the sam thing as reg-
ulation.”

- But analysts and regulators
said reeent efforts to get the IRS
to share more information most-
ly have been unsuccessful.

They also said the federal tax
forms, called 9905, often are in-
ceurate, Incomplete or untime-
ly and that requiring charities to
fill gut comprehensive registra-
tion forms wauld -provide the
state and publlc with more useful

ty oversight for the state, said
his office_siipports adopting a
registration ;ystem and pmvxdmg
more resuurces for meaitoring
the industry. It alse favors re-
quiring audited financial state-
ments for nonprofits with in-
comes exceeding $250,000.

As difficult as it may be ra get
the industry and regulators to
agree on legislation, many be-

~lieve something needs to e done
to improve the existing system
and boast donor confidence,

“1 don't think doing nothing is
an aption,” said Schatz, the char-
ity executive.

RED FLAG WATCH

Without a registration system,
the attorney general's office is
able to provide regular oversight
to only one small slice of the in-
dustry, and thatggnly because of
U.S, ot state, law Trivate foun-
datiuus. which make up abeut
10 percent of the charitable or-
ganizations in"Hawal'i, are re-
quired under federal Jaw to pro-
vide a copy of their 990s to the
attorney general's offlce.

The office reviews each of
these zeturns and pursues any
red flags.

Such was the case with The
Catalyst, a private foundation
that prometes global harmony
and a "flag for all people,” ac-
cording to its tax returns. The

is run by H lul

resident John O'Keefe, who per-
sonally donated more than
$600,080 to it in 2001 and 2003,
the returns show. Donations like
that nomally entitle the con-
tributor te significant tax deduc-
tions,

The Catalyst's returng, which
Jones said were incomplete and
inaccurate, attracted the atten-
tion of state and federal regula-
tors,

QOne axea of focus was the lack
of grants. Under The Catalyst's
tax-exempt status, the organiza-
tion is required to give the equiv-
alent of 5 percent of its assets
each year to charities, But it gave
ne grants, from 2001 through
2004 and issued a $5,000 grant in
2005 1o a homeless shelter, the
returns show.

Autherities &lso questioned the
thousands of dollars in rent that
the foundatian paid for the Hlikai
condo where O'Keefe was living,
according ta the tax retugns and
Jones. The organizatién classi-
fied the rent as an expense when
it should have been listed as com-
pensation tu a director, Jones
said.

0'Keefe said he spent houss
answering questions from state
and federal authorities and even-
tually addressed all their con-
cerns. He didn't elaborate and
fater told The Advertiser not to
call higy again.

Aq {RS spakeswoinan declined
comment.

Jones said the state required
the foundation to take significant
actions, including cocrrecting its
returps, seeking an IRS ruling on
its exempt status and paying for
the state’s cost of its invesllga-
tion.

The Advertiser's review of tax
rekuens for dozens of zandomnly
selected Hawaif charities alse
turned up many red flags, which
raise questions abaut a charity’s
eperations but don't necessarily
Indicate something is wrong.

The Center for A Sustainable

Iraq
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-Madels for oversight
of chasiles

Future, for instanee, paid its pres-
ident $116,600 in 2004 for work-
ing an average of eight hours a
week, tax records shuw.

The chazity's president, C. Bar-
ry Raleigh, a renowned scien-
tists, alse was a full-time faculty
member ar the University of
Hawal'i that year.

On its face, 2 sbefigure fee for
essentially a day's worth of work

. cach week would raise questions

about exeessive compensation.

But Raleigh in an e-mail said be
wotked much more than eight
hours a week, including on week-
ends and holidays. He said the
university allows faculty ro work
only eight hours weekly on coi-
sulting, and the remainder of the
week be did the wark for which
UH paid him.

1 put iny over 12 years working
on behalf of CSF us its president
without compensation of any
satt, using my free time to do
so* he wrate. “If you included
that time in the calculation, I was
paid $10,000 per yedr or $25 per
hour.”

Raleigh said the charity’s board
appraved his consulting fee, and
his paid work lastéd far slightly
more then a year, ending in April
2006.

Inaspeechto nonpmr 1 exec-
utives ast year, Jones said his
office has made numerous in-
quiries of foundations bused on
its reviews of their 990a.

Amanyg the examples he e-
seribed was g foundation that
was formed to operate a hesne
for autistic children but for nu-
merous years leased the proper-
ty to ¢ollege students insteud.
‘The tax returns of another or-
ganization Iudieated that a
trustee was paid $46,000 fozr
working an average of zeru hours
per week.

1f those kinds of red flugs were
discovered thraugh a regular ce-
view of foundation 990s, what
kind are going unchecked be-
caust: the vast majotity of Hawal'i
charitics operate without such
gokvernmem scrutiny, analysts
ask.

Given the lack of aversight,
Danlel Borochoff of the Amei-
can Ingtitote of Philanthropy had
this simple advice:

“Let the duncr bewate

Reack Rab Perez ar 525. 8054 or
rperez@honoluluadyertiser.con.
Whal are your

Ihcughls oo the

slate’s oversight of CHAT
ils chartties? Join @
the corwersation at
HDNOL!ILUA_P_YE!TISEE.(DH

For previaus arlicles In hs series, go
10 HONGLULUADYER TLSER. COM/QLARITIES




State to .unleashﬁrst

nonprofit watchdog

Oregon’s registration
system also could help

‘Hawai1 police industry

BY ROB PEREZ .
Advertiser Staff Writer

The state later this year is ex-
pected to hire its first employee
dedicated exciusively to helping
monitor “charities and their
fundraisers.

