Washington citizens are generous supporters of charitable causes.   Communities across the state are enriched and made stronger by the contributions of time and money our families, neighbors, and colleagues make every day.  As a result, Washington has a robust and viable nonprofit and charitable sector.  As such, catastrophic events such as 9/11, the 2004 Indian Ocean tsunami, the 2005 Pakistan-India earthquake, and hurricanes Katrina and Rita prompted Washington citizens to act with extraordinary generosity.  
Unfortunately, there are people who take advantage of such generosity.  Scam artists use horrific events such as these to con caring people into donating to phony organizations.  Dishonest and deceptive practices cast a dark shadow over the good works done by reputable organizations.  Fraud shakes the public’s trust and dampens the willingness to donate to otherwise worthy causes.  I believe, however, that the vast majority of Washington’s charitable organizations operate with the utmost integrity and dedication to mission.   
The laws of the State of Washington entrust my office with the responsibility of registering organizations that solicit money from the public for charitable purposes.  The Charities Program registers such entities and makes available to the public general information about charitable organizations operating in Washington State.  Through this service the program helps donors make more informed giving decisions.  

Although I am proud of our Charities Program, I think we can do more.  Washington should lead the way in protecting ethical charitable organizations from the dark shadow of fraud.  We should develop a robust program that enhances transparency and accountability, while building sustainable public trust in the nonprofit charitable sector.  Additionally, our program should help nonprofits and charities succeed, while providing more useful and accessible information to donors.
With these goals in mind I directed the Charities Program to coordinate a series of roundtable meetings with leaders and representatives of nonprofits and charities in six communities around Washington State.  These roundtables were helpful and informative.  I invite you to read the following report, based on the many thoughtful comments and suggestions my staff and I received while visiting with nonprofit and charities stakeholders this summer.
With the input we received from the dedicated individuals that participated in or attended the roundtables, I believe we can enhance the Charities Program in a manner that allows us to achieve our goals.  I sincerely thank everyone who either participated in or helped to coordinate the roundtables.  

Sincerely,
Sam Reed

SECRETARY OF STATE
Executive Summary
This report outlines the roundtable process used to gather stakeholder input for achieving the Secretary’s stated goals and offers a brief history of Washington State and Congressional action on the topic of improving accountability and transparency in the nonprofit charitable sector. 

Most importantly, this report compiles the findings of six community roundtable discussions focused on building sustainable public trust in the nonprofit charitable sector through enhanced transparency and accountability.  Legislation the Secretary of State requested during the 2006 session that proposed significant changes to the Charitable Solicitations Act and Charitable Trusts Act served as a framework for these discussions.  
Roundtables were held in Bellingham, Seattle, Tacoma, Vancouver, Spokane and the Tri-Cities.  Each roundtable was characterized by frank, thoughtful, and valuable dialogue regarding key provisions of the 2006 legislation.  Four proposed amendments or additions were discussed in detail: a modified definition of religious activities, a new independent audit requirement, a new board accountability provision, and new provisions aimed at improving enforcement.  The Secretary of State asked attendees to discuss these provisions, and encouraged the exchange of ideas not specifically proposed in the legislation.
The roundtable discussions yielded dozens of suggestions and comments specific to the 2006 legislation; however, participants consistently and strongly urged the Secretary to develop an educational program (or partnership) for board members.  Interestingly, there appeared to be unanimous support for modest registration or renewal fee increases to support an educational program.  These fees have not been increased in over two decades.
More than two hundred people representing a wide spectrum of the charitable and nonprofit sector attended the roundtable meetings.  The robust participation demonstrated a shared interest in the Secretary’s goals; it appeared everyone agreed that building sustainable public trust in the nonprofit and charitable sector is a good idea.  Fortunately, participants shared many ideas about how to achieve this goal.
. 
As a result of the feedback, the Secretary of State will convene a task force charged with considering the suggestions from roundtables and developing legislation for the 2007 legislative session. 
A Brief legislative history: In Washington State and Washington D.C.
During the 2006 Legislative Session the Secretary of State proposed executive request legislation, PSSB 6662 (Draft Z-1161.1), that included among other things, a mandatory independent audit for organizations grossing over one million dollars a year in revenue.  This requirement applied only to those organizations subject to the provisions of the Charitable Solicitations Act (RCW Title 19.09). In part, the legislation responded to a report by the Independent Sector calling for increased measures for improved accountability and transparency in the nonprofit sector. 

