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

ON THE FOLLOWING MEASURE:
S.B. NO. 3171, S.D. 2, RELATING TO CHARITABLE TRUSTS AND NONPROFIT

ORGANIZATIONS.

BEFORE THE:
HOUSE COMMITTEES ON CONSUMER PROTECTION AND COMMERCE AND ON JUDICIARY.

DATE: Thursday, March 13, 2008 Tme: 2:00 PM

LOCATION: State Capitol, Room 325
Deliver to Room 315 ,5 copies

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

Chair Herkes and Members of the Committee:

The Department of the Attorney General supports this bill, with
the five amendments listed below.

The purpose of this bill is to re-enact a registration law for
charities that solicit funds in Hawaii, and to strengthen Hawaii's
charitable solicitation law. This bill ié similar to H.B. No. 3046,
which received favorable testimony from the Better Business Bureau of
Hawaii and other nonprofit organizations, as well as the Editorial
Board of the Honolulu Advertiser.?

We request the following amendments:

1. We request that the last sentence of proposed subsection (a)
of section 467B-A, Hawaii Revised Statutes, lines 9 through 13, page 4,
be revised to read: V

“A consolidated application for registration
may, at the option of the charitable
organization, be submitted by a parent
organization for itself and any or all of
its related foundations, supporting
organizations, chapters, branches, or
affiliates in this State.”

nstate Law is Need to Regulate Charities," Honolulu Advertiser (Sept. 18, 2007)
("Legislators must provide safeguards so that residents can rely on laws, not blind
faith, when donating to their favorite charities").
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This will facilitate consolidated registration by national
organizations or statewide organizations with Hawaii chapters or
affiliates and relieve those organizations from the burden of
duplicative registrations.

2. We request that a new definition be added to section 3 of the

bill that reads as follows:

"Parent organization” means that part of a
charitable organization that coordinates,
supervises, or exercises control over
policy, fund raising, or expenditures, or
asgists or advises one or more related
foundations, supporting organizations,
chapters, branches, or affiliates of such
organization in this State.”

This amendment relates to the first amendment noted above.

3. We recommend that the penalty imposed by subsection (e) of
proposed section 467B-C, Hawaii Revised Statutes, be capped at $1,000
rather than $20,000. There is a similar penalty cap in section 467B-
9.7(b), Hawaii Revised Statutes.

4. We recommend that section 13 be amended to state that the
provisions of section 2 of the bill will become effective on November
15, 2008, to allow sufficient time for currently soliciting charities
to register with the Attorney General.

5. We recommend that the gross income threshold, on page 6, line
2, for the required filing of audited financial statements be lowered
to $500,000 from the present $1,000,000. As currently drafted, less
than ten percent of Hawaii charities would be required to prepare an
audited financial statement. The audit threshold in most other states
averages from $150,000 to approximately $350,000.

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 B.
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The bill proposes limited exemptions from the registration
requirement for:

e Parent teacher associations or educational institutions that are
registered or accredited.

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

e 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 also proposes to require audited
financial statements for nonprofits having over $1,000,000 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. Most 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 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
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court to violate the First Amendment. It will also make other
clarifying amendments to Hawaii's charitable solicitation law,
including:

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

e Amends the financial report requirement by paid solicitors to
clarify that solicitors must report contributions received

nationally and from Hawaii donors.

e Requires commercial 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 solicitor

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.
Although we pointed out in testimony to the Senate Committee on

Labor that the title of this bill could be challenged as expressing two
subjects, the Senate Committee decided to pass out this bill instead
of another bill that was also being heard? Section 14 of article III
of the Constitution of the State of Hawaii, states in part:
Each law shall embrace but one subject,
which shall be expressed in its title.
However, this requirement has been liberally construed by the

Hawaii Supreme Court. See Schwab v. Ariyoshi, 58 Haw. 25 (1977). 1In

the Schwab case, the Court stated:

It is sufficient if the title of [a law]
fairly indicates to the ordinary mind the
general subject of the act, is comprehensive
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enough to reasonably cover all its
provisions, and is not calculated to
mislead;

We believe that the title of this bill, “Relating to
Charitable Trusts and Nonprofit Organizations,” may fairly be
viewed as a bill that contains provisions that generally related
to charitable organizations (charitable trusts, public benefit
corporations and foundations) and satisfies the liberal test
established by the Hawaii courts.

Why Hawaii Needs a Charitable Solicitation Registration Law

According to some published reports, as much as ten percent of
charitable giving results from some form of sclicitation 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 exempt 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 Hawaii residents.

In a series of articles in the Honolulu Advertiser in September

2008, a copy of which is attached to this testimony as Exhibit A,
Hawaii was described as having the most lax charitable oversight laws
in the Nation. The series pointed out that Hawaii is one of only
eleven states 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 a 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 requirement that existed
in Hawaii from 1969 to 1994 and provide for limited exemptions from the

registration requirement. The president of the New York-based Council
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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 Organizations ("HANO") in November.l1

How Does Having a Charity Registration Law Help the Public?

