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ASSESSING VETERANS’ CHARITIES

THURSDAY, DECEMBER 13, 2007

HOUSE OF REPRESENTATIVES,
COMMITTEE ON OVERSIGHT AND GOVERNMENT REFORM,
Washington, DC.

The committee met, pursuant to notice, at 10 a.m., in room 2154,
Rayburn House Office Building, Hon. Henry A. Waxman (chairman
of the committee) presiding.

Present: Representatives Waxman, Cummings, Kucinich,
Tierney, Watson, Higgins, Yarmuth, Braley, Norton, Van Hollen,
Hodes, Sarbanes, Welch, Davis of Virginia, Burton, Shays, Platts,
Cannon, Turner, Issa, Foxx, and Sali.

Staff present: Phil Schiliro, chief of staff; Phil Barnett, staff di-
rector and general counsel; Karen Lightfoot, communications direc-
tor and senior policy advisor; David Rapallo, chief investigative
counsel; John Williams, deputy chief investigative counsel; Su-
zanne Renaud and Susanne Sachsman, counsels; Daniel Davis, pro-
fessional staff member; Earley Green, chief clerk; Teresa Coufal,
deputy clerk; Ella Hoffman, press assistant; Leneal Scott, informa-
tion systems manager; David Marin, minority staff director; Larry
Halloran, minority deputy staff director; Keith Ausbrook, minority
general counsel; Grace Washbourne, minority senior professional
staff member; Todd Greenwood, minority legislative assistant; Nick
Palarino, minority senior investigator and policy advisor; Patrick
Lyden, minority parliamentarian and member services coordinator;
Brian McNicoll, minority communications director; Ali Ahmad, mi-
nority deputy press secretary; and John Ohly, minority staff assist-
ant.

Chairman WAXMAN. The committee will please come to order.

This morning’s hearing is about deceit and a sickening betrayal
of our most fundamental values, and I hope it is the first step in
fixing an intolerable fraud.

I think many Americans are beginning to understand the incred-
ible sacrifice our troops are making in Iraq and Afghanistan. Over
4,000 American soldiers have been killed. Thousands more are
coming home with terrible physical and psychological injuries.

But few of us understand that these deaths and injuries often
leave families with crippling financial burdens. We assume that
Government will provide the services, the benefits and support that
our soldiers earn through their selfless sacrifice. Too often, that is
an illusion, not a reality.

Many charities are trying to provide the missing support, and
this is the time of year when families receive all kinds of charitable
solicitations in the mail, over the phone and from people knocking

o))
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on our doors, and nothing is more compelling than a charity dedi-
cated to helping our troops and our veterans.

Many of these groups do heroic work. We are fortunate that one
of these groups, TAPS, is with us today, and I want to encourage
the American people to be generous in supporting these charities.

But our committee has learned that a disturbing number of
groups are raising millions of dollars in the name of helping veter-
ans but keeping most of the donations for themselves. Instead of
using the money to provide financial assistance or help veterans
obtain care, these groups and the professional fundraisers they em-
ploy blatantly line their own pockets. They betray their donors and
the troops who desperately need help.

In some cases, these organizations spend as much as 90 percent
of the donations they receive on fundraising activities rather than
helping veterans. In some cases, the executives pay themselves
over half a million, $500,000, a year.

In some cases, they jump from State to State, trying to stay one
step ahead of State regulators. If Pennsylvania catches them using
deceptive fundraising tactics, they close up shop and start again in
Iowa, and all the while they are deceiving well intentioned donors
and denying veterans the help they need.

We are honored that Ed Edmundson, whose son, Eric, was se-
verely injured in Iraq in 2005, is here to give us a firsthand ac-
count of the challenges that families face, and thank you for being
here. To deal with Eric’s injuries, Mr. Edmundson quit his job and
is devoting himself full time to his son’s care.

I also welcome our other witnesses. Your testimony will provide
the committee with a wide range of perspectives. I know some of
you did not want to be here today, but you recognized your obliga-
tion to respond to our questions.

I want to say a few words about a witness who is not here today.
Roger Chapin has a long history of establishing veterans’ charities
dating back to the Vietnam War. Currently, he is operating a num-
ber of charities focused on veterans from Iraq and Afghanistan.

There have been serious allegations against Mr. Chapin, includ-
ing allegations that he is paying exorbitant salaries to himself and
his wife, using donations to pay for questionable expenses such as
new condos, shifting funds among his various groups to skew re-
porting numbers and concealing millions of dollars in payments to
for-profit fundraising corporations.

Mr. Chapin not only refused to testify voluntarily today, but he
refused to allow his attorney to receive the subpoena our committee
issued to him. For the last week, Mr. Chapin has gone into hiding
and evaded the best efforts of the U.S. Marshals trying to serve
him.

Mr. Chapin’s charities have raised over $98 million last year, yet
he refused to appear to answer questions about how this money
was spent. I suppose he figured if he could hide from the Marshal
for a few days, he could avoid this hearing.

Mr. Chapin will not be here today, but he will be at a second
hearing that we are going to call on January 17, 2008. The commit-
tee is issuing a new subpoena for Mr. Chapin, and we are sending
it directly to the U.S. Marshals to serve Mr. Chapin.
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I ask unanimous consent that the committee’s letter to him be
made part of the record and, without objection, that will be the
order.

[The information referred to follows:]



HENKY A WARMAN, GALOANA,
n

CHARMA

M AN O3,

ONE HUNDAED TENTH CONGRESS

Congregs of the TUnited States

Thouse of Representatives
COMMITTEE ON OVERSIGHT AND GOVERNMENT REFORM

BRIAN® FLEMAY, GALEGHIA
BiL SaLE DAID
WashinGgToN, DC 20515-6143 M JUHORN, ORI
Marnely 202) 2255051
Favsier, L2} 225-4784
Nheonare 202 255014

www,oversight house.gov

December 13,2007

Mr. Roger Chapin

President

Help Hospitalized Veterans, Inc.
36585 Penfield Lane
Winchester, CA 92596

Dear Mr. Chapin:

On November 26, 2007, the Commitiec invited you to testify at today’s hearing about the
veterans® charities you control.! For the next two weeks, Committee staff repeatedly attempted
to contact you, your associates, and your attorneys to determine if you intended to testify
voluntarily. On December 10, 2007, your atwrnezy sent a letter to the Committee stating that you
had declined to appear voluntarily at the hearing.” On the same day, the Committee issued a
subpoena 1o compel your appearance.3 That evening, your attorney informed Committee staff
that you would not authorize him 1o accept the subpoena on your behalf.* Since December 10,
federal Marshals have been attempting to locate you to execute service of this subpoena.

I am disappointed that you have chosen to evade federal law enforcement officials who
are seeking to serve you with an official order issued by the United States Congress. I am
equally disappointed that your attorneys and associates have refused to provide information
regarding your whereabouts. Below are some of the steps Committee staff has taken to locate
you since the Committee issued the subpoena:

! Letter from Rep. Henry A. Waxman, Chairman, House Committee on Oversight and
Government Reform, to Roger Chapin, President, Help Hospitalized Veterans, Inc. (Nov. 26,
2007).

% Letter from Terrence O’Donnell, Williams & Connelly, to Rep. Henry A. Waxman,
Chairman, House Committee on Oversight and Government Reform (Dec. 10, 2007).

* Subpoena of Roger Chapin, House Committee on Oversight and Government Reform
(Dec. 10, 2007).

¢ Telephone call between Terrence O’ Donnell, Williams & Connelly, and staff, House
Committee on Oversight and Government Reform (Dec. 10, 2007).

ATAIGK Y. MHENITY Lan
2157 RavBURN House OfFICE BuiLoiNg IRINIA EONK, ORI CAGLNA
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On Monday, December 10, 2007, Commiittee staff telephoned your attorney, Terrence
O’Donnell, and asked him if he knew your current location. Mr. O’Donnell said he did
not,

On the same day, Committee staff e-mailed Mr. O’Donnell, Alan Dye, corporate counse]
for your organizations, and Mike Lynch of Help Hospitalized Veterans, requesting
information about your location for the purpose of serving you with the subpoena. To
date, there has been no response to this request.

On Tuesday, December 11, 2007, Committee stafT left telephone messages for you and
your wife at the telephone number listed for the condominium you own in Falls Church,
Virginia, requesting that you contact the Committee to arrange for service of the
subpoena. To date, there has been no response to this message.

On the same day, Committee staff called the Coalition to Salute America’s Heroes in
Ossining, New York. According to IRS filings, you are president and director of this
organization. An official at this number referred us to your attorney, Mr. O’Donnell.

On the same day, Commitiee staff left a telephone message for Mr. Dye requesting his
assistance in locating you for the purpose of serving the subpoena. To date, there has
been no response to this request.

On the same day, Committee staff left a telephone message at the number listed for a
charitable organization called Conquer Cancer and Alzheimers Now in San Diego,
California. According to tax records, you are or have been the president and treasurer of
this organization. To date, there has been no response to this message.

On the same day, Committee staff left a telephone message at the number listed for a
charitable organization called Help Wounded Heroes in San Diego, California.
According to tax records, you are a board meraber of this organization. The listed
number, however, connected Committee staff to the offices of the Coalition to Salute
America's Heroes in Ossining, New York. An official there again referred Committee
staff to your attorney, Mr. O’Donnell.

On the same day, Committee staff called Help Hospitalized Veterans in Winchester,
California, for information regarding your whereabouts. According to tax records, you
are the president of Help Hospitalized Veterans. When the official there said she did not
know your location, Committee staff left a message for Mr. Lynch, the executive director
of the organization. To date, there has been no response to this message.

On the same day, Committee staff left a message for Dane Chapin, Chief Executive
Officer of USAopoly, a for-profit business located in Carlsbad, California, requesting
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information about your location. According a biographical statement located on the web
site of Help Hospitalized Veterans, you are the founder of this company. To date, there
has been no response to this message.

s On Wednesday, December 12, 2007, Committee staff asked another of your attorneys,
Michae] Morley, if he knew your current location, Mr. Morley did not answer this
question.

The federal marshals have also gone to considerable lengths, without success, to serve
you with the Committee’s subpoena. The marshals went to your home in San Diego on
December 11, 2007 and then again on December 12, 2007. The marshals also called five
different phone numbers for you, including the phone numbers at your home, at the offices of
Help Hospitalized Veterans, and at USAopoly. When making these inquiries, the marshals either
received no response or spoke with people who stated that they did not have information about
your whereabouts.

Because we have been unable to determine your whereabouts, the Oversight Committee
is issuing today a new subpoena requiring your testimony at a hearing on Thursday, January 17,
2008. The Committee will be delivering this subpoena directly to the U.S. Marshals Service
with instructions to serve you promptly. At any time, you may contact the Committee at (202)
225-5420 to arrange for acceptance of the subpoena by fax or through legal counsel.

In order to assist the Committee’s preparation for the hearing on January 17, 2008, the
Compmittee is now requesting the following information:

¢)) The names of all non-profit and for-profit entities you are or have been atfiliated
with, including those for which you serve on the board or in an executive
capacily, those from which you receive salary payments, those from which you
receive consulting fees, and those with which you have any other relationship;

) For each non-profit entity you are or have been affiliated with, copies of mission
statements, Internal Revenue Service Form 1023 filings, articles of incorporation
and amendments, board minutes, bylaws and amendments, audited financial
statements and accompanying notes, annual reports, and Internal Revenue Service
Form 990 public filings, from 1987 to the present, as well as the most recent draft
documents for any year for which final versions are not yet available;

3) For each for-profit entity you are or have been affiliated with, copies of articles of
incorporation and amendments, bylaws and amendments, annual reports, board
minutes, financial statements, and documents showing how these entities have
distributed profits or dividends, if any;
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*)

)

(6)

M

For each such non-profit and for-profit entity you are or have been afliliated with,
the following documents for the peried 2000 to the present:

a. copies of all expense documents, including reports and receipts submittec
for reimbursement, for which you or Elizabeth Chapin have been
reimbursed;

b. all other records documenting financial transactions between the entity
and any other non-profit or for-profit entities you are currently aftiliated
with, including those for which you serve on the board or in an executive
capacity, those from which you receive salary payments, those from
which you receive consulting fees, or those with which you have any
other relationship;

¢c. copies of all contracts or 1ask orders thesc entities have entered into with
other non-profit or for-profit entities;

d. alist of all real estate owned or leased; and
c. alistof all government contracts;

All documents relating to the purchase of the condominium in Falls Church,
Virginia listed in the Help Hospitalized Veterans 2005 Internal Revenue Service
Form 990;

Copies of all documents under your control or the control of the organizations you
are currently affiliated with, including those for which you serve on the board or
in an executive capacity, those from which you receive salary payments, those
from which you receive consulting fees or any other compensation, or those with
which you have any other relationship, related to the production, purchase, or sale
of plastic wristbands sold in American supermarkets;

An original example of shirts, bracelets, decals, pins, gift wrap, return labels,
calendars, return labels, notepads, day planners, award certificates, checks, and
bookmarks sold in American supermarkets or enclosed in direct-mail fundraising
materials that were supplied or sent by any fundraising entity affiliated with
Richard Viguerie;

all communications between you and Richard Viguerie from 2001 to the present;
and all communications between any individuals employed by or associated with
any organization you are currently aftiliated with, including those for which you
serve on the board or in an executive capacity, receivc salary payments, receive
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consulting fees, or with which you have any other relationship, and any
individuals affiliated with American Target Advertising or Viguerie and
Associates, from 2001 to the present; and

)] All communications between you and any attorney, accountant, or any individual
affiliated with any organization you are currently affiliated with, including those
for which you serve on the board or in an executive capacity, those from which
you receive salary payments, those from which receive consulting fees or other
compensation, or those with which you have any other relationship, from
November 26, 2007, to December 13, 2007, regarding the Committee’s subpoena
to compel your testimony at the December 13, 2007, hearing, the Commistee’s
November, 26, 2007, request for your attendance at the December 13, 2007,
hearing, and/or the Committee’s November 26, 2007, request to you for
documents.

Please provide these documents to the Committee by January 11, 2008, and make
yourself available for a transcribed interview with the Committee on that same date.

The Committee on Oversight and Government Reform is the principal oversight
committec in the House of Representatives and has broad oversight jurisdiction as set forth in
House Rule X. Information for witnesses appearing before the Committee is contained in the
enclosed Witness Information Sheet. Another attachment to this letter provides additional
information on how to respond to the Committee’s document request.

I{ you have any questions regarding this request, please contact John Williams, Suzanne
Renaud, or Susanne Sachsman with the majority staff at (202) 225-5420 or Grace Washbourne
with the minority staff at 202-225-5074.

Sincerely,
t
( &7 G\ oymrman O Bauw
Henry A. Waxman om Davis
Chairman Ranking Minority Member

Enclosure
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Chairman WAXMAN. I want to thank Mr. Davis and his staff for
their cooperation in this investigation. This is a genuine bipartisan
investigation. They have been champions of the interests of veter-
ans, and this committee is grateful for their efforts.

I think all Members today share my outrage as how our veterans
have been treated and how those who have donated money to help
them have been betrayed.

I want to recognize Mr. Davis for an opening statement.
| [The prepared statement of Chairman Henry A. Waxman fol-
ows:]
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Opening Statement of Rep. Henry A. Waxman
Chairman, Committee on Oversight and Government Reform
Assessing Veterans’ Charities
December 13, 2007

This morning’s vhearing is about deceit and a sickening
betrayal of our most fundamental values. And I hope it is the

first step in fixing an intolerable fraud.

I think many Americans are beginning to understand the
incredible sacrifice our troops are making in Iraq and
Afghanistan. Over 4,000 American soldiers have been killed.
Thousands more are coming back home with terrible physical

and psychological injuries.

But few of us understand that these deaths and injuries
often leave families with crippling financial burdens. We
assume that the government will provide the services, benefits,
and support that our soldiers earned through their selfless

sacrifice. Too often, that’s an illusion, not a reality.
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Charities are trying to provide the missing support. This is the
time of year when families receive all kinds of charitable
solicitations in the mail, over the phone, and from people
knocking on our doors. And nothing is more compelling than a

charity dedicated to helping our troops and veterans.

Many of these groups do heroic work. We are fortunate
that one of these groups — TAPS — is with us today. I want to
encourage the American people to be generous in supporting

these charities.

But our Committee has learned that a disturbing number of
groups are raising millions of dollars in the name of helping
veterans but keeping most of the donations for themselves.
Instead of using the money to provide financial assistance or
help veterans obtain care, these groups and the professional

fundraisers they employ blatantly line their own pockets.

They betray their donors and the troops who desperately
need help.
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In some cases, these organizations spend as much as 90%
of the donations they receive on fundraising activities, rather
than helping veterans. In some cases, the executives pay
themselves over $500,000 a year. And in some cases, they jump
from state to state, trying to stay one step ahead of state
regulators. If Pennsylvania catches them using deceptive
fundraising tactics, they close up shop and start again in Iowa.
All the while, they are deceiving well-intentioned donors and

denying veterans the help they need.

We are honored that Ed Edmundsen, whose son Eric was
severely injured in Iraq in 2003, is here to give us a first-hand
account of the challenges families face. To deal with Eric’s
injuries, Mr. Edmundson quit his job and is devoting himself

full-time to his son’s care.

I also welcome our other witnesses. Your testimony will
provide the Committee with a wide range of perspectives. I
know some of you did not want to be here today. But you

recognized your obligation to respond to our questions.
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I want to say a few words about a witness who is not here
today. Roger Chapin has a long history of establishing veterans’
charities dating back to the Vietnam War. Currently, he is
operating a number of charities focused on veterans from Iraq
and Afghanistan. There have been serious allegations against
Mr. Chapin, including allegations that he is paying exorbitant
salaries to himself and his wife, using donations to pay for
questionable expenses such as new condos, shifting funds
among his various groups to skew reporting numbers, and
concealing millions of dollars in payments to for-profit

fundraising corporations.

Mr. Chapin not only refused to testify voluntarily today,
but he refused to allow his attorney to receive the subpoena our
Committee issued to him. For the last week, Mr. Chapin has
gone into hiding and evaded the best efforts of the U.S.
Marshals trying to serve him. Mr. Chapin’s charities have raised
over $98 million last year, yet he refused to appear to answer
questions about how this money has been spent. I suppose he
figured if he could hide from the Marshals for a few days he

could avoid this hearing.
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Mr. Chapin will not be here today, but we will hold a
second hearing on January 17, 2008. The Committee is issuing
a new subpoena for Mr. Chapin today, and we are sending it
directly to the U.S. Marshals to serve Mr. Chapin. I ask
unanimous consent that the Committee’s letter to Mr. Chapin be

made part of the record.

I want to thank Mr. Davis and his staff for their cooperation
in this investigation. They have been champions of the interests

of veterans, and the Commiittee is grateful for their efforts.
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Mr. Davis OF VIRGINIA. Thank you, Mr. Chairman, for holding
this hearing today as we continue to focus on issues affecting the
brave men and women who serve our country.

We are joined in this mission by the American people. Public
support for our troops is overwhelming, and our fellow citizens gen-
erously give their money, time and prayers to those who defend our
freedom.

Much of that support is channeled through private charities.
Today, we take the time to evaluate some of these organizations
and ask some appropriately tough questions.

We all want to believe that money donated to a charity is used
wisely. We put our faith in what we assume to be the good faith
of others, but charities do not always perform as we hope. With
some heartlessly capitalizing on broad public support for veterans
to engage in wasteful or even fraudulent fundraising and manage-
ment practices.

Today, we will hear testimony to help guide us in evaluating the
efficiency, accountability and governance of charitable organiza-
tions. We will hear from various watchdog groups whose role is to
oversee the charitable community and provide donors with the ob-
jective facts they need to make informed decisions about where to
best direct their contributions.

Now, Congress has visited this issue before. In 2004, a panel on
the non-profit sector, convened at the impetus of the Senate Fi-
nance Committee, brought together a broad cross-section of those
involved in charities and foundations for a thorough examination
of non-profit governance, transparency and ethical standards.

The panel’s conclusions emphasized that a vibrant charitable sec-
tor must remain independent to be effective, recognizing that the
first amendment demands charities be given wide latitude in the
exercise of fundamental associated freedoms, but the panel also
found Government oversight and regulation necessary to deter
abuse, misrepresentation and fraud.

We build on those important findings today because a new gen-
eration of veterans and their families, suffering the acute and la-
tent traumas of modern warfare, are looking to charities for help
and they are looking to us to help them know which organizations
are really trying to help veterans and which organizations are just
helping themselves.

There is no easy test, no magic ratio of program expenditures to
fundraising costs that automatically distinguishes good charities
from bad ones. Some startups for marginalized or unpopular causes
may have to spend 50, 60 or 70 percent of their revenue on out-
reach, education and fundraising for a while.

But charities that consistently spend up to 90 percent gross do-
nation revenue on overhead, with only a trickle of the remainder
going for token program grants, just don’t pass the smell test.
Those charities are soaking up funds meant to help veterans, and
badly managed or abusive operations merit close scrutiny by local
and State regulators, State and Federal tax authorities and Con-
gress.

Particularly during this holiday season with holiday joy and
sharing, Americans are unmatched in their generosity and willing-
ness to help those in need. We owe it to those generous donors and
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the veterans they want to thank to make sure charities operate as
faithful and efficient stewards of the money that they collect. Testi-
mony by today’s witnesses will help us do that important job.
Again, Mr. Chairman, than you for convening this hearing and
your leadership on this issue.
[The prepared statement of Hon. Tom Davis follows:]
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Statement of Rep. Tom Davis
Ranking Republican Member
Committee on Oversight and Government Reform
December 13, 2007

Thank you, Mr. Chairman, for holding this hearing today as we continue to focus
on issues affecting the brave men and women who serve our country. We are joined in
this mission by the American people. Public support for our troops is overwhelming, and
our fellow citizens generously give their money, time and prayers to those who defend
our freedom. Much of that support is channeled through private charities.

Today we take the time to evaluate some of those organizations, and ask some
appropriately tough questions.

We all want to believe money donated to a charity is used wisely. We put our
faith in what we assume to be the good faith of others. But charities do not always
perform as we hope, with some heartlessly capitalizing on broad public support for
veterans to engage in wasteful or even fraudulent fundraising and management practices.

Today we will hear testimony to help guide us in evaluating the efficiency,
accountability and governance of charitable organizations. We will hear from various
watchdog groups whose role it is to oversee the charitable community and provide donors
with the objective fact they need to make informed decisions about where best to direct
their contributions.

Congress has visited this issue before. In 2004, a panel on the non profit sector,
convened at the impetus of the Senate Finance Committee, brought together a broad
cross-section of those involved in charities and foundations for a thorough examination of
non-profit govemance, transparency and ethical standards. The panel’s conclusions
emphasized that a vibrant charitable sector must remain independent to be effective,
recognizing that the First Amendment demands charities be given wide latitude in the
exercise of fundamental associational freedoms. But the Panel also found government
oversight and regulation necessary to deter abuse, misrepresentation and fraud.

We build on those important findings today because a new generation of veterans
and their families, suffering the acute and latent traumas of modern warfare, are looking
to charities for help. And they’re looking to us to help them know which organizations
are really trying to help veterans, and which organizations are just helping themselves.

Page ]l of 2
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Statement of Rep. Tom Davis
December 13, 2007
Page 2 of 2

There is no easy test, no magic ratio of program expenditures to fundraising costs
that automatically distinguishes good charities from bad ones. Some start-ups for
marginalized or unpopular causes may have to spend fifty, sixty, even seventy percent of
their revenue on outreach, education and fundraising. For awhile. But charities that
consistently spend up to ninety percent of gross donation revenue on overhead, with only
a trickle of the remainder going for token program grants, just don’t pass the smell test.
Those charities are soaking up funds meant to help veterans, and badly managed or
abusive operations merit close scrutiny by local and state regulators, state and federal tax
authorities, and Congress.

Particularly during this season of holiday joy and sharing, Americans are
unmatched in their generosity and willingness to help those in need. We owe it to those
generous donors, and the veterans they want to thank, to make sure charities operate as
faithful and efficient stewards of the money they coliect. Testimony by today’s witnesses
will help us do that important job.
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Chairman WAXMAN. Thank you very much, Mr. Davis.

I know many Members have been active on this issue, and I
want to recognize any Member who wishes to make an opening
statement.

Let me see if anybody does. Mr. Tierney, no.

Ms. Watson, do you wish to make an opening statement.

Ms. WATSON. No, I will concede my time to you, Mr. Chairman.

Chairman WAXMAN. OK, thanks.

Mr. Shays, I know that you do.

Mr. SHAYS. Thank you, Mr. Chairman. I am eager to make a
statement, and I thank you for this hearing, a very important hear-
ing.

In 1625, sir, Francis Bacon proclaimed, “In charity, there is no
excess.” The American people certainly agree as U.S. charitable
giving in the United States reached a record of almost $300 billion
in 2006.

Unfortunately, at today’s hearing, we will learn there can be
egregious excess of a different kind. Many self-proclaimed charities
are collecting funds on behalf of our Nation’s valiant veterans only
to devote a small amount to actual services for veterans and their
families. While this is not a crime, it is an outrage we must correct.

As in past wars, the global war on terror has inspired the Amer-
ican people to open their giving hearts to support returning sol-
diers. Since 2001, contributions to military and veterans’ charities
have increased by almost half a billion dollars, totaling $2.48 bil-
lion in 2007. Implicit in these generous donations is the assump-
tion that most, if not all, of the funds are going toward actually
helping veterans.

Recent reports from five private sector charity watchdogs have
exposed many charities devote less 35 percent of the money they
raise to actual veterans’ services. In one particular case, the Amer-
ican Veterans Relief Foundation of Santa Ana, CA, raised $3.6 mil-
lion of which only $21,000 was ever directed to veterans’ grants
and assistance. That is less than 1 percent of the donations.

And, as we will find out today, behind some of these charities are
telemarketing and mass mailing businesses whose contracts with
charities allow them to keep up to 90 percent of what is raised.
While these practices may be technically legal, they are clearly im-
moral.

I am looking forward to hearing more about the state of the vet-
erans’ charities from two of our country’s top charity oversight
groups, the Better Business Bureau’s Wise Giving Alliance and the
American Institute for Philanthropy.

I recognize through continuous rulings, the Supreme Court has
limited executive and legislative power to regulate charitable giv-
ing and that much of the existing oversight power lies at the State
level. I look forward to hearing from the Bureau of Charitable Or-
ganizations’ representative from the State of Pennsylvania as
Pennsylvania has done some of the most aggressive charity over-
sight in the Nation. We need to encourage more States to do what
Pennsylvania is doing.
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At the Federal level, we should examine whether the Internal
Revenue Service [IRS], or the Federal Trade Commission [FTC],
should do more and what laws can be changed to stop this outrage.

Thank you, Mr. Chairman.

[The prepared statement of Hon. Christopher Shays follows:]
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Statement of Congressman Christopher Shays
Committee on Oversight and Government Reform
“Assessing Veterans’ Charities”
December 13, 2007

Thank you, Mr. Chairman, for holding this important

hearing concerning veterans’ charities.

In 1625, Sir Francis Bacon proclaimed: “in charity there is

no excess.” The American people certainly agree, as US

charitable giving in the United States reached a new record

of almost 300 billion dollars in 2006.
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Unfortunately at today’s hearing, in the administration of

charity, we will learn there can be egregious excess of a

different kind.

Many self-proclaimed charities are collecting funds on

behalf of our nations’ valiant veterans, only to devote a

third or less of the total donations to actual services for

veterans and their families. While this is not a crime, it is

an outrage I hope we can begin to correct with this hearing.
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As in past wars, the Global War on Terror has inspired the

American people to open their giving hearts to support

returning soldiers. Since 2001, contributions to military

and veterans’ charities have increased by almost a half of a

billion dollars per year, to total 2.48 billion dollars in 2007.

Implicit in these generous donations is the assumption that

most, if not all of the funds, are going toward actually

helping veterans. Unfortunately, this is a false assumption.

Recent reports from some of our private sector charity

watchdogs have exposed many charities devote less than
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35% of the money they raise to actual veterans services.

In one particular case, the American Veterans Relief

Foundation of Santa Ana, California raised 3.6 million

dollars of which only $21,000 was ever directed to

veterans’ grants and assistance. That’s less than 1 percent

of the donation!

And, as we will find out today, behind some of these

charities there is another group: the telemarketing and

mass mailing private businesses, whose contracts with
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charities can allow them to keep up to 90 percent of what is

raised.

While these practices may be technically legal, they are

undeniably immoral. In the company of some of our

wonderful charities like The Tragedy Assistance Program

for Survivors (TAPS), which we will hear from today,

some charities clearly pale in efficiency of management

and service.
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Today, | am looking forward to hearing more about the

state of veteran’s charities from two of our country’s top

charity oversight groups: the Better Business Bureau’s

Wise Giving Alliance and the American Institute for

Philanthropy.

I recognize through continuous rulings, the Supreme Court

has limited executive and legislative power to regulate

charitable giving, and that much of the existing oversight

power lies at the state level. 1 look forward to hearing from

the Bureau of Charitable Organizations representative from
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the State of Pennsylvania, as [ understand Pennsylvania has

does some of the most aggressive charity oversight in the

nation.

At the federal level, we should examine whether the

Internal Revenue Service or the Federal Trade Commission

can do more. We should examine if there are laws we can

enhance that will promote more comprehensive disclosure

and operational efficiency among charities, so that

Americans always know their generosity is placed in the

best hands.
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Our country’s veterans, like US Army Specialist Eric
Edmundson, have put their lives on the line to protect us.
These men and women deserve the very best in return,
especially those who return wounded and in need of all
avenues of help. To the greatest extent possible, every
penny donated to charity should be devoted to providing
the best services possible for our veterans. This country

needs good charities.
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I hope together we can work toward improving the current

situation, which is clearly unacceptable. For the sake of all

our veterans, especially those who suffer life-altering

wounds, we should keep in mind that when $100 is donated

to care for them, charities should strive to see that 100

percent of that donation results in services for our veterans.

I thank the witnesses for appearing today and look forward

to hearing their testimony.
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Chairman WAXMAN. Thank you very much, Mr. Shays.

Does any other Member wish to make an opening statement?

Mr. Issa.

Mr. IssA. Thank you, Mr. Chairman, and I will be brief.

I appreciate the fact that you are holding this very bipartisan
committee hearing at this time of year. As many of us are con-
templating a donation to charitable organizations, it is important
to ensure we can give with confidence and that our contributions
will help someone in need.

In preparation for today’s hearing, I, perhaps like other Mem-
bers, had to scrutinize the list of charities that will be discussed
today against those I had given. Even though we do endeavor to
look and to get to the bottom of what the ratio of contributions to
overhead to recipients receiving are, it is certainly possible for any
g{' us to find ourselves giving to a charity that is less than reputa-

e.

Although I hope that we will not look into legitimate costs of
fundraising because often a direct mail campaign, which can be
quite expensive, does two things: it raises money for a cause and
it also educates.

It is clear that today the examples that we will see do not fall
into that category. They fall into the category of what I would call
profiteering, profiteering by those who use the name of a soldier or
a cause in order to justify fundraising that ultimately leads to prof-
its for individuals who may or may not be veterans, may or may
not have any need, may simply be good at fundraising.

I join with my colleagues on both sides of the aisle, saying that
although we have limited jurisdiction, it is clear that on half a bil-
lion dollars of tax-deductible donations, we certainly give a great
deal of what one might call matching funds. I have no objections
to that tax deductibility, but it is very clear that if we can help
educate the consumer to give more wisely, then the dollars of tax
deductibility that the Federal Government effectively matches with
the donor will be better spent.

Therefore, I appreciate your holding this hearing and hope that
we all view that it is not only the individual’s money that is being
squandered but the matching tax-deductible portion, thus Federal
taxpayers’ dollars that are going into the hands, at times, of profit-
eers.

With that, I yield back.

Chairman WAXMAN. Thank you, Mr. Issa.

Any other Member wish to make an opening statement?

Yes, the gentlelady from D.C.

Ms. NorTON. I appreciate this hearing, particularly the timing of
this hearing, Mr. Chairman, because it is the end of the year when
even people of modest income, like Members of Congress, give end
of the year contributions.

I would wager that as the American people sit down and see our
frustration in trying to bring the troops home, one of the things
that might trump all the charitable giving might be anything that
looks like it would help or give to the military or, for that matter,
Mr. Chairman, to their families.

I think we have to understand who the military is. The military
is under the exclusive direction of the U.S. Government, but they
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can become a market, and we have an obligation to see that they
are not simply a market.

Even for Federal employees, the Combined Federal Campaign
provides you with a book. You go through that book, and frankly
I take the time to go through the book because there is an enor-
mous difference in the amount spent that goes directly to the char-
ity. So, if you quickly go through it, you can eliminate many char-
ities simply by saying, do I really want to give that much to their
overhead or to wherever they put it.

I think we owe our military at least that much, set some stand-
ards and the way to find out what kind of standards to set is to
have precisely the kind of hearing that you are having, Mr. Chair-
man, this morning, and I thank you for it.

Chairman WAXMAN. Thank you.

Any other Member wish to make an opening statement?

Mr. Shays.

Mr. SHAYS. Thank you, Mr. Chairman.

I would like to put on the record you caught my attention when
you mentioned Phil Chapin [sic] from Darien. That is the very cen-
ter of my district and where I grew up. I just called up my staff
because I want to make sure this man has not contributed to my
campaign and want to put on the record he hasn’t, but there is also
another individual connected, Phil Kraft, as well, though who has
not contributed to my campaign.

I also would like to put on the record a letter we wrote on May
2, 2006. Mayor Koch had alerted me to the fact that there was a
quote that they had used of mine in 1988 that they were using, and
we wrote them in 2006 and said, don’t use that quote. They were
using a quote of Mayor Koch’s, and they were also using a quote
from the Attorney General of the State of Connecticut, Dick
Blumenthal. So I would like to put that on the record if I might.

Chairman WAXMAN. Without objection, we will receive that for
the record and to protect Mr. Phil Chapin, I want to indicate it is
Roger Chapin.

Mr. SHAYS. It is Roger Chapin and Phil Kraft, yes. Thank you.

Chairman WAXMAN. OK. Good.

[The information referred to follows:]
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(CONGRESS OF THE [ NITED STATES

May 2, 2006

Mr. Phillip Kraft

National Veterans Services Fund, Inc.
P.O. Box 2465

Darien, Connecticut 06820

Dear Phillip:

It has come to my attention that a statement | made during an
event in the 1980s is still being used by the National Veterans
Services Fund for fundraising purposes. [ have enclosed a copy
of the statement.

It seems to me this statement is outdated and out of context.
While [ am grateful for the valuable service your organization
provides, I kindly ask you to please remove my name and
quotation from your publications.

Since/rély,
Z
=

CHristopher Shays
Member of Congress

CS:

‘Enclosure
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Mr. WAXMAN. Any other statements?

If not, we will proceed to the witnesses.

I want to welcome today Mr. Ed Edmundson, who is the father
of the wounded veteran that I mentioned earlier, and Ms. Tracy L.
McCurdy, director of the Bureau of Charitable Organizations for
the Commonwealth of Pennsylvania. Senator Chuck Grassley will
join us when he is able to complete the vote on the Senate floor,
but he is anxious to participate and give us the benefit of his work
on this area.

Mr. Edmundson, why don’t we start with you? Thank you again
for being here.

Oh, let me indicate the rules of the committee do require all wit-
nesses to testify under oath. So if both of you would please stand
and raise your right hands, I would appreciate it.

[Witnesses sworn.]

Chairman WAXMAN. Let me indicate for the record that the wit-
nesses answered in the affirmative.

Your prepared statement will be in the record in its entirety.

We would like to ask you, if you could, to keep as close as you
can to the 5-minutes. We will have a clock that will be running.
It will be green. It will turn yellow when there is 1 minute left. It
will turn red when the 5-minutes is up. If you still need a little bit
more time, just go ahead, don’t worry about it, but we would like
to try to keep it in the 5-minute period.

Mr. Edmundson, there is a button on the base of the mic. Be
sure it is pressed in and pull it close enough to you that we can
hear.

STATEMENTS OF EDGAR EDMUNDSON, FATHER OF SERGEANT
ERIC EDMUNDSON, A WOUNDED VETERAN; AND TRACY L.
MCCURDY, DIRECTOR, BUREAU OF CHARITABLE ORGANIZA-
TIONS FOR THE COMMONWEALTH OF PENNSYLVANIA

STATEMENT OF EDGAR EDMUNDSON

Mr. EDMUNDSON. Mr. Chairman, committee members, a heartfelt
thank you for allowing me to appear before you and participate in
this discussion.

My name is Edgar Edmundson. I am here today, speaking for all
of Eric’s family in regards to our experiences with our soldier, Ser-
geant Eric Edmundson, U.S. Army retired after 7 years of service.

Today, I will be telling you about my son and his injuries along
with the many issues and obstacles that he and the family have
confronted and overcome. I will also share with you the utilization
of non-profit organizations and their role in my son’s rehabilitative
outcome.

My son, Sergeant Eric Edmundson, was a Cavalry Scout with the
4th Squadron, 14th Cavalry based out of Fort Wainwright Air
Base, Ak. He was assigned to be the company commander’s driver.
This is a position that he took very seriously and pushed forward
to excel in. He took pride with having the finest running, best driv-
en vehicle in the company.

On October 2, 2005, near the Syrian border along the Tigris
River in northern Iraq, my son was driving the command vehicle,
a Stryker. While advancing through a dry river bed to support an-
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other disabled vehicle, an insurgent detonated an improvised explo-
sive device [IED], which detonated directly behind my son’s seat.
At that instant, my son’s life and the lives of his family changed
forever.

Eric, having suffered severe blast and shrapnel injuries as well
as a moderate traumatic brain injury [TBI], was airlifted to Bagh-
dad where he underwent a number of surgeries. He was then
moved to Ballad to await exit to Germany. While there, the doctors
were performing a surgical procedure, and my son suffered a car-
diac arrest.

We were told it took a great deal of time to bring him back, and
now he suffers from an anoxic brain injury or ABI. This condition
is from a lack of oxygen to the brain. After 2 days in Germany, Eric
was transferred to Walter Reed Medical Center in Washington, DC.

We knew that Eric would be facing challenges that we would
never have dreamt possible. We knew our son. We knew he needed
us.
Because of his anoxic brain injury, he was left with cognitive and
memory issues, suffers from muscle contractions and toning that
plague him. A Baclofen pump was placed in his abdomen in Janu-
ary 2007, to aid him in controlling the contractures.

It became apparent early in Eric’s recovery that he would need
a caregiver-advocate to watch out for his well being. At that time,
my wife and I made the decision to resign my position at work in
order to be with Eric.

Non-profit organizations became an answer to our prayers. As I
stated earlier, I resigned my position to be available for Eric and
his needs. That resignation came at the cost of my income, retire-
ment, insurance and our previous way of life. It was a decision that
we made as a family, and we do not regret it.

Non-profit organizations helped fill the gap in what we lost fi-
nancially. They also relieved extreme stressors. We needed to de-
vote so much of our time to Eric’s needs, dealing with how to get
our financial obligations met was difficult and an additional stress.

We feel very strongly that Eric’s recovery and rehabilitative out-
comes would have been different had it not been for the support
we received from non-profit organizations. Eric needed his family
close by. He needed the reassurance of someone was going to be
there for him and aid him in going through this journey of recov-
ery.

Per our conversations with non-profit organizations, they recog-
nized the need. They see themselves as being able to meet needs.

Most have some connection with the military and understand
how slow the Government takes to address issues, but in the mean-
time real life continues to tick along. It is our experience that they
connect quickly and efficiently.

It may not seem like much, but even simple little things like
meals, lodging for extended family, laptop computers to cell phones
are critical when dealing with the recovery of a wounded soldier.
These little incidentals are so imperative to a soldier and his fami-
ly’s 1(Iziecovery because they allow them to stay connected to the
world.

I have listed only a few ways in which non-profits have come to
our aid. I am certain there are many more.
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Salute, Inc. out of Chicago, IL; Wounded Warrior Project out of
Florida; Hope for the Warriors out of Jacksonville, NC; and the
Semper Fi Fund are just a few examples of fine organizations that
have kept true to their mission.

What is important at this time is that non-profits be utilized to
their full potential.

I would hate to think what Eric and his family would have expe-
rienced throughout these last 2 years without the non-profits by
our side. We made the commitment to be there for our son, and
that commitment would have been met no matter what. With the
help of non-profits, we have been able to be there for Eric.

Eric was a good soldier. He honored himself, his family, his com-
munity and his country. We owe it to him and the thousands of
other soldiers that honor themselves and us all to provide the best
available care to enable them to return to the life they fought so
hard to defend.

I am concerned, the negative effect that the few self-serving non-
profits will have on the ability of the legitimate non-profits to ob-
tain funding from the general public. It would be an unfortunate
turn of events if the service they provide is not available. As I have
shared, the service they provide is immediate and personalized to
the needs of the soldiers and their families. I believe that measures
need to be implemented to ensure the availability of non-profits
and their services.

It is my sincere hope that by sharing our story, you will have a
glimpse into why we need to continue to support the non-profit
agencies and the service they provide.

Thank you for allowing me to share our story with you today. I
am open for any questions.

[The prepared statement of Mr. Edmundson follows:]
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STATEMENT OF EDGAR EDMUNDSON, FATHER OF, SGT. ERIC EDMUNDSON
FOR PRESENTATION BEFORE THE COMMITTEE ON OVERSIGHT AND
GOVERNMENT REFORM.

DECEMBER 13", 2007

Mr. Chairman, Committee Members, a heartfelt thank you for allowing me to appear before you
and participate in this discussion. This is a matter which touches all of us here today and the
loved ones we are so urgently trying to help recover. My name is Edgar Edmundson. | am here
today speaking for all of Eric’s family in regards to our experiences with our soldier, Sgt. Eric
Edmundson, US Army (medically retired) after seven years of service as of July 28 2007.
Today I will be telling you about my son and his injuries, along with the many issues and
obstacles that he and the family have confronted and overcome. I will also share with you the
utilization of Non- profit organizations and their role in my son’s rehabilitation outcome. It is my
hope that by sharing my son’s story with you, it will help to show the importance of these issues
before us today.

Today’s returning wounded need access to all of the valuable services the non-profit
organizations have to offer them.

Sgt. Edmundson’s Story

My son, Sgt. Eric Edmundson was a Cavalry Scout with the 4™ Squadron, 14" Cavalry based out
of Fort Wainwright, Fairbanks, AK. He was assigned to be the Company Commander’s driver.
This is a position that he took very seriously and pushed forward to excel in. He took pride with
having the finest running, best driven vehicle in the company.

On October 2™, 2005 near the Syrian border along the Tigris River in Northem lrag, my son was
driving the command vehicle (a Stryker) along with the Commander, an Iraqi interpreter and two
other soldiers. While advancing forward through a dry river bed to support another disabled
vehicle, an insurgent detonated an Improvised Explosive Device better known in this war on
terror as an (IED). Which detonated directly behind my son’s seat. At that instant my son’s life
and the lives of his family changed forever.

Eric, having suffered severe blast and shrapnel injuries as well as a moderate Traumatic Brain
Injury or TBI, was airlifted to Baghdad where he under went a number of surgeries. He was then
moved to Ballad to await exit to Germany. While there the Doctor’s were performing a surgical
procedure and my son suffered a cardiac arrest. We were told that it took a great deal of time to
bring him back and that he now suffers from an Anoxic Brain Injury or ABI. This condition is
from a lack of oxygen to the brain. After two days in Germany Eric was transferred to Walter
Reed Medical Center in Washington DC.

When we arrived at Walter Reed and saw the condition that our son was in, of course, it was a
horrific time. Besides the many urgent medical issues Eric had at that particular moment we also
knew at that time that his and our life was taking on a new norm. We knew that Eric would be
facing challenges that we would never have dreamt possible. We knew our son and we knew he
.needed us.



37

Fric has overcome many of the issues from his initial blast injuries and we could not be more
proud of our son. Because of his Anoxic Brain Injury he was left with cognitive and memory
issues, suffers from muscle contractures and toning that plague him. After having a Baclofen
pump placed in his abdomen in January 2007 to aid him in controlling the contractures, it is only
within the last six months Eric has began eating. He is still on thickened liquids and has a
feeding tube for hydration. He still remains silent but is working on gaining back his voice He is
working on gaining bowel/bladder control and ambulation. With this in mind, it helps you to
understand where our life begins its new chapter.

It became apparent early in Eric’s recovery that he would need a caregiver/advocate to  watch

out for his well being. Eric is fortunate to have a wife that was at his side, but because of Eric’s
needs, help was needed. At that time my wife and I made the decision to resign my position at

work in order to be with Eric.

1 want to make a statement that the medical care that Eric received at Walter Reed Medical
Center was world class. 1 can’t imagine a better facility for Eric to have been in to receive the
care he needed for the type of injuries he had.

Our story continues as we delved into the issues of bureaucracy. We have all heard and been
made aware of these issues at Walter Reed and other military medical centers. I don’t feel it
necessary to go into detail all the issues that we were encountering trying to get the best care for
Eric.

One memory I will share is that of not being able to get a straight answer to an issue from
anyone. There is a saying, “the left hand did not know what the right hand was doing.” I think
that says it all.

In the meantime, our primary concern was Eric’s well being and assuring he received the care he
deserved.

As stated earlier, this is where our journey of advocacy and all that entails begins .It became
apparent that Eric was going to need someone to be available to not only assist with his personal
care but also deal with the bureaucracy that was in place.

[, along with the rest of Eric’s family began to educate ourselves on “the system”. We began to
ask questions on how to get him what he needed. We did not feel that we were asking for more
than any soldier deserved. One thing we would not do is take “no”™ for an answer if we had found
in our research that there was a way to accomplish what we were seeking for Eric.

Nonprofits organizations became an answer to our prayers. As I stated earlier I resigned my
position to be available for Eric and his needs. That resignation came at a cost of my income,
retirement, insurance and our previous way of life. It was a decision that we made as a family
and we do not regret it. Non-profit organizations helped fill the gap in what we had lost
financially. They also relieved extreme stressors. We needed to devote so much of our time to
Eric’s needs, dealing with how to get our financial obligations met was difficult and an
additional stress.
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1 must say, we never knew that Non-profit organizations were available to help when a soldier’s
family needs assistance. Our first experience was just by a chance meeting. [ am forever grateful
for the assistance we did receive because as I said earlier, it helped us to meet our monthly
obligations and relieved so much stress for us at that particular instance.

We feel very strongly that Eric’s recovery and rehabilitative outcomes would have been different
had it not been for the support we received from Non-profit organizations. Eric needed his family
close by. He needed that reassurance of someone in his family was going to be there for him and
aid him in going through this journey of recovery.

Per our conversations with Non-profit organizations, we have found they have been created for a
multitude of reasons. An underlying theme is that they want to help. They recognize a need;
they see themselves as being able to meet needs. Most have had some connection with the
military and understand how slow the government takes to address issues but in the meantime
“real life” continues to tick along, It is our experience that they can act quickly and efficiently.

Our experience shows that Non-profits were able to not only help with financial grants but also
had the ability to get plane tickets for travel. For example, when Eric was receiving therapy at
the Rehabilitation Institute of Chicago for seven months family members came once a month to
see Eric and myself. That was a bright spot in our stay while there. Now some may argue “is that
important?” [ would have to say wholeheartedly “yes”. It provided much needed moral support
that is so imperative to healing body and soul. It offered Eric something to look forward to. It
offered me the support 1 needed to help Eric.

The need for medical equipment that is unable to be covered under the government guidelines is
also being addressed by Non-profit organizations. These needs have ranged from mat tables for a
soldier with significant physical needs to specialized wheelchairs.

It may not seem like much but even simple things like meals, lodging for extended family, laptop
computers to cells phones are critical when dealing with the recovery of a wounded soldier.
These liitle incidentals are so imperative to a soldier and his family’s recovery because they
allow them to stay connected to the world.

I have listed only a few ways in which Non-profits have come to our aid. [ am certain there are
many more. Salute, Inc out of Chicago Illinois, Wounded Warrior Project out of Florida, Hope
for the Warriors out of Jacksonville, North Carolina and the Semper Fi Fund are just a few
examples of fine organizations that have kept true to their mission.

What is important at this time is that Non-profits be utilized to their full potential.
1 would hate to think what Eric and this family would have experienced throughout this last two

years without the Non-profits by our side. We made the commitment to be there for our son and
that commitment would have been met no matter what.
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1 want to take this opportunity to make a very important point. Eric’s immediate family, by
government standards meaning his wife and three year old daughter are having their financial
needs met. I would like to report that through our educating ourselves and advocating for Eric, he
did obtain the highest rating allowable. This gives us great comfort in knowing that Eric and his
family’s financial future needs will be met.

But, this does not address his personal care or issues of advocacy. This is where my wife and 1
have made a choice. We are committed to Eric and know that for him return to the highest
quality of life I must remain steadfast by his side as an advocate/caregiver. This is another issue
that we feel must be addressed. Compensation for family caregiver that includes insurance is
needed. Presently, the system is set up to have non-family members take care of soldiers. We
feel that families should have options made available to them. This may be the perfect fit for
some families but if a family makes a decision to provide this care; this should be an option also.

With the help of Non-profits we have been able to be there for Eric.

¥ric was a good soldier; he honored himself, his family, his community and his country.
We owe it the him and the thousands of other soldiers that honored themselves and us all,
To provide the best available care to enable them to return to the life they fought so hard to
defend.

1 am concerned. The negative affect that the few self serving non-profits will have on the ability
of the legitimate non-profits to obtain funding from the general public. It would be an
unfortunate turn of events if the service they provide is not available. As I have shared, the
service they provide is immediate and personalized to the needs of the soldiers and their families.
I believe that measures need to be implemented to ensure the availability of Non-profits and their
services.

1t is my sincere hope that by sharing our story you will have a glimpse into why we need to
continue to support the Non-profit agencies and the service they provide.

Thank you for allowing me to share’our story with you today.

I am open to any questions.



40

Chairman WAXMAN. Thank you very much, Mr. Edmundson, for
being here and for that presentation to our committee in helping
us understand more about the issue that we are dealing with
today.

I am going to have some questions, others will as well. But we
want to hear from Ms. McCurdy, and then we will ask both of you,
questions.

Ms. McCurdy.

STATEMENT OF TRACY L. MCCURDY

Ms. McCurDY. Thank you. I must first just say thank you to Mr.
Edmundson and also what a moving story.

Good morning, Chairman Waxman and distinguished members of
the Committee on Oversight and Government Reform. On behalf of
the Pennsylvania Governor Edward G. Rendell and Secretary of
the Commonwealth, Pedro A. Cortes, I thank you for the oppor-
tunity to be present before you today and for your leadership on
this important issue.

My name is Tracy McCurdy, and I am the director for the Penn-
sylvania Department of State’s Bureau of Charitable Organiza-
tions.

In Pennsylvania, the charitable solicitation law requires char-
ities, professional solicitors and professional fundraising counsels
that are soliciting charitable contributions in Pennsylvania to be
registered with the Department unless otherwise excluded or ex-
empt. By way of an example, an exempt organization would be one
that raises less than $25,000 in gross annual contributions. Unless
they pay someone to solicit, then they would have to be registered.

The Department currently maintains registration and financial
information for more than 10,000 charities and 400 professional so-
licitors and fundraising counsel soliciting charitable contributions
in Pennsylvania. Included among those registered organizations
are veterans groups.

The Secretary of the Commonwealth annually prepares a report
on the number of registered charities, the number of charities or-
dered to cease and desist solicitation, the number of charities con-
tracting with professional solicitors and the compensation of profes-
sional solicitors for each solicitation campaign in relation to the
funds raised and administrative costs. A copy of the report is avail-
ab&e on our Web site, and I do believe I made one available for you
today.

Relevant to the committee’s discussion is the portion of this
year’s annual report that highlights the average amounts paid by
charitable organizations to professional solicitors. Although there is
no legal standard defining the permissible amount of fundraising
costs, it is generally acknowledged that, on average, charitable or-
ganizations should spend no more than 33 a third percent of its
contributions on the costs to raise those contributions.

Based upon campaign financial reports submitted by professional
solicitors in Pennsylvania, the annual report details that 88 per-
cent of the charities, on whose behalf campaign financial reports
were submitted, paid higher than the standard, with 54 percent of
them actually paying more than double the standard. Given this
data, the Pennsylvania Department of State is keenly aware of the
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issue of high fundraising costs being paid by charitable organiza-
tions that use the services of professional solicitors.

I heard some discussion earlier from the opening statements that
there is concern when it is 90 percent or more. We have found
some of the contracts actually allow for more than 100 percent of
the money to go to the professional solicitors. So that is, of course,
a big concern.

In addition to registration and annual reporting duties, the act
gives the Department the power to investigate allegations of
wrongdoing by organizations soliciting contributions in Pennsyl-
vania.

Generally, as a question rises involving fundraising issues, the
Department, through its Bureau’s investigation and audit divisions,
assiduously investigates the following matters: unregistered activ-
ity by both professionals and charities, failing to file contracts, fail-
ing to file campaign financial reports, failing to provide required
disclosures, making false and/or misleading statements in solicita-
tion, making false or misleading statements in reports filed with
the Bureau and fraudulent transactions involving charitable dona-
tions for personal use.

Please note, however, that based upon current Supreme Court
case law, high fundraising costs alone do not establish fraud. As a
result, the Department cannot pursue an investigation solely on
the basis of high fundraising costs.

What the Department can and does do is engage in public aware-
ness efforts to promote informed charitable giving. The Department
uses a variety of outreach tools to educate consumers about making
smart donation decisions. Available on our Web site is a wealth of
consumer information, including tips for charitable giving as well
as information about dealing with professional solicitors.

In addition, Department staff routinely participates in senior
expos, consumer fairs and other educational forums. Consumers
are encouraged to call the Department’s Bureau to learn more in-
formation or to file a complaint about a charity, a professional so-
licitor or a fundraising counsel.

The most important tip that the Department routinely conveys
to consumers is to ask questions. I tell them, question everything.
If consumers are not happy with the answer, they should not give
to that group. There are many other worthy organizations in need
of charitable contributions.

The question, I believe, that is really before us today is how can
we help to ensure that Americans’ contributions to veterans’ causes
are being responsibly used. In response to that question, we offer
three recommendations: Increase efforts in public outreach and
education. Consumers, again, need to be educated to ask questions,
to ask for information about the charity. Specifically, how does it
spend its money and, most importantly, how does it spend its
money on its charitable purpose and programs versus fundraising
and administrative costs?

Second, require increased oral and written disclosures at the
point of solicitation. Professional fundraisers should be required to
tell potential donors that a portion of the contributions will be used
to pay for the cost to raise the money. The disclosure should also
include the minimum amount of contributions guaranteed to be re-
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tained by the charity as it was provided in the contract submitted
to the State in which the solicitation is occurring.

Disclosure of charitable finances, fundraising expenses, adminis-
trative costs, efficiencies and successful mission outcomes to the
public will provide the kind of accountability and transparency of
charities that increases knowledgeable giving.

Finally, increase Federal oversight. I throw out Federal Trade
Commission, but whatever organization or Federal agency would be
deemed to be appropriate would be helpful.

Professional fundraisers should be required to submit, just as
charities do, an annual report disclosing their activities. They
should detail the charities for whom campaigns were conducted,
the amount of contributions received in each campaign, the actual
expenses of each campaign and the amount of contributions actu-
ally received by the charity.

Sort of related to all of these issues is the issue of the Internet.
There has been an explosion of the Internet. Of course, as we all
know, solicitations are occurring and very difficult to regulate at
the State level unless we can demonstrate that our State residents
are being targeted. If there could be some sort of more Federal
oversight or required more disclosures on the Internet, that, we be-
lieve, would be helpful.

In conclusion, the majority of charities are honest and provide
valuable services for many of the most needy and vulnerable in our
society, including our veterans. The Department encourages the
public to provide donations to charitable causes.

The key message that consumers should remember from this tes-
timony is that whenever they wish to donate to a charitable organi-
zation, they should become informed about the charity’s operations
by doing some homework. More specifically, they should research
the charity to determine if the majority of the money raised is
going to its charitable purposes.

Once again, Governor Rendell and Secretary of State Cortes
thank you for providing me the opportunity to appear before you
today. I welcome any questions that you have at this time. Thank
you.

[The prepared statement of Ms. McCurdy follows:]
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fundraising counsels that are soliciting charitable contributions in the Commonwealth to be
registered with the Department, unless they are otherwise excluded or exempt. For example,
organizations that raise less than $25,000 in gross contributions annually do not need to register,

unless the group pays someone to conduct solicitations.

The Department currently maintains registration and financial information for more than
10,000 charities and 400 professional solicitors and fundraising counsels soliciting charitable
contributions in Pennsylvania. Included among those registered organizations are veterans
groups. According to the National Center for Charitable Statistics, there are 2,514 military and

veterans’ organizations Iocated in Pennsylvania.

The Secretary of the Commonwealth annually prepares a report on the number of
registered charities, the number of charities ordered to cease and desist solicitation, the number
of charities contracting with professional solicitors and the compensation of professional
solicitors for each solicitation campaign in relation to the funds raised and administrative costs.

A copy of the report is available on the Department’s Web site (www.dos.state.pa.us).

Relevant to the Committee’s discussion is the portion of this year’s annual report that
highlights the average amounts paid by charitable organizations to professional solicitors.
Although there is no legal standard defining the permissible amount of fundraising costs, it is
generally acknowledged that on average, charitable organizations should spend no more than 33-

1/3% of its contributions on the costs to raise those contributions.
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Based upon campaign financial reports submitted by professional solicitors in
Pennsylvania, the annual report details that 88% of the charities, on whose behalf campaign
financial reports were filed, paid higher than the 33-1/3% standard, with 54% paying more than
double the standard. Given this data, the Pennsylvania Department of State is keenly aware of
the issue of the high fundraising costs being paid by charitable organizations that use the services

of professional solicitors.

In addition to registration and annual reporting duties, the Act gives the Department the
power to investigate allegations of wrongdoing by organizations soliciting charitable

contributions in Pennsylvania.

Generally, as a question arises involving fundraising issues, the Department, through its

Bureau’s investigation and audit divisions, assiduously investigates the following matters:

= Unregistered activity (professional or charity)

» Failing to file contracts

* Failing to file campaign financial reports

= Failing to provide required disclosures

= Making false and/or misleading statements in solicitations

» Making false and/or misleading statements in reports filed with the Bureau

» Fraudulent transactions-charitable donations for personal use



46

Please note however that the U, S. Supreme Court Case fllinois ex rel. Madigan, Attorney
General of lllinois v. Telemarketing Associations, Inc., et al. held that high fundraising costs
alone do not establish fraud. As a result of this case, the Department cannot pursue an

investigation solely on the basis of high fundraising costs.

What the Department can—and does—do is engage in public awareness efforts to
promote informed charitable giving. The Department uses a variety of outreach tools to educate
consumers about making smart donation decisions. Available on our Web site is a wealth of
consumer information, including tips for charitable giving as well as information about dealing
with professional solicitors. In addition, Department staff routinely participates in senior expos,
consumer fairs and other educational forums. Consumers are encouraged to call the
Department’s Bureau to learn more information or file a complaint about a charity, professional

solicitor or fundraising counsel.

The most important tip that the Department routinely conveys to consumers is to ask
questions—question everything. If consumers want to know how an organization is spending its
money-—ask. If consumers are not happy with the answer, they should not give to that group!

There are many other worthy organizations in need of charitable contributions.

To ensure that Americans’ contributions to veterans’ causes are being responsibly used,

the Department offers three recommendations.
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1. Increase efforts in public outreach and education.
Consumers need to be educated to ask questions—to ask for information about the
charity—specifically, how it spends its money and, most importantly, how it spends

its money on its charitable purpose and programs versus fundraising and

administrative costs.

2. Require increased oral and written disclosures at the point of solicitation.
Professional fundraisers should be required to tell the potential donors that a
portion of contributions will be used to pay for the services of the professional
fundraiser. The disclosure should also include the minimum amount of
contributions guaranteed to be retained by the charity, as it was provided in the
contract submitted to the state in which the solicitation is occurring. Disclosure
of charitable finances, fundraising expenses, administrative costs, efficiencies
and successful mission outcomes to the public, will provide the kind of

Accountability and transparency of charities that increases knowledgable giving.

3. Increase federal oversight by the Federal Trade Commission, or another federal agency
deemed appropriate.
Professional fundraisers should be required to submit annual reports disclosing their
fundraising activities—detailing the charities for whom campaigns were conducted,
the amount of contributions received in each campaign, the actual expenses of each

campaign and the amount of contributions actually received by the charity.
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In conclusion, a majority of charities are honest and provide valuable services for many
of the most needy and vulnerable in our society, including some of our veterans. The Department
encourages the public to provide donations to charitable causes. The key message that
consumers should remember from this testimony is that whenever they wish to donate to a
charitable organization, they should become informed about the charity’s operations by doing
some homework. More specifically, they should research the charity to determine if the majority

of the money raised is going to its charitable purposes.

Once again, Governor Rendell and Secretary of State Cortés thank you for providing me

the opportunity to appear before you today. I welcome any questions you have at this time.
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Chairman WAXMAN. Thank you very much, Ms. McCurdy.

Mr. Edmundson, I was very moved by your situation, what you
said about your son and what you have gone through, but I also
was angry about it for two reasons.

One, we sent him to Iraq, and I think most Americans would
think that the Federal Government is going to take care of all his
medical needs and all the services he may need as a result of the
injuries he suffered in fighting that war on behalf of the American
people.

Second, since that is not happening, I am angry at the idea that
some of these groups are not providing the care that they promised
that they were going to provide to the veterans and what they
promised they were going to provide to the veterans. So it is hard
not to be with mixed emotions in hearing what you had to say.

Did you think when Eric went off to war that if something hap-
pened to him, the U.S. Government, the military was going to take
care of him?

Mr. EDMUNDSON. Mr. Chairman, when Eric went to war, we had
no idea, as parents, when Eric was injured so severely and when
he came home that we would have to go through as a family what
we did in order for Eric to receive the care that he received.

I said many times before, I spoke with my son just before, a cou-
ple days before he was injured, and we could tell by his demeanor
that he was proceeding to do something dangerous and mentioned
to him to just stay safe, keep your head down. He mentioned to me
and his mother to just relax, that if something happened, that the
Army would take care of him.

Chairman WAXMAN. Instead, he was hurt, and then you found
out that there is a maze that he had to go through and there was
no one to guide him. You even quit your job just to be his care coor-
dinator. You made a tremendous sacrifice for your son, and I am
sure, in fact I know, it has had a very positive impact on his case.

But a lot of injured veterans don’t have personal advocates like
you or their family members can’t quit their jobs and move across
the country to battle the Government bureaucracy.

What would you say are our greatest unfilled needs for veterans
who are returning home with severe injuries?

Mr. EDMUNDSON. We feel that one of the most important things
that we have had to deal with is Eric and many families of severely
injured soldiers, they are in desperate need of options, options for
the medical rehabilitative care of their soldier, options to stay home
and take care of their soldier, such as myself. I had to give up my
livelihood in order to stay home and take care of my soldier.

We feel that it should be an option for a parent, a support group,
a spouse or whatever, if they so choose, to stay home and take care
of their soldier because they know what is best. They can take care.
They know their soldier best, but they need to have the option for
caregiver support and maybe insurance to stay home, so they don’t
have to totally give up everything.

Myself, I have been uninsured for 2 years. We, as a family, don’t
complain because we feel very fortunate our soldier is home. There
are 4,000 families that don’t have their soldiers home.

Chairman WAXMAN. There are charitable groups. There are non-
profit groups that raise money to help veterans. You have said to
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us very clearly that many of them have done terrific work for Eric
and have been very helpful to you and your family.

Based on your experience, what was the most valuable type of
help you received from these veterans’ groups?

Mr. EDMUNDSON. The most valuable help that we received is
they have enabled through financial contributions to us. They have
enabled me to stay home and be Eric’s 24-7 caregiver.

They have enabled me to stay for 7 months in Chicago with Eric
while he was going through rehabilitation at the Rehabilitation In-
stitute in Chicago. It was very expensive to stay there. I was under
orders with Eric, but I had to, such as when I first arrived in Chi-
cago, it cost me roughly $1,900 for my apartment in Chicago.

I had to pay that $1,900 up front and then wait to be reimbursed
from the DOD for that. It, initially, was a tremendous outlay for
us and created a burden.

But non-profits enabled us to stay communicated and connected
with the family. They enabled the family with air tickets to come
up and give Eric and I support, and enabled me too. It was a mo-
rale support for me to be able to stay there and deal with the
issues that Eric was having to go through.

Eric’s outcome, my son’s outcome would be drastically different
if it were not for non-profit organizations.

Chairman WAXMAN. Thank you.

You are emphasizing how important it is to help these non-prof-
its. Of course, we are also looking the kind of chicanery that some
of these non-profits are using by not providing the benefits and not
actually using the funds they raise for veterans.

If Members will permit, I just want to read an e-mail that I re-
ceived from Senator Bob Dole, a great American who served our
country, suffered injuries in World War II, and headed a panel
looking at veterans’ health care.

He said to me, “Thank you for holding hearings and considering
veterans’ charities. The timing is excellent since some of the groups
unfairly and perhaps unlawfully raise a great deal of money during
the holiday season. We cannot do enough for America’s deserving
veterans and, while many of the groups do a good job, a great
many are parasites who take the money and keep all or most of
it. I cannot imagine anyone or any group stooping so low to enrich
themselves by exploiting veterans’ misery. The committee hearing
will serve many useful purposes by exposing the downright fraud
used by some and the good other groups do. The winner will be de-
serving veterans and their families.”

I thank former Senator and former Majority Leader Bob Dole for
that message that is an important one for all of us.

Mr. Davis, I want to recognize you.

Mr. DAvIs OF VIRGINIA. Well, thank you very much.

Let me thank the panelists for being with us today and sharing
your story.

Mr. Edmundson, in your written statement, you related that non-
profit organizations became an answer to your prayer. What spe-
cific need did the charities meet that the Department of Defense
and the Department of Veterans Affairs couldn’t do?

Mr. EDMUNDSON. I am sorry, sir.



51

Mr. DAvIS OF VIRGINIA. What did the charities step forward and
do that the Defense Department and the Veterans Affairs Depart-
ment didn’t do?

Mr. EDMUNDSON. Non-profit organizations have the ability to, as
I mentioned in my statement, they have the ability to meet imme-
diate needs of the families.

Mr. DAVIS OF VIRGINIA. It is not bureaucratic?

Mr. EDMUNDSON. Yes, sir.