In February, 2006 the Secretary asked that the bill be pulled from consideration after various stakeholders in the nonprofit and charitable sector expressed opposition to the audit provision.  Simultaneous to requesting no further action on the bill, the Secretary of State made a commitment to work with stakeholders during the 2006 interim to develop an improved bill for the 2007 Legislature.
Following 9/11, the earthquake in Pakistan-India, Hurricane Katrina and other international natural disasters, public awareness about the use of donated funds to charitable and nonprofit organizations increased. Unfortunately, the public’s intent to aid victims of these incidents was undermined by fraudulent organizations claiming to spend donated funds to aid victims of these tragedies.  As a result, a national discussion was launched about what the role and scope of the state and federal government ought to be as the regulator of the nonprofit and charitable sector.  
Senator Grassley, chair of the Senate Finance Committee, commissioned the Independent Sector to survey each state’s nonprofit community and develop recommendations for improving transparency and accountability in the sector. In June, 2005 the Sector released their report entitled “Panel on the Nonprofit Sector: Strengthening Transparency, Governance, and Accountability of Charitable Organizations.” In the report, the panel concluded that:
Accountability is crucial to our sector. Charitable organizations are an indispensable part of American society, offering relief from disasters, nurturing our spiritual and creative aspirations, caring for vulnerable people, protecting our natural and cultural heritage, and finding solutions to medical and scientific challenges. But they can only fulfill these missions only by maintaining the trust of the public. Meeting the ethical standards that will justify this trust requires a series of ongoing commitments: from each charity and foundation which must set standards and implement practices that manifest its dedication to transparency and governance, from the charitable community as a whole, which must share recommended practices and education its members; and from the government which must strengthen the law and dedicate the resources necessary to enforce it.

In April, 2006 the Panel released a supplemental report detailing additional recommendations.  On August 17, 2006 President Bush signed into law the Pension Protection Act, which includes several of the Panel’s initial recommendations.
Roundtable method
During the summer months of 2006, the Secretary identified leaders in six of the state’s largest communities. These leaders represented nonprofit communities in the Bellingham, Tacoma, Seattle, Vancouver, Tri-Cities, and Spokane areas. In a letter addressed to each leader, the Secretary outlined his desire to create an opportunity for each community’s nonprofit and charitable organizations to share their thoughts for improving transparency and accountability within the sector. Each roundtable discussion would primarily address key provisions proposed in the 2006 legislation.
The Secretary asked leaders from each community to identify eight to twelve members of his or her local nonprofit or charitable sector that would be interested in participating in the roundtable. At each roundtable, the Secretary, his staff, and the selected participants addressed provisions in the bill using a moderated discussion format. Audience members also participated in the discussion as time permitted.
During each roundtable, the Secretary provided a brief history of the bill, the intent of the legislation (why he was proposing the changes) and his goals. Mike Ricchio, Director of the Corporations Division for the Office of the Secretary of State, discussed specific provisions of the bill, explaining the intention of the provision, and asking for comments, questions and suggestions. 
The discussion began among those seated at the moderated discussion table. General audience members contributed comments following the remarks of the panel participants. 
Provisions addressed included:
1. The proposed modified definition of “religious activities.”
2. A new independent audit requirement
3. A new board accountability provision
4. Various provisions aimed at improving enforcement

Additionally, several suggestions not included in the bill were made, most notably, the strong encouragement that the Charities Program provide (or partner to provide) board member education and enhanced public outreach and donor education. 

Two significant variables contributed to the consistency of the roundtable discussions:
1. The representatives seated at the moderated discussion panel
a. The leader coordinating the roundtable had flexibility in the number of panelists, therefore the number of panelists and prepared comments varied from location to location.
b. The spectrum of the nonprofit sector varied depending on the makeup of the moderated discussion panel. For example, in one community, a lawyer, CPA, director of a faith-based organization, representatives from art organizations, and a fundraising consultant were at the table. In another community, there was no representative from a faith-based organization; still in another, there was a land-trust organization representative. 
2. The number of general audience members in attendance

a. The number of people in attendance at the roundtable dictated how long each provision was discussed. In most cases, all provisions were discussed; however, the extent to which the provisions were discussed varied widely based on general audience input.

b. While the panelists focused on the provisions of the 2006 legislation, the general audience offered, in large part, a majority of the suggestions made that were outside the provisions of the bill.
A summary of all six roundtable discussions
Members of the nonprofit and charitable sector provided valuable contributions about each provision in the bill. Many attendees discussed the importance of improving accountability and transparency of the nonprofit sector for the state of Washington as a means to improve public trust. Attendees noted that by increasing public trust, organizations benefit because donor trust leads to greater financial donations and support for an organization’s mission. 
The Office of the Secretary of State listened to areas of concern and support from the roundtable attendees about the provisions in the bill:
I. The Definition of Religious Activities