- The re-enactment of a registration requirement 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
solicitation, 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.

We respectfully request that this bill be passed with the five .

amendments noted above.

l gee "Experts Advice: Register Charities" Honolulu Advertiser November 2, 2007
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testthe susperision and paid « $3,000

fine. :

* tive director,

vious tax pt stntus dido't apply
to the new arganizatlon; meaning do-
nations in 2006.and 2007 were not fay-

 deductible, Jones said In the letter.. -
the foundation’s exccu- |

Jehnny K:

enied that the chml)* ar

the fundraiser was mempllng to mn-

lead anyone, : -

The fnnndlilnn was lmq!nnmlly
ofa ity that

“Kal veasn't even aware of wiitil the AG's

hut his pnslmm ¥ chiel .|rl-
ministrator.

“This was done to cnm|\|y with the
law and.to prevent cither-a condlict
(o interest or the perception of a eon-
flict of ‘mrn-sr. Little said in an 6.
mail.

“He vepald the foan i futi in zm:

Mlhmlgh the academy mentimed
the loan on its vax retums the pant sev-,
eral years, the AG's office wasn'Laware
of it unth Tast week — when The Ad:
verﬂser called tn inguire abiur i,

Rtadl ﬂnb Perex at S25-054 or
rperezi@honnfubundvertiser.con -



Moves to reglster
charities doomed

HAWAIl

Rl

by pohtical clout

BY ROB PEREZ
Adbvertiser Staff ther :
_ After failing to get a charity reg-
. istration bill passed in the 2001
legislative session, the state_at-

torney general’s-office changed

strategy.
_ Itstripped the proposa] of some
.of the requirements the industry
considered onerous 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 coinmittee.

As a result, Hawai'i five years
later rémairis one of the few states
that de not require «charities to
register, allowingthousands of or-
ganizations to take in donations.
from the public with virtually no
regular oversight from regulators.

The fate that the registration
bills met in 2001 and 2002 under-
scores the influence that the non- .
profit mdustry has at the Legis-
Iature. -- .

The memberslﬁp rosters of
many of Hawai{’s ‘most promi-.

‘nent charities read like a list of

. SEE CHARITY, A2

S NEWSP AP E R
BRﬂKﬂlﬁ NIWS 2411 AT HONOI.UI.UADYiRﬂSER (ON m
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.HO'S REGULATlNG HAWAI I’S‘CHAHITIES” A HONOLULY ADVERT!SER SPECIAL REPORT

harity

INVED FROM A1

s who in the community.
rporate heads. Civic lead-
[ajor lobbyists. Government
als, Union executives.

i state Jegistators sit on the
teer boards.

‘The Honolulu Advertiser

A GENEROUS LOT

Hawal'l residents in 2001 gave roughly $430 million in goods and
money to lacal and nalional charities, Some findings Imm a 2002

stucly

d by the Hawal'l C ity F

92% OF 'ALL HOUSEHOLDS GAVE, COMPARED

WITH 88% IN 1998

« Kaua‘l was the most generpus county, with 97% of all house-
halds glving, followed by O‘ahu al 924, Maul at 90% and the

Big Island al 87%

ifap lar bill g

g oppositmn in the non-
: community, the chances

isage are slim, according to
in the industry.

\ere are some very influen-

sty important business peo-

\ those boards, and they’re

188 saying more regula:inn

THE AVERAGE DONATION PER HOUSEHOLD WAS $1,035,

COMPARED WIYH $894 IN 1998

+ Nearly 10% of di

el

ihey the

ts gave b

organjzation was best sulted for the job; 88% gave to ease
pain and suffedng. The least popular reason cited: 14 gave

out of gullt. %

« Sypponting fundralsers was the most popular form of giving,

sts were

good,” said Ji
18 Jobbied at the Legisln-

by giving to
among the least popular,

boxes. Phone req

CHARITIES, CHARITIES EVERYWHERE
Hawali'l has mare than 5,500 charitable organizations, with assets of

nearly $14 billion.

5,002 95.6 hillion 1 per 255
Public charities Tolal revenue’ residents
559 feported an 890s Public charlties per
Ty caplta, the 10th
pivate foundations 513,98 Blion  hignest among 50
Total assels reported  States

2,164 on 9805
Number of

filing *0 with income of $26,000 or less and
Form 890 tax return®*  most (alth-based groups are ol required to file 980s.

Soures: anio}lnl Cenlet jor Chavilable Stalistics, Adverliser research

mfurmatlun Many states use a
uniform

resident John O'Keefe, who per-
sonally donated more than

“which inclydes such lnformmon
as whether the or

O various nonprofit groups
= past 30 years. “The whole
f regulation — people just
Ilke it, especially business

: xeasonu nonprofit repre-
ives cited back then to lob-
iinst the bills are similar ro
‘hey cite today in express-
servations about a regis-
n system.

ics of the 2002 bill called
quirements overly broad.
said a registration system
put unreasonable burdens
aprofits, especially smaller
nueting their ability to car-
their missions. They said
hadn't become a big prob-
Hawai'l, If the state need-
pies of tax returns, they
, it could request them
he federal government.
national experts say re-
g charities to register is
tant for states to under-
the industry landscape and
'p an effective oversight
L

a fivst step, and not even a
p," said ‘Trent Stamp, pres-
of Charity Navigator, an
zation that evaluates char-

ing Hawai'i legislators to
to such a step, however,
be difficult, according to
nd others familiar with the
tive process.