The legal assistant at the attor-
ney gencral’s office will help sev-

eral deputies who provide charity

oversight and enforcement on a
part-time basis, juggling those du-
ties with other noncharity-related

ones. _
The hiring, authorized by the

Legislature this year, will under-’

score just how far Hawai'i lags
many other states in budgeting
resources to keep tabs on the
thousands of charities that solicit
money from the public.

New York,.for instance, had
more than 50 budgeted positions
when Hawai‘i Deputy Attorney
General Hugh Jones conducted a
December 2004 charity-oversight
survey on behalf of the National
Association of State Charities Of-
ficials. At the time, Hawai'i had
none.

SEE CHARITY, AZ
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How are your
donations used?
Where to find out

Do you know how much of

your donation goes to the
good deeds a charity is
supposed to perform?

Or how much the top

executive of your favorile
chafity is paid?

Find out through ous
searchable database of
rmore than 650 Hawai‘i

charities. 's at
HONOLULUADYERTISER.COM/FY!

FYIADVERTISER

For previous aricles
in this series, go 1o
HONOLULUADYERTISER.COM
JCRARITIES
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CONTNUED FROM A1

The state doesn't have more
people in such jobs partly be-
cause it lacks a registration sys-
tem. Hawai'i is one of only 11
states that do nat require chari-
ties to register, u gap that na-
tionnl experts say apens the door
wider for potentia) abuse.

Some states with more ag-
gressive programs have entire
divisions or seciions devoted to
manitoring the industry.

Oregon Is ohe of them.

While not among the leaders In
terms of the number of persennel
devoted to charity oversight,
Oregon’s Depattment of Justice
system is Jauded by exports for
applying the right mix of regula-
tion and education In the mar-
ketplace. Some believe Oregon's
system eoidd serve as 4 gulde for
Hawai'i as politicians, nonprofit
execulives, regulators and oth-
ers dehate whether the state
should play a Jarger role in keep-
ing tabs an the industry.

“Iz n goud balance of pro-
tecting the public’s intexests and
ullewing nonprofits to emerge
and provide important public
services,” sald Linda Golaszews-
14, interim director of Portland
State University's Institute for
Nonprofit Mapagement,

“I believe most Oregon chari-
ties find the Department of Jus-
tice oversight to be quite helpful
and not burdensome,” said Kay
Subl, a consultant who has
worked with the industry there
for years and co-authored a hand-
book on Oregon nonprofits,

SYSTEMW'S BENEFITS

Cynthia Cumfer, an attorney
who lislped Sohl write the hand-
buok, said the main benefit of
Qregon's registration system is
that it provides sn independent
form of oversight while giving
the public a place to submit con-
cerns or reguests for informa-
tjon,

The ivdependent oveisight is

‘The Bonolulu Advertiser

5 ‘Whal are your
Q heughls on' m@
he state's
oversigh ol its charilies?
Join Lha conversalion at
FONGLULVABYERTISER (O
impartant given that charity
boards sometimes have a "cozy

lationship” with the i
of the organizations they serve,
Cumfer said. The system also has
helped board members better ua-
derstand their Rduciary duties,
to the nonprofit, she said,

Oregon Yequires charities to
tegister only once, listing basic
information such as the non-
profits mission,! pritnary coun-
ty of operationsand key officials.
The charities also must submit
annwal financlal reports. Even
the smallest organizations must
turn in the yearly reports, which
cover such things as:

* Whether a cectified public
accountant audits the organiza-
tion's financial records, If sg, the
n:dimr’x report must be Includ-
ed.

» Whether the nonprofit has a
cantract with a fundralser 1o so-
licit Oregon residents,

= Contact informatlon of the
person who keeps the charity's
records,

* A list of key employees and
ditectors and what compensa-
tion, if any, they get.

» Total reyenue and assets,

The crganizations also must
submit a copy.of thicir federal tax
retuns, called 990s, If they are

required to file such documents

with the U.S. government, Non-
profits with income of $25,000
or less and mpst faith-based
groups are exempt from filing
eturns. . vew

The infarmation compited by
Oregon enables the state to post
2 Web site that allows would-be
donors to check financial data
and other details of a registered
charity — something lacking in
Hawal'i, : '

Oregon's chatitable activities
section has a budget of roughly
$2 million and employs about 13
pedjile, including two full-time
attorneys, three registrars, seven

ekt o

EVALUATING THE CHARITIES

Various waichdog groups, such as Ihe Beller Business
Bureau, have standards by which they evaluale charities,
especially Ihose seeking donations dom Ihe pubic.

Some ol the measures:

« Charities should &p end at lesst 65 parcent of teir
oveysll expenses on program services, which are the
senvices Ihal directly benelit the-people Lhe charily is es-

1abBshed to help.

SUNDAY MONDAY
Chaiilies in Hawaii The fale of legisiation thal
have liltle oversighl would watch the bwustey

WAL

AW

~ No more than 35 percent of money ralsed Ina
fupdraising campalgn showid go to funcraising expens-

es.