Attendees largely indicated that the proposed modifications are agreeable given the complexity and sensitivity of defining such activities. A Representative from a faith-based organizations noted that the proposed language appeared to be consistent with what his organization’s lawyers prefer, and what the Department of Labor uses.
II. The Audit Requirement

The roundtables revealed apprehension and opposition to the proposed audit requirement.  Many attendees expressed similar concerns, summarized as follows:

· Audit costs – both the internal costs and the actual audit fees.

· The one million dollar audit threshold being based on “gross revenue.” “Revenue” is not well defined and could mean different things to different organizations.

· Public perception of what an audit is or does, versus what an audit actually is or does.  Related to this point, concerns were expressed about the expectations of what can and cannot be achieved through an audit.
Suggested alternatives to an annual independent audit included:

· Annual independent financial reviews

· Required CPA completed IRS Form 990s

· An alternating schedule of audits and financial reviews
Based on the constructive feedback from roundtable attendees, the Secretary of State is considering a suggestion to establish the threshold at $1 million of solicited funds, as opposed to total or gross revenues.  Additionally, the Secretary of State and his staff are considering exploring alternatives to an across the board audit requirement. These two points will be more fully explored during the upcoming task force process. 
III. Board Accountability

As proposed in the 2006 legislation, organizations that received over one million dollars in gross revenue must ensure that their boards, or committee thereof, have reviewed and accepted any required audit.  In concept, roundtable attendees were largely unopposed to this provision, with the caveat that the audit requirement itself, dollar threshold, and criteria of total gross revenue be reconsidered.  On the topic of boards, a majority of roundtable panelists and audience participants strongly urged the Secretary to create an educational program to train board members about what their fiduciary obligations are, and how to carry out these responsibilities.
Suggestions were made to have training materials available on-line through the Office of the Secretary of State’s Charities Program website. It was also suggested that a percentage of the board be trained, rather than the entire board. Further, attendees asked for a certification process that would demonstrate that the organization’s board received training. 
IV. Enforcement
Roundtable attendees encouraged the Secretary of State and his staff to consider raising the registration fees for organizations in order to provide funding for the recommended education program. Many attendees noted that education would be a first-step toward enforcing existing state law. 
V. Results 

The Office of the Secretary of State will convene a task force comprised of representatives from each roundtable discussion, including panelists and general audience members. The task force will be charged with reviewing roundtable findings, and then assisting in the development of a revised “Public Trust in Charities” legislation for the 2007 Legislature. 
A summary of each roundtable
For detailed minutes of each roundtable, please visit 

www.secstate.wa.gov/charities/
Bellingham Roundtable

June 28, 2006

St. Luke’s Community Health Education Center

1:30-3:30 pm

The first of the six state-wide Charities and Nonprofit Roundtable discussions, there were thirty-four (34) attendees at the Bellingham roundtable. Ten were seated at the moderated discussion table, in addition to five members from the Office of the Secretary of State. 
Moonwater, the Executive Director of the Whatcom Council of Nonprofits and co-coordinator for the roundtable, made opening comments.
Definition of Religious Activities

Moderated discussion table panelists and the general audience agreed that this provision is reasonable and acceptable. 

Audit Requirement

Discussants addressed the problems with the term “audit.” One panelist suggested that the Office of the Secretary of State use the term “financial management review.” Panelists and general audience members cite the extraneous cost of an audit, especially for small organizations. It was also suggested that the requirement consider a rotational audit, “review, review, and then an audit.” An audience member suggests having a CPA complete and certify the IRS Form 990, rather than complete an audit or a financial review. 
Panel members also raised concerns about the one million dollar threshold that would trigger the audit requirement. General audience members and panelists suggested that the threshold trigger be based on total fundraised revenue, not total gross revenue. One panel member suggested having the threshold be a percentage of the total funds raised. There was also concern about setting a fixed minimum as a threshold; participants wondered how a fixed minimum would affect organizations in the future as inflation increases.

Board Accountability

One panelist noted that if the language of this provision is consistent with the previous section and tied to the previous section (the audit requirement), than it is reasonable. The other panelists and the general audience agreed to this statement.