IING A BALANCE

‘ent and former legislators
we oversight of the indus-
't taken hold at the Leg-
¢ partly because of a lack
blic outcry for change, But
urrent lawmakers say they
1 a dialogue on the issue.
Rosalyn Baker, the Sen-
iys and Means chairwo-
iid there is a need for non-
s0ard members to better
tand their fiduciary duty

The study is lvattuhlo on the foundation’s Web slu at:

www,h dati

JHCF_GivingStudy2002.pdl

NO NEED TO
REGISTER

Elevep states do fipi(e-. :
quire chqm p.segister:

indiana =

lowa Texas
Moptana ~ Veimont
Nebraska

Wyornlng

Source: Mulll-state FJqu]ul
National Associsilon of Stale
Chatly' Olliclels

e

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

meaningful oversight, I think it
has to be done at the state leyel,”
Baker said, “It seems to me we
need to make sure the nonprofits
are on the up and up, and peaple
providing donations should: -haye
assurance their money is going as
it's intended.”

The key in developing legisla-
tion is striking a balance, said
Brian Schatz, a formex legislator
who now heads the charity Help-
ing Hands Hawai'i. '

“We've swung from the ex-
tremes, from overregylating and
making everything subject to rig-
orous ayditing standards to doing
nothing at all,” Schatz said,

_ Schatz shares the view of some
in the industry that

org/dog_bin/

state more information about
charities as long as fulfilling that
requirement doesn't become a
bureaucratic burden, interfering -

~ - with thelr missions.

Kelv[n Taketa, presldent or the

their fundraisers have ever had
their registrations denied or sus-
pended, whether 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
tax retuins,

Hugh Jones, the deputy attor-
ney gennnl who oversees chari-

eves eduemon. self-policing
\f-reporting are more ef-
fective than creating additional
'govérnment oversight,

“It’s less glamorous but, frank-
Iy, it'll be more robust en what it
can achieve,” Taketa said.

John Flanagan, president of the
Hawaj'i Alliance of Noaprofit
Organizations, said getting the
Internal Revenue Semce, whlch
has a wealth of i i

ty oversight. for, the state, said
hxs office siipports adoptlng a
i systemand p

moré r:saur¢cs for mcmiwrlng
the mdustry. 1t also favors re-
quiring audited financial state-
ments for nonprofits with in-
comes exceeding $250,000.

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

“Jieve something needs to be dope

charities, to shaye more of that i.n~
formation with the state would
be a better answer than increased
regulation,

That will be especmlly 50 as
the IRS requires more organiza-
tions to file their | tax returns elec-

to imp! the existing system
and boost donor confidence.

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

RED FLAG WATCH
Without a registration system,

lly and, as imp d tax
forms are phased in, increasing
the timeliness and abjlity to ana-
lyze the information, Flinagan
said.

“We're basically very much in
favor of accountability,” he said,
“That's not the same thing as reg-
ulation.”

- But analysts and regulators
satd recent efforts to get the IRS
to share more information most-
ly have been unsuccessful,

They also said the federal tax
forms, called 990s, often are in-
accurate, incomplete or untime-
ly and that requmng churltleu to

would support a registration re-
quirement that would give the

fill out p
tion forms would - pmv:de the
state and public with more useful

the general's office is
able to provide ugular oversight
to only one smal) slice of the in-
dustry, and thationly because of
U.S., not sme. Taw. Drivate foun-
danuns. which make up about
10 percent of the charitable or-
ganizations in'Hawai'i, are re-
quired under federal law to pro-
vide a copy of their 990s to the
attorney general's office.

The office reviews each of
those returns and _pursues any
red flags,

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

ization is run by Honolul

$600,000 to it in 2001 and 2003,
the returns show. Donations like
that normally entitle the con-
tributor to significant tax deduc-
tions,

The Cutalyst’s returns, which
Jones said were incomplete and
inaccurate, attracted the atten-
tion of state and federal regula-
tors,

One area of focus was the Jack
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
no grants from 2001 through
2004 and issued a $5,000 grant in
2005 to a homeless shelter, the
returns show.

Authorities also questioned the
thousands of dojlars in rent that
the foundation paid for the Ilikai
condo where O’Keefe was living,
according to the tax returns and
Jones. The ion classi-

SUNDAY TODAY TOMORROY WEDNESDAY
Charities in Hawal'l The fate of legisiation that Mining the phone lines of -Models for aversight
have filiie oversight would watch the induslry charily call centers of chatities

Future, for instance, paid its pres-
ident $116,000 in 2004 for work-
ing un average of eight hours a
week, tax records show.