Eric was injured 2 years ago back when before the Walter Reed
incident broke, and we were having to deal with a huge amount of
bureaucracy, and one of the issues was that you couldn’t get a di-
rect answer from a person. It was like the left side didn’t know
what the right side was doing, that kind of thing, and we were hav-
ing to wait and deal with bureaucracy. We were having to deal
with hundreds of e-mails, phone calls, advocating to get Eric what
he needed.

In the interim time, non-profit organizations were able to come
through and aid us in getting support to Eric.

Mr. DAvis OF VIRGINIA. They got back quicker and more per-
sonal, those kinds of things?

Mr. EDMUNDSON. Yes, sir.

Mr. DAvis OF VIRGINIA. Ms. McCurdy, what standards does
Pennsylvania use when deciding to allow a charity to register in
Pennsylvania?

Ms. McCuURDY. I am sorry.

Mr. DAvis OF VIRGINIA. What are the standards that Pennsyl-
vania uses when you allow a charity to register in Pennsylvania?

Ms. McCurDY. Well, the actual process of registration is more of
an administerial function, if the forms are filled out completely
and, as best as we can tell at that, function correctly.

It is more if we have reason to believe that there is something
going on that is improper by that charity. If they are not reporting
everything accurately, we have an investigative and audit division
that will then take over and look at the matter.

Mr. DAVIS OF VIRGINIA. They file annual reports basically.

Ms. McCURDY. Yes.

Mr. DAvis OF VIRGINIA. They are supposed to, if you look at
these reports, talk about how much is used for fundraising and how
much overhead and how much goes to the actual recipients.

Ms. McCurDY. Yes. In Pennsylvania, we have a registration
statement which asks about 25 different questions just more about
what their general activities were.

One of our filing requirements is the IRS Form 990. If you are
familiar with that form, it is the reporting form by charitable orga-
nizations that gets to all of those things that you mentioned. Then
depending upon their threshold amounts in contributions, we also
require financial statements which may need to be audited.

Mr. DAvis OF VIRGINIA. You probably have something that would
trigger an audit if the numbers don’t reach a certain level, or look
a little funny?

Ms. McCuURDY. Not necessarily if they don’t reach a certain level
but if we are questioning how those numbers have been reported,
that would trigger us looking at that.
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Mr. DAVIS OF VIRGINIA. How many auditors do you have that can
look at that?

Ms. McCuURrDY. We have a staff of four auditors.

Mr. DAvVIS OF VIRGINIA. How many charities do you have reg-
istered in the State?

Ms. McCuUrDY. We have information on more 10,000 charities in
Pennsylvania right now.

Mr. DAVIS OF VIRGINIA. Wow.

Ms. McCURDY. But we believe there are more out there, and we
have been engaging in a huge effort to bring as many of them into
compliance as possible.

Mr. DAvis OF VIRGINIA. What statute does Pennsylvania have
that might prevent a solicitor from engaging in fraudulent activi-
ties including obtaining money based on a false pretense, represen-
tation or promise?

Ms. McCurny. Well, I think we have several available generally.
The only one that falls under my jurisdiction would be the Solicita-
tion of Funds for Charitable Purposes Act. That is found in Title
X of the Pennsylvania statutes. It starts at Section 162.1.

The attorney general, which also has jurisdiction over that law,
certainly has other avenues available under the consumer protec-
tion laws, but we have some specific prohibited acts that are identi-
fied in our law.

Mr. DAvis OF VIRGINIA. Have there been successful prosecutions
under those laws?

Ms. McCuRrDY. Absolutely. I was a prosecuting attorney for the
last almost 5 years before I became the director, and we have been
very aggressive in our pursuit.

Mr. DAvVIS OF VIRGINIA. Would higher penalties in these areas,
including jail time, be appropriate in your opinion?

Ms. McCurpny. Well, and I should say we have been working
with the local criminal authorities on pursuing criminal matters as
opposed to just pursuing them at the administrative level.

I don’t think it is necessarily higher money is going to get the
job done. It is going to be criminal prosecution.

And then it is also just going to be, and someone mentioned. I
think Chairman Waxman mentioned earlier that we have the prob-
lem where we have people in Pennsylvania. We get them out of
Pennsylvania, and then they go somewhere else, and that is unfor-
tunate. But at the State level, all I can do is to work to get them
out of Pennsylvania if they deserve it, and we have done that.

Mr. DAvVIS OF VIRGINIA. I guess the last question is maybe feder-
ally there ought to be some Federal law or something that looks
at this. It always on our side to start some new regulatory agency,
but seeing some of the outrageous actions that are brought to our
attention today, I think it may be merited.

We appreciate the example that Pennsylvania is setting and, Ms.
McCurdy, we appreciate your testimony. Thank you.

Ms. McCuURDY. Thank you.

Chairman WAXMAN. Thank you, Mr. Davis.

We are being called to the House floor. We do have 5 minutes,
Ms. Watson, if you want to take it now.

Ms. WATSON. Yes, let me go real quickly and thank Mr.
Edmundson. Your testimony was very moving.
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This committee has been investigating Mr. Chapin and his char-
ities, and we are concerned that he may not be using the money
he raises in an appropriate manner. I would like to ask some ques-
tions.

My understanding is that after your son, Eric, was injured, your
family sought assistance from a number of veterans’ groups and
that Mr. Chapin’s group, the Coalition to Salute America’s Heroes,
is one of the organizations that provided assistance. Is that right,
Mr. Edmundson?

Mr. EDMUNDSON. That is correct.

Ms. WATSON. Can you tell us what Mr. Chapin’s group provided
to you?

Mr. EDMUNDSON. Shortly after Eric was first injured, like I said,
he was based at Fort Wainwright, Fairbanks, AK, and ended up re-
ceiving medical care at Walter Reed. Shortly after he arrived at
Walter Reed, his wife and daughter came down from Fairbanks,
AK, and stayed with him at Walter Reed for the 3-months he was
there.

That organization aided Eric and his wife in taking care of some
of their financial obligations back in Alaska, which took a great
burden off of them at that time and allowed his wife and his
daughter to stay with him there.

Ms. WATSON. We are concerned that Mr. Chapin and some other
people who operate these veterans’ charities are keeping too much
of the donations they received for themselves and not giving
enough to soldiers and their families. For example, we understand
that Mr. Chapin paid himself and his wife more than $500,000 last
year in salaries and benefits.

In your opinion, Mr. Edmundson, do you think it is appropriate
to make a half a million dollar salary in 1 year while running vet-
erans’ charities? What is your opinion on that?

Mr. EDMUNDSON. I don’t think that is appropriate.

My son as well as the other thousands of injured soldiers from
this war or any other war, they are not a commodity. Organizations
come to us and offer their assistance. We gladly welcome them to
aid us in our quest to get Eric the care that he needs and help us
maintain so that we can help and be with him.

But I don’t think it is right that you can use these soldiers as
commodities to raise funds and, as an organization, to say that you
are raising funds to aid all of the thousands of soldiers and receive
charitable contributions from the public and then turn around and
give a small percentage of that to what you are saying you are
going to do with those contributions.

Ms. WATSON. Let me just comment that we understand that Mr.
Chapin’s group raised over $98 million through donations that he
solicited from people who thought they were helping people like
your son, Eric. But according to his IRS filings, his group spent
only 30 percent of those funds to help other veterans, and he used
the rest of the donations to pay for for-profit fundraising corpora-
tions to raise even more money for his groups.

For example, he paid one of those for-profit organizations—it is
called American Target Advertising—$3.5 million last year alone,
$3.5 million. Think of how it would help Eric and other families
like yours.
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I don’t think you know that less than a third of every dollar do-
nated to Mr. Chapin’s groups actually goes to help directly the in-
jured veterans.

So we asked Mr. Chapin to come into the hearing today to ex-
plain these actions, but he refused. In fact, the committee issued
a subpoena. I don’t know how you can refuse receiving a subpoena
unless nobody is ever there to receive it, but they evaded the Fed-
eral Marshals who were trying to serve the subpoena. That behav-
ior alone speaks greatly to me and should speak greatly to you.

Let me ask you this.

Chairman WAXMAN. Ms. Watson, your time is up.

Let me indicate to you that we are not going to accept his eva-
sion of service and unwillingness to be here.

Ms. WATSON. Yes. Thank you.

Chairman WAXMAN. We are going to have another hearing, and
we are going to get that subpoena issued to him and demand that
he come before us.

Ms. WATSON. Yes. Thank you so much.

Thank you, Mr. Edmundson, and may God bless you and yours.

Chairman WAXMAN. We are going to break now because there
are four votes on the House floor. It will probably take us at least
a half-hour. So let’s plan to reconvene at 11:30.

The committee stands in recess.

[Recess.]

Chairman WAXMAN. The meeting of the committee will please
come back to order.

We were questioning Mr. Edmundson and Ms. McCurdy, and I
want to recognize Mr. Shays to proceed with questioning.

I wonder if somebody can close the door in the back, so we can
avoid the noise coming in the chambers.

Mr. SHAYS. Thank you very much, Mr. Chairman.

Mr. Edmundson, thank you for coming.

Ms. McCurdy, thank you as well. Thank you for what your Gov-
ernment is doing.

There are so many elements to this. There is the element that
the chairman raised just about what is our country doing for our
veterans irrespective of the charity groups.

Then there is the acknowledgment that Americans want to as-
sist, want to provide help and give to charities because they want
the charities also to be able to add value-added. It should be not
to do the basics. It should be for those extra things that can make
life a little more tolerable for the veteran and his or her family.

I got introduced to this issue a few years ago when we had an-
other charity. Actually, it was for campaigns.

It was Americans for Bush and Americans for Dole, and each of
them raised about $10 million. It was the same outfit that raised
it for both. They gave $5,000 to George Bush and $5,000 to Senator
Dole, and they kept the rest.

Really, what it was is it was a fundraising phone bank operation.
So they just kept increasing their lists, but then they had lists to
sell and so on. They had money to pay all their employees, and the
people who ran it did well.

In this AIP, which is not a pamphlet I am too familiar with,
American Institute of Philanthropy, I think, Mr. Chairman, your
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hearing has raised an amazing opportunity for us to do some good.
I was looking at some of these charities, and some score very well,
frankly.

Abortion and family planning, As and Bs and Cs; African Amer-
ican fundraising, As and Bs; AIDS, As and B pluses; American In-
dians, a lot of F's, Cs and Ds; cancer, a lot of Fs, amazing number
of Fs; blind and visually impaired, a lot of As and Bs, and we go
down.

Then when they get to international relief, a lot of As and Bs.
Save the Children in my district is an A. Other organizations, I am
pretty impressed with.

Then you get to criminal justice issues, and we are back down
to Cs and Ds. Anyway, lots of opportunity to look at this issue.

But we ended up with a challenge with the Supreme Court when
we wanted to look at the constitutionality of putting a little bit
more requirements on the fundraising done for Americans for Bush
and Dole.

Ms. McCurdy, maybe you could tell me what challenges you
think exist when we deal with the Constitution on the Federal
level and why are the States able to do it a little better than we
are?

Ms. McCurDY. First of all, you pointed out the challenge from
the perspective of the U.S. Supreme Court, and that is the first
amendment, and that is routinely what is thrown out there as an
impediment sometimes for us to be able to do some further regula-
tion because the professionals enjoy the same protection as the
charities of the person when they are raising money for the char-
ities.

Mr. SHAYS. It is a freedom of speech issue, basically.

Ms. McCURDY. Yes.

Mr. SHAYS. They can say what they want and do what they
want.

Ms. McCurDY. That is what it would appear although that is not
entirely true.

Mr. SHAYS. So why do the States have a little easier time or how
do the States deal with this issue?

Ms. McCurDY. First of all, I don’t believe that there is any Fed-
eral agency charged with oversight of the sector other than the In-
ternal Revenue Service, which, what they do is just focus really in
on the reporting issues, on how the documents are being reported
and their activities are being reported to the Internal Revenue
Service.

I am not aware of any Federal agency that enjoys the power to
regulate the sector as at the State level.

Mr. SHAYS. So one issue is that we should be looking to see if],
for instance, the Federal Trade Commission or the Internal Reve-
nue Service should be empowered to have more oversight poten-
tially or some oversight?

Ms. McCuURDY. If there is that ability. I know with the proposed
new Form 990, the Internal Revenue Service is looking at some
governance issues.

Mr. SHAYS. Explain again what you do that is so much better
than what other States do? What are the things that you do?
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Ms. McCurDY. We do enjoy the luxury, I guess, of having a dedi-
cated staff of investigators and auditors who are devoted to this
issue, solely.

Mr. SHAYS. So you are allowed to audit them.

Ms. McCURDY. Yes.

Mr. SHAYS. And that opens up opportunities.

Ms. McCURDY. Yes.

Mr. SHAYS. You are allowed to publicize what they do, and that
probably is helpful.

Ms. McCuURrDY. Actually, we are directed to publicize what they
do.

Mr. SHAYS. But what would constitute an illegal act in your
State versus another State?

Ms. McCurDY. Well, I don’t know that I can say, make the dis-
tinction, but I can talk about what would be in my State, an illegal
act.

Mr. SHAYS. Your State does it better than others. I am just try-
ing to understand what do you do. Is it just the people and just
the energy or do you have certain laws that give you opportunities?

Ms. McCuURDY. I don’t believe that our law is really that much
different from other States’ laws. I think it is that we have the
staff. We have the energy, as you pointed out, to be able to push
this forward. We have a prosecuting attorney who is dedicated full
time to work on the cases that are brought in by the investigators
and the auditors.

Mr. SHAYS. Thank you.

Evidently, my time went by faster than I realized. Thank you.

Chairman WAXMAN. Thank you, Mr. Shays.

Ms Norton.

Ms. NoRTON. Thank you, Mr. Chairman.

Ms. McCurdy, I am interested in pursuing the question I raised
in my opening remarks about the amount of funds that go directly
to the charity as announced.

I have here this month’s Better Business Bureau guide, Wise
Giving Guide, and I note that their guide says no more than 35
percent of the money should go for what we will call fundraising
or expenses, in other words.

Then there is another guide, the American Institute of Philan-
thropy. This is the charity rate guide and the watchdog report.
Both of these are this month’s report, and they say $35 percent for
every $100. I think it is pretty generous.

I will ask you about that. Would you agree that fundraising costs
should be capped at one-third or below?

Ms. McCurDY. I think this was pointed out in one of the opening
statements. You can’t say that necessarily across the board. If you
have a new organization that is just getting started, there will be
higher costs of fundraising at the beginning. It is where you look
at the historical tracking of that particular organization and if they
can’t find a way to reduce their fundraising costs to keep them
below that amount.

That is the, I think, the average. I think I made that point in
my statement as well, that is the generally accepted standard for
fundraising. So you have to look at it over a historical time, but
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if consistently they are spending more than that, I believe it would
be a concern, yes.

Ms. NORTON. It would be a concern.

I wonder if you could look at a slide that I would ask the staff
to put up concerning the percentage of funds spent on veterans by
a number of groups. As you look at the first group, TAPS, and this
group has a solid record as they kept fundraising down to around
27 percent, meeting the benchmark.

But all four of the other groups failed the test. Some of them are
well-known groups. In other words, they spent the majority of their
funds raised from the public on the fundraising. It ranges, if you
look, from 58.6 percent to 85.9 percent.

Would you agree that at least people know in advance, for exam-
ple, that 85 cents of every dollar they are giving is going to ex-
pgnsgs, fundraising expenses? Is that at least the kind of knowl-
edge’

I am not sure what kind of regulation. I am using, at least as
a guide, the one group I know under Federal jurisdiction and that
is Charitable Giving here.

Ms. McCuRrDY. I assume when you are saying these people, you
are talking about the donors should know about this?

Ms. NORTON. Charitable giving.

Ms. McCuURDY. Yes, absolutely, that is part of my point that I am
hoping I get across today. I believe the donors should know this,
and it should be disclosed at the beginning of any solicitation
whether it is in writing or oral.

Unfortunately, we are, as I mentioned earlier, constrained by the
Supreme Court case, the Madigan v. Telemarketing Associates case,
which says that it will be unconstitutional to require that disclo-
sure at the outset.

Ms. NORTON. It would be unconstitutional? I am sorry.

Ms. McCuURDY. To require the disclosure of the actual percentage
of money that is going to go to the fundraiser versus to the charity.

Now, if the donor asks the question——

Ms. NorTON. Well, I don’t think we are violating the law. The
Combined Campaign Fund does, in fact, list what amount of funds
go to fundraising, so you know.

Ms. McCuURDY. Absolutely. The problem would be if the Govern-
ment required that disclosure. I believe that the charities should
fully disclose that, and it is certainly not only acceptable, but I
think should be encouraged to disclose that.

Ms. NORTON. You said there may be constitutional problems with
requiring the disclosure of the amount of the funds that go for ex-
penses even though they have to file an annual report that go for
expenses and that go to the charity.

Ms. McCURDY. It is at the point of solicitation which is where the
issue is.

Ms. NORTON. Sorry?

Ms. McCuURrDY. It i1s at the point of solicitation is where the issue
becomes the issue. If the donor asks the question, which is why I
want to focus so much energy on trying to better educate the do-
nors, if they ask the question, they are required to answer truth-
fully, but we cannot require that there is a voluntary disclosure at
the outset.
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The reason that is stated is it would quash fundraising efforts if
the donor knew, and it is sort of ironic because that is exactly what
we are hoping.

Ms. NORTON. I don’t know this decision, but I think, Mr. Chair-
man, we will have to look at this decision because I don’t think the
Federal Government is in violation of this decision.

I know this: Federal employees, we have some jurisdiction on.
They are our employees. We have, forgive the expression, sole cus-
tody of these soldiers. They are under our command. They must do
exactly what we say.

So the notion that there can’t be at least some way to inform peo-
ple whether they are giving to our soldiers or giving to expenses
does not seem to me to be forbidden.

Ms. McCurDY. I think the Combined Federal Campaign is a per-
fect way to be able to do exactly what you are suggesting which is
to disclose how the money is going to be spent.

Chairman WAXMAN. Thank you very much, Ms. Norton.

Mr. Platts.

Mr. PLATTS. Thank you, Mr. Chairman.

I would like to first yield to my colleague, Mr. Shays.

Mr. SHAYS. Yes, I thank the gentleman for yielding.

Just to correct the record, Mr. Chairman, I had said that myself
and Mr. Koch and Attorney Blumenthal had been used by the Na-
tional Veterans Service Fund in quotes that they took from us in
1980, and Mr. Koch had notified me of that and we got ourselves
off the list. But it wasn’t Attorney Blumenthal. It was former Gov-
ernor William A. O’Neill who just recently passed away, whose
quote they were using, I think, mistakenly.

I thank the gentleman for yielding.

Mr. PLATTS. You are welcome.

Mr. Chairman, thank you and the ranking member for hosting
this very important hearing. We certainly are a blessed Nation be-
cause of those who serve in uniform, and we want to make sure
when individuals seek to help them by contributing funds to char-
ity groups, that those funds really go to those who have served us
or the family members.

I want to thank both of our witnesses for your work and espe-
cially, Mr. Edmundson, please convey my sincere gratitude to your
entire family for your son’s service and sacrifice. As I said, we are
blessed because of him and all our heroes who wear the uniform.

Certainly, Ms. McCurdy, I am delighted to be here with a fellow
Pennsylvanian, and I appreciate your work at the Bureau.

Without breaching any privacy requirements on you, can you
give some examples of actual investigations you have done into
misconduct or allegations of misconduct?

Ms. McCuRrDY. I can talk about a couple of veterans ones we
have done or I can talk in the broader scope if you would like.

Mr. PrLATTS. If you can keep the focus on the veterans, that
would be great.

Ms. McCURDY. Sure. As I mentioned earlier, and you weren’t in
the room at the time.

Mr. PrATTS. Yes, I do apologize if I am repeating because of try-
ing to be in too many places at one.
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Ms. McCuURrDY. No. I certainly understand, but I mentioned that
we do work with the criminal authorities. The local district attor-
neys in Pennsylvania share jurisdiction over our act. It has been
one of our goals of our Bureau to work more. There are 67 counties
in Pennsylvania, and we probably have about 8 or 9 that we have
had some good working relationships with now, and we believe that
is the best way to get to some of this.

We have successfully prosecuted two individuals who were using
a veterans’ organization as a mechanism to raise money for them-
selves.

Mr. PLATTS. How did they or that information come to your at-
tention that led to the investigation and prosecution?

Ms. McCuRrDY. I know at least one of them was doing solicitation
in front of a Wal-Mart, and they were violating, I think, a local so-
licitation law. I am not sure on the facts, and I do have the chief
of our investigation division with us, and he can certainly amend
anything that I have to say.

But we learned about them through local authorities, that they
were out there, that they were asking for money, and someone
would report it to us. We have enjoyed the benefit of being able to
call up the local authorities, and then they would go out and exer-
cise their arrest powers on our behalf, basically.

Mr. PLATTS. Does the Bureau only respond to when there is in-
formation brought to you—having been in the State House, but it
has been 7 years, so I am maybe a little rusty on the interaction—
or do you do any kind of spot checks on charitable groups, more
kind of an undercover approach, proactively?

Ms. McCurpy. All of the above. We have reactive investigations.
Of course, if we receive a complaint, that is going to be something
that we will consider to be a priority that we would pursue, but we
have proactive investigations. We learn a lot about our investiga-
tions through the media, anyway.

We also do random audits. We do maintain the records for the
10,000 organizations that I mentioned in my statement, and we
have the ability. We have five investigators and four auditors to be
able to routinely check them.

Of course, it is sort of like any other agency. If you have come
to our attention before, you will stay on our radar screen, and we
will look at you in the future as well.

Mr. PLATTS. I apologize. This may have been asked as well ear-
lier. Is there something, anything particular or specific that we
could do that would better help you at the State level and then al-
ternately at the local level with our DAs in Pennsylvania and
across the country that is currently not in law?

Ms. McCuURrDY. If there was some way that we could better edu-
cate the donors. We are one bureau in Pennsylvania. The attorney
general’s office also has jurisdiction, and they do some outreach ef-
forts through their charitable trusts section.

But it needs to be more national. It needs to be more global. We
struggle with how do we reach the donors, how do we educate them
that the most important thing a donor can do before they give
money is ask questions. Question everything.
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Mr. PLATTS. Yes. So we have done better nationally with identity
theft and outreach to better get the public aware or something
similar, that type of national effort?

Ms. McCURDY. Absolutely, that is a perfect example of something
that I think has been done well. Whatever the methods that were
used to achieve that, if we can employ that in the charitable sector,
it would be really helpful.

Mr. PLATTS. Great.

Well, again, my thanks, Mr. Chairman and to our witnesses for
your important testimony and again, Mr. Edmundson, to your fam-
ily for your family’s service to our Nation.

Thank you, Mr. Chairman.

Chairman WAXMAN. Thank you, Mr. Platts.

Mr. Sarbanes.

Mr. SARBANES. Thank you, Mr. Chairman.

Mr. Edmundson, thanks for coming and talking to us today and
testifying. You really set the stage for all the testimony that follows
in terms of why we have to pay so much attention to this. So,
thank you.

Ms. McCurdy, I had a couple questions. I am going to go back
to this line of questioning that Congresswoman Norton was pursu-
ing just so I can understand a little bit better because disclosure
seems to be a key ingredient here in solving the problem, and you
talked a lot about just needing to have more information available
to people.

Just so I understand, you are saying that the law currently pro-
hibits at the point of solicitation a disclosure at that point, whether
it is orally like over the phone or something or embedded somehow
in a written solicitation.

It prohibits requiring that, at that point, you disclose how ex-
penses have been paid for—is that what you are saying—versus a
requirement that would say how money is going to be spent going
forward? Is there any distinction there or are both prohibited?

Ms. McCurDY. As I understand the case, the Supreme Court
case which was the Madigan versus Telemarketing Associates case,
first of all, they come right out and say that high fundraising costs
per se are not per se fraud. Then the second element of that is that
the States or whoever is regulating the disclosure cannot require
that they voluntarily disclose that amount during a solicitation.
However, if asked, they have to truthfully answer.

That is as I understand the case.

Mr. SARBANES. I, like others, want to understand that case better
because it seems to me there must be some way to build some basic
disclosure in there.

Ms. McCuURDY. It is critical.

Mr. SARBANES. But let me ask a different question. Are there any
accreditation opportunities out there? Are there organizations, and
maybe the next panel is better positioned to respond to this than
you are, but are there any organizations out there that, in effect,
accredit, where you can seek accreditation?

Like within the non-profit world, I know that there are accredit-
ing organizations that have grown up where if you hit 15 measures
successfully, then they will say you have the stamp of approval
from such and such organization which gives people some con-
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fidence in dealing with that non-profit. Are there any similar kinds
of organizations out there and, if so, is it having the effect of peo-
ple, charities invoking that or using that stamp of approval as a
way of promoting their cause or giving more comfort to the donors?

Ms. McCurpY. I am not aware. The only organization that I
have any knowledge of is the Association of Fundraising Profes-
sionals, and I don’t know if they have any accreditation process as
is done at the charitable level.

I know in Pennsylvania the Pennsylvania Association of Non-
Profit Organizations does use the Standards of Excellence Program,
but I can’t really speak on how they view the success of that. I
know it is a program that they are using more and more, so they
must believe that it is being successful for their member organiza-
tions in how they are building the donor confidence with their own
donors.

I am not familiar at the fundraiser level. I think the next panel
maybe might have some more insight into that than I do, but I
don’t know if that would help necessarily at the point of solicita-
tion.

Mr. SARBANES. When you say that, why is that? What do you
mean?

Ms. McCurpy. Well, it relates to the fact of it is like with any
profession. People who want to do good will do good. People who
will join those organizations, they are not the ones we are con-
cerned about.

We are concerned about the other ones who aren’t joining mem-
ber organizations, who aren’t participating in accreditation pro-
grams. They are the ones that we have to worry about. They are
the ones that are the profiteers. They are the ones.

I would imagine that if I were to look at the contracts in Penn-
sylvania, the ones that are problematic and they are in our report.
You can see the ones where the high numbers of costs are versus
the amount of money, and we also report on the ones that are re-
sponsible. They are not going to be helped by any further disclo-
sure.

Mr. SARBANES. I guess what I would hope is if you develop a
mechanism, a kind of good housekeeping seal of approval thing
that people wanted to get to help with their credibility in solicita-
tion, over time when people are calling in or you are doing your
education efforts, you could say, look for the good housekeeping
seal of approval, so that over time, people, the donor audience
would come looking for that as a way of giving them some comfort.
I was wondering, do you have any?

You have 10,000 charities that are registered, I think you said.
Are you aware of charities that are using in their solicitation and,
in the case that they make to the public, are pointing to how effi-
cient they are? Do you instances of that and how effective do you
think that is as part of the pitch that they are making?

Ms. McCurDY. I am aware that they are doing it. Of course, it
makes absolute sense to do that if they have achieved, and I know
it is a stringent process for PANO, the Pennsylvania Association,
to achieve that standards of excellence.

If they have gone through everything, and they look at every-
thing. They pull out all the drawers and look at everything that is
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in those drawers. So, certainly, if they survive that process, abso-
lutely, they are going to use it.

How effective is it in their solicitation campaigns? I can’t com-
ment. I don’t know.

Mr. SARBANES. OK.

Chairman WAXMAN. Thank you, Mr. Sarbanes.

Mr. Burton.

Mr. BURTON. Thank you, Mr. Chairman.

I just don’t understand how an organization can give less than
5 or 4 or 3 or 2 percent to the soldiers involved and not be guilty
of some kind of infraction, so they can be prosecuted. Well, what
is the standard?

I mean maybe you have answered this before. At what point does
it become fraudulent?

Ms. McCURDY. There is not a legal standard that is applied.

Mr. BURTON. Is there a way to create a legal standard?

It seems like the State legislatures or, if we are talking about
veterans from across the country, the Congress could pass some
kind of a law saying that there has to be accountability and set
some kind of a standard.

Ms. McCurbDY. If the legislature can do that, I would applaud it,
and it certainly would make our job easier if we had a standard
for us to be able to look at whether or not the high fundraising
costs are a problem. Then certainly that triggers us to look at it
if it is a high amount, but we have to look at the underlying num-
bers and we really have to look for actual fraud.

Mr. BURTON. I get these things all the time. I am sure all of us
do. Some of these on this list, I have given money to on a regular
basis, and it is really distressing to know that.

That is a tax-deductible item to the person who is giving that
money. If they are frittering away that money or wasting that
money, it seems like they would be complicitous in tax fraud be-
cause they are taking my money and they are not spending it wise-
ly or they are putting it in their own pockets. It seems like there
ought to be some retribution for that.

Ms. McCURDY. I don’t disagree.

Mr. BURTON. Have you ever thought about or has there been any
legislative proposals to set some standards like that?

Ms. McCurDY. Not in the 5-years that I have been working in
this area. I know we are revisiting our current statute in Pennsyl-
vania. We haven’t done anything officially with the legislature, but
we in the Bureau are looking at it and looking for areas where
there might be some amendments that would be helpful.

Mr. BURTON. Are there any groups that are looking at a legisla-
tive way or a law that could constrict some of these people’s appe-
tites for pocketing this money?

Ms. McCurDY. I am not sure what you mean by are there any
groups looking at?

Mr. BURTON. I mean are there any groups coming up with any
legislative proposals?

You folks are watchdog groups, but have any of your organiza-
tions that are watching these charities come up with some legisla-
tive mechanism that we could work on here in Congress or in the
State legislatures to set the standard?
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Ms. McCURDY. Not that I am familiar with, but I can.

Mr. BURTON. That is something. That seems like to me that is
something that we need.

Having these hearings and talking about it and focusing atten-
tion on it like in the paper, the Washington Post this morning, I
think that is good, but I will bet you that not 1 percent of the
American people are following this hearing. They are not going to
know it is going on, and so they are going to continue to pour this
money into these charities that are wasting it.

It seems to me that there has to be some way to say, OK, if you
are getting a dollar, you have to at least put this much money into
the charitable purpose. You can use the rest for advertising and
whatever you want to, but you have to put at least this percentage
in. That would, I think, put a real hammer on these people.

But you don’t know of any legislative proposal like that?

Ms. McCurDY. I am not aware of any, but the State, the State
regulators are all members of an organization called the National
Association of State Charity Officials [NASCO]. I am actually on
the board of directors for that. I can certainly bring that up at our
next board meeting and see if we think there is anything at our
level that we might be able to start looking at.

Mr. BURTON. Well, I have Brian, my staff guy, here. I would like
to really have somebody. When you meet with these people, if you
could give us some kind of parameters that could be put into a leg-
islative proposal, that might at least scare the hell out of these peo-
ple that are stealing this money.

Ms. McCURDY. We can certainly do that. I would be happy to
provide further information to you to that.

Mr. BUrTON. I will have Brian get in touch with you then.

I don’t think I have any other questions. I just feel the frustra-
tion—I think all of us do—especially when I think of the money I
have given them.

Ms. McCuURDY. You are not alone.

Mr. BURTON. Thank you, Mr. Chairman.

Chairman WAXMAN. Thank you, Mr. Burton.

I want to express my concern that there is not sufficient legisla-
tive protections. I think we ought to, on this committee in our over-
sight, not only find out the problems but figure out some solutions,
and I hope we can all work together on this committee to come up
with some ideas to do that.

I think a lot of people don’t realize how little of that money they
are giving to these charities, not just veterans’ charities but all
charities, actually goes for the purpose that they were told charities
serve.

Another thing that most people don’t realize is we have heard
about the charities raising money, but there are professional orga-
nizations. In fact, there is an entire industry of for-profit companies
that do nothing but send letters and make calls to solicit charitable
donations.

For example, you have a charity. Let me give an example, the
Disabled Veterans Association. They have a major fundraising cam-
paign from August 2005 to April 2006, but they didn’t do the fund-
raising themselves. Instead, they hired a for-profit fundraising cor-
poration called Civic Development Group to help them, and DVA
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has provided the committee with a breakdown of its fundraising ex-
penses. I would like to see if we can put that on the board.

As this document shows, the first number is the amount of
money that people donated. Fundraising collections were over $4.5
million, and that is a phenomenal amount for a charity. But the
next line indicates fundraising expenses were about $4 million. In
other words, out of $4.5 million in donations, this charity got less
than 500,000. That is what the charity got, and that is not even
10 percent of the money that was raised for that charity.

Now, Ms. McCurdy, based on your experience, do donors know
that up to 90 cents of every dollar they provide could be eaten by
fundraising costs?

Ms. McCURDY. I don’t think that the large amount of donors do
know it, and I do believe that is one of the most critical things that
we as State regulators and that you as the Federal Government
can do is to provide better education, as I was discussing with Rep-
resentative Platts, that there could be some way that we could take
this to the level that we have on other important issues and make
them more aware.

Chairman WAXMAN. So people aren’t aware.

That which we have just shown on the board is the breakdown
of the fundraising campaign’s expenses, but the actual expenses
are broken down even further. They have all kinds of things you
would expect. They are paying for salaries. They paid for rent,
equipment, telephones, all the supplies, printing and shipping.

Most people think, of course, there are fundraising expenses, but
then you come to the last line. Even after all these charges for
every expense imaginable, the for-profit corporation charges $2.2
million for “management consulting fees.” This $2.2 million is 55
percent of all the money that they have raised in that campaign,
and they have something called a management consulting fee.

I don’t know what goes through your mind, but let me ask you,
Mr. Edmundson. What goes through your mind when you now see
that they are taking $2.2 million or 55 percent of all the money
raised, and it is going to a management fee?

It is pretty outrageous, isn’t it?

Mr. EDMUNDSON. The first thing that goes through my mind
when I read this is anger, absolutely.

Chairman WaAxMAN. Well, we all share that anger. Just giving
them a seal of approval or not doesn’t seem to me enough. We
ought to do what we can do, but I don’t think this should be toler-
ated, and I don’t think most Americans would think it ought to be
tolerated either.

It makes all of us angry that the veterans, people who have
served our country, are used to raise money to give some profes-
sional organization and the business of fundraising, management
fees of 55 cents out of every dollar. It is absolutely inexcusable.

I see Mr. Van Hollen has come, and I want to recognize him.

Mr. DAVIS OF VIRGINIA. Mr. chairman, can I just take 1 second
to say I would associate myself with your remarks?

Chairman WAXMAN. Yes.

Mr. DAvVIS OF VIRGINIA. We are talking today about veterans, but
I think unfortunately this stretches into every part of charitable
donations to diseases, orphans and the like.
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I really applaud you for holding the hearing, and I hope we can
work with you to followup with some legislative action.

Chairman WAXMAN. Thank you very much.

Mr. Van Hollen.

Mr. VAN HOLLEN. Thank you, Mr. Chairman, and thank you for
calling this hearing on a very important issue. It is, obviously, im-
portant that the American people have confidence that when they
are providing money to our veterans, in support of our veterans,
that it is being used for that purpose.

I appreciate your testimony and, Mr. Edmundson, I heard your
opening statement. I want to thank you for being here and for the
sacrifice your family has made.

Ms. McCurdy, I had a question with respect to the recourse that
the public has in these cases. I understood your testimony with re-
spect to the Supreme Court ruling which is they said that you can’t
essentially hold one of these non-profits accountable through the
criminal justice system anyway right now with respect to fraud.

If an organization that is raising money, one of these charitable
foundations, makes a statement, a representation to the public as
part of their fundraising, for example, if they say, 80 cents of every
dollar goes to veterans, and that proves to be untrue, then there
would, would there not, be some recourse against them in terms of
a misrepresentation and fraud on the public?

Ms. McCuURDY. Absolutely, and we would pursue that in Pennsyl-
vania aggressively both administratively through my office and
hopefully with whatever criminal jurisdiction that fell in.

Mr. VAN HOLLEN. Right. So did the Supreme Court decision bar
in any way either State or local governments from requiring that
non-profit organizations that register in their communities be re-
quired to disclose the amount that goes to veterans’ organizations?

Ms. McCurDY. There is disclosure that does take place. It is in
the annual reporting that they are required to do, and the profes-
sionals are required to file with us every contract.

I mean the disturbing thing for us—coincidentally, before this
issue came up that we had the opportunity to be here today and
speak to you, we had been looking. As I said earlier, in our annual
reports, we report on what professional solicitors are reporting and
we look at their contracts. Charities are agreeing to this, and it
doesn’t violate State law for them to agree to a contract.

I can tell you we looked at all the ones that were over 100 per-
cent of the costs went to the professionals. So, in other words, the
charities were actually paying for the campaign, and they got noth-
ing out of it, and they agreed to this in contract form.

Mr. VAN HOLLEN. I understand.

I guess my question is that you get the information. You get to
look at the contracts. But is there anything that would prohibit a
State government, for example, from saying as a condition of reg-
istering as a non-profit, you must tell the public how much of the
dollars you are raising goes to veterans and how much is going to
the purpose, so that then you can hold them accountable for mak-
ing a public statement?

In other words, then if they misrepresent to the public what they
are doing, you do have grounds for going after them. Is there any-
thing that would prohibit us from requiring that they disclose to
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the public how much of every dollar raised is going got the cause
that people giving think it is going to and how much is going to
overhead and profit or overhead and to pay the salaries?

Ms. McCURDY. Legislatively, we don’t have that ability to do that
right now. I don’t know whether or not that is something that can
be changed in Pennsylvania law. I don’t know whether or not the
Supreme Court case, any constitutional challenge to that law would
prevent it ultimately.

However, we can require them to state that when asked, and
that is required in Pennsylvania. If the donor asks the question,
they have to give a truthful answer. At that point, if it is not a
truthful answer and we are able to demonstrate that, we would
pursue it.

Mr. VAN HOLLEN. Yes, we want to educate the public.

Ms. McCURDY. Right.

Mr. VAN HOLLEN. But that, of course, puts the burden on every
financial contributor to ask that question.

Ms. McCURDY. Yes, it does.

Mr. VAN HOLLEN. I am just asking whether there is anything
that you know of in the Supreme Court decision that would prevent
us from reversing that burden and saying to somebody who is rais-
ing money for a good cause, how much of that money is actually
going to the cause that they are serving.

Ms. McCurDY. I would love to see that if that could happen. We
are as frustrated in my Bureau as anyone else. At the same time
that we are regulating this, we are donors also, and we enjoy the
ability to be able to investigate the organizations. If that could hap-
pen, that would be a really, really helpful thing.

Mr. VAN HOLLEN. Thank you.

Thank you, Mr. Chairman.

Chairman WAXMAN. Thank you, Mr. Van Hollen. Let me com-
mend you for your leadership on this issue. I know it has been a
very important cause to you.

Thank you both very much for being here. You have certainly set
out the framework for the issue that we are looking at, and we are
going to have another panel of witnesses. I very much appreciate
your participation in the hearing, and we are grateful for that.

Mr. Edmundson, we owe you and your son to do something about
this problem. Thank you so much.

Mr. EDMUNDSON. Thank you.

Ms. McCURDY. If there is anything that I or my Bureau can as-
sist with in the future, please don’t hesitate to ask.

Chairman WAXMAN. Thank you.

I would like to now call forward Mr. Robert Friend, president of
the American Veterans Coalition, Gig Harbor, WA; Ms. Pamela L.
Seman, executive director of the Disabled Veterans Associations in
Rocky River, OH; Mr. Daniel Borochoff, president of the American
Institute of Philanthropy; Mr. Bennett Weiner, chief operating offi-
cer, the Better Business Bureau’s Wise Giving Alliance; and Ms.
Bonnie Carroll, executive director, Tragedy Assistance Program for
Survivors in Washington, DC.

I want to welcome each of you to our hearing today. We very
much appreciate your being here.
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It is the practice of this committee now that you are seated, to
ask you to stand because all witnesses that testify before us must
do so under oath.

[Witnesses sworn.]

Chairman WAXMAN. Let the record show that the witnesses re-
sponded in the affirmative.

Ms. Carroll, why don’t we start with you?

Let me indicate that your prepared statements will all be in the
record in full.

We would like to ask you to limit the oral presentation to no
more than 5 minutes. We will have a clock there that will be green,
turn yellow for the last minute and then red when the 5-minutes
are up.

Please proceed.

STATEMENTS OF BONNIE CARROLL, EXECUTIVE DIRECTOR,
TRAGEDY ASSISTANCE PROGRAM FOR SURVIVORS; PAMELA
L. SEMAN, EXECUTIVE DIRECTOR, DISABLED VETERANS AS-
SOCIATIONS; ROBERT FRIEND, PRESIDENT, AMERICAN VET-
ERANS COALITION; DANIEL BOROCHOFF, PRESIDENT,
AMERICAN INSTITUTE OF PHILANTHROPY; AND BENNETT
WEINER, CHIEF OPERATING OFFICER, THE BETTER BUSI-
NESS BUREAU’S WISE GIVING ALLIANCE

STATEMENT OF BONNIE CARROLL

Ms. CARROLL. Mr. Chairman, distinguished members of the com-
mittee, on behalf of TAPS, the Tragedy Assistance Program for
Survivors, and the families of those who have died while serving
in the Armed Forces, I am honored to have this opportunity to
speak about the care provided to surviving military families.

Dr. Daniel R. Sudnick, the chief financial officer for TAPS, has
provided a written statement addressing critical aspects of the sub-
ject before today’s panel, and I respectfully request his statement
be submitted to the record.

Chairman WAXMAN. Without objection, that will be the order.

[The prepared statement of Mr. Sudnick follows:]
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Good moming, Chairman Waxman, Ranking Member Davis, and Committee Members.

My name is Daniel Sudnick. T am the Chief Financial Officer of the Tragedy Assistance
Program for Survivors, “TAPS”. Thank you for the opportunity extended to to me to

testify on this timely subject on the role of Veteran’s Charities.

Bringing awareness on this topic to the American people is timely and important for three
principal reasons: 1) as a society, during this peak of the holiday giving season, we need
to inform the donating public of the roles of private charities, especially those which
serve our military veterans and their families. We must inform the public that some
charities, although they may present noble external appearances, in actuality may not
perform as advertised or purport to serve; 2) as a country, we experience the
consequences of our nation’s decision to apply the use of combatant forces in projecting
our national security interests. These consequences affect all aspects of our society,
especially the image and values which we project as a nation. As we continue the public
debate, we thankfully do not diminish the often heroic roles of our men and women in
uniform who serve in hostile zones or who have traveled into harm’s way, and their
families who keep the fires warm at home; 3) lastly, as a society we need to recognize
and reaffirm the vital role of the non-profit sector as an essential shock absorber for the
road bumps resulting from shortfalls of publicly-mandated programs and from voids in

mission and focus of the commercial, for-profit sector.

I am honored to participate and to testify.
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The Business of Being a Charity.

First and foremost, a charity organized as non-profit corporation is a business. As witha
for-profit business, a non-profit must address all of those same concerns as any
businessperson: the hiring and training a staff of paid staff of full-time professionals and
trained volunteers, providing an appropriate and safe work environment, delivering
programs and services efficiently and productively, managing costs and expenses,
making payroll, making strategic investments, safeguarding and managing intellectual
property, complying with oversight by an internal board of directors, and conducting

internal assessments of the effectiveness of our services with our clients and customers .

In addition to these internal oversights, we must additionally comply with external
controls. Charities must comply with state and federal regulations, including obtaining
permits, paying use fees, and paying local taxes. Where charities and other non-profits
begin to flounder or outright fail occurs when their leadership focuses solely upon the
charity’s mission to the exclusion of the needs of the business. Some of the charities
which this Committee is examining may wander aimlessly in a forest of poorly-conceived
and ill-constructed fundraising plans. Regrettably, a small percentage of non-profits
exist solely to satisfy the egos of its principals rather than to perform their stated public

services.

Properly managed charities must also comply with mandatory or voluntary standards

imposed by professionally accrediting organizations. TAPS’ mission touches the borders
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of the mental health profession. Accordingly, as para-professionals, we rely upon
external oversight by accrediting organizations to qualify our programs and to certify our

staff.

State Charter

By definition, any business which receives a state charter exists to perform a public good.
TAPS, as any company which wishes to maintain its good standing, registers annually
with its charter-issuing jurisdiction. In our case, TAPS is an Alaska corporation. We

have been active since 1994,

IRS Accreditation as a 501.c.3 Corporation

Upon receiving its state charter, a non-profit applies for 501.c.3 status with the Internal
Revenue Service. Upon receipt of a favorable determination letter by the IRS, the charity
may then practice as a non-profit. Earnings derived from fundraising events and
campaigns which are related to its primary business activities remain exempt from

corporate income taxes.

The IRS monitors unrelated business activities (UBA). That is, those fundraising
activities which are not core to the non-profit or charity’s mission. Any UBAs constitute
taxable income. Depending also, on how the non-profit is structured, UBAs may affect
that entities insurability for underwriting purposes and complicate its risk management

profile.
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TAPS takes great strides to manage its revenue sources so as to stay “on course”. In
partnership with publicly-spirited, for-profit companies we have built of a portfolio of
fundraising programs which support TAPS’ mission. Nevertheless, as these programs
emerge from the incubation phase, mature, and begin to generate revenue, we monitor
their individual relationships to our core mission. Those which become tangential to our
core mission, become UBA targets. We take appropriate actions. We advise our Board
of Directors, our auditors and legal counsel; we then examine the various options and

make the appropriate business decisions

Foreign Corporation Oversight by States

Before a charity may solicit within a state’s jurisdiction, it must register as a foreign
corporation and receive that states’ consent to solicit. TAPS maintains current
registrations within all fifty states and the District of Columbia. We also register any
paid solicitors which we may engage within a jurisdiction to perform services as agents
on our behalf. Each state Attorney General (AG) or corresponding oversight agency
polices charities operating within its jurisdiction to varying degrees. Some are rigid in

enforcing their rules; other jurisdictions provide less rigor.

Compliance with the IRS and State AG regulations

Most jurisdictions require foreign non-profits to renew their registrations annually. The
registration consists of filing an annual report with copies of the most recent tax return

and independent auditors’ reports. The charity’s registration and reporting requirements
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flow down to the charity’s agents including direct mail solicitors, if employed. All of
these compliance rules drive the overhead upward. Accordingly, as with any for-profit

business, we segment our markets served, and allocate funds in our budgets accordingly.

Financial Expenditures and Ratios: Federal and Private Third Party Accreditation

To assist the donating public with its making informed decisions, a number of
organizations exist which examine and report the business and financial practices of non-

profits and charities.

TAPS belongs has registered with a variety of 3-party accreditation firms including
GuideStar and the Independent Charities of America, the ICA. Within ICA, TAPS
belongs to a select number of “Military, Veterans, and Patriotic Services Organizations”
(MVPSO). For the most part, all of the MVPSO charities are mature, well-established,
and professionally operated. We work closely with sister organizations, such as the
National Military Family Organization, Fisher House Foundation, and the Injured Marine
Semper Fi Fund. Sadly, many of the families of those gravely injured soldiers, sailors,
airmen, and marines, die from their wounds. Their grieving families then become TAPS
“clients”. The work which each charity performs for its respective constituency,

including those which I have not mentioned here, bears public recognition and accolades.

The ICA serves to benchmark those charities selected for participation in the federal

workplace giving program known as the “Combined Federal Campaign”, or “CFC”.
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TAPS belongs to ICA along with NMFA, Fisher House, and IMSFF. The Office of
Personnel Management (OPM) oversees the CFC and its annual work-place giving

campaigns and distributions.

The OPM is highly selective in whom it selects, accredits, and admits into the CFC.
Among the metrics which it monitors, the OPM monitors a charities overhead ratio.

OPM defines the overhead metric as the ratio of [fundraising + management] expense to
total revenues. These numbers derive directly from the charity’s IRS Form 990. To be
compliant [but only until recently] a charity must maintain its overhead at 25% or less.
That is, the converse of overhead, namely, program expenditures, should exceed 75% in a
given fiscal year. TAPS audited overhead rate, based upon our 2006 financial results as

reported to the IRS, was 26.2%.

The OPM has relaxed this 25% limit, by recognizing that not all resources received by
charities can be expended in a given tax year. For example, if a charity has entered has
received new funding grants, it may elect to retain these sources on its balance sheet as
restricted assets before expending the resources in the succeeding out-years. Similarly, a
charity may elect to direct some of its sources of income toward building infrastructure.
By illustration, TAPS has invested heavily in building its information infrastructure to
manage the data associated with over 15,000 survivors in our Survivor Database. We use
this database to monitor and record the in-take, care, and casework with we provide to
our family survivors distributed all across the fifty states, the District of Columbia, and at

over 23 non-US installations where US troops and their families are deployed.
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Mismanagement and Avenues for Abuse.

Where charities can fall short in their respective mission frequently stems from drifting
afar from the charity’s mission. In the urgency to raise funds to pay for expenses of all
kinds, charities will frequently grow disproportionately large fundraising and
development staffs. As these machines requires increasingly larger amounts of resources
to feed direct mail and marketing programs, the charities management oftentimes will

lose focus on their core mission and saner ways of outreach and solicitation.

Opportunities for abuse or occasional outright fraud may arise in the wake of natural or
man-made disasters. This Committee has undoubtedly studied those organizations which
arose in the wake of Hurricanes Rita and Katrina, the Indonesian Tsunami, the recent
Southern California wildfires. Organizations attendant to the 9-11 disasters advertised
relief for victims whether primarily civilian {New York City] or primarily military
[Pentagon]. Many of the charities appeared overnight like mushrooms sprouting after a

spring rainstorm.

Once again, new veteran’s support organizations have appeared overnight in the wake of
the Iraq andiAfghanistan conflicts. These charities often appear with a single purpose,
such as collecting toys for donating to children whose military parent is deployed,

injured, or as TAPS sees, whose parent has been killed. TAPS’ mission is more
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expansive, however. TAPS cares for all family members, regardless of the relationship to

the decease service member, the place or circumstances surrounding his or her death.

What the Public and the Congress can do.

An informed public will conduct due ditigence before donating. As Executive Director,
respond daily to requests from donors who are “checking us out” before writing their
donation check or giving a gift of fungible property. We take great strides to bring
transparency to our business operations for alt donors. We post our IRS 990s and
auditor’s report for all to download and analyze in their unabridged raw format. We are
now preparing our annual report which we send to our large private donors and to
corporate donors. We submit our financial data to third-party accreditation organizations

such as the Independent Charities of America.

The public should read the published reports and factor in those assessments prepared by
“watch” firms. Many of these reports are free of charge. If these data and reports do

not exist, those omissions should raise the first “red flag”.

As with many businesses, favorable referrals are invaluable. As a purchasing manager or
contracting officer evaluates suppliers based upon past performance, so should a donor
examine the results of charities’ programs. This evidence is found not only in the
charity’s publications and websites, but also in the reports of industry groups, community

social services organizations, and in the press and media.
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We have registered TAPS’ logos brand with the US Patent and Trademark Offices
(USPTO). As when the public purchases consumner or industrial products, the selling
company’s brand reflects a broad spectrum of tangibles and intangibles, all which reflect
value. Donors to military charities should similarly look for those charities who have
branded their name, logos and marks. This takes time, money, and patience. But these

investments imply a degree of staying power.

In today’s world of the Internet and e-commerce, new charities may appear ovemight and
present websites with great emotional appeal. Without providing the tools for conducting
due diligence by consumers at the state AG level, however, policing many of the
companies or individuals behind these websites, may be challenging. This Committee
may wish to refer its findings to its colleagues with oversight in these areas and propose a

broad spectrum of reforms.

In TAPS case, however, we receive the greatest accolades and referrals from the military
and our military survivor families. The Departments of Defense and the Veterans Affairs
give TAPS consistently high marks for the work which we perform as members of their
extended casualty affairs and decedent affairs teams. From these institutions TAPS seeks
to identify and capture, and to extend the expertise of knowledgeable retired casualty
affairs and military mental health counselors as full or part-time staff, or as unpaid
volunteers as contributors to our programs and case work. As an aging society, we find

these new recruits to our TAPS workforce as assets rather than as high-cost liabilities.
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From our military survivor families come unsolicited testimonials, such as “if it were not
for TAPS, I would not be here today”, or from various soldiers and marines, “if I am
deployed and the worst should come to me, I will rest assured that someone from TAPS
will be there for my loved ones™. Recently, a wounded marine whom I met pointed to his
prosthetic leg and remarked: “if that bullet which took my leg, had hit me 1 inch higher,

I would be dead. My family would be a TAPS client.”

We collect and publish these anecdotes in our paper and electronic publications to
donors, so that donors receive testimony directly from the “customer” so that they see

where their money goes.

The merit of any non-profit or charity resides with the value which it provides to its

clients and customers.

With the Chairman’s concurrence, I respectfully submit these written remarks to the

proccedings of this Hearing. I will now be happy to answer any questions that you may

have.
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Ms. CARROLL. The subject of today’s hearing reflects the gravity
of the words of President Abraham Lincoln, inscribed on the front
of the Department of Veterans Affairs building: “With malice to-
ward none; with charity for all; with firmness in the right, as God
gives us to see the right, let us strive on to finish the work we are
in; to bind up the Nation’s wounds; to care for him who shall have
borne the battle, and for his widow, and his orphan.”

As the widow of a soldier killed along with seven other soldiers
in the Army National Guard, as a Reserve commander who lost
two of my airmen, as Chief of Casualty Operations at Headquarters
U.S. Air Force Casualty Affairs, as a Department of the Army civil-
ian serving in Iraq and now as the executive director of TAPS, I
have seen the best of the services provided to our surviving fami-
lies, both in the public and private sectors. It is my privilege to
offer insight today.

For the past 14 years, TAPS has been a sanctuary providing
hope, comfort and healing for all those whose lives have been for-
ever changed by the death of a loved one who served in the Armed
Forces. Whether they are parents, children, spouses or siblings,
TAPS meets a critical need by offering a national network of peer-
based emotional support, the Survivor Seminars and Good Grief
Camps for young survivors, long-term case work assistance con-
necting families with all public and private agencies, bereavement
and trauma resources, and information across America and crisis
intervention.

This network is available 24 hours a day, 7 days a week, at no
charge to the family and at no expense to the Government. In co-
operation with our fellow veterans service organizations such as
Gold Star Wives, Gold Star Mothers, Society of Military Widows,
National Military Family Association and others, we meet the need
of offering loving, emotional support services to all those grieving
the death of their loved one.

TAPS was founded after 2 years of careful research examining
the need, the existing services provided, and the private and public
support already in place. The goal of creating this veterans service
organization was to provide care not otherwise offered. From this
extensive research, TAPS identified those areas where gaps existed
and carefully benchmarked the best practices of existing peer-based
emotional support programs in America and abroad.

In speaking with officials from the Departments of Defense and
Veterans Affairs in 1993 and 1994, TAPS was able to determine
where the federally funded services ended and it was appropriate
for private sector support to begin. I would offer special thanks for
guidance in those early days to then Secretaries of Defense Cheney
and Perry, Senators Bob Dole and Ted Stevens, and the director of
our sister organization for police officers, Suzie Sawyer.

The military has a critical mission to meet. The surviving fami-
lies, likewise, have a mission: remembering the life and grieving
thf_e loss of their loved one while honoring their service and sac-
rifice.

TAPS provides an understanding embrace of care and comfort.
Through our peer-based emotional support network, families are
not only able to help others but, in doing so, continue to help them-
selves. As Ralph Waldo Emerson said, “It is one of the most beau-
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tiful compensations of this life that no man can sincerely try to
help another without helping himself.”

This network and the staff and infrastructure to support it is
made possible entirely through the generosity of Americans who
understand our mission and support our non-profit organization.

A decade ago, then-chairman of the dJoint Chiefs John
Shalikashvili looked carefully at our program, and when he spoke
at the TAPS National Military Survivor Seminar, he told our fami-
lies, “We can’t do for you what you can best do for each other.”

This solidified our mission and forged the bond that exists to this
day between TAPS and the military casualty teams. After 9/11,
TAPS served alongside the American Red Cross as the only private
organization inside the Pentagon Family Assistance Center. It is
our partnership with the military that allows us to provide a com-
prehensive package of support to all who are grieving a loss.

TAPS supports over 15,000 surviving family members in our
data base with 24-7 support, quarterly journals, invitations to re-
gional and national events and weekly online support services.

In the past year, TAPS has hosted 11 regional and national sur-
vivor seminars and Good Grief Camps, serving over 2,500 family
members. We provided TAPS Care Teams to support 4 major na-
tional gatherings of surviving military families attended by over
5,000 people. We sent 5,236 TAPS Survivor Care Packages to griev-
ing families, casualty officers and military installations supporting
surviving families.

Our call center received 8,844 calls from surviving families on
our toll-free line. We averaged 750,000 Web site hits per months,
hosted 208 national online support group sessions, organized 24
TAPS Care Groups, trained 254 peer mentors to support newly
grieving families, provided Care Team training to over 834 military
members and DOD civilians, recruited and trained 465 military
volunteers who serve as mentors to surviving children.

We have expanded our services to support the families of 1,000
civilian contractors who died while serving in Iraq and conducted
outreach to the large population of Spanish-speaking surviving
family members.

To meet our mission, we must have a sophisticated technology
and communications infrastructure and a staff who not only under-
stand the military surviving family but who are also academically
and professionally qualified.

We are in the process of developing our next level of staffing and
infrastructure to meet the demands of today. This will require
TAPS to invest significant portions of its operational budget in the
technology infrastructure and training that will enable to deliver
critically needed support services to the surviving family members.

Chairman WAXMAN. Ms. Carroll, your time is up. Do you want
to conclude your testimony?

Ms. CARROLL. Yes. I am sorry.
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On behalf of the families of our fallen heroes and TAPS, I appre-
ciate the dedication and commitment of the distinguished members
of the committee to protect, defend, restore and improve the serv-
ices provided to those who have served our Nation in peace and
war and to their families, and to ensure the organizations who are
seeking funds from a patriotic public use the funds wisely to meet
essential mission requirements as dictated for the needs of the
military and the families, not by the needs of the non-profit.

[The prepared statement of Ms. Carroll follows:]
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MISTER CHAIRMAN AND DISTINGUISHED MEMBERS OF THE COMMITTEE:
On behalf of TAPS, the Tragedy Assistance Program for Survivors, and the families of
those who have died while serving in the Armed Forces, I am honored to have this

opportunity to speak about the care our nation provides its surviving families.

Dr. Daniel R. Sudnick (CAPT USNR Ret.), the Chief Financial Officer for TAPS, has
provided a wriiten statement addressing critical aspects of the subject before today’s

panel and I request his statement be submitted to the record.

The subject of today’s hearing reflects the gravity of the words of President Abraham
Lincoln, inscribed on the front of the Department of Veterans Affairs building:
“...Caring for he who shall have borne the battle, and his widow and his orphan.” When
a service member joins the military community, not only does the member become part
of a larger whole, but so does the member’s family. If he is killed, the grieving widow
thus loses twice: her immediate loss of life partner, but also the extended military family
and way of life which she and her partner have shared, regardless of the circumstances

surrounding the death, whether in combat or in a peacetime duty status.

As the widow of a soldier killed in the crash of an Army National Guard C-12 aircraft,
Reserve commander losing two of my airmen, Chief of Casualty Operations at HQ USAF
Casualty Affairs, Department of the Army civilian serving in Iraq'and as the Executive
Director of TAPS, I have seen the best of the services provided to our surviving families

both in the public and private sectors.
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For the past fourteen years, TAPS has been a sanctuary providing hope and healing for all
those whose lives have been forever changed by the death of a loved one who served in
the Armed Forces. Whether they are pa;rents, children, spouse or sibling, TAPS meets a
critical need by offering a national network of peers, the Good Grief Camp for Young
Survivors, long term case work assistance, bereavement and trauma information and care,
and crisis intervention. This network is available 24 hours a day, 7 days a week, at no
charge to the family and at no expense to the government. In partnership with our fellow
Veterans Service Organizations —~ the Gold Star Wives, Gold Star Mothers, Society of
Military Widows, National Military Family Association, and others — we meet the need
of offering loving emotional support services to all those grieving the death of their loved

one in the armed forces.

TAPS was founded after two years of careful research examining the need, the existing
services provided, and the government support already in place. The goal was to provide
care not otherwise offered in either the private or public sectors. From this extensive
research, TAPS was able to identify where the gaps existed and benchmark the best
practices of existing peer based emotional support programs in America. In speaking
with officials from the Departments of Defense and Veterans Affairs, TAPS was able to
determine where the federally funded services stop and the gap begins. And TAPS
coordinated with existing Veterans Service Organizations to examine support they

provided to the same clientele so there would be no duplication of service.
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The military has a critical mission to meet. The surviving families likewise have a
mission — remembering the life and grieving the loss of their loved one and honoring the
sacrifice given. TAPS is there to provide that understanding embrace of care and
comfort. In providing a peer based emotional support network, families not only are able
to help others, but in doing so, continue to help themselves. This network, and the staff
and infrastructure to support it, is made possible entirely through the generosity of
Americans who support our nonprofit organization that exists to help this fragile
population. Unfortunately, funds which could go to worthy causes such as TAPS and

many of our sister organizations instead are diverted to questionable nonprofits.

In the year, TAPS has hosted eleven regional and national survivor seminars and “Good
Grief Camps” serving over 2500 family members, we provide “TAPS Care Teams” to
four major national gatherings of surviving military families, mailed 5,236 “TAPS
Survivor Care Packages” to grieving families and military installations supporting
surviving families, received 8,844 calls from surviving families, averaged 750,000
website hits per week, hosted 208 online support group chats, organized 24 regional
“TAPS Care Groups,” trained 254 “Peer Mentors™ to support newly grieving families,
provided “Care Team Training” to over 834 military members and DOD civilians,
recruited and trained 465 military volunteers who serve as Mentors to the surviving
children, and expanded our services to support the families of over 1,000 civilian
contractors serving in Iraq and the large population of Spanish speaking surviving family

members.
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Like many other non-profit organizations, TAPS is challenged to find the time, effort and
energy required to raise the funds necessary to fulfill its mission. TAPS’ core function is
to enable surviving family members to help other surviving family members find
comfort, learn to cope and build a support network that they will lean for a lifetime. As
Emerson said, "It is one of the most beautiful compénsations of this life that no man can

sincerely try to help another without helping himself."

To do this, we must have a sophisticated technology and communications infrastructure
and a staff who are not only part of the military surviving fahily but also academically
and professionally qualified. TAPS is in the process of putting this infrastructure in
place. This project will require TAPS to invest significant portions of its operational
budget in the technology infrastructure and training that will enable us to deliver these
support services to the surviving family members. This infrastructure is vital to the

TAPS mission of caring for the families of those who have borne the battle.

The military casualty officer, commander, chaplain and family readiness group leader
understand and appreciate the critical services TAPS provide. The surviving family who
calls the toll free number in the middie of the night seeking comfort and hears the voice
of another surviving family member on the line understands and appreciates the need for

this emotional support safety net.

TAPS appreciates the dedication and commitment of the distinguished members of the

Committee to protect, defend, restore, and improve the benefits eamed by those who have



87

served our nation in peace and war, and to ensure the organizations who are seeking
funds from a patriotic public use the funds received wisely, to meet essential mission
requirements as dictated by the needs of the family, not by the needs of the nonprofit

organization.

Your actions on behalf of today’s surviving military families will send a powerful signal
that their sacrifice is recognized and honored. Thank you for the opportunity to submit

testimony on behalf of the surviving families of TAPS.
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Chairman WAXMAN. Thank you very much, Ms. Carroll.
Ms. Seman.

STATEMENT OF PAMELA L. SEMAN

Ms. SEMAN. Thank you, Chairman Waxman, Ranking Member
Davis and distinguished members of the committee for the oppor-
tunity to appear before you today on behalf of the Disabled Veter-
ans Associations.

My name is Pamela Seman, and I am the executive director of
the Disabled Veterans Associations.

Disabled Veterans Associations, which started in 1996, is a chari-
table organization registered under Ohio law. Its mission is to help
improve the quality of life of our veterans through aiding and as-
sisting needy and disabled veterans, their families and dependents,
whether they have been hospitalized at one of the U.S. Department
of Veterans Affairs medical centers, admitted to one of the 100
State-run and State-funded veterans homes, or simply in need at
home.

We have developed a number of programs to assist veterans and
have funded these programs through our fundraising efforts. Our
organization accomplishes its goals with the assistance of only
three paid employees.

Statistics from the U.S. Department of Veterans Affairs are stag-
gering. There are now more than 23 million living veterans. Nearly
2.2 million of these veterans suffer from a service-connected dis-
ability and nearly 40 percent are 65 years or older.

There are over 100 State-run, State-funded veterans’ long-term
care and domiciliary homes that provide care exclusively to veter-
ans and their spouses. Yet, four out of five people you meet on the
street have no such idea that these facilities exist. Our public serv-
ice announcements inform the public and veterans that these
State-run veterans homes exist and are available to the men and
women who gave up so much for our freedom.

Our public service announcements can be heard on more 3,500
radio stations nationwide. They inform the listener that help is
available to honorably discharged veterans. A toll-free number is
provided for the listener to obtain information not only on the
State-run homes but on any veterans’ issues they may have.

We offer gifts and grants to the State-run veterans homes and
the VA medical centers throughout the country, so they may pro-
vide veterans with day-to-day necessities that they otherwise may
not receive due to budgetary limitations. We have provided every-
thing from basic toiletries to reconstruction [sic] and refurbishing
an audiology room. These gifts and grants have proven to be vital
to the well being of veterans in these facilities.

Our Helping and Assisting Veterans in Emergency Program al-
lows us to assist our veterans on a more individual basis. Many of
these veterans are awaiting their benefits through the VA and find
they are unable to pay their bills during the interim. By working
hand-in-hand with county service offices and other agencies, we are
able to assist veterans on a short term, beneficial basis. Veterans
can receive a one-time gift to help them through their rough period.
We assist with mortgages, rent, utilities and various other items.
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We also offer a veterans’ entrepreneurial training seminar pro-
gram. The day-long seminars are available to all veterans free of
charge. We include speakers from the Small Business Administra-
tion, the Service Corps of Retired Executives, certified lenders and
State taxation departments. The program is designed to help veter-
ans struggling with their small business or who are starting a
small business.

The Disabled Veterans Associations first entered into a fundrais-
ing contract with Civic Development Group in 1998. I became exec-
utive director in 2002. At that time, the contract was already in
place for fundraising services provided by Civic Development
Group.

The first time a fundraising contract came up for review while
I was Executive Director was in September 2004. The percentages
in the contract remained the same as they were from the begin-
ning, 12.5 percent for us and 87.5 for Civic Development Group. I
questioned the split and actually made inquiries with other ven-
dors and learned that the percentages were pretty much a stand-
ard in the industry.