* Charltles should make avaitable on request com-
plete annual financiat statements prepared in accor-
dance with generally accepted accounting pinciples,
When kotal annual Income exceeds $25G,000, these

statements should be audited.

YESTERDAY

chaily cull cenlers

HELPFUL. WEB SITES

Here are some online Sites that plovide guidance 1o peaple considering
dondllng to a charity, especially one they'e not familiar with:
Better Business Bureaw:

glve.orgitips/giving.asp

Amerlcan Institute of Philanthropy:

charitywatch.org/tips ntmi

Mirilng the phone lines of .

TODAY
Models for oversight
of charfies

Guldestar (for chetking & nonprofit's facaral lax returaa):

www.guldestar.org/

Char]lsi Navigatar fos checking s'orne chaiily's efficiency
rating): -
www.charl i oigfindex.ch i t ced

Hawal'i attorney general {for checking registerad fundraisers and haw
much a charlly gets):

hawail.goviapfehaiitiesfquicklinksfregist_pro_salics

- ! - hawall taafcharitiesiauictdinks /i Qo
~The financlal stalements ahould show a breakdown | repossf
of expenses, Including what portions go to program
senvices, lundraising ahd management aclivities. .

+ An annual report with the charlly'a mieslon, sum- OREGON OVERSIGHT

. ‘mary of agcomnlishments, a roster of officers and board
mesmbers and detafled financlal information should be

available upon jequest.

The state’s charitable activities section of the Deparment of Justice aver-
sges charilies in Oregon.

. “When giving a donalion, do not give cazh. Make the FERSONNEL e 19 'éﬁ:ﬁﬁ:ﬁ'ff;:,e, ance, then
" check payabls to the charily and keep recerds of the BUDGET $2milion " oo finangial reporta
donalion, —_—— T
; — FOUNDED 1981 FaARIY DATABASE -
i Chack qul the charity with Lhe Betfer Business REGISTERED www.da)state.orusfcgl-
-Bureau of ather reputable cherity avatuators. CHARITIES 14,000 binfeharigroup_cb_auery.pl
Soutce: BBB YEARLY AUDITS DONE 50

investigative personnel and one
audltor, according to spokes-
woman Victoria Cox, About
14,000 charities are registered
with the section.

By contrast, Hawaj'i has no
oversight unit in » state with mere
than 5,000 charjties. What over-
sight there is Jocally = handled
fargely by one deputy inthe AG's
office, with two othecs sometimes
helping. The legal assistant to be
hired wiil handle primarily chas-
itable solicitation mutters, which
get regular attention from the of-
fice because of a Hawal'i law re-
quiring paid fundralsers 1o regis-
ter with the state,

In the 2004 survey done by
Jones, Oregon was listed as hay-
Ing )2 positions, two more than
the average for the 30 dtates that
responded. -

The Oregon section is

funded
by registration fees, includi

ishment, keeping with the state's
ission of pr ing charjtable

those for gaming activities, paid
Ly charities,

Cox said the section.docs
about 50 charity sudles a year,
mostly teiggered by complajnts.
‘The complaints often come from
disgruntled ex-board members,
she said, The office also handles
thousands of information re-

quests a year from the public. -- -

When the Oregon ageney dis-
coyers that 2 charity has strayed
from its mission, the state’s goal
{s to work with the nouprofit to
flx the problem, according to

0X. .
Although the depactment bas
the authority to shut down a
charity and remove directors
Jrom the board, it strives for ee-
habilitation over aggressive pun-
2,

assets, she ‘said.

LOW TOLERANCE

‘With professional fmdraisers,
however, the stute is very ag-
gressive if the companjes mis-
lead donors or violate other Jaws,
Cox said. The state, far instance,
will tfireaten to sue If the
{undraiser misrepresents infor-
mation, she szid.

Oregon has provided inde-
pendent oversight of the industry
for years. it formed the activi-
ties sectien in 198].

Hawai'j used to have a regis-
tration requirement for charitles,
but that law was repéaled in the
mid-1990s, and the industry
hslped thwart effotts in 2001 and
2002 by the AG's office to get

= -

Housing

CONTINUED FAOM A1 .
Real Fstate Research & Educa-
tion Center at UH, .

When told of the 145 Hawaii
foreclosures last monch, Qrdseay.
said, “That's nothing.*

Hawai'i had one fareclosure

" filing last monsh for every 3387
hougehotds, The natlanal aver-
age was one per 510 households.

Hawai'i hus maintained 8 rela

tiviely Sow forectosure rate thanks
1o mostly stable home prices and

Ve deca

the riskier loans:compared with
some Mainland markets.

Still, RealtyTrac data show that
Hawai'i forgglod b

rsen in seven of 168 Fsi efght

muonths of this ysar compared |

with a yearearlier,
NO HOUSING GLUT
o August increase jn Hawai'i

shzgs khigtu the market “is. obvi-
ously tightening and people do
have to be pradent in taki:;s
\oans,” Qrdway said. But he 52
the monthly increase does not sig-
nal a return to 2 '90s-style trend,

Unlike some Mainland states
that are facing a housing glut,
Hawsi'i has not “gone overboard

EY ST . )
the trouble with subprime lend-
Ing, foreclosure uxt;xli.ngs mdy be
- ed higher. Subprlo lending
ggfﬁim ‘}%Pﬂm:te Joans 2aken
by people with paor eredit,
"Tfte jump in forecl fil-

‘are facing-foreclosure.” . 7
' The campiny counts & rangs
of document flings io the fuze-
«ltsure process, feem default no-

tices to augtion notices and bank
: |

ings this month might be the be-
ginning of the next wave of in-
creased foréclosure activity, Re-
altyTrac GEO James Saccaclo
said in the report,

Nevada, where there wére

6197 August foreclosure filings,:

Ihad the highest filing rate at one
per 165 househalds. The lowest
rate was in Vermont, where 11
filings equated o one per 27,940
households.