‘The charity's president, C. Bar~
ry Raleigh, a renowned scien-
tists, also was d full-time faculty
member at the University of
Hawai'l that year.

On its face, a six-figure fee for
essentially a day's worth of worlc

. each week would raise questions

about excessive compensation.

Byt Raleigh in an e-muil said he
worked much more than eight
hours a week, including on week-
ends and holidnys. He said the
university allows faculty to work
only eight hours weekly on con-
sulting, and the vemainder of the
week he did the work for which
UH paid him.

“I put in over }2 years working
on behalf of CSF us its president
without compensation of any
sori, using my free time to do
so,” he wrote. “If you included
that time in the calculution, 1'was
paid $10,000 per year or $25 per
hour”!

Raleigh sald the charity's bourd
approved his consulting fee, and
his paid work lasted for slightly
more than a year, ending in April
2006.

Inaspeech to nonprolit exec-
utives last year, Jones said his
office has made numerous in-
quiries of foundations based on
its reviews of their 990s.

Amonyg the examples he de-
scribed was a foundation that
was formed to operate a home
for autistic children but for au-
merous years leased the proper-
ty to college students instead.
Thc tax returns of another or-

fied the rent as an expense when
it should have been listed as com-
pensation to a director, Jones
said.

O'Keefe suid he spent hours
answering questions from state
and federal authorities and even-
tually addressed all their con-
cerns. He didn’t elaborate and

indi d that a
trustee was paid $48,000 for
working an average of zero hours
per week,

1f those kinds of red flags were
discovered theough a regular re-
view of foundation 990s, what
kind are going unchecked be-
cause the vast majoxity of Hawal't
charities operate without such

later told The Ad: notto gov scrutiny, analysts
call hig again. ) ask,

An [RSspokeswomian declined  Given the lack of oversight,
comment.

Jones said the state required
the fouridation to take significant
actions, including correcting its
returns, seeking an IRS ruling on
its exempt status and p.\ying for
the state's cost of its i

Daniel Borochoff of the Amexi-
can Institute of Philanthropy had
this simple advige:.

“Let the dunor hew.ue

Reach Rob Perez al 575 3054 or

tion.

The Advertiser's review of tnx
returns for dozens of randomly
selected Hawai'i charities also
turned up many red flags, which
raise questjons about a charlty s

ations but don't
indicate something is wrong.
The Center for A Sustainable

ad. -

rperez@ tiser.com.

i
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What are your
thoughts oo the
state's oversight of
{is charities? Join
the conversation at

HONOL!I!.UARY&TISE&(DM

For previous anicles in this sedes, go
10 HONOLULUADVERYISER.COMZCHARITIES
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State to unleash first
nonprofit watchdog

. -Oregon’s registration
system also could help
' Hawai'‘i police industry

BY ROB PEREZ .
Adbvertiser Staff Writer

The state later this vear is ex-
pected to hire its first employee
dedicated exclusively to helping
monitor "charities and their
fundraisers.

The Jegal assistant at the attor-
ney general’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

e, B SRS R

How are your
donations used?
Whete 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
charity is paid?

Find out through our
searchable database of
more than 650 Hawai'i
charities. It's at
HONOLULUADVERTISER COM/FYI

FYIADVERTISER

Si, ',;'iﬂ.‘( ‘

For previous articles
in this series, go tc
HONOLULUADVERTISER.COM
FERERITIES
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What are your

thoughis :: m $
the state's

oversight of its charllles?
Jain the conversation al
HONOLULUADYERTISER.COM

harity Q

e state doesn’t have moye
le in such jobs partly be-
¢ it lacks a registration sys-
Hawai'i is one of only 11
s that do not require chari-
to register, 4 gap that na-
| experts say opens the door
ir for potential abuse.
une states with more ag-
sive programs have entire
ilons or sections devoted to
itoring the industry.
regon is one of them,
"hile not among the leaders in
15 of the number of personnel
oted to charity oversight,

important given that charity
bourds sometimes have a “cozy
{ationship” with the i
of the organizations. they serve,
Cumfer said. The system also has
helped board members better un-
derstand their fiduciary duties,
to the nonprofit, she said.
Oregon requires charities to
vegister only once, listing basic
infoxmation such as the non--
profit's mission,! primary coun-
ty of opeyationstand key officials.
The charities also must submit
annual financial reports, Even

SUNDAY

Charities in Hawali
have lille aversighl

EVALUATING THE CHARITIES

Varlous watchdog groups, s'uch as the Belter Business
Bureau, have standards by which they evaluate charities,
especially those seeking donations from the public.

TODAY

MONDAY YESTERDAY
The fate of leglstalion that Miriing the phone fines of . Madels for oversight
would watch the Industey charity call cenlers of charities

HELPFUL WEB SITES

Here are some online sites that provide guldance to people consldering
dondling to a charity, especially one they're not familiar with:

Better Business Bureau:

Some of the measuyes:

+ Charltles should spend at least 65 percent of their
overall expenses on program serviees, which are the
services that directly benelit the' people the charily Is es-

tablished to help.