Though we were unhappy with the split, CDG agreed to provide
us with a guaranteed minimum of 600,000 which was more money
than Disabled Veterans was able to raise under past contracts.
Under the arrangement, Civic Development Group became a con-
sultant. This appeared to be a good thing for us because we were
going to receive more money than we had in the past and it would
mean more money for our vital programs.

My primary goal as executive director of this charity was and is
to raise as much money as possible to fund the programs that we
offer in order to make a difference in the lives of veterans.

I would like to thank the committee again for the opportunity to
be here today and would be pleased to answer any questions.

[The prepared statement of Ms. Seman follows:]
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TESTIMONY OF PAMELA SEMAN
EXECUTIVE DIRECTOR OF THE DISABLED VETERANS ASSOCIATIONS
BEFORE THE
HOUSE COMMITTEE ON OVERSIGHT AND GOVERNMENT REFORM
CONCERNING VETERANS' CHARITIES

December 13, 2007

Thank you Chairman Waxman, Ranking Member Davis, and distinguished members of
the Committee for the opportunity to appear before you today on behalf of the Disabled Veterans
Associations. My name is Pamela Seman and 1 am Executive Director of the Disabled Veterans
Associations (“DVA”).

DVA, which started in 1996, is a charitable organization registered under Ohio law.
DVA’s mission is to help improve the quality of life of our veterans through aiding and assisting
needy and disabled veterans, their families and dependents -- whether they have been
hospitalized at one of the US Department of Veterans Affairs medical centers, admitted to any of
the over 100 state run and state funded veterans homes, or simply in need at home. We have
developed a number of programs to assist veterans and have funded these programs through
fundraising efforts. DVA accomplishes its goals with the assistance of 3 paid employees.

Statistics from the U.S. Department of Veterans Affairs are staggering. There are now
more than 23 million living veterans. Nearly 2.2 million of these veterans suffer from a service-
connected disability and nearly 40 percent are 65 years or older.

There are over 100 state-run, state-funded veterans’ long-term care and domiciliary
homes that provide care exclusively to veterans and their spouses. Yet, four out of five people
you meet on the street have no idea that such facilities exist. Our Public Service Announcements
(“PSA”) inform the public and veterans that these state run veterans homes exist and are
available to the men and women who gave up so much for our freedom.

Our PSA can be heard on more than 3,500 radio stations nationwide. They inform the
listener that help is available to honorably discharged veterans. A toll-free number is provided
for the listener to obtain information on not only the state-run homes, but on any veterans’ issue
they may have.

We offer gifts and grants to the state-run veterans’ homes and the VA medical centers
throughout the country so they may provide veterans with day-to-day necessities that they
otherwise may not receive due to budgetary limitations. We have provided everything from
basic toiletries to reconstruction and refurbishing an audiology room. These gifts and grants
have proven to be vital to the well-being of veterans in these facilities.

Our Helping and Assisting Veterans in Emergency program allows us to assist our
veterans on a more individual basis. Many of these veterans are awaiting their benefits through
the VA and find they are unable to pay their bills during the interim. By working hand-in-hand
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with county service offices and other agencies, we are able to assist veterans on a short-term,
beneficial basis. Veterans can receive a one-time gift to help them through a rough period. We
assist with mortgages, rent, utilities, and various other items.

We also offer a veterans entrepreneurial training seminar program. The day long
seminars are available to all veterans free of charge. We include speakers from the Small
Business Administration, the Service Corps of Retired Executives, certified lenders and state
taxation departments. This program is designed to help veterans struggling with their small
business or who are starting a small business.

DVA first entered into a fundraising contract with the Civic Development Group
(“CDG”) in 1998. I became executive director of DVA in 2002. At that time, a contract was
already in place for fundraising services provided by CDG. The first time a fundraising contract
came up for review while [ was executive director was around September of 2004. The
percentages in the contract remained the same as they were from the beginning — 12 %2 - 87 2. 1
questioned the split and actually made inquiries with other vendors and learned that the
percentages were pretty much a standard in the industry. Though DVA was unhappy with the
split, CDG agreed to provide DVA with a guaranteed minimum amount of $600,000.00, which
was more money than DVA was able to raise under past contracts.

Under this arrangement CDG became a consultant. This appeared to be a good thing for
DV A because it was going to receive more money than it had in the past, and this would mean
more money to fund vital programs.

My primary goal as Executive Director of DVA was, and is, to raise as much money as
possible to fund the programs that we offer in order to make a difference in the lives of veterans.

[ would like to thank the Committee again for this opportunity and would be pleased to
answer any questions.
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Chairman WAXMAN. Thank you very much, Ms. Seman.
Mr. Friend.

STATEMENT OF ROBERT FRIEND

Mr. FRIEND. Mr. Chairman and members of the committee, I am
here to testify today as president of American Veterans Coalition
and as a Vietnam veteran, regarding an ever-increasing needful
sector of our population, our American veterans.

I served proudly for my country in Vietnam. When entering the
Navy in late 1969, I was sent on four WESTPAC tours of Alameda.
The first two were on the U.S.S. Bellatrix, and the next two were
on the U.S.S. Pictor. We acted in the capacity of a refrigerated reef-
er in the Tonkin Gulf at sea for the grocery needs for those ships
afloat. We also acted as a freezer and refrigeration depot when the
Danang facility was bombed in early 1970.

In 1971, 1 was transferred to the Gator Fleet, assigned to the
LST 609 Clarke County. Our duty was that of moving supplies up
and down the Mekong Delta from as far south as Vung Tau to
Dong Dang, which was our home base, and as far north as the
Cambodian border.

I spent 1%2 months recuperating at Great Lakes Mental Hospital
for a small wound, saw many amputees, servicemen paralyzed and
those who had sustained massive injuries while in Vietnam. My
last 9 months of service were that of being part of the first 34 to
arrive on the Ranger stationed at Diego Garcia in the Indian
Ocean. There, we were part of the Seabees out of Quonset Point,
RI, responsible for building the initial runway and basic infrastruc-
ture for those to follow.

So the veterans scene is not a foreign one to me. One of the
things I promised myself while there was to continue to care for my
fellow servicemen and others who entered service before me or
were to serve after me and who struggle with assimilating back
into society with their return.

AVC was founded with these things in mind in late 2002 to pro-
vide financial aid to needy veterans and their families and to edu-
cate veterans on various Government and public service programs
available to them as well as educate the public on the needs of and
problems facing our Nation’s veterans.

The focus of our organization, aside from education on veterans’
needs and issues, has been providing direct assistance to individual
veterans in need and their families and making grants to VA hos-
pitals, homeless centers and non-profit veterans organizations who
provide assistance to veterans.

We have provided thousands of dollars in grants and aid to indi-
viduals and organizations in Los Angeles at the National Veterans
Foundation. We came to an agreement and developed a program
where they receive calls and immediately send them to us via
phone or our Web site.

All the veterans have to do is go to our Web site into assistance,
pull down the forms, fill them out to the best of their ability and
send them on to us. We move very fast on the applications for those
in need of help. We ask that they send us a letter and let us know
how they are doing and revisit their situation on many occasions,
helping some veterans two or three times a year.
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We also ask our professional fundraising counsels to send us any
names of veterans they come across that need help as well, and we
act on those as well as quickly as we can.

We are striving to be more efficient in our fundraising so that we
may make our program services available on a continuously in-
creasing basis. This is a slow process but can and will come to fru-
ition as other alternate activities are entered for that of raising
moneys without the assistance of professional fundraisers.

I have been with the American Veterans Coalition since its in-
ception and am the Fundraising and Program Service Director. I
spend a significant amount of my week in service to the organiza-
tion. The organization is small and has limited resources.

As you can see from the financial information we supplied in re-
sponse to your invitation to be here today, the organization has
three employees, one of whom is my wife. She and I both draw
minimal salaries although her service to the organization entails fi-
nancial recordkeeping, fundraising regulation compliance issues,
corresponding with contracted fundraisers and other activities that
take up most of her week. We receive no other fees or payments
from the organization.

Like my other colleagues present here today, we can appreciate
the committee’s interest in fundraising efficiency and the cost asso-
ciated with raising funds to help our veterans. We are proud of our
program service accomplishments. We know we can be more effi-
cient and continue to strive to lower our cost of fundraising.

As I stated previously, we are a small organization. Without the
help of outside fundraisers, we would not be able to disseminate
the information we are able to get out to veterans and the public,
and we would not be able to raise enough funds to continue as a
going concern.

We maintain fundraising registration with all States that require
same and provide significant information to those State agencies
when information is designed to be available to the public. We are
completely transparent on our fundraising, accounting and other
operations.

We have taken steps beginning in the early part of this year to
scale back our use of outside fundraisers and to consult with coun-
sel and other professionals on steps we can continue to take to less-
en our fundraising costs.

It is evident that there remains a significant number of people
who were put off with organizations that incur high costs of fund-
raising. We aren’t proud to be one of those organizations but still
believe that the first amendment has given us the opportunity to
make some differences in the veterans’ world.

Despite some of our inefficiency, we are still able to reach a mul-
titude of people with information about veterans and veterans
issues that would otherwise not reach those people. No one is
forced to contribute to our organization or listen to our message.
However, we hope that the steps we are taking continue to allow
us to deliver our message while generating significant revenues
that can go directly to benefit our Nation’s veterans.

I was proud to serve our country and believe that American Vet-
erans Coalition can make a significant difference in the lives of vet-
erans. I have a personal interest as a veteran of the Vietnam War
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in making such a difference and hope the American Veterans Coali-
tion can strive to do bigger and better things to help my fellow vet-
erans in the future. I believe we are taking steps to do that in a
better and much more efficient manner.

Thank you.

Chairman WAXMAN. Thank you, Mr. Friend.

Mr. Borochoff.

STATEMENT OF DANIEL BOROCHOFF

Mr. BOROCHOFF. Hello. I am Daniel Borochoff with the American
Institute of Philanthropy. I am gratified that we are holding this
session today. It is going to be a really big help.

I am gratified for Mr. Burton that his interest in furthering legis-
lation to help donors make more informed giving decisions. Right
now, there is incredible waste out there, and it is being done in the
name of our brave veterans. We really owe a lot. We owe a lot more
to the veterans than too many of these nonprofit groups are provid-
ing.

The American Institute of Philanthropy, since 1993, has been one
of the most independent and toughest watchdogs. We are not afraid
to give an F grade when it is called for.

If there is one point that I want people to be able to walk away
from today, to understand that we have these numbers and per-
centages out there. A lot of the groups are able to make themselves
look good and appear as if most of the money is going to charitable
programs when in fact that is not at all the case. That is why some
of these ratings and ratios that we are putting out there are help-
ing the public have a clear sense as to how the money is actually
being spent.

I am going to focus on four key areas. First, fundraising effi-
ciency, it is too low with these veterans’ charities; second, low ac-
countability; third, excessive asset reserves with some of the char-
ities; and the misuse of Congressional Charter status.

First, I will describe our rating system. We give groups an F
grade if they have 35 percent or less of bona fide charitable pro-
grams. They may be saying things are charitable programs, but it
is not at all what the donating public thinks, and I will get into
that.

We believe that if your fundraising costs are $60 or more, $60
of $100, that deserves an F. If you are holding asset reserves in ex-
cess of 5 years, that deserves an F. We consider 3 years to be exces-
sive.

Most of the charities that we rate do a good job. Seventy-eight
percent of the groups get C or higher grades. But with the veter-
ans’ groups, this is also true for police and firefighter type groups,
75 percent of them get Ds and Fs, certainly not adequate.

One of the main reasons is the very high fundraising costs that
they incur. This is what is happening. Many of these veterans’
charities and a lot of the major ones are broadly soliciting every-
body under the sun. It is ironic because they are one of the most
very popular causes, so they ought to be able to raise money more
inexpensively than anybody else.
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But what they are doing is they are asking everybody, and they
are going for little $5 and $3 contributions. It is too expensive to
raise money that way. You have to go $25, $50, $100 contributions.

They are sending out trinkets, address labels, greeting cards,
things that cost money to send out because they know many people
feel guilty and send a few dollars in return, but that is not a way
to build loyal long-term supporters to get little contributions here
and there because somebody got a gift and feels they should re-
spond.

Accountability is a big problem. Fifty-nine percent of the veter-
ans’ groups that we rate are not willing to provide basic financial
documentation on their activities. That is the first screen. If a
group is not willing to answer basic questions about their finances
and other areas, one should look elsewhere about giving to them.

The tax forms, while widely available on the Internet, are very
helpful but a lot of them are dated with information being like a
year or two old.

We encourage donors to look at the audited financial statements
and notes. It is a lot more solid document. You can find out things
where maybe they denied it on the tax form, but you can see it
happening on the audit.

But the trouble is audits are hard to obtain. They are with a lot
of States. Some of the States have them. A few of the States have
them, but they are hard to get a hold of.

This is what is going on. A lot of people don’t realize this, but
you know those telemarketing calls that interrupt your dinner or
all the solicitations that we talked about flooding your mailbox. A
lot of that is counted as a program service.

What they can do according to the accounting rules is they can
put a little nice message in like, Hire a Vet, Buckle Your Seatbelts,
Fly Your U.S.A. Flag, put a magnet on your refrigerator that shows
you care about vets, and then they can allocate those solicitations
costs as a charitable program. It shows up on the tax form this way
and gets reported on the Internet this way. It is in the charity’s
promotion this way. The public needs to know what is really going
on with the finances.

Another thing that goes on are in-kind donations. Things of high-
ly questionable value are flowing through these charities’ financial
statements. The person giving that gets a tax deduction, and then
the charity can show that they are having like millions of dollars
worth of things that really are not much value to veterans. Then
they pass them on to another group.

OK, another problem is excessive asset reserves. Unfortunately,
three of the major military charities have high asset reserves. In
fact, Army Emergency Relief makes the top of our list. They could
operate for 17.6 years with what they have already got. They have
over $300 billion in reserve.

We consider it a poor basis to ask for more money if you already
have more than 5 years in reserves. Part of the problem is the peo-
ple that are allowed to access this money are not able to access it
because they have too tight of rules of who the money is made
available to.

One final point on the Congressional Charter status since this is
Congress. A number of the charities like to boast of their Congres-
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sional Charter status, and the public thinks that means somehow
they are better or superior or they are good groups, but it doesn’t.

I think that these charities ought to be required to state if they
want to say they are Congressional Chartered, they need to state
that it does not imply endorsement or recommendation by Con-

gress.
[The prepared statement of Mr. Borochoff follows:]
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Statement of Daniel Borochoff, President, American Institute of Philanthropy, Chicago, Iilinois
Testimony before the House Committee on Oversight
and Govemment Reform
Hearing on Veterans Charities
December 13, 2007

Our Nation’s Veterans Deserve Better from America’s Charities

The American Institute of Philanthropy (AIP) and Charitywatch.org is a nonprofit charity
watchdog and information resource dedicated to helping its members and the general public
make wise giving decisions. Since 1993 we have been America’s toughest and most independent
watchdog of the accountability, finances, governance and promotional practices of charities.
Rather than merely repeating a charity’s self-reported finances, AIP conducts an in-depth analysis
of a charity’s income, expenditures and financial position. Our letter grade (A+ to F) ratings

of nonprofit organizations’ financial performance as published in the Charity Rating Guide &
Watchdog Report are utilized by thousands of conscientious donors across the nation to make
better informed giving decisions. Nearly every major US media outlet has covered AIP’s advice,
analyses and concerns.

Americans, whether or not they favor our military’s involvement in Iraq, Afghanistan or

other conflicts, care deeply about the plight of our nation’s wounded veterans. Compassionate
Americans are distraught with grief that soldiers have sacrificed their lives and good health to
protect us and/or our interests. We want to do something to help our brave wounded warriors.
So when a veterans charity calls or writes for a donation, we feel compelled to open our wallets
wide without thinking fully about whether the charity is deserving of our support. We are giving
with our hearts and not our minds. Unfortunately, too many charities are taking advantage of this
and getting away with wasting millions of dollars of contributions that were intended to help
veterans.

AIP rates the financial performance and accountability of over 500 charities in 36 categories
including International Relief, Health, Environment, Child Protection, Human Rights, and
others. AIP believes that a charity should spend at least 60 percent of its cash budget on bona-
fide charitable programs (35 percent or less receives an F and 75 percent or'more receive an A),
should spend less than $35 to raise $100 ($60 or more receives an F and $15 or less receives
an A) and should not maintain over three years of available assets in reserves (over five years
receives an F). The two worst performing categories are Veterans & Military and Crime &
Fire Prevention. While most categories have a preponderance of charities with A and B grades,
75 percent of the groups in these two categories earn D’s and F’s. This is a very disappointing
performance for these two categories since 78 percent of the charities that AIP rates receive a C
or higher grade. It is ironic that two of the very most popular causes are the least efficient with
America’s donated dollars. It is a national disgrace that hundreds of millions of dollars raised
in the name of injured veterans, police and firefighters are being squandered. (Please see the
attachment to this testimony for ratings of veterans charities as reported in the December 2007
issue of AIP’s Charity Rating Guide & Watchdog Report.)
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Many veterans and military charities do a lot of good. They help veterans obtain benefits from
the government, fund medical research and rehabilitative services, provide vocational and
financial counseling and offer many other valuable programs for veterans and their famities.
Unfortunately, too many veterans charities choose to spend most of their donated dollars on
direct mail and telemarketing solicitations, executive salaries, and other overhead expenses that
do not directly benefit veterans.

Low Fundraising Efficiency

Many veterans charities, much like police or firefighter groups, are not very discriminating
about whom they solicit because they know that their cause is so widely popular. Many groups
conduct massive “cold call” solicitation campaigns to millions of people in the general public,
rather than to smaller, targeted groups of people who are more likely to make a donation. This
is an extremely inefficient solicitation practice that resuits in large fundraising expenses eating
up nearly all of the contributions. Many veterans groups include address stickers, greeting
cards or other trinkets with their solicitations. The problem with this fundraising method is not
necessarily the cost of the gifts but rather the size of the individual contributions that are given
in response to these items. Many people, especially senior citizens who receive the trinkets, do
not want to make a donation but feel morally obligated to send the charity a few dollars to pay
for these items. (Note: Under U.S. law recipients are under no obligation to pay for any gift that
they did not order.) So the charity may be getting new people for its mailing list but not people
strongly interested in its cause. Fundraising efficiency is usually a function of the average size
of the contributions a charity receives. In other words, charities that receive mostly very small
contributions tend to have high fundraising costs.

The wool is being pulled over the eyes of the donating public by some F-rated charities.
Professional for-profit fundraising companies like to work with veterans and police/firefighter
charities because they know that people are more likely to respond to solicitations from these
charities than just about any other type of group. Veterans and other charities often enter into
contracts with professional fundraising businesses that may keep (for their profits and expenses)
80 percent or more of the contributions raised. National Veterans Services Fund (NVSF)

filed a 2004 contract with Bee LC that guarantees at least 15 percent of the gross revenues “for
calling of individuals who have previously donated by telephone via this contract to NVSE.” It
is unfortunate that NVSC did not insist on a higher guaranteed minimum of gross proceeds from
current donors to benefit veterans.

When questioned about their lopsided agreements with for-profit solicitors, charities often
rationalize them by saying: “We don’t have the staffing to fundraise,” “It’s very expensive to
raise money” or “It’s money we wouldn’t have otherwise.” AIP doesn’t buy these arguments. By
far most charities arc able to receive C or higher grades for getting 60 percent or more of their
cash budgets to bona-fide program services. It is my position that unless a charity can operate
efficiently it should either merge with another group that can do so or close its doors. There is

an opportunity cost to funding highly inefficient charities. Total U.S. giving (now at about $300
billion a year) is a fixed pie. It has been 2 percent of GDP (Gross Domestic Product) for over
four decades. Therefore, contributions wasted by a poorly performing charity is money that is
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not available to a charity that could use most of it to help a wounded veteran or other worthy
recipient.

A number of AIP F rated veterans charities return most of the money raised to their professional
fundraisers. It’s a shame that groups such as American Veterans Relief Foundation, American
Ex-Prisoners of War Service Foundation, National Veterans Services Fund and Vietnow
National Headquarters dishonor America’s brave veterans by using over 80% of the money
raised on their behalf to pay fundraising expenses. More charities need to adopt a policy to not
enter into costly arrangements with for-profit operations.

AIP strongly believes that most charities raising money for a highly popular cause such as
injured veterans, firefighters, police, disaster relief, hungry or ill children, cancer, etc... should
maintain reasonable annual fundraising costs of 35% or less. Exceptions would be made for
groups that have been in existence for less than 3 years or with gross revenues of $500,000 or
less. Controversial or unpopular causes, e.g. legalization of marijuana, gun rights, abortion, and
gay rights should be allowed to have fundraising costs exceeding 35% per year due to the smaller
number of people willing to support these causes. Past attempts to regulate fundraising costs
have failed in the courts due to free speech concerns. The First Amendment should continue to
guarantee that we have the right to raise money for unpopular causes even if it is very expensive
to do so. Opportunistic fundraisers, who purposely pick causes that the public is most likely to
support, should not be allowed to hide behind the First Amendment.

Low Accountability

Most of the veterans charities that AIP rates do not pass our basic accountability test. Of the 27
major Veterans & Military groups rated in the December 2007 issue of AIP's Charity Rating
Guide & Watchdog Report, 16 groups or 59% receive a “closed book™ for not making their most
recent audited financial statements, IRS form 990 and annual report available to AIP. Since

5o many veterans charities do not make their audited financial information readily available,
AIP must tum to public sources such as state offices of charity registration, which are severely
understaffed and do not exist in some states. Due to charities” late filing of information and
processing time at state agencies, information that is two years old or more may be all that is
available. Guidestar.org and some other sources post charity tax forms from the IRS but rarely
provide audits, which AIP considers to be a much more solid document. For example, NVSF
reports in its fiscal 2006 IRS form 990 that it does not allocate the costs of its solicitations to
program services yet in its audit of the same year it reports allocating $971,927 of these costs to
program services. The donating public would not know on the basis of a tax form alone that 59
percent of NV SF’s reported program service expense is the educational component of a direct
mail or telemarketing solicitation.

What sets AIP apart from other sources of charity information is our thorough analysis of every
group that we rate, Other watchdogs do not use the same standards when evaluating charities.
For example, one ratings group simply runs the self-reported, unaudited numbers from a
charity’s tax form through a formula, which does not take into account the many complexities
and inconsistent nature of charity financial reporting. Another watchdog has an opt-out policy
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which allows charities to decide when and if they want to be rated. At AP, we carefully review
a charity’s audited financial statements, [RS form 990, including all schedules & attachments,
and annual reports in order to determine how a given charity is actually raising and spending the
public’s donated dollars. Our rating criteria are available in each edition of the Charity Rating
Guide & Watchdog Report, as well as on our web site at www.charitywatch.org.

The public is being bombarded with an ever-increasing amount of phone and mail solicitations
from all types of charities, including veterans groups. As a nationally prominent charity
watchdog organization, we are flooded with questions from both the public and the media;

who want to understand how charities are using donors” hard-ecarned dotlars. Many people are
outraged to learn that under an accounting rule called AICPA SOP 98-2, charities are allowed to
report large portions of solicitation costs as program service expenses.

Under current rules, a charity that includes an *“action step” in their phone or mail solicitations
such as “buckle your seat belt,” “fly your U.S.A. flag,” “hire a veteran” or “don’t park in spaces
for the handicapped unless you are handicapped,” can claim that they are “educating” the public,
and can therefore report much of the expense of these appeals as a program. Such “action steps,”
often relayed to potential donors through professional fundraisers, are typically messages of
information that is common knowledge. Professional telemarketers, on average, keep two-thirds
of the money they raisc before the charity receives anything. What this means is that someone
donating $50 to charity through a professional fundraiser may have just paid $30 to be solicited
and “learn” that they should buckle their seatbelt. This is not what most donors would consider
to be a charitable program.

Charities may claim that such activities are educating the public. You would not know this based
on the complaints we frequently receive from donors who are fed up with the constant barrage
of phone calls and mail they receive from charities requesting contributions. Based on AIP’s
more than fifteen years of experience reviewing such mail and phone appeals, we think it would
be obvious to allmost anyone that the primary purpose of solicitations is to raise funds, with the
educational component being largely incidental in most cases.

The reporting requirements for joint costs, which are the program, fundraising, and management
and general expenses related to solicitation campaigns that include an educational message,
should be expanded so donors know what they are really paying for. The public accounting
profession in its nonprofit audits and the IRS in its nonprofit disclosure report called the

Form 990 should add an additional requirement in which charities would disclose their five
most expensive solicitation campaigns, including a breakout of each campaign’s program,
management and general and fundraising expenses, and the method used for allocation. The
nonprofit should also provide a fair description of the program being conducted in conjunction
with each solicitation that cites specifically what is being accomplished and why the recipient of
the solicitation has a use or need for the information.

Another technique that charities use to inflate the amount they report spending on program
services is to include large amounts of donated goods and services in their financial statements.
Lumping donated goods and cash into the same pool can produce very misleading results when
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attempting to discemn how efficiently charities will use cash contributions in forwarding the
causes donors are intending to support. AIP makes a distinction between cash and donated
goods when determining how efficiently a charity is operating and offers an “apples to apples”
comparison with charities that do not obtain in-kind donations. When charities report a high
percentage of their expenses going to program services, it may be far less when in-kind items are
excluded.

A good example of questionable in-kind items flowing through the financial statements of
veterans charities is the $18,750,000 of “phone cards” that Help Hospitalized Veterans (HHV)
in fiscal 2006 received and passed through to its related entity, Coalition to Support America’s
Heroes (CSAH). These “phone cards,” which were distributed to overseas military personnel by
CSAH, were not for soldiers to call home to their family but rather to make free calls for sports
scores with ads provided by a company called EZ Scores. HHV and CSAH, who share the same
president and founder, each counted $18,750,000 of the sports score cards as a contribution and
program expense in their respective fiscal 2006 financial statements. These sports score cards and
$2 million in donated public service airtime accounted for 85 percent of CSAH’s total program
expenses reported in its 2006 financial statements.

In-kind items are difficult to value and distort the calculation of how efficiently a charity is
spending your dollars. Charity financial statements often disclose the amount of donated items
that are collected and distributed. However, they do not always tell you how useful these items
are to the final recipient, or if they will even resuit in additional problems such as disposal

fees for unusable items. (See Appetite Stimulants for the Starving at www.charitywatch.org).
Sometimes groups accept in-kind goods of questionable value that they cannot use, simply to
puff up their program expense. In other cases, groups may be told by a company looking for

a tax deduction that they either must accept all the goods the company wants to give, or get
nothing. The ability of the charity to use or distribute said goods is not always given primary
consideration. More importantly, a charity’s ability to obtain and distribute donated goods has
little relevance as to whether a charity efficiently spends its cash donations. For these reasons,
donated items are generally excluded from AIP’s calculations of program and fundraising ratios.
AIP gives favorable ratings to many groups that receive and distribute large amounts of in-kind
items and are still able to use their cash efficiently.

AIP strongly believes that charities should report their finances in a way that gives the public a
better understanding of how their contributions are being used. Charities should also be required
to make available to the public their.audits and tax forms within one year of the end of their fiscal
years. The failure to do so should incur the risk of losing their ability to offer tax deductions on
contributions during the time that the reports are over one year late. Donors need better and more
timely financials in order to evaluate a charity’s current level of efficiency.

Excessive Available Asset Reserves

Another practice that is keeping veterans from being helped is the policy of some charities to
hoard money that is desperately needed now by veterans, particularly the estimated 200,000
homeless veterans, which account for one-third of the adult homeless population. As reported in

5



102

AIP’s August 2006 Charity Rating Guide & Watchdog Report, the official armed forces charities
for the U.S. Army, Air Force, Navy and Marines are holding massive asset reserves. These three
charities, which provide financial, educational and other assistance to current and past members
of the armed services and their families, have combined fund balances of $638 million yet spent
only $59 million, according to their 2005 financial reports. Army Emergency Relief (AER) tops
AIP’s list of charities with large asset reserves in relation to expenses with 17.6 years of available
asset reserves and a fund balance of $307 million as of 2005. This means that AER could
continue to operate at current spending levels without raising another dime until the year 2023.
Air Force Aid Society (AFAS) has 10.1 years of available asset reserves and as of 2005 holds
fund balances of $172 million. Navy-Marine Corps Relief Society (NCRS) has fund balances
of $158 million as of 2005. Its years of available assets is lower at 4.8, just low enough to keep
them from earning an automatic F grade for charities having over 5 years worth of available
reserves. AIP believes that charities that hold more than 5 years of available assets in reserve
have a poor basis for which to ask for additional funds.

Why are these large stockpiles of reserves not going to aid the vast numbers of homeless
veterans? The answer is that most of the homeless vets do not meet the armed forces charities’
eligibility requirements. For instance, AER states that it only helps active duty soldiers and
reservists and their dependants, or soldiers retired from active duty due to reaching age 60 or to
“longevity,” usually defined as 20 or more years of service, or physical disability. AER also helps
surviving spouses and children of soldiers who died while on active duty or after retirement from
the military. Since poverty is the major cause of homelessness, the veterans eligible for AER
assistance due to having obtained Army retirement status and the accompanying Army benefits
are not likely to become homeless. It’s a shame that AER’s eligibility requirements keep aid from
reaching those veterans that arguably need it most.

While these armed forces charities do accept contributions from the general public, most of their
contributions come from armed services personnel through payroif deduction plans. Little to no
funds come from the U.S. Government. They are very efficient fundraisers; each has a cost to
raise $100 of only $2 to $3 in 2005. Also, each of these charities spends a very high percentage
(93% to 94%) of its budget on charitable programs.

The armed forces charities operate more like private foundations than emergency relief charities.
Private foundations typically spend only a small portion of asset reserves, usually 5% of their
investment portfolio, whereas emergency relief charities generally spend most of their donations
in the year received. For example, AFAS reports on its web site, www.afas.org, that throughout
its 64 years of operations some donations were put into an investment fund for contingencies and
future programs. AFAS’ 2005 audit says its current policy is to spend annually about 6% of its
investments.

1 asked Col. George Mason, Treasurer of AER, why it was not spending more of its available
asset reserves to assist needy veterans. He said, “the key reason and probably the only reason”
is “the unknown contingencies faced on a daily basis.” He said that the largest outflow of funds
from AER was 15% during a 1.5-year period in the early 90’s as a result of Operation Desert
Storm and Desert Shield. I replied that based on AER’s reasoning for holding its high level of
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asset reserves, the American Red Cross could claim that it needed to hold a few billion dollars in
reserve in the event of another Katrina scale hurricane. Many other charities could also claim that
they need to hold large reserves for unknown contingencies. The problem with this reasoning is
that there are not enough charitable dollars to go around for groups to stockpile massive reserves
for events that may never happen. Groups that hold over five times their budget in reserve are
limiting the supply of money for other charities that need it to meet their annual budgets so

that they don’t have to turn away those in immediate need. Certainly, it is reasonable for some
charities to maintain reserves worth a year or two, but to hold available reserves for over five
years worth their budget is, in AIP’s opinion, excessive. :

1 asked why AER wouldn’t undertake a special public fundraising campaign in the event of a
large, protracted war, rather than holding 17.6 years of asset reserves that could be used to assist
veterans now. He said that traditionally AER has refrained from actively soliciting the public.
AER’s audit reports that 35% of its total contributions were “unsolicited.” Its web site, www.
aerhq.org welcomes contributions from “Army or civilian individuals or organizations.”

T also asked Col. Mason if AER was doing enough to inform soldiers and veterans of the
availability of charitable aid. He said that $100,000 had been spent to publicize AER over the
last 6 months and cited some new outreach efforts, including 45-minute classes for brigade
commanders and spouses, and briefings to Army Reserve and National Guard. He said that
traditionally 8% of the Army utilizes AER and that they would like to increase that to 10%-12%.

Misuse of Congressional Charter Status

Veterans charities that prominently state or display their congressionally chartered status are
confusing the American public. Many of the major veterans groups are chartered by aets of the
U.S. Congress, including American Ex-Prisoners of War, AMVETS, Disabled American
Veterans, Jewish War Veterans of the USA, Paralyzed Veterans of America and Veterans of
Foreign Wars of the U.S. According to a 2004 report by the Congressional Research Service,
Congressional charter status does not mean that the U.S. government approves these groups’
activities and provides oversight. That report also stated that Congress has never pulled a
charity’s charter status. Congressman Barney Frank was cited in a 1992 Washington Post article
as calling charters “a ‘nuisance,’ a meaningless act. Granting charters implied that Congress was
exercising some sort of supervision over the groups and it wasn’t.” In order to reduce public
confusion, AIP believes charities that wish to promote their Congressional charter status should
be required to state that this status does not imply endorsement, approval or recommendation by
Congress.

Conclusion

AIP strongly believes that our brave veterans, as well as the intentions of donors who sincerely
want to help them, are being dishonored by poorly rated veterans charities. Too little of
America’s donated dollars given in the name of veterans are actually benefiting veterans. AIP
encourages the public to support accountable veterans charities that raise money efficiently and
spend a high percentage of their budget on bona-fide charitable programs that substantially assist
veterans. We would also like to see Congress, the IRS and the states create and enforce rules that
motivate veterans groups and other charities to better fulfill their important missions.
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Chairman WAXMAN. Thank you very much, Mr. Borochoff. The
rest of that statement is going to be in the record. Your time is up.
Mr. Weiner.

STATEMENT OF BENNETT WEINER

Mr. WEINER. I am Bennett Weiner. I am chief operating officer
of the BBB Wise Giving Alliance.

Mr. Chairman and members of the committee, thank you for in-
viting us here today to share our views on this important subject.

The BBB Wise Giving Alliance is a charity-monitoring organiza-
tion. We are affiliated with the Council of Better Business Bureaus,
the national office of the Better Business Bureau system, and we
evaluate charities in relation to 20 accountability standards. In
fact, under various names, we have been doing this work for almost
a century.

About 45 percent of the 114 local Better Business Bureaus have
a similar program for local charity evaluation. We don’t charge
charities for our evaluation, and the resulting reports are free to
the public.

Certainly, veterans’ charities fill a very important need in society
for current and former members of the Armed Services and their
families, and I am pleased to say a number of these organizations
meet our standards. However, we have also seen some concerns.

Currently, we find that about half, 50 percent, of all the veterans
charities we contact do not provide any of the requested govern-
ance, financial program and fundraising information needed to
complete our evaluations. This 50 percent non-disclosure rate is
significantly higher than the 30 percent non-disclosure rate that we
see for the 1,200 national charities that are the subject of our re-
ports.

While participation in our evaluation service is voluntary, it cer-
tainly suggests to us that many veterans’ charities have a way to
go in demonstrating accountability.

Now for those charities that do provide the requested information
to our office, we generally find that overall about 65 percent of all
the charities meet our standards. However, of the veterans’ char-
ities that we evaluate that provide information, we find a signifi-
cantly lower number of veterans’ charities meeting our standards,
less than 40 percent of them.

It is difficult to say that there is no single reason they don’t meet
standards. Some of these organizations are relatively new, created
in the past few years. But the reason that they don’t meet stand-
ards is not solely because of financial issues. Financial issues, we
feel, don’t provide the full picture of accountability.

The accountability issues in our standards in terms of these or-
ganizations range from conflict of interest policies not being
present, insufficient frequency of governing board meetings to prob-
lems with donor privacy, the accuracy of the way expenses are re-
ported on financial statements among other things.

Now, in our view, the message for donors, we think, is to be
proactive in making giving decisions, to check with outside sources
such as the BBB Wise Giving Alliance and others in making an in-
formed giving decision, and that can certainly go a long way.
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I do want to make one comment in response to Congressman
Sarbanes’ earlier questions about accreditation seals. We do have
such a program at the BBB Wise Giving Alliance, an accreditation
seal for charities that do meet our standards. I am pleased to say
that about 200 of the 1,200 national charities that we evaluate dis-
play the seal indicating they meet our standards on their Web sites
and in their appeals, and we think that is a program that is having
an impact.

So, thank you again for allowing us to share our comments, and
I will be happy to answer any questions that you might have.

[The prepared statement of Mr. Weiner follows:]
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on
Assessing Veterans Charities

December 13, 2007

Mr. Chairman and Members of the Committee, [ am Bennett Weiner, COO of the BBB
Wise Giving Alliance. I appreciate the opportunity to appear before this Commiittee to
share with you our experience with assessing veterans charities.

The BBB Wise Giving Alliance (the Alliance) is a monitoring organization that sets
voluntary accountability standards for charities (www.bbb.org/charity). We are a
501(c)(3) charitable affiliate of the Council of Better Business Bureaus.

The Council of Better Business Bureaus is a 501(c)(6) business membership organization
that serves as the umbrella organization for the 114 local Better Business Bureaus in the
United States. The Council of Better Business Bureaus has a number of consumer
programs including BBB Military Line® (www.bbb.org/military), which provides
consumer education and advocacy for military consumers and their families, both in their
communities and online.

Under somewhat different names, the BBB Wise Giving Alliance has been monitoring
national charities for almost a century. Our mission is to help donors make informed
judgments, based on ethical, financial and other considerations, about the charities that
seek their support. We work from the donor’s perspective.

The core of our program is the preparation of evaluative reports about nationally
soliciting charities that the public has asked us about. The reports specify whether an
organization meets or does not meet our Standards for Charity Accountability, which
encompass essential aspects of charity operation: governance, finances, communications
with the public, donor privacy, self-assessment and others. The resulting reports are
available to the public at www.bbb.org/charity. Currently we report about 1,200 national
charities.

There is no charge to charitable organizations for the completion of our accountability
evaluations and the resulting reports and conclusions are freely available to the public
through our website (www.bbb.org/charity) and in our quarterly publication, the Wise
Giving Guide.

The BBB Wise Giving Alliance reports on charities that solicit nationally. In addition,
about 45% of existing local Better Business Bureaus have local charity review programs



108

that mirror the national evaluations completed by the Alliance. The public can locate the
nearest local Better Business Bureau by visiting www.bbb.org.

The 20 Standards for Charity Accountability used by BBBs were last revised in 2003 and
were the result of a 3-year project that included significant input from small and large
charities, foundation and corporate contribution executives, accountants, government
regulators, and other experts in philanthropy.

Veterans Charities

For purposes of this testimony the term veterans charities refers to organizations that
assist former members of the armed services as well as those groups that provide
assistance to active duty personnel and their families.

Nonprofit organizations related to the causes of veterans and their families have long had
a vital role in American society. The needs of troops returning home, which can extend
far beyond their return, have always exceeded the capacity of government. The public
has generally been very sympathetic to those who have served and their families, and has
generously supported many of the charities formed to assist them.

The support prompted by this generous impulse, however, is not always well directed.
Contributors often give without sound information about the charities that solicit them,
and charities are not always as forthcoming as they should be about their operations. In
addition, less-than scrupulous operators often take advantage of givers’ sympathy for
those who have served in the military.

This situation is of course not unique to veterans charities. Uninformed givers, non-
disclosing charities and charity scams are not uncommon throughout the philanthropic
sector. Our experience at the Alliance with regard to veterans charities, however, leads
me to note certain facts and suggest a number of points that may help strengthen donors’
giving practices and thereby promote more accountable charities.

Veterans Charities Responsiveness to BBB Wise Giving Alliance’s Requests for
Information

In order to evaluate national charities in relation to its Standards for Charity
Accountability, the Alliance requests that they complete a detailed online questionnaire
and file certain documents with us (such as a copy of the IRS Form 990, audited financial
statements, and latest annual report). If there is no response to the first letter within about
three weeks, another request is sent, once again asking for a response in three weeks. If
necessary, there is a third letter enclosing a draft report that states that the charity has not
provided current information. This letter says that the draft report will be distributed in
two weeks from the letter’s date and again invites the charity to provide information. The
first and third letters are sent by certified mail.
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The information we request has to do not only with a charity’s finances but with its
governance, the accuracy of its communications with the public, the content of its
website, its respect for donor privacy—and other aspects of charity operation that our
standards address.

Here I want to stress an important feature of our reporting. Participation in our
evaluation program is voluntary. While charities must file certain information, primarily
financial, with various government bodies, they have no obligation to file with the
Alliance. In our view, charities that file with us show that they are ready to go beyond
what is required by government to demonstrate their commitment to transparency.
Whether an Alliance evaluation concludes that a charity meets all standards or not, the
fact that the information on which it was based was supplied voluntarily lends it special
value.

As highlighted in an article that appeared in The Wall Street Journal this past Monday,
December 10™, overall, 70% of all the national charities that we contact provide the
requested information; 30% do not, this is up from 22% four years ago. There is no single
reason that charities do not disclose to us. In some cases, charities believe that obeying
the law and filing financial information with government agencies is transparency
enough. Others may choose not to participate because they don’t want the public to
know that they don’t meet BBB charity standards.

Currently, the Alliance reports on about 42 nationally soliciting veterans organizations
and I am dismayed to note that for veterans organizations, the nondisclosure rate is
significant higher than 30%. About 50% of the national veterans charities contacted by
the Alliance do not provide us with any of the requested information and materials to

complete our evaluations.

Unfortunately, most charities do not specify the reason(s) that they choose not to
participate in our evaluation program,

Of course this is not a statistic with validity beyond our reporting universe, since we have
not contacted all existing veterans organizations. Still, it strongly suggests that many
veterans charities have a way to go in demonstrating their accountability, and that donors,
often so emotionally responsive to veterans’ needs, should exercise care in deciding
which organizations to support.

Evaluating Veterans Charities in Relation to the 20 BBB Standards for Charity
Accountability

Of the national charities that provide requested information to the BBB Wise Giving
Alliance, on average, about 60-65% meet all of our standards and 35-40% do not meet
one or more of our standards. This overall evaluation statistic has remained fairly
consistent in recent years among the national charities that we evaluate.
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With respect to just the veterans charities, the Alliance’s evaluation conclusion
experience is significantly different — almost the exact opposite of the preceding national
charity average. About 62% of the veterans charities that provide requested information
do not meet one or more of our standards, while the remaining 38% meet all of our
standards.

It is difficult to ascertain for certain why this evaluation disparity exists. But we suspect
that one possible factor is that a number of the recent veterans charities evaluations we
have completed are about relatively new veterans organizations established within the
past three years. As aresult, some may be less familiar with the BBB charity standards.

In turn, the reasons that veterans charities do not meet BBB charity standards runs across
the spectrum of issues covered by these guidelines. Although financial ratios get
significant public attention, only about 20% of the veterans charities that provide
requested information to the Alliance do not meet our financial ratio tests. Specifically,
this includes the standard that calls for total program services expenses to be at least 65%
of total expenses (Standard 8) and the standard that calls for total fund raising expenses
not to exceed 35% of total contributions (Standard 9).

This also reflects the potential problem that financial ratios can result in a “false
positive.” In other words, the financial ratios may look impressive, but the charity may

not meet other accountability measures. Examples of Alliance evaluation findings on
veterans charities include such things as:

e Not having a board policy to review the CEO’s performance once every two
years.

e Not having a board approved conflict of interest policy.

¢ Not having a member of the governing board assigned the responsibility of
serving as the organization’s treasurer.

¢ Having more than 10% of the voting membership of the board being directly or
indirectly compensated.

e Having fewer than three meetings of the governing body in the past fiscal year.

¢ Not having a written policy stating that, at least every two years, an appraisal be
done assessing the organization’s performance and effectiveness.

e Not accurately reporting the charity expenses in its audited financial statements.

e Not including all of the recommended information on the charity’s website such
as electronic access to the IRS Form 990.
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= Not including a privacy policy on the charity’s website that includes
recommended basic privacy information.

The above listing of sample evaluation findings of veterans groups also underscores the
fact that BBB evaluations go beyond the information included in the IRS Form 990.
Access to that form alone will not enable the Alliance to complete a full evaluation in
relation to all of our charity standards.

Tips for Donors to Veterans Charities

The suggestions that follow are, like all the Alliance’s tips for donors, based on common
sense.

1. Mistaken Identity: Watch out for name confusion. Many veterans charities include
virtually the same words in different order or slightly different form.

2. Clear Program Descriptions: Look for a clear description of the organization’s
programs in its appeals and website. If it says it is helping veterans, does it explain how
(financial assistance, shelter, counseling), and where it is doing so?

3. Telemarketing Cautions: Telemarketing can be a costly method of fund raising unless
carefully managed. If called, do not hesitate to ask for written information on the
charities programs and finances.

4. On-the-Spot Donation Decisions: Be wary of excessive pressure in fund raising.
Don’t be pressured to make an immediate on-the-spot donation. Charities should
welcome your gift whenever you want to send it.

5. Donating Used Clothing and Other Goods? Find out how the charity benefits from the
collection and resale of used clothing and other in-kind gifts. Sometimes the charity
receives only a small portion of the resale price of the item or may have a contractual
arrangement to get a flat fee for every household pick-up, no matter what the contents.

6. Check with Qutside Sources Before Giving: In addition to charity monitoring
organizations, check with your state government’s charity registration agency, usually a
division of the attorney’s general office. Also, visit www.guidetar.org to get free access
to the IRS Form 990 of charities that file this form with the IRS.

In summary, while we are pleased to note that some veterans charities provide requested
information and meet all of our standards, there is a larger percentage that do not meet
one or more our standards. Perhaps more significantly about half of all the veterans
charities we contact do not provide any of the requested information to the BBB Wise
Giving Alliance. As a result, we encourage donors to exercise cautions in regard to their
solicitations. Failure to disclose information, however, does nothing to enhance the
confidence of donors, and seems especially egregious in organizations that purport to aid
those who have given so much.



BBB WISE GIVING ALLIANCE
STANDARDS FOR CHARITY ACCOUNTABILITY

PREFACE

The BBB Wise Giving Alliance Standards for Charity
Accountability were developed to assist donors in making
sound giving decisions and to foster public confidence in
charitable organizations. The standards seek to encourage
fair and honest solicitation practices, to promote ethical
conduct by charitable organizations and to advance sup-
port of philanthropy.

These standards replace the separate standards of the
National Charities Information Bureau and the Council of
Better Business Bureaus® Foundation and its Philanthropic
Advisory Service that were in place at the time the organi-
zations merged.

The Standards for Charity Accountability were developed
with professional and technical assistance from represen-
tatives of smaill and large charitable organizations, the
accounting profession, grant making foundations, corpo-
rate contributions officers, regulatory agencies, research
organizations and the Better Business Bureau system. The
BBB Wise Giving Alliance also commissioned significant
independent research on donor expectations to ensure that
the views of the general public were reflected in the
standards.

The generous support of the Charles Stewart Mott
Foundation, the Surdna Foundation and Sony Corporation
of America helped underwrite the development of these
standards and related research.

Organizations that comply with these accountability stan-
dards have provided documentation that they meet basic
standards:

* In how they govern their organization,
* In the ways they spend their money,
* In the truthfuiness of their representations, and

* In their willingness to disclose basic information
to the public.

These standards apply to publicly soliciting organizations
that are tax exempt under section 501(c)(3) of the Internal
Revenue Code and to other organizations conducting char-
itable solicitations. The standards are not intended to apply
to private foundations, as they do not solicit contributions
from the public.

The overarching principle of the BBB Wise Giving
Alliance Standards for Charity Accountability is full dis-
closure to donors and potential donors at the time of solic-
itation and thereafter. However, where indicated, the stan-
dards recommend ethical practices beyond the act of dis-
closure in order {o ensure public confidence and encour-
age giving. As voluntary standards, they also go beyond
the requirements of local, state and federal laws and regu-
lations.

In addition to the specific areas addressed in the standards,
the BBB Wise Giving Alliance encourages charitable orga-
nizations to adopt the following management practices to
further the cause of charitable accountability.

+ Initiate a policy promating pluralism and
diversity within the organization’s board,
staff and constituencies. While organizations
vary widely in their ability to demonstrate
pluralism and diversity, every organization
should establish a policy, consistent with its
mission statement, that fosters such
inclusiveness,

¢ Ensure adherence to all applicable local,
state and federal laws and regulations
including submission of financial
information.

¢ Maintain an organizational adherence to the
specific standards cited below. The BBB
Wise Giving Alliance also encourages
charities to maintain an organizational
commitment to accountability that
transcends specific standards and places a
priority on openness and ethical behavior in
the charity’s programs and activities.

GOVERNANCE AND OVERSIGHT

The goveming board has the uitimale oversight
authority for any charitable organization. This section
of the standards seeks to ensure that the volunteer
board is active, independent and free of self-dealing.
To meet these standards, the organization shall have:
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Syand.

1. A board of directors that provides adequate over-
sight of the charity's operations and its staffl. Indication
of adequate oversight includes, but is not limited to, regularly
scheduled appraisals of the CEO's performance, evidence of dis-
bursement controls such as board approval of the budget and
fund raising practices, establishment of a conflict of interest
policy and establish of acc ing pr sufficient to
safeguard charity finances.

2. A board of directors with a minimum of five voting
members.

ds for Charity AccounTabiliTy ne—

7. Submit to the org; ’s governing body, for its

approval, a written report that outlines the resuits of

the aforementioned performance and effectiveness
and r dations for future actions.

This section of the standards seeks to ensure that the

charity spends its funds honestly, prudently and in
accordance with statements made in fund raising
appeals. To meet these standards, the charitable
organization shall:

3. A minimum of three evenly spaced ings per
year of the full governing body with a majority in
attend with face-to-face participati A confer-

ence call of the full board can substitute for one of the three
meetings of the goveming body. For all meetings, alternative
modes of participation are acceptable for those with physical
disabilities,

4, Not more than one or 10% (whichever is greater)
directly or indirectly compensated person(s) serving as
voting member(s) of the board. Compensated members
shall not serve as the board's chair or treasurer.

5. No transaction(s) in which any board or staff mem-
bers have material conflicting interests with the charity
resulting from any relationship or business affiliation.
Factors that will be considered when concluding whether or not
a related party transaction constitutes a conflict of interest and if
such a conflict is material, include, but are not limited to: any
arm's length procedures established by the charity; the size of the
transaction relative to like expenses of the charity; whether the
interested party participated in the board vote on the transaction;
if competitive bids were sought and whether the transaction is
one-time, recurTing or ongoing.

MEASURING EFFECTIVENESS

An organization should regularly assess ils effective-
ness in achieving its mission. This section seeks ¥
ensure that an org ion has
goals and objectives in place and a defined process
in place to evaluate the success and impact of its
program(s} in fulfilling the goals and objectives of the
organization and that aiso identifies ways to address
any deficiencies. To meet these standards,
a charitable organization shall:

dofined i

6. Have a board policy of assessing, no less than every
two years, the organization's performance and effec-
tiveness and of determining future actions required to
achieve its mission.

Please note that standards 8 and 9 have different denominators,

8. Spend at least 65% of its total expenses on program
activities.

Formula for Standard 8:

Total Program Service Expenses
Total Expenses

should be at least 6§5%

9. Spend no more than 35% of pelated contributions
on fund raising. Related contributions include donations,
legacies and other gifts received as a result of fund raising
efforts.

Formula for Standard 9:

Total Fund Raising Expenses
Total Related Contributions

should be no more than 35%

10. Avoid accumulating funds that could be used for
current program activities. To meet this standard, the
charity's unrestricted net assets available for use
should not be more than three times the size of the past
year's expenses or three times the size of the current
year's budget, whichever is higher.

An organization that does not meet Standards 8, 9 and/or 10 may
provide evidence to demonstrate that its use of funds is reason-
able. The higher fund raising and administrative costs of a newly
created organization, donor restrictions on the use of funds,
exceptional bequests, a stigma associated with a cause and envi-
ronmental or political events beyond an organization's control
are among factors which may result in expenditures that are rea-
sonable aithough they do not meet the financial measures cited
in these standards.

11. Make available to all, on req p
financial statements prepared in accordance with gener-
ally pted Py

ting pri
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‘When total annual gross income exceeds $250,000, these state-
ments should be audited in accordance with generally accepted
auditing standards. For charities whase annual gross income is
less than $250,000, a review by a certified public accountant is
sufficient to meet this standard. For charities whose annual gross
income is less than $100,000, an internally produced, complete
financial statement is sufficient to meet this standard.

12. Include in the financial statements a breakdown of
expenses (e.g., salaries, travel, postage, etc.) that shows
what portion of these expenses was allocated to pro-
gram, fund raising and administrative activities.
If the charity has more than one major program category, the
schedule should provide a breakdown for each category.

13. Accurately report the charity's expenses, including
any joint cost atlocations, in its financial statements.

For example, audited or unaudited statements which inaccurate-
iy claim zero fund raising expenses or otherwise understate the
amount & charity spends on fund raising, and/or overstate the
amount it spends on programs will not meet this standard.

14, Have a board-approved annual budget for its cur-
rent fiscal year, outlining projected expenses for major
program activities, fund raising and administration.

FUND RAISING AND

INFORMATIONAL MATERIALS

A fund raising appeal is often the only contact a
donor has with a charity and may be the sole impe-
tus for giving. This section of the standards seeks to
ensure that a charity's representalions to the public
are accurate, complele and respectful. To meet
these standards, the charitable organization shalil:

15. Have solicitations and informational materials,
distributed by any means, that are accurate, truthful
and not misleading, both in whole and in part. Appeals
that omit a clear description of program(s) for which contributions
are sought will not meet this standard.

A charity should also be able to substantiate that the timing and
nature of its expenditures are in accordance with what is stated,
expressed or implied in the charity’s solicitations.

16. Have an annual report available to all, on request,
that includes:

st

(a) the organization's
(b) a summary of the past year's program service
accomplishments,

(c) a roster of the officers and members of the board of
directors,

Standands for Charity Accountability eemm——

) fi ial infor that includes:

{i) total income in the past fiscal year,

{ii) expenses in the same program, fund raising and
administrative categories as in the financial
statements, and

(iii) ending net assets,

17. Include on any charity websites that solicit contri-
butions, the same information thatis r ded for
annual reports, as well as the mailing address of the
charity and electronic access to its most rccent IRS
Form 990,

18. Address privacy of donors by

(a) providing in written appeals, at least annually, a
means (e.g., such as a check off box) for both new and
continuing donors to inform the charity if they do not
want their name and address shared outside the orga-
nization, and

concerns

(b) providing a clear, prominent and easily accessible
privacy policy on any of its websites that tells visitors

(i) what information, if any, is being collected about
them by the charity and how this information will
be used,

{if) how to contact the charity to review personal
information collected and request corrections,

{iii) how to inform the charity (e.g., a check off box)
that the visitor does not wish his/her personal
information to be shared outside the organization,
and

{iv) what security measures the charity has in place to
protect personal information.

19. Clearly disclose how the charity benefits from the
sale of products or services (i.e., cause-related market-
ing) that state or imply that a charity will benefit from
a consumer sale or transaction. Such promotions
should disclose, at the point of solicitation:

(a) the actual or anticipated portion of the purchase
price that will benefit the charity (e.g., 5 cents will
be contributed to abc charity for every xyz
company product sold),

(b) the duration of the campaign (e.g., the month of
October),

(c) any maximum or guaranteed minimum contribu-
tion amount (e.g., up to a maximum of $200,000).

20. Respond promptly te and act on complaints
brought to its attention by the BBB Wise Giving
Alliance and/or local Better Business Bureaus about
fund raising practices, privacy policy violations and/or
other issues.

Copyright 2003, BBB Wise Giving Alliance, 4200 Wilson Bivd., Suite 800, Arlington, VA, 22203, www.give.org
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Chairman WAXMAN. Thank you very much.

Thank you very much, all of you, for your testimony.

The purpose of this hearing is to examine whether donations to
veterans’ charities are getting to the people who need them. So,
Mr. Weiner, your view is that of all the charities, the veterans’
charities seem to be the most out of line in terms of the small
amount of money that is actually going to veterans’ care. Is that
an accurate statement?

Mr. WEINER. I don’t know if I could say if they are the most out
of line because we evaluate so many different types of organiza-
tions, but clearly in what we have seen there is less of a degree
of cooperation with our self-regulatory process. About half of them
don’t even send us information on request and a higher degree of
non-compliance with the standards that we have. So, yes, I would
agree that is an issue that concerns us as well.

Chairman WAXMAN. Mr. Borochoff, what would you say is an ap-
propriate proportion of the resources a charity is spending on fund-
raising? Would you give us a number you think is OK to spend on
fundraising?

Mr. BoroCHOFF. Well, it should be $35 or less. The problem is
charities are saying things. They are labeling things. They are dis-
guising their fundraising costs and calling them programs.

Chairman WAXMAN. Well, we put together a chart based on what
these veterans’ charities spend on fundraising and program serv-
ices, and I would like to put it on the screen. The chart is based
simply on the numbers that they report on their Form 990 reports
to the IRS.

Mr. Friend, in fiscal year 2006, you reported to the IRS that ap-
proximately 59 cents of every dollar donated to American Veterans
Coalition was spent on fundraising costs.

Ms. Seman, according to your tax returns, approximately 71
cents of every dollar donated to Disabled Veterans Associations in
fiscal year 2006 went to pay for fundraising and not for programs.

In fact, that is what you reported to the IRS, but these numbers
are actually worse because your organizations count many of your
fundraising materials as program activities. Mr. Borochoff men-
tioned that.

You call them program activities that help veterans when you
send out a solicitation that includes some language about the
plight of veterans or when you say that the fundraising letter is ac-
tually a charitable service because it is educating the public about
the plight of veterans.

Let me give you some examples. Well, one is American Veterans
Coalition, and it has information about the plight of the veterans
themselves, the face of veterans in need.

So, when you report to the IRS, you report only a portion of the
costs to produce this mailer under fundraising. That is allowed
under the accounting rules. Am I right about this, Ms. Seman?

Ms. SEMAN. Yes, you are correct.

Chairman WAXMAN. And, Mr. Friend?

Mr. FRIEND. Yes, I agree.

Chairman WAXMAN. So, Mr. Borochoff, what do you think of
these practices when they claim that some of the fundraising costs
are actually services to the veterans?
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Mr. BOROCHOFF. The donors don’t know this is what is going on,
and I think the charity ought to tell the public when they solicit
money, to say that 80 percent of the money is going to pay for the
solicitation that you are reading.

The accounting rules are very flexible, and they allow for a lot
of different ways of reporting this information.

Chairman WAXMAN. Well, we made a chart that indicates what
the actual figures would be if you claimed that these are fundrais-
ing expense and not the services for veterans.

We look at these numbers, and it is clear that the American Vet-
erans Coalition is spending over three-quarters of the money it
raises on fundraising expenses, salaries and overhead. Less than
25 cents of every dollar goes to help veterans.

The numbers are even worse for Disabled Veterans Associations.
Over 90 percent of the money you raise goes to fundraisers. Less
than 10 percent actually helps veterans.

Mr. Friend and Ms. Seman, how can you justify what you are
doing? The money you are raising is enriching the fundraisers and
yourselves, and virtually none of it is going to actually helping the
veterans when you look at such a small percentage for actual serv-
ices?

Mr. FrRIEND. In a sense, that is true. Unfortunately, the only way
a small startup charity can exist and move into the spectrum of
making direct support with its own tap base is by using profes-
sional fundraisers. Their fees are exorbitant. I mean we are prob-
ably between 80 and 85 percent with any professional fundraiser
that we bring into our fold.

We do want their tap base. We want to use it for traditional mail
later on. We want to mail and raise money under our own guise,
not with professional fundraisers, and we are trying to move into
other programs so those numbers can reflect true numbers and not
what you are talking about.

Chairman WAXMAN. Well, how long have you been in existence?

Mr. FRIEND. I am sorry?

Chairman WAXMAN. How long has your organization been in ex-
istence?

Mr. FRIEND. We incorporated in 2002.

Chairman WAXMAN. So, for 5 years, you used professional fund-
raisers.

Mr. FrRIEND. That is correct.

Chairman WAXMAN. Ms. Seman, how long have you been in ex-
istence, and how can you justify this kind of expenditure, less than
10 percent going to help veterans?

Ms. SEMAN. Part of the problem we have found is these fund-
raisers ask for very long contracts with exclusive and non-compete
clauses in them and, across the board, every telemarketer and
every direct mail I researched asked us for the same thing. We get
locked into these long contracts, and we can’t get out, and we have
no other means of raising money on our own.

Chairman WAXMAN. Well, it is not just small startup charities.
Mr. Chapin’s group raised, what was it, $98 million. They have
been around for some time. Less than 10 percent is gong to help
veterans in that organization.
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So I find it unconvincing that small startups need this extra ex-
penditure when so little is actually going to the veterans.

Mr. Davis.

Mr. DAVIS OF VIRGINIA. Thank you.

I am not sure where to start. It is not that the groups may not
be trying to help veterans, but the fact is that people who are do-
nating need to understand that their money is not going to help
veterans. That is really the problem, and maybe they want to put
it somewhere else where their money would go directly.

So I don’t want to question anybody’s motives in terms of what
they are trying to do, but the people out there who are soliciting.
Many of them are seniors on fixed incomes, but they just want to
do something to help people who have given some to their country.
They send you $10 and less than $1 is going directly to help veter-
ans in some cases.

Ms. Seman, what is the Disabled Veterans Associations going to
do in the next year to try to improve the fundraising ratios we have
talked about?

Ms. SEMAN. We are still deciding what we are going to do, but
we are not going to hire another professional. We are going to do
it on our own.

Mr. DAVIS OF VIRGINIA. I mean your argument, as I understand,
is you have a higher net by going with a professional route.

Ms. SEMAN. Right.

Mr. DAVIS OF VIRGINIA. I understand that. You want to help peo-
ple. You have more money to hand out and do public good. Our job
here is not just to look after the end result but also to look at the
people how are donating, and that is really our concern.

Mr. Friend, what are you going to do next year?

Mr. FRIEND. We are looking into some conservative events. It
wouldn’t be a golf event because of inclement weather or something
like that, where we would be trapped into a lot of expenses and not
being able to raise the money, for instance. We want something
that can be a proven winner for us.

We are raising money, starting to raise money on our own with-
out professional fundraisers. We think that can be or that will be
a big step forward. However, it is quite surprising when you look
at those numbers even in-house, how much it actually costs to raise
money even on your own when you take into account the printing
and the envelopes.

Mr. DAvIS OF VIRGINIA. Mr. Friend, you are talking up here to
someone who has been chairman of the Republican Campaign Com-
mittee in the House for two cycles and knows something about di-
rect mail and phone solicitation and Mr. Van Hollen, who is the
current Democratic Chair.

Mr. FRIEND. Well, I was speaking from my perspective.

Mr. DAvis OF VIRGINIA. Well, it is the same. In fact, we have
more restrictions.

I understand. I mean I understand the difficulty, but I think at
the end of the day, what we look at is the people that you are solic-
iting and what they are giving and should they, in fact, know that
their money is not going for the intent that it is solicited.

Let me ask this, Mr. Friend. How many other charitable organi-
zations do you have?
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Mr. FRIEND. We have three other organizations.

Mr. DAVIS OF VIRGINIA. Are they all about the same in terms of
using the same outsourcing for raising money?

Mr. FRIEND. That is correct.

I am sorry. You mean professional fundraising?

Mr. DAVIS OF VIRGINIA. Yes.

Mr. FRIEND. Yes.

Mr. DAvVIS OF VIRGINIA. You use the same fundraiser for all the
groups?

Mr. FRIEND. No. Some, we do.

Mr. DAVIS OF VIRGINIA. In 2005, the Hartford Courant did an in-
vestigative story on veterans’ charities. It is still on the Charity
Navigator Web site, which is another charity watchdog group.

Your charity is mentioned first as paying staggering costs to a
telemarketer that pocketed 85 percent of every dollar you raised.
This is back in 2003. Is that correct?

Mr. FRIEND. Yes, I think so.

Mr. Davis oF VIRGINIA. What would you do to correct that?
Would you change?

Mr. FRIEND. Well, we are starting to work on traditional mail,
traditional and direct mail.

Mr. DAVIS OF VIRGINIA. Let me just ask this. Are you still using
that same telemarketer?

Mr. FRIEND. I can’t answer that accurately because I would have
to go look. I don’t have those numbers or those telemarketers in
front of me if they are still——

Mr. DAvVIS OF VIRGINIA. Mr. Borochoff, can you add? Can you
shed any light on that, Mr. Borochoff?

Mr. BOROCHOFF. It is the same telemarketer.

Mr. FRIEND. Sir, what is your question?

Mr. DAVIS OF VIRGINIA. I guess my question is if you have a tele-
marketer that you are hiring that is taking 85 percent for every
dollar?

Mr. FRIEND. Yes. Yes, we do.

Mr. DAVIS OF VIRGINIA. You are still using them?

Mr. FRIEND. Yes, we do.

Mr. DAvVIS OF VIRGINIA. Do you think that is fair to the donors
that are solicited?

Mr. FRIEND. I don’t think it is fair at all. I think it is the only
way for a startup charity to generate enough money to spread its
wings and be able to fly independently of using professional fund-
raisers. I know.

Mr. DAvis OF VIRGINIA. That was 2003. You are no longer a
startup, and you have three other charities going.

Mr. FRIEND. No, we are not a startup. It just takes a long, quite
grueling number of years to get where you are independent, a lot
longer than any of us wish it would.

Mr. DAvIS OF VIRGINIA. The IRS 990 form for the American Vet-
erans Coalition tells a sad story provided based on donations re-
ceived. In 2003, it says nothing went to veterans. In 2004, 1.4 per-
cent.

What improvements are you making to see that more of the
money you raise goes to veterans programs and, in general, what
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percentage of money you raised this past year do you think will go
directly to veterans services, not solicitation costs?

Mr. FrRIEND. I don’t think our numbers are going to be that much
better. They are a little better this year, but next year they should
probably improve, and if they don’t improve every year, quite
frankly, we are in the wrong business.

Mr. DAVIS OF VIRGINIA. You can say that again. Thank you.

Chairman WAXMAN. Thank you, Mr. Davis.

Mr. Van Hollen.

Mr. VAN HOLLEN. Thank you, Mr. Chairman.

In your statement, Mr. Friend, you said that nobody is forced to
contribute to your organization.

Mr. FrRIEND. That is correct.

Mr. VAN HOLLEN. That, of course, is true. They want to contrib-
ute to your organization because you solicit them on the phone,
telling them they are going to do good things for veterans.

In fact, the Hartford Courant that my colleague, Mr. Davis, re-
ferred to in 2005 has part of the script: the American Veterans Co-
alition is dedicated to helping veterans right here, fill in the name
of the State, who are homeless or in desperate need. The founda-
tion provides assistance to these veterans in the form of food, shel-
ter, clothing, job search assistance and any other reasonable re-
quest.

That is why people are giving to you because they think the
money that is going to you when they give you a dollar, that most
of it 1s going to help veterans, and so I think a lot of them would
be very surprised and extremely disturbed to find out exactly what
is going on.