RealtyTrec's data is one oj‘!he

Because of the methodology,
‘RealtyTrac's count can include
mare than ¢ne foreclosure fiking
om'the same property. But the

data also miss nonjudicial fore- .

closure notices that aren't record-
ed publicly, end situatlons in
which homeowners in mortgage
default are working with Jenders
in hopes of avoiding foreclosure
attion.

Reach Ardrew Gomes at
manmocFhana bilen diorticon

Caze iy

the Legislature to approve 2 new
system,

One of the chief industey con-
cerns has been that a registra-
lion requirement could prove too
costly in time and money, expe-
cially for smaller charities, buzt-
ing their abiitty to carry out theic
charitable duties.

But Sohl, the nonprofit can-
suftant, said even tiny charitles
benefit from Qregon’s oversight,

“For the very small and unso-
phisticated nonprofits, we've
found that the requirement to ru-
port ta the Department of jus-
tice is ofien helpful,” she wrote in
an e-mail, *It's semething of a
wake-up call about the need to
keep baslc financial records.”

Reach Rub Perez at 525-8054 ur
rperez(@honoitluadvertiser.com,

FORECLOSURE RATES BY STATE iN AUGUST

RUMBDER GF HUMEER UF KOUSENOLDS
- FORECLOSURES FaR EACH FQRECLOSURE
U3 100L 243847 510
EEST ’
Venmom 11 21,540
Norlh Dakola 27 tLae
South Dakota k¥3 10,673
WestVigink 105 8307
Misslssippi 164 7534
Hawall (10t} hest) 148 3,307
WORSE
Colorado 6,588 a2
Ohio 17,793 20y
Gaorgla o lasn m
Callomia ;s $R8T5 224

&Y 165
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NAAG/NASCOSmndard:zedRepomng R AT c URSVZHOPg]

Umﬁed Reglstratmn Statement (URS) for Charntable 0rgamzat10ns© (v. 3 10) SO

Ry £ Initial reglstratlon B = ReneWal/Update .. ] (;

Thls URS eOvers the reportmg year w]nch ended (day/month!year) R .-;-_:,-__‘._ v o :
inerEIN ‘ ' _ P fode T

1 Orgamzanon 'S legal name

R Changed sm°° P"°" ﬁllngs, prevrous name used s

All other name(s) u’sed

L ‘2,‘(A)"st‘réét__a-qdress__-'.".”‘_' I T
L »“cfi.t'y AR S - County -
_ State o leCode
(B) Malhng address (1fd1ﬁ‘erent) ' _' L S
'.‘fCity_"'-. CE e T - County 1
. Stafe. S Len " Zip Codef""f'-. D

' 3 Telephone number(s) Fax number(s)‘_,.. :

L Bemail T'i _'.. :‘:..;:_'.‘ -ff... Web Slte-'

..‘.7 Has orgamzatlon or a.ny of 1ts oﬂicers dlrectors, employees or ﬁmd raisers:- LI P R
R Been en_lomed or otherw:se prohlbrted by a govemment agency/court ﬁ'om sohertmg? Yes H No []‘ > R

B,:\‘ Had 1ts regrstrntlon den:ed or revoked? Yes n No []

'A_;'f". N C. Been he sub_)ect of - proceedmg regardmg any s’ohcxtatron or reglstratlon? Yes [] No E] SRS

h "_’;'E. Applted forreg’istmtron or exemptlon from reglstratron (but not yet completed or obtamed)'? Ye"s’-' ; 0| .:' R

B F, chlstere,d w1th or obtamed exemPtlon from’a-ny state of agency? Yes EI No El |

SRR ¢ § Soherted funds_m anystate" ‘_Yes [ § Nn H
i ‘yes”to A, B, C, B, E, attack apzanauon

If “yes” to 7F &G; attack list of states, where regrstered exempted or where it solrclted mcludmg reglstermg agency, : -
" dates of reglstranon, reglstratlon numbers, any other names under whlch the orgamzatron was/is reglstered and the dates
) and type (mad teiephone door to door, speclal events “etc. ) of the soheltanon conducted : Hy :

oy

8 Has the Orgamzatlon apphed for or been granted]RS tax exempt status9 Yes I:I No ﬂ

If)'ES, date OfaPPIlcatlon ol .. ORdateof determmation letter - ' o
If granted exempt under 501(c) - Are contnbutlons to the orgamzanon fax’ deductlble? Yes n No ﬂ




T * . T

" URSv.3.00Pg2 -

N NAAGINASCO Standardlzed m:po@_gr 3
" f R "_9 Has tax exempt status ever b%:en demed revoked or modnﬁed" Yes O No IO h
C L --10 Indlcate all methods of sol:cttauonS‘ R SR
' MallD Telephone[] Personal Contaet[] Radlo/TV Appealsl] T o
Speclal EventsEl Newspaper/Magazme AdsEI Other(s)l:l(Spectty) S L LRI
:"'."-'_;'_11 LtsftheNTEE code(s) thatl:lest descnbes yourorgamzatron ; IR ' ' B

i '12 Descrlbe the purposes and programs of the orgamzatlon and those for whtch funds -are SOllClted (attach separate sheet y‘” .
necessary) e . . . . . . . L

L _13. Lrst the names t:tles addresses, (street & P 0 Ja and telephone numbers of off‘ cers dlrectors, trustees and the pnnctpal '
' salarled executwes of organlzatlon (attach separate sheet) e .