* No more than 35 percent of money raised In a

fupdraising AME lgn should go to expens-
e - ) e | rating):
» Charitles should make available on request com- www.ch

plete annual financial statements prepared in accor-

www.give org/tips/giving.asp
American Institute of Philanthropy:
www.charitywatch.org/tips.html
QGuldestar (for checking a nonprofit's federal tax returns):
www.guldestar.org/
Charity Navigator (for checking some chaiily's efficiency

h i Jinday afm/bay)

the 8 must

turn in the yearly reports, which
cover such things as; :

» Whether a certified public

audits the organiza-

tion's financlal records, If so, the

auditor's report must be includ-

gon's Department of Justice
emm is lauded by experts for
lying the right mix of regula-
. and education in the mar-
iluce, Some believe Oregon's
‘em coild serve as a guide for
wal'i as politicians, nonprofit
cutlves, regulators and oth-
debate whether the state

ed,
« Whether the nonprofit has a
with a fundrai

Hawai'l attorney general (for checking registered fundraisers and how

dance with y ted accounting princip \
When total annual Income exceeds 32,50*,9000, these ::::‘::'a ch.am)‘/ gels!. i
statements should be audited, K goviag q gist_pro_sollc/
et — - R hawall.gov/ag/charltles/quicklinks/financial_reports/
* The financlal statémenta should show a breakdown i =
of expenses, | g what partions go to program
seivices, fundraising and management aofivities. .
OREGON OVERSIGHT

* An annual report with the charity's mission, sum-
. ‘mary of accomplishmenits, a roster of officers and board
members and delalled financlal infarmation should be

avallable upon fequest.

. *+ When giving a donation, do not give cash, Make the
* check payable to the charily and keep records of the

uld play a Jurger role in keep- to so-

tabs on the industry.

1t's u good balance of pro-
ting the public’s interests and
ywing nonprofits to emerge
1 provide important public
vices,” said Linda Gol

interim director of Portland
ite University's Institute for
nprofit Munagement,

I believe most Oregon chari~
s find the Department of Jus-
e oversight to be quite helpful
d not burdensome,” said Kay
hl, a consultant who has
sked with the industry there

licit Oregon residents.

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

* A list of key employees and
di and what p
tion, if any, they get.

+ Total reyenue and assets.

The organizations also must
submit a copy.of their federal tax
returns, 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 most faith-based

tyeurs and co-authored a hand-  groups are exempt from filing
0k on Oregon nonprofits. "!}’;’g"i’ p u compiled b

; nformation compiled by
(STEM'S BENEFITS Oregon enables the state to post

a Web site that allows would-be
donors to check financial data
and other details of a registered
chatity — something lacking in
Hawai'l ’ :
Qregon's’ chatitable activities
section has a budget of roughly
$2 million and employs about 18
peagle, inq:::ding two full-time
ee

Cynthia Cumfer, an attorney
ha helped Sohl write the hand-
sok, said the main benefit of
regon's registration system is
wt it provides an independent
irm of oversight while giving
ie public a place to submit con-
s or requests for informa-

on, .
‘The independent oversight is

i Chegk out the charity with the Better Business
‘Bureau or other reputable charity evaluators,

Source: 888

investigative personnel and one
1 {?

The state's charitable activities section of the Department of Justice over-
sees charities in Oregon.

The Oregon section is funded

ishment, keeping with the state's
L e

auditor,

ding to sp by registration fees, including of g
woman Victoria Cox. About those for gaming activities, paid  assets, she sald, *
14,000 charities are registered by charities, LOW TOLERANCE

with the section.

" By contrast, Hawai'i has no
oversight unit in a state with more
than 5,000 charities. What over-

Cox said the section-does
about 50, charity audits a year,
mostly triggered by complaints.
The complaints often come from
Iy fmassar W ) v

sight there is locally is handled
largely by one deputy in the AG's
office, with two others sometimes
helping. The legzal assistant to be
hired will handle primarily char-
itable solicitation matters, which
get regular attention from the of-
fice because of a Hawal'i law re-
quiring paid fundraisers to regis-
ter with the state,

In the 2004 survey done by
Jones, Oregon was listed as hav-
ing 12 positions, two more than
the average for the 30 states that

seven

R

she said, The office also handles

thousands of information re-

quests a year from the public. - -
When the Oregon agency dis-
covers that a charity has strayed
from its mission, the state's goal
is to work with the nonprofit to
fix the problem, according to

Cox. 7]
Although the department has

the authority to shut down a

charity and remove djrectors

jt];t_ion aver'aggressive pun-

With professional fundraisers,
however, the state is very ag-
gressive if the companies mis-
lead donors or violate other luws,
Cox said, The state, for instance,
will threaten to sue if the
fundraiser misrepresents infor-
mation, she said.