Now, as I understand it, you have been at this, as you described
it, a business, for a very long time. Beginning in 1999, you founded
a non-profit called Abundant Life Foundation in California. Is that
correct?

Mr. FrRIEND. That is correct.

Mr. VAN HOLLEN. When you did that, you hired a man named
Mitch Gold to conduct a telemarketing fundraising for your organi-
zation. Is that correct?

Mr. FrRIEND. That is also correct.

Mr. VAN HOLLEN. Mr. Gold, as I am sure you know, a notorious
figure in the world of charitable organizations. In fact, in 2002, a
Federal judge sentenced him to 8 years in prison for charity fraud
before he was caught, he was apparently making $10 million a
year, operating dozens of non-profit organizations. Those were sup-
posed to be helping firefighters, police officer, children and veter-
ans.

The Orange County Register, a newspaper in California, of
course, characterized you as part of Mr. Gold’s “money machine.”
Do you recall that article?

Mr. FRIEND. Of course, it is completely incorrect.

Mr. VAN HOLLEN. But you hired him. Let me just say this. They
are saying here he went to prison in 2002. You moved to Washing-
ton State, as I understand it. Is that correct?

Mr. FrRIEND. That is correct.

Mr. VAN HOLLEN. And began four operations, charitable oper-
ations: National Association for Disabled Police Officers, the Dis-
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abled Firefighters Foundation and the Children’s Cancer Assist-
ance Program. Is that correct?

Mr. FrRIEND. That is correct.

Mr. VAN HOLLEN. These groups, you have testified, operate
under the same sort of approach with the telemarketers? Is that
right?

Mr. FRIEND. Yes.

Mr. VAN HOLLEN. How is it that you are really being that dif-
ferent in the sense of Mr. Gold’s kind of operation?

It sounds like you set up businesses that are very appealing to
the public, charities from children’s cancer on the one side to veter-
ans, and you are raising a lot of money, but very little of that
money is going, at the end of the day, to the people who all those
callers, who want to help, hope it will go to.

Mr. FRIEND. I can’t speak for Mitchell Gold. I wasn’t a disciple
of his, and a lot of the things that were written are incorrect inso-
much as they say I was a pupil or he was a mentor. That is totally
incorrect.

He raised money for us when we first got into this business. Un-
beknownst to the way we should do it, he gave us a contract, if I
recall, where he gave us so much money a week and he kept the
difference. He even went so far as doing his own banking, as con-
ducting his own banking. That is a deal-breaker for us.

If we can’t control the purse strings and the banking and know
where this money is going and can account for everything, we don’t
want anything to do with anybody in any other way, shape or fash-
ion.

Mr. VAN HOLLEN. Let me ask you this, Mr. Friend. If you had
a choice as an individual to give between two charitable organiza-
tions, one of which gave a lot more to the ultimate beneficiary than
the other, you would choose the one with the ultimate gain, right?

Mr. FRIEND. I would give to the one that gave a lot more.

Mr. VAN HOLLEN. There are lots of organizations out there to
help veterans, isn’t that right?

Mr. FRIEND. True.

Mr. VAN HOLLEN. A lot of them give more of every dollar that
is contributed to the veterans services, isn’t that right?

Mr. FrRIEND. That is correct.

Mr. VAN HOLLEN. So, as an individual, you would give to one of
these other organizations before your organization, isn’t that right?

Mr. FRIEND. At this time, I would. I hope that in the future we
grow into the area where you will want to give to our organization.

Mr. VAN HoLLEN. Well, I think it is clear you would not, as an
individual, trying to make sure your moneys were used to the help
benefit veterans.

Mr. FRIEND. At this time.

Mr. VAN HOLLEN. Let me ask you this. Do you have any objec-
tion to disclosing publicly on a Web site or your materials how
much of every dollar goes to fundraising operations and costs, in-
cluding the ones Mr. Waxman raised with respect to the literature,
and how much actually goes to veterans? Do you have any objec-
tion to that?

Mr. FRIEND. Well, we certainly do it over the phone. I don’t know
how.
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Mr. VAN HOLLEN. Oh, you call over the phone and you tell people
that only 15 cents.

Mr. FRIEND. No, no. If someone asks us the question.

Mr. VAN HOLLEN. I am asking you if you have any objection to
putting on your Web site or on your literature that you send out
exactly how much is actually going to the veterans. Do you have
an objection to that?

Mr. FrRIEND. I wouldn’t be happy with it, but I suppose I would
adhere to it.

Mr. VAN HOLLEN. Right. Why wouldn’t you be happy telling peo-
ple how their money is being spent?

Mr. FRIEND. Because, unfortunately, all the charities in the coun-
try do hide behind what they call joint cost allocation, and the only
way you can grow to a point where you can begin to utilize that.

Mr. VAN HOLLEN. But you wouldn’t mind if all charities had to
disclose, you are saying, if all charities had to disclose?

Mr. FRIEND. Oh, if all charities did? Absolutely not.

Mr. VAN HOLLEN. Right, but then everybody would know that
less of the money they gave to you went to veterans than other or-
ganizations, correct?

Mr. FRIEND. I think that would be all right as long as it is the
same playing field for everyone.

Mr. VAN HOLLEN. I think it is important for people to know
where there is money going. We want to make sure that people
have confidence that when they are contributing to veterans, it is
going to veterans.

Mr. FRIEND. No. I agree as long as it was the same playing field.

Mr. VAN HOLLEN. Thank you, Mr. Chairman.

Chairman WAXMAN. Thank you, Mr. Van Hollen.

Mr. Burton.

Mr. BURTON. Yes, I just have a couple questions.

I was interested. This Mr. Mitch Gold, how did you meet that fel-
low?

Mr. FRIEND. I met him through an individual that was working
at the time for Shiloh Ministries, that wanted to bring in some
products from China. At the time before the advent of the Internet,
it was much easier to broker and act in a broker capacity.

Mr. BURTON. Had he had any trouble with the law before he af-
filiated himself with you?

Mr. FRIEND. I wasn’t privy to that, sir.

Mr. BURTON. Did you do any kind of a background check on him
or anything?

Mr. FRIEND. No, no, I didn’t. No.

Mr. BURTON. When you are talking about the kinds of money
that you are talking about, it seems to me that you would want to
know whether or not somebody has some kind of a problem.

Mr. FRIEND. Now, we do.

Mr. BURTON. You do now?

Mr. FRIEND. Now.

Mr. BURTON. How much did he get away with? They estimate
$10 million before he went to jail?

Mr. FrRIEND. Well, again, I am not privy to the background on
what exactly happened to Mitch Gold. I know it was a lot, but at
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that time I didn’t know. I didn’t have knowledge of it. That is all
I can attest to.

Mr. BURTON. But when you are talking about that kind of
money, I mean I had a business, and I didn’t deal with anything
like that, and we sure checked everybody out before I did business
with them.

Mr. FRIEND. Well, again, that was when we first got into the
business, and we were given so much a week.

Mr. BURTON. How about these new charities that you have? Do
you check the people out that you are dealing with there?

Mr. FrRIEND. Yes, we do, and I also make a point of going when-
ever I can, as possible, and lumping some of these vendors to-
gether. I make a point of going out and visiting their organizations,
looking at the way they raise money, and I pay some pretty close
scrutiny to it.

Mr. BURTON. I just want to followup with one more question, and
I will yield to Mr. Shays.

That is I don’t understand why all the charities don’t divulge
when they are soliciting money, the amount of money and the per-
cent that is going to go to the charity involved. I think everybody
ought to do that.

I know it would discourage some people from giving to some
charities. I mean I saw some on this list I have given money to that
I wouldn’t after that. But if everybody did it, I think that the pub-
lic deserves to know that.

I know it would be a difficult thing for some of you folks out
there because of the margin of profit that you are making, but I
think that is one of the things we ought to look at legislatively.

In the Supreme Court decision, did they say anything about, in
any of those decisions, that you did not have to divulge the amount
of money that was being used for overhead and the amount that
was going to the charity? Was there anything in any of the deci-
sions?

Mr. FRIEND. Is this directed to me?

Mr. BURTON. Any of you?

Mr. BoroCHOFF. Well, what is interesting about that decision, as
longoas you don’t go out and lie and specify a certain amount, you
are OK.

Mr. BURTON. What I am wondering is it has not been tested in
the court that the legislative branch of Government could mandate
that the percentage that is going for the charity and the percentage
that is going for overhead be divulged. What I am trying to make
is it has not been tested in court from what I have heard today.

Mr. BOROCHOFF. There has been like four cases, four Supreme
Court cases, to my knowledge, concerning this issue, as a first
amendment issue, highly controversial.

Mr. BURTON. In that first amendment issue you are talking
about, did it say specifically that they did not have to be required
to divulge the amount that was going for overhead and the amount
that was going for the charity.

Mr. BOROCHOFF. Yes, at point of solicitation, they are not re-
quired to.

Mr. BURTON. So, they are not required to, and the Supreme
Court upheld that? All right, OK.
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I yield back.

Chairman WAXMAN. Thank you, Mr. Burton.

Mr. Cummings.

Mr. CuMMINGS. Thank you very much, Mr. Chairman.

I must tell you, Mr. Friend and Ms. Seman, that this testimony
has been a bit painful and, in my opinion, you give reputable char-
ities a bad one. That is why I want to ask Ms. Carroll just a few
questions about TAPS.

Ms. Carroll, it appears to be more efficient and they seem to be
more efficient at fundraising. We have heard that many of these
other organizations use for-profit corporate fundraisers to do direct
mail and telemarketing solicitations and, as a result of those pro-
fessional solicitors, keep 80 to 90 percent of the contributions. Did
you hear that testimony?

Ms. CARROLL. Yes, sir.

Mr. CuMMINGS. I understand that TAPS does not currently use
a for-profit fundraising company to raise its money, but you did try
it at one time. Is that correct?

Ms. CARROLL. Yes.

Mr. CumMINGS. Why did you first decide to try raising money
through a for-profit direct mail campaign?

Ms. CARROLL. We were approached by the firm, and they gave
a very compelling case for this being a solid way to raise money.
One of our sister organizations that I mentioned in my testimony,
COPS, Concerns of Police Survivors, does use that. We tried it for
a year. We found the percentage far too high and terminated that
agreement.

Currently, we have an in-house development director. She is the
surviving sister of Captain Blake Russell, who was killed in Iraq,
and not only is she now raising money for us internally, but it is
also part of her healing.

Mr. CUMMINGS. She probably has a passion for it.

Ms. CARROLL. She absolutely does. When she is connecting with
our donors and with our families, she is connecting from the heart.

Mr. CuMMINGS. Now what kind of promises did your fundraiser
make, the telemarketing fundraiser make to you?

Ms. CarRrROLL. Well, that over time, as they build a house file
from the direct mail, there would be quite a bit of money, revenue
coming in. After seeing this in place for a period of approximately
1 year, we determined this was not an appropriate way for us to
be managing, and the ratio was far, far too off, and it did damage
our ratio for a period which we are very, very disturbed about.

Mr. CUMMINGS. Well, let me ask you this. How much money did
you make under the telemarketer? How much money did you
make?

Ms. CARROLL. If I could just defer to our CFO here.

Mr. CUMMINGS. Sure.

Ms. CARROLL. It is upsetting to say that our income was approxi-
mately $50,000 to their total of $500,000.

Mr. CuMMINGS. Wait a minute. Let me get this right. I know I
didn’t hear that right.

Let me get this right. They got $500,000, and you got $50,000?

Ms. CARROLL. Yes, sir, that is correct.

Mr. CUMMINGS. Jiminy Christmas.
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Ms. CARROLL. And we terminated that very quickly, and it was
a regrettable experience.

Mr. CuUMMINGS. You did something that Ms. Seman just talked
about, and she said that it was almost impossible to terminate
these agreements and they had to be long range. Did you find that
they were requiring long range agreements?

Ms. CARROLL. They did, and we terminated immediately upon
making the board decision.

MI(; CUMMINGS. So provisions in your contract allowed you termi-
nate?

Ms. CARROLL. Yes.

Mr. CuMMINGS. They did pretty good now in a year. Was it a
year? How many years?

Ms. CARROLL. It was approximately 1 year.

Mr. CUMMINGS. In 1 year, they made $450,000.

Ms. Carroll, what methods are you using to raise now? I think
you told me that a minute ago.

Ms. CARROLL. We have one of our most successful fundraisers is
the Marine Corps Marathon. We have a team in which every run-
ner honors a fallen service member. Many of those runners are
themselves, surviving families. They run. This year, we raised over
$200,000.

Mr. CUMMINGS. So that is a much better rate.

Ms. CARROLL. Yes. Yes, that is a wonderful rate, and the really
glreat thing about the program is we are bringing together the fam-
ilies.

Mr. CUMMINGS. Last but not least, Ms. Seman and Mr. Friend,
I am so glad you had an opportunity to hear that testimony. Per-
haps we can improve on your performance. Perhaps we can see
more money going to the appropriate folks.

You say you have no other option than to use direct mail and
telemarketing, but that is not true, is it?

Ms. SEMAN. I never said I had no other option. I said I was
locked into a contract for right now and that we weren’t going to
do that in the future. That is what I said.

Chairman WAXMAN. Mr. Cummings, I am going to have that as
a question that you put out there rather than get the answer be-
cause I think it is the kind of question that we all should think
about.

Mr. Shays.

Mr. SHAYS. Thank you, Mr. Chairman.

Ms. Seman, you are under oath. Mr. Friend, you are under oath.
All of you are under oath.

Ms. Seman, how much do you make? How much does anyone in
your family make from this?

Ms. SEMAN. I make $85,000 a year; none of my family members.

Mr. SHAYS. You make $85,000 a year?

Ms. SEMAN. Yes.

Mr. SHAYS. Mr. Friend, I want to know how much you make
overall from all four of your charities.

Mr. FRIEND. Myself?

Mr. SHAYS. Yes.

Mr. FRIEND. About $85,000.

Mr. SHAYS. How much does any of your family members make?
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Mr. FRIEND. My wife makes about the same.

Mr. SHAYS. Not about, I want to know what she makes.

Mr. FRIEND. About $85,000. I think we made a hundred

Mr. SHAYS. Does anybody else in your family make any money
from this?

Mr. FRIEND. Yes.

Mr. SHAYS. Who else?

Mr. FRIEND. A small amount, my father-in-law works in a capac-
ity of working in the office in regard to

Mr. SHAYS. Anybody else in your family?

Mr. FRIEND. No.

?Mr. SHAYS. Do any of you get a kickback from the firms that do
it?

Mr. FRIEND. No, no.

Mr. SHAYS. Do you get a kickback from anyone?

Mr. FRIEND. No.

Mr. SHAYS. Do you make money from any other source?

Mr. FRIEND. No.

Mr. SHAYS. Ms. Seman, I don’t understand why you just don’t get
rid of your foundation.

Ms. SEMAN. We are in the process of doing that right now.

Mr. SHAYS. Just dissolve it.

Ms. SEMAN. We are in the process.

Mr. SHAYS. Yes, yes.

Mr. Friend, I think it is just bull that you have to hire these
folks to do your calls. I think it is a ripoff to the public, and I think
you are in the business just to make money. I don’t think you are
there to help cancer patients, the police or the veterans.

You tell me how I should believe you are in the business to help
people.

Mr. FRIEND. Unless our numbers can start to prove otherwise,
then I would agree with you, and I think that I wouldn’t stay in
the business unless I felt that our numbers were going to.

Mr. SHAYS. You have been in the business too long to make that
statement. You have been in the business over 5 years.

Mr. FrRIEND. That is correct.

Mr. SHAYS. Yes, well, it is pretty pathetic.

Mr. Chairman.

Chairman WAXMAN. Thank you very much, Mr. Shays.

We thank all the witnesses for being here today.

We are going to have another hearing in January, and we are
going to work on this issue because it is one I think we owe to our
veterans and all of the people who give to charities.

Thank you for being here.

The committee stands adjourned.

[Whereupon, at 1:15 p.m., the committee was adjourned.]







ASSESSING VETERANS’ CHARITIES—PART 11

THURSDAY, JANUARY 17, 2008

HOUSE OF REPRESENTATIVES,
COMMITTEE ON OVERSIGHT AND GOVERNMENT REFORM,
Washington, DC.

The committee met, pursuant to notice, at 10 a.m., in room 2154,
Rayburn House Office Building, Hon. Henry A. Waxman (chairman
of the committee) presiding.

Present: Representatives Waxman, Davis of Virginia, Cummings,
Tierney, Watson, Lynch, Yarmuth, Braley, Norton, Van Hollen,
Sarbanes, Burton, Shays, Platts, Cannon, Duncan, Issa, Bilbray,
and Sali.

Staff present: Phil Schiliro, chief of staff; Phil Barnett, staff di-
rector/chief counsel; Karen Lightfoot, communications director and
senior policy advisor; David Rapallo, chief investigative counsel;
John Williams, deputy chief investigative counsel; Suzanne
Renaud, Susanne Sachsman, and Stacia Cardille, counsels; Earley
Green, chief clerk; Teresa Coufal, assistant clerk; Caren Auchman,
press assistant; Ella Hoffman, press agent; Leneal Scott, informa-
tion systems manager; Kerry Gutknecht and Miriam Edelman,
staff assistants; Matt Siegler, special assistant; David Marin, mi-
nority staff director; Larry Halloran, minority deputy staff director;
Keith Ausbrook, minority general counsel; Grace Washbourne, mi-
nority senior professional staff member; Nick Palarino, minority
senior investigator and policy advisor; Patrick Lyden, minority par-
liamentarian and member services coordinator; Brian McNicoll, mi-
nority communications director; Benjamin Chance, minority clerk;
Ali Ahmad, minority deputy press secretary; and Todd Greenwood,
minority research assistant.

Chairman WAXMAN. The meeting of the committee will please
come to order.

This is the second hearing our committee is holding on how vet-
erans’ charities raise and spend their money.

This issue matters a great deal. More than 4,000 Americans have
been killed in Iraq and Afghanistan and thousands more are com-
ing home with debilitating physical and psychological injuries. Our
country owes these heroes honor and genuine gratitude. If these
soldiers and their families face crippling financial burdens as a re-
sult of their service, we owe them generous help there, too.

Our December hearings show that countless Americans are ready
and willing to help. They are selflessly donating hundreds of mil-
lions of dollars to charities that purport to help veterans. They are
trying to help those who gave such tremendous sacrifice for us all.
Many of the charities are doing invaluable work and spend most
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of the dollars they receive directly on veterans. Other organiza-
tions, however, engage what I think is an intolerable fraud. Most
of the millions they receive never reach veterans or their families.
Instead, the groups waste those contributions on bloated overhead
costs and self-enrichment.

We were privileged at our December hearing to receive testimony
from Ed Edmundson, the father of a soldier who was seriously
wounded in Iraq. He told us about the great challenges families
like his face as they try to get their loved ones the care they de-
serve. He told us this: “My son, as well as the other thousands of
injured soldiers from this war or any other war, they are not a
commodity. Organizations come to us to offer assistance. We gladly
welcome them to aid in our quest. But I don’t think it is right that
you can use these soldiers as commodities to raise funds and, as
an organization, to say that you are raising funds to aid all of the
thousands of soldiers and then turn around and give a small per-
centage of that to what you are saying that you are going to do
with the contributions.”

Well, Mr. Edmundson’s concern is why we held our first hearing
and why we are holding our hearing today. Although we had in-
vited Roger Chapin, who has operated a number of veterans’ and
military charities over the past 40 years, to join us in December,
he refused to attend voluntarily and he evaded service of a sub-
poena by Federal Marshals. I am glad Mr. Chapin reconsidered his
position for this hearing. His charities raised over $168 million
from 2004 to 2006. But our analysis reveals that only 25 percent
of that money was spent on veterans.

During those 3 years, Mr. Chapin and his wife received over $1.5
million in compensation from his groups and received hundreds of
thousands of dollars more in reimbursements. My staff prepared a
memorandum that provides an analysis of the funds received by
Mr. Chapin’s charities and how they were used. Without objection,
that memorandum and the documents it cites will be made part of
the hearing record.

[The information referred to follows:]



129

TOM DAYIS, VIFIGING,
N CALFOR RARKING MIGRITY MEMGER
05, GALIFORNIA ‘ONE HUNDRED TENTH CONGRESS AN BURTON, iNDIANA
EOOLPS TS, NEw 0rK GHRISTOPHER SHAYS, CONNECTICUT

JOHN M, McHUGH, NEW YORK

el Congress of the United States SR,

DENNIS J. KUCINICH, Ot TODD RUSSELL PLATTS, PENNSYLVANIA

DANNY K. DAVIS, LLINGIS P :}::;‘SJD;NMON, VE”TENNEQEE
SO TENEY, MASSACHUSETTS House of Repregentatibes P
e ST SN, Cr oA DARFELL £. IS8, GALIFORNIA
STEPHER 1, MASSA KENNY MARCHANT, TEXAS
Sroan TR, N Yo T COMMITTEE ON OVERSIGHT AND GOVERNMENT REFORM SRR ceonn
JOHN A. YARMUTH, KENTUCKY . Mc 3
s O, 2157 RAYBURN HousE OFFICE BuiLDING R onowA
RICT OF COLUMBIA BILL SAL), 0AHO
BT COLLUN, MARESOTA WASHINGTON, DC 20515-6143 M LOROAN, DHO
JiM COOPER, TENNESSEE

INE
CHRIS VAN HOLLEN, MARYLARD WhoRTY (02) 225-505¢
Facsaaie (202) 2254784

PALIL W. HOCES, NEW HAMPSHIRE
GHRISTOPHER S, MURRHY, CONNECTICUT Mepy 02} 225-5074
JCHN P. SARBANES, MARYLAND
PETER WELCH, VERMONT ‘www.oversight house.gov
MEMORANDUM
January 17, 2008

To: Members of the Committee on Oversight and Government Reform
Fr:  Majority Staff

Re:  Additional Information about the Activities of Roger Chapin’s Charitable
Organizations

In preparation for today’s hearing, Committee staff have reviewed documents related to
two veterans’ charities operated by Roger Chapin: Help Hospitalized Veterans and the Coalition
to Salute America’s Heroes Foundation. This memorandum summarizes what these documents
reveal about how the funds raised by these organizations have been spent.

Over a three-year period from 2004 through 2006, Mr. Chapin’s charities raised more
than $168 million in donations on behalf of veterans. Only a fraction of this amount
(approximately 25%) has been expended on goods and services for veterans., The remainder of
the funds raised (nearly $125 miilion) was used to pay for direct mail fundraising, administrative
expenses, salaries, and other expenses.

According to the documents, Mr. Chapin and his wife have been well remunerated by
Mr. Chapin’s charities. In 2006, Mr. Chapin and his wife received $561,971 from Help
Hospitalized Veterans in salaries, bonuses, and pension contributions. Over the three-year
period from 2004 through 2006, they received $1.5 million. In addition, the charities reimbursed
the Chapins for over $340,000 in expenses for meals, hotels, entertainment, and other expenses
during this period. In 2006, Help Hospitalized Veterans purchased a $444,600 condominium in
Northemn Virginia that is used by the Chapins.

Another principal bencficiary of Mr. Chapin’s charities appears to be Richard Viguerie,
who runs direct mail companies used by Mr. Chapin’s charities. The documents indicate that
Mr. Chapin’s charities and Mr, Viguerie’s for-profit companies are closely intertwined. From
2000 through 2005, Mr. Chapin’s charities paid Mr. Viguerie’s companies $14 million. Mr.
Chapin has also made business Joans worth nearly $1 million to Mr. Viguerie’s company and
pays a large share of the cost of an employee who works out of Mr. Viguerie’s office.
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The documents disclose other questionable payments by Mr. Chapin’s veterans’ charities,
including a $17,000 membership in a golf club, a $135,000 loan to the executive director of Help
Hospitalized Veterans, and payments from Help Hospitalized Veterans to other charities run by
Mr. Chapin, such as charities for cancer, Alzheimer’s, and drug-free youth,

L DONATIONS TO VETERANS CHARITIES CONTROLLED BY ROGER
CHAPIN

Roger Chapin is the president and founder of Help Hospitalized Veterans (HHV).
According to a statement submitted to the Committee on December 13, 2007, HHV’s “primary
mission” is to “distribute therapeutic arts and craft kits and other recreational items free of
charge to wounded and disabled veterans who are homebound or recovering in veterans® and
other medical facilities.”’

Mr. Chapin is also founder and president of the Coalition to Salute America’s Heroes
Foundation. The Coalition is a nonprofit that “provide{s] financial and in-kind assistance to
wounded and disabled veterans of the Iraq and Afghanistan conflicts.”2

From 2004 through 2006, Mr. Chapin’s two organizations have received more than $168
million in donations on behalf of veterans. Table A lists the revenue for each organization from
2004 to 2006, the latest year for which data is available. Table A is based on the Internal
Revenue Service Form 990 filings from each organization and excludes grants from one
organization to the other.®

! Statement Regarding Help Hospitalized Veterans, Inc., the Coalition to Salute
America’s Heroes Foundation, and Help Wounded Heroes, Inc. (Dec. 13, 2007) (online at
www.hhv.org/ documents/Statement.pdf).

21d at14.

? Help Hospitalized Veterans Internal Revenue Service Form 990, Tax Year Aug. 1, 2005
to July 31, 2006, line 12 and statement 9; Help Hospitalized Veterans Internal Revenue Service
Form 990, Tax Year Aug. 1, 2004 to July 31, 2005, line 12 and $tatement 8, Help Hospitalized
Veterans Internal Revenue Service Form 990, Tax Year Aug. 1, 2003 to July 31, 2004, line 12
and statement 7; Coalition to Salute America’s Heroes Internal Revenue Service Form 990, Tax
Year 2006, line 12; Coalition to Salute America’s Heroes Internal Revenue Service Form 990,
Tax Year 2005, linc 12; and Coalition to Salute America’s Heroes Internal Revenue Service
Form 990, Tax Year 2004, line 12, (All related-party grants are reflected in the Help
Hospitalized Veterans total revenue figure.).
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TABLE A: TOTAL REVENUE OF YETERANS CHARITIES
CONTROLLED BY ROGER CHAPIN

2004 2005 2006 TOTAL
Help Hospitalized Veterans | $32,140,626 | $40,608,490 $48,322,202 $121,071,318
Coalition to Salute $4,255,951 $16,978,918 $26,418,846 $47,653,715
America’s Heroes
Foundation
Combined $36,396,577 | $57,587,408 $74,741,048 $168,725,033

As Table A demonstrates, donations to Mr. Chapin’s organizations have increased
sharply in recent years, most likely due to public concern about veterans returning from the Iraq
war. Donations to HHV increased from about $32 million in 2004 to more than $48 million in
2006. Donations to the Coalition increased from about $4 million to more than $26 million
during this time period, a six-fold increase.

1I. EXPENDITURES ON GOODS AND SERVICES TO VETERANS

Based on IRS filings and audited financial statements reviewed by the Committee, it
appears that Mr. Chapin’s organizations spent only about 25% of the donations received from
2004 through 2006 on goods and services for veterans. Mr. Chapin’s organizations appear to
have spent about 75% of these donations on direct mail fundraising, administrative expenses,
overhead, and compensation, pensions, and other benefits for himself and his employees.

Table B sets forth the amounts spent by Mr. Chapin’s organizations on goods and
services delivered to veterans from 2004 through 2006. The data in Table B excludes grants
from one organization to another. Table B also counts only those expenses that actually resuit in
tangible benefits to veterans in the form of goods or services, such as craft kits, financial grants,
or the assistance of Craft Care Specialists. It does not include as a benefit to veterans the cost of
direct mail, advertising, or public service announcements which HHV and the Coalition may
consider “educational.”

When spending on goods and services for veterans is compared to the total amount of
donations received by the two organizations, it appears that the charities spend three dollars on
fundraising and other administrative costs for every dollar spent on providing goods and services
to veterans. From 2004 through 2006, HHV and the Coalition jointly spent approximately $44
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million on goods and services to veterans. During this same period, Mr. Chapin’s organizations
spent over $124 million on other expenses.

TABLE B1: SPENDING ON GOODS AND SERVICES FOR VETERANS

2004 2005 2006 TOTAL
Help Hospitalized Veterans $5,474,305 $6,365,484 $7,911,903 $19,751,692
Coalition to Salute $1,412,629 $1,908,565 | $21,066,397 $24,387,591
America’s Heroes
Foundation
Combined $6,886,934 58,274,049 $28,978,300 $44,139,283

TABLE B2: SPENDING ON FUNDRAISING AND OTHER PURPOSES

2004 2005 2006 TOTAL
Help Hospitalized Veterans $26,666,321 $34,243,006 $40,410,299 $101,319,626
Coalition to Salute $2,843,322 $15,070,353 $5,352,449 $23,266,124
America’s Heroes
Foundation
Combined $29,509,643 $49,313,359 $45,762,748 $124,585,750

During his interview with Committee staff, Mr. Chapin confirmed this basic premise:
that approximately three-fourths of donations do not actually result in the delivery of goods or

services to veterans. He stated:

1 told you what our costs are. You know, direct mail — this is before the allocation
thing, which hopefully we can get into at some point — is you know, 60, 65 percent
range, the whole mix of a program, not any given mailing, but the whole mix of a
program, 60, 65 percent. You put $0.10 on top of that or 10 percent on top of that for
administration and overhead — this is without any, you know, allocation business — you
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are into — you are pushing 75 percent. So you got $0.25 goes to the charity, you know.
I will be very up front with you about that.*

This data and Mr. Chapin’s statements to the Committee contrast sharply with
characterizations made by HHV and the Coalition to the public and to donors regarding the
spending percentages of these organizations. In a statement HHV submitted to the Committee
on December 13, 2007, and posted on its website, HHV asserted that “HHV spends almost 67%
of its funds on program services.”> Mr. Chapin repeated this claim in testimony submitted for
today’s hearing.® In addition, the Coalition has asserted in numerous mailings and in its 2005
Annual Report that it dedicates 92% of its revenue to program services.”

During his interview with Committee staff, Mr. Chapin was asked why his organizations
used these inflated numbers on their solicitation materials rather than noting, as he did in his
interview, that three-fourths of the donations were not ultimately used for goods and services for
veterans. In response, Mr. Chagin stated: “Because we wouldn’t raise any money. | mean,
that’s a pretty straight answer.” '

III. PAYMENTS TO THE CHAPINS

According to Mr. Chapin’s IRS W-2 forms, he has received more than $4 million in
compensation since he has been operating veterans’ charities. In 2006, Mr. Chapin was paid
$300,000 by Help Hospitalized Veterans, which included a base salary of $250,000 and a bonus
of $50,000.” Although Mr. Chapin has not yet filed his W-2 for 2007, documents produced to
the Committee indicate that Mr. Chapin’s compensation for 2007 increased to $306,126, which
included a bonus of $35,000.!°

* House Committee on Oversight and Government Reform, Transcribed Interview of
Roger Chapin, 127-128 (Jan. 11, 2008).

® Statement Regarding Help Hospitalized Veterans, Inc., the Coalition to Salute
America’s Heroes Foundation, and Help Wounded Heroes, Inc. (Dec. 13, 2007) (online at
www.hhv.org/ documents/Statement. pdf).

¢ House Committee on Oversight and Government Reform, Statement of Roger Chapin
(Jan. 17, 2008).

7 Coalition to Salute America’s Heroes, 2005 Annual Report, 9. See, e.g., Coalition to
Salute America’s Heroes mailing to 148,273 prospective donors (Mar. 13, 2007) (Bates No.
VETS 5367).

¥ House Committee on Oversight and Government Reform, Transcribed Interview of
Roger Chapin, 180-181 (Jan. 11, 2008).

9 Roger Chapin Compensation History (1971-2007) (as provided by Mr. Chapin’s
counsel); see also Meeting of the Board of Directors of Help Hospitalized Veterans (Oct. 22,
2005) (Bates No. VETS 10585 ~ 10592) (“Chapin received fifty thousand dollars ($50,000) in
holiday bonus for he too had not received bonus compensation for the past two (2) years™).

Wrd
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Records produced to the Committee also show that Mr. Chapin’s wife, Elizabeth Chapin,
received a salary of $61,327 from HHV in 2006 in the position of newsletter editor.!" According
to Mr. Chapin’s lawyers, Elizabeth Chapin retired from the organization in early 2007.

In addition to direct compensation, HHV provides to Mr. Chapin a generous pension
plan. According to documents produced to the Committee by HHV, this defined benefit pension
plan became effective in 1998 and will pay Mr. Chapin an annual retirement benefit equal to
75% of the average of his three highest consecutive years of pay.'? Since 2000, HHV has paid
almost $1 million into Mr. Chapin’s retirement package, including a contribution of $153,750 in
2006." Combining all salary, bonus, and pension contributions, Mr. and Mrs. Chapin received a
total of $561,971 in compensation from HHV in 2006."

Over the three-year period from 2004 through 2006, the combined salaries, bonuses, and
pension contributions received by the Chapins equals $1,538,945.1

Mr. and Mrs. Chapin have also benefited from the use of a condominium in Falls Church,
Virginia, that was purchased by HHV in 2006 for $444,600.' Mr. and Mrs. Chapin appear to be
using HHV’s condominium as their own. Online phone directories list Mrs. Chapin as the
current resident, and the answering machine attached to that telephone number has a recording
from Mrs. Chapin stating that the caller has reached Roger and Elizabeth.

In addition to compensation and housing, the Chapins were also reimbursed for hundreds
of thousands of dollars worth of expenses for meals, hotels, entertainment, and other items.
Although Mr. Chapin is the “volunteer president” of the Coalition to Salute America’s Heroes,
this organization reimbursed him for expenses totaling $273,500 from 2004 through 2006."” He
also received $68,000 in reimbursements from HHV during this period, including one large
reimbursement from HHV of $43,225 for expenses he incurred when he cancelled contracts to
purchase a condominium for personal use in Northern Virginia.'®

! Elizabeth Chapin’s Salary History (undated) {as provided by Mr. Chapin’s counsel).

12 Summary Plan Description of the Help Hospitalized Veterans, Inc., Defined Benefit
Pension Plan (Bates No. VETS 10498-10505).

13 Roger Chapin Compensation History {1971-2007) (as provided by Mr. Chapin’s
counsel).

' Jd. See Chapin’s Salary History (undated) (as provided by Mr. Chapin’s counsel).
15
Id

'6 Renaissance 2230, A Condominium Unit Purchase Agreement (Apr. 24, 2006) (Bates
No. VETS 13664).

17 Coalition to Salute America’s Heroes, Minutes of Board of Directors Meeting (Aug. 1,
2007) (Bates No. VETS 10375).

18 Roger Chapin, Summary of Virginia Condo Deal (July 25, 2006) (Bates No. VETS
10840-10844) (Handwritten Notes).
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IV.  ROGER CHAPIN’S RELATIONSHIP WITH RICHARD VIGUERIE

Richard Viguerie operates several for-profit companies that provide mass mail
solicitations and other fundraising services. These companies include American Target
Advertising, Viguerie & Associates, and American Mailing List Corporation. Mr. Viguerie’s
clients include political candidates and political groups, as well as nonprofit organizations such
as Help Hospitalized Veterans. According to both Mr. Chapin and Mr. Vigurie, they have a
personal friendship that spans almost 40 years.”

Mr. Chapin is one of Mr. Viguerie’s largest customers.”® According to Internal Revenue
Service Form 990s, Mr. Viguerie’s companies received more than $14 million from
organizations controlled by Mr. Chapin from 2000 to 2005. This $14 million was paid by HHV
for various direct mail consulting services and mailing list rental fees.”! It is unclear how much
of this $14 million Mr. Viguerie received personally as compensation or profit. However, many
of the expenses typically associated with mailing solicitations were paid directly by HHV,
including the costs of printing, postage, and caging, which is the collection of donated funds.

During his interview with Committee staff, Mr. Chapin likened Mr. Viguerie to a
“Mississippi riverboat gambler” because Mr. Viguerie often takes heavy losses on work for other
clients.? Mr. Chapin explained that Mr. Viguerie’s business requires a lot of “operating capital”
and that he is “always tight for money.”? As a result, Mr. Chapin used funds donated to HHV to
loan Mr. Viguerie’s company nearly $1 million from 2003 to 2005 in order to provide Mr,
Viguerie with “operating capital” that he did not have.”® During his interview with Committee

! House Committee on Oversight and Government Reform, Transcribed Interview of
Roger Chapin, 146 (Jan. 11, 2008); House Committee on Oversight and Government Reform,
Transcribed Interview of Richard Viguerie, 9 (Jan. 7, 2008).

2 House Committee on Oversight and Government Reform, Transcribed Interview of
Roger Chapin, 200 (Jan. 11, 2008).

2z Help Hospitalized Veterans, Internal Revenue Service Form 990, Tax Year Aug, 1,
2005 to July 31, 2004, Schedule A, Part [I-A; Help Hospitalized Veterans, Internal Revenue
Service Form 990, Tax Year Aug. 1, 2004 to July 31, 2005, Schedule A, Part I1; Help
Hospitalized Veterans, Internal Revenue Service Form 990, Tax Year Aug. 1, 2003 to July 31,
2004, Schedule A, Part II; Help Hospitalized Veterans, Internal Revenue Service Form 990, Tax
Year Aug. 1, 2002 to July 31, 2003, Schedule A, Part I1; Help Hospitalized Veterans, Internal
Revenue Service Form 990, Tax Year Aug. 1, 2001 to July 31, 2002, Schedule A, Part II; and
Help Hospitalized Veterans, Internal Revenue Service Form 990, Tax Year Aug. 1, 2000 to July
31, 2001, Schedule A, Part II. This includes payments to American Target Advertising and
Viguerie & Associates.

2 House Committee on Oversight and Government Reform, Transcribed Interview of
Roger Chapin, 66 and 160-161 (Jan. 11, 2008).

B Id. at 165.
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staff, Mr. Viguerie explained that he was unable to obtain these loans from a commercial
lender.”® According to the terms of the loan agreements, Mr. Viguerie repaid these loans out of
the funds raised through future mailings.®

Mr. Viguerie also receives the financial benefit of having Mr, Chapin share the cost of an
employee. This employee formerly worked for Mr. Viguerie at American Target Advertising
and was responsible for the direct mail campaigns for Mr. Chapin’s group, HHV. Several years
ago, HHV began paying a portion of her salary, although her duties never changed. This
employee continues to work at Mr. Viguerie’s offices, and she continues to manage American
Target Advertising employees.”’

Both Mr. and Mrs. Chapin have regularly used funds raised by HHV to purchase gifts for
Mr. and Mrs. Viguerie, including $168 worth of wine for Mr. Viguerie’s birthday, $65 worth of
flowers for Mr. and Mrs. Viguerie’s anniversary, and a $71 Christmas gift purchased from
Neiman Marcus for Mr. Viguerie’s wife.

V. OTHER EXPENDITURES

Documents provided to the Committee by Mr. Chapin raise questions about the propriety
of other expenses paid for with donations that were intended to assist veterans. Some of those
expenses include the following:

. Country Club Membership: Minutes from a meeting of HHV’s board in 2001 state that
HHYV agreed to pay $17,000 to purchase a corporate membership to the Cross Creek Golf
Club in Temecula, California.?’

* Id. at 160-163. See also Loan Agreement (Sept. 19, 2003) (Bates No. VETS 1131);
Amendment to Loan Agreement (Apr. 2, 2004) (Bates No. VETS 1130); and Memorandum to
Roger Chapin from Richard A. Viguerie regarding Loan from HHV to ATA (Jan. 6. 2005)
(Bates No. VETS 1129).

5 House Committee on Oversight and Government Reform, Transcribed Interview of
Richard Viguerie, 115 (Jan. 7, 2008).

26 Loan Agreement (Sept. 19, 2003) Bates No. VETS 1131; Amendment to Loan
Agreement (Apr. 2, 2004) (Bates No. VETS 1130); Memorandum to Roger Chapin from Richard
A. Viguerie regarding Loan from HHV to ATA (Jan. 6. 2005) (Bates No. VETS 1129).

" House Committee on Oversight and Government Reform, Transcribed Interview of
Roger Chapin, 164-167 (Jan. 11, 2008); House Committee on Oversight and Government
Reform, Transcribed Interview of Richard Viguerie, 117-120 (Jan. 7, 2008).

28 Elizabeth Chapin Reimburse for Misc. Gifts (Jan. 20, 2006) (Bates No. VETS 12763-
12774).

% Help Hospitalized Veterans, Inc., Consent Minutes of the Board of Directors (Sept. 18,
2001) (Bates No. VETS 10478).
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. Personal Loan for Divorce Settlement: Minutes from an HHV board meeting in 2003
state that the board approved a loan for $135,000 to the executive director of HHV, Mike
Lynch, for the purpose of buying out his wife’s share of their home as part of their
divorce settlement,*

. Real Estate Speculation: Minutes from an HHV board meeting in 2001 state that Mr.
Chapin urged the board to purchase as an investment property 60 acres of land in
Riverside County, California, which HHV subsequently did.”' In June 2005, Mr. Chapin
reported that HHV had sold a separate 22.5 acre tract at a profit,*2

. Related Party Transactions: Mr. Chapin has also used contributions to HHV to fund
his other charitable projects, regardless of their affiliation with veterans issues. In 2001,
for example, Mr. Chapin used $500,000 of HHV contributions to assist his organization
Conguer Cancer and Alzheimer’s Now.*

3 Help Hospitalized Veterans, Meeting of the Board of Directors (July 28, 2003) (Bates
No. VETS 10483-10486).

*! Help Hospitalized Veterans, Meeting of the Board of Directors (Oct. 20, 2001) (Bates
No. VETS 10475-10476).

32 Help Hospitalized Veterans, Meeting of the Board of Directors (June 24, 2005) (Bates
No. VETS 10535-10537).

33 Help Hospitalized Veterans, Inc., Financial Statements for the Year Ended July 31,
2002 (Bates No. VETS 809-827).



138

Chairman WAXMAN. Mr. Chapin believes there is another side to
this story, so it is important that we have an opportunity to share
his perspective with us. I look forward to his testimony and the tes-
timony of all of our witnesses on this very important issue.

Our actions, not our words, are the true measure of our commit-
ment to our veterans. And this committee will continue to try to
honor their service through fair and thorough oversight. My col-
league and friend, Tom Davis, has done exactly that, and I want
to recognize him for his statement.
| [The prepared statement of Chairman Henry A. Waxman fol-

ows:]



139

Opening Statement of Rep. Henry A. Waxman
Chairman, Committee on Oversight and Government Reform
Assessing Veterans’ Charities - Part 11
January 17, 2008

This is the second hearing our Committee is holding on

how veterans’ charities raise and spend their money.

This issue matters a great deal. Over 4,000 Americans
have been killed in Iraq and Afghanistan and thousands more are
coming home with debilitating physical and psychological
injuries. Our country owes these heroes honor and genuine
gratitude. And if these soldiers and their families face crippling
financial burdens as a result of their service, we owe them

generous help there too.

Our December hearing showed that countless Americans
are ready and willing to help. They are selflessly donating
hundreds of millions of dollars to charities that purport to help
veterans. They are trying to help those who gave such

tremendous sacrifice for all of us.
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Many of the charities are doing invaluable work and spend
most of the dollars they receive directly on veterans. Other
organizations, however, engage in what I think is an intolerable

fraud.

Most of the millions they receive never reach veterans or
their families. Instead, the groups waste the contributions on

bloated overhead costs and self-enrichment.

We were privileged in our December hearing to receive
testimony from Ed Edmundson, the father of a soldier who was
seriously wounded in Iraq. He told us about the great challenges
families like his face as they try to get their loved ones the care

they deserve. And he also told us this:
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My son, as well as the other thousands of injured soldiers
from this war or any other war, they are not a commodity.
Organizations come to us to offer assistance. We gladly
welcome them to aid in our quest. ... But I don’t think its
right that you can use these soldiers as commodities to raise
funds and, as an organization, to say that you’re raising
funds to aid all of the thousands of soldiers ... and then turn
around and give a small percentage of that to what you’re

saying that you’re going to do with the contributions.

Mr. Edmundson’s concern is why we held our first hearing
and why we are here today. Although we had invited Roger
Chapin, who has operated a number of veterans’ and military
charities over the past 40 years, to join us in December, he
refused to attend voluntarily and evaded service of a subpoena

by federal marshals.



142

I am glad Mr. Chapin reconsidered his position for this
hearing. His charities raised over $168 million from 2004 to
2006, but our analysis reveals that only 25% of that money was
spent on veterans. During those three years, Mr. Chapin and his
wife received over $1.5 million in compensation from his groups
and received hundreds of thousands of dollars more in

reimbursements.

My staff prepared a memorandum that provides an
analysis of the funds received by Mr. Chapin’s charities
and how they were used. Without objection, that
memorandum and the documents it cites will be made

part of the hearing record.

Mr. Chapin believes there is another side to this story, so it
is important that he have an opportunity to share his perspective
with us. I look forward to his testimony and to the testimony of

all our witnesses on this very important issue.
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Our actions, not our words, are the true measure of our
commitment to our veterans and this Committee will continue to
try to honor their service through fair and thorough oversight.

My colleague and friend, Tom Davis, has done exactly that and

I want to recognize him for his statement.
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Mr. DAVIS OF VIRGINIA. Thank you, Mr. Chairman.

Members of the committee understand the great needs of our Na-
tion’s wounded veterans. We have heard first-hand accounts of the
pain and the suffering endured by hundreds of individual service
members and their families, too often trapped in bureaucracy,
mired in disjointed administrative processes and inertia.

We have seen a stubborn failure to acknowledge and effectively
treat traumatic brain injuries and post-traumatic stress disorder.
We have been to Walter Reed and met America’s heroes and their
families trying to heal and go home.

For many veterans, an important part of their journey back in-
volves critical help provided by charities. Those charities are sup-
ported by millions of generous, patriotic Americans. So this com-
mittee’s effort to assess the reach and effectiveness of veterans’
charities is a legitimate and timely exercise of our oversight re-
sponsibilities.

While it is well-settled law that charitable solicitations merit
broad protection from government interference under the first
amendment, it is just as clear Article I of the Constitution charges
us to guard the integrity of commerce and protect the general wel-
fare. There should be no doubt our investigation is a sincere effort
to understand what can be done by Congress, by States and indi-
viduals to protect donors from wasteful, fraudulent and abusive
charities that exploit public support for veterans and siphon pre-
cious resources from truly worthy causes.

At our first hearing in December, we learned about Federal and
State oversight of charities, and we discussed some of the stand-
ards developed by private watchdogs and others to assess chari-
table operations and help donors make informed choices about how
to best help veterans. At that time, I said there is no per se test,
no magic ratio of program expenditures to fundraising costs that
automatically distinguishes good charities from bad ones.

Other factors have to be considered—transparency, governance,
track record. But we have to be concerned about complex business
models and business practices that consistently direct as much of
the money raised to insiders and captive well-paid vendors as to
veterans. Wrapping a commercial activity in the flag and parking
it behind the first amendment can’t shield sharp practices indefi-
nitely from responsible public scrutiny. Sooner or later donors will
see through flowery direct mail rhetoric to the base realities of ex-
ploitative self-serving charities. We just want to make sure well-
meaning contributors have the tools to do so.

Today the committee looks specifically at the management and
governance of charities operated by Mr. Roger Chapin. His biggest
charity, Help Hospitalized Vets, has been praised by some, criti-
cized by others. He was the focus of a series of articles in Forbes
magazine that questioned whether fund transfers across the net-
work of veterans’ charities and advocacy arms were being used to
disguise high salaries, illegitimate expenses and other fiscal trick-
ery.

After some initial difficulties in scheduling his appearance, Mr.
Chapin has agreed to testify and has provided substantial docu-
mentation in response to the committee’s request. We appreciate
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his cooperation and hope to learn in more detail how he runs his
veterans’ charities.

Testimony by direct mail vendors and others will also help us un-
derstand the operational realities and legal principles that sustain
this important segment of our national support systems for veter-
ans.

Without question, veterans’ charities, including Mr. Chapin’s,
have provided help of inestimable value to American heroes. Now
we ask him and others to help us be sure no one is taking advan-
tage of the generosity of Americans who also care deeply about our
Nation’s wounded. Thank you very much.

[The prepared statement of Hon. Tom Davis follows:]
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HENRY A. WAXMAN, CALIFORNIA TOM DAVIS, VIRGINIA
CHAIRMAN RANKING MINORITY MEMBER

ONE HUNDRED TENTH CONGRESS
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COMMITTEE ON OVERSIGHT AND GOVERNMENT REFORM
2157 Raveuan House Orrce Buioing
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Majority (202} 225-5051
Minority (202} 225-5074.

Statement of Rep. Tom Davis
Ranking Republican Member
Committee on Oversight and Government Reform
“Assessing Veteran’s Charities: Part Two”
Thursday, January 17, 2008

Mr. Chairman, the Members of this Committee understand the great needs of our
nation’s wounded veterans. We have heard first hand accounts of the pain and suffering
endured by hundreds of individual service members and their families too often trapped
in bureaucracy mired in disjointed administrative processes and inertia. We’ve seen a
stubborn failure to acknowledge and effectively treat Traumatic Brain Injuries and Post
Traumatic Stress Disorder, We’ve been to Walter Reed and met America’s heroes, and
their families, trying to heal and go home.

For many veterans, an important part of their journey back involves critical help
provided by charities. Those charities are supported by millions of generous, patriotic
Americans. So, this Committee’s effort to assess the reach and effectiveness of veterans’
charities is a legitimate and timely exercise of our oversight responsibilities. While it’s
well-settled law that charitable solicitations merit broad protection from government
interference under the First Amendment, it’s just as clear Article One of the Constitution
charges us to guard the integrity of commerce and protect the general welfare. There
should be no doubt our investigation is a sincere effort to understand what can be done by
Congress, by states and by individuals to protect donors from wasteful, fraudulent and
abusive charities that exploit public support for veterans and siphon precious resources
from truly worthy causes.

At our first hearing in December we learned about federal and state oversight of
charities and we discussed some of the standards developed by private watchdogs and
others to assess charitable operations and help donors make informed choices about how
best to help veterans. At that time, I said there is no per se test, no magic ratio of
program expenditures to fundraising costs that automatically distinguishes good charities
from bad ones. Other factors have to be considered: transparency, governance, track
record, But we have to be concerned about complex business models, and business
practices, that consistently direct as much of the money raised to insiders and captive,
well-paid vendors as to veterans.

Page I of 2
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Statement of Rep. Tom Davis
January 17, 2008
Page 2 of 2

Wrapping a commercial activity in the flag, and parking it behind the First
Amendment, cannot shield sharp practices indefinitely from responsible public scrutiny.
Sooner or later, donors will see through flowery direct-mail rhetoric to the baser realities
of exploitative, self-serving charities. We just want to make sure well-meaning
contributors have the tools to do so.

Today the Committee looks specifically at the management and governance of
charities operated by Mr. Roger Chapin. His biggest charity, Help Hospitalized Vets, has
been praised by some, criticized by others. He was the focus of a series of articles in
Forbes magazine that question whether fund transfers across his network of veterans’
charities and advocacy arms were being used to disguise high salaries, illegitimate
expense and other fiscal trickery. After some initial difficulties in scheduling his
appearance, Mr. Chapin agreed to testify and has provided substantial documentation in
response to the Committee’s request. We appreciate his cooperation and hope to learn in
more detail how he runs his veterans’ charities. Testimony by direct-mail vendors and
others will also help us understand the operational realities and legal principles that
sustain this important segment of our national support system for veterans.

Without question, veterans’ charities, including Mr. Chapin’s, have provided help
of inestimable value to wounded American heroes. Now we ask him and others to help
us be sure no one is taking advantage of the generosity of Americans who also care
deeply about our nation’s wounded.
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Chairman WAXMAN. Thank you very much, Mr. Davis.

I wanted to give Members a chance to make an opening state-
ment before we hear from our witnesses. On this side, Mr.
Cummings.

Mr. CuMMINGS. Thank you very much, Mr. Chairman.

I join my colleagues in thanking you and our ranking member for
holding this hearing. Those of us, and I am sure most Members of
Congress do have occasion to visit with our veterans and to also to
go to the various hospitals and we also have opportunities to have
t}ﬁem come into our offices and talk about the issues that concern
them.

I find it very difficult to understand why it is that folks can raise
money for these veterans, these men and women who have given
their blood, sweat and tears, and in some instances, in the long
run, their lives, trying to lift up our country, and when the Amer-
ican people come forward and say that we want to be supportive
of them, that anyone would do anything that would cause a reason-
able amount of those funds that should flow to them not to.

So it is our duty as the Congress to look into this matter. I am
sitting here because I am very, very curious as to what the counter-
argument is to the article that appeared in the Washington Post
this morning, written by Philip Rucker, that says between 1997
and 2005, the Chapin charity paid $3.8 million in salary and bene-
fits to Chapin and his wife, and spent more than $200 million on
fundraising and public education campaigns.

The public records also show that the charity awarded at least
$19 million in contracts during that period to companies owned by
Richard Viguerie, who is with us, a prominent conservative politi-
cal commentator and advertising consultant based in Virginia.

So today we take a moment to try to figure this out, not to ac-
cuse anybody of wrongdoing if they haven’t done wrong, but simply
to try to figure out, how do you take the American people’s generos-
ity and make sure that it gets to the very people who have given
so much and continue to give, and make sure that nobody is get-
ting a part of that money, an unreasonable part of that money that
they should not be getting. Hopefully from this hearing, Mr. Chair-
man, we will be able to figure out how, if necessary, to create or
revise the laws of this Nation so that these things do not happen.

I think that if true, we have a lot of work to do, and it is very,
very disturbing, as it should be, for every single American. I think
it is un-American if one takes that money and takes an unreason-
able amount of it and steers it in another direction when our veter-
ans sit waiting and hoping that someone will not only recognize
them but do them right.

With that, Mr. Chairman, I yield back.

Chairman WAXMAN. Thank you, Mr. Cummings.

Mr. Shays.

Mr. SHAYS. Thank you, Mr. Chairman.

There are thousands of veterans coming home who will need our
assistance. Ultimately, we are all accountable to our country’s
wounded veterans and their families. Whether we are in Govern-
ment, business or charities, or just private citizens, we are respon-
sible for Americans who defend and protect us, particularly those
who have been maimed and wounded in service to our country.
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The Department of Defense and the Department of Veterans Af-
fairs need to continue with their major overhaul of the services pro-
vided to our wounded and veterans, and our committee will con-
tinue its comprehensive oversight of these departments that ensure
that these much needed changes are made.

But our society is also in need of other venues of giving and car-
ing for veterans. I know there is a common expectation that char-
ities, by their very altruistic nature, will function at a high level
of effectiveness in providing services and use donations efficiently.

This committee is learning this is not always the case. At our
first hearing on veterans’ charities, it was disconcerting to hear the
amount of donations that were recycled into fundraising costs ver-
sus used to provide services to veterans these charities were claim-
ing to help. This practice does a great disservice to Americans who
think their pennies and dollars are providing aid and comfort to
our Nation’s veterans. It is appalling to use veterans as poster chil-
dren to keep poorly run charities in business, while claiming to
provide substantial services to this large and needy population. If
charities are failing or are not providing proper assistance, then it
is our role to identify and make transparent to the public those
charities who are not reputable.

Today we will hear Mr. Roger Chapin, whose veterans’ charities
have been negatively rated by some charity watchdog groups, and
whose practices have been the subject of negative investigation re-
ports in Forbes magazine. But Mr. Chapin’s veterans’ charities
have collected and millions and millions of dollars over the years,
the vast majority of which are not reaching veterans or their fami-
lies. That fact alone merits his appearance before this committee.

The U.S. Supreme Court has restricted the ability of States and
the Federal Government to require charities to divulge fundraising
costs to donors or to limit the percentage charities may spend on
fundraising. The court noted that for many charities the process of
raising money is often intertwined with advocacy and education, so
fundraising should be considered a form of free speech protected by
the first amendment.

Some causes are hard to raise money for, but groups like veter-
ans, policemen and firemen are the subject of the most instances
of charity fraud and broad direct solicitation, because it is easy to
exploit feelings of patriotism and community to solicit money for
those hard-to-say-no-to heroes. I question the content of some di-
rect mail appeals and the costs associated with direct mailings. I
question the promises and allusions to programs made by charities
in direct mail solicitations that are not kept, and language that is
purposely confusing.

I question the use of sweepstakes and free trinkets as a proper
use of donations to secure more donations. I question repeated
mailings directed to our seniors on limited incomes, exploiting their
patriotism and generosity. I question the reasoning behind the
number of mailings sent to the same people, month after month
after month.

I look forward to hearing from Mr. Richard Viguerie and Mr.
Geoffrey Peters, whose direct mail companies have contracts with
Mr. Chapin’s charities. It is important to understand the nature of
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the direct mail business, what contracts contain, who drives mail
content, and why fundraising costs are so high.

I have specific questions about the management practices of the
Chapin veterans’ charities, Help Hospitalized Veterans, the Coali-
tion to Salute American Heroes Foundation and Help Wounded He-
roes. Internal Revenue Service 990 forms and board of director
minutes from these charities indicate that over the years, Mr.
Chapin and his wife have received millions of dollars in salaries
supplemented by large expense accounts. I question the merit of
Mr. Chapin’s high salary and lack of adequate documentation for
expenses paid by the donors in the name of veterans.

I question the movement of funds and loans between these char-
ities. It disguises real fundraising costs in an effort to achieve high-
er ratings by charity watchdog groups, ultimately deceiving donors.

I look forward to working with my colleagues on this committee
on a bipartisan basis and in the Congress to see what might be
done to stop waste, abuse and fraud by charities so that Americans
will continue to give with the confidence their donations actually
make a difference.

Mr. Chairman, again, and Mr. Ranking Member, thank you for
holding this hearing.

Chairman WAXMAN. Thank you very much, Mr. Shays.

Ms. Watson.

Ms. WATSON. Thank you so much, Mr. Chairman. As usual, you
are right on point for these issues that are so critical.

Mr. Chairman, Americans have given millions of dollars to help
thousands of veterans wounded in Iraq and Afghanistan. Ameri-
cans are known as a giving people who will open up their hearts
and wallets for just causes. It is therefore all the more disconcert-
ing when we learn that some philanthropic groups spent relatively
little money on the wounded while collecting millions.

According to an article in last December’s Washington Post, the
American Institute on Philanthropy reported that 20 to 29 military
charities that were studied were managing their resources poorly,
paying high overhead costs and direct mail campaigns and exces-
sive salaries. The Institute gave Fs to 12 of the 29 military char-
ities reviewed and Ds to 8. That is nearly a 70 percent failure rate.

According to the same article, one of the most egregious failures
is Help Hospitalized Veterans, founded in 1971 by Roger Chapin,
who belatedly has decided to cooperate with the committee and
present his testimony today. And I am very pleased that Mr.
Chapin has come forth.

Mr. Chapin, as president of Help Hospitalized Veterans, we un-
derstand you received $426,000 in salary and benefits, and your
wife received an additional $113,000. Mr. Chairman, I don’t want
to begrudge anyone earning a livable wage or profiting from their
endeavors, but profiting in excess on the backs of those who are in
need does not strike me as very American or at least the way
Americans view themselves. Such practices do not benefit veterans,
veterans’ organizations, nor the public at large and don’t speak
well of us as a society.

So I look forward to your testimony, Mr. Chapin. But what I
have read about these charities appears to me to represent a pat-
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tern of decades of abuse, maybe not in law, but in the spirit of
charitable enterprises.

Thank you again, Mr. Chairman, and I yield my remaining time.

Chairman WAXMAN. Thank you, Ms. Watson.

Mr. Bilbray.

Mr. BiLBrRAY. Mr. Chairman, I thank you for holding this hear-
ing.

As you know, San Diego County is ground center when it comes
down to veterans and active duty military. And this issue is obvi-
ously a very important issue to the community of San Diego.

The fact is that Mr. Chapin served for 6 years as one of my con-
stituents during my previous stint in Congress. Though I have no
personal knowledge of his involvement with veterans’ organizations
of any kind, I did have the opportunity to work professionally with
him on an issue that I think you agree strongly on, Mr. Chairman,
and that was to perpetuate a national program of health preven-
tion. Because of my previous personal relationship with Mr. Chapin
I will not be asking him any questions today.

But I do appreciate the fact that this hearing is being held and
that we get these issues. At that, I will yield back, Mr. Chairman.

Chairman WAXMAN. Thank you, Mr. Bilbray.

Mr. Lynch.

Mr. LyNcH. Thank you, Mr. Chairman. I want to thank the
chairman and the ranking member for their persistence in inves-
tigating these questionable fundraising practices, especially given
the fact that Mr. Chapin resisted the first subpoena.

No. 1, I think that it is disgraceful that anyone might capitalize
on the good will and the support of the American people to support
our men and women in uniform for their own personal benefit. As
have many of the members on this committee, I have just come
back from my seventh trip to Iraq. I have been in Afghanistan
quite a few times as well. To see the sacrifice of our men and
women in uniform close up and on a daily basis, having been to
Walter Reed Army Medical Hospital far too many times to visit our
soldiers, it is disgraceful that anyone would capitalize on those cir-
cumstances and on the goodwill of the American people to rally be-
hind our troops for ulterior motives.

I think it is a disservice to the memory of those who have made
the ultimate sacrifice on behalf of our country, both in Iraq and Af-
ghanistan. I think it is a disservice to those brave Americans who
continue their brave service. I think it is a disservice as well, and
most dangerously, to the legitimate veterans’ support organizations
that are out there who are legitimate, who are operating trans-
parently, and who are trying to do their very best on behalf of our
veterans. Because I fear that when the facts of these irregularities
come out and the circumstances that we are investigating today,
that Americans might grow hesitant or reluctant to support certain
charities, even though their programs are up to snuff and are le-
gitimate and are intended and used for the best interests of veter-
ans and their families.

So Mr. Chairman, since Mr. Chapin resisted the last subpoena,
I am eager to hear his testimony, as you said, to hear his side of
the story. I yield back.

Chairman WAXMAN. Thank you very much, Mr. Lynch.
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Mr. Sali.

Mr. SALL Nothing at this time, Mr. Chairman.

Chairman WAXMAN. Mr. Burton.

Mr. BURTON. I have no questions.

Chairman WAXMAN. Opening statement?

Mr. BURTON. No opening statement.

Chairman WAXMAN. Mr. Van Hollen.

Mr. VAN HOLLEN. Thank you, Mr. Chairman. Let me thank you
and Mr. Davis for bring us together again around a very, very im-
portant issue.

The American people are a very generous people. And they are
willing to give to help those in need, and I think the American peo-
ple are especially concerned about our veterans and those who have
served our country overseas and their families, who have made sac-
rifices, many of whom return here wounded and deserve all the
support that we can possibly give them.

And I hope out of these hearings two things will emerge. One is,
we need to make sure that the American people have confidence
that when they are giving to organizations, non-profits, that serve
our veterans, that their money really is going to benefit the veter-
ans, and that the money is not going instead to benefit just those
organizations and the people who are involved in raising the
money. Because having that confidence is very important. We want
the American people to continue to give and support our veterans,
and they need to have a confidence that when they make that con-
tribution, it is in fact going to the people that they want to support,
the veterans.

Of course out of that we are also helping the veterans, because
the whole purpose of making those contributions is to help those
who we intend to help. I do think that we need to do a lot more
to protect the public that wants to give and at the same time pro-
tect our veterans in that process and make sure that they get the
benefit of what the American people want to give them.

So I really hope that both in terms of the education process that
these hearings provide, but also if we can look at other measures
that we might take to make sure that people have to fully disclose
how much of what they raise goes to the veterans, and how much
goes simply to finance the operations of the non-profit and to bene-
fit those who are running the non-profit instead of the veterans, so
that the American people can make sound choices about how best
to help our veterans, as we go forward.

So I thank you, Mr. Chairman, for holding these hearings.

Chairman WAXMAN. Thank you very much, Mr. Van Hollen.

Mr. Tierney.

Mr. TiERNEY. I have no opening statement, Mr. Chairman. I
think we should proceed and I appreciate the work that you are
doing here.

Chairman WAXMAN. Thank you.

Mr. Yarmuth.

Mr. YARMUTH. Thank you, Mr. Chairman.

I would just like to reinforce the comments that have been made
concerning our resolve to make sure that veterans are paid all the
respect that they deserve and they are not exploited. I have been
in the private sector running businesses and I have been involved
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with a lot of legitimate non-profit organizations. Some clearly oper-
ate as public services and some clearly operate as businesses. Un-
fortunately, we have seen too many instances here where organiza-
tions look a lot like businesses and are using our veterans as basi-
cally a raw material and a marketing tool.

And T think that is what we are all concerned about, uncovering
and correcting if that is the problem. So I thank you for this hear-
ing and I look forward to the testimony of the witnesses. I yield
back.

Chairman WAXMAN. Thank you, Mr. Yarmuth.

Mr. Sarbanes.

Mr. SARBANES. Thank you, Mr. Chairman.

I know we are all anxious about whether there needs to be strict-
er regulation of charities to see how they spend their money. I
would just say this. I think that any charity has a duty and obliga-
tion, they have a trust that is being placed in them when they go
out and they make their pitch. But it seems to me that charities
that serve our veterans have an extra obligation because there is
a deeper trust placed in them, a broader trust than with respect
to just about any other charitable endeavor.

So the standard, the expectation is even higher in this arena.
And I think that is why we are here today for this hearing.

I look forward to hearing this testimony and asking the questions
that need to be asked.

Chairman WAXMAN. Thank you very much.

Mr. Issa, your opening statement?

Mr. IssA. Thank you, Mr. Chairman. I will be very brief.

One is an administrative matter that I hope to air, in the spirit
of doing better in the future. Mr. Chairman, there is a developing
pattern that I object to, that we think we are ready for a hearing,
but in fact rather than 3 days before the hearing receiving the
scope and the intention, which obviously the people testifying today
have to be equally informed of why we brought them here and
what we expect, the Members on the dais need it.

So once again, we received a draft supplement last night and to
this moment have not, even though it is in the record, have not re-
ceived our official copy of that statement. It is an administrative
matter. I realize that although your leadership is critical, that it
is a staff matter, that in the future, I will have to object if we don’t
have legitimate statements from the majority 3 days before. Other-
wise, I will have to ask, at least attempt, to postpone hearings
until we have that.

And I would hope that now is the right time to say it for future
hearings, because I want these hearings like this one, which is very
bipartisan, to be about getting to the meat of it. And 3 days is not
a lot to ask for to make sure our staff is prepared as much or more
than anyone else here on the dais.