SRy 14 (A) (1) Are any of the orgamzanon s oﬂicers, dlrectors trustees or employees related by blood marrtage, or adopflon to:n |
" i) any-other officer, director, trustee or employee OR (n) any officer; agent or employee of any ﬁmdralsmg ' _
* ~professional firm’ under contract to the orgamzatron ‘OR (iii) any officet, agent or employee of a suppller or. T
E ‘vendorfirm providing goods or servrcesto the orgamzatlon? Yes. O No . :
(2) Does the organization or any of its; officers, directors, employees, or anyone holdmg a financial mterest in the
"~' orgamzauon have a finaricial interest in a- busmess described in (n) or (iii) above OR serve as an off cer, dlrector, '
. partrier or employee of a-busines described in (ji) or (iii) above?..’ Yes o NeDd - .- 2
[ (]f yes to any part of 14A, attach sheet ‘which speclﬁes the relattonshtp and provrdes the names, busmesses and
T _.:.  addressesofthe refated partles) :
; (: - (B) Have any of the organization’s officers, drrectors or pnnerpal executwes been eonv1cted of a mlsdemeanor or felony"
([f yes, attach a complete explanat:on ) Yes, ﬂ No ﬂ : R C :

15. A tzach separate sheer Ixstmg names and addresszs (street & P O ) for aII beIow

' Indtwdual(s) responmble for custody of funds Ind|v1dual(s) responsrble for dtstrlbutlon of ﬁ.mds ‘
s -Indwldual(s) responsrble for fund ralsmg - Indwtdual(s) responSIble for custody of ﬁnanclal records
. Indxwdual(s) authortzed to slgn cheeks . Bank(s) in whleh reglstrant’s funds are depostted (mclude account )

C . number and bank phone’ number)

l6'. Name, address (street & P O) and telephone number of accountantlaudltor
, Addﬁé_ss-: ‘ » . S

A i _Telephone

L Method of accountmg

SRR v A 'Name,address (street & P. 0 ),'an‘d telephone number of person authonzed to receive serwee of process mrs iSa state-'"" T
© specific item. See mstmcttons : ‘ o . .

- Name -’

Add'ress L S B _ .
Gty . - .~ State ' ZipCode_ " . ' . . Telephone




NAAGINASCO Standard:zed Reporhng

18 (A) Does the orgmuzatlon receive ﬁnanclal Support from other nonpmﬁt orgamzatlons (foundatlons, pubhc chanhes combmed

B . ':19 Does the orgamzatloq use volunteers to sohclt dlrectly" _ Yes ﬂ No n

- ' '20 f your orgaruzatlon contracts with or otherwme engages the s services of any outsrde fundralsmg profess;onal (such as’ ar

- 21. Amount pald to PER/PS/FRC durlng prevmus year $
T 22. (A) Total eontrlbutlons $

L '.-(C) Management& general expenses $

T"’j(D) Fundrais SR e
e '(E) Totalexpenses $ __._.. a '. IR I . B

e attachments or supplement is true, correct, and complete. R

Tyl e

ot :‘.’ .

URSV 3l0Pg3

: campalgns, etc)? Yes @ No@D _
(B) Does thé orgamzatlon share revenue or governance w1th any other non-prof t orgamzatnon" Yes m No' ﬂ_.{_ )

' - (C) Does any other person or. orgamzatlon own a 10% or greater 1nterest in your orgamzatlon OR does your orgamzatron

own a 10% of greater mterest ih any other orgamzatron" ) Yes n No IJ

(If ‘yes” to A B or C attach an explanatlon 1nclud1ng name of person or orgamzanon address, relatlonshlp toyour L
. ‘orgamzatlon, and type of organlzatlon) - : . el S y

Does the orgamzatlon use professnonals to solncnt dneotly" ’ Yes n No u

“professional fundraiser;” “paid solicitor, » “fund raising counsel,” or “commermal co-venturer”), attach list me}udmg
their naries, addresses (street & P.O. AN telephone numbers, and location of ofﬁces used by themn-to perform workon_ ;
-behalf of your- orgamzatxon ‘Each entry must include a snnple statement of services provided, descriptionof o
compensatlon arrangemient, dates of contract, date of carnpalgnlevent, whether the professnonal sollclts on. your behalf
*.and whether the professmnal at any time has custody or control of donatlons AT vy S

___(B) Program serv1ce expenses $ _..__,..._.__. .

ng expenses $

' .(F) Fundra:smg expenses as a percentage of funds ralsed ' S % -

' (G) Fundra1smg expenses plus management and general expenses as a percentage of funds ralsed