Oregon has provided inde-
pendent oversight of the industry
for years. {t formed the activi-
ties section in 1981,

Hawai'i used to have a regis-
tration requirement for charities,
but that law was vepéaled in the
mid-1990s, and the industry
helped thwart efforts in 2001 and
2002 by the AG's office to ge

ey .

Housing

ONTINUEQ FAOM A1

the riskier loans:compared with
some Mainland markets.

risen in seven o 1
mornths of this year compared .
with 2 year-earlies,
NO HOUSING GLUT
The August increase in Hawal'i
shows that the market “is obvi-
ously tightening and pevple do
have to be prudent in taking
Loans,” Qrdway said, Buthe said
the monthly increase does not sig-
nal a return to a '90s-style trend,
Unlike some Ma‘inl nd states

ledl Estate Research & Educa-
ion Center wt UH, .
When told of the 145 Hawal‘
‘oreclosures Just month, Ordway.
iaid, “That’s nothing."
" Hawal'i had one foreck
filing last month for every 3387
households, "The national aver-
age was one per 510 households.
Hawai'j hus maintained a rela-
sterabeatasds Favaninenra rate thanks

{,mlﬂ the board, it strives for re-
a)

o ee wh K L ity
[P TY A g

N —~
the trouble with subprime lend-
ing, foreclosure filings miy. be

‘fate facihg’

' The company counts ;a rEnne
of ﬁ.{ e

Still, Realty'Trac dgta s ¢ - headed high P Jending
l-_law'ai‘i fqr:;lqa i E‘%r"ga 1o l’%&h«rme ‘Hoans 1aken

out by paopie with poor eredit,
Ervan)

tags in the fore-

‘Ghusure procyss, from defauilt no-

tices to augtion notices and bank
:

“The jump in { il-
ings this month might be the be-
ginning of the next wave of in-
creased foreclosure activity," Re-
altyTrac CEO James Saccacio
said in the report,

Nevada, where there wére

6,097 August foreclosure filings, -

had the highest filing rate at one
per 165 households. The Jowest
rate was in Vermont, where Il
filings equated to one per 27,940

haneshalde

Becagse of thé methodology,
‘RealtyTrac's count can include
more than one foreclosure filing
on'the same property, But the

data also miss nonjudicial fore- .

closure notices that aren't record-
ed publicly, and situations in
which homeownets in mortgage.
default are working with lenders
in hopes of avoiding foreclosure
action,

PERSONNEL 18 REQUIREMENT
g Charities register once, then
:uz:!;(’ $2 million !Ee annn_a_| financial reports
QUND 1981 GHARITY DATABASE .
REGISTERED www.do}.state.or.us/cgi-
CHARITIES 14000  bin/ch p_db_query.p!
YEARLY AUDITS DONE 50

the Legislature to approve u new
system,

One of the chief Industry con-
cemns has been that a registra-
tion requirement could prove too
costly in time und money, espe-
cially for smaller charities, hurt-
ing their ability to carry out their
charitable duties,

But Sohi, the nonprofit con-
sultant, said even tiny charities
benefit from Oregon's oversight.

“For the very small and unso-
phisticated nonprofits, we've
found that the requirement to re-
pott to the Department of Jus-
tice is often helpful,” she wrote in
an e-mall. “It's something of a
wake-up call about the need to

keep basic financial records.”

Reach Rob Perez at 525-8054 vr
rperez@honoluluadvertiser.com.

a%é%mmmsuns RATES BY STATE IN AUGUST

NUMBER UF NUMBER OF HOUSENULDS
- FORECLOSURES FER EACH FORECLOSURE
4.5, T07AL 243,947 510
BEST :
x‘ea:ogl A 1" 27,940

larih Dakola 27

South Dakota a2 ::)‘:;g
West Virginia 108 8307
Mississippl 164 7634
Hawal'i (10th best) 146 3,007
WORSY
Colorado 6,586 312
Ohio . 17,793 281
Georgia’ 13,934 b141
Calioinla g ™ S1ETS 224
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':._.."NAAG/NAscos:andardnzedchonmg o v T e o o URSV!]OPgl

S : Umﬁed Reglstratlon Statement (URS) for Charltable Orgamzatlons@) (v. 3 10) SR
: - [1 Initial reglstratlon I:! Renewal/Update 4. (
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The Children’s Alliance

ov Hawary, Inc.
TO: Representative Robert N. Herkes, Chair
Representative Angus L.K. McKelvey, Vice Chair
Committee on Consumer Protection & Commerce
Representative Tommy Waters, Chair
TN RO Representative Blake K. Oshiro, Vice Chair
Committee on Judiciary
ALLEN KUBOTA
Vice Chairman . |
FROM: Alfred Herrera, President (f{
sty The Children’s Alliance of Hawaii, Inc.
(808) 599-2955 x 215
C.S8COTIT WO

Secretary HEARING:  2:00 pm, Thursday, March 13, 2008, Room 325

CRAIG WARREN

Tressurer RE: Support of 8.B. 3171 S.D.2 Relating to Charitable Organizations

A, ]OSEP‘H FADROWSKY, 1II

Past Chairman Support of S.B. 3171 SD2, Relating to Charitable Organizations

DIRECTORS:

T — The Children’s Alliance of Hawaii is a non-profit organization, incorporated in 1987.
TIMOTHY Y.W. CHANG We provide supportive services to sexually abused children on Oahu and Kauai in
e KOS order to assist them in the healing process and offer hope for their future. Each
ROBERT HALE year we serve over 700 children.