Chairman WAXMAN. Thank you, Mr. Issa. I will take your con-
cerns into consideration.

Mr. IssA. I appreciate that, Mr. Chairman.

Chairman WAXMAN. I have been informed that there was a dis-
tribution of the memo 3 days in advance. Was that to Members?
Well, rather than

Mr. IssAa. We will deal with this offline.
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Chairman WAXMAN. You raise a good point, and we will try to
make sure that we do better.

Mr. IssA. And then in order to get to our panel, I just want to
add one thing, that between the first go-round on this, in which I
spoke, like many of us here on the dais, very strongly as a veteran
about how bad it is that you are using people who have been in-
jured in their service to our country as a way to often line the pock-
ets of individuals who have no interest in that, I would hope when
we conclude this that we also expand this. Because ever since the
first hearing, my office has been widely informed of other abuses,
abuses very similar to the veterans’ ones, dealing with the home-
less, dealing with food banks, and dealing with environmental
groups.

I would hope that we use this as a springboard for a broader re-
form of the whole charitable giving, versus the lining of pockets of
those who solicit. I know that is a bipartisan effort that we can do,
and I would, once again, hope that we would do it. I look forward
to completing this cycle though, because we need to get to the bot-
tom of it and find real solutions so that fundraisers not prey upon
our veterans.

With that, I yield back and thank the chairman for this hearing.

Chairman WAXMAN. Thank you, Mr. Issa.

We have before us Roger Chapin, from San Diego, CA, who oper-
ates several different veterans’ charitable organizations.

Richard Viguerie is president of American Target Advertising, a
direct mail business located in Manassas, VA.

Geoffrey W. Peters is president of Creative Direct Response, a di-
rect mail business, located in Bowie, MD.

Belinda J. Johns, senior assistant attorney general for the State
of California. She heads the Charitable Trust Section of the Califor-
nia Attorney General’s office.

We are pleased to welcome each of you to this hearing today.
Your prepared statements will be made part of the record in its en-
tirety. What I would like to ask each of you to do, because it is the
practice of this committee that all witnesses testify under oath, is
if you would please rise and raise your right hands.

[Witnesses sworn.]

Chairman WAXMAN. The record will indicate that each of the wit-
nesses answered in the affirmative.

As T indicated, the statements will be in the record in full if you
submit it to us. For your oral presentation, we are going to limit
the presentation to 5 minutes. We will have a timer. It will be
green during the 5-minute period and it will turn yellow in the last
minute, and then red when the 5-minutes are up. When the red ap-
pears, we would like you to conclude your statement.

Mr. Chapin, there is a button on the base of the mic that is in
front of you to turn it on, and I would like to hear from you first.
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STATEMENTS OF ROGER CHAPIN, PRESIDENT, HELP HOS-
PITALIZED VETERANS, INC. AND COALITION TO SALUTE
AMERICA’S HEROES FOUNDATION; RICHARD A. VIGUERIE,
CHAIRMAN, AMERICAN TARGET ADVERTISING, INC.; GEOF-
FREY W. PETERS, CHAIRMAN, CREATIVE DIRECT RESPONSE;
AND BELINDA J. JOHNS, SENIOR ASSISTANT ATTORNEY
GENERAL, CHARITABLE TRUSTS SECTION, CALIFORNIA AT-
TORNEY GENERAL’S OFFICE

STATEMENT OF ROGER CHAPIN

Mr. CHAPIN. Mr. Chairman, Representative Davis, members of
the committee. On November 26th, the committee sent us a letter
requesting the voluntary production of thousands of documents,
and inviting me to testify at a hearing 16 days later, on December
13th. I was consumed with our third Road to Recovery Conference
in early December, an inspiring event where we invite severely
wounded heroes from the War on Terror and their families to Walt
Disney World at our expense.

Because of the conference, because my wife was recovering from
back surgery, because we had moved out of our home for scheduled
renovations and because I did not have time to prepare, I declined
the committee’s invitation to appear. I have written a personal let-
ter of apology to Mr. Waxman and Mr. Davis for the inconvenience
I caused the committee. I have done what I can to make it clear
that so long as I have adequate time to prepare, I have no problem
cooperating with the committee.

I voluntarily appeared for a transcribed interview with the com-
mittee staff that took all day Friday. I am proud to report that
Help Hospitalized Veterans [HHV], which I founded in 1971, has
generated $470 million in donations and distributed $362 million
worth of products and services based on their market value. This
represents 77 percent of total donations, proof positive that HHV
does right by its donors, as long as they are hospitalized vets. HHV
has distributed 23 million craft kits and millions of greeting cards
signed by donors helping boost the morale of hospitalized veterans.

Charity Navigator, the leading internet charity rating service,
gave HHV two stars, the same as numerous well-respected char-
ities, including the American Cancer Society, American Diabetes
Association, National Wildlife Federation, the Boy Scouts, the
YMCA, VFW and Paralyzed Veterans of America. Special Olympics
only got one star. You might say HHYV is in very good company.

The Coalition to Salute America’s Heroes has distributed over
3,000 $500 Christmas gift checks to needy, disabled War on Terror
veterans and their families, in addition to helping over 6,000 fami-
lies with direct emergency cash assistance, hosting over 1,200 dis-
abled veterans and their family members in our life-changing 4-day
all-expense-paid Road to Recovery conferences at Disney World,
providing six nearly cost-free homes to catastrophically disabled
vets, assisting hundreds in finding jobs, furnishing counseling to
many more, and picking up the travel expenses of many families
visiting their wounded loved ones in military hospitals.

The bottom line on direct mail is that if you disregard allocations
for educational and programmatic content, direct mail generally
nets us approximately 35 cents on the dollar and administration
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costs generally average another 10 percent. That is true for my
charities, and it is true for the thousands of charities in the United
States that raise $60 billion annually by direct mail, although most
other charities have higher direct mail costs than we do. The same
numbers apply to political fundraising by direct mail, and also to
State lotteries who raise tens of millions of dollars.

Throughout my life, I have endeavored to do well for my family
while I try and do some good in this world. I have been working
for HHV for 21 years, 8 of those as a volunteer, before HHV’s board
paid me more than $74,000 a year. In 1993, the first year I made
over $100,000 in salary, I was 60 years old and I had no retirement
plan. I am grateful that HHV’s board voted for a retirement plan
in 1998, benefiting me and other full-time employees. Because I
was 66 when the plan began, HHV had to make very high annual
contributions to fund my retirement benefits. I am grateful for the
board’s generosity, but I still make less than the average of non-
profit executives of similar-sized organizations.

Before closing, I have one request. I would hope that we can
work together in helping to ensure that Congress finally fulfills its
solemn obligation to over 300,000 veterans of the War on Terror
who are afflicted with PTSD and/or TBI. By the Pentagon’s own ad-
mission, government hospitals are woefully ill-equipped to treat
them, yet the vast majority are still denied the opportunity to seek
necessary therapy in the private sector at government expense. I
consider this to be a national scandal of the worst sort. I know, Mr.
Chairman, that you and the committee have held hearings de-
signed to focus attention on this problem, but Congress still has not
appropriated the funds necessary to provide the necessary care.

Thank you, and I look forward to a full and fair opportunity to
answer your questions.

[The prepared statement of Mr. Chapin follows:]
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STATEMENT OF ROGER CHAPIN

1 am pleased to testify before the House Committee on Oversight and Government
Reform. As you know, I am passionate about veterans’ issues, having been involved with
veterans’ charities for the last four decades. I am eager to share the significant contributions to
the veterans’ community of three charities—Help Hospitalized Veterans, Inc., the Coalition to
Salute America’s Heroes Foundation, and Help Wounded Heroes, Inc. There is much to tell.
Before doing so, however, a few words about my absence from the Committee’s December 13,
2007 hearing are in order.

As you know, with just sixteen days notice, the Committee invited me as President of
Help Hospitalized Veterans to testify at last month’s hearing. The timing of the hearing was
unfortunate—I had been traveling in Florida for the Coalition to Salute America’s Heroes
Foundation Third Annual Road to Recovery Conference, my wife was recuperating from
surgery, and we were renovating our house in San Diego. I nevertheless promptly hired counsel
to represent the organizations and began collecting documents that the Committee requested, but
I expected that my testimony would be continued. When 1 learned that it would not be
continued, there simply was inadequate time to prepare for the hearing. 1 therefore declined the
invitation for the reasons articulated to you in the letter dated December 10 from the
organization’s counsel. I was simply unable in the limited time provided to review the many
thousands of pages of documents produced to the Committee and prepare to cover decades of
effort in the charitable arena and adequately represent these charities in an important legislative
hearing. 1 know that you subsequently issued a subpoena to compel my attendance and that
service was not effectuated because I was traveling when the process server came to my home on
December 11 and 12. 1regret any inconvenience this might have caused the Committee.

I am happy to assist the Committee in understanding veterans’ charities, as evidenced by
my presence here today and my cooperation in producing 13,800 plus pages of documents
throughout. That said, I would like to discuss the three charities with which I currently work.

L HELP HOSPITALIZED VETERANS, INC.

A. Help Hospitalized Veterans Has Provided Hundreds of Millions of
Dollars Worth of Products and Services to Hospitalized and Homebound

Veterans, VA Hospitals, and Military Medical Facilities.

Help Hospitalized Veterans, Inc. (“HHV™), is a non-profit entity organized and operated
pursuant to § 501(c)(3) of the Internal Revenue Code exclusively for charitable and educational
purposes, under the direction of a five-member board of directors. Its primary mission is to
distribute therapeutic arts and crafts kits and other recreational items free of charge to wounded
and disabled veterans recovering in veterans’ and other military medical facilities.

I founded HHV on April 14, 1971. 1t is incorporated in the State of California and has its
principal place of business in Winchester, California. HHYV presently provides craft kits and
other products to 283 veterans and military medical facilities throughout the world. From
inception through fiscal year 2007 (July 31, 2007), HHV has received $470.7 million in cash
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contributions and donated a total of 22.8 million craft kits. Assuming that on average each kit
requires 2.5 hours to complete, HHV’s kits translate into 57 million hours of entertainment,
therapeutic, and rehabilitative value. The total retail value of the kits (including postage) and its
other donated goods—excluding gifts-in-kind (which themselves total $58.3 million), total
$362.6 million in retail value. In fiscal year 2007 alone, HHV provided 800,014 craft kits to
hospitalized veterans and 39,003 other gifts (i.e., computers, WebTV and Internet systems, flags,
models, craft kits, wood kits, leather kits, etc.) to homebound veterans—all free of charge.

HHV’s craft kits are recognized as a crucial component of veterans’ rehabilitation and
recovery. As former Secretary of Veterans Affairs Anthony J. Principi stated:

At VA, we are very grateful to HHV for providing programs that have proven
therapeutic value and play a very important role in veteran rehabilitation. I truly
believe these products are beneficial to recovering service men and women.

See Letter from Secretary of Veterans Affairs Anthony J. Principi to Col. Stephen McGuire,
USAF, Army Reg’l Med. Ctr. (Landstuhl, Germany), at 1 (Apr. 30, 2004).

The craft kits help restore coordination and motor skills to wounded and disabled
veterans whose function is impaired. They provide much-needed diversion and entertainment to
veterans who are confined in hospitals for extended periods of time. They provide a sense of
accomplishment to veterans and reaffirm their ability to accomplish meaningful tasks. Many VA
physicians prescribe HHV’s craft kits as an integral part of veterans’ rehabilitation regimens.
The most popular kits are the leatherworking kits, allowing veterans to craft moccasins,
wheelchair pouches, eyeglass holders, wallets, and purses, as well as the plastic and metal model
kits, through which veterans build model stock car racers, tanks, military aircraft, and soldiers.
Today we offer some 350 different kits.

HHV also employs 51 Craft Care Specialists (“CCSs™) to work in VA and military
Hospitals to assist veterans in selecting and completing their craft kits. A CCS is a key member
of a hospitalized veteran’s interdisciplinary therapeutic team. He or she maintains a close
working relationship with the veteran’s medical caregivers to assist them in assessing the
veteran’s condition, participate in developing the veteran’s program for rehabilitation,
recommend crafts kits appropriate for the veteran’s condition and skill level, help the veteran to
complete craft kits, and modify the kits as necessary to conform to the veteran’s abilities. CCSs
often develop close ties with the veterans they serve, providing meaningful interaction and
boosting their morale. They also conduct arts and crafts workshops.

Health Care Data, Inc. (“HCD”) studied the efficacy of HHV’s craft kits in 13 VA
hospitals and state veterans’ homes from August 1996 through September 1999. It concluded
that the kits and CCSs enjoy “a positive response rate of 98.6%” by hospitalized veterans. It
further found that after using the craft kits 48% of veterans showed functional improvement,
45% had improved attention spans, and 51% had better motivation.

In addition, HHV operates a Volunteer Recruitment Program that, in calendar year 2006
alone, was responsible for providing the VA with 469 regularly scheduled volunteers who
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provided over 94,000 hours of service (with an estimated value of over $1.6 million), according
to statistics provided by the VA’s Director of Volunteer Service. Many of these volunteers are
recruited through our direct mail programs. While the VA has yet to report its official statistics
for this year, HHV estimates that the number of volunteers and volunteer hours for which it was
responsible increased by 10-to-15%. Due to its extraordinary efforts, the VA appointed HHV to
the Executive Committee of its Voluntary Service; HHV also is a member of the Service’s
National Advisory Committee.

HHYV participates in or co-sponsors several other programs to ease veterans’ recoveries.
Since its inception, HHV has provided a total of over $750,000 to co-sponsor the National
Veterans Creative Arts Festival, $250,000 to co-sponsor the National Veterans Golden Age
Games, and $10,000 to co-sponsor the TEE Golf Tournament for blinded veterans. It also has
provided over a half million dollars to fund performances at VA hospitals by the entertainment
group “Re-Creations, USA.” In addition, over the past two years HHV has donated $400,000
each year to the Wounded Warrior Ministry (“Chaplain’s Closet”) program at the Army
Regional Medical Center in Landstuhl, Germany, which provides clothing, toiletries, and shoes
to American soldiers injured in combat in Iraq and Afghanistan.

B. Hospitalized Veterans and VA Hospital Staff Are
Deeply Appreciative of HHV’s Charitable Works.

Thousands of hospitalized veterans have taken the time to thank HHV for its craft kits,
and the following excerpts come directly from thank you letters the organization received:

e “Iwould like to thank you for the many projects that I receive thru Help Hospitalized
Veterans programs. It has helped me develop new hobbies to keep my mind busy and off
my problems. . . . Without this program I would have more problems with my anxiety
and depression.”

e  “[HHV’s program] helps very much in my recovery and treatment from the therapeutic
nature of the craft kits and other services . . . For people as myself who is lonely [sic], the
program is a very important part of my program and recovery and staying sober which is
the goal in my life.”

e “[HHV’s programs] are super! In particular, the craft kits are awesome. They have help
me [sic] recapture my love for creativity and making neat stuff.” (emphasis in original)

¢ “Tam disabled and I have found that by doing a craft kit my mind isn’t dwelling on the
pain that I still have.”

e “[Craft kits] have been a vital part of my rehab therapy. It can get very depressing and
boring day after day but the crafts give me something to look forward to.”

* “Twould like to thank everyone involved with Help Hospitalized Veterans for the great
work you’ve done in providing me and my fellow Vets with these great programs.”
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e  “I want to say ‘God Bless Help Hospitalized Veterans.” Thank you for remembering our
vets.”

The staff of VA and other military and veterans’ hospitals also has expressed their
appreciation for HHV s craft kits.

* “Ican tell you first hand the value of the donated craft kits to our veterans. Not only do
these craft kits provide[] beneficial and therapeutic interventions to our hospitalized
veterans, they seem to be especially touched by the fact that these kits have been donated
to them by individuals throughout the country.”

e “Ijust want to sing my praises for the many wonderful things that HHV does for veterans
and their families. . . I can’t begin to tell you how having craft kits available for our
veterans to occupy their time while here is so very beneficial and has such a healing
impact.”

e The Director of the Medical Center in Battle Creek Michigan emphasizes that “[t]he
therapeutic value for our veteran population” of HHV’s craft kits *“is immeasurable.”

s “Since receiving your craft kits over the years I have noticed a tremendous positive
change in our Veterans. Help Hospitalized Veterans ha[s] improved the quality of our
Veterans.”

e “I'would like to express my gratitude for the generosity of those that contribute to HHV
Program. This program helps in so many ways! Not only does it give each patient
something to get up for or look forward to doing in their day in the hospital, it’s also a
form of therapy.”

¢ “Thank you very much for your very essential support to our facility. HHV makes a
significant difference in the lives of our veterans!”

C. HHY Has Received Many Awards and
Recognitions for its Programs and Services.

The testimonials above speak to the quality of services HHV provides, as do the more
than 140 awards and recognitions bestowed upon the organization over the years. VA medical
centers across the country have awarded HHV more than 100 certificates of appreciation, and the
VA has awarded the organization its Secretary’s Award on 14 occasions. On 4 occasions mayors
of San Diego (Maureen O’Connor, Pete Wilson, and Susan Golding) and the mayor of
Temecula, California (Steven Ford) have issued proclamations concerning the organization. The
organization received special recognition on its 25th anniversary from the White House, United
States Senators Alan Simpson and Bob Dole, the Secretary of Veterans Affairs, and Health Care
Data Corporation. It received a 30th anniversary plaque from the American Veterans Award
Show.
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The American Legion Ladies Auxiliary awarded HHV both the President’s Award and
the President’s Appreciation Plaque. The organization has also received recognition awards,
appreciations, or commendations from the Department of Defense, Disabled American Veterans,
VA, and VA Voluntary Service. Other special awards include The Boy Scouts of America’s
Award of Excellence, the Hobby Industry Association’s President’s Award, the Chapel of Fow
Chaplains’ Humanitarian Award, the VA Medical Center of San Diego’s Outstanding Service
Award, and the Emest Borgnine Spirit Award.

HHYV has also been a strong supporter of the National Veterans Creative Arts Festival,
the annual art show which is “the culmination of talent competitions in art, creative writing,
dance, drama and music for veterans treated in the Department of Veterans Affairs (VA) national
health care system,” and the National Veterans Golden Age Games, the “premier senior
adaptive rehabilitation program in the United States[] and . . . only national multi-event sports
and recreational seniors’ competition program designed to improve the quality of life for all
older veterans.”> HHV has received 7 different awards for its support of the National Veterans
Creative Arts Festival, including the Gold Medal Sponsorship Appreciation Plaque, and it has
received 3 different awards for its sponsorship of the National Veterans Golden Age Games,
including the Silver Medal Sponsorship Glass Plaque Statuette.

D. HHYV Uses the Funds It Raises Efficiently.

HHV dedicates a high percentage of its revenues to charitable causes. In the tax year
ending July 31, 2006, HHV received a total of $70.5 million in revenues, including $48.5 million
in cash donations and approximately $22 million in gifts-in-kind. See VETS001018.% Of this, it
dedicated almost $47.2 million in cash and gifts-in-kind to program services—including
approximately $8 million to arts and crafts kits, $37.6 million to veterans’ awareness programs,
and $1.6 million to Craft Care Specialists, see VETS001021—and only $19 million to
fundraising, see VETS001018. Thus, fundraising consumes only about 27% of HHV’s revenues,
while HHV spends almost 67% of its funds on program services such as providing crafts kits and
other products to hospitalized veterans, co-sponsoring programs for veterans, hiring craft care
specialists to work with veterans, raising awareness of veterans’ issues, encouraging the public to
volunteer at VA facilities, and fostering the development of pen-pal relationships with veterans.

HHV’s fundraising costs are well within the Better Business Bureau’s Wise Giving
Alliance Standards for Charity Accountability ("BBB Standards”), which are intended “to ensure
that the charity spends its funds honestly, prudently, and in accordance with statements made in

! 2008 National Veterans Creative Arts Festival Fact Sheet, www1.va.gov/vetevent/caf/

2008/ Default.cfm.

2007 National Veterans Golden Age Games Fact Sheet, www].va.gov/vetevent/gag/
2007/Default.cfm.

All references to “VETS” numbers are to the voluntary document production HHV
tendered in response to the Committee’s November 26, 2007 and December 13, 2007
requests.
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its fund raising appeals.” The BBB Standards direct charities to “[s]pend at least 65% of [their]
total expenses on program activities.” Based on the data in HHV’s Form 990 for Fiscal Year
2006, HHYV satisfies this benchmark, with approximately 67% of its expenses funding program
activities. The BBB likewise recommends that charities not spend “more than 35% of related
contributions on fund raising.” Again, HHV easily satisfies this requirement because only 27%
of its revenues are dedicated to fundraising expenses. The BBB presently is reviewing HHV’s
financial paperwork to certify that HHV complies with these standards.

HHYV has excelled under other entities” evaluative guidelines as well. Charity Navigator
(“CN™), for example, is “the nation’s largest and most-utilized evaluator of charities.”> CN
studies how responsibly charities function on a day-to-day basis, and how well positioned they
are to sustain their programs over time. Under CN’s strict criteria, HHV was ranked as highly
(2 stars) as numerous other well-respected, bona fida charities including the American Cancer
Society, the American Heart Association, the Boy Scouts of America, the National Wildlife
Federation, and the Paralyzed Veterans of America. HHV was ranked higher than household-
name charities like Special Olympics, YWCA of the USA, Covenant House, and Arthritis
Foundation. Thus, HHV does not use an unusually disproportionate or high share of its revenues
for fundraising.

HHYV is proud that its fundraising costs and program expenses satisfy the evaluative
guidelines of groups such as the BBB and CN, but it nevertheless understands that its real value
as a non-profit organization is properly measured by the quality program services it provides to
our disabled and hospitalized veterans. Its value, like the value of any charity, cannot be
measured simply by mathematical calculations like fundraising expenses as a percentage of
contributions, or program expenses as a percentage of total expenses. As the Supreme Court has
recognized, a variety of factors (i.e.,, the organization’s age, size, charitable mission, and
popularity) effect how “efficiently” a charity operates,® and it would therefore violate the First
Amendment to conclude that an organization is not fulfilling its charitable purpose based solely
upon statistics.”

E. HHY’s Fundraising Costs Are Properly Accounted For Under
AICPA Standards and Generally Accepted Accounting Principles.

www.give.org/standards/newcbbbstds.asp.
See www.charitynavigator.org/index.cfm?bay=content.view&cpid=628.

6 See Riley v. Nat'l Fed. of the Blind of N.C., Inc., 487 U.S. 781, 793 (1988) (small and
unpopular charities have higher fundraising expenses); Secretary of State of Maryland v.
Joseph H. Munson Co., Inc., 467 U.S. 947, 966 (1984) (unpopular organizations or
organizations committed to the dissemination, discussion, and advocacy of public issues
have higher fundraising costs); Village of Schaumburg v. Citizens for a Better Envir., 444
U.S. 620, 635-36 (1980) (organizations seeking to disseminate information and advocate
positions of public concerns have higher nonprogram-related expenses).

7 See Riley, 487 U.S. 781; Munson, 467 U.S. 947; Viilage of Schaumburg, 444 U.S. 620.
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HHV classifies a portion of the expenses it incurs in its voluminous mailings as
“fundraising” costs and the rest of those expenses as either “program-related” or
“management/general” costs. The procedure HHV uses to allocate its direct-mail expenses
among these categories is not only consistent with, but is affirmatively mandated by, Generally
Accepted Accounting Principles (“GAAP”)—specifically American Institute of Certified Public
Accounts (“AICPA”) Statement of Position 98-2. See Am. Inst. of Certified Pub. Accountants,
Statement of Position 98-2: Accounting for Costs of Activities of Not-for-Profit Organizations
and State and Local Governmental Entities That Include Fund Raising (Mar. 11, 1998) (“SOP
98-2,”); see also David J. Harr, Ph.D., CPA & Robert H. Frank, M.S., CPA, 4 Guide to
Implementation of the New Standard for Costs of Activities That Include Fundraising,
Philanthropy Monthly (May 1998).

SOP 98-2 sets forth the procedure for properly accounting for so-called “joint activities,”
in which a non-profit entity performs an act, such as sending out a direct mailing, that is intended
to both raise funds and motivate direct action on the part of the public to further the entity’s goals
(i.e., encourage the public to volunteer at VA hospitals or to send cards and letters to veterans
thanking them). Under the AICPA’s standards, if a joint activity meets certain criteria regarding
its purpose, intended audience, and content, then its cost “should be allocated between fund
raising and the appropriate program or management and general function.” Statement 98-2, at
11. The AICPA further directs non-profits to specify in the notes accompanying their financial
statements the portion of their total joint activity costs that they “allocated to each functional
expense category.” Id. at 20. The Internal Revenue Service Form 990 expressly incorporates
SOP 98-2, containing a subsection of Part II entitled “joint costs” in which the charity must
affimm that it is following SOP 98-2’s allocation principles and identify the aggregate amount ol
its joint8 costs that were allocated to program services, fundraising, and management and
general.

HHYV’s public filings and financial statements comply fully with the AICPA’s rules and
GAAP. Most of its mailings not only attempted to raise funds, but also sought to educate
members of the public about the plight of hospitalized veterans and encourage them to take
direct action by volunteering at VA hospitals and writing to them. For example, although a
mailing from July 6, 2002 solicited funds to provide additional craft kits for hospitalized
veterans, it went on to provide extensive information about volunteering at VA hospitals. It
stated:

The Department of Veterans Affairs nationwide will have nearly 64,000 patients
in its medical centers and nursing homes tonight and over a quatter of a million

The IRS recently proposed modifying the Form 990 to eliminate this subsection, but its
proposal met significant criticism. Among the critics is the American Institute of
Philanthropy (“AIP™) which testified before the Committee on December 13, 2007. In
the letter from its president, AIP stated that elimination of the SOP 98-2 reporting
requirement was a “glaring change” that could have “sweeping and long-lasting effects.”
See Daniel Borochoff Letter to Intemal Revenue Service (July 20, 2007).
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veterans will visit VA Qutpatient Centers this week alone. These are our nation’s
veterans who have served us by protecting our freedom.

You are invited to become a part of the VA health care team as a Volunteer at a
Veterans Affairs (VA) Medical Center near you.

Each year thousands of people like yourself are providing millions of hours of
health care service to our veterans. Without the help of volunteers, the VA could
-not provide the quality of health care it offers America’s 30,000,000 veterans.

The gift of giving can make a real difference to our veteran patients.

Your skilled hands and warm heart are needed by our patients to heal, progress,
and be comfortable. Through the partnership of dedicated employees and caring
volunteers their needs are being met.

As a VA volunteer you can experience meaningful assignments throughout the
Medical Center, as well as in satellite and community outreach locations at times
convenient for you.

Careful attention is given to matching the skills and abilities of the volunteer to
the varied needs of our medical centers.

The Medical Center provides complete training, uniforms, career exploration,
meals and health screenings.

VA staff appreciate volunteer contributions and express their gratitude through a
variety of recognition awards.

And most of all, you have the opportunity to make a difference in the lives of our
nation’s hospitalized veterans. Other benefits derived from volunteering are the
many opportunities to use skills, network with health care professionals, socialize
and become a member of the largest single health care ‘team’ in the world.

Men and women from teens to nineties are volunteer partners on the health care
team. Some bring skills and knowledge, while others bring a desire to explore
and learsn. Many come with a gift for working directly with patients while others
bring dependability to assignments behind the scenes.

All come bearing the greatest gift of all—themselves.

Please call HHV at (888) 567-VETS and find out how you can start helping as a
volunteer or use our e-mail address of hhv(@hhv.org.

These appeals have produced substantial results. As mentioned, HHV’s Volunteer
Recruitment Program was responsible for providing the Department of Veterans’ Affairs with
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469 regularly scheduled volunteers who provided over 94,000 hours of service in calendar year
2006 alone.

The same mailing also included extensive information about corresponding with veterans
in hospitals:

Over the years, many pen-pal relationships have begun as a result of our
Correspondence/Postcard Program. More importantly, through these HHV
programs, veterans are reminded that our nation appreciates them and their
tremendous sacrifices.

If you would like to brighten the day in the life of a hospitalized veteran, please
contact HHV. Or you can simply respond to the postcard you may receive from a
hospitalized veteran.

Through our Correspondence Program, you can send your encouragement to
veterans like Richard Lunsford and Dick Pecha.

Vietnam era veteran Richard Lunsford received a response to a thank you note he
had written to a supporter of hospitalized veterans. “What makes this note
especially touching is that Mr. Lunsford was scheduled for brain surgery the
following moming after receiving Mrs. Caldwell’s card,” wrote Recreation
Therapist, Lynne Smith. “She had no knowledge of his physical situation. He
felt very comforted by this timely message. Both Richard and I were moved by
her kindness in taking time at this busy time of year to write someone she did not
know.”

Dick Pecha is wheelchair-bound. One day after Dick received an HHV Craft Kit,
he proceeded to write a thank you card to the donor. He noticed that the address
of the donor was nearby, so he decided he wanted to personally thank the donor
and hand-deliver the thank-you card. Using his wheelchair, Dick took a bus to the
donor’s house and wheeled himself to the front door. A frail lady answered the
door. Dick introduced himself and showed her the card, saying, “I just wanted to
thank you personally.” The lady was surprised, shocked and thrilled and the
smile on her face was priceless. Dicks says it makes him feel like he was 10 feet
tall. Whenever he’s feeling down, he thinks of that moment and her smile and it
lifts his spirits.

Please remember, we encourage you to correspond with our hospitalized veterans.
These heroes need to know they have not been forgotten by their fellow
Americans.
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VETS002988. HHV repeated messages such as these in many of its mailings.”

Because mailings such as the one above requests a donation and contains
communications advocating direct action, HHV’s public filings and financial statements account
for a mailing’s expense as part fundraising expense and part program expense, as SOP 98-2
requires. HHV further identifies the breakdown detailing exactly how the cost of its joint
activities is allocated among its functional categories. See, e.g., VETS001045. Thus, HHV
accurately has disclosed its actual fundraising costs. Entities that challenge HHV’s accounting
methodology, such -as Daniel Borochoff’s American Institute of Philanthropy, do so only by
disregarding generally accepted accounting principles to which HHV is legally and ethically
bound to adhere. Moreover, it actually misrepresents an organization’s operations to not allocate
to program expenses the portions of direct mail (i.e., joint costs) that are in fact program
expenses.

HHYV classifies 60% of the cost of its mailings as “fundraising,” and the remaining 40%
as “program-related,” “management,” and “general.” It classifies a much higher percentage of
its joint activity costs as fundraising than other major veterans’ charities. According to public
filings, in the year ending August 31, 2005, the Veterans of Foreign Wars (“VFW>)
acknowledged 42.06% of its joint-activity costs as fundraising. In the year ending September 30,
2006, the Paralyzed Veterans of America characterized 50.48% of the cost of its outreach efforts
as fundraising. For the year ending December 31, 2006, the Disabled American Veterans
(“DAV?) allocated 45% of its joint costs as fundraising. Thus, HHV acts conservatively,
allocating a higher percentage of its joint activity costs to “fundraising,” 60%, than many other
veterans’ groups, which further demonstrates that it is implementing SOP 98-2 legitimately and
in good faith.'®

F. My Compensation is Comparable to that Received by Executives of Similar
Charities and Consistent with Nonprofit Good Governance Requirements,

I founded HHV, and I currently am its president and one of its directors. I have headed
the organization for 36 years, and my salary has grown from when HHV first started. For the tax
year ending July 31, 2006, HHV paid me a $250,000 base salary and a $50,000 performance-

¢ See, e.g., VETS002547, VETS002562, VETS002568, VETS002575, VETS002582,
VETS002588, VETS002625, VETS002637, VETS002643, VETS002664, VETS002670,
VETS002684, VETS002703, VETS002717, VETS002720, VETS002732, VETS002781,
VETS002803, VETS002806, VETS002823, VETS002855, VETS002860, VETS002881,
VETS002904, VETS002974, VETS003002, VETS003009, VETS003017, VETS003025,
VETS003033, VETS003041, VETS003048.

The economics of direct mail fundraising in non-profit charities is not unlike the
economics of political direct mail. “[Political] direct mail can cost from 50 cents to 90
cents for every dollar it brings in.” M.A. Engle, “Can New Technology Beat the Old
Campaign Finance System” Capital Eye Newsletter (Spring 2001), www.opensecrets.
org/newsletter/ce75/technology.asp.

10
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based bonus'! (collectively referred to as “total cash compensation™), and made $126,434 in
contributions to HHV’s retirement fund. See VETS001023. I do not receive any additional
payments for my service on HHV’s Board of Directors.

Neither my salary nor my retirement contributions are excessive. My total cash
compensation is comparable to executives of other non-profits. The Chronicle of Philanthropy
conducted a survey in 2006 of 400 non-profit organizations, to which 249 groups responded,
concerning executive compensation. See Noelle Barton & Peter Panepento, Executive Pay Rises
4.6%, Chron. Philanthropy, at 1 (Sept. 20, 2007). The survey revealed that the median total cash
compensation of the groups’ chief executives was over $315,000, see id., which exceeds my
annual compensation of $300,000. My total cash compensation also is fully consistent with all
applicable IRS requirements. See, e.g., 26 U.S.C. § 4958(c)(1)(A).

In May 2005, HHV commissioned an independent study by Intecap to determmine the
reasonableness of the salaries of HHV’s top executives, including myself. Intecap concluded,
“when compared to executives at both for-profit and non-profit organizations, it is apparent that
the compensation paid to Mr. Chapin . . . falls within an acceptable range. . . . Mr. Chapin’s
compensation as a percent of operating expenses is near the middle of the range for executives at
like-sized for-profit and non-profit organizations.” Intecap, Compensation Study 16 (May 15,
2005).

The contributions to HHV’s retirement fund are higher than typically would be expected
because, although I have served as HHV’s President for 36 years, the Board did not establish a
retirement plan for me until the early 1990’s. The current retirement plan was not created until
1999. According to HHV’s actuary, had HHV’s Board began funding my retirement plan when I
became President in 1971, my annual contribution for 2006 would have been only $45,284. But
the retirement plan was not established at that time so HHV, in effect, has to “catch up” for the
decades in which no retirement program was funded.

My total salary, even including bonus and retirement contributions, is not a drain on
HHV’s resources; it represents less than 1% of HHV’s $70.5 million in revenues. See
VETS001018. Charity Navigator’s 2007 study of over five thousand of the nation’s largest
charities reveals that “CEO compensation accounts for . . . 3.37% of the average organization’s
spending.” Charity Navigator, 2007 CEO Compensation Study (Aug. 1, 2007). My total cash
compensation, in contrast, constituted only .62% of HHV’s expenditures. Thus, there is no valid
legal or empirical basis for attacking my compensation package.

1L COALITION TO SALUTE AMERICA’S HEROES FOUNDATION

The Coalition to Salute America’s Heroes Foundation (“Coalition™) is a four-year-old
non-profit entity organized and operated pursuant to § 501(c)(3) of the Internal Revenue Code
exclusively for charitable and educational purposes, under the control of a five-member board of

n The bonus was actually for two-years—2005 and 2006.
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directors (two seats recently became vacant and a search for replacements is underway). Its
primary mission is to provide financial and in-kind assistance to wounded and disabled veterans
of the Iraq and Afghanistan conflicts.

A. The Coalition Has Provided Much-Needed Financial Assistance
To Wounded and Disabled Veterans in Dire Financial Straits.

I founded the Coalition in 2004. It is incorporated in the District of Columbia and has its
principal place of business in Ossining, New York. Since its inception, the Coalition has
provided over $11,000,000 in cash and other assistance to over 9,000 severely wounded and
disabled veterans to assist with expenses such as mortgage payments, new homes and
refurbishing existing homes, rent, car payments, utility bills, telephone bills, and holiday gift
checks at $500 each for seriously wounded veterans and their families.

The Coalition has also provided financial support for the veterans® families, sponsored
four Road to Recovery Conferences to assist disabled veterans and their families in beginning the
process of rebuilding their lives. The Conference offers information regarding veterans’
benefits, services, counseling, insurance, healthcare, financial support, career counseling and
employment opportunities. Artists such as Toby Keith, Lee Ann Womack and Gary Sinise have
surprised attendees with free exclusive concerts. The Coalition also offers Camp C.O.P.E. for
the children of severely wounded veterans to aid them in adjusting to their parents’ new
disabilities.

The Coalition coordinates several other programs, as well. Its Family Support Network
pays for veterans’ families to visit them in VA and military hospitals and provides computers
and Intemet service so that hospitalized veterans and their families can keep in touch. Iis
Wounded Hero Career Network offers disabled veterans career counseling, job search assistance,
and online training. In 2006, the Coalition received a gift-in-kind of 1.5 million EZ Score calling
cards from HHV, which allowed servicemen and servicewomen free worldwide access to sports
scores by providing a toll-free number printed on the card. Two-thirds of the cards were
delivered to the USO and included in care packages to overseas troops, and one-third of the cards
were delivered to the armed services directly. The Coalition also has a program to employ
veterans—they work from home making “thank you” calls to our donors. At present, 40 families
are participating; another 70 families are applying. In 2007, the Coalition received a “Best in
America” seal of approval from the Independent Charities of America.

B. Veterans Deeply Appreciate the Coalition’s Help.

Veterans are extremely grateful for the Coalition’s assistance. One sergeant wrote, “I’ll
never forget the help I received. For this soldier, it’s all of you who are the heroes of this great
country.” An Air Force veteran who was injured in Iraq by an IED stated, “I will never, ever be
able to repay you for what you have done.” Another Army sergeant explained:

On November 28, 2004, while on patrol in Iraq I was wounded by an improvised
explosive device (IED.). I lost some of the use of my lower left leg and have
partial paralysis. After retiring, my wife and I soon discovered that we couldn’t
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make ends meet on the pension I was receiving. I sold personal befongings on E-
Bay and tried to find work. For the first time in my life I had bill collectors
calling me. I felt incredible shame and anger that I wasn’t able to provide for my
family and I was afraid of losing everything I had worked for. We have three
boys: Alex 11, Hunter 5, and Reece 3. . . .

The day I called the Coalition to Salute America’s Heroes it was the best move I
have made for my family. I called and spoke with [a veterans’ care employee].
She was patient and-very understanding and she made me feel better when I spoke
with her. She told me not to feel embarrassed and that they are there to help
soldiers and Marines who are in financial trouble after being wounded or hurt.
And she came through on that promise—the Coalition has given us the chance to
keep our home. . . . I will never forget the help I received. I was just doing what I
was asked to do; all of you did more than you were asked.

Another disabled veteran added, “We have been having a hard time for awhile now, and getting
the Christmas check almost made me cry because of the generosity of this organization and the
constant support.”

C. The Coalition Operates Extremely Efficiently and Accounts for
Its Finances Consistent with GAAP and AICPA Principles.

The Coalition dedicates a high percentage of its revenues to its charitable purposes. In
calendar year 2006, the Coalition received a total of $26.4 million in revenues, including $5.4
million in cash donations and approximately $21 million in gifts-in-kind. See VETS000695. Of
this, it dedicated $24.5 million to program services—including approximately $1.2 million for
conferences and seminars, $2.6 million for public awareness, and $20.6 million for direct cash
grants and gifts-in-kind to veterans, see VETS000697—and only $625,000 to fundraising, see
VETS000696. Thus, fundraising consumes only a tiny fraction of the Coalition’s revenues,
while it spends nearly all of its resources on program services such as providing cash payments
to veterans in danger of losing their homes or having utility services cut off, sponsoring the Road
to Recovery Conference and Camp C.O.P.E., coordinating the Family Support Network and
Wounded Hero Career Network, raising awareness of veterans’ issues, and encouraging the
public to volunteer at VA facilities.

In 2007, the Coalition initiated direct mail efforts on its own behalf. Its financial
statements and filings for that year will fully comply with generally accepted accounting
principles, including AICPA Statement of Position 98-2. See SOP 98-2; see also Harr & Frank,
supra at 98. Most of the Coalition’s mailings contain express “calls to action” to encourage
members of the public to assist wounded and disabled veterans in a variety of ways. For
example, one recent newsletter available on the Coalition’s website states:

You can help spread the word about how Americans can help our severely
wounded troops by: (I) putting a Coalition magnet on your car or refrigerator to
alert others about the need to support wounded troops, (2) speaking out about the
plight of our wounded troops at local clubs, church, and neighborhood meetings,

13
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(3) calling into talk radio programs and encouraging others to support our troops,
(4) wearing a Coalition bracelet, lapel pin, baseball cap, or other item to publicly
show your support, (5) holding an event in your community to raise awareness,
such as other CSAH supporters have done in their “Swim the Straits” and “Trail
to Recovery” events (6) encouraging business associates to provide support for
our troops, and advocating for our wounded troops and their families at Chamber
of Commerce meetings and other business events (7) writing or calling your
elected officials to educate them about the challenges facing our wounded troops.
You can write your two Senators at: U.S. Senate, Washington, DC, 20510 and
U.S. House of Representatives, Washington, DC, 20515, and call them at (202)
225-3121 or (202) 224-312]1. You can also help our wounded troops and their
families by contributing goods and services. If you have something that you no
longer want, whether it’s a car, furniture, or other item in good condition, we
probably know a wounded hero who can use it. For more information call CSAH
at (888) 447-2588 or e-mail us at info@saluteheroes.org.

You can also help in the physical, mental and emotional recovery of our severely
wounded veterans by: (1) volunteering to run errands for a wounded soldier or
his/her spouse, (2) taking a wounded soldier to a movie, baseball game, or other
event to help them get reinvolved in their community, (3) mentoring or tutor
wounded troops who need to develop new skills for job training, (4) contacting
your local veterans hospital and offer to volunteer your time. (5) organizing a
Chamber of Commerce or other community civic organization breakfast or
hincheon. (6) Volunteering at one of our events such as the Annual Road to
Recovery Conference and Tribute (7) providing housing for families of wounded
soldiers who are recuperating or rehabilitating far from home (8) providing labor
for our Homes for Heroes Program. You can also help by identifying wounded
troops in your community who need additional help. Then recommend they visit
our website at www.saluteheroes.org, e-mail us at info@saluteheroes.org or call
us at (888) 447-2588. You can also help our severely wounded servicemen and
women by volunteering at a Veterans Affairs (VA) Medical Center near you.

Thus, both GAAP and AICPA standards permit the Coalition to allocate the costs of
outreach efforts such as these between “fundraising” and “program activities”
classifications.

1 founded the Coalition, and I serve as its president and on its board. Ireceive no
compensation for my positions. The only funds I have received from the Coalition were
audited reimbursements for documented, out-of-pocket expenses I incurred on the
Coalition’s behalf.

III. HELP WOUNDED HEROES, INC.

Help Wounded Heroes, Inc. (“HWH”), is a non-profit entity organized and operated
pursuant to § 501(c)(4) of the Internal Revenue Code exclusively for the promotion of social

14
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welfare, under the direction of a three-member board of directors.”” Its primary mission is to
lobby Congress and influence public policy to provide greater governmental support for our
nation’s veterans, particularly those who have been wounded or disabled in the War on Terror.

I founded HWH in 2006. It is incorporated in the District of Columbia and does not yet
have a principal place of business. Since its inception, HWH has conducted only a few direct-
mail test solicitations. It provided key input to congressional staff that led to HR. 2855, the
Wounded Heroes’ Bill of Rights Act, which Congressman Ciro D. Rodriguez (D-Tex.)
introduced into the House of Representatives. The legislation, which has been referred to the
House Subcommittee on Military Personnel, would provide emergency assistance for severely
wounded members of the Armed Forces and require improved screening for traumatic brain
injury in returning servicemembers. In the tax year ending July 31, 2006, HWH received
$395,504 in contributions and spent $36,421 on program services and $542,717 on fundraising
(after allocating the costs of one of its mailings under AICPA SOP 98-2). See VETS000764.

CONCLUSION

I am proud of my involvement with HHV, the Coalition, and HWH, and [ stand by their
records of performance. HHV is a bona fide, well-respected charity that has contributed
hundreds of millions of dollars worth of goods and services to hospitalized veterans. Its
fundraising expenses, accounting methods, and executive salaries are comparable to other
nonprofits in this field. The Coalition, while much newer, already has provided thousands ol
veterans with assistance in paying their mortgages, car loans, and utility bills, in addition to
providing non-cash charitable support. It, too, has an exemplary financial statement. Although
HWH is still in its nascent stages, it already has made legislative progress through the
introduction of the Wounded Heroes’ Bill of Rights Act in the House of Representatives.

These charities have by no means solved every problem that disabled veterans face—
approximately 300,000 veterans with PTSD and TBI are not receiving adequate treatment, and
the complications of their unaddressed conditions will only magnify over time. But HHV, the
Coalition, and HWH are providing disabled veterans the resources that they can, and I am proud
to play a part in their charitable works.

12 The December 10, 2007 letter to the Committee contained a typographical error,

erroneously stating that HWH was a § 501(c)(3) entity.
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Chairman WAXMAN. Thank you very much, Mr. Chapin.
Mr. Viguerie.

STATEMENT OF RICHARD VIGUERIE

Mr. VIGUERIE. Chairman Waxman, Ranking Member Davis, and
Members of the committee. I am here today at your so-called invi-
tation. I must say this is the first invitation I have ever received
from Members of Congress that wasn’t for one of your fundraising
events.

In 1960, just 5 years before I started my marketing agency, I es-
timate there were only about 60,000 donors to the Kennedy/Nixon
Presidential campaigns. Americans received their news and infor-
mation from very limited sources who controlled, filtered and lim-
ited what Americans knew about what really happens in Washing-
ton.

Applying commercial marketing principles to cause-related fund-
raising, I pioneered direct mail for political and ideological causes.
JFK’s late son’s magazine, George, credited this as one of the defin-
ing political moments of the 20th century.

I developed ways to communicate with, involve and raise money
from millions of everyday citizen supporters, rather than the few
traditional fat cat donors. Today, the Democratic Congressional
Campaign Committee, chaired by Congressman Van Hollen of this
committee, markets its lists of 282,000 names. So he is a bene-
ficiary of what I pioneered. I estimate over 8 million people will
make a contribution in this Presidential election cycle to some cam-
paign or political cause.

The Founding Fathers added the first amendment to our Con-
stitution because it is inevitable that political elites will seek to si-
lence their critics and competitors in the marketplace of ideas. This
hearing is one of those attempts.

Four times in the past 27 years, the U.S. Supreme Court has
ruled that charitable fundraising with high cost is fully protected
by the first amendment and is not fraud. However, Mr. Chairman,
at the December 13th hearing on veterans’ charities, you defamed
certain charities for their high fundraising costs by calling that
fraud. That hearing was based on the false premise that the sole
purpose of a charitable solicitation is to raise money. Charities’ ad-
vertising mailings do far more than just solicit and dole out money.

I remember all too well, Mr. Chairman, that many Vietnam vet-
erans were spit on when they returned to the United States. How-
ever, hundreds of millions of advertising mail, which includes the
American flag, car magnets, Support Our Troops car ribbons,
bumper stickers, decals, etc., has helped veterans of the unpopular
Iraqg war be received back home very differently than returning
veterans from the unpopular Vietnam war.

Rather than providing enough Federal funds for our veterans, too
many Members of Congress have spent billions on earmarks and
pet projects in their districts. That abuse of congressional power is
a major reason why veterans and their families are getting the
short end of the stick.

But that is not the only abuse of power I want to discuss today.
Today is just the beginning of a very public national airing about
issues that Congress for too long has swept under the rug. It is a
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debate about hypocrisy, legal fraud and quid pro quo money-laun-
dering, or call it what you will, and political fundraising conducted
by Members of Congress. Americans are angry because of the
abuse of power by Congress and other elites in Washington. Your
ratings are at their lowest level because now more than ever Amer-
icans have access to information from the new and alternative
media about what really goes on in Washington.

Some of the most effective and most outspoken critics of Con-
gress are charities and other non-profit organizations. Many of the
landmark first amendment cases, such as the NAACP v. Alabama,
and New York Times v. Sullivan, involve attempts by the govern-
ment to intimidate and silence non-profits because they are such
effective critics of government. This committee is investigating
charities that have received bad grades from one individual whose
methods are not accepted by other charity rating systems nor the
standards of the American Institute of Certified Public Account-
ants.

Also surprisingly, even shocking, he does not grade nor evaluate
the effectiveness of a charity. Members of Congress aren’t required
by law to hire independent certified public accountants and file de-
tailed reports about your own cost of fundraising under American
Institute of Certified Public Accountant rules. But charities must.
Your contracts with fundraisers aren’t regulated by State attorney
generals [sic], but charities are. Nor are your contracts on file for
public inspection. But the contracts for charities are.

And charities can’t strong-arm lobbyists and corporate PACs in
exchange for access, influence and legislative favors. In other
words, the playing field is not level. I say, level the playing field.
Whatever charities must do to report and comply with the law,
Members of Congress should do the same.

Mr. Chairman, over the past 10 years, your own personal cam-
paign committee has raised money ostensibly for your own re-elec-
tion, yet you have passed through almost exactly 50 percent to
other political candidates and committees. Fifty percent over 10
years looks less like a campaign than a money-laundering enter-
prise.

You also formed this thing called LA-PAC to solicit and pass
through even more money. You give that money to candidates with
whom your donors may disagree on issues important to the donors
and candidates to whom the donors would not have made a con-
tribution. That sounds like what is called bait and switch in a com-
mercial context. Any way you look at it, it appears wrong and un-
seemly.

There are a host of rotten issues in congressional fundraising, yet
this committee is not merely chilling first amendment rights of
non-profits and other citizen-backed organizations, but is attempt-
ing censorship in direct contravention with what the U.S. Supreme
Court has said repeatedly. There are plenty of outstanding or very
influential charities with high fundraising costs.

Mr. Chairman, your agenda here is political, anti-competitive,
unconstitutional, and if I may be frank, mean. You grab cheap
headlines at the expense and in defamation of some very worthy
charities. You have caused harm for the unconstitutional purpose
of limiting the amount of information that the public receives.
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Chairman WAXMAN. Mr. Viguerie, your time has expired. You
ought to complete your remarks.

Mr. VIGUERIE. I have one paragraph. What you have said and
what you are trying to do has and will continue to result in harm
to, not help for, veterans. As part of that process, you are abusing
the powers of this institution. Shame on you, Mr. Chairman. And
shame on any member of this committee who would participate in
such an agenda.

[The prepared statement of Mr. Viguerie follows:]
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Statement of Richard A. Viguerie,
Chairman, American Target Advertising, Inc.

House Committee on Qversight Hearing on
Costs of Veterans’ Charities Fundraising

January 17, 2008

Chairman Waxman, Ranking Member Davis, and Members of the Committee:

I am here today at your so-called “invitation.” I must say, this is the first invitation I've ever

received from Members of Congress that wasn’t for one of your fundraising events.

In 1960, just five years before I started my marketing agency, I estimate there were only about
60,000 donors to the Kennedy-Nixon presidential campaigns. There were only three television
networks, almost no talk radio, and no Internet, so Americans received their news and information
from very limited sources who controlled, filtered and limited what Americans knew about what

really happens in Washington.

Applying commercial marketing principles to cause-related fundraising, I pioneered direct
mail for political and ideological causes. My methods allowed political and nonprofit causes to
bypass the filter of the limited news outlets to communicate directly with American citizens.
JFK’s late son’s magazine, George, credited this as one of the defining political moments of the

20 Century.

I developed ways to communicate with, invelve, and raise money from millions of every-day
citizen supporters rather than the fewer traditional fat cat donors. Becausc what I had done was
revolutionary and not understood, I was criticized by the news media and my opponents for high
fundraising costs. But that changed substantially on one night -- when Ronald Reagan was elected
President. Soon after that, liberal causes, senatorial and House campaign committees, and even
Members of Congress were copying my methods. I explain this in my book, America's Right

Turn: How Conservatives Used New and Alternative Media to Take Power.
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Compared to 1960 (when the Kennedy-Nixon campaigns combined had only about 60,000
donors), today the Democratic National Committee has a list of over a million supporters that it
markets to the public. The Hillary Clinton supporter list is over 1.8 million names. The
Republican Congressional Campaign Committee markets 474,553 names, and the Democratic
Congressional Campaign Committee (DCCC) markets its list of 282,566 names. Congressman
Van Hollen of this very Oversight Committee, of course, chairs the Democratic Congressional
Campaign Committee, so he is a beneficiary of what I pioneered. [ estimate over 8,000,000

people will make a contribution in this election cycle to some campaign or political cause.

The Founding Fathers in their great wisdom added the First Amendment to our Constitution
because it is inevitable that political elites will seek to silence their critics and competitors in the
marketplace of ideas. This is often done in subtle ways, which is referred to as “chilling” First

Amendment rights.

In my 46 years in marketing 1 have seen many attempts to silence critics of government.
Politicians too often use the power of government to limit and exclude competition for donor
dollars by rigging the rules in your own favor. Although most of you don’t even read the bills,
you often vote for and pass unconstitutional legislation. And politicians all too often abuse your

bully pulpit to cause harm to other speakers for your own power and gain.

We filed an Objection to your so-called “invitation,” which is explained a bit more fully in the
Appendix to my Statement. That Objection explains that government investigations should be
limited or stopped based on the likelihood that they would chill the exercise of First Amendment
rights. That Objection also describes how four times in the past 27 years the United States
Supreme Court has already ruled that high-costing charitable fundraising communications are

fully protected by the First Amendment. Here’s a repeated quote from those decisions;

“Prior authorities . . . clearly establish that charitable appeals for funds . . . involve
a variety of speech interests — communication of information, the dissemination
and propagation of views and ideas, and the advocacy of causes — that are within
the protection of the First Amendment . . . [and] that without solicitation the flow
of such information and advocacy would likely cease.”



177

Mr. Chairman, at the December 13 hearing on veterans’ charities you defamed certain
charities for their high fundraising costs by calling that fraud. I say “defamed” not just based on
what an ideologically diverse set of Supreme Court justices has said about high-costing
fundraising. You were legally wrong, and you distorted and misrepresented certain important

facts.

In fact, your defamatory remarks are a perfect example why the Founders added the First

Amendment. Politicians cannot be trusted with power over speech and press rights.

No charity wants high fundraising costs. However, the Supreme Court and other courts have
recognized what this Committee failed to: there are plenty of reasons why some charities have
high-costing fundraising. Those reasons are diverse and too many to explain in this brief
statement. But the fact is, Mr. Chairman, besides explaining that those communications are fully
protected by the First Amendment, the Supreme Court described why the high costs of fundraising

are not just legitimate, but often are necessary.

In fact, the December 13 hearing was based on the false premise that the sole purpose of a
charitable solicitation is to raise money. Charities that use direct mail, for example, necessarily
have higher costs of fundraising because direct mail is often more expensive than some other
communications media. But direct mail is the second most widely used form of advertising for

one important reason: it works.

Charities’ solicitations -- what they say, and how they say it -- do more than just solicit and
dole out funds. In the case of veterans’ charities, there are veterans and their families who are
falling through the cracks right under the watch of this Government Oversight Committee. One of
the biggest impediments to faster and better help for these veterans and their families, though, is
that people in the general public think that the government is helping veterans enough when it’s

not.

1 remember all too well, Mr. Chairman, that many Vietnam veterans were treated poorly, even

spit on when they returned to the United States. However, in good part because of what veterans’
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charities told the American public in their solicitation communications, over time and with
significant expense explaining the plights and sacrifices of veterans, the American public came to
learn about the wrongs that were inflicted on our veterans. Veterans’ charities favorably changed
the public’s perception; Congress did not bring about that change. In fact, since Congress is a
reactionary body, and too often a slow one at that, the best chance for veterans’ to receive better
treatment from the government is for many veterans’ charities to inform the general public about

their issues, which in turn may help uitimately persuade Members of Congress to take action.

Veterans’ charities, through their fundraising solicitations, have long addressed causes and
issues that were far less popular and understood compared to now. In other words, the degree of
change in the public’s perception about veterans and their needs would not have occurred without
multiple veterans’ charities communicating to new and differing audiences, and to people with
differing views. Those solicitation communications influence the public’s perception often in
competing ways, providing alternative information, and suggesting new and alternative

approaches, about the wide variety of issues that affect veterans.

Americans in the post-9-11 era generally feel differently about veterans than they did back in
the 1960s and 1970s. But more still needs to be done because Congress and the rest of the federal
government are stuck in pre-9-11 treatment of veterans. The calamities at Walter Reed Medical
Hospital just up the road a few miles, right under the nose of this Committee on Government
Oversight, is just one example of how the federal government has failed our veterans. Veterans’
charities were not just talking about, but doing something about, many of those types of problems
long before Congress ever got around to addressing the problems seriously, and still not enough i

being done.

Veterans’ charities have helped, and continue to help, expose the failure of our federal
government to adequately care for our wounded and disabled veterans and their families. Mr.
Chairman, your defamation of those charities appears to be an attempt to divert attention from a
national disgrace that is a direct result of the irresponsible conduct of the federal government,
including the Congress. Rather than providing cnough federal funds for our veterans, too many

Members of Congress have spent billions on earmarks and pet projects in their districts. That
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abuse of congressional power is the main reason why veterans and their families are getting the

short end of the stick.

But that’s not the only abuse of power I want to discuss today.

Mr. Chairman, your lawyers Susanne Sachsman and John Williams told my legal counsel
interesting things about how this Committee perceives its power, and how some of you just don’t
think the Constitution applies to what you do. For example, your lawyers say that because [ am
here at your so-called “invitation,” I have no rights of due process. Yet the Committee has
demonstrated in rather intimidating fashion that appearing and testifying in response to your
Committee’s so-called “invitation” is not voluntary, but compulsory. Your invitations are, as
might be described in The Godfather movie, “offers that can’t be refused,” and are an attempt to

evade constitutional and procedural safeguards for witnesses.

I’m not surprised by that type of Washington arrogance in defiance of the Constitution.
Congress rigs the rules to protect its own members, but seems to have no problem violating the
constitutional rights of citizens. Mr. Chairman, when you were in the minority in 1998 you
submitted a report, which is cited in the Appendix to my statement, criticizing then-Chairman
Burton for his investigations of actual government corruption involving political fundraising and
money laundering. Those were matters not protected by the First Amendment and involved actual
government activity, so this Government Oversight Committee had jurisdiction. Now that you are
in the majority, and these hearings prove it, you abuse the investigation powers by violating the
First Amendment, disregarding procedural protections, defaming good charities, and, in violation
of what the Supreme Court has said are the parameters of congressional investigations, exercising

your powers irresponsibly and without due regard for the rights of affected parties.

Today, however, is just the beginning of a very public national airing about issues that
Congress for too long has swept under the rug. It is a debate about “legal” fraud and quid pro quo,
money laundering or cali-it-what-you-will, in political fundraising conducted by Members of

Congress.
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You might try to control and limit what I say here today about fundraising, but you cannot
limit and control what I and thousands of others in the new and alternative media outside these
halls will say and write in the coming weeks and months to expose the abuses of power, the
“legal” bribery and graft, and the corruption that takes place on a daily basis right here on Capitol
Hill.

This is a debate that needs to take place before the 2008 elections when people are focused on
change. Americans are angry — progressives are angry with the Democratic Party; conservatives
are angry with the Republican Party — because of the abuse of power by Congress and other elites
in Washington. And I, being more knowledgeable about fundraising practices than most people,
will make it my mission to alert the public about the “legal” fraud and quid pro quo that takes

place in congressional fundraising.

Congressional approval ratings are at an all-time low for one very big reason: no longer do
you control the message. That horse has left the barn, and I’m proud to have been a part of that
process. Your ratings are at their lowest level because now more than ever American citizens

have access to information about what really goes on in Washington.

Some of the most effective and most outspoken critics of Congress are charities and other
nonprofit organizations. And even charities that don’t expressly criticize the government often
provide news and information that puts Congress and other government bodies and individuals in
an unfavorable light. Many of the landmark First Amendment cases, such as NA4CP versus
Alabama and New York Times versus Sullivan, involve atterapts by the government to intimidate

and silence nonprofits because they are such effective critics of government.

This Committee is investigating charities that have received bad grades from one individual
whose methods are not accepted by other charity ratings systems, and are inconsistent with rules
established by the American Institute of Certified Public Accountants. That one person’s ratings
are not based on what the charities do to help veterans, nor on their net results such as how many
veterans are helped, but on their costs of fundraising. Based on Congress’ approval ratings in the

teens these days, though, if Americans were giving out grades for results, Congress should be
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placed in remedial education, and many Members would even be expelled from school for bad

conduct.

For over 40 years I’ve done both political and charitable fundraising, and I can tell the
American public that the rules, regulations and disclosure requirements for charitable fundraising
are much more comprehensive, burdensome, and even restrictive than for political fundraising.
Mr. Chairman and Members of the Committee, you aren’t required by law to hire independent
certified public accountants and file detailed reports about your own costs of fundraising under
American Institute of Certified Public Accountant rules, but charities must. Your contracts with
fundraisers aren’t regulated by state attorney generals, or on file for public inspection, but the

contracts for charities are.

And there are even more important distinctions. For example, charities can’t strong-arm
lobbyists and corporate PACs for contributions in exchange for access, influence and legislative

favors. In other words, the playing field is not level.

I say, level the playing field. Whatever charities must do to report and comply with the law,
Members of Congress should do the same. In fact, if Members of Congress were subject to the
same laws and rules with which charities already must comply, many of you would be legally
barred from soliciting contributions at all. And the public would know a heck of a lot more about

your own fundraising practices.

[ offered to have one of the country’s foremost experts on the laws and constitutional aspects
of fundraising testify, but the Committee declined. Apparently, Mr. Chairman, you don’t want to
be bothered with constitutional concerns in pursuit of your agenda. The Appendix to my
statement addresses just some of the constitutional issues, but also the wasteful if not fraudulent
diversion of hundreds of millions of donor dollars by state regulators, the failures of the current
state charitable solicitation regulatory system, and the fact that state charity regulators are the
single most consistent violators of the laws governing charitable solicitation, and even violate
federal law. These written comments and much more information about corrupt government

practices in fundraising will also be widely disseminated using the new and alternative media.
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We’ll see if this Committee is more interested in violating the First Amendment rights of
charities than conducting an investigation into the violations of law by state regulators, and how
they divert untold millions of donor dollars on a so-called disclosure system that doesn’t work

well at all for donors or charities.

Mr. Chairman, over the past ten years your own personal campaign committee has raised
money ostensibly for your own reelection, yet you have “passed through” aimost exactly 50
percent to other political candidates and committees. This election cycle you have increased that
to 70 percent. A Los Angeles Times article said you set up your fundraising apparatus so you
could bypass others with more seniority and experience, in other words, to help you secure your
committee chairmanship. 50 percent over ten years looks less like campaign committee than a
money laundering enterprise! And that’s just your own campaign committee. You also formed

this thing called LA PAC to solicit and pass through even more money.

Do you tell your donors that fifty cents of every dollar they give to your campaign actuaily
goes to someone else’s campaigns, such as Members of Congress or other political candidates
with whom the donor may disagree on issues important to the donor, and candidates to whom the
donor would not have made a contribution? That sounds like what is called “bait-and-switch” in a
commercial context. 1 wonder whether omitting these material facts in your solicitations is a

violation of law state or common law in the jurisdictions in which you solicit and operate.

Or maybe it’s a way for you to act as a conduit for wealthy donors, including the corporate
PACs from which you get the vast majority of your funds. I wonder if that is done to evade the
Federal Election Commission’s campaign contribution limits, because that would be one way to
do it without being easily detected. Isn’t that correct, Mr. Chairman? Any way you look at it, it

appears wrong and unseemly.

But this is not just about you. Both Republican and Democratic parties dole out committee
assignments based partly on who can bring in the most money, not just based on who’s best for the

job. There are a host of rotten issues in congressional fundraising. Yet this Committee is not
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merely chilling First Amendment rights of nonprofit and other citizen-backed organizations, but
appears to be attempting censor some in direct contravention of what the United States Supreme

Court has already said about costs of charitable fundraising.

You used the last hearing on veterans’ charities to bully well-meaning but relatively
inexperienced people. That’s certainly not the first time Congress has done that. But 1 know
much more about this subject matter than most folks, and I’'m not going to let you deceive the

public.

There are plenty of outstanding or very influential charities with high-costing fundraising.
For example, last year Congresswoman Watson of this Committee introduced House Resolution
208 praising Operation Smile, yet that charity received a grade of “D” from this fellow who
testified at the December 13 hearing. Mothers Against Drunk Driving, one of the most effective

nonprofits formed in the past 30 years, also received a grade of “D.” I could go on and on.

But these hearings aren’t about getting to the truth, are they?

Some of you on this Committee criticized veterans’ charities, maybe because you had a purely
visceral reaction to the costs of fundraising without knowing all that’s involved in charitable
fundraising, or got counsel from others with an agenda. I myself have been a critic of certain
inefficiencies in the nonprofit sector, but I know more about these issues than perhaps most
people. Some of you, on the other hand, have an agenda that does not comport with the

Constitution. The facts, howcver, when fully disclosed, will refute and expose that agenda.

Mr. Chairman, you grabbed cheap headlines at the expense and in defamation of some very
worthy charities. You have caused harm for the unconstitutional purpose of limiting the amount
of information that competition within the nonprofit sector brings about. You are trying to limit
which charities may solicit funds knowing full well, as the Supreme Court has said repeatedly
because it is a fact, that without such funds, “the flow of information and advocacy will , . .

cease,”
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What you have said, and what you are trying to do will result in harm to, not help for,
veterans. Not only that, but the public wants a level playing field in which Members of Congress
and state charity regulators are playing by the rules, not making them up to their own advantage,

and then still violating them.

APPENDIX

I. The United States Supreme Court Has Already Ruled That High-Costing Charitable
Fundraising Is Fully Protected by the First Amendment and Is Not Fraud

The central focus of the December 13, 2007 hearing on veterans’ charities has been the
subject of four United States Supreme Court opinions in the past 27 years.! The presentations,
charts and graphs employed at that hearing focused on costs of fundraising and overhead.

The most recent Supreme Court case on charitable solicitation, lllinois ex rel. Madigan v.
Telemarketing Associates, Inc., involved a veterans’ charity that contracted to pay 85 percent of
the gross fundraising proceeds to a telemarketing agency. Relying on well-settled precedent,
Justice Ruth Bader Ginsburg noted that high-costing fundraising is not fraud. The concurring
opinion written by Justice Scalia would give even more breathing room to charities in what they
and their paid agents may say in the conduct of their solicitations.