(]-I) Program serv1ces asa percentage of total expenses - ' % L -

Under penalty of perjury, we, certxfy that the above mformanon and the lnformatlon contamed in any

PR

:;'Swomtobeforemeon(or51gnedon) o - -" 20 e e

"+ Notary publlc (i_freqni_rerl) '

" Name (printed) . . - 0 o Name(prmted). . T i o-
_Name (signature) ST L Sl PR _Nme_(signemre) E
' "Ti.tle(printeﬂ) T ' . Title (printed). . S
. . . . ; , - . . R

) ) ‘Consult the state-—by-state appendix to the URS to determine whether supportmg docunients, Supplementary state '
- . forms or fees must accompany this, form. Before subnnttmg your reglstratlon, make sure you, have attached or- i

mcluded everylhmg reqmred by each state to the respectzve copy of the URS

Attachments may be prepared as one contmuous doeument or as separate pages for each 1tem requlrmg elaborat:on

In elther case, please nuember the response to correspond with the URS item number.

@2007MUL’I’I STATE FlLER PROJECT

}‘l



LINDA LINGLE STATE OF HAWAII LAWRENCE M. REIFURTH

GOVERNOR OFFICE OF THE DIRECTOR DIREGTOR
JAMES R, AICNA, JR. DEPARTMENT OF COMMERCE AND CONSUMER AFFAIRS
LT GOVERNOR 335 MERCHANT STREET, ROOM 310 RONALD BOYER

P.0. Box 541 DEPUTY DIRECTOR

HONOLULU, HAWAII 96809
Phone Number: (808) 586-2850

Fax Number: (808) 586-2856
www.hawall.gov/dcca

PRESENTATION OF
DEPARTMENT OF COMMERCE AND CONSUMER AFFAIRS
OFFICE OF CONSUMER PROTECTION

SENATE
TO THE HodSE COMMITTEES ON
JUDICIARY AND LABOR
AND
COMMERCE, CONSUMER PROTECTION, AND AFFORDABLE HOUSING

TWENTY-FOURTH STATE LEGISLATURE
REGULAR SESSION OF 2008

Wednesday, February 13, 2008
9:00 a.m.

TESTIMONY ON SENATE BILL NO. 2968 — RELATING TO THE PROTECTION OF
CHARITABLE GIVING.

TO THE HONORABLE BRIAN T. TANIGUCHI AND RUSSELL S. KOKUBUN, CHAIRS,
AND MEMBERS OF THE COMMITTEES:

The Department of Commerce and Consumer Affairs ("Department”) appreciates
the opportunity to testify in support of Senate Bill No. 2968, Relating to the Protection of
Charitable Giving. My name is Stephen Levins, and | am the Executive Director of the

Department's Office of Consumer Protection.
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Senate Bill No. 2968 seeks to amend Chapter 467B of the Hawaii Revised
Statutes by requiring registration with the Hawaii Attorney General of most charitable
organizations before they can solicit funds.

The Department is in support of this measure because adoption of a registration
requirement will promote consumer protection in two important ways.

First, it will provide information to the public. In most states, those who are
solicited can contact their state charities regulator and obtain some basic information
about the nonprofit and its fundraiser, such as, who they are, where they are from, how
much money they took in, and how much of it made it into the coffers of the nonprofit for
which they're soliciting. Adoption of this measure will enable Hawaii consumers to have
access 1o this same type of information.

Second, the filing of registration forms and financial reports will provide a wealth
of information to law enforcement. Registration will allow the Attorney General to
determine who is behind a solicitation, where it is coming from, who the principals are,
what other organizations are involved, and perhaps most importantly, what happens {o
the money that is raised.

Each year, millions of dollars are contributed to charities by Hawaii consumers.
They deserve the right to know where their hard earned money is going. Adoption of

this measure will give law enforcement the necessary information to tell them.
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Thank you for this opportunity to testify on Senate Bill No. 2968. | will be happy

to answer any questions that the members of the Committees may have.
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The Office of Hawaiian Affairs supports the intent of SB 296B. We
strongly believe that better oversight and monitoring of charitable
organizations is necessary not only to rebuild the public trust but
also to ensure the sustainability of our non-profit sector. OHA itself
is constantly working to improve oversight of its grants.

In fact, today most states regulate fundraising. They do so through

statutes —-- usually called “solicitation laws” -- that are primarily

concerned with the solicitation of charitable contributions from the

general public. The centerpilece of most ¢f the regulatory schemes is
comprehensive reporting, by nonprofits and by the outside fundraising
firms and consultants they employ.

We hope that Hawaii will jeoin with thirty-nine (39) other states that
already require registration of and reporting by charitable soliciting
organizations. However, OHA does not believe that it is prudent or
necessary for Hawaii to develop its own proprietary registration
mechanism as stipulated in SB No. 2968 when thirty-six (36) states
already subscribe to a unified registration process known' as the
Unified Registration Statement (URS).

The URS is part of the Standardized Repoerting Project whose aim is to
standardize, simplify, and economize compliance under state
sclicitation laws. The URS represents an effort to consolidate the
information and data requirements of all states that call for
registration of nonprofit organizations performing charitable
solicitations within their jurisdictions. The effort is organized by
the National Association of State Charities Officials and the National
Association of Attorneys General. The use of such a unified process
would also assist local charitable organizations as more and more of
them begin to use the Internet for cross-state fundraising purposes
and are increasingly faced with the prospect of having to register in
multiple states.