GAIL MUKATHATA HANNEMANN

‘fﬁ;‘i’%}““ We strongly support SB No. 3171 SD2, Relating to Charitable Organizations,
ng‘&% gﬁ‘égfq which would require registration of charitable organizations with the Attorney

DIANE THOMPSON, MD General's office, create oversight, and strengthen protections for the public against
KATHRYN MUNENO THOMPSON fraudulent and unscrupulous charitable solicitations and activities.

MICHAEL A. TONGG, ESQ.

KARA WAGNER . . o . .

JOJO WATUMULL Providing service to the community is an honor and a privilege. As non-profit
fpredicii oo organizations we are duty bound to perform at the highest levels of ethical
ALDENYAMANE 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
ALFRED. HERRERA trust and feed upon their sympathy for personal gain. Today we have very little to
PRESIDENT protect the public from these predators. This measure will provide protection.

Hawaii has one of the highest levels of per capita charitable giving. In orderto
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. 3171 SD2
will provide it.

We respectfully urge the committee to pass S.B. 3171 SD2.

Thank you for this opportunity to testify.

1100 Alakea St., Suite 400, Honolulu, Hawaii 96813 » PHONE (808) 599-2955 » FAX (808) 599-5909
E-mail: cah@cahawaii.org * Please visit us at www.cahawaii.org




DOMESTIC VIOLENCE

ACTION CENTER

TO: Robert N. Herkes, Chair
Angus L.K. McKelvey, Vice Chair
Members of the Committee on Consumer Protection and Commerce

Tommy Waters, Chair
Blake Oshiro, Vice Chair
Members of the Committee on Judiciary

FR: Nanci Kreidman, M.A.
Executive Director

RE: S.B.3171,S.D. 2

Aloha and good morning. We submit this testimony in opposition to S.B. 3171, S.D. 2. We
are, however, in absolute support of the idea that not for profit organizations, which function
as small corporations are accountable for the funds they receive, and the services they
provide. Best program practices, responsible management, fiscal accountability and legal
employment protocols are essential and well understood in the not for profit sector.

Every agency that receives public dollars is required to submit quarterly reports and also
provides grant reports for all private dollars they receive. Tax documents are also filed with
the IRS and the State of Hawaii. For us, this means we are composing and calculating
reports for Hawaii State Judiciary, Department of Human Services, Department of Health,
City and County of Honolulu, Indigent Legal Assistance Fund, Department of Justice, (Office
of Violence Against Women), HMSA, Verizon Wireless, Hawaii Women's Legal Foundation,
Alexander and Baldwin, Atherton Family Foundation, Bank of Hawaii, First Hawaiian Bank on
a regular basis.

Monies that support our work are designated for direct services first. Operations costs,
technology, and administration staff are secondary budget priorities. This means we have a
slim team to do a great deal of important work.

We share the State’s concern about questionable transactions, and excessive compensation.
To develop an entire system to monitor the conduct of a few is not good public policy. The
vast majority of agencies working along side us in the community are working very hard,
with limited resources and the addition of new bureaucratic regulations or requirements
without fully understanding the burden this places on us would be an unfortunate resolution
to the problems highlighted in S.B. 3171, S.D. 2.

Thank you for inviting comment today.

P. O. Box 3198 « Honolulu * Hawaii » 96801-3198



Haval't Alianze of Noaprofit Organizations

March 12, 2008

TO: CONSUMER PROTECTION & COMMERCE
and JUDICIARY COMMITTEES

Representatives Robert Herkes and Tommy Waters, Chairs
Representatives Angus McKelvey and Blake Oshiro, Vice Chairs

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

RE: Testimony on SB3171 SD2, relating to charitable trusts and nonprofit
organizations

HEARING: 2 p.m., Thursday, March 13, Conference Room 325

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 SB3171 SD2, which is to protect charitable giving:

* We support the Attorney General’s Office in its efforts to insure donor
confidence. HANO is working toward the same goal, providing training and
technical assistance to assist nonprofit organizations in Hawai‘i in fulfilling their
missions through proper financial management, informed leadership, regulatory
compliance and best practices in board governance.

* HANO recognizes that the AG needs the added enforcement powers included in
this bill to do its job, such as injunctions, subpoenas and a compulsory hearing
process. We applaud the AG’s efforts to provide information to donors about
professional fundraising campaigns and the net proceeds that charities receive. We
also understand that adequate oversight requires staff and equipment.