Justice William Brennan wrote the majority opinion in Riley v. National Federation of the
Blind, and explained just some of the reasons why charities may have high-costing fundraising,
why the First Amendment protects high-costing fundraising, and why exacting standards of review
must apply to attempts by the government to regulate fundraising. He wrote:

Prior authorities . . . clearly establish that charitable appeals for funds . . . involve a
variety of speech interests — communication of information, the dissemination and
propagation of views and ideas, and the advocacy of causes — that are within the
protection of the First Amendment . . . [and] that without solicitation the flow of
such information and advocacy would likely cease.

Riley, at 796, quoting Schaumburg, 444 U.S., at 632, and Munson, 467 U.S., at 959-960.

Justice Brennan’s opinion applies directly to the attempt by the Committee to defame charities
based on their high fundraising costs. For example:

! linois ex rel. Madigan v. Telemarketing Associates, Inc., 538 U.S. 600 (2003); Riley v. National
Federation of the Blind, 487 U.S. 781 (1988); Secretary of State v. Munson, 467 U.S. 947 (1984); and
Schaumburg v. Citizens for Better Environment, 444 U.S, 620 (1980).

10
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The very purpose of the First Amendment is to foreclose public authority from
assuming guardianship of the public mind through regulating the press, speech and
religion. (Cites omitted.) To this end, the government, even with the purest of
motives, may not substitute its judgment as to how best to speak for that of
speakers and listeners; free and robust debate cannot thrive if directed by the
government.

Riley, 487 U.S., at 791. As to just some of the reasons why high-costing fundraising is fully
protected by the First Amendment, Justice Brennan wrote:

[TThere are several reasons why a charity might reject the State’s overarching
measure of a fundraising drive’s legitimacy — the percentage of gross receipts
remitted to the charity. For example, a charity might choose a particular type of
fundraising drive, or a particular solicitor, expecting to receive a large sum as
measured by total dollars rather than the percentage of dollars remitted. Or, a
solicitation may be designed to sacrifice short-term gains to achieve long-term,
collateral, or noncash benefits.

Id,at791 - 792,

The principal, if not entire, focus of the December 13 hearing, therefore, was on matters
already resolved by an ideologically diverse set of justices on the Supreme Court.

II. Legislators Often Seek to Chill First Amendment Rights of, or Silence, Nonprofit
Organizations

One of the landmark First Amendment cases involved criticisms of a government official by
the Committee to Defend Martin Luther King and the Struggle for Freedoms in the South. The'
Supreme Court’s opinion expresses many points relevant to the need to protect charitable
communications from unconstitutional government intrusion.

“The general proposition that freedom of expression upon public questions is secured by the
First Amendment has long been settled by our decisions.” New York Times v. Sullivan, 376 US
254,269 (1964). The “debate on public issues should be uninhibited, robust, and wide-open, and
that it may well include vehement, caustic, and sometimes unpleasantly sharp attacks on
government and public officials.” Id., at 270. “The constitutional protection does not turn upon
‘the truth, popularity, or social utility of the ideas and beliefs which are offered.”” Id., at 271.

III. Chairman Waxman Has Abused His Investigative Authority and Violated the
Constitution in His Conduct of the Hearings on Veterans Charities

The investigative powers of Congress are not unlimited. Indeed, the hearings on veterans’
charities are good example of how they can be abused in what Chairman Waxman described wher
he was in the minority as a “pattern of ‘accuse first, investigate later.”™

* Additional and Minority Views, Investigation of Political Fundraising Improprieties and Possible
Violations of Law, 105 H. Rpt. 829, Vol. 4, (Nov. 5, 1998) (hereinafter, the “Minority Report™).

11
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American Target Advertising, Inc. (ATA) filed an Objection with the Committee on
December 24, 2007. The indiscriminate and blanket Request for information shows, on its face,
that the Committee’s Request for information is not targeted, but is merely a “fishing expedition.”

The face of the Request does not state the purpose of the Request. It is apparent, though, that
the Request does not constitute a legitimate exercise of congressional power under Article I of the
United States Constitution. The investigative powers of Congress and government in general are
not absolute. Government subpoenas and investigations, or parts thereof, should be quashed based
on the likelihood that First Amendment rights would be violated by compelied disclosure.?

Even outside areas protected by the First Amendment, government investigations may be
limited. The Supreme Court has stated with regard to administrative subpoenas that, “[plersons
from whom [the administrator] seeks relevant information are not required to submit to the
demand, if in any respect it is unreasonable or overreaches the authority Congress has given.”
Oklahoma Press Publishing v. Walling News Printing, 327 U.S. 186, 216 (1946).

With regard to congressional subpoenas, the courts presume “that the committees of Congress
will exercise their powers responsibly and with due regard for the rights of affected parties.”
Ashland Oil, Inc. v. FTC, 409 F.Supp. 297 (D.D.C.), aff'd, 548 ¥.2d 997 (D.C. Cir. 1976).

In this matter, the Committee has made a prima facie demonstration that it is not just targeting
First Amendment rights, which are beyond the Committee’s authority to regulate, but is acting
unreasonably, irresponsibly and in violation of the rights of the affected parties.

In the 1998 Minority Report referenced in Footnote 2, then Ranking Minority Member
Waxman made plenty of complaints about evasion of procedural safeguards, less for witnesses,
and mainly for the minority status of Members on the Committee at that time. (“The best
investigations have gone to great lengths . . . to protect the rights of minority members.”*)

The Minority Report recognized that abandoning procedural safeguards resulted in the
trampling of the rights of individuals. It complains that the Committee’s “investigations could be
triggered by legal political conduct . .. probed broadly, even indiscriminately, on the ground that
some people actually turn out to be guilty . . . and merely being investigated could ruin honest and
dishonest alike.”

* “It is hardly a novel perception that compelled disclosure of affiliation with groups engaged in advocacy
may constitute as effective a restraint on freedom of association as [other forms of government action that]
were thought likely to produce upon the partieular constitutional rights there.” NA4CP v. Alabama, 357
U.S. 449, 462 (1958). “We think that the production order, in the respects here drawn in question, must be
regarded as entailing the likelihood of a substantial restraint upon the exercise by petitioner’s
members of their right to freedom of association.” Jd. (emphasis added).

* Minority Report,
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The Minority Report said the investigations “were used by Committee staff to conduct a
wide-ranging fishing expedition rather than pursue legitimate legislative leads.” And the Minority
Report noted the exorbitant costs for the witnesses to comply with production of documents, hire
lawyers, etc.

IV. State Charity Regulators Fail Donors by Diverting More Donor Money Than All
Solicitation Fraud, Fail Charities and Violate Solicitation Laws

In a rather telling disregard for the law and constitutional rights, at the December 13
hearing the state regulator witness from Pennsylvania calied the Supreme Court decisions
protecting charitable fundraising an “impediment.”

Recent decisions among the federal circuit courts demonstrate that the constitutional
protections for charitable solicitation may be even greater than expressed by the Supreme Court
thus far in their limited contexts.® For example, in 2000 the 10 Circuit relying on well-settled
Supreme Court precedent declared unconstitutional on its face the Utah charitable solicitations
statute that gave the licensor discretion in the registration process.® Most states still employ
similar unconstitutional discretion in defiance of this precedent.”

There are over 1.5 million 501(c)(3) and 501(c)(4) nonprofits that are eligible to solicit
contributions. At the December 13 hearing, the Pennsylvania regulator’s office was complimented
as the “best” state charity regulator, but that witness said only 10,000 charities register with her
office. If that office is the best, then the numbers suggest that state charity regulators have set a
new standard for futility.

ATA’s October 3 letter to the National Association of State Charity Officers (NASCO), the
umbrella group of state regulators, explains that state charity regulators themselves are the single
most consistent violators of the laws governing charitable solicitation. The letter also describes
that state regulators divert more donor contributions annually than all solicitation fraud combined.
They have refused to implement a system that would allow more charities te register, provide
better disclosure, and divert less donor money than their futile and outdated disclosure system by
hundreds of millions of dollars annually. That letter is posted at GrassrootsFreedom.com.?

5 American Civil Liberties Union v. City of Las Vegas, Nos. 05-15667 and 05-15767 (11" Cir. Oct. 20,
2006) (regulation of solicitation is targeted at the content of speech, and thus subject to the strictest
scrutiny); American Charities for Reasonable Fundraising Regulation v. Pinellas County, 221 F.3d 1211
(11" Cir. 2000) (on due process grounds, county may not regulate fundraisers in an extraterritorial manner,
and the burden is on the regulator to prove he may require registration).

¢ American Target Advertising, Inc. v. Giani, 199 F.3d 1241 (10"‘ Cir. 2000).

7 The Model Charitable Solicitation Act prepared by the National Association of State Charity Officers
(NASCO) stili contains many unconstitutional provisions in contravention of Supreme Court and federal
circuit court decisions, indicating that NASCO actively promotes violations of constitutional and other

federal rights. The continued violation of rights under color of state law is a violation of 42 U.S.C. 1983,

8 hitp://www.grassrootsfreedom.com/gw3/articles-news/articles.php?CMSCategory D=23

13
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The regulators are not subject to any real oversight. ATA’s October 3 letter to NASCO
describes attempts by some state regulators to hide their violations of law. Therefore, ATA wrote
NASCO an October 8 letter asking for information such as any statistics they may have about
solicitation fraud, copies of the minutes of their closed meetings, etc. That letter states in part:

In litigation brought by American Target Advertising, Inc. against the State of
Utah, the United States District Court judge asked Utah to provide evidence
relevant to (a) the substantial state interest underlying these solicitation licensing
laws to overcome the First Amendment thresholds, and (b) whether the laws are
narrowly tailored to that state interest. Utah stated it “was unable to find statistics
or other data demonstrating how much Utahns lose to fraudulent solicitations. Nor
was [Utah] able to find such data on a nationwide basis.”

Given that state charity regulators are the only repository of information about solicitation fraud,
Utah’s statement is a startling admission.

NASCO has yet to provide a written response to ATAs letters. If the Committee wants
more and better disclosure, ATA has urged the Committee to investigate the state charity
regulators, the matters raised in ATA’s letters to NASCO, and other violations of federal laws by
the regulators.’

® ATA’s October 3 letter to NASCO identifies just some of the state and federal laws being violated by
state charity regulators, including the Federal Privacy Act.
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Mr. PETERS. Thank you, Mr. Chairman, Mr. Davis, who happens
to be my Representative, and also members of the committee.

When Mr. Williams contacted me and invited me to testify, I
asked what information I could provide that would be of use to the
committee. Mr. Williams indicated perhaps information concerning
costs of fundraising. A number of you have asked about that. Mr.
Sarbanes and Mr. Issa in particular have mentioned that they are
i:oncd(larned about the possibility for how regulation might be formu-
ated.

Let me start by giving you a hypothetical. Which charity de-
serves our support? The one that raises $100,000, spends 90 per-
cent of it feeding the poor, has 10 percent administration cost, and
overhead and fundraising cost, and feeds 90 people, or the one that
raises $100,000, spends 25 percent on fundraising and administra-
tion, but manages through innovative management and creativity
of its staff, to feed 180 people?

Clearly, if your goal is to have an effect, the second charity is
more effective than the first, yet it has a higher cost of fundraising
ratio. Cost of fundraising ratio has been looked at within our indus-
try for decades. Scholars have looked at it, people within the indus-
try have looked at it, State regulators have focused upon it, and we
have had four Supreme Court decisions on it.

One of the things that I can tell you from the literature is that
costs of fundraising ratio as a measure of the effectiveness or as
the measure of an efficiency of the charity have been widely de-
bunked by nearly everybody in the industry.

Let me give you another example. Mothers Against Drunk Driv-
ing is a charity that sends out millions of direct mail letters every
year. Every year those direct mail letters include an appeal for
funds, yet they get joint costs allocated and, contrary to what Mr.
Shays implied, having to do with shuffling money, that joint cost
allocation under the accounting rules that the charity is required
to abide by, yet allocated in part to public education and in part
to fundraising. Does that make sense?

Well, if you ask the people from Mothers Against Drunk Driving,
which reporters have done and regulators have done, their re-
sponse is, those letters save lives. They remind people in their
daily life at home, when they are sitting down to dinner with their
teenagers, don’t drink and drive.

So how should we account for that? If we don’t account for that
was part of their mission fulfillment, how do we account for it? And
won’t that charity that uses those letters that way end up receiving
a poor rating from Mr. Borochoff and AIP because he doesn’t allow
for joint cost allocation in his rating system?

Ms. Watson, you mentioned that you relied on Mr. Borochoff’s
study when you read the Washington Post article. Let me ask you
what you think of Harvard University, one of our great educational
institutions, but an institution which has a huge endowment?
Should other charities be denied the opportunity to raise money for
an endowment because Mr. Borochoff says that charities that have
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reserves should be downgraded in their grade that they receive? It
doesn’t make sense.

Mr. Borochoff’s rating system that then goes after all of these
charities that receive failing grades is not only not agreed to by
most of the industry, it is not even agreed to by all the other char-
ity watchdog groups. If you try to do a study of this, which has
been done by the National Association of Non-Profit Agencies, that
study shows that the ratings systems are inconsistent. So who
should we follow?

If you are the manager of a charity, should you follow GAAP
guidelines in doing your accounting? Or should you follow the char-
ity watchdog’s that make up their own way of looking at things?

I would hope that the committee is interested more in public pol-
icy and in legislative opportunities than they are in going after Mr.
Borochoff’s failing grade charities. If so, I would be delighted to an-
swer questions about what recommendations we might have for
legislation that could be helpful to the charitable community and
the veterans, and to, as Mr. Issa suggested, members of other char-
itable communities, including cancer victims and unwed mothers
and the homeless and so forth.

Thank you, Mr. Chairman.

[The prepared statement of Mr. Peters follows:]
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Good Momning and thank you for your invitation to provide testimony concerning direct response
fundraising and charities in general, and veterans charities in particular.

When Mr. Williams contacted me on Monday to invite me to testify today and then when we
spoke on Tuesday, I asked what information I could provide that would be of use to the
committee. Mr. Williams indicated that information on the costs of fundraising would be helpful
and so I will address that complex issue briefly in these opening remarks.

Introduction

The so called “cost of fundraising ratio” is commonly a calculation of the percentage of funds
spent by a charity on fundraising as a proportion of either income or total expenditures. This
ratio is often used, or I should say misused, to evaluate the charity in some manner. Most
frequently it is said that “good charities” have a high percentage of funds spent on programs as
opposed to fundraising and administration and “bad charities” have low percentages spent on
programs. Some refer to this as a measure of the “efficiency” of a charity. In the testimony of
Mr. Borochoff before this committee he places great emphasis on this ratio and gives a failing
pgrade to charities that do not meet his standards in this regard. Thus his reports are often not
only wrong they are frequently misleading.

The focus on this measure is misplaced and more frequently than not leads to erroneous
conclusions. This is not just my opinion, it is the opinion of nearly every major organization
representing nonprofits in the charitable sector and is the opinion of nearly every serious scholar
who has done research into the topic. It also happens to be the opinion of the Supreme Court of
the United States.

Let me be clear. If a donor asks for information regarding a charity’s expenditures and what the
money they spend is used for — the donor should always be given a clear, accurate and
transparent answer. [f a charity or its staff are engaged in improper or illegal activity — they
should be held legally accountable for that activity. It benefits no legitimate charity to have real
fraud occur within our community as it damages the reputations of all charities and the public
confidence in our sector when real fraud occurs. As Ms. Johns can testify, I have taught sessions
on how to detect charitable fraud for the National Association of State Charity Officials and I
support any efforts that this Committee can make to provide the necessary finances to assist state
and federal officials to detect and prosecute fraud.

However, let me also be clear that fundraising cost ratios are neither a useful measure of charity
efficiency nor do “poor” ratios signify fraud.

In theory the fundraising ratio is an attractive device for evaluating charitable operations and
fundraising. It is deceptively simple and convenient to those who have a “one size fits all” view
of how one might evaluate the work of nonprofits and charitable fundraising. However, in
practice it is not a reliable assessment of a nonprofit’s effectiveness or integrity. Rather, it is an
invitation, at a minimum, to confusion and error and, at worst, to manipulate data for illegitimate
ends all disguised as an invitingly simple percentage figure.
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Reports of charitable fraud incite tremendous public outrage. In response government regulators
and prosecutors as well as private sector “watchdog™ organizations seek to separate the “good”
nonprofits from mismanaged nonprofits and outright scams. Both often fail to understand the
complexities and unreliability of fundraising ratios.

In addition to the problems with defining a measure that might be consistent, nearly every study
done of this by charity experts, economists, legal scholars, and fundraising experts has concluded
that such a measure is useless at best and misleading at worst. 1 won’t bore you with a long list
of citations to the research but I enclose my sources in my written statement for your review.'

For decades those of us who work in the charitable sector have seen the fundraising ratio misiead
the public, become misused for political and public relations purposes,” and have generally
found it to be a vexatious concept. This is primarily because there is no demonstrably rational,
objective basis upon which to calculate the fundraising ratio so that it lives up to its promise of
being a unitary measure of fraud or efficiency for most nonprofits under most circumstances.?

Economist Richard Steinberg who has extensively studied costs of fundraising notes:
The costs of efficient fundraising are highly idiosyncratic, varying with organizational age,
mission, press coverage, competition from other fundseekers, scale, experience, perecived
levels of need, the economic well-being of potential donors and a variety of other factors.
Charities situated in favorable fundraising environments may be highly inefficient and still
secure low fundraising shares, whereas charities advocating unpopular causes or prospecting for
new donors will have high fundraising shares (perhaps excecding 100%) even if they operate at
the limits of efﬁciency.4

And the Supreme Court, in a decision that has been reaffirmed on multiple occasions over the
past two decades, has indicated that the fundraising ratio has little value as an indicator of fraud.’

The “cost of fundraising™ or fundraising ratio purports to be the percentage or ratio of every
charitable donation raised that was spent on fundraising expenses. In other words, it seeks to
reduce a nonprofit’s “efficiency” to a simple percentage. Thus, fundraising ratios are attractive
to the government regulators and watchdogs that calculate them according to their own rules and
use them to rate nonprofits, with little or no explanation, understanding, or context.

Many potential donors do not understand the lack of scientific or economic basis inherent in
fundraising ratios and thus reports of such by government agencies® and watchdogs may be
influential. And a fundraising ratio can grievously damage a nonprofit’s reputation when it is
calculated without regard to the proper context.

No one, not fundraising experts, government regulators, tax authorities, consumer advocates, nor
Attomeys General, has defined the fundraising ratio in a uniform fashion or in such a way as to
make it a useful or reliable indicia of fraud or ghilanthropic efficiency. The problems associated
with calculating a fundraising ratio are legion:

= What is the proper time period over which data is gathered? One month? One
quarter? One year? Several years? The length of a particular campaign?
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= Should the numerator include or exclude “joint expenses™ involving fundraising
but which also advance the mission of the organization?

* Is the denominator the total of the nonprofit’s expenses (as is done in Illinois) or
the total revenue?

= How does one account for the residual value of byproducts of the solicitation?
For example, what is the value of a deferred gift? What is the value of having
identified a significant donor who will give over a period of many years? What is
the value of recruiting an unskilled but loyal volunteer? What is the value of
recruiting petition signers who choose not to donate?

= How does the nonprofit’s commitment to building financial reserves factor into
the fundraising ratio?

= How does one properly account for investments made in building a list of future
donors — are these expenses or capital investment activities?

= Should the denominator be focused upon expenses or funds raised by any method
or only by that particular campaign?

= Should the results of different methods of fundraising (e.g. telemarketing, direct
mail, direct response TV, direct response radio, telethons, radio-thons, special
events, corporate giving, foundation giving, government grants, major donor
giving, lapsed donor renewal, membership recruitment and renewal, new donor
acquisition, e-mail solicitation, etc.) each be measured independently for its own
fundraising ratio or should the nonprofit be measured on its combined overall
efforts?

A. What is the proper time period over which data are gathered and reported?

Consider a hypothetical nonprofit that begins a program of soliciting contributions through direct
mail. Generally it must begin with a “prospect mailing” in which the nonprofit sends letters out
to people who have not previously supported the nonprofit. Viewed alone, these campaigns have
a very high cost. Often, they lose money.B The purpose of the prospect mailing is to identify
donors willing to contribute in the future to the nonprofit’s cause.

Once these new donors are identified, the nonprofit continues to solicit additional donations from
these newly found supporters over a period of years, thereby recouping the initial cost and
producing a net gain.

At some point in time, some of those donors will stop giving, and these “lapsed donors™ must be
replaced by prospecting for new donors, which begins the cycle again.9

How would the fundraising ratio be properly calculated?'® Would one look at simply the first
prospect mailing? If so, it is quite likely that the fundraising ratio will be “too high.” This
would stop the campaign before it starts.'! Moreover, this would be misleading.

The whole point of the prospect mailing was to identify long term donors. Wouldn’t it be less
misleading if some of the long term value these donors will provide to the nonprofit could be
included in the fundraising ratio calculation?
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This then leads to the question — over what time period should this cost (investment) vs. revenue
(return on investment) be calculated? — one quarter? — one year? — the estimated period during
which the donor will continue to donate?

What about an analysis of a whole campaign? There are two immediate problems with this
approach. First, it is unlikely that regulators would consider a fundraising ratio reported at the
end of a multi-year campaign to be timely and useful information. Second, there is no accepted
industry definition of “campaign.” When does one campaign begin and another end?

Choosing any period can skew the results depending upon the fundraising activities in which the
charity may be engaged, which is why this measure is simply not useful. If, for example the

charity is just commencing a major fundraising drive, then the fundraising ratio for that year may
be significantly higher than for the subsequent years when that first year’s investment produces a
return. Yet U.S. accounting rules prohibit nonprofits from amortizing the investment in creating
a mailing list so as to properly match expense (investment) and revenue (return on investment). 2

Thus, a start-up charity may not amortize or allocate the fundraising expense to the same periods
in which the income is realized, but rather must suffer from a very high initial cost of fundraising
as the charity makes significant investments in its future.

Once new donors are identified, their names and addresses often go onto a general mailing list
that is used for other fundraising purposes including appeals for special projects, capital
campaigns for new buildings, seeking gifts through wills and bequests, quarterly newsletters that
may include an incidental opportunity to donate, and any number of other communications.

Even if the fundraising ratio of a campaign is calculated by the charity, it is often based only on
the immediate results and not the value of having identified donors who may, for example, leave
bequests. There is no logical time period during which such a calculation can be made.

Sometimes charities have multiple distinct charitable missions or programs, each of which has
“earmarked” fundraising. Should each one have a different calculated fundraising ratio? If not,
doesn’t that mean that the “campaign” is effectively indefinite since the other missions will
continue even if one is completed?

There is no agreed upon definition of the fundraising ratio in part because there is no agreement
on any particular time period over which the calculation should be made.

B. What expenses and income are properly allocated to the fundraising ratio’s
numerator and denominator?

Assuming that the measuring period problem could be solved, there’s still a problem of
classifying what goes into the numerator and what goes into the denominator in order to
calculate the fundraising ratio.

Each state tends to formulate its own methodology, some of which are vague. West Virginia
requires nonprofits to calculate their “fund-raising percentage” by dividing “fund-raising
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expenses” by “income derived from fundraising.”'* Missouri requires nonprofits to report the
“percentage of funds directly spent on fund-raising or directly allocated for fund-raising
activities”'® And Utah requires nonprofits to report “fundraising costs as a percentage of
contributions” using data from the nonprofit’s most recent Form 990."

1. The Numerator: Solicitation expenses

Presumably the numerator is the amount of money spent soliciting donations or “fundraising.”
Money spent advancing the charitable mission should not be included. '8 Of course, this seems a
simple distinction in theory; but in reality it is quite nettlesome. In many instances, the act of
solicitation advances the charitable mission.

Consider a nonprofit dedicated to women’s health. A particular mass mailing might remind
women to conduct a periodic breast self-examination. In part to defray the costs of the mailing
and also to advance other aspects of the organization’s mission, the letters might also include a
solicitatilc;n for donations. The act of solicitation is inextricably bound up with the nonprofit’s
mission.

Should the cost of these “educational” mailings be included in the fundraising ratio numerator or
not? Apparently Illinois thinks they should not because their calculation of fundraising costs do
not account for these activities. "

If the calculation of the numerator in the fundraising ratio is based on mission related expenses
then the calculation depends upon a precise definition of the charity’s mission. Is it the mission
as set forth in the organization’s articles of incorporation? Is it the mission as enunciated in its
application for tax exemption and upon which exemption was granted? Is it the mission as stated
in its informational tax return on IRS Form 990? Is it the nonprofit’s current mission statement?
Or is it the content and tenor of a specific appeal?

2. The Denominator.: The amount raised

Calculating the denominator in the fundraising ratio, the amount of money raised, presents
difficulties as well. Of course, determining the value of cash, checks, securities and even
donated property such as works of art is straightforward. But the eleemosynary act takes many
forms. How are donated services valued? The tax rules place a particular value on them only if
they are derived from special skills while unskilled labor is assigned no value at all. Will state
attorneys general and local regulators and charity watchdogs follow this rule?

There are, of course the same definitional problems as previously discussed. What is to be
included in the denominator? Are funds raised only from a particular medium (e.g.
telemarketing or a special event) to be included in both the numerator and denominator? Or,
should one include all funds raised from all types of public solicitations in the denominator? Or,
instead, should one include all revenue regardless of source (including government grants,
service income, bequests, etc.) thereby lowering the fundraising ratio as a result of, for example,
revenue from patients or government grants?
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What about the value of future donations from new donors identified in prospecting campaigns?
What about pledges and other promises to give (e.g. “I’ve left some money for your organization
in my will”)? They are not normally considered current income under U.S. accounting rules.
Should charities avoid soliciting such gifts because the costs of solicitation will be recorded
immediately while the substantial benefits may not occur until a later time period, thereby
subjecting the charity to allegations of fraud? What if the nonprofit knows from years of
experience that it can expect a certain percentage of pledges to be honored? What happens if
pledges are honored or dishonored at an unusual rate in a particular year and the fundraising ratio
reported earlier turns out to be in error?

C. Characterization of reserves

Assuming that one could resolve the measuring period problems and the numerator/denominator
problems, there’s still the difficulty of how to account for nonprofits that build reserves. Many
nonprofits make it a priority to save a certain percentage of their income to build an endowment,
to create a “rainy day™ fund, to build new facilities, or to advance some other legitimate purpose.
Most applaud this approach and view it as responsible management. Where would our major
universities in the United States be if they were not permitted to collect and maintain
endowments?

Others find the practice irresponsible and claim the nonprofit is not advancing its mission as
aggressively as possible and is essentially “making a profit” from its charitable solicitations.?
Will the federal authorities, fifty state regulators and hundreds if not thousands of local
regulators view the practice in a consistent way?

Worth magazine listed one charity as one of the best nonprofits in the US. The authors went out
of their way to explain that “‘the conservation groups’ ratios are skewed because they are forced
to report land acquisitions as a capital cost rather than a program expense.”>' Retained earnings
from other nonprofits would not necessarily be handled this way. Should such variations in
accounting and reporting rules, which have a powerful effect on a nonprofit’s fundraising ratio,
become the basis for decisions about whether that charity is worthwhile or not?

Conclusion

Many years ago when I first started working in this field I attended a conference of charities that
do international relief work. A panel consisting of the representative of a watchdog organization
and the editor of Money magazine presented their findings which had been published and widely
circulated about the “most efficient charity in the United States.” Clearly the goal was to get the
public to donate to the most “efficient” organizations rather than others. They then announced
that one organization had a 99+% efficiency and named the group because 99% of all donated
funds were used for programs.

I was surrounded by experts in international relief work and they all started to laugh. I inquired
why. They told me that the charity in question was known for taking millions of dollars of gifts
in kind ranging from Pop-tarts to outdated books on accounting written in English and shipping
them to port cities in Africa where the materials would be unloaded and distributed to whoever
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was present and wished to avail themselves of these materials. The books were not used in
education, they were burned to provide heat and the Pop-tarts and other excess inventory junk
food was consumed by whoever stopped by to get them.

The charity achieved its efficiency by delivering millions of dollars of donated goods that were
of marginal utility and spending next to nothing on staff and infrastructure.

The experts I was sitting with told me that real efforts to solve the problems of poverty and
hunger in Africa were not focused on port cities but inland and involved having charity staff who
could work on problems of sustainable agriculture, irrigation, construction of homes and schools
and the like. Thus, those organizations had staff and trucks and equipment and expenses that
required a certain amount of administrative overhead and as a result they were viewed on this
measure as less efficient.

Just this month a wonderful and widely acclaimed new book was published called “Forces for
Good: The Six Practices of High-Impact Nonprofits.” The authors extensively studied
nonprofits that are making real differences in the world by accomplishing their mission. They
describe in detail why program service and fundraising cost ratios are simply not useful.

The problem with using these metrics is that they fall into the trap of measuring financial
inputs or ratios as a proxy for success, rather than measuring impact, or the amount of
change accomplished with that investment. Worse yet, they assume that nonprofits can
implement programs without any infrastructure or support. They may encourage donors
to support groups that spend too little on people, IT systems, or management, which can
lead to weak organizations at best, or accounting trickery at worst.

The nonprofits we identified {as high impact nonprofits], however, don’t spend too much
time worrying about these metrics. They spend what they need to sustain their impact.

In the business world, it is widely recognized that having a superior company enables
success. It takes money to make money. But in the social sector, the idea still remains
difficult for donors to grasp.”

The authors go on to list six myths about nonprofits that need to be dispelled.

Myth 5: High ratings on conventional metrics. When we looked at traditional measures
of nonprofit efficiency, such as ratings on Charity Navigator, many of these [high-
impact] groups didn’t score so well. A few garnered only one or two stars out of a total
of five. These ratings Web sites can tell you which groups have the lowest overhead
ratios, but they can’t tell you which have had the most impact.

The most extensive database on nonprofits and their reported annual financial results in the
United States has been compiled and published on the Internet as “Guidestar.”>* The chief
executive of Guidestar’s parent nonprofit organization has spent a great deal of time thinking
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about the various ratios that can be calculated to measure the performance of nonprofits. He
says:

In the final analysis the worthiness of a charity is a function of the unique value
set of the individual donor. Some donors like large, endowed institutions that
work on a long-term society need. Others like fast growing, cash-poor
organizations that attend to acute needs. There are scores of potential models for
assessing the value of a charity. In our opinion, “efficiency” per se, based upon
certain financial ratios is probably not a good measure unless you are looking at a
single organization’s financial progress over time or at a group of very similar
peer organizations. If you are looking at ratios as an indicator of worthiness,
remember that the age, growth rate, dependence upon donations from the public
(as opposed to foundation or government grants or earned revenue), and type of
work (research, education, direct service, resource pass-through, etc.) will likely
all have far more to do with the reported ratio than the fundamental operating
efficiency of the organization.”

With all due respect, I would hope that this Committee will not add weight to the myths about
the nonprofit sector which not only mislead the public but discourage them from participating by
volunteering, donating and generally supporting worthwhile missions. We have too many
headline seekers posing as leaders both within our own nonprofit community and in the political
community as well.

As Einstein famously said: “Everything should be as simple as possible, but not simpler.” Please
do not allow yourselves or others to think that these simple metrics of cost of fundraising ratio or
program services ratio are useful or valuable measures of anything. Look instead at the work
that is really done by the organizations you are studying and let their work inform your judgment
of their worth.
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Quarterly 277, 284 (1998).
% “One third to onc half of first-time donors will never make a second gift. The pool of previous donors (the ‘house
list’) also suffers from attrition or what Rosso (1991) calls ‘the transiency factor.” According to Royer (1989), 60%
of gifts to many charities come from people aged 60-76. As these donors die, lose interest, and so forth, the charity
must find replacement donors. Accordingly, prospecting tends to be an ongoing process, but, for established
organizations, the high cost is masked by the efficiency of resolicitations of the house list.” Greenlee & Gordon, The
Impact of Professional Solicitors on Fund-Raising in Charitable Organizations, 27 Nonprofit and Voluntary Sector
Quarterly 277, 284-85 (1998).
' Many contracts for fundraising scrvices are based on flat fees for particular serviees rather than percentages.
Therefore the fundraising ratio cannot be dctermined merely by rcference to a commission set in the contract.
Instead, revenues or expenses and costs of fundraising for like periods must be compared after the fact.
! The nonprofit, fearing a reputation-damaging fraud investigation, would likely be too afraid to even begin a direct
mail campaign. Even if it did begin, the nonprofit might face a fraud investigation just after the prospect mailing
which would prevent the nonprofit from cver recovering the investment it made in the prospecting,
"2 Instead of treating the ongoing operational investment in building a mailing list just as any other asset that might
be purchased and then expensed over a number of years, U.S. accounting rules require treating such operational
investments as expenses in the year made despite the fact that revenue associated with those expenscs will occur
later. See, American Institute of Certified Public Accountants, Audit and Accounting Guide for Nonprofit
Organizations Y 13.06 (2002). By contrast, other countrics such as Germany, the Netherlands, France, etc. allow
nonprofits to amortize investments in mailing lists just as investment in any other asset may be amortized.
2 See hitp:/www.wvsos.com/forms/charity/chr1.pdf at page 4.
Y gee htp://www.ago.state.mo.us/charities/charityannualreport.pdf at page 1.
** See http://www.commerce.utah.gov/dcp/downloads/permitapps/charitableorganization.pdf at page 4.) Although,
for Utah, a nonprofit can rely on the Form 990 instructions for a degree of certainty in calculating his fundraising
ratio, Missouri and West Virginia givc very little guidance on how they cxpect the fundraising ratio to be calculated.
'8 The American Institute of Certified Public Accountants, Accounting for Costs of Materials and Activities of Not-
for-Profit Organizations and State and Local Government Entities that Include Fundraising, Statement of Position
98-2 (“SOP 98-2") regarding accounting for expenses that arc allocable between fundraising and program services
specifically provides the rules for this. In order for a charity to receive a “clean” audit opinion, they must follow
these rules despite the fact that organizations such as the American Institute of Philanthropy disregards these official
rules when doing its ratio calculations.
7 “Campaigns may dircctly accomplish the charitable mission as a side effect of fund raising. For example,
political fund raising may also raise the candidate’s profile, and fund drives for Mothers Against Drunk Driving
(MADD) may educate the public about the dangers of drunk driving while also raising money.” Steinberg, The
Economics of Fundraising, in D. Burlingame & L. Hulse (Eds.), Taking Fund Raising Seriously 239-256 (1991).
See also, Secretary of State of Maryland v. Joseph H. Munson Co., Inc., 467 U.S. 947, 961 (1984) and Riley v.
National Federation of the Blind of North Carolina, Inc., 487 U.S. 781, 798 (1988).
'® Economist Richard Steinberg suggests:

Even if public education is not one of the charity's goals, the public is educated about the charity through

the solicitation process, and this information is not valueless. ... Solicitation expenditures may providc

socially valuable information even when they result in a decrease in donations. The information

contained in solicitation literature may convince a donor who was otherwise predisposed to contribute

that his interests would be better served by spending his money elsewhere. Thus, the 'public education’

defense extends far beyond those charities which explicitly count advocacy or education among their

goals.




201

Statement of Geoffrey W. Peters Page 11 January 17, 2008

Steinberg, Regulation of Charity Fundraising: Unintended Consequences, Working Paper, Indianapolis; TUPUT
Dept. of Economics (1991).

' The Supreme Court of Illinois has already discussed this very problem in Ryan v. Telemarketing Associates, Inc.,

198 Tii. 2d 345, 359-60 (2002).
{HJigh solicitation costs, and a solicitor’s high rate of retaining receipts, can be attributable to a number of
factors. Certain types of fund-raising campaigns, for examplic include a wide range of activities that must
be paid for. The present case illustrates this point. ... [The] contracts [attached to the Complaint] show
that, in exchange for its fee, Telemarketing agreed to supply and pay the salaries of all marketing
personnel, as well as pay all costs for an office and phones. In addition, Telemarketing agreed to be
responsible for producing, publishing, editing and paying all costs for the annual publication of more than
2,000 copies of an advertising magazine that would “increase community awareness of [VietNow].” The
contract required Telemarketing to conduct “an efficient and professional marketing program, promote
goodwill on behalf of {VietNow], and enhance good public relations.” ... Defendants in this case were
contracted to perform a wide range of activates on behalf of VietNow, all of which were to be paid for out
of [ Telemarketing’s contractual portion of] the solicited funds.”

? The American Institute of Philanthropy, which earlier testified before this eommittee, “reduces the grade of any

group that has available assets equal to three to five years of operating expenses.” See,

http://www.charitywatch.org/criteria.html.

2! Yaqub, America’s Top 100 Charities, Worth, December 2002.

L, Crutchfield & H. Grant, Forces for Good; The Six Practices of High-Impact Nonprofits, Jossey-Bass 2008.

2 1d. at 200, 203.

* This can be found at http://www.guidestar.org and was compiled by Philanthropic Research, Inc. a nonprofit

organization. A discussion of fundraising cost ratios and their calculation and usefulness can be found on the

“Guidestar” website at hitp://www. guidestar.org/news/features/ratios.stm.
¥ Found at http://societytalk.guardian.co.uk/WebX?14@189.mim4coj fuLb.0@.cc902fb/3.
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Chairman WAXMAN. Thank you Mr. Peters. Ms. Johns.

STATEMENT OF BELINDA J. JOHNS

Ms. JoHNS. Good morning, Chairman Waxman, and distin-
guished members of the committee. Thank you for inviting me here
to speak.

The California Attorney General represents the public bene-
ficiaries of charity, who cannot sue in their own right. He has
broad supervisory and investigative powers over the activities of
charitable organizations and their fundraisers. The Charitable
Trusts Section carries out this oversight role. Our mandate is to
detect fiscal abuse and mismanagement that results in a loss of
charitable assets and to take the necessary action to return di-
verted assets to charity.

We are divided into two parts: the Registry of Charitable Trusts
and the Legal and Audit Unit. The Registry is responsible for ad-
ministering California’s registration and reporting law, and for re-
sponding to the high volume of complaints and inquiries received
from this sector and from members of the public.

The Registry’s three auditors review and investigate complaints
and provide audit support to our attorneys. The legal and audit
unit, 11 attorneys and 7 auditors State-wide, carries out the en-
forcement component of the Attorney General’s jurisdiction. We
conduct audits and investigations into allegations of fiscal abuse,
fraud, diversion, mismanagement of assets with regard to both
charitable organizations and fundraising professionals, whether
registered or unregistered. Based on the results of those inquiries,
we take corrective action to recover diverted charitable assets, re-
move trustees and board members, restrain solicitation activity, in-
voluntarily dissolve corporations and restore assets to charity.

Cases relevant to this inquiry include our civil prosecution of
Mitch Gold, a series of cases which eradicated storefront solicita-
tion, a criminal case filed against an executive director who embez-
zled funds from a small veterans’ charity.

We face three major challenges. One is our limited ability to ad-
dress compliance because our registry is still paper-based. We are
in the final phase of an automation project, which when completed
will allow us to more comprehensively supervise and systematically
address compliance. For example, we have over 92,000 registrants.
We estimate 50,000 of them are delinquent. Another 90,000 which
have incorporated in California are not registered, and we think at
least half of them should be.

Our second challenge is related to the first. Case selection is pri-
marily complaint-driven. Once we are automated, we will be able
to track abuses in a more sophisticated fashion and target specific
issues.

Our third challenge is to protect charitable assets effectively
given our limited staff and budget resources, a challenge faced by
many State charity offices. We encourage compliance by offering
guidance on our Web site and in community outreach. We offer
charities the opportunity to take corrective action before we take
legal action. We form relationships with other government agencies
so that we can triage complaints and refer them to other agencies
that may be able to more effectively deal with them.
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We participate in multi-agency task forces and multi-State litiga-
tion in order to extend our enforcement capability. We publish
guidance to assist donors in gathering the information they need
to make wise giving choices.

Our ability to address high fundraising costs is limited by the
Supreme Court cases that have been discussed. Our response was
to amend our supervision act to require fundraising professionals
to register and file annual reports. We post them on our Web site.
We publish an annual report summarizing their content. We have
also added provisions that require specific contract terms and pro-
hibit non-voidable contracts.

With regard to addressing fundraising abuse, we primarily rely
upon complaints. Our guide to charitable giving includes a primer
to help donors find relevant information on the 990, and a checklist
of questions donors can ask and factors they may consider to as-
sure their contributions are used in the way they intend.

Problem areas in solicitation in our experience include tele-
marketing and direct mail appeal, because of misrepresentations.
Again, donors are the first level of defense, because if they are edu-
cated, they can make wise choices and they can refuse to give to
organizations that do not fit the profile they set.

We have found no mechanism to quantify fraud in this area.
Fraudulent schemes will not necessarily come to our attention, and
if they do, it is after the fact and generally after the assets are lost.
For these reasons, donors must be vigilant and willing to take the
time to assure they know who will benefit from their contribution
and how it will be used.

The bottom line is that, in order to minimize waste and diver-
sion, donors, members of board of directors and State charity regu-
lators all have a role in controlling abuses in the solicitation of con-
tributions and in the operation of the charities themselves.

Thank you.

[The prepared statement of Ms. Johns follows:]
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My name is Belinda Johns. Iam the Senior Assistant Attorney General in charge of the
Charitable Trusts Section of the California Attorney General’s Office. Thank you for the

opportunity to appear before you today and for your leadership on this important issue.

The California Attorney General has broad supervisory and investigative powers over the
activities of charitable organizations and their fundraisers. Pursuant to our Supervision Act', all

charitable organizations incorporated or operating in California and fundraising professionals

'“The Supervision of Trustees and Fundraisers for Charitable Purposes Act,” Government
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soliciting in California are required to register and report annually to the Attorney General’s

Registry of Charitable Trusts.

The Charitable Trusts Section carries out this oversight role for the Attomey General.
Our mandate is to detect fiscal abuse and mismanagement that results in a loss of charitable
assets and to take the action necessary to return the diverted assets to charity. The Section is

divided in two parts: the Registry and the Legal and Audit Unit.

The Registry’s 6 analysts and 5 staff persons are responsible for administering the
registration and reporting requirements, as well as a separate registration process for charitable
organizations authorized to conduct raffles”  Staff is also responsible for the analysis of annual
reports filed by fundraisers, analysis of waiver requests for corporations that wish to dissolve,
and response to the high volume of inquiries received from both the charitable sector and

members of the public. The Registry’s 3 auditors are responsibie for intake, review and

Code section 12580 et seq., enacted in 1955.

2H()spitals, healthcare service plans, educational institutions, political action committees,
federally-chartered entities (such as American Red Cross) and religious corporations are exempt
from registration and reporting. The Attorney General retains jurisdiction over the activities of
these entities, with the exception of religious corporations, over which he has minimal
jurisdiction.
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investigation of complaints, and provide audit support to Section attorneys.

The Legal and Audit Unit, composed of 11 attorneys and 7 auditors statewide, is
responsible for carrying out the enforcement component of the Attorney General’s jurisdiction.
That jurisdiction extends to enforcement of the Nonprofit Corporation Law, trust law, and
portions of the Unfair Business Practices Act which govern solicitation for charitable purposes.’
Audits and investigations are conducted into allegations of fiscal abuse, fraud, diversion and
mismanagement of assets, with regard to both charitable organizations and fundraising
professionals, both registered and unregistered. Based on the results of those inquiries, legal staff
takes corrective action to recover charitable assets, remove trustees and board members,

involuntarily dissolve corporations, and restore assets to charities.

Cases of note which are relevant to this inquiry include:

our civil prosecution of Mitch Gold,

a series of cases which eradicated storefront solicitation for sham veterans charities,
a multi-state action filed against a large direct mailer and its captive charities,

a criminal case filed against an executive director who embezzled funds from a small
veterans charity in Northern California, and

involuntary dissolution of two car-donation scams.

3Corporations Code section 5000 et seq., California Probate Code and Business and
Professions Code sections 17200 and 17500 et seq., respectively.
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Section attorneys are also responsible for reviewing and approving transfers of the assets

of nonprofit hospitals, and reviewing specific transactions such as mergers and sales of assets.

Our Section faces three major challenges. The first, which will soon be resolved, is our
limited ability to address compliance because our Registry is paper-based. We are in the final
phase of an automation project, however, which, once completed, will allow us to more
comprehensively supervise registrants and obtain compliance with the Act. As an example, we
currently have over 92,000 registrants, and estimate that 50,000 of them are delinquent in
reporting. Another 90,000 have incorporated as public benefit corporations in California but are
not registered. And while many of this latter group may be exempt from registration, or never

received assets, we estimate that at least half should be registered and reporting to the Registry.

Our second challenge is related to the first. Case selection is primarily complaint-driven
at this time. Once the Registry is automated, we will be able to track abuses in a more
sophisticated fashion and to target specific issues, like excess compensation, for review and

correction.

Our third challenge is to effectively protect charitable assets given our limited staff and
budget resources. Our response to this latter challenge is multi-pronged: We encourage
compliance by offering guidance on our website and offering charities the opportunity to take

corrective action before we take legal action We have also formed relationships with other
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government agencies, both state and federal. In this regard, we triage each complaint we receive
to determine which agency may most expeditiously address the issues raised. We have also
participated in multi-agency task forces and multi-state litigation as a way of extending our
enforcement capability. And last, but not least, we publish guidance to assist donors in gathering

the information they need to make wise giving choices.

Our ability to address high fundraising costs is limited by the holdings in a line of cases
decided by the U.S. Supreme Court in the late 1980's". The California Attorney General’s
response to this line of cases was to amend the Act’ to require fundraising professionals to
register and file annual financial reports. These reports are available for review on our website

and we publish an annual report summarizing their content.

With regard to addressing fundraising abuses, we rely primarily upon complaints
received, generally from donors and law enforcement. Donors are often not aware that they have
been victims of unscrupulous charities or fundraisers, however, because, unlike consumers who
purchase and expect delivery of a product, donors are expecting to receive only a receipt or
canceled check confirming the gift. To help donors make wise giving decisions, we publish and
post on our website a guide to charitable giving. The guide includes a primer to help donors find

relevant information on the Form 990 and a checklist of questions donors can ask and factors that

*Culminating in Riley v. National Federation of the Blind, 487 U.S. 781 (1988).

3Section 12599, enacted in 1989 for commercial fundraisers, and section 12599.1 and
12599.2, in 1998, for fundraising counsel and commercial co-venturers.
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should be considered to assure that contributions are used in the way they intend. Separate

chapters discuss public safety fundraising appeals and victimization of senior citizens.

Problem areas in solicitation, in our experience, include telemarketing and direct mail
appeals, primarily because of misrepresentations. Again, donors are the first level of defense
against this type of abuse because they can refuse to give. If, before making a donation, donors
review the financial information filed by both charities and their fundraisers, they are less likely
to make gifts to charities that have high ratios of fundraising or administrative expense. And
while state charity offices cannot set limits on these expenses, there are resources available to
donors to help them make that decision.

In our guide, we urge donors to ask some threshold questions before writing a check:

Is the charity effective in achieving its stated mission?
Is the charity spending its funds prudently?
Are the charity’s solicitation and informational materials accurate, truthful and not
misleading?
Is the charity’s board of directors active, independent and free of self-dealing?
How much of your charity dollar do you want the charity to devote to program
services?

Asking these questions and using the 20-point checklist in the guide will provide donors with

information needed to make informed decision.
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We have found no mechanism to quantify fraud in this area. Nor will fraudulent schemes
necessarily come to the attention of state charity officials. For these reasons, donors must be
vigilant and willing to take the time to assure they know who will benefit from their contribution
and how that contribution will be used.

The bottom line is that both donors and state charity regulators have roles in controlling
abuses in the solicitation of charitable contributions and in the operation of the charities

themselves.

Again, thank you for providing me the opportunity to appear before you today. [

welcome any questions you may have at this time.
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Chairman WAXMAN. Thank you very much, Ms. Johns.

I will now proceed to questions by members of the committee
fVYhO will have 5 minutes each. I will start out with my questions
irst.

Mr. Chapin, in your written testimony, you stated your groups
use most of their contributions to provide services to veterans. You
say Help Hospitalized Veterans uses two-thirds of its funds to
serve veterans. You claim that the Coalition to Salute America’s
Heroes uses more than 90 percent of its budget to help veterans.

That sounds pretty good, but it is not true. It is not accurate. The
committee staff examined your group’s financial statements and
found that if you removed all the grants from one group to the
other, and if you don’t count your mass mailings as a service to vet-
erans, your numbers are actually much, much lower.

Here is what we found. And let me put up a chart. In the last
3 years, 2004, 2005 and 2006, your two groups combined received
donations of $168 million, but only a quarter of these revenues
went to providing actual goods and services for veterans. That
means only one out of every four dollars you received ended up di-
rectly assisting veterans. That is a very different story than what
you said in your testimony.

But it does match what you told our committee staff when you
met with them last week during your interview. Last week you
confirmed that three-fourths of the donations do not result in the
delivery of goods or services to veterans.

I want to quote from what you said: “I told you what our costs
are. Direct mail is, you know, 65 percent range, not any given mail-
ing, but the whole mix of a program, 60, 65 percent. You put 10
percent on top of that for administration and overhead, this is
without any, you know, allocation business, you are pushing 75
percent, so you got 25 cents goes to charity. I will be very up-front
with you about that.” That is what you said to our interviewers.

So last week you told the committee that you were pushing 75
percent and only 25 cents goes to the charity. But today, in your
written testimony, you are saying you use more than two-thirds
and more than 90 percent to help veterans. Which is it?

Mr. CHAPIN. So, what is your question, Mr. Chairman?

Chairman WAXMAN. Well, you said in your testimony that 90
percent and 75 percent actually goes to help veterans. But in your
interview and according to the records of your company, it looks
like 75 percent actually goes to fundraising and only 25 percent to
veterans. Which is which?

Mr. CHAPIN. Well, the difference has to do with the allocations.
I mentioned in my prepared remarks this morning that if you dis-
regard allocations, only about 25 percent of the donor dollar actu-
ally goes to the cause. I was very forthright in acknowledging that
to you. That is if you disregard allocations. If you consider alloca-
tions, which—Ilet’s look at the——

Chairman WAXMAN. What do you mean by allocations?

Mr. CHAPIN. Well, the American Institute of Certified Public Ac-
countants, sir, has set forth the ground rules by which charities
must report. We don’t make the rules, we follow the rules.

Chairman WAXMAN. What do you mean when you say an alloca-
tion?
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Mr. CHAPIN. OK. If we make a—our marketing costs are divided
into two categories, per the Institute. One has to do with what is
known as program services, and the other has to do with fundrais-
ing. This is a very arbitrary and subjective and discretionary mat-
ter. Now, we have a very conservative accountant, who happens to
be a very good friend of mine. Because of that, I respect him and
I go along with him. We get, and I would like to put this up on
the chart, if I may, we get a very small allocation toward program
services, and we get a very high toward fundraising.

And by that, I mean—can we put that up, please? So, in other
words, a very small percentage, compared to other organizations,
compared to other veterans’ charities and many others, a very
small percentage of our marketing costs are allocated to program
services and a very high percentage are allocated to fundraising
costs. It makes us look bad.

Chairman WAXMAN. So your own accountant then allocates more
to fundraising than to actual services?

Mr. CHAPIN. That is right. Because we play by the rules.

Chairman WAXMAN. OK. Now let me ask you this. The commit-
tee staff asked you why you used inflated numbers in your mail-
ings rather than the real figures. In response, this is what you
said: “Because we wouldn’t raise any money. I mean, that’s a pret-
ty straight answer.“

You are right, that was a straight answer, but the question is
whether it is an acceptable one, because you falsely inflated the
numbers to raise more money by telling them more money is actu-
ally going to go to veterans, but in fact, your own accountant and
your own figures show that less money is going to the veterans.
You are not telling them the truth. It is unethical, it is wrong. It
is really a fraud against Americans who agree to give you their
hard-earned dollars, isn’t it?

Mr. CHAPIN. Absolutely not. We made no representations whatso-
ever to the donor as to the percentage of the money that was going
to the charity. Not so.

Now, our costs
1 Cha?irman WaxMaN. What representations have you made to the

onor?

Mr. CHAPIN. What did you say?

1 Cha?irman WaxMaN. What representations have you made to the
onor?

Mr. CHAPIN. We told the donors that we are going to provide
craft kits and we are going to provide—we are going to help turn
back on the utilities of our severely disabled veterans that have
been shut off. We are going to make payments on their cars so they
don’t get repossessed, such as many of them are. We are going to
pay their mortgage payments on their houses, so they don’t get
evicted from their houses. We are going to do everything that Con-
gress is not doing to take care of these guys. Unfortunately, we are
very limited——

Chairman WAXMAN. Well, let me conclude, because my time is
up, but in the mailing that was produced by Help Hospitalized Vet-
erans, it said, “This mailing was produced by Help Hospitalized
Veterans, which retains 100 percent of the contributions made.” A
hundred percent, it says, and then you would think that 100 per-




213

cent is going to help veterans, but that is not the reality, only 25
percent.

Mr. CHAPIN. That is not the—no reasonable person, if you will
pardon me, Mr. Chairman, would interpret it in that way. As a
matter of fact, the State of Florida

Chairman WAXMAN. Well, if you say 100 percent goes to veter-
ans, most people who are reasonable would believe that.

Mr. CHAPIN. We didn’t say to the veterans, we said to the char-
ity, 100—that is not what it says, sir. The State of Florida requires
us to put that precise language in the solicitation. And Mr. Peters,
I think, will attest to that. As a matter of fact, Mr. Viguerie, his
mailings, he represents about 75 percent of all the revenues that
we generate, he doesn’t use that statement. Mr. Peters, who has
CDR, that is the organization’s he is the CEO of, his attorneys ap-
parently believe that it is necessary to use that language

Chairman WAXMAN. Let me ask Ms. Johns. Is that California?
Do we require them to say 100 percent is used for the charity, even
though 100 percent is not used to help the veterans?

Ms. JOHNS. We do not.

Chairman WAXMAN. Thank God.

Mr. Davis, your turn.

Mr. DAvis OF VIRGINIA. Well, I am familiar with the high costs
of fundraising. I was chairman of the Campaign Committee for the
Republicans. We raised a lot of money through the mail. But the
costs were very high, particularly in prospecting and the like. I got
criticized for it, but we looked at the net that we could end up
spending. So, I am familiar with it.

But I have a couple of questions. Mr. Chapin, I have a letter
here. It is a copy of a Help Hospitalized Veterans mail solicitation
dated June 18, 2007, directed to a Harvard-area mailing list. It is
focused on a Massachusetts wounded veterans fund drive.

This mailing indicates that the donation will support Massachu-
setts’ wounded and hospitalized veterans. How do you ensure that
these donations help veterans in Massachusetts?

Mr. CHAPIN. By providing

Mr. Davis oF VIRGINIA. Do you keep records to make sure that
those donations go where the mailings come from?

Mr. CHAPIN. We have records showing——

Mr. DAvis OF VIRGINIA. Or is this just more aspirational than
specific?

Mr. CHAPIN. Well, we have 288 veterans and military and State
veterans’ homes that we service. And we have records. We would
be happy to provide them to you, of all the money

Mr. DAvis OF VIRGINIA. I am not asking—I am just asking, this
was a targeted letter into an area basically saying, this is targeted
to people in Massachusetts, just saying, we want to help Massachu-
setts’ hospitalized veterans. If you can send your fund drive in the
enclosed envelope, it would be greatly appreciated.

If the money was mailed from Massachusetts, do you allocate
that back to Massachusetts or do you not keep that?

Mr. CHAPIN. Not necessarily 100 percent of it. It helps veterans
all across the country as well as veterans in Massachusetts.

Mr. DAVIS OF VIRGINIA. So, it is kind of a—there is not a direct
linkage? It is a little puffery in there, then.
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Mr. CHAPIN. No. If you give that $10, we can’t absolutely guaran-
tee you that $10 will wind up in Massachusetts, but a lot of other
$10 will wind up in Massachusetts, as you will see by our records.

Mr. DAVIS OF VIRGINIA. From what Mr. Waxman said, if you give
$10, $2.50 goes total, right? And then maybe it goes to Massachu-
setts. But you don’t keep a direct allocation?

Mr. CHAPIN. No. You will get a better value than if you went
down to the store and you bought him a craft kit and mail it your-
self.

Mr. DAvis OF VIRGINIA. I am just trying to understand it. I am
questioning the motive. I am just trying to understand. The Better
Business Bureau Wise Giving Alliance sent a letter to the Coalition
to Salute America’s Heroes Foundation, and stated that the Coali-
tion did not meet its charity standards for governance and over-
sight, finances and fundraising practices. The letter also asks for
clarification on your organization’s related party transactions.

Can you tell us more about these standards? The Better Business
Bureau standards now, not the other standards that were referred
to earlier.

Mr. CHAPIN. Relative to the Better Business Bureau standards,
if you take recent years, we meet the financial standard. Now, I am
not suggesting that we necessarily meet all 21 Wise Giving Stand-
ards that they have. But we meet the two financial standards,
which are a maximum of 35 percent of fundraising. The year that
ended in 2006, we were at 26.9 percent, which is lower than most
of the other veterans’ charities and lower than a lot of big name
charities all across the country. And the program services is a min-
imum of 65 percent. We also met that. We were slightly over 66
percent.

Mr. DAVIS OF VIRGINIA. Now, board minutes for the Coalition to
Salute America’s Heroes, December 29, 2005 minutes, contain a
motion to formally evaluate the performance and effectiveness of
your charity every 2 years. What performance metrics did you use
and what assessments were made? Can you tell us?

Mr. CHAPIN. I can’t tell you precisely. I would be glad to provide
that information.

Mr. Davis OF VIRGINIA. OK. If you could get that back. You did
have internal controls?

Mr. CHAPIN. I can elaborate if you want me to. I will be happy
to.

Mr. DAVIS OF VIRGINIA. Sure.

Mr. CHAPIN. May I?

Mr. DAVIS OF VIRGINIA. Sure.

Mr. CHAPIN. Yes. We take a look at how effective our funding has
been in terms of meeting the needs of the VA hospitals and the pa-
tients. As an example, we are shipping over 65,000 craft kits on the
average every single month, which is enough to, if every veteran
wanted a craft kit, which is our goal, every hospitalized veteran in
a hospital, we would be able to provide it. Now, the fact of the mat-
ter is that some of these fellows might use 6 or 8 or 10 a month,
and others may choose not to do any at all.

So that is how effective our are we in that regard, as an example.
We provide virtually over 100 percent, well over 90 percent, let me
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be conservative, of all of the craft kits that are provided in the vet-
erans’ hospitals.

Mr. DAVIS OF VIRGINIA. OK.

Mr. CHAPIN. Along with, incidentally, we pay the salaries of 51
creative craft specialists who enhance the program enormously. Be-
cause the VA was no longer able to do that, so we——

Mr. DAvIS OF VIRGINIA. What does a creative craft kit entail? I
mean, what is in that kit?

Mr. CHAPIN. Well, we have over 350 different kits. We have
leather, which is extremely popular, we have moccasins, we have
wallets.

Mr. DAvis oF VIRGINIA. OK. I get it. OK. Thanks. That is fine.

Mr. CHAPIN. I would be happy to expound on that. There are lots
of them.

Mr. DAvis OF VIRGINIA. That is fine.

I just want to ask a quick question to Mr. Viguerie and Mr. Pe-
ters. How many different mailings do you do annually for Mr.
Chapin’s charities, particularly for Help Hospitalized Veterans? Are
the numbers of mailings done dictated by your contracts? How do
you make the decision when a mailing is done who it is directed
to? I assume you do some prospecting with that, which are not
going to have as high yields to try to build. And who owns the list,
at the end of the day? I am trying to just get an understanding of
that.

Mr. VIGUERIE. Who is the question addressed to?

Mr. DAvVIS OF VIRGINIA. To both you and Mr. Peters. You may
have different answers.

Mr. VIGUERIE. We mail—I don’t have the figures at my hand
here or on the tip of my tongue, but something in excess of 50 mil-
lion letters in the last year, I think, in that neighborhood that we
have mailed, which means hundreds of different mailings, mailing
thousands and thousands of different lists. And we have something
in excess of 20 people working on this project.

Mr. DAvis OF VIRGINIA. And these are your lists that you own?
Is that right?

Mr. VIGUERIE. Well, it is a combination. We are—a small, small
fraction of what the organization mails is our names. Probably less
than 1 percent. The vast majority, we will get names from the Re-
publican National Committee, they will rent our names, we rent
theirs.

Mr. DAVIS OF VIRGINIA. You buy lists, and everything else?

Mr. VIGUERIE. We don’t buy. Usually we exchange. We will ex-
change and rent for one-time use.

Mr. DAVIS OF VIRGINIA. Mr. Peters.

Mr. PETERS. We don’t own any lists ourselves. We manage lists
on behalf of charities but we don’t own any lists. And then if their
list is rented, the revenue goes to the charity. But mostly the
names are exchanged with other charities, which is the industry
practice in order to keep fundraising costs as low as possible.

I have no idea what the volume of mail we do is. I know that
I asked this morning of my staff, we raise about 9 percent accord-
ing to their 990 of the amount of money that they raise in a year.
But I don’t know what the actual mail volume is.
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bWere you asking, though, about frequency or were you asking
about

Mr. DAvis OF VIRGINIA. I was asking also about frequency.

Mr. PETERS. I don’t know precisely in this case, but I can tell you
typically a charity will have a number of prospect mail drops dur-
ing a year, somewhere between two and six or maybe even eight,
which is an attempt to find new donors. And then they will mail
existing donors who have shown an interest in their cause some-
where between 6 and 12 times a year. And how often any individ-
ual is mailed is a function of that individual’s own propensity to
give money or otherwise participate with the charity.

Sometimes the charities are not asking for money. They are ask-
ing for like a petition drive, and I am sure you all have received
petitions from constituents that come in very large volumes. Some-
times they are asked to complete a survey, sometimes they are
asked to volunteer. Depending upon how the individuals respond,
they get different frequency of solicitations.

Chairman WAXMAN. Thank you, Mr. Davis.

Mr. Cummings.

Mr. CuMMINGS. Thank you very much, Mr. Chairman. To all of
you, thank you for testifying here today.

Mr. Chapin, you know, you started off your written statement by
saying “I am passionate about veterans’ issues,” and I do believe
that you are. And I am just wondering, as I am sitting here, I am
just curious, do you see anything wrong with the 25 cents on the
dollar going to the veteran, and the 75 cents being spent else-
where? Do you see anything wrong with that?

Mr. CHAPIN. Let me tell you. When I started out, I sent 600,000
gift packs to GIs in Vietnam. Then I went into a veterans hospital
and somebody asked, a very severely wounded fellow asked me, I
asked him was there anything I could do to help him, he said, yes,
give me something to do with my hands. That is how the craft kit
program started. Initially I was horrified at the direct mail ex-
pense. I will just tell you that flat-out. I was horrified.

Mr. CUMMINGS. Now, I want you to answer the question because
I have a lot of questions, and I have only got 5 minutes.

Mr. CHAPIN. Oh, all right. I am trying to answer. Let me tell
you

Mr. CUMMINGS. Do you see anything wrong with 25 cents——

Mr. CHAPIN. When somebody can go down to the store, buy the
craft kit for $15, go to the post office, spend another $4, that is $19.
And we can send a craft kit with that $15, they take a tax deduc-
tion. It is only costing them $10.50, opposed to $19 that if they sent
the craft kit on their own. We are giving the donor a good value
and at the same time, we are providing a very important service
for the hospitalized veterans who otherwise would not receive these
craft kits. This is an extremely important program.

Mr. CUMMINGS. I got you. So, you see nothing wrong with it?

Mr. CHAPIN. I didn’t say I see nothing wrong.

Mr. CumMINGS. Well, let me ask you this

Mr. CHAPIN. I would rather have lower fundraising costs. Yes, we
would. I have tried everything under the sun to lower our fundrais-
ing costs.

Mr. CuMMINGS. How about reducing your salary?
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Mr. CHAPIN. Excuse me?

Mr. CuMMINGS. How about reducing your salary? Mr. Chapin, let
me ask you a series of questions.

Mr. CHAPIN. Certainly.

Mr. CUMMINGS. Mr. Chapin, the documents the committee re-
ceived show that most of what you raise never gets to the veterans
you are supposed to be helping. At the same time, however, you ap-
pear to be doing quite well for yourself and your wife.

Mr. CHAPIN. By whose standards?

Mr. CUMMINGS. Let me finish. You have provided the committee
with a spreadsheet detailing your compensation history and I
would like to walk you through exactly how much you and your
wife have received over the past 3 years from 2004 through 2006.

First, both you and your wife receive salaries. Yours was
approximately——

Mr. CHAPIN. She is now retired.

Mr. CUMMINGS. I'm sorry?

Mr. CHAPIN. I say she is now retired.

Mr. CuUMMINGS. When did she retire?

Mr. CHAPIN. What say?

Mr. CuMMINGS. When did she retire?

Mr. CHAPIN. February 28, 2007. She worked for the first 20 years
as a volunteer. She got a salary of a maximum of $65,000 at her
highest point. She is my right hand arm. She has raised over $7
million with her newsletters.

Mr. CUMMINGS. I believe you.

Mr. CHAPIN. She has raised more than 10 times her salary.

Mr. CUMMINGS. I am convinced that she is a great wife and a
great asset to the company. We will stipulate to that. Both you and
your wife receive salaries. Yours was approximately $250,000 a
year. That is more than the Secretary of Defense or the Secretary
of Veterans Affairs receives. Then your wife made about $60,000 a
year.

You both also received bonuses during this period. They varied,
but in 2006 you received a $50,000 bonus.

Mr. CHAPIN. That was for 2 years.

Mr. CUMMINGS. All right. You received your $50,000 bonus, your
wife also received thousands of dollars in bonuses.

Mr. CHAPIN. Well

Mr. CUMMINGS. Let me finish. I know you want to get at it, but
let me get my little piece out. Finally, you have generous pensions.
I think you referred to that a moment ago. When you retire, you
will get 75 percent of your salary for life, over $200,000 per year.
This costs donors to your charity about $100,000 a year.

So, based on the data you provided to the committee, when you
total up all these salaries, bonuses and pension contributions for
2004, 2005 and 2006, you and your wife received more than $1.5
million. That is based on your data.

My question is not a legal one. It is not whether you broke the
law. Because I don’t think you did. My question is whether you be-
lieve this compensation is appropriate for someone who works at a
charity for veterans.

Mr. Chapin, you and your wife got over $1 million during these
3 years. The public thought this money was going to veterans. But
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instead it went to you and your wife. Over a 3-year period, you
raised $168 million from the public but very little of that made it
to veterans. You spent an astounding $124 million in overhead, sal-
aries, mailings, payments to Mr. Viguerie’s firm, and you and your
wife kept over $1 million for yourselves.

This sounds like a great business for you and Mr. Viguerie, but
ahlogsy deal for contributors and veterans. How do you respond to
that?