Enforcement

A panel member noted that if all nonprofit organizations are contributing to the enforcement funds equally, and sharing the financial burden, then she does not foresee a problem with this provision. An audience member suggests some of the enforcement fund be designated for board education. 
Tacoma Roundtable

July 20, 2006

University of Puget Sound 

9:00-11:00 am 

The Tacoma Roundtable had thirty-seven (37) attendees; there were eight seated at the moderated discussion table with four members from the Secretary of State’s Office.
Liz Heath, Executive Director of The Nonprofit Center and coordinator for the roundtable made opening comments. 
The Definition of Religious Activities 

One panelist asked about the rational for making religious organizations exempt from registering; he suggests that a donor dollar is a donor dollar, regardless of the organization’s mission. An audience member suggests that the definition of religious activities is unclear because of the ambiguity of the word “exclusively.”
Audit Requirement
It is suggested that the term “financial review” be used in lieu of “audit.” A panelist who is a CPA noted that “audit” should not be used loosely; an audit also cannot be redefined by the statute because an audit is a established, well defined and accepted set of accounting practices and procedures. 

Board Accountability
A panelist noted that board education is critical, especially for smaller organizations. It is noted that education is necessary for organizational growth and also for the organization to be accountable and transparent. Another panelist suggested asking organizations to affirm on their registration form that the board has received education on its fiscal responsibilities. It was also suggested that including the question asking organizations to affirm training of its board would help motivate organizations to invest in board education. 
It was also noted that there is little consistency between boards. Boards of organizations vary widely by size and experience. Having education for board members would bring added consistency to board governance.
Enforcement

There is general agreement from panelists and audience members that education needs to be a priority in order for enforcement to be effective. 

Seattle Roundtable

July 21, 2006

Catholic Community Services – King County Building

10:00 am – Noon

Seattle’s Charitable and Nonprofit Roundtable had eighty-four (84) attendees. Ten were panelists seated at the moderated discussion table, in addition to four members from the Office of the Secretary of State. 
Opening comments were made by roundtable coordinators Putnam Barber, Senior Consultant at the Executive Alliance, and Josephine Tamayo Murray, Executive Director of the Catholic Community Services King County. 
Definition of Religious Activities
A panel member suggested adopting rules that would establish factors that would be used to clarify or implement the religious activities exemption. Another panelist offered the help of her faith-based organization to assist the Office of the Secretary of State in establishing a clear definition of religious activities. 
Audit Requirement

It was noted that financial reviews or an audit is a goal that many organizations aspire to. However, a panelist noted that the cost of an audit is only a fraction of the cost to prepare for the audit. This panelist asked that the IRS Form 990 be kept as the foundational document to any financial review process because it is already familiar to nonprofit organizations. An audience member suggested having a CPA fill out the IRS Form 990, as an efficient and economic way of encouraging a financial review.  Support for the audit requirement was given by a panelist who notes that an audit is a good way to increase good and best practices. 
In opposition, a panelist noted that the implications of different expectations about what the term “audit” means to the donating public. It was suggested that the level of service for a financial review be address in Rule, rather than law. Further, an audience member questioned whether an audit requirement will address accountability and transparency, since nonprofit organizations are mission based, not profit based. Another audience member noted that an audit increases overhead, which is disliked by donors. 
The suggestion for the threshold amount to be changed to consider $3-5 million of “total revenue” be used; if “total solicited dollars” is used, $1 million threshold is sufficient.  

Board Accountability

It was recommended that the Office of the Secretary of State and the Attorney General’s Office update resources available on-line regarding the legal responsibility of a board member. A panelist encouraged designating some enforcement expenditures for board education as a way to instill best and good practices. 

In opposition, a panelist urged the Secretary of State to acknowledge the limited capacity of boards. Another audience member suggested that the legislation is focusing on monitoring boards rather than increasing public trust. 
Enforcement

An audience member asked about using the state’s technological resources to provide better education as a means of mitigating the need for enforcement. Another audience member spoke in opposition to the enforcement provision, suggesting that the Office of the Secretary of State is walking a “tight rope” of enforcement while sending a message of public trust. 
Vancouver
August 1, 2006

The Hilton – Vancouver

10:00 am – Noon
There were forty-three (43) attendees at the Vancouver Roundtable. Ten attendees were seated as panelists at the moderated discussion table, in addition to five members from the Office of the Secretary of State. 