One South King Building

33 Souih King St., Suire 501 « Honoluly. HI 96813
info@hano-hawaii.org « hano-hawail.org

(80K} 529-0466 » Fax (808) 529-0477

Afoha United Way



* We appreciate the changes in the bill since its introduction in the Senate that the
AG has agreed to, such as extended filing deadlines that allow nonprofits to have
their books audited in summer months rather than before the IRS” April tax
deadlines when the work is more expensive.

* We applaud the AG also for agreeing to a deadline to register of Dec. 31, 2008,
for nonprofits already doing business in Hawai‘i.

* We support the amendment that makes sensitive registration information
confidential, such as home addresses of board members and bank account
information.

* Nonprofits also appreciate the Senate’s raising to $1 million the annual revenue
threshold for organizations that must submit annual audits. While HANO
recommends that all nonprofits have annual audits or CPA reviews, as appropriate,
the tightening of audit standards, recent changes in the IRS Form 990 information
return and the escalating cost of audits have increased the burden and
administrative overhead of small nonprofits. We feel this threshold is appropriate.

Our members have expressed reservations, however:

* Recent awards of state contracts to for-profit out-of-state companies that had
formerly been awarded to Hawai‘i nonprofit organizations have raised concerns
about fair and equal treatment. Requiring Hawai‘i nonprofits to file detailed
financial information that is public record gives for-profit competitors an unfair
advantage. If nonprofit organizations are required to register and file annual
financial reports, shouldn’t for-profit companies that compete for state contracts
also meet these requirements?

* The bill includes annual fees ranging from $10 to $750 per year for organizations
that receive contributions. Some HANO members say the proposed registration
fees amount to an inappropriate tax ort donors. 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 charitable programs and
services. HANO supports funding nonprofit oversight through an appropriation
from the general fund rather than through the proposed registration fees.

* 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 anyone 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 reduces resources available for 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 taxpayers
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.

Thank your for the opportunity to express the views of HANO members concerning
SB3171 SD2.

Sincerely,

R

John Flanagan
President & CEO



The Nature Conservancy of Hawai'i Tel (808) 537-4508 nature.org/hawaii
TheNatul‘e L 923 Nu‘uanu Avenue Fax (808) 545-2019
Conservancy Honolulu, Hawal'i 96817

Protecting nature. Preserving life”

Testimony of The Nature Conservancy of Hawai‘i
Supporting S.B. 3171 SD 2 Relating to Charitable Trusts and Nonprofit Organizations
House Committee on Consumer Protection & Commerce
House Committee on Judiciary
Thursday, March 13, 2008, 2:00 PM, Room 325

The Nature Conservancy of Hawai'i is a private non-profit conservation organization dedicated to the
preservation of Hawaii’s native plants, animals, and ecosystems. The Conservancy has helped to protect nearly
200,000 acres of natural lands for native species in Hawai‘i. Today, we actively manage more than 32,000
acres in 11 nature preserves on O ‘ahu, Maui, Hawai‘i, Moloka ‘i, Lana ‘i, and Kaua‘i. We also work closely with
government agencies, private parties and communities on cooperative land and marine management projects.

The Nature Conservancy of Hawai‘i supports S.B. 3171 SD 2.

As important to The Nature Conservancy’s efforts to protect plants, animals and ecosystems is how we
conduct ourselves in our drive lasting conservation results. At the very top of the list of values held and
required of all who represent The Nature Conservancy is integrity beyond reproach. We will meet the
highest ethical and professional standards in all of our organizational endeavors and, in doing so, we
demand of ourselves that we:

e Are honest at all times;
e Accountable to each other, our mission, our donors, members, partners, and the public; and
e Earn trust by building relationships, being competent, and following through on all commitments.

The Conservancy appreciates the efforts of the Attorney General’s Office and the Legislature to craft
legislation that will serve to provide additional knowledge and transparency to the people of Hawaii
regarding the charities they so generously support. We also wish to thank the AG’s office for its work to
balance the need for relevant information from Hawai‘i nonprofits while trying to achieve a system that
does not impose undue financial or other hardships on charities’ missions. We look forward to continuing
to help ensure the public's confidence in Hawaii's nonprofit sector.

BOARD OF TRUSTEES
S. Haunani Apoliona Peter D. Baldwin Christopher J. Benjamin  Zadoc W. Brown, Jr. Carl A. Carlson, Jr. David C. Cole Samuel A. Cooke
Peter H. Ehrman  Kenton T. Eldridge  Guy Fujimura J. Stephen Goodfellow Thomas Gottlieb James J.C. Haynes Ron Higgins Peter Ho
Stanley Hong J. Douglas Ing Mark L. Johnson Dr. Kenneth Kaneshiro Bert A. Kobayashi, Jr. Faye Watanabe Kurren Duncan MacNaughton
Bill D. Mills Wayne Minami Michael T. Pfeffer H. Monty Richards Jean E. Rolles Scott Rolles James Romig Eric Yeaman