Mr. CHAPIN. First of all, Congressman Cummings, my salary is
in the lower half as measured by the Chronicle of Philanthropy No-
vember 1, 2006 survey of several hundred non-profit CEO’s. I am
in the lower half. I think my performance is in the upper half. I
have probably raised—I have raised more money for veterans than
anybody in the United States. I have also delivered more services
than anybody else who ever founded a non-profit organization and
still the CEO of that organization today.

The point is, my cash compensation, sir, is about six tenths of 1
percent of the gross revenues of my organizations. No. 2, the total
compensation, of which a good bit of it I have never received, be-
cause it is in the form of futures retirement benefits—I don’t intend
to retire for one heck of a long time, so I may never see it—is
roughly now $300,000.

Even if you take the total compensation benefits, which include
retirement money I have never seen, that would be less than 1 per-
cent. The average non-profit executive, sir, receives 3 percent of
gross revenues. So I don’t know what standard you want to use,
but it is measured by a comparison to other non-profit executives,
of which there are thousands and thousands of them, I am in the
lower half of salary.

Now, yes, I get what I think is a generous one.

Mr. CuMMINGS. Thank you, Mr. Chairman.

Chairman WAXMAN. Thank you, Mr. Cummings. Your time is ex-
pired.

Mr. Sali, do you wish to ask questions?

Mr. SALL Not at this time, thank you.

Chairman WAXMAN. Mr. Burton, I think you were next.

Mr. BURTON. Yes. Thank you.

This is very interesting. Ms. Johns, have you ever contemplated
or think that there needs to be legal action taken against Mr.
Chapin or his companies?

Ms. JoHNs. Well, after reading the articles and hearing what I
lﬁave heard in these hearings, we will certainly take a look. I don’t

now.

Mr. BURTON. No, I am not talking about taking a look. Because,
you know, that is speculative. Has the Attorney General of Califor-
nia found any reason in the past or done anything to investigate
or charge them with any illegal activity?

Ms. JoHNS. We have not in the past, no.

Mr. BURTON. OK. Thank you.

I was looking at this list from Charity Navigator of charities in
the same category as the Help Hospitalized Veterans organization,
the same category. The Alzheimer’s Association, the American Can-
cer Society, the American Diabetes Association, the American
Heart Association, the Anti-Defamation League of B’nai Brith, the
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Art Institute of Chicago, the Boy Scouts of America, Ducks Unlim-
ited, the Jewish Federation Council of Greater Los Angeles, the
March of Dimes, the Muscular Dystrophy Association, the National
Trust for Historic Preservation in the United States, the National
Wildlife Federation, the Planned Parenthood Federation of Amer-
ica, and YMCA and on and on.

I understand that we would like to see a lot more of the money
that is spent in raising funds go to these charities, but the cost of
raising this money is expensive. And I think a lot of my colleagues
understand that.

I would just like to ask the members at the table, all of them,
what would happen if we didn’t do the direct mail, and what would
happen to the amount of money that would come into these char-
ities that does get to help these people? Any one of you can answer
that.

Mr. CHAPIN. $60 billion would evaporate tomorrow. Of all the
$300 billion that is raised by the 1.6 million non-profits, over 20
percent of it comes from direct mail. You folks might lose 25 per-
cent of all your donations in 2008, because 25 percent of all the po-
litical donations come from direct mail, at the same expense that
we have. And I am not sure that you folks disclose to your constitu-
encies—I am not trying to be a wise apple—that only 25 cents on
the dollar is actually going to your campaigns.

Mr. BURTON. Mr. Peters.

Mr. PETERS. Mr. Burton, I think it is an excellent question. What
I would like to do is turn back history 50 years. If you looked at
charity in the United States, there were a lot fewer charities. It re-
minds me of Alexis DeToqueville’s comments about Americans’ pro-
pensity to get together in clubs and groups and the huge diversity
of interests that they have.

But back then there were a lot fewer charities. And I guess I
have outgrown my tux, unfortunately, but back then you attended
a charity ball. And you were with the rich, the famous and the in-
fluential.

What has happened in our country is the democratization of
fundraising. Direct response, not just mail, but other forms of di-
rect response fundraising, have allowed us to reach into commu-
nities that previously were never asked to support non-profits. It
has allowed us to get into those communities and allow people to
e})l(press their feelings and who they support and how they support
them.

And yet we, through regulation and through IRS rules and
through transparency, we allow the donor to see whatever they
wish to see. Every charity has a Web site. The 990’s are all avail-
able. Everyone can go to GuideStar and look up the ratios if they
wish to do so.

But without that, we would be back to the days of rich people
letting a few crumbs drop off the table for poor people.

Mr. BURTON. Let me just say this. I think, Mr. Chairman, it is
good to keep an eye on these charities to make sure that they
aren’t any illegal activities or fraud going on. But I think for those
of us who have been familiar with charities and fundraising in the
past, we realize that there is a great deal of cost involved. So as
long as there is reporting, and as long as we know what is going
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on, and it is in the public domain and we can check it, then I think
that we can hold them accountable and make sure they are not
wasting money.

There is no question that there is probably some fraud and
waste, and I appreciate Ms. Johns being here and I am sure they
are going to investigate that sort of thing, as they will across the
country. But charity giving through the mail, I think, is important.
We should keep an eye on it and make sure that they aren’t blow-
ing money unnecessarily. But I think it is an absolutely necessary
thing. Otherwise, it if we didn’t have these charities, I believe the
Federal Government would have to take up some of this slack and
do it ourselves. Charities do provide a necessary function in this
country.

With that, I yield back the balance of my time.

Chairman WAXMAN. Thank you.

Mr. CHAPIN. We can’t begin to fulfill the need. I am the first to
acknowledge that, but at least we are trying and something is bet-
ter than nothing. And Congressman Cummings, if you had experi-
enced as I had disabled veterans without legs who got—a young
child, as a matter of fact, a baby and a wife who is living in the
back of his car and he is freezing, because this guy doesn’t have
any other means, as a matter of fact, he was evicted from his trail-
er, and we are helping him.

Chairman WAXMAN. Mr. Chapin, I am going to have to interrupt
you. Members have the opportunity now to ask you questions.

Mr. CHAPIN. Sure. Something is better than nothing.

Chairman WAXMAN. Save it for an answer to a question.

Ms. Watson.

Ms. WATSON. Mr. Chapin, we are looking very carefully at the
facts that were presented to us. And you are here to help clarify
if we have the right information. I do appreciate your coming. As
you know, we sought your input before, and you were not here.
This gives you an opportunity to speak directly to us with the facts.

So I want to query you about a letter that was sent to you on
December 22, 2006, from a Dorothy W. Smith, Houston, TX. And
she says, “Dear Sir, I have contributed to your organization in pre-
vious years, and am in the process of evaluating my contributions
for 2007. I would appreciate knowing the percentage and charities
received versus administrative costs and other expenditures.” And
she goes on. Your response, or Alicia Griffin responding, says:
“Dear Mrs. Smith, as per your request, enclosed please find an an-
nual report for the Coalition to Salute America’s Heroes. Please
note that 92 cents of every $1 donated goes toward programs sup-
ported by the Coalition to Salute America’s Heroes.” And then the
programs are listed, Emergency Financial Relief, etc.

Can you then clarify for us, you said that 100 percent, 92 percent
of what is donated goes out for charitable causes. Can you clarify
that for us, please?

Mr. CHAPIN. Well, now we are speaking specifically in terms of
the Coalition as opposed to Help Hospitalized Veterans. You are
talking about a particular year. Now, what happened was, when
we started the Coalition——

Ms. WATSON. Well, your response—the response was March 14,
2007.
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Mr. CHAPIN. Yes. The Help Hospitalized Veterans board of direc-
tors saw fit to make a substantial loan, which was later converted
to a grant, in the neighborhood of, about $2.5 million to the Coali-
tion. And so therefore, the Coalition did have extraordinarily low
fundraising costs. Starting in 2007, the Coalition did its own direct
mail as opposed to HHV doing the direct mail and passing on the
money to the Coalition. And that was the reason why, yes, we did
have very low fundraising costs.

To start the Coalition, if I may just mention this, I had to loan
$500,000 of my own money, which represented that together with
an additional $260,000, which I advanced the Coalition in ex-
penses. I didn’t collect any of the various expenses that I was in-
curring over the first 3 years. A total of 5760,000, which rep-
resented over half of my after-tax compensation for the previous 10
years, because I believed in what I was doing.

The fact of the matter is, just so you have some idea of my com-
mitment to this, when I started the Coalition, the first thing we did
was some direct mail with, not Mr. Viguerie, but this other gen-
tleman, and we bombed. Is that correct, Mr. Peters?

Mr. PETERS. I can’t say. I believe it is true, but as you know, my
partner, who did the mailing, is

Mr. CHAPIN. It was very unsuccessful. So, then I went out to cor-
porations. So, I begged corporations—I just assumed the corpora-
tions were going to open up their pockets or their wallets. That
didn’t happen.

In the meantime, we had planned this wonderful Road to Recov-
ery Conference, which everybody, the DOD, the VA, all were par-
ticipating in this, and were helping launch these guys on their road
to recovery. We have had over 1,200 of them come down there, the
most severely disabled veterans and their families. And by that
time, we had committed to well over 100 of these veterans and
their families to come to the Road to Recovery Conference that De-
cember 2004. I was faced with a very, very tough personal decision.

Ms. WATSON. Well, let me just ask you this——

Mr. CHAPIN. Let me just tell you

Ms. WATSON. Let me—sir. My time is——

Chairman WAXMAN. Excuse me, Mr. Chapin. You have to let the
Members ask the questions and respond to the questions.

Ms. WATSON. Maybe you can give me another minute. I under-
stand you are trying to get all this out, but there are some very
specific things I would like you to address for us.

Mr. CHAPIN. Absolutely.

Ms. WATSON. And I would like the staff to put up on the screen,
there was an issue dealing with a country club in Temecula, CA.
It is called the Cross Creek Golf Club. Are you familiar with it?

Mr. CHAPIN. I am a club member.

Ms. WATSON. Yes. Well, according to a resolution from HHV
board in 2001 that has been provided to this committee, HHV au-
thorized the payment of $17,000 a year for a corporate membership
to the country club in the name of Mike Lynch, the executive direc-
tor.

Can you help clarify and explain to us why your group is spend-
ing money donated to help veterans on a country club membership?
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Mr. CHAPIN. I think it was entirely appropriate. The board plays
golf when they come to meetings out there. The board is all volun-
teers. They don’t get paid to come to meetings. And that is what
you might call a “perk,” which I think we are all familiar with.

Ms. WATSON. That is a benefit, being on the board?

Mr. CHAPIN. I never set foot in that country club.

Ms. WATSON. OK. I just wanted to hear from you that you put
$17,000 into a membership where they can play golf rather than
$17,00(1) into the hands of a homeless veteran that might be renting
a motel.

Mr. CHAPIN. Unfortunately, we are not able to——

Ms. WATSON. I have another question for you, Ms. Johns. Could
California have concerns—and I am from California—and I was
there for 20 years in the Senate, so I am very concerned. Would
we have concerns about a charity in our State using donations for
a country club membership regardless, for a board member?

Ms. JOHNS. Yes, I believe we would.

Ms. WATSON. And is there any way to track to see how many
memberships were purchased by this outfit?

Ms. JOHNS. The way to do that would be to initiate an audit.

Ms. WATSON. OK, thank you very much.

Let me ask another question about another expense that was re-
lated to Mr. Lynch. Let me show you a copy of minutes from a
meeting of the HHV board on July 28, 2003. These minutes state
that the board authorized a loan of $135,000 to Mr. Lynch. Accord-
ing to the minutes, the purpose of this loan was to provide Lynch
the ability to purchase his ex-spouse’s interest in his home.

Now, to me, this looks like a personal loan to Mr. Lynch, not a
business expense. So Mr. Chapin, can you clarify for me?

Chairman WAXMAN. The gentlelady’s time has expired, but we
will let Mr. Chapin answer.

Ms. WATsoN. OK, thank you.

Mr. CHAPIN. It is exactly as you have characterized it, and I
think it was entirely appropriate. It has been paid back with inter-
est. And this fellow has done an absolutely extraordinary job. He
works around the clock to help hospitalized veterans.

Ms. WATSON. OK, I really appreciate the Chair allowing time. I
just want to say this. It seems to me that a personal loan of
$135,000 at a time when we have veterans that are not receiving
the care immediately, regardless of whether he paid it back or not,
appears inappropriate. This is something that I would like our At-
torney General to take a look at.

And is it, Ms. Johns

Mr. CHAPIN. It is absolutely legal, I can assure you of that.

Chairman WAXMAN. The gentlelady’s time has expired. But Ms.
Johns, is this appropriate? Is this acceptable?

Ms. JoHNS. No. California law requires loans to be approved by
our office.

Chairman WAXMAN. Your office?

Ms. JOHNS. Yes. By our section.

Ms. WATSON. Thank you, Mr. Chairman.

Chairman WAXMAN. Thank you.

Mr. Shays, do you have questions?

Mr. SHAYS. Not at this time, thank you, Mr. Chairman.
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Chairman WAXMAN. Mr. Bilbray.

Mr. BILBRAY. Ms. Johns, I think if anybody knows about fund-
raising, Governor Brown [sic] has a lot of experience on that. But
you were stating that California right now, the office is in transi-
tion from going to a paper system over to electronic. Do you feel
that will give your agency the ability to monitor non-profit activi-
ties and keep a closer watch on what has been going on in Califor-
nia?

Ms. JoHNS. We do.

Mr. BILBRAY. The other issue that you really raise was the fact
that the front line of, let’s just say review of the most effective
charitable giving is the donor themselves. Now, I have run into sit-
uations where I have seen fundraising going to my mother, trying
to scare the heck out of her, over the fact that, give us money now
or they are going to take your Social Security, they are going to
take your Medicare and all this other stuff. With this new type of
electronic review, are you going to be able to monitor those kinds
of fundraising activities, especially the scare tactics to seniors?

Ms. JoHNS. No. Because unless somebody sends us those mail-
ings, we won’t know that they are occurring. We require fund-
raisers to give notice before they start a campaign in California.
But they don’t have to send us their mailings.

Mr. BILBRAY. Do you have any way of developing a policy of
proactive contact with donors to make sure that they know that if
they have any questions they have the ability? Because I think it
is pretty well public record that, especially among the senior popu-
lation, that there are certain individuals, not necessarily very
wealthy, who really are the backbone of the charitable direct mail
contributions. Are you planning any proactive contact with them,
saying, if you have any questions, if you have any concerns contact
us, rather than waiting for them to just come up?

So I guess I am asking you, are you going to do direct mailing
yourself?

Ms. JoHNS. We have no way of knowing who donors are. What
we do is post a lot of information on our Web site for donors. We
invite them to call us and send us e-mails. And we can give them
guidance where to go and tips about how to assess charities. Sev-
eral years ago, I did a series of presentations to senior commu-
nities. And I am about to do that again to help communities at
large understand what they can do to make wise decisions.

Mr. BiLBRAY. Mr. Peters, Ms. Johns has no ability of knowing
what the lists are that non-profits are receiving contributions for,
those can’t be made available? Are those all protected under the
Privacy Act?

Mr. PETERS. No. In fact, when I teach with the NASCO group,
or Ms. Johns’ group of charity regulation officials, I tell them ex-
actly how to do that. And that is, they need only a very modest
budget of a couple hundred dollars. They make a $10 contribution
to 20 charities and they will be on the mailing list, they will get
all the mail. So what I have done is I have taught the regulators
how you can actually look and see what is being mailed, in addition
to the usual process of people submitting complaints and things
like that, and inquiries. But there are lots of ways to seed mailing
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1istsl. And pretty much everybody in our industry seeds other mail-
ing lists.

Mr. BILBRAY. But is there any way to do an outreach to the con-
tributors themselves, sort of sensitizing them to contact, or what-
ever, is there any way for Ms. Johns to know basically who you are
mailing to and is that protected under Privacy or does she have an
ability to be able to get that information so that she can then do
an outreach saying, if you have any questions, if you have any con-
cerns?

Mr. PETERS. There is a very thin line, and I don’t want to get
over-complicated, but basically the answer to your question is yes,
it is protected by Privacy. It goes back to a case that went to the
Supreme Court on the NAACP where they were investigated and
the State officials asked them for their donor list. And it was pretty
clear why the State officials wanted the donor list, because they
were going to harass the donors.

And so the Supreme Court said, no, the State does not have a
right to simply subpoena or get the donor list. However, in an situ-
ation where it is more of an enforcement situation, there are oppor-
tunities to get on the donor list so you can see solicitations.

The other answer to your question is, if you look at any solicita-
tion that is made in the United States, you will see contact infor-
mation for, I believe it’s 23 or 25 different State charity offices. And
these are required by law, they are disclaimers, and they include
typically the address of the State charity office and often an 800
number, so that the citizens of that State can call in toll-free and
register any complaints or concerns they have. And those are in-
cluded on every single solicitation that is made by a legitimate
charity. The only people that don’t include them are the charities
that never register and never comply with the law who are the
ones we hope Ms. Johns enforces against.

Mr. BiLBRAY. Thank you. Ms. Johns, I appreciate you guys up-
grading, because coming from local government myself, I know that
we can talk about the problems, but the real answers are going to
come from your part of the political spectrum.

Thank you very much, and I yield back, Mr. Chairman.

Chairman WAXMAN. Thank you, Mr. Bilbray.

Mr. Tierney.

Mr. CHAPIN. Mr. Chairman, her office was notified in writing by
us of this loan to Mr. Lynch, and I have the letter here. I would
be happy to read it. I don’t want to interfere.

Chairman WAXMAN. Let’s let Mr. Tierney ask questions.

Mr. TIERNEY. Thank you, Mr. Chapin, for gratuitously taking my
time.

Let me ask a question. I was interested to see, since 2004, appar-
ently you have been using General Tommy Franks to sign fundrais-
ing letters for your organization. I guess maybe millions of letters
have gone out with his signature on there, asking the public for
their contributions. I presume that when a general endorses a
charity like that, he is doing it because he thinks the charity is
worth endorsing and that he is not being paid to do it.

But in fact, you paid Tommy Franks about $100,000 to sign
those letters, didn’t you?

Mr. CHAPIN. That is correct.
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Mr. TIERNEY. A hundred thousand dollars to General Tommy
Franks to sign those letters. And then I also understand that Gen-
eral Diehl gets $5,000 a month to sign letters like that. Is that also
true?

Mr. CHAPIN. Yes. Can I respond to that?

Mr. TIERNEY. You just did, and I appreciate your candor.

Mr. CHAPIN. Well, the fact of the matter:

Mr. TIERNEY. But the fact of the matter is that you give $100,000
to General Franks, you give $5,000 a month to General Diehl, and
I don’t see anything in your disclosure to individuals that these
people were paid to put their signature on there.

So my question to Ms. Johns is, do you have any difficulty with
that?

Ms. JOHNS. There is no specific law prohibiting the payment for
endorsements by charities. It could be considered a waste of chari-
table assets.

Mr. TIERNEY. I could look at this, $100,000 to General Franks,
$5,000 a month to General Diehl, $14 million to Mr. Viguerie’s
company, a million and a half dollars to you and your wife, at some
point in time hopefully the veterans are getting a little slice of this
action on that.

Also, Mr. Viguerie, let me ask you, you apparently have a long-
standing personal relationship with Mr. Chapin, of about 40 years,
is that right?

Mr. VIGUERIE. Something a little short of that, but we have been
a client and a friend for many years.

Mr. TIERNEY. So when we look at the tax returns for the that the
committee has for HHV, it looks like between 2000 and 2005, your
direct mail company, American Target Advertising, and your list
management rental companies, earned more than $14 million.
Would that be about accurate?

Mr. VIGUERIE. I don’t have those numbers at hand, sir.

Mr. TiERNEY. That is what the record seemed to indicate. So it
seems like a lot from just one client. Is that one of your largest cli-
ents?

Mr. VIGUERIE. Yes, it is.

Mr. TIERNEY. And it looks, as I said, that a lot of money is going
to two beneficiaries in particular, Mr. Chapin and then your cor-
poration, your groups on that. They don’t seem to be paying the ex-
penses, like direct mail, postage, printing fees. It just seems to be
going toward consulting fees on that basis.

So is all that $14 million a direct profit to you, sir?

Mr. VIGUERIE. Sir, that is a very incorrect word to use, consult-
ing. We are a vendor. And we employ on the HHV account some-
thing over 20 people, writing copy, ordering envelopes, ordering
lists, getting the mailings out, analyzing the returns. We are going
to

[Simultaneous conversations.]

Mr. TIERNEY. It doesn’t look like direct costs——

Mr. VIGUERIE [continuing]. Advertising agency.

Mr. TIERNEY. It didn’t look like there was any direct mail or
postage or printing fees associated with that. It looked more like
it was for the list on that. And I was wondering, for the list, how
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much of that other than for list cost, for rental or whatever it is
you do, would be just profits to those companies?

Mr. VIGUERIE. Well, sir, we have, as I said, over 20 people put-
ting out hundreds of different mailings, something in excess prob-
ably of 50 million letters a year. It is an enormous undertaking.

Mr. TIERNEY. Mr. Chapin

Mr. CHAPIN. He only gets about 6 or 7 cents of the 45 cents that
he pops in the mail.

Mr. TIERNEY [continuing]. I am going to ask you a question now
so you will have a chance to respond. I know you like to ad lib, but
I want to cut back a little bit.

You told the committee that you had given Mr. Viguerie nearly
$1 million in loans to provide capital for another venture on that.
Do you see it within your corporate charitable purpose to give loans
to other individuals for startup companies or for capital costs?

Mr. CHAPIN. Yes, very much so if it is in the interests of the non-
profit to do so. Because he has very, very high expenses, startup
expenses or seed money expenses in terms of a particular mail
campaign. And if he is not able to fund that mail campaign, and
front the money until such time as the revenues come back, then
we are extremely disadvantaged by it.

Mr. TIERNEY. Mr. Viguerie, did you try to seek those funds first
from commercial lenders?

Mr. VIGUERIE. Well, for the 43 years we have been in
business——

Mr. TIERNEY. I am sorry, I have very limited time.

[Simultaneous conversations.]

Mr. VIGUERIE. For over 43 years we have not been able to do it,
because our assets go up and down the elevator every day.

Mr. TIERNEY. So Ms. Johns, do you have any difficulty with the
fact of a charitable corporation lending money to a startup com-
pany that couldn’t get the money from commercial lenders? Do you
see that within the charitable purpose, or do you see any problems
with that?

Ms. JoHNS. That could either be speculative investment or it
could be a loan requiring notice to our office.

Mr. TiERNEY. Thank you. I yield back, Mr. Chairman. Thank
you.

Chairman WAXMAN. That certainly is a lot of self-dealing.

Who is next over here? Mr. Cannon.

Mr. CHAPIN. I can’t allow that go unchallenged. This business, of
self-dealing. Not a penny—every penny has been repaid. Interest
rates have gone at the rate of 10 to 12 to 18 percent that Richard
has been charged. And we would not have been able to raise any-
where near the amount of money that we raised had it not been
for the fact that we have made some of these advances. It would
have been a lousy business decision on my part and the board of
directors had we not advanced some of these moneys. So I will de-
fend that all day long.

Chairman WAXMAN. I am sure you will.

Mr. Cannon.

Mr. CANNON. Thank you, Mr. Chairman. Like the ranking mem-
ber and I suspect like you, I am also familiar with the high cost
of fundraising. In fact, I am quite familiar with Mr. Viguerie,
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whose son was a volunteer on my first campaign. And I have
watched these issues for a long time.

I am actually quite surprised at the moral outrage and the hec-
toring of the witnesses here today, and I hope we can get to a little
bit of an understanding about why that is and what we are really
talking about here. But I understand we have a number of veter-
ans in the audience today. Would you mind, Mr. Chairman, if we
asked for a showing of hands so we can identify those veterans? We
want to applaud their honor, their integrity.

[Applause.]

Mr. CANNON. It is, I think, extraordinarily important in America
that we not only honor our veterans, but that we fund their health
care and their recovery. If we don’t do that as a Nation, we are
going to end up with their children and their nephews and their
nieces and their relatives not wanting to go into the service. And
so I would hope that rather than folks have so much on this issue
with such animosity and hectoring of our witnesses that we actu-
ally talk about what we can do to help veterans.

So I would like to ask just a quick question to Mr. Viguerie.
There is a high cost to fundraising. But we do raise a significant
amount of money that way. Could you compare briefly the effective-
ness of fundraising through mail to the effectiveness of govern-
ment? [Laughter.]

The laugh is all we really need there, by the way. The fact is,
we don’t do things very efficiently in America, and the market
helps us do things remarkably efficiently. And what we need is
transparency as to these things.

I don’t mean to cut you off, Mr. Viguerie, but the point is that
I think it is a laugh when you start considering what we do here.
And there are a couple of things that I think are really important.
Mr. Chapin, you offered a letter there and were cutoff, I think, that
was sent to Ms. Johns’ division. Would you allow us to have that
letter submitted for the record.

Mr. CHAPIN. Yes.

Chairman WAXMAN. Without objection, it will be received for the
record.

[The information referred to follows:]
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Cal. Corp. Code Sec. 5236 states:

5236. (a) A corporation shall not make any loan of money or
property to or guarantee the obligation of any director or officer,
unless approved by the Attorney General; provided, however, that a
corporation may advance money to a director or officer of the
corporation or of its parent or any subsidiary for expenses
reasonably anticipated to be incurred in the performance of the
duties of such officer or director, provided that in the absence of
such advance, such director or officer would be entitled to be
reimbursed for such expenses by such corporation, its parent, or any
subsidiary.

(b} The provisions of subdivision (a) do not apply to the payment
of premiums in whole or in part by a corporation on a life insurance
policy on the life of a director or officer so long as repayment to
the corporation of the amount paid by it Is secured by the proceeds
of the policy and its cash surrender value.

(c) The provisions of subdivision (a) do not apply to a loan of
money to or for the benefit of an officer in circumstances where the
loan is necessary, in the judgment of the board, to provide financing
for the purchase of the principal residence of the officer in order
to secure the services or continued services of the officer and the
loan is secured by real property located in the state.
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Jan 15, 2008 10:08AM No. 7803
BILL.LOCKYER Stare of California
Attorney General _ DEPARTMENT OF JUSTICE
RONALD REAGAN BUILDING

300 SOUTH SPRING STREET, SUTTE 1702
LOS ANGELES, Ca 90013

Public: AREA CODE/PUBLIC NUMBER
Telephone: 5213 897-2184

Pacgimile: (213)897-7605

E-Meil: steve.bauman@doj.ca.gov

November 30, 2005

Board of Directors

Help Hospitalized Veterans, Inc.
36585 Pentfield Lane
Winchester, CA 92596

RE: Loan activities

Dear Board of Directors:

The Office of the Attomey General has the duty to supervise charitable organizations
under California Corporations Code section 5250, and Government Code sections 12580 through
12598. Upon review of the IRS form 990 for year end July 31, 2004 we have some questions
regarding the loan activity between Help Hospitalized Veterans (HHV) and Michael Lynch.

This IRS form 990, reflects on line 50, a balance of $25,000 in loans at the beginning of
the year and a balance of $122,452 at the end of the year. This 990 also reflects (statement #8)
that this note is from Michael Lynch, dated Qctober 1, 2003 and earns 6% interest. Did HHV
give notice or seek approval from the Office of the Attomey General? If so, please provide
copies of all correspondence with our office related to the loan. If not, Please provide copies of
the following documents to me within 30 days of the date of this letter,
1. Board minutes which disclose the boards® discussion and approval of this Joan;

2. Schedule reflecting all payments to Michael Lynch regarding this loan, This schedule
should reflect the date of the payment and the amount;

k¥ Schedule reflecting all repayments made by Mr. Lynch, This schedule should include the
date of the repayment, the amount and the outstanding balance;

4, Proof of the repayments (copies of ¢canceled checks from Mr. Lynch);
5. The promissory note relating to the loan;

6. Documentation reflecting that the loan was secured.
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Help Hospitalized Veterans, Inc.
November 30, 2005
Page 2

Thank you for your cooperation. If you have any questions I can be reached at (213) 897-
2184.

Sincerely,

STEVE BAUMAN
Supervising Investigative Auditor

For BILL LOCKYER
Attormney General
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'BOARD OF DRECTARS
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Vigw-Preaidynt: Robart Suskley
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Directoy. Tom maid
Butinermen
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Exbcviive Dinotar: MIKs Limot

FRENDS OF

HOSPITALIZEL VETERAMY.

Leonard C. Ro@
Secretary/Treas

Help Hospitalized Veterans

A6586 Panfield Lana » Winchester, California, 92598
(951) 926-4500 « Fax (951) 926-3569
www.hhv.org

December 12, 2005

Mr. Steve Bauman
Supervising Investigative Auditor

N Secratary of Voiorans Affairs,
State of California Anthony J. Princip! pressnis HHV's
. 20 Mitlionih Grek Ki to ifagi
Deparm\ent of J ustice Fraadom vataran Jasen Willng.

Ronald Regan Building
30 South Spring Street, Suite 1702
Los Angeles, CA 90013

Ref: Your letter of 0
Dear Mr, Bauman:

Help Hospitalized Veterans did not give notice or seek approval of the Office of the -
Attorney General regarding a loan,to Mr. Michael Lynch as per California Corporation
Code Section 5236 {c). The loan grartd to Mr. Lynch was for real property and secured
through () deed of trust on the property; (b) his wages; and {c) his pension plan.

1t should be noted, that as of June 24, 2005, Mr. Lynch paid in full the amount of the
principle and interest due the corporation in accardance with the loan agreement..

Per your request, I have enclosed the fallowing:

(a) Minutes of the board of directors authorizing the loan;

(b) Executed loan agreement;

(c) Certified copies of the corporation’s general ledger that pertains to the loan
for fiscal years ending July 31, 2004 and July 31, 2005;°

(d) Copy of the Deed of Trust;

{e) Copies of check payments to Mr. Lynch;

() Copies of check payments to the Corporation from Mr. Lynch.

If you are in need of additional information, please do not hesitate to contact me or our
Director of Adsninistration, Ms, Wende Caha (951/926-4500).

Sincerely,

Enct

Help Hospitalized Voterans is a Non-profit, tax-exempt corporation.
“Serving American Veterang & the Military Community for over 33 years.”
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MEETING OF THE BOARD OF DIRECTORS
OF
HELP HOSPITALIZED VETERANS
July 28, 2003

A meeting of the Board of Directors of Help Hospitalized Veterans was held
pursuant to notice July 28, 2003 at the Headquarters of the Organization, 36585 Penfield
Lane, Winchester, California.

Directors present: Roger Chapin
Leonard Rogers
Thomas Amold

Directors via teleconference :  Robert Beckley SEE PAGE 4 .
OF WINUTES

Directors absent: Gorham Black

Also present:  Mike Lynch

As the first order of business, the Board approved the minutes of March 20, 2003
meeting of the Board of Directors.

As the next order of business, Mike Lynch, Executive Director, gave a financial
report for the current fiscal year. Lynch reported gross income for the current fiscal
year through July 15, 2003 was $26,777,384 as compared to $27,941,092 for the same
period of the previous year. Lynch stated that the gross income figure does not include
the gift in kind received from the public service announcement which is an additional
$5.2 million bringing the total gross income to well over $30 million for the fiscal year
ending July 31, 2003. Lynch said the organization’s donor file is at 686,325 as compared
to 612,464 a twelve percent (12%) increase as compared to the prior year.

As the next order of business, Lynch reported on the direct mail programs of the
organization. Lynch stated the house mailings are at ratio a 2.16 to 1 for the year on
mailings of 17,320,829. Lynch reported the prospect mailings totaled 18,982,471 and
reflects a four cent (-4¢) loss. President Chapin, stated that the overall mail program has
done well and that the net for program services increased by 20% while sustaining the
amount of donors on the file. Chapin said that the direct mail agendies have reported
many other veteran non profit organizations have not been as successful in thelr direct
mail response program,

As the next order of business, Lynch stated that as of July 15, 2003 the
organization had delivered 826,630 craft kits to hospitalized veterans as compared to
748,781 delivered for the same period of the prior year. Lynch stated that the
organization has delivered 19,744,603 craft kits since the inception of the program and
that he anticipated that the twenty millionth craft kit would be delivered in calendar
year 2003. Lynch said arrangements have been made with Anthony ]. Principi,
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Secretary, Department of Veterans Affairs to make a formal symbolic presentation of
the twenty millionth kit to a hospitalized veteran on August 25, 2003. At the VA
hospital in La Jola, California. Lynch stated that the organization currently distributes
155 different therapeutic arts and crafts kits.

As the next order of business, Lynch gave a report on the Craft Care Specialists
{CCS) Program and stated that VA hospitals have submitted letters requesting
fulfillment of thirty-eight more positions. Lynch said CCS's are now in 32 facilities
which has qualified the organization as a service organization within the Voluntary
Service of VA. Director Arnold asked about the selection process as to which facility
would receive a CCS. Lynch stated the process is based on tﬁe priority he has placed on
the letters from the Medical Center Directors as it relates to the profile of the location,
number of inpatients, and seniority of the application. Director Beciley stated, and the
Board agreed, that based on the economic condition of the organization to fulfill
positions, Lynch should continue to evaluate the need for CCS’s within the military
community and fill the positions as he deemed necessary in the best interest of the
vrganization.

As the next order of business, Lynch reported that VA's Chief of Staff, Nora Hgan
will tour the organization's headquarters on August 28, 2003. Director Rogers stated
and the Board agreed that Lynch is to be congratulated on his efforts to continue to
create a strong bond with VA and that it will continue to prove valuable to the
organization's future.

As the next order of business, Lynch stated that the organization has been
approved to become an Associate Member of the Veterans Day National Committee.
Director Arnold stated that such membership furthers relationships with VA and that
being a part of such a committee is a very positive move for the organization. Lynch
said he will be attending a meeting of all 60 organizations in Washington, D. C.
September 25, 2003 at which he will present the organization’s desires to the committee.
Lynch said he is attempting to arrange a photo opportunity through the committee with
President George Bush on Veteran's Day for such a photo would be valuable to the
ditect mail program. Lynch said he would report to the Board his progress at the next
meeting.

As the next order of business, Lynch presented and suggested that the
organization join other national veterans programs and become a national sponsor of
the Re-Creations Stage Program. Lynch stated Re-Creations stages 300 performances per
year at all VA medical centers and many corporate meetings. Lynch said that the young
people who perform in the show are all volunteers and receive $115 per week for food
and no other compensation through the F.O.R-C.ESS. program of Re-Creations. Lynch
said this is a visibfe program with VA Central Office and VA schedules their facilities
for Re-Creations. Lynch said he believes that through sponsorship of Re-Creations it will
bring HHYV into further grace of VA as it not only touches many thousands of veterans,
staff but also the corporate community. Lynch asked the Board to consider a
contribution of $10,000 to the Re-Creations Stage Program. Chapin stated, and the Board
agreed, that it would serve no purpose to donate $10,000 into the program initially and
that the organization consider a $5,000 contribution the first year and revisit the
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program next year. After further open discussion, a motion was made and seconded
and it was:

RESOLVED, that the organization contribute $5,000 (Five Thousand Dollars) to
the Re-Creations Stage Program.

As the next order of business, Lynch played the public service announcement
(PSA) that was recorded by General Norman Swartzkopf and Kurtwood Smith of Fox
Television. Lynch said that the last PSA generated a gift in kind contribution in access
of $5.2 million at a production cost of $56,000. Director Arnold stated and the Board
agreed, that with such a strong return on cost, the organization consider its PSA
distribution into more markets. Lynch stated he would review the cost of extending
the distribution from 150 television stations to 300 stations and report to Board.

As the next order of business, Chapin asked the Board for suggestions on
acquiring the services of PPC Jessica Lyncﬁ, U. S, Army as a spokesperson for the
organization to assist raising funds from corporations for the CCS program. Lynch said
that he has some negative military and media concerns regarding utilizing such a high
profile veteran and that he would like the input of Director Black before trying to secure
here services. Lynch stated that he would contact Black and Walter Reed Army
Medical Center for assistance in locating her whereabouts to best acquire an
introduction, Chapin stated, and the Board agreed, the organization would benefit
from her personal appearances, letter signing and usage in radiothons if she doesn’t
have a huge negative image. Lynch said that he and Black would report at the next
meeting regarding PFC Lynch.

As the next order of business, Lynch gave a report on the matching gifts program
in which the organization had received $18,000 in contributions. Lynch said employees
of the various businesses chose to donate to the organization and their employer
matches those gifts through payroll deductions.

As the next order of business, Chapin stated that American Target Advertising’s
contract will be up for consideration of renewal December 31, 2004 and that
negotiations will be held as to better favor the organization. Chapin said that issues of
concern is the organization’s ownership of the its own donor file and the owner’s share
of list rental income. Lynch said that he and Russ Mason, Director of Development will
review with Chapin the contract and report to the Board its finalization.

As the next order of business, Chapin suggested that Officers and Directors
listings filed with various state agencies not include Honorary Board members. Rogers
stated and the Board agreed, that it should be a standing policy that once a Board
member Is no longer a member, his/her name should be listed as an Honorary Board
member for a 12 month period following the last meeting attended. After further open
discussion, 2 motion was made and seconded and it was:

RESOLVED, that the organizations Board of Directors will be listed as Honorary
Board members for a twelve (12) month period following a director’s resignation.
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As the next order of business, Chapin recommended that the organization
execute a loan to Mike Lynch, the organization’s Executive Director in the amount of
$135,000 at gix percent (6%) simple interest secured by a second deed of trust on his
residence of 37430 Leon Road, Murrieta, California 92563. Chapin stated that the
purpose of the loan is to provide Lynch the ability to purchase his ex-spouse’s interest
in his home. Chapin recommended that the loan would be payable in full no later than
December 31, 2006. Rogers said that a loan of this nature is considered a minimal risk.
Rogers stated, and the Board agreed, that money market funds are paying less than one
petcent and 6% interest is a good return on investment. After further open discussion, a
motion was made and seconded and it was:

RESOLVED, that the organization loan $135,000 (One Hundred Thirty-five
Thousand Dollars) to Mike Lynch, Executive Director at six (6%) percent simple
interest payable in full not later than December 31, 2006.

As the next order of business, the Board scheduled its next meeting at 2:00 a.m.
October 11, 2003 at the Renaissance Oklahoma City Hotel, 10 North Broadway,
Oklahoma City, Oklahoma 73102 the site of the National Veterans Creative Arts
Festival.

There being no further business to come before the meeting, it was AD-

JOURNED.
~ LEONARD C. ROGERY]
Secretary.
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LOAN AGREEMENT

o N e
This Loan Agreement ("Agreement") made this = day of DS ev"" 9003
between Michael E. Lynch ("MEL") who maintains a principal residence at 27430 Leon
Road, Winchester, California 92563 and Help Hospitalized Veterans, a Calif:rnia non-
rofit ox{atﬁzation ("HHV"), which maintains a principal place of businesa ut 36585
enfield Lane, Winchester, California 92596.

RECITALS

Whereas, MEL desires to borrow funds from HHY to be used as a property buy-
out as it relates to a personal divorce seitlement;

‘Wherxeas, HHV is willing to loan siich monies upon the terms and conditions set
forth herein.

Whereas, MEL and HHV acknowledge the loan agreement of July 7, 2903 in the
amount of Twenty-five Thousand Dollars ($25,000) will become part of this agreement
and subject to the ferms as set forth below.

Now, therefore, in consideration of the monies loaned, the repayment of such
monies by MEL to HHV, and the agreements, promises, representations, wic:ranties,
and convenants contained herein, the receipt of sufficiency of which is hereby
acknowledged, the parties agree as follows:

1. HHV will loah the sum of One Hundred Thirty-five Thousand Doltars
($135,000) to MEL for the purpose of a property buy-out ag it relates to a pexzonal
divorce settlement. MEL acknowledges receipt of Twenty-five Thousand Tx:llaxs
(325,000) on July 9, 2003, therefore the funding shall be the balance of One H:indred Ten
Thousand Dollars ($110,000),

2. MEL will pay HEV six percent (6%)'§;}1ple interest.

3. MEL will repay lean principal and interest in full not later than December 31,
2006. MEL agrees that if any extension of maturity date is needed, it shall be requested
from the President of HHV who has authority of approval or disapproval.

4. MEL agrees that this loan will be secured through a Deed o Trust ¢t the
rg_pbert commonly known as 37430 Leon Road, Murrieta, California 92563 ¢ 4PN 958~
¥3 16} with a loss payee of Help Hospltalized Veterans. :

5. MEL aggees this loan is.secured thmu§h his salary and pension benefit earned
as an employee of HHV and any delinquency of this Joan will result in garnishment of
salary until the principal and interest are paid in full. ]

6. Each party agrees to execute further documents (if needed) and take such
further aciions as may reas¢mably be required in order to give full force and 1ffect to the
terms of this agreement.
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LOAN AGREEMENT
(Paga2)

7. Neither this Agreement nor any of its provisions may be changed, wajved,
discharged, or terminated orally, but only by a statement in writing signed by each
party against whom enforcement of the change, waiver, discharge, or termmination is
sought. -

8. The provisions of this Agreement shall be constraed in accordance: with the
laws of the State-of California.

9. If any texm convenant, or condition of this Agreement or the applization
thereof to a.nxy , entity, ot circumstance shall be invalid or unenforceeble, the
remainder of this Agreement, ox the application of such term, covenant, or condition to
persons entities, or circumstances other than those to which it is held to be invalid or
unenforceable, shall not be affected thereby, and each such other terms and provisions
shall be valid and enforceable to the fullest extent permitted by law or equit;).

¢
. o- -3
~ Mike Lynch Date
-y
Byzﬁ u/d/\ﬁ::"\.. ~ 1 l:s_
Rogek Chapin, Founder/President Date =

Help Hospitalized Veterans
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Acct
1105

08/Q1/03
10/20/03
04/26/04
07/31/04
07/31/04
07/31/04

HELP HOSPITALIZFD VETERANS
General Ledger
08/01/03 to Q7/31/04

Description Dogument I CusfVen
Accts Receiveable Employee Lo

*MIKB LYNCH 22322 D *MIKE

LOANPAYMENT ML 6215 R

Adj employee A/R ATEQ0010 G
Debits/Credits Total 113,833.33/(16,381.19)
Accts Receiveable Employce Ln

No. 7803 P 21

Adlivity
25,000.00
110,000.00
(16,381.19)
1,833.33
97,452.14
122,452.14

Certified to be a true copy of General Ledger account 1105

fiscal year ending 7/31/04.

Lo O /z//ms/

Wende Caha
Director of Administration
Help Hospitalized Veterans

al Ledger Page 1

A e
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Acct
1105

Duie

08/01/04
01/28/05
02/1 1405
02/25/05
03/08/05
03/25/05
03/31/03
04/05/05
04/23/05
05/06/03
05/20/05
06/07/05
06/20/05
07/31/05
07/31105
07/31105

2008 10:10AM

Debita/Credits Total
Accts Receiveabie Employee Ln
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HELF HOSPITALIZED VETERANS
General Ledger
08/01/04 w 07/31/05
Description cume
Accts Receiveabie Bmployes Ln

Payroll thry 1/25/05 ML 7356
pir cnding 2/9/05 ml 7401
pr ending 2725 mi 7451
P/R ENDING 3/8/05 ML 7457
payroll thre 3/22/05 7479
Interest Inc Aug to March 7529
p/t ending 4/5/05m Iynch 7514
Payroli we 04.22,05 m! 7545
PAYROLL WE 05.06.05 ML 7592
PR WE 5.17.05 ML 7616
PR WE 06.03.05 MLynch 7645
Payrolt wa 06.17.05 mi 7673
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(400.00)
(400.00)
(400.00)
(400.00)
(123,092.91)
(122,452.14)
0.00
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Promissory Note (2" Trust Deed)

Date July 9, 2003
Tatal Principal Amount of Nots: $135,000 State of California

FOR YALUE RECEIVED, the undersigned hereby promises to pay to the order of Help Hospitalized Yelerans, 36585 Penfield Lane,
Winchester, Cafifarnia 92596 the sum of ona hundred thirty-five thousand U. . Dollars ($135,000.00), together with interest theréon
al the rate of percent §% per annum on the unpaid belance. Help Hospitalized Veterans-will fund fwo peyments of this note (1)
$25,000 and (2) $110,000 et the date(s) requesled by the barrower of funds but not to excead $135,000,

For consideration of this note, Michaal E. Lynch convays and assigns his personal résidence commonty known aa 37430 Leon
Roed, Munela, Califonla 32563 (APN 958-130-016) a3 collateral held if a default of full repayment accurs. Thig note is to serve
and be hald as conveyancs as a 20 Deed of Trust atiached to said property to the Help HospHallzed Vaterans Organization.

This nate may be prepaid, at any lime, in whole or part, without penally. This note shefi, af the oplion of Hslp Hospitalized
Veterans, be immediately due and payable upon the of any of the followi

1. Employ with Help Hospitalized Veterana termination by resignetion or for causa.

2. Sale of property described as 37430 Leont Road, Munrieta, Califomia 92563.

3, Not Later than December 31, 2006,

4. Upon the death or liquikiation of assets of Michael E. Lynch whase Socia! Securily Number is 450-90-8925.

5. Upon the RMing by Michael E. Lynch an assignment for the benelit of creditors, bankruptcy or for
refief under any provisiona of the Bankruptey Code; or by suffering an involuntary peiftion in bankruptey or receivership
no! vacated within 30 days.

In the event this note shall bs In default, and placed wilh an attorney for collection, then Michael E. Lynch agrees fo pay all
reasonable aflorney feas and costs of collection. A payments of this note shelt be made to Help Hospifalized Veterans via
payroli deduclions or as deemed reliable and convenient to Michael E. Lynch and g t of Help Hospitalized Vaterans
unil full principel and interest have been paid. Under no ci b shall repayment of principle and Inferost exceed the
date of Decamber 31, 2006.

Help Hospitalized Veterans will release interest In the collateral property immedialely onge principle and inferest have been paid
in full,

The undersigned and 2l other parlies fo this note, whether as endorsers, guarantors or surslies, agree {o remain fully bound
hereunder unti! this note shell ba fully paid and waive demand, presentment end protest and all notices thereto and further
agree {o romain bound, to this note. No medification er indulgence by any holder hareof shalt be binding unless in wiiting; and
any induigence on any ene accasfon ghelf not be an indufgence for any other or future occesion. Any modification or change of
terms, hereunder granted by any hokler hereaf, shall bs valid and binding upon aach of the undarsigned. The rights of any
holdsr hereof shail ba lative and nat ity ive, This note shall take effect as a sealed inglrument and shall be
constred, g d and enforced in wnh the laws of the State of Califomnta, The undersigned heraby execute this
notgag principal hnol 08 suretles.

e

hael E. Lynch 1 Leonard C. Rogers, Secrelg) and Treasurer
37430 Loon Road Help Hospitatized Veterans, Inc.
Murrieta, California 92563 36585 Penfigld Lane

Winchester, California 92696
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No. 7803 P 28
Jan, 15. 2008 10:T1AM
NAME OF LOAN OR TITLE
AMQUNT BORROWED.. $135,000.00
MONTHLY PAYMENT... - $0.00
fNTEREST RATE............. 6.00%
NUMBER OF PAYMENTS.................. 0
FIRST PAYMENT DATE:
MONTH.. 8
DAY. .. . 31
YEAR...cmmnincens 2004
PAYMENT PMT 0.50% TOTAL PRINCIPAL UNPAID
DATE # INTBREST PAYMENT REDUCTION BALANCE
$122,453.00
11.Aug-04 1 $612.26 30.00 50.00 $122,452 00
20-Sep-04 2 561226 0.00 $0.00 122,452.00
30-0¢t-04 3 $612.26 0.00 50.00 122,452.00
29-Nov-0¢ 4 3612.26 0.00 50.00 122,452.00
19-Dee-04 § $612.26 0.00 $0.00 122,452.00
28.Jan-05 ] $612.26 400.00 $0.00 122,452.00
27-Feb-05 7 $612.26 800.60 $0.00 122,452.00
29-Mar-05 8 $612.26 80060 50.00 122,452.00
28-Apr-05 9 §812.26 800.00 $0.00 122,452.00
28-May-03 4] 561226 800.00 $0.00 122,452 00
24-Jun-05 N $474.01 200.00 $0.00 122,852,00 **
¥6,596.61 $4,400.00 .
interest Nota
v PAncippl Tola)
Balance 7/31/04 2,747.04 12245244  125,199.78
Accrued interast 8/1/04-8/24105 0,596.51 8,506.61
Paymarte (440000) _{4.600.00}
- Payoff et 8/24/05 494425 12245214 127,300.98
Certified to be a true copy of Loan Reconcillatien
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Mr. CANNON. Ms. Johns, if that letter was submitted, then your
earlier opinion that it was illegal would not be correct, wouldn't it?

Ms. JOHNS. Right. What I meant to say was that loans must be
submitted to our office. They would be illegal otherwise.

Mr. CANNON. So we don’t want there to be anything in this
record today to suggest there is something improper as to that
loan, which a big deal was made about, because apparently it was
disclosed. So Mr. Chapin, if you could introduce that into the
record, I would appreciate that.

And you would mind, you were asked questions without any op-
portunity to respond, can you tell us a little bit about the relation-
ship with General Franks and General Diehl and what the nature
of that relationship is, or anything you would like to tell us on the
record about that?

Mr. CHAPIN. Thank you, Congressman. Very much so. The Gen-
eral, this was, sir, in 2005, that the General’s arrangement with us
was taking place. And his endorsement of the whole operation was
responsible for raising millions and millions of dollars, I think over
and above what otherwise might have been raised had it not been
for the association of Tommy Franks with the organization. And
Tommy, I have had any one of a number of conversations with
Colonel Michael Hays, his aide, about this. Tommy originally had
said no, that he had been approached by any one of a number of
organizations to do similar tasks.

So the arrangement was entered into with the understanding
that he can’t do it for everybody and it is a lot of time that is being
consumed by his involvement in this thing. He himself cannot be
a charity case. He devoted, I think, 36 or 38 years in the service
of his country. And he had a short window of opportunity. And he
had to capitalize to some extent on his celebrity. And I thought
that \ivas totally appropriate. And it has benefited the charity enor-
mously.

So I and General Diehl likewise, as devoting quite a bit of time
to us, has done a marvelous job, well beyond the few thousand
bucks that he gets to sign our letters. And that is just reality. I
wish we could find more folks like that.

Mr. CANNON. Mr. Chapin, if I could ask, Mr. Chapin, I am up
here, thank you. I take it that both of these generals have looked
at your program and have decided that they are somewhat more
effective than, say, the Federal Government is in some of the
things that the Federal Government does and therefore they sup-
port your charity?

Mr. CHAPIN. Yes, sir. And my quarrel is, quite frankly, that the
government has abrogated its responsibility to help these folks in
desperate need. Let me just explain one thing to you. The wives are
having to give up their jobs in order to be with their very severely
wounded spouses at the VA and military hospitals. So right away,
their income is cut in half. This is a total disaster. Because now,
they don’t have the money that they had before. Their utilities are
being shut off. Their cars are being repossessed. Many of them are
being evicted from their houses. This is criminal, in my opinion.

And this is the reason why I am doing what I am doing. And if
takes 90 cents on a dollar to help these guys, I will help them. And
I beg the government, and Mr. Chairman, if you will allow me, I
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want to commend the chairman. Because he personally, I have
been advised by the staff, Suzanne told me about this, that the
chairman has really made a serious effort to try and persuade the
Congress, unsuccessfully, and I commend you, Mr. Chairman, even
though we have some issues on other points, that he has really
tried to make a serious effort to get Congress to face up to their
obligations in respect to our disabled veterans. And again

Mr. CANNON. Mr. Chapin, since it is my time, and I appreciate
that, and I also agree that the chairman has been important in
doing what you are talking about here, but there was an implica-
tion here that General Diehl and General Franks had sold their in-
tegrity by being paid by you. Is there any truth in that?

Mr. CHAPIN. Absolutely not. That is an insult. This is a great——

Mr. CANNON. Thank you. It is an insult, if I can just take my
time back. It is a dramatic insult. I am offended by it. What I
would like to do now is just take a moment to try and establish
what the heck we are doing beating up charities that are helping
soldiers when they are very similar to many other charities in the
world. Ms. Johns, I think you have been stuck here as sort of a
stalking horse, you have been asked hypothetical questions, you
have been left in an awkward position. You obviously understand
your business. I am going to try and move you out of that and into
a different context.

DQ) you understand the various systems out there for rating char-
ities?

Ms. JoHNS. I don’t, really. We aren’t allowed to rate ourselves,
so we refer——
hMr:? CANNON. But you understand there are rating systems out
there?

Ms. JOHNS. Oh, I understand they are there, yes.

Mr. CANNON. Would you be surprised if under those rating sys-
tems the YMCA had a similar rating to Mr. Chapin’s charities, or
the Disabled Veterans Association [sic] or the Paralyzed Veterans
Associations?

Ms. JoHNS. I don’t know that.

Mr. CANNON. You don’t? OK, thank you. I will tell you there are
rating systems out there, and maybe Mr. Peters and Mr. Chapin,
you could take a moment to describe those systems and then estab-
lish how these charities rate compared to these other systems. Let’s
start with Mr. Peters briefly and then go to Mr. Chapin.

Mr. PETERS. By best count, there are over 50 different charity
watchdog groups. Most of them operate on a State-only basis.
There tend to be four large ones that operate on a national basis.

Mr. CANNON. And how did Mr. Chapin’s rate compared to, say,
the YMCA, if you have the knowledge?

Mr. PETERS. It varies, because the ratings systems all use dif-
ferent criteria. Some of them don’t even use the criteria that the
charities are required to use in order to file GAAP, according to
generally accepted principles.

Mr. CANNON. Do you have any sense about Mr. Chapin’s char-
ities in particular?

Mr. PETERS. I know that the ratings systems for Mr. Chapin’s
charities are inconsistent, and that in some cases, some of the rat-
ings people rate them the same. I believe one of the Members read
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a list, it might have been Mr. Burton, that read a list of almost 30
or 40 charities that had the same rating. That kind of inconsistency
is very typical.

Mr. CANNON. Mr. Chapin, could you talk about the ratings of
your charities and other charities and how they compare? And how
your salary compares with the salaries of comparable charities.

Mr. CHAPIN. Well, your first question, sir, is about the ratings.
And we compare very favorably to most of the major charities in
the United States. The fact of the matter is, Mr. Chairman, that
a myth has been perpetrated by the whole non-profit industry. And
the American public has been deceived to think that fundraising
costs are only 10, 15, 25 percent. That is not reality.

And I have tried to be very straight with you. I may be the only
guy in the whole cotton-picking non-profit establishment that is
willing to tell it like it is. I do the best I can. And if I could do
better, I would. I have tried television, I have tried radio, I have
tried foundations, I have tried corporations. And the only thing
that works is direct mails.

So we have this gentleman, Borochoff. Now, I suppose that it is
his prerogative to be a maverick and to disregard the whole system
that has been set up by the American Institute of Certified Public
Accountants and by which we are required to report. Borochoff dis-
regards allocations. Personally, I think the guy is a wacko. And the
reason why he does this is because he set himself up——

Mr. CANNON. Pardon me, Mr. Chapin. Mr. Chairman, I see the
light is off.

Chairman WAXMAN. Mr. Cannon, for some reason or another this
timer went completely kaplooey. It was adding time.

Mr. CANNON. Well, that is how it ought to be, under the cir-
cumstances.

Chairman WAXMAN. Yes, I know. [Laughter.]

Mr. CANNON. May I ask unanimous consent for an additional
minute to wrap up?

Chairman WAXMAN. Without objection, we will do that.

Mr. CANNON. Thank you.

Mr. Chapin, I appreciate that answer. Look, there are some very
important issues here. I am deeply concerned that we are whacking
on groups that are supporting the military. There is a dramatic dif-
ference today in how we are treating our servicemen than the em-
barrassment of the post-Vietnam war. As an American citizen, I
was humiliated that we would treat our military so badly after that
war. And I think a big part of that is what I think Mr. Chapin was
referring to as allocations, which is by having these expensive proc-
esses, we not only get some money that comes in, but we send a
message out, and that message is, we care about vets.

Why are we whacking on these guys when what we ought to be
talking about is helping Ms. Johns with her job? And helping her
with her job means creating a system of greater transparency. That
is where this committee ought to be focused, not on whacking peo-
ple that are helping vets, and in a very substantial way. And with
that, Mr. Chairman, I yield back the balance of my time.

Chairman WAXMAN. Thank you, Mr. Cannon. You did take a
minute, but the clock did not reflect it.

Mr. CANNON. Is that adding 2 minutes now?
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Chairman WAXMAN. It is not worth going into.

I do want to just point out for the record that General Tommy
Franks has disassociated himself from your organization, Mr.
Chapin, and as I understand it, he asked that his name be removed
from the information that is provided by your organization.

Mr. CHAPIN. That is correct.

Chairman WAXMAN. OK. Now I want to recognize

Mr. CHAPIN. Can I explain to you why?

Chairman WAXMAN. Pardon?

Mr. CHAPIN. Can I explain to you why?

Chairman WAXMAN. Well, wouldn’t he be the better one to ex-
plain it? Why do you think he left?

Mr. CHAPIN. He left because he had a number of letters from fel-
low generals who said, hey, I am getting too much mail. And then
the one that broke the camel’s back was he got something, his sis-
ter called him up and his sister got on him about how many mail-
ings in a single day, he said, that is it. He also had a problem, I
am trying to be very frank with you, he had a problem that we
didn’t meet all of the Wise Giving—we met the financial standards,
we didn’t meet all the Wise Giving of the Better Business Bureau.
And Tommy’s out, trying to make himself a living, he gets about
$100,000 a pop for speeches to corporations and so forth. And he
says, Roger, he says, I am terribly sorry, but I am not going to
renew the contract. As a matter of fact

Chairman WAXMAN. So he did not renew the contract, he is no
longer with you, and he is no longer signing mail on your behalf.

Mr. CHAPIN. Yes, but I nevertheless

Chairman WaxMAN. Well, I think that is what we want on the
record. We don’t want to hear a long story about the whole

Mr. CANNON. But Mr. Chairman, if you would allow me, you
have just put on the record an indictment of Mr. Franks, who may
have a much more complicated view of the world, and in addition,
this very hearing is maybe part of the problem there. We may be
dissuading heroes like General Franks from doing things that are
helpful to soldiers by having this hearing.

Thank you. I yield back.

Chairman WAXMAN. Mr. Franks was being paid $100,000 to lend
his name for this organization. We understand he had misgivings
about it and he asked that his name be taken off. We will hold the
record open for Mr. Franks to submit any additional or contrary in-
formation.

Now the time goes to Mr. Yarmuth.

Mr. YARMUTH. Thank you, Mr. Chairman.

Mr. Chapin, I would like to pursue something that came up ear-
lier, and I was confused by the response and I just want to clarify
it. One of the mailings that you send out that was produced by Cre-
ative Direct Response, Mr. Peters’ company, has that disclaimer,
this mailing was produced by Help Hospitalized Veterans, which
retains 100 percent of the contributions made. The language is on
the screen there. And we have already established, and you have
basically conceded, that is not literally true.

Now, was it my understanding that you said that precise dis-
claimer was required by law in a State even though it is demon-
strably untrue?
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Mr. CHAPIN. First of all, the statement is true. I don’t know why
anybody is questioning the statement. Yes, we did retain 100 per-
cent of the contributions. We didn’t give it to somebody else before
we got the money. We took in the money, we paid our expenses and
what was left we passed on to the hospitalized veterans. And yes,
the State of Florida does require this language.

Mr. YARMUTH. That precise language. Now, you said that you
paid Creative Direct Response $100,000. Did all the money come
into you and you paid them and that is why you say it is literally
true? Is that your argument?

Mr. CHAPIN. Yes. I have been advised by CDR, which is their
outfit, Creative Response Direct, that this language is required. I
have never seen it in a statute. The State of Florida has never told
me that. But I was advised that it was necessary to put this ver-
biage in the mailing. That is the reason why it is there.

Mr. YARMUTH. Mr. Chapin, before I came to Congress, I was a
journalist, an editor to be specific. So I think very closely about ex-
actly what words mean. And when I saw that during our last hear-
ing, my thought was that this is exactly the type of language that
is designed to create the impression that 100 percent of the dollars
being donated are going to the beneficiary group. Basically when
I looked at it, I said, you know, this basically says that you kept
all the money. It doesn’t say that you spent one dollar actually for
veterans.

Now, I know you have. But I took it exactly the other way.

Mr. CHAPIN. The fact of the matter is that, what did you say you
did, 10 percent of our mailings, I think you do 20 percent of our
mailings?

Mr. PETERS. Nine percent of the revenue is what I said.

Mr. CHAPIN. Nine percent of the revenue, maybe 20 percent of
the mailing. The fact of the matter is, this is not in the other 80
or 90 percent of the mailings that Richard Viguerie’s company is
doing. So if we were trying to misrepresent to people, we would
have this in all of our mailings, not just in a small percentage of
him. His attorneys happen to believe that the State of Florida re-
quires this. I could care less if-

Mr. YARMUTH. Mr. Chairman, if I

Chairman WAXMAN [gaveling]. This is a committee where there
are 5 minutes granted to Members to ask questions. Respond to the
questions. Don’t give us a speech. Because that time is used up and
it is unfair.

Mr. CHAPIN. I apologize.

Mr. YARMUTH. You have answered that question. There has been
suggestion that possibly there has been some self-dealing here, and
I want to give you an opportunity, Mr. Chapin, Mr. Viguerie, Mr.
Peters, to answer some questions on the record, so that we can
clarify if there has been or not.

Is it your testimony, Mr. Chapin, that Mr. Viguerie’s company,
you said you fronted the money, are they the only direct mail com-
pany that could have facilitated the type of solicitation that you are
talking about, that you do, that you are involved in?

Mr. CHAPIN. Congressman, would you be kind enough to repeat
that just one more time? I want to make sure I have it clear in my
head before I answer you.
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Mr. YARMUTH. You fronted Mr. Viguerie money to basically allow
him to make the investment to produce your, to help you with your
mailings and your solicitation. My question is, is Mr. Viguerie’s the
only company, in your judgment, in the United States, that was ca-
pable of doing such a project?

Mr. CHAPIN. Put it this way. Richard out-performed every other
direct mail house, of which there were several, some of the top di-
rect mail agencies in the country. That is the reason why he gets
the bulk of the business. If somebody else can beat Richard, we will
be there in a minute.

Mr. YARMUTH. Is that your testimony, that you explored and you
talked to other direct mail companies before you chose Mr.
Viguerie’s company?

Mr. CHAPIN. Yes. Matthews and Smith struck out with another
program that I started some previous years. Richard made it work.
This other gentleman here, as much as I admire his work, when
we first mailed for the Coalition, struck out. And Richard made it
work.

Mr. YARMUTH. OK, fine. I am just trying to get this on the record
now.

Second question. Do you or does anyone in your company, includ-
ing board members, have a financial interest in either Mr.
Viguerie’s company or Mr. Peters’ company?

Mr. CHAPIN. Absolutely not.

Mr. YARMUTH. Does anyone in your company, you or a board
member, have any financial interest in the manufacturers or cre-
ators of the craft projects that you distribute?

Mr. CHAPIN. Absolutely not.

Mr. YARMUTH. Mr. Viguerie, I just want to, and this is a small
point, but your reputation precedes you, you are a passionate and
outspoken advocate for your cause. I congratulate you on that. And
all of us here are familiar, both sides of the aisle, with spin and
pivoting and all those types of techniques, and I respect your state-
ment in that light.

But I have one question. You mentioned New York Times v. Sul-
livan as some kind of evidence for your position that you are in
some way under assault here on a first amendment basis. And
wasn’t the point and the principle of Times v. Sullivan that public
figures couldn’t sue news media for libel or slander based on, un-
less under certain circumstances there was a reckless disregard for
the truth?

Mr. VIGUERIE. Well, I am clearly not an attorney. But I think you
are probably right, but I couldn’t say for sure.

Mr. YARMUTH. Well, as I have said, I spent a long time in jour-
nalism, and every journalist knows that case. And I really have a
hard time figuring out how that relates to your testimony or your
argument at all.

But with that, I yield back.

Mr. PETERS. Mr. Chairman, I know that you have made it clear
that the Members are to ask questions. But since this question has
appeared twice now about why that language is there, I think I can
clarify for the committee.

Chairman WAXMAN. Go ahead.

Mr. PETERS. I appreciate it, Mr. Chairman.
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As T tried to indicate earlier in response to another question
about the State disclaimer languages, the States passed statutes
that require certain words to be present in any mailing that is
mailed into that State. When you mail mailings throughout the
United States, you have to amalgamate all of the State disclaimer
language throughout the whole States.

Because of concerns about telemarketing costs, where the money
doesn’t necessarily go directly to the charity, it goes first to the
telemarketing firm, and then the charity gets what is left over
after the fees, a number of States have required language that
states whether or not that is the case. So the State of Florida has
required language that states how much of the money that is con-
tributed goes directly to the charity without requirement for saying
how the charity may use the money that is contributed.

But the language is required by the States. As to the specific lan-
guage, we have our lawyers who are specialists in regulatory law
for charities, examine the State disclaimers, and then we tell our
clients that they have to comply.

Chairman WAXMAN. Let me ask Ms. Johns if I might, do you
think saying that 100 percent is a disclaimer or is it something
that might well lead to confusion and misrepresentation to what
people believe when they read it?

Ms. JoHNS. When we bring a cause of action under our unfair
competition law, we send questionnaires to donors and ask them
what they thought a phrase meant. If a phrase has a tendency to
mislead, then it violates our unfair competition law. And I would
think that if we sent donor questionnaires out on this language,
they would say, gee, I thought they were going to use it all for a
charitable purpose.

Chairman WAXMAN. Mr. Sarbanes.

Mr. SARBANES. Thank you, Mr. Chairman.

Just on that last point, obviously the language used has to be
looked at very carefully, and I guess States ought to review what
they are requiring, so there isn’t any kind of confusion.

I just wanted to, on this issue of whether the Federal Govern-
ment and what it is trying to do for our veterans is more or less
efficient than what some of these charities are doing, I just pulled
some statistics which suggests that the Veterans Administration’s
administrative costs come to about 8 percent of the total budget
and 16 percent of the discretionary budget. So just for the record,
I wanted to put that out there. That is not a question, that is just
an observation.