Compliance reporting under solicitation laws is divided into two
pileces: (1) registration, which provides an initial base o¢f data and
information about an organization's finances and governance; and (2)
annual financial reporting, which keeps the states apprised about the
organization's operations with an emphasis on fundraising results and
practices. Typically, states reguire both registration {at least an
initial registration) and annual financial reporting.

With thirty-nine jurisdictions regulating in this manner, there is
inevitably little consistency of approach. Some states have one-time
registration; others require annual renewal of registration; some will
require submission of every common governance and financial document;
others make do with just an IRS Form 990; and so forth. But each hsgs
its own registration form (or forms) and, until the advent of the URS,
required its submission, wverbatim. For now, the URS is the sole
device for standardized, multi-state filing and it applies only to
registration and registration renewal (which may be required yearly
but may be distinct from annual financial reporting).
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Better Business Bureau of Hawalil, Inc.
1132 Bishop Street, Suite 615
Honolulu, RI 56813

— Phone: 808-536-6956

Nelghbor Islands (toli-free): 1-877-222-6551
BBB_ Fax: 808-628-3970

Submitted to the Senate Committee on Judiciary and Labor
Hearing Date: February 13, 2008 at 9am
Bill Number: Senate Bill 2968 (Drafted by the AG)

Testimony of Dwight M. Kealoha, CEO, Better Business Bureau of
Hawaii.

To: The Honorable Senator Brian T. Taniguchi, Chair and Members of
the Committee

The Better Business Bureau of Hawaii (BBB) accredits charities
to provide donors a means of assessing the trustworthiness of a
charity. The BBB's intent is to promote greater self-regulation, enable
charities to be accountable and demonstrate a level of transparency
that benefits donors. To earn that accreditation, charities commit to
and meet 20 standards in four areas,

Governance and oversight
Finances

Fundraising

Measuring Effectiveness

The results of the BBB's review of a charity are published on
the BBB website (hawalii.bbb.org) and accessible to donors and the
general public.

The BBB of Hawali supports SB 2968 because it could provide
measures that would benefit prospective donors and assist charities In
their fundraising efforts. These measures include:

» Providing more information to the public regarding the
charities’ status and financial heaith, It would allow the public
to make motre informed decisions.
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s Greater accountability of charities to the benefit of
prospective donors.

o Increased transparency on the part of charities regarding
fundraising. This would allow donors to have some level of
knowledge about the charity. This is especially important for
businesses that are approached and have few tools at their
disposal to verify what the charity is about or its performance.

¢ Help safeguard the public from scams perpetrated by scam
artists posing as charitable organizations.

» Including a provision to enforce the requirements
recommended In the bill.

For these reasons the BBB supports passage of the SB 2968
(drafted by AG).
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TO: Chair Brian Taniguchi
Vice Chair Clayton Hee
Members of the Committee on Judiciary and Labor

Chair Russell Kokubun

Vice Chair David Ige

Members of the Committee on Commerce, Consumer Protection and Affordable
Housing

FR: Nanci Kreidman, M.A.
Executive Director

RE: S.B. 2968
Aloha and good morning. We are submitting testimony in opposition to S.B. 2968.

This Bill adds unnecessary and cumbersome steps for agencies to follow. The fact that
most organizations have contracts that do not meet their costs for providing precious
services to the community, places us in the tenuous position of having to constantly
work to raise additional dollars. Registering with the Attorney General in order to do this
makes the job that much more onerous.

It is not clear from reading the bifl what the objective of this registration before
solicitation of funds is intended to achieve? It would seem the idea is to increase
accountability. As we assert in our testimony for S.B. 3171, organizations most certainly
have an obligation to be accountable, and are already meeting that mandate through
multiple reporting requirements placed on them with contracts, grants and other
awards of public or private dollars.

Thank you for inviting comment today.

P. 0. Box 3198 « Honolulu + Hawaii » 96801-3198
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HANO

Hawrai'i Alliance of Nongrofit Organizations

February 11, 2008

TO: COMMITTEE ON JUDICIARY AND LABOR
Senator Brian T. Taniguchi, Chair
Senator Clayton Hee, Vice Chair

COMMITTEE ON COMMERCE, CONSUMER PROTECTION AND
AFFORDABLE HOUSING

Senator Russell S. Kokubun, Chair

Senator David Y. Ige, Vice Chair

FROM: John Flanagan, Hawai‘i Alliance of Nonprofit Organizations

RE: Testimony on SB2968, relating to the protection of charitable giving and
SB3171, relating to charitable trusts and nonprofit organizations

HEARING: 9 am., Wednesday, Feb. 13, Conference Room 016

The Hawai‘i Alliance of Nonprofit Organizations is a statewide and sector-wide
membership organization that unites and strengthens the nonprofit sector as a collective
force to improve the quality of life in Hawai‘i. HANO members include more than 280
charitable organizations of all kinds that are tax-exempt under Section 501(c)(3) of the
Internal Revenue Service Code. HANO members provide valuable services to
communities on every island.

HANO supports the intent of these essentially identical bills, which is to protect
charitable giving. Our members have reservations, however.