Jeanne Kojis, Executive Director of the Nonprofit Network and roundtable coordinator, gave opening remarks.
Definition of Religious Activities
A panelist noted that the language used in the proposed definition is consistent with the advice that a lawyer for his organization uses and, he thinks, aligns with a Department of Labor standard. It is also suggested that the Office of the Secretary of State encourage religious organizations to register; “registering has a great benefits for organizations.” 
Audit Requirement

A panelist suggested that setting the $1 million threshold on solicited funds is keeping in line with the federal government requirements, since the federal government requires an organization to complete an audit if the organization raises more than $500,000 in public funds (and receives federal grant funds). It was suggested that a financial review would be less work than an audit, but a financial review does not look at internal controls. A CPA suggested that the Office of the Secretary of State identify what the office would like to look at in the end product to decide which review process would be best. A panelist suggested that Washington State create internal control standards in addition to the audit requirement. 

There was general support from the panelists and the audience for the audit requirement to consider total solicited revenue, not total revenue. Additionally, “solicited funds” should be clarified; would the funds include in-kind donations, land (land trust transfers), and equipment donations?
Board Accountability

Support was given for having board members sign off on financial statements. Also, it was strongly encouraged that the state develops and provides a board education program. One audience member suggested having the organization’s auditor attend board meetings to ensure year-round good governance. A panelist suggested having an acknowledgement program that would recognize organizations that have been registered with the Office of Secretary of State to promote good practices. 
Enforcement 

A panelist suggested that without education, enforcement will be less effective. There is wide-spread agreement to increase public and board education. 
Tri-Cities Roundtable

August 3, 2006

Kennewick United Way Building

9:00-11:00 am

All nine (9) attendees at the Tri-Cities Roundtable were seated at the moderated discussion table, in addition to five members from the Office of the Secretary of State.

Sharon Ghiglione, Executive Director of the Volunteer Center and roundtable coordinator, made opening remarks. 

Definition of Religious Activities

There were no concerns about this provision.

Audit Requirement

One panelist suggested that the audit be required every 3-5 years. A CPA suggested that there would be more disclosure on the IRS Form 990 than what would be found in a review or audit. Another panelist reminds attendees that information is often easier to extract on an IRS Form 990 than in an audit. One panelist supported the audit requirement; she notes that an independent review of financial records is good for an organization’s credibility. 

There is support for a threshold based on total solicited funds, not total revenue. 

Board Accountability

A panelist suggested a certification program for board members, where by the board could complete a training about fiscal responsibilities. Another panelist suggested the Secretary of State publish a list of items that should be in a training program for boards.  Overall, there was general support for increasing board accountability through education.

Enforcement

A panelist supported raising registration fees to fund an education program. A panelist stated that education is a more important than general enforcement. There was some support for requirement that board members receive specialized training. 
Spokane Roundtable

August 3, 2006

Northeast Community Center

3:00-5:00 pm

The Spokane Roundtable had twenty-three (23) attendees. All were seated at the moderated discussion table. There were five members from the Office of the Secretary of State.

Sandy Gill, Executive Director of Northwest Nonprofits and roundtable coordiantor, made opening comments.

Definition of Religious Activities

Attendees expressed hesitation about the clarity of the definition for religious activities. There is support given for the final definition to be written in “clear, plain language.”
Audit Requirement

General support was expressed for a requirement that “large organizations” complete an audit requirement. A panelist also supported a financial review for organizations that raise more than $500,000. A CPA reminded attendees that an audit is not a “good housekeeping seal of approval.” He noted that an audit is a sampling of transactions. 
Panelists supported the Secretary of State revisiting the threshold amount and considering the threshold to be based on solicited funds. Questions were raised about whether the solicited funds also include in-kind donations and land. 

Board Accountability

Participants encouraged organizations to recruit board members who are financially savvy. A CPA noted that it is the board’s responsibility to review financial statements. The panelists supported board education. There was a suggestion for a percentage of the board to become trained, rather than the entire board.

Enforcement

Enforcement was not seen as important as prevention through education.  Attendees supported raising registration fees, with a majority portion of the increased funds to be set aside for organizational and public education. 

A panelist suggested having educational training available on-line in three categories: one level for organizations that are fiscally prepared; organizations that are becoming fiscally prepared and organizations that are not fiscally prepared. Training that is available on-line is not cost prohibitive for smaller organizations. Another panelist cautions against printing materials because of how quickly things become dated once printed. 

� Independent Sector. “Strengthening Transparency, Governance and Accountability of Charitable Organizations: a final report to Congress and the Nonprofit Sector.” June 2005. Page 1. 
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