Amendments: The Attorney General’s office has informed us that it will suggest two
specific amendments to the bills that will deal with concemns raised by HANO members:

1. Private information:

The Universal Registration Statement the bill would require includes bank
account information and personal contact information for nonprofits board and
staff members. HANO has requested that language be included in the bill to
require such information to be confidential rather than public.

One Souih King Building

33 South King St.. Suite 501 « Honolulu, HI 96813
infolhano-hawail.org « hano-hawaii.org

(808) 529-0466 » Fax (808) 529-0477

Alsha United Way



2. Reporting deadlines:

The annual reporting deadline now in the bill is four months after the end of the
nonprofit’s fiscal year with a three month extension for good reason. Many
nonprofits realize considerable savings by having their audits and tax return
preparation done during the summer after the April tax filing deadline. This
avoids competition with other tax work due in April that would drive up the cost.

The IRS provides routine, six-month extensions beyond the April filing deadline
and accepts audit completion as an acceptable reason for an extension. Therefore,
many nonprofits file their annual Form 990s to the IRS in October for the
previous tax year that ends on the previous Dec. 31.

The AG’s Office said it will propose amending the bill to extend the annual
reporting deadline to eight months following the close of the tax year (which
would be August 31 for agencies with fiscal years that align with the calendar
year) with additional extensions available if needed to complete an audit. We
suggest adopting the IRS standard instead.

Additional Comments

= Registrations and annual reports: Many HANO member nonprofits see state
registration and annual financial reports as duplicative and unnecessary. Nonprofits
already provide annual reports to donors, supporters and volunteers and file financial
reports to the IRS, to state and county agencies, to accrediting agencies, to private
foundations and to other funders, such as United Ways and the Combined Federal
Campaign.

Annual financial reports by nonprofits to the IRS are public records that can already
be viewed by the public and state regulators on Guidestar.org. If additional records are
needed in a case under investigation involving misuse of donor funds or criminal
wrongdoing, we agree the AG’s office should have subpoena powers to acquire them.

We encourage the Legislature to minimize the administrative burden on charitable
organizations and to recognize that adding duplicative administrative burdens cuts into
the programs and services nonprofits provide the community while increasing the
pressure on fundraising. Nonprofits recognize that administrative overhead is a major
concern of donors and tax payers who strongly prefer to see their money go to direct
services. This bill would increase administrative overhead, requiring more paperwork
and payment of auditing and registration fees.

= Should donations pay for oversight?: HANO supports funding nonprofit oversight
through an appropriation from the general fund rather than through the proposed
registration fees of as much as $750 per year. Charities agree law enforcement
agencies should have the personnel and tools needed to find and deal with abuses, but
disagree that the burden should be borne by the donors who support charitable



organizations and who want their contributions to go to programs that make Hawai‘i a
better place. HANO members question imposing fees on nonprofits that receive
donations. Some tell us the proposed registration fees amount to an inappropriate tax
on donors.

=  Audit requirement threshold: While HANO members agree that auditing financial
statements is a recommended best practice, they suggest the threshold for required
audits be raised to at least $1 million. The threshold now in the bill is $500,000 in
annual revenue. Audits for nonprofits with annual revenues of $500,000 now typically
cost from $7,500 to as much as $20,000. Audits are becoming increasingly expensive
as auditing standards are becoming more rigorous.

" Subpoenas and injunctions: HANO supports the provisions of these bills that would
give the AG the power to subpoena materials, hold hearings, apply for injunctions and
grant appropriate relief to ensure that donated funds are properly used. Currently, the
AG can only dissolve the organization or remove board members.

= Charitable solicitation campaign reports: HANO also supports the provisions of the
bills that requires professional solicitors to report gross revenue from Hawai‘i donors.
Under the current law, it is impossible to know from the reports that are posted on the
AG’s website if the sums reported are just from Hawai‘i donors or if they were raised
nationwide.

Thank your for the opportunity to express the views of HANO members concerning
SB2968 and SB3171.

Sincerely,

John Flanagan
President & CEO
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Wednesday, February 13, 2008
Support of S.B. 2968, Relating to Charitable Organizations

The Children’s Alliance of Hawaii is a non-profit organization, incorporated in
1987. We provide supportive services to sexually abused children on Oahu
and Kauai in order to assist them in the healing process and offer hope for
their future. Each year we serve over 700 children. We strongly support SB
No. 2968, Relating to Charitable Organizations, which would require
registration of charitable organizations with the Attorney general’s office,
create oversight, and strengthen protections for the public against fraudulent
and unscrupulous charitable sclicitations and activities.

Providing service to the community is an honor and a privilege. As non-profit
organizations we are duty bound to perform at the highest levels of ethical
standards in order to ensure and maintain the public trust. As we strive for
excellence, we know that there are others who will take advantage of the
public’s trust and feed upon their sympathy for personal gain. Today we

have very little to protect the public from these predators. Because of the
ever growing number of charitable organizations within and outside of the
State, self policing is not an option.

Hawaii has one of the highest levels of per capita charitable giving. In order
to maintain that high level and ensure our citizens are fully informed to
confidently give, we need to have oversight of the sector and enforcement,
S.B. 2568 will provide it.

We urge the committee to pass S.B. 2968. Thank you for this opportunity to
testify.
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