I would like to understand a little bit better how, Mr. Viguerie,
your company and companies like yours get paid. Is there a per
piece of mail fee that goes with the contract? Is that how it works?

Mr. VIGUERIE. I can only speak for my agency, Congressman. But
when I started 43 years ago, I didn’t know a whole lot about how
agencies charge, so I decided on a per piece fee that probably has
increased 60, 70 percent over 43 years, unlike inflation. But every
once in a while, I will work it out, and it comes to almost exactly
what the typical advertising agency markup is, which is 17.65. So
the answer to your question is yes, we charge a per piece fee and
have for 43 years.
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Mr. SARBANES. So whatever profit you need to build into your op-
eration, obviously you need to build something in, is part of that
per piece fee?

Mr. VIGUERIE. Right, exactly.

Mr. SARBANES. Which means obviously the more mail pieces you
send out, the more fees are going to accrue. So I guess it becomes
relevant to you, Mr. Chapin, how that mailing operation works and
whether it is efficient or not efficient. I think the staff pulled some
evidence that some of these pieces of mail are going to incarcerated
prisoners. In fact, I think one State began confiscating some of that
mail because it was coming with dollar bills as part of the solicita-
tion.

I am just curious if, as part of the RFP process, now, I worry
about whether your relationship with Mr. Viguerie is arms-length
enough for you to bring a careful analysis to his efficiency in terms
of providing these mail services versus somebody else. But if you
were starting from scratch and doing an RFP and having people
come in and make the case, what are the kinds of things you would
look at in comparing and contrasting how efficient these vendors
are in deciding whether to hire them?

Mr. CHAPIN. Well, it is always a tough decision. You really go on
the basis of a track record and what other charities has he mailed
for, what kind of success has the particular vendor had. It is very
difficult sometimes to determine that, because most of these num-
bers are pretty confidential.

I will say that as far as Richard is concerned, we do have an
arms-length relationship. As a matter of fact, Richard wanted to do
more mailing than we thought was appropriate not too long ago for
the Coalition. So I said to Richard, I will tell you what, typically
you lose 10 cents on a prospect mailing. I said to Richard, look, you
want to do a few million more than I think is appropriate, then we
are going to limit you, we are going to put a Governor on you of
5 cent loss. Anything over that, you have to pay for.

Now, I paid a premium of a penny a mailing.

Mr. SARBANES. That is interesting you mention that. Why did
you think he wanted to do more? Why did you think what he want-
ed to do was not appropriate? What was there about it?

Mr. CHAPIN. Well, Richard gets paid, I would rather pay him on
a performance basis. Richard gets paid 6, 7 cents per mailing, for
the most part. So there is an incentive from Richard’s point of view
to maximize the mailing. We have a guy who used to be Richard’s
account executive who now works for us that sort of puts a Gov-
ernor on Richard.

So I said to Richard, look, I will pay you a premium of a penny
a mailing, but you have to absorb any loss over 5 cents, because
typically we lose 10 cents. So Richard put his money where his
mouth was, and he said fine. Well, it cost Richard almost $500,000.

Mr. SARBANES. Well, you have introduced into the conversation,
this is kind of where I was heading, the notion that there has to
be more scrutiny of the terms of these contracts between the char-
ities and the mail houses. Both to make sure they are efficient and
to make sure that there is not an incentive to just send mail out
willy-nilly , because you are going to get a return on each piece.
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Which brings me to the last sort of point or question I wanted
to put to Mr. Peters and maybe Ms. Johns. I am very focused on
the kind of disclosure there can be. You have suggested that it is
so hard to compare and contrast the different criteria for determin-
ing whether a charity is a good one or using money efficiently or
not.

But that can’t be the end of the conversation. There has to be
a way to provide more information to the donor, apples to apples,
oranges to oranges, so that they can make some judgment of
whether this is a charity that is going to handle their donation in
a responsible fashion. All I keep hearing is it is just so complicated
to do that we have to throw our hands up.

So help me with that, because we need to think about the donors.

Mr. PETERS. Let me narrow your perception of what I said. Be-
cause I was focused on the measure cost of fundraising ratio as
having been thrown out by everybody that has looked at it in a re-
sponsible way.

That does not for a moment mean that charities should not be
transparent, that they should not be required to reveal whatever
information the donor wishes to receive, and in fact under IRS
guidelines, charities are required to post and give to everyone who
wish a copy all of their financial statements in their 990 and 1023,
which is the original application for exemption.

So I do not for a moment want you to understand me to be say-
ing that we are opposed, or the charitable community is opposed
to disclosure. We are in favor of transparency. We are in favor of
disclosure. We are in favor of informed donors.

What we are not in favor of is a regime, either by the govern-
ment or by misguided private watchdogs that rely exclusively on a
measure that we know to be unreliable and use a one size fits all
measure for the ranking of charities. And that is all I was trying
to say.

Chairman WAXMAN. The gentleman’s time has expired.

I just wanted to make a comment. Mr. Chapin, you are quite a
witness. You talked about General Franks, he just didn’t want all
these mailings because some people said there were too many mail-
ings. Well, the truth of the matter is, General Franks said you are
sending too much mail because he knew more money was going to
pay for the overhead costs to Mr. Viguerie as he sent more mail
out. General Franks got $100,000 from you, and he said he didn’t
want to be part of it any more. General Diehl got money. Others
got money. You got your cut, Mr. Viguerie got his cut. Everybody
got a cut.

But what was left was only 25 cents for the veterans. Now, I
know you said this is the way it is. I don’t think that is the way
it should be. I don’t think that is right. And as I look at how you
are paid from this whole operation, you are doing very well for
yourself. No one, no veteran could get the kind of pension you are
going to get. No veteran could get the kind of money you are get-
ting. No executive except at the very top of some major corpora-
tions get the kind of take you are taking out of this.

And I wouldn’t mind it if we had something really returned to
the veterans more than just 25 cents on the dollar.
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It is Mr. Shays’ time and I am going to comment, unless you
want to comment.

Mr. CHAPIN. I would like to comment. This nonsense about lining
my pockets, as every other CEO, which is over half of them, getting
the same kind of compensation that I am getting or more, are they
lining their pockets? Is the YMCA, is the Boy Scouts, are the
American

Chairman WAXMAN. There are other veterans groups that raise
money and provide services to veterans and don’t have nearly the
overhead costs that you have. It isn’t true that every charity has
the same overhead costs that you claim. A lot of them have held
down their costs so they could do more for the charitable purpose
and less for the overhead and the personal purposes for which a
lot of that money goes.

Mr. CHAPIN. Paralyzed Veterans of America has higher costs
than we do. They are not here. DAV has about the same costs, they
were not invited. The American Legion, I am very, very friendly
with them. The VFW, all these folks have higher, higher costs——

Chairman WAXMAN. Then it is your view everybody does it. That
to me is not a good enough excuse, that everybody does it. Because
it seems to me that the ones who are losing out are the veterans.

Mr. CHAPIN. If you have a cheaper way of doing it, I would sure
like to know about it.

Chairman WAXMAN. Well, I will tell you one cheaper way is the
Federal Government ought to do what is right for its veterans.
That is what we should be doing.

[Applause.]

Mr. CHAPIN. We are all for you.

Chairman WAXMAN. Mr. Shays.

Mr. SHAYS. This is, in my 32 years in public, this has been a fas-
cinating hearing for a lot of reasons. First, I do think the issue is
very serious. And I do want to ask you, Mr. Chapin, am I to under-
stand that Help Hospitalized Veterans, the Coalition to Salute
American Heroes Foundation and Help Wounded Heroes, all of
them basically have 75 percent cost and a 25 percent benefit to the
veteran? Is that accurate? Is that your statement before Congress?

Mr. CHAPIN. Generally speaking, I would say that does not really
apply to Help Wounded Heroes. That is just now getting off the
ground. That is an advocacy organization.

Mr. SHAYS. So Help Wounded Heroes even has less or more to
the veterans?

Mr. CHAPIN. Probably has close to 100 percent, because

Mr. SHAYS. A hundred percent goes to the veterans?

Mr. CHAPIN. No, the other way around.

Mr. SHAYS. A hundred percent does not go?

Mr. CHAPIN. A hundred percent goes to the message to beat on
Congress in order to pass the necessary legislation.

Mr. SHAYS. To raise money? Is it cost or benefit? I just want to
know the difference. And I don’t want to spend a long time.

And Mr. Chairman, I would like to ask permission that I can
keep going on until I get answers to my questions.

Chairman WAXMAN. It is your time, keep going.

Mr. SHAYS. So the answer is, is most of that an expense or a ben-
efit to veterans? It is not a hard question to answer.
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Mr. CHAPIN. Help Wounded Heroes, Congressman, is not a char-
ity. We don’t profess to give a dime to charity. It is an advocacy
organization.

Mr. SHAYS. Fair enough. It does not go to veterans, it goes to get-
ting the word out?

Mr. CHAPIN. Precisely, and that——

Mr. SHAYS. Fair enough. You answered the question.

Mr. CHAPIN. OK.

Mr. SHAYS. Now, I will say to you that I came having stronger
feelings about this issue than I do now, but I still believe that 25
percent to the veterans and 75 percent cost is too much. And I just
want to say that.

Mr. Viguerie, I consider you the beginning and the end as it
comes to fundraising. And you have reason to be proud of how you
have done it, though I will say to you that what it has meant is
that in the political side of the equation, we have more money to
spend and our opponents have more money to spend, they get more
money spent and we have more money spent, and that is the re-
ality of the world.

But to your credit, I was raised, though, as a young person, that
when someone is asked a question but goes on the attack, it is usu-
ally a defensive method because they don’t want to answer your
questions. You have valid answers to questions, but your attack in
basically saying, we are going to investigate Congress, and, and,
and, makes me think that you have some things that you don’t
want discussed. I am just going to tell you that is the way I feel.

Mr. VIGUERIE. Well, Congressman, in reply to that, let me say
first of all, first of all, you said earlier this morning that charities
are failing our veterans. No, Mr. Shays, the Congress, you Mem-
bers of Congress are failing the veterans. Not compared to
charities——

Mr. SHAYS. Well, if you want to—no, I understand. I am not
going to disagree with you. I am not going to disagree with you.
Congress is failing the veterans. That is true. And each of us is up
for re-election and our constituency has to evaluate that. You and
I agree.

But it is irrelevant right now under this issue on charities. And
I wonder, in fact, are we failing because we are not doing a better
job on charities. But if you want to rail on Congress for all the
things we are doing wrong, so be it. You have a field day. You
could spend a day, a year, whatever.

I happen to have been the lead co-sponsor of the Congressional
Accountability Act. We passed it in 1995. It said whatever laws we
pass on the public, we should pass on Congress. And it passed. It
was part of the Contract with America.

I don’t disagree with you that what we impose on others, we
should have to abide by ourselves. So tell me in terms of our cam-
paign fundraising what you think would be helpful. Because I also
think that I have had some interest in campaign fundraising.

But once we get beyond that, then I want to ask you a question
about what you do. So tell me, what do you suggest we do in cam-
paign fundraising? Because usually, I find people, particularly con-
servative Republicans, are opposed to having stronger laws on cam-
paign fundraising.
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Mr. VIGUERIE. Well, gosh, Congressman, you are right, I could
talk all day, because you are throwing out a number of very good,
interesting questions.

Mr. SHAYS. Well, let’s talk about campaign fundraising. What
would you do that is different?

Mr. VIGUERIE. I was just down at an organization that you and
I both have been at before a few weeks ago. And this issue came
up over and over, and I made the point over and over, the dirty
little secret of campaign finance reform is not about limiting
money, it is about protecting the incumbents. That is why 98 per-
cent of the incumbents get re-elected. That is a dirty little secret
of campaign finance reform.

Mr. SHAYS. I don’t understand that. What is illegal about our
raising money, just as what is illegal about your doing it? What is
your point?

Mr. VIGUERIE. No, just that the purpose of campaign finance re-
form is to make sure that the incumbents don’t have serious com-
petition. And of course it has not had that effect.

Mr. SHAYS. No, the irony of this is that you are the expert on
raising small dollars. And the whole point of campaign finance re-
form was to get corporate money out, union dues money out, and
have the small contributor like you argue for be back in play. So
I don’t think that is a fair charge. I think actually what we are
doing is the kind of thing you want. The irony is you are accusing
Congress of something that you advocate.

Tell me what we require on you that we don’t require on us that
you think makes sense.

Mr. VIGUERIE. Well, first of all, we are going in great lengths
about the contracts that we have, what we are paid. Congress
doesn’t make their contracts with:

Mr. SHAYS. Would you support a law that says we should disclose
the contract?

Mr. VIGUERIE. Absolutely. Absolutely.

Mr. SHAYS. Now, let me ask you this question, though. Would
you be opposed in all your fundraising solicitations to say to the
donor that 25 percent goes to the veteran and 75 percent goes to
the charity for administrative costs and to this fundraising solicita-
tion? Would that be a wrong thing to do?

Mr. VIGUERIE. Absolutely.

Mr. SHAYS. What?

Mr. VIGUERIE. Absolutely that would be the wrong thing to do.

Mr. SHAYS. Why? The public shouldn’t have a right to know that
you are taking 75 percent out? Why would that be wrong?

Mr. VIGUERIE. Congressman, let me read you from the Supreme
Court——

Mr. SHAYS. No, I want to know why it would be wrong to disclose
to the public

Mr. VIGUERIE. Because the Supreme Court has clearly estab-
lished that charitable appeals for funds involve a variety of speech
interests. It is amazing that for 2 days

Mr. SHAYS. Why doesn’t the public have a right to know the in-
formation?

Mr. VIGUERIE. It is amazing to me, this is the second day of hear-
ings about charitable fundraising for veterans organizations, and
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there has been zero conversation and discussion about the effective-
ness of these organizations. It is all as if the effectiveness——

Mr. SHAYS. Mr. Viguerie, I have endless respect for you. Endless
respect for your accomplishments, but you are not answering the
question. And proponents have argued disclosure and transparency
is the key. Why would you be opposed to disclosing to the people
you are raising money from that only 25 percent is going to the vet-
eran and 75 percent is going to you and others?

Mr. VIGUERIE. That is your characterization, Congressman, that
you are making a false assumption, and the chairman has made
that false assumption. The assumption that the mail program is
designed just simply to be a conduit from the donor to pass it
through to the veterans, that is your assumption. The Supreme
Court has said over and over and everybody who is familiar with
this, the Republican National Committee, the Democratic National
Committee, they know that advertising mail serves multiple pur-
poses. As I pointed out in my opening statement——

Mr. SHAYS. Well, then let’s do this. Why would you be opposed
to say that 25 percent goes to the veteran and 75 percent goes to
costs and alerting you to what is happening to veterans? Would you
be opposed to that?

Mr. VIGUERIE. Yes.

Mr. SHAYS. Why?

Mr. VIGUERIE. You are chilling speech rights. The Republican—
I wish Congressman Van Hollen was here and we could talk about
the millions and millions and millions of letters that he and the Re-
publicans sent out that he signs these letters, knowing that zero
money, zero money is going to go to elect Democrat candidates, be-
cause they're going to do prospect, what we call acquisition mail-
ings. And for every dollar they spend, it is going to cost them 70,
80, 90 cents, because it is achieving other purposes. It is advertis-
ing. The Iraq war veterans are being treated significantly better
than the unpopular war in Vietnam. And part of it I think is be-
cause of the hundreds of millions of communications from veterans
organization to the public.

Chairman WAXMAN. OK, we have to move on. But Mr. Shays,
these organizations get a break on their postage. They get a special
rate, a lower rate on their postage. Perhaps we ought to consider
taking away that low rate unless they disclose this information.

Mr. VIGUERIE. Mr. Chairman, Mr. Shays did not attack me, but
he made a comment which I think entails a response. And I agree
with you, when somebody sometimes gets very intense, you wonder
what their true agenda is. And perhaps I am very intense today,
because I feel really outraged at the chairman here. We are going
to leave at some point here today and Members of Congress will
go to lunch with their lobbyists and raise contributions

Chairman WAXMAN. Mr. Viguerie, I think we have to follow the
regular order. You have attacked me a couple of times, and I just
want to say for the record, I raise campaign funds and I think cam-
paign funds are a lot different than funds for veterans. It is not a
charitable contribution, it is not a tax deductible contribution. But
I only use 20 percent to raise it, and 80 percent goes for the cam-
paign cost. And I don’t think you are in a position

Mr. VIGUERIE. Running the campaign.
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Chairman WAXMAN. Running the campaign itself. So for you to
come in and fulminate about politicians this and Congress that and
everybody does it, you both have wonderful excuses. But when it
comes right down to it, I think you have to let the public decide
once we put this out there, whether this is the way we want char-
ities to operate. I think disclosure is always a good idea.

Mr. Tierney:

Mr. CHAPIN. I will disclose if everybody else will.

Chairman WAXMAN. Good.

Ms. Norton hasn’t had her first time around. Ms. Norton, your
turn.

Ms. NorTON. Thank you, Mr. Chairman.

As you can see by Mr. Shays’ questions and a number of ques-
tions that have been asked so far, what is it about disclosure? I
think you sometimes underestimate what Americans are willing to
do even if they understand that it costs a lot of money to raise
money. But whatever is on the record would absolve you of much
of the criticism you have heard today. Just before I ask my ques-
tion, which has basically also in its own way to do with disclosure,
let me say, I understand that people get paid in ordinary life. For
example, baseball stars get paid after they retire. So nobody is try-
ing to begrudge anybody anything. We are just trying to find out
what happened, what the public knows and does not know.

Mr. Chapin, you were interviewed by our committee staff. You
were specifically asked, do you or your employees in any of the or-
ganizations pay the veterans for their testimony. And you said no.
And yet when Mr. Tierney asked the question about $5,000 a
month for one general, $100,000 a month for another, you an-
swered, yes, you indeed paid them. They are veterans, by the way.

So I mean, already on the record, we have a contradiction from
what you told the committee.

Mr. CHAPIN. I beg to differ with you. That is incorrect. When I
was first asked the question about whether these folks were getting
paid, I said this was a confidential arrangement, Susanne will re-
member. I said this was a confidential arrangement, and I asked,
do I have to answer that question. And I felt that I would be doing
a disservice to the gentleman that we had made the arrangement
with, because I had agreed that it was confidential. [——

Ms. NORTON. So you decided to answer falsely?

Mr. CHAPIN. No, I didn’t answer falsely. I said it was confidential
and I declined

Ms. NORTON. Just a moment. I don’t want to get hung up on this.
The fact is that you indeed indicated in your answer to Mr. Tierney
that the generals were paid, and your answer was blanket, when
asked if veterans were paid for their testimony. There is no way
to see that as anything but a contradiction to what you said. If the
reason was that it was confidential, that is not what you told the
committee.

Mr. CHAPIN. I didn’t deny they were getting paid.

Ms. NoORTON. I don’t begrudge people money. It’s all about disclo-
sure for me.

You have a former employee, John Clifford, who has told the
committee that you stated to him personally that he was to with-
hold assistance, grants, whatever it is you offer, to veterans who
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would not provide testimonials. He indicated that he refused to do
so because that many veterans desire to keep private the fact that
they are receiving any assistance at all. I am going to give you the
opportunity to explain, deny or admit that is in fact the conversa-
tion you had with John Clifford, a former employee. Did in fact you
instruct him to withhold grants from veterans who did not provide
testimonials?

Mr. CHAPIN. Quite to the contrary. Clifford stole all kinds of doc-
uments from us, as a matter of fact. He was fired, he and his
brother. But apart from that, no, that is totally incorrect. I told him
that I thought that the veterans, whenever possible, had an obliga-
tion to help his buddies and to step up and speak out.

Ms. NORTON. All right, you deny that one. Let’s go on to a
present employee, Stephanie Lepore, who has given an affidavit to
the committee. Apparently it is not always easy to get veterans to
come forward with these testimonials. And you said to her, accord-
ing to an affidavit, which I have here, “Not having these pictures
and stories is costing us hundreds and thousands of dollars.” And
she states that you authorized her to offer any service members a
check of anywhere between $250 and $500 to get their stories and
pictures told.

Now, understand I am not here saying the veterans shouldn’t
have been offered money. I am asking you whether or not you in-
structed this employee or any others to offer grants of the kind I
have just indicated in this affidavit in exchange for the use of their
stories.

Mr. CHAPIN. That is essentially correct. It is sometimes difficult,
the veterans very often don’t care to have their names disclosed
who get aid. And we ask them for their pictures and for their sto-
ries and testimonials. And they are very, very slow in many cases
providing

Ms. NORTON. How do you decide whether you give $250 or if you
give $500?

Mr. CHAPIN. Rather than make them a charity case, I would
rather give somebody $250 or $500 to tell their story.

Ms. NORTON. How do you decide who gets $250 and who gets
$500 and who gets $5,000 a month and who gets $100,000?

Mr. CHAPIN. It depends on what they are doing and the value of
the service.

Ms. NORTON. Well, I am trying to find out how you decide on
how much a veteran should be paid, not that a veteran should not
be paid. Frankly, it is hard for me to sit up here and say that you
shouldn’t pay a veteran any amount of money. I am just trying to
find out what happens, and I don’t know why there isn’t something
that says a small stipend, if it is small, is offered to veterans who
willing come forward and give testimonials.

Mr. CHAPIN. Instead of treating these folks as charity cases, we
now have a program where we pay them and their spouses $15 an
hour to call our donors.

Ms. NoORTON. Now, see, now you are on another subject.

Mr. CHAPIN. You are moving so fast. I have already asked and
answered——

Ms. NORTON. Do you have any objection, would you have any ob-
jection to noting in your literature that we pay veterans an amount
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ranging between X and Y for their testimonials and pictures? Do
you have any problem with that? Or do you think the public would
be hostile to that?

Mr. CHAPIN. I am not sure we actually ever did that or not. Mr.
Lynch, did we ever—I am not sure if we ever did pay a veteran,
but I don’t deny the fact that we offered them. And I know it was
a good idea. And I stand by that idea.

Ms. NoORTON. Well, anyway, there is the affidavit, Mr. Chapin.
All T am trying to know, and answer my question, please, would
you have any objection, or do you believe, do you really believe that
the public would be hostile in knowing that the people who have
risked their lives for us may be receiving an amount of money be-
tween X and Y? Why not disclose that? Particularly given the way
Americans feel about our veterans, why not disclose it? Would you
be willing to disclose it?

Mr. CHAPIN. I will disclose anything you would like me to dis-
close. Give me a list, and seriously, I will be glad to disclose it.

Ms. NORTON. You are under oath, Mr. Chapin. We are going to
look for that.

Mr. CHAPIN. Excuse me?

Ms. NORTON. You are under oath, and we are going to look for
that disclosure, and thank you very much.

Chairman WAXMAN. Your time has expired.

We have had all the Members have a first round, but a couple
of Members wish a second round. Mr. Tierney.

Mr. TIERNEY. Thank you very much.

Mr. Chapin, I am not sure that some of the things you do are
done by all the other organizations that you keep saying everybody
does it, we ought to do it. I don’t think other organizations pay
moneys for country club dues and I don’t think that they give loans
to entities to startup businesses when they can’t get commercial
loans elsewhere. I don’t think that they fund the CEO’s money, ad-
vance them money so they can settle some divorce buy-out of prop-
erty. And I don’t think that necessarily all the other organizations
pay people to endorse or sign letters on fundraising things, not gen-
erals and not veterans or people comparable in their organizations.

But there is another thing that I think is probably out of the or-
dinary in your group, and that is an expense that you were reim-
bursed for that doesn’t seem to make much sense in the context of
charitable giving here. On April 14, 2005, there is a document that
you signed, perhaps the committee staff can put that up there. It
is a sales contract between you and the Renaissance condo complex
in Virginia. It looks like, you can explain otherwise, it looks like
you and your wife Elizabeth personally made a down payment of
$24,725 for that unit on April 14, 2005.

I have another document that I won’t put up, but it is a second
contract, nearly identical, dated the same day, signed by you to
also buy the unit right next door. For that one, you apparently paid
an $18,500 deposit. So if we understand this correctly, you entered
into two contracts on the same day for two condominium units
right next to each other, and you put down a total of $43,225.
Would that be correct?

Mr. CHAPIN. I believe so, yes. I am trying to think of the exact
amount, but off the top of my head, that sounds about right.
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Mr. TIERNEY. So based on the documents that we have, it looks
like several months after that date, after the time that you entered
into those contracts personally, you went to the board of HHV, told
them you were buying a condo in Virginia. And if we show you the
minutes of that meeting up there, on June 24, 2005, it says this:
“Chapin said that due to his requirement to be in the Washington,
D.C. area, he was purchasing a one bedroom condominium in the
area of Tysons Corner in Virginia. And the return on his invest-
ment for him personally is estimated to be very strong. Lynch,”
that is HHV’s Executive Director, “recommended that the organiza-
tion consider purchasing a separate property within the same com-
plex.”

So in April, you are buying one for yourself and 2 months later,
in June, HHV decides it wants to buy one as well. Ultimately, we
know that HHV did buy one. But you didn’t. It appears that you
pulled out of both contracts that you signed in April. And that is
where it gets to the crux of my question. You pulled out of your
contracts, you forfeited $43,000 in down payments, but you submit-
ted that amount to HHV for reimbursement. So if we put up the
document, I think it is entitled Summary of Virginia Condo Deal,
and I think that is your handwriting, isn’t it, sir?

Mr. CHAPIN. I will accept that, yes.

Mr. TIERNEY. So you asked HHV to pay you $43,225 for, what
it says there is forfeited Chapin down payments. And the records
we reviewed show that they actually issued you a check in that
amount.

Why would anybody that donates to the charitable organization
expect money that was intended for veterans to pay your failed real
estate costs?

Mr. CHAPIN. Can I

Mr. TIERNEY. That is the question, sir.

Mr. CHAPIN. The answer to that was, we had had some discus-
sions, because of the amount of time that we were spending there,
and it would be much more cost effective to own a condominium
than to go out and stay in a motel or to rent an apartment. So as
a matter of convenience, I put down the original down payments,
because, to get the particular units that we thought were desirable,
they seemed to be selling quite rapidly at the time.

Mr. TIERNEY. So this was a discussion you had with your wife,
or who did you have this discussion where you decided it would be
better to buy?

Mr. CHAPIN. Well, I decided it with the board, the board was in-
terested in

Mr. TIERNEY. Well, if I can just back up, in April, there was no
discussion on the board and you reported to the board——

Mr. CHAPIN. Well, the discussion with the board, there hadn’t
been any decision made.

Mr. TIERNEY. Please, sir. You reported to the board, we just put
it up there for you, I am surprised that you contradict it now, but
it said that you were talking about the return on your investment
to you personally, to you personally. So it was 2 months later that
the board decided that they were going to purchase it, and you
were going to back out of your two agreements and then look for
reimbursement.
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Mr. CHAPIN. I didn’t say that the board had decided. I said there
had been a discussion with the board about the possibility of ac-
quiring a condominium. We investigated it, went ahead and put up
the down payments.

Mr. TIERNEY. For two?

Mr. CHAPIN. For two, that is correct. One for myself. I lived in
that building, incidentally, a number of years prior to that when
it was an apartment and they converted it to a condominium. In
any event, my accountant, when it came time to actually close the
deal, the accountant suggested that we only buy one, that HHV, I
should say, buy the one and that I not buy the other. He did not
think that was a good idea.

Mr. TIERNEY. Was that your personal accountant or the organiza-
tion’s accountant?

Mr. CHAPIN. The organization’s accountant did not think that I
should be buying a condominium. My wife, we have a couple thou-
sand square feet in San Diego. The one that HHV was buying was,
as I recall, about 1,200 square feet. The other one was a one bed-
room, which was 800 square feet. We were going to put them to-
gether, which we did when we rented there many years before.

And in any event, the accountant suggested this was not some-
thing that I should do. So I didn’t do it. So what happened was,
we renegotiated with these people, we took a much less expensive
apartment on a lower floor, on the 3rd floor instead of the 10th or
11th floor. And HHV wound up spending less than they originally
committed to spend by buying a less expensive apartment. So I
said, hey, look, in that case, HHV, because they wouldn’t refund
your money, OK, so the original down payments were forfeited. So
I said in the event that HHV actually saved money on the whole
transaction, it is reasonable if I get reimbursed for what I put
down in the down payment and HHV gets reimbursed. Because we
still save money and the board thought that was fine, and the cot-
ton-picking accountant went ahead and 1099’d me for $18,000 or
something.

Mr. TIERNEY. So your opinion was, you had personally put down
deposits on two condominiums, personally——

Mr. CHAPIN. Yes, but I had no intention of buying the two.

Mr. TIERNEY [continuing]. Indicating that your return on that in-
vestment, you said to the board, would benefit you personally. You
thought that was a very strong case it would benefit you. Then you
lost money because you forfeited both of those deposits. The cor-
poration decided to buy a unit and in the end, you get the entity
to also reimburse you for your lost deposits. So you——

Mr. CHAPIN. Well, I was putting down a deposit in behalf of
HHV. Because the board, even though there wasn’t a formal vote,
the board had originally indicated yes, they would be favorably dis-
posed to HHV acquiring an apartment.

Mr. TiERNEY. If that were the case, you would expect that the
board would go out and issue a check for the deposit on those two
condominiums, sir. It seems rather suspect that you went out per-
sonally, put it down, reported to the board that you personally ex-
pected to get a strong chance of return on your investment on that,
and then 2 months later, decide that you have lost money on those
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two deposits, the board will come in and put down a check and buy
a unit, and then they will reimburse you for your lost deposits.

Mr. CHAPIN. How could I get a strong return on an investment
for an apartment that I never bought?

Mr. TIERNEY. I don’t know how you anticipated that you were
going to get one. But you said to the board

Mr. CHAPIN. I didn’t anticipate any——

Mr. TIERNEY. Sir, just your own words: “Chapin said,” in your
own board minutes, that due to the requirement to be in Washing-
ton you were purchasing a one bedroom, “and the return on that
investment for him personally is estimated to be very strong.”
Those are your board meeting minutes. Those are not my words.

Ms. Johns, would you have any issue, in your capacity of an en-
tity, on a charitable basis, reimbursing somebody for a personal
down payment on a unit that goes bad?

Ms. JOHNS. It would potentially be a waste of charitable assets.

Mr. TIERNEY. Thank you. I yield back, Mr. Chairman.

Chairman WAXMAN. Thank you, Mr. Tierney. Ms. Watson.

Ms. WATSON. You know, I am listening to all of this, and I am
quite disturbed. The purpose of your charity is to help veterans.
And when I hear that there are all kinds of business deals, such
as we have been able to note that there was a reimbursement for
three plane tickets to Hawaii, and these tickets were bought on
Christmas Eve 2004, then there is noted that there were gifts given
to Mr. and Mrs. Viguerie over a period of time, it just seems to me
that the purpose of raising these funds has been missed. And you
know, you might be able to explain and so on.

But the commitment that you said you have made to veterans
seems to be squandered in moneys lining the pockets of you and
your wife. And you know, I don’t go along either with the fact that
others are doing it, so why can’t I do it. You can turn and point
to us about campaign funds. This is not a campaign. This is your
organization, collects money to be able to give to veterans.

Now, what we do in our campaigns is completely separate from
the purpose of raising charitable funds. And it is my feeling that
if you raise money, you ought to be able to expose everything you
give and the reason you give it. We have a list of expenditures that
would benefit Mr. Viguerie. We also have copies of those tickets. I
wish that three handicapped veterans could have gone to Hawaii.

So I am just saying that your testimony here, Mr. Chapin, has
convinced me and Ms. Johns that we need to do a better job in the
State of California and probably across this country in monitoring
and bringing some light on what we do with charitable funds. We
know what we do with campaign funds, Mr. Viguerie. But we are
not talking about campaigns. We are talking about the lives and
the health of our veterans.

And certainly, this Congress ought to do a better job. Every time
there is a request, I am right there in supporting it. But I don’t
think that you as a charity, and I am not talking about you specifi-
cally, the charities that operate in the name of our veterans ought
to be using moneys for membership dues at country clubs, giving
gifts to the mail house owner, reimbursing for tickets to Hawaii.
I just think these are inappropriate expenses, and with that, Mr.
Chairman, I yield back my time.
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Mr. CHAPIN. Can I reply? Thank you.

The 660 bucks, if that is the right number, for the trip to Hawaii,
was out of $260,000 that I paid in expenses. That was an erroneous
charge picked up—incidentally, I fly Southwest practically every-
where I fly, sometimes make two and three plane changes in
order——

Ms. WATSON. Why did you submit it for reimbursement?

Mr. CHAPIN. That was submitted and it was incorrect, and I
apologized for it. Out of 260,000 charges, and I don’t know how
many hundreds of plane fares, and there was a trip that I missed
because I took the whole out of my CitiBank summary statement.
I took all the plane charges, because I never fly any place unless
it is for the cause. And my daughter had gone to Hawaii, and I had
not realized that it was charged to my card. And I struck it out and
paid them back plus 5 percent interest. So I take exception to that,
Madam.

Ms. WATSON. Well, what I want to say, my bottom line, since you
have given me time, is that I think we ought to shine a finer light
on charities, all of them, those that you have mentioned and those
that you are involved in. We appreciate the fact that you said you
were committed. But I think the actual expenditures that have
been documented really don’t meet the need and the purpose. I
think the overhead is too high, and if you can’t live, then you
should probably, on that amount that you get, you probably should
go—

Mr. CHAPIN. Our overhead is high. Our overhead is high.

Ms. WATSON. The overhead that you spend out of a dollar is too
much. Because that group who are the recipients are not getting
the benefit. And I think any charity ought to use the majority of
]i;cs 11;unds to benefit the purpose of that charity. With that, I yield

ack.

Chairman WAXMAN. The gentlelady’s time has expired. Mr.
Shays?

Mr. SHAYS. Thank you. Free speech is protected under the Con-
stitution as it should be. Congress is an institution protected under
the Constitution. The White House, the Judiciary, some people
don’t like Congress, some don’t like the Members, some don’t like
the White House or the executive branch, some don’t like the Presi-
dent, some don’t like the Judiciary, some don’t like the judges. But
the fact is, we are all part of this mix.

I have a responsibility under the Constitution to look at things
that I think are wrong. I think it is wrong for the public not to
know that only 25 percent goes to the actual veteran. That is an
opinion that I have, which I have a right to have. And I have that
opinion, and I am happy to go to my voters and tell them that is
my opinion.

Now, Mr. Viguerie, I have less problem with the fundraising as-
pect, so long as people know. And if we aren’t concerned with this,
what is to say that someone shouldn’t be able to raise 95 cents on
the dollar in order to give 5 cents to the veterans? The public has
a right to know.

Mr. Peters, you never answered the question that I asked of Mr.
Viguerie. Do you have any objection to, in your fundraising solicita-
tion, say that 25 percent or 28 percent or 20 percent actually goes
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to help the veterans directly, and the rest is fundraising costs and
getting out our message?

Mr. PETERS. I really appreciate your asking me the question, be-
cause I didn’t get a chance to respond. First of all, there is an im-
pression that is being left that the charities do not disclose this in-
formation. That is an incorrect

Mr. SHAYS. I am talking about when you solicit it.

Mr. PETERS. I understand. That is an incorrect assumption. First
of all, it is available, I will get to your answer, it is available to
everyone because the IRS requires, in order to keep your charitable
exemption, that you make it available to everyone. So it is avail-
able to everyone.

Mr. SHAYS. And yet it has been so hard for us to even get this
information out in a public hearing because we hear so much obfus-
cation. So with all due respect, I am going to let you answer it, the
chairman will be a little generous with my time, I hope. But the
bottom line is, I leave wondering what the hell is going on here.

Mr. PETERS. I don’t know why it is so hard for the committee to
get it, because I go can go online to GuideStar today and look up
any 501(c)(3) in the United States that reports to the IRS, which
are those who make more than $25,000 a year. And I can look up
the numbers.

Mr. SHAYS. Now, answer my question.

Mr. PETERS. The second answer to your question is, the vast ma-
jority of charities, and most of the people that I do fundraising for,
publish that number as part of the

Mr. SHAYS. That is not what I asked you.

Mr. PETERS. You said do they disclose.

Mr. SHAYS. No, I didn’t. I said, do you have any objection to the
fact that when you solicit the dollars, on the phone or by letter,
that you disclose, for instance, in the case of Mr. Chapin’s two
groups, Help Hospital Veterans and Coalition to Salute American
Heroes Foundation, and we will leave Help Wounded Veteran He-
roes out, because that is a C(4), and it is a different operation, but
those two. If you were raising money for them, do you have any
problem, you call me up or you send me a letter saying that 25 per-
cent will go directly to the veteran and 75 percent will go to Mr.
Chapin’s group and the solicitation costs and so on? Do you have
an objection to making that public when you raise those dollars?

Mr. PETERS. We recommend to our clients that——

Mr. SHAYS. I want an answer to the question.

Mr. PETERS. I don’t know how to answer your question
without——

Mr. SHAYS. Because you don’t want to.

Mr. PETERS. No, that is not true, Mr. Shays.

Mr. SHAYS. Do you have an objection? OK, go ahead.

Mr. PETERS. I recommend to my clients that they put the pie
chart that shows what percentage of the funds are going to each
purpose, how much is for fundraising, how much is for administra-
tion and that they put that in the solicitation, so that the donor
does in fact receive that information. Because I am not a charity,
I can’t require that.

Mr. SHAYS. So the answer to the question I think is that you
think you would recommend that should happen?
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Mr. PETERS. Yes, that is correct.

Mr. SHAYS. That is not a hard question to answer. What you
should have said, it seems to me is, that is what I recommend to
my clients. It is easy, you wouldn’t have wasted so much of my
time. And that is not a bad answer. How many of them do it?

Mr. PETERS. Most.

Mr. SHAYS. How many of the veterans groups do it, that you do?

Mr. PETERS. Most.

Mr. SHAYS. Name me who.

Mr. PETERS. Wounded Warrior Project.

Mr. SHAYS. And they say how much?

Mr. PETERS. There is a pie chart that

Mr. SHAYS. And what does the pie chart say? How much goes to
the veteran in that pie chart?

Mr. PETERS. It doesn’t say to the veteran. What it says is how
much for programs, how much for fundraising, how much for ad-
ministration. It shows all of the functional categories.

Mr. SHAYS. Do they describe what programs mean?

Mr. PETERS. Yes, they do.

Mr. SHAYS. What are programs? Going to the veteran?

Mr. PETERS. Many of their programs involve backpacks for veter-
ans, they work at Walter Reed, if you have ever been over there,
you will see them with the tee-shirts and so forth.

Mr. SHAYS. Here is what I would like you to do. Please submit,
and this is, I am well in my right to ask you to submit this, please
submit to us the fundraising letters that you have done or any so-
licitation that you have done for veterans. I want all of them as
they relate to veterans. And because you are under oath, I want
to see those pie charts, and I want to know how many of those ac-
tually did that.

But I congratulate you for suggesting that be done.

Ms. Johns, do you think it makes sense for solicitations to actu-
ally describe how much goes to the veterans?

Ms. JOHNS. It would be a lot easier for donors to make decisions
about giving.

Mr. SHAYS. See, what I know is, when I know a group gives 90
percent to the call, like certain police associations, when they call
me up I say, you know, I would like to do it, but I don’t like 10
cents of my dollar going to the cause and 90 cents going to you all.
You have a right to raise money this way, but I know that informa-
tion, I don’t want it to happen. But if 90 percent or 80 percent went
to the police, I would react differently.

I sincerely believe that most people who are giving money don’t
realize how little goes ultimately to the veteran. And I will just end
by saying to you, Mr. Viguerie, I believe that Congress needs to
have better oversight of fundraising, that we do. But I will say this
to you. We have pretty strong laws. We just have an incredibly
weak Federal Elections Commission that will investigate some-
thing months after an election has taken place, find someone a
year later, and in some cases, just have a blind eye and deaf ear
to this.

So believe it or not, you and I are on the same wave length. Let’s
have stronger laws governing how Congress raises money and cam-
paigns. It would make good sense, I think.
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Mr. VIGUERIE. Mr. Shays, my legal counsel, Mark Fitzgibbons,
has a solution about disclosure that deals with the Riley case. And
he would be glad to talk to your staff and help you address some
legislation.

Mr. CHAPIN. If we disclose, which I am more than happy to do,
we will all be out of business and you wouldn’t have gotten the 23
million arts and crafts kits.

Mr. SHAYS. Why would they be out of business?

Mr. CHAPIN. Excuse me?

Mr. SHAYS. Why would they be out of business?

Mr. CHAPIN. Nobody would donate. It would dry up.

Mr. SHAYS. Because they would then know that only 25 cents
goes to the veteran.

Mr. CHAPIN. That is right. And nobody would give to the Amer-
ican Cancer Society or the Boy Scouts or YMCA.

Mr. SHAYS. What a wonderful——

Mr. CHAPIN. And $50 billion worth of direct mail would evapo-
rate. I would take my $300,000 retirement and walk off into the
sunset.

Mr. SHAYS. Mr. Chapin. I think your words are a wonderful way
to end this hearing. Because you are basically saying if the public
knew they wouldn’t contribute.

Mr. CHAPIN. Yes. Hey, I am trying to be straight with you guys.
I am

Chairman WAXMAN. You have been very straight with us. Ms.
Johns, I want to ask you a question. We have heard over and over
that high fundraising costs are not a problem. Do you think they
are a problem and why?

Ms. JoHNS. Our job is to make sure that charitable assets are
used for charitable purposes. We talk about it in terms of effi-
ciency. There are reasons for high fundraising costs, and then there
are other times there are not good reasons.

The board of directors of each organization is required to assess
what is reasonable and where they can get the best deal in fund-
raising. It really falls to the board. It isn’t the only criteria we use
in deciding whether there are ways.

Chairman WAXMAN. Well, I would say, in conclusion in this hear-
ing, and I've been sitting listening to the responses to many of the
questions, Mr. Chapin, you said just now what you said to our
staff, nobody would give any money if they knew how much was
going to overhead. I think people understand that there are fund-
raising costs.

But if they knew that they were giving money to a country club
membership for $17,000, a personal loan to your executive director
to settle his divorce at $135,000, reimbursement for your personal
forfeited condo deal of $43,000, loans to Mr. Viguerie because he
didn’t have the capital to execute his contracts, nearly a million
dollars, payments to you and your wife over the past 3 years of
$1.5 million, payments to Mr. Viguerie’s for-profit company since
2000 of $14 million, I don’t think they would give any donations
to you.

But I think people have a right to know where some of this
money is doing. It sounds to me that you have a real close-knit club
there, and you’re all self-dealing with each other and then you
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don’t want it disclosed. You don’t want it disclosed because nobody
will give you any money. I think if you had to disclose there would
be things like market forces, there would be a lot of pressure on
you to lower your costs. There would be more pressure on you to
do more for veterans. People would say, I don’t want to give money
to that veterans group, I want to give money to another one that
is giving more to the veterans. I thought that is what conservatives
like, honesty, fairness and market forces. And I don’t think you
have any of those things in the operations that——

Mr. CHAPIN. I would totally disagree. I think I am the most hon-
est person in this room based upon my performance. I have loaned
over half of my after-tax compensation back in order to enable the
charity. I did not take in a million and a half dollars. That is to-
tally inaccurate. I took in $750,000, over the half of what you are
talking about, plus some bonuses.

Chairman WAXMAN. Well, I accept that you are very sincere. And
you genuinely believe what you have told us. And I just have to
tell you, I don’t agree with you, and I don’t think the veterans are
getting the deal that they should have out of this whole operation.

Mr. Shays, did you have something else?

Mr. SHAYS. Mr. Chapin, I want to explain why I laughed when
you spoke, because I do think you have been brutally honest.

Mr. CHAPIN. Sir?

Mr. SHAYS. I think you have been brutally honest, I think all of
you have, and that is to your credit, to be honest. But I listened
to what you said, and we have our disagreements.

Let me, Mr. Chairman, make a request. The organization Inde-
pendent Sector has asked to submit a letter and booklet on charity
standards for the record. I ask that this be placed in the record.

Chairman WAXMAN. Without objection, that will be the order.

[The information referred to follows:]
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A vial vaice for us alf

January 17, 2008

The Honorable Henry A, Waxman

Chairman

House Oversight and Government Reform Committee
2157 Raybutn House Office Building

Washington, DC 20515

The Honorable Tom Davis

Ranking Member

House Oversight and Government Reform Committee
B-350A Rayburn House Office Building

Washington, DC 20515

RE: Commiteee Hearing: Assessing Veterans' Charities - Part IT
Dear Chairman Waxman and Ranking Member Davis:

1 am writing on behalf of Independent Sector to commend you for your efforts
to publicize reported fundraising abuses involving charities created to serve
veterans and to take this opportunity to highlight the continuing work of people
across the chatitable community to establish the highest standards of ethical
conduct, accountability, and transparency.

Independent Scctor is a national, nonpartisan charitable organization with
approximately 600 members, including public charities, private foundations, and
corporate giving programs, coliectively representing tens of thousands of
charitable groups in evety state actoss the nation. Qur coalition leads,
strengthens, and mobilizes the charitable community to fulfill our vision of a just
and inclusive society and a healthy democracy of active citizens, cffective
institutions, and vibrant communities. IS members represent a broad cross-
section of our nation’s nonprofit community, which exists to meet society’s
needs, frequently in partnership with government, in diverse areas such as the
arts, education, human services, community development, and health care.

Your committee has already heard from witnesses concerned about charitable
groups that, in raising money to serve out nation’s veterans, were conducting
high volume mail and telemarketing campaigns that enrich the fundraisers but
failed to provide meaningful assistance to veteran Officials of two Independent
Sector members, American Institute of Philanthropy and the BBB Wise Giving
Alliance, offered guidance to the Committee at that hearing on ensuring that
charitable resources go to charitable purposcs.

1200 Esghteenth Street, NW, Swite 200, Washington, DC 20036 phone 202-467-6100  fax 202-467-6101  www.ndependentsector org
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Letter to Chairman Waxman and Ranking Member Davis
January 17, 2008
Page 2 of 3

We were gratified that Committee members made the distinction between the majority of
charities that comply with the law and exercise ethical practices and the few otganizations
charged with wrongdoing. The commitment of nonprofits to comply with the law and conduct
their work ethically is clear in testimony befote the House Ways and Means Committee on July
24, 2007, from Steve Miller, Commissioner of the Tax Exempt and Government Entitics
Division of the IRS. He observed that, “on the whole, the charitable sector is very compliant
with the Tax Code” and added, “While we have found some tax compliance ptoblems in the
charitable sector, we remain quite optimistic that through our efforts and the effotts of others,
these problems have not reached and will not reach the core of the charitable sector.”

Building a charitable organization committed to the highest ethical standards demands more
than just following the law: it also requires fostering practices that create a culture of
transparency, accountability and integrity. We at Independent Sector are proud to have worked
for many years with people from across the nonprofit community to strengthen ethical conduct,
accountability, and transparency in America’s 1.4 million charitable organizations.

The most important recent advance in this effort is the Panel on the Nonprofit Sector, which
Independent Sector convened in October 2004. The Panel has brought together thousands of
people involved with charities and foundations to develop and refine recommendations--to
Congress, the Internal Revenue Service, and our own community--that would strengthen
governance, transparency, and ethical standards. The Panel issued its first report to Congress
and the nonprofit sector in June 2005, and a supplement in April 2006. Together, those tepotts
offered more than 150 recommendations for actions by Congress and the Intetnal Revenue
Service that would reduce the ability of unscrupulous individuals to abuse charitable resources
for personal gain and to punish those who do. Many of those tecommendations have been
enacted into law through the Pension Protection Act of 2006, and we continue to work with
Congress and the IRS to improve the regulatory framewotk under which charitable
organizations operate.

We feel strongly that government action cannot — and should not — replace strong, effective
governance of individual organizations. The two reports also detailed actions that we in the
charitable community should take to improve our own practices. Because of the importance of
each organization meeting high standards, the Panel in October published the enclosed
Principles for Good Governance and Ethical Practice: A Guide for Charities and
Foundations. In its preamble, the Panel summarized the approach taken to establish the thirty-
three principles it lays out:

... the best bulwark against misconduct will always be a well-
informed vigilance by membets of the nonprofit community
themselves, including a set of principles they could adopt,
promote sector-wide, and improve over time. These principles
should be clear enough to be practical and readily implemented in
a wide variety of organizations, but flexible enough to allow each
organization’s governing board and management to adapt them
to the dictates of that organization’s scope and mission.
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Letter to Chairman Waxman and Ranking Member Davis
January 17, 2008
Page 3 of 3

The commitment of charities and foundations to high standards is clear from the response to
the Principles: in less than four months, members of the nonprofit community have requested
neatly 60,000 copies of the Guide, and more than 250 otganizations have endorsed it.

Illegal conduct involving donations to charities hutts all donors, the charities themselves, and the
people they serve, since it undermines the public trust that our community needs to continue its
wortk. Preservation of that trust depends upon a combination of active self-regulation by
charitable organizations, vigorous enforcement of the law, and effective oversight. We look
forward to working with this Committee, other members of Congress, oversight officials, and
our own community to ensute that charitable organizations live up to the highest standards of
ethical and accountable practice.

Sincerely,

@;M\o« G’U«U

Diana Aviv
President and CEO
Independent Sector

Enclosure
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e are delighted to share with you these principles for good governance and ethical prac-
tice, which are designed to guide board members and staff leaders of every charirable
organization as they work to improve cheir own operations. The Panel on the Nonprofit

Sector has been dedicated to finding ways to strengthen governance, transparency, and ethical
standards within the charitable community since its creation in October 2004 at the encour-
agement of the U.S. Senate Finance Committee. Over the last three years, we have brought together
thousands of people involved wich charities and foundations to develop and refine recommendations w
Congress, the Internal Revenue Service, and our own community that would achieve those goals.

The Panel issued its first report to Congress and the nonproht sector in June 2005, and a supplemenr
to that report in April 2006. Together, those reports offered over 150 recommendations for actions thar
Congress and the Internal Revenue Service should take to improve the laws, as well as education and
enforcement efforts o prevent unscrupulous individuals from abusing charitable resources for personal
gain. It also outlined actions that we in the charitable community needed to take to improve our own
practices. Many of those recommendations have been enacted into law through the Pension Protection
Act of 2006, and we continue o work with Congress and the IRS to make improvements in the regula-
tory framework under which charitable organizations operate.

We know that government action cannot—and should not—replace strong, effective governance of
individual organizations and constant vigilance by our own community. The Panel has spent the past
eighteen months working with an outstanding advisory committee led by Rebecca Rimel, President,
Pew Charitable Trusts, and Joel Fleishman, Director, Philanthropic Foundations Research Program,
Terry Sanford Institute of Public Policy, Duke University, to examine how we mighr advance the state of
governance and self-regulation throughout our community. It further invited public comment from the
charitable community. The result is the 33 principles presented here.

We encourage the board and staff leaders of every charitable organization to examine these principles
carefully and determine how best they should be applied to their own operations. Many organizations
will find that they already follow—or go beyond—rthese principles. Others may wish to make changes
in their curtent practices ovet time, and some may conclude that certain practices do not apply to their
operations. We bope these principles will help our organizations as we continue to reach for the highest
standards of governance and ethical practice that the communities we serve expect and deserve.

ﬁa.' ahls, . @sW

Lorie Slutsky M. Cass Wheeler
President and Director Chie
New York Community Trust American Heart Association

ecucive Officer

Co-Conveners, Panel on the Nonprofit Secior
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Nonprofit organizations in the United States
—educational, charitable, civic, and religious
institutions of every size and mission—represent
the most widespread organized expression of
Americans’ dedication to the commeon good. The
creation of these voluntary, often grassroots orga-
nizations to accomplish some public purpose is a
distinguishing feature of our national life. Since
the 1835 publication of Alexis de Tocqueville’s
Democracy in America, they have been recognized
internationally as a source of social cohesion,

a laboratory of innovation, and a continually
adaptable means of responding to emerging ideas,
needs, and communal opportunity. Individuals
have continued to use their First Amendment
freedoms of speech
and association to
create and energize
organizations rhat
define common needs,
rally popular support,
and pursue innovative
approaches to public
problems

hese

nonprofics have been
a source of national
achievement on many
fronts.

The variety of

purposes, forms, and
morivating beliefs

that make up the chatitable community in the
United States is one reason why it has consistently
earned widespread support from large numbers of
Americans. In recent decades, the percentage of
survey respondents expressing confidence in the
ethics and honesty of U.S. charities and voluntary
organizations overall has hovered around two-
thirds.! For individual charitable organizations,
responses are even more favorable, some reaching
ahove 70 percent. In 2006, 20 percent of all
Americans—more than 61 million of them—
volunteered in some capacity in an assortment of
ditferent kinds of nonprofit activiry.? Individual
donations tortaled more than $207 billion, which

came on top of the $41 billion given by corpora-
tions and foundations created from privare money.

Preserving this diversity, adaprability, and
capacity for innovation depends in large part on
maintaining che public’s trust. The public has
high expectations for both the ethical standards
and the impacr of the counery’s 1.4 million
charitable organizations, but often has trouble
distinguishing one nonprofit from another.
Unethical or improper conduct by an individual
organization, though rare, can thus jeopardize the
human and financial supporr on which countless
other activities rely. Yet government attemprs ro
prevent such abuses, if not carefully pursued, can
themselves diminish the unique value that non-
profits bring to American life. Too heavy a regula-
tory hand, or too uniform and inflexible a set of
legal restraines, could stifle the very creativicy and
variety that makes nonprofit activity worth pro-
tecting and encouraging. Government appropri-
ately sets rules for the organizarions and activities
thar are exernpt from taxes and eligible 1o receive
tax-deductible contributions: for example, govern-
ment has determined that such contributions may
not be used for partisan political activities or the
private benefit of the donor. At the same time,
government has wisely avoided intruding on how
organizations pursue their missions, manage their
programs and structure their operations.

Juse
long embraced the need for standards of ethical
practice thar preserve and strengthen the public’s

important, nonprofit organizations have

confidence. Many such systems in fact already
exist, though none have applied to the entire
range of American cbaritable organizations. The
pages that follow therefore set forth a compre-
hensive set of principles ro inform the field. Their
purpose is to reinforce a common understand-
ing of transparency, accountability, and good
governance for the sector as a whole—not only

to ensure ethical and trustworthy bebavior, but
equally important, to spotlight strong practices
that contribute to the effectiveness, durability, and
broad popular suppott for charitable organizations
of all kinds.




TOWARD A BALANCED SYSTEM
OF LAW AND SELF-GOVERNANCE

Any approach to preserving the soundness and
integrity of the nonprofit community mus
a careful balance berween the two essential forms

strike

of regulation—that is, between prudent legal
mandates to ensure that organizations do not
abuse the privilege of their exempt status, and,
for all other aspects of sound operations, well-
informed self-governance and mutual awareness
among nonprofit organizations. Such a balance
is crucial for ensuring that structures of account-
ability and transparency are core strengths of our
nonprofit community, affording organizations
the support they need to pursue their various call-
ings and che Aexibility they need to adapt ro the
changing needs of their communities, their helds
of endeavor, and the rimes.

The Panel on the Nonprofit Sector has worked
over the past three years to help find thar balance.
Created in 2004 ar the encouragement of the
leaders of the Senate Finance Committee, the
Panel had addressed concerns shared by nonproft
organizations, memhers of the public, Congress,
and federal and state oversight agencies about
reports of illegal or unethical practices by some
charitable organizations and their donors. The
Panel’s Final and Supplemental Reports, issued
in 2005 and 2006 respectively, offered more than
100 recommendations for improving govern-
ment oversight, including new rules to prevent
unscrupulous individuals from abusing charitable
organizatons for personal gain. The Pension
Protection Act of 2006 enacted many of these
recommendarions into law, and the Panel is con-
tinuing to work with members of Congress and
the executive branch on ways of implementing the
remaining ones.

The Panel has been equally commitred to
formulating effective, broadly applicable methods
of self-regulation since its inception in 2004.

Irs work has proceeded from a belief-—among
lawmakers and their staffs no less than among
charitable organizations—that the hest hulwark
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against misconduct will always be a well-informed
vigilance by members of the nonprofit commu-
nity themselves, including a set of principles they
could adopt, promote sector-wide, and improve
over time, These principles should be clear
enough to be practical and readily implemented
in a wide variety of organizations, but flexible
enough to allow each organization’s governing
board and management to adapt them 1o the
dictates of that organization’s scope and mission.
Widespread use of such principles would enable
organizations to improve their operations by
learning from each other. Critically, it would also
provide a common yardstick by which members
of the public can evalu-
ate how to direct their
support.

DEVELOPING
SECTOR-WIDE
PRINCIPLESTO
SUPPORT SELF
REGULATION

Though given fresh
impetus by current
members of Congress
and by the creation

of the Panel on the
Nonprofit Sector, the
idea of self-regulation
is far from a recent
preoccupation among
charitable organiza-
tions. Among the
earliest such efforts dates back to 1918, when a
coalition of nonprofits established the National

Charities Information Bureau to help the puhlic
learn ahout the ethical practices and stewardship
of organizations that raise money from donations.
Many excellent systems of self-regulation have
long been in use in various subsets of the sector,
each tailored ro the goals, resources, and chal-
lenges of its particular field and membership. In
searching for generally applicable standards for the
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whole sector, the Panel’s first step was therefore
to commission two studies to review, analyze,
and find patterns among these existing systems.

The Panel then called together 34 leaders from
charities, foundations, academia, and oversight
agencies to form a special Advisory Committee
on Self-Regulation. Armed with the two studies
of self-regulation regimens already in use, the
Committee began its work in 2006 with a detailed
review of principles and standards drawn from
more than 50 such systems, including selections
from both the nonprofit and for-profit sectors.
After extensive deliberation, the members
developed a comprehensive set of principles
drawn from current systems and incorporating
the advice of experts in nonprofit law and
governance.

This first set of
draft principles
was circulated for
public comment in
early 2007. After
considering the
resulting feedback,
the committee and

the Panel made
revisions and released a second draft for a longer
comment period. The wide-ranging reaction to
borh drafts demonstrated a broad interest across
the nonprofit communiry in achieving consensus
on the elements of transparent, accountable,
and ethical conduct. The resulting guidance and
encouragement further strengthened the Panel’s
final set of principles.

USING AND ADAPTING THE PRINCIPLES
FORYOUR ORGANIZATION

In the following pages, the Panel sets forth 33
principles of sound practice that should be con-
sidered by every charitable organization as a guide
for strengrhening its effectiveness and account-
abiliry. Six of these principles describe actions
that all charitable organizations must take because
they are required by law.’ The other 27 describe
actions that charitable organizations should

strongly consider following, based on their legal
and operational structure and their particular
charitable purposes.

This distinction—berween firm rules based
on law and more fexible principles that must be
interpreted and applied differently in different
cases—is essential to understanding and using this
document. In following this approach, the Panel
on the Nonprofit Sector examined a broad con-
tinuum ot different models, reflecting greater and
lesser degrees of uniformity and means of enforce-
ment. At one end of this spectrum are systems of
accreditation, such as those for hospitals and insti-
tutions of higher education, that carry the force
of law and sanctions for violations. Further along
on the continuum are standards that members
of an association or network of similar organiza-
tions, such as associations of land trusts or certain
religious instiwtions, agree to follow. While
failure to meet these standards may not force an
organization to close its doors, the advantages to
being a member in good standing of the umbrella
nerwork is usually sufficient to encourage careful
adherence to its rules and norms. Finally, there are
standards that nonprofts subscribe o on a purely
voluntary basis, without any external verification,
because they want to strengthen their governance
practices and ethical conduct.

The first two approaches tend ro be effective
primarily with organizations that are closely athli-
ated with one another or belong to a relatively
homogeneous group-—where practices and profes-
sional expectations are highly standardized or
where social sanctions have a strong impact. For
a group as broad and diverse as the whole com-
munity of nonprofits, the third approach is clearly
more appropriate: standards of practice that
organizations are encouraged, but not required,
to meet. Many national and state associations of
charitable organizations with voluntary member-
ships have found this approach benefics their
member nonprofits. The Panel has followed the
practice, common to many such voluntary
associations, of describing the reasoning behind
each principle and offering guidance on how to
adapt and apply it.




To be sure, a significant number of nonprofic
organizations already function under one of the
more prescriptive regimens as a result of their
participation in some subset of the sector. Yet few
of these systems offer a comprehensive approach
to good governance and ethical practice. Even
organizations that subscribe to the more compre-
hensive systems may well find ideas and practices
in this document that will improve their self-gov-
ernance further.

Still, given the wide, necessary diversity of
organizations, missions, and forms of activity that
make up the nonprofit community, it would be
unwise, and in many cases impossible, to create a
set of universal standards to be applied uniformly
to every member. Instead, the Panel commends
the following set of principles to every charitable
organization as guideposts for adopting specific
practices that best fic its particular size and
charitable purpose. Organizations can use these
principles to evaluate their current standards.

Self-regulation begins with good governance.
Every charitable organization, by federal and
state law, must have a board of directors or, if it
is established as a charitable trust, one or more
trustees. The board sets the organization’s broad
policies and oversees its operations, including its
financial policies. The board also hs

I‘L’Spon‘
sibility to create an environment in which there
is open and robust deliberation of the issues on
which it takes action. Whether or not the organi-
zation has paid staff, the board bears the primary
responsibility for ensuring that the organization
lives up to its legal and ethical obligations to its
donors, consumers, and the public. For organiza-
tions that do have staff, the chief staff officer, in
partnetship with the board, has responsibility for
overseeing or carrying out many of the activities
implied by these principles. It is therefore to the
boards and chief executives of nonprofit orga-
nizations that this document is particularly,
though not exclusively, addressed.
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The 33 principles that follow are organized
under four main categories:
1. Legal Compliance and Public Disclosure
{principles 1-7, pages 8-12)—-responsibilities
and practices, such as implementing conflice
of interest and whistleblower policies, that will
assist charitable organizations in complying
with their legal obligations and providing infor-
mation to the public.
Effective Governance (principles 8-20, page
13-19)—policies and procedures a board of
directors should implement to fulfill its over-
sight and governance responsibilities effectively.
3. Strong Financial Oversight (principles 21-26,

[

pages 20-23)—opolicies and procedures an
organization should follow to ensure wise
stewardship of
charitable resources.
. Responsible
Fundraising (prin-
ciples 27-33, pages
24-27)—policies
and procedures
organizations that
solicit funds from
the public should
follow to build
donor supporr and

o

confidence.

It is advisable that
an organization’s board
conduct a thorough
discussion of the com-
plete set of principles,

and determine how the organization should apply
cach to its operations. It is possible that after this
review, a board may conclude that certain princi-
ples do not apply to its organization. Developing
a transparent process for communicating how the
organization has addressed the principles, includ-
ing the reasons that any of the principles are not
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relevant, is likely to foster a greater appreciation
of the diverse nature of the sector and a deeper
respect for the board’s good stewardship.

A reference edition of these principles
is available on the Panel’s website,
www.nonprofitpanclorg. Iv includes legal
background on each principle, a glossary of
terms, the two studies on self-regulation systems
commissioned by the Panel to inform this work,
and the more than 50 existing self-regulation
systems and standards that the Panel’s Advisory
Committee on Self-Regulation studied during
its work.

[ndependent Sector, which convened and
supported the Panel, also offers information on
its website, www.independentsector.org, to assist
organizations in fAinding tools and other resources

for applying these principles.

A PROCESS OF CONTINUING
VIGILANCE AND ADAPTATION

Strengthening ethics and accountability is
an organic process that requires an ongoing
commitment by boards and staff of individual

organizations and by the entire nonprofic
community. Over time, discussion within
organizations and across the community may
well result in refinemenc of the principles
presented here. Such discussions would provide
a further demonstration of the value to the whole
sector of coming together to improve its work.
For organizations whose practices do not
currently meet the standards recommended
by the Panel, and for existing systems of self-
regulation that fall short as well, reaching those
levels may take some time. Yet even the process
of striving toward these standards will strengthen
the organization and its ability to serve its
community. The key is to begin that process
today.

! Independent Sector, Kecping the Trust: Confiets
Charitable Organizations in an Age of Serutiny, August 2002,
p- 2.

i

* Bureau of Labor Statistics, Volunteering in the United States,
2006, Washington, DC: U.S. Department of Labor, 2007.

* Principles 1, 3, 21, 25, 26 and 27 describe actions thar are
required by law of all charirable organizations.
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A charitable organization must comply with ail applicable federal laws and regulations, as well
as applicable Jaws and regulations of the states and the local jurisdictions in which it is based
or operates. if the organization conducts programs outside the United States, it must also

abide by applicable international laws, regulations and conventions that are legally binding on

the United States.

Charitable organizations are subject to a range of
federal, state, and local laws, which are descrihed
in the reference version of this report available at
www.nonprofitpanel.org. An arganization’s gov-
erning hoard is ultimately responsible for oversee-
ing and ensuring that the organization complies
with all its legal obligations and for detecting and
remedying wrongdoing by management. While
board members are not required to have special-
ized legal knowledge, rhey should be familiar
with the hasic rules and requirements with which
their organization must comply and should
secure the necessary legal advice and assistance to
structure apprepriate monitoring and oversight
mechanisms.

A charitable organization should have a formally adopted, written code of ethics with which

There are many resources to help charitable
organizations and their boards understand the
law. The Internal Revenue Service provides a free
online workshop at www.stayexempt.org, which
covers tax compliance issues relevant to small and
mid-sized tax-exempt organizations. Some state
neral and other state charity officials,
as well as many national, state and regional asso-

clations of nonprofit organizations, provide online
tools and resources that offer legal guidance,
Organizadons may also Gad it helpful to consule
with state and local chapters of bar associations for
referrals to low-cost or pro bono legal assistance.

all of its directors or trustees, staff and volunteers are familiar and to which they adhere.

Adherence to the law provides a minimum stan-
dard for an organizarion’s behavior. Each organiza-
tion should also have a code of ethics that outlines
the practices and behaviors that its staff, board,
and volunteers agree to follow. The adoption of
such a code, though not required by law, helps
demonstrate the organization’s commitment to
carry out its responsibilities ethically and effec-
tively. The code should be built on the values that
the organization embraces, and should highlight
expectations of how those who work with the
organization will conduct themselves in a number
of areas, such as the confidentiality and respect
thar should be accorded to clients, consumers,
donors, and fellow volunteers and board and seaff
members.

The process by which a code of ethics is adopted
and implemented can be just as important as the
code itself. The board and staff should be engaged
in developing, drafting, adopring, and implement-
ing a code that fits the organization’s characteris-
tics. It should then be complemented by policies
and procedures that descrihe how the principles in
the code will be put inro practice. Organizations
should include a discussion of the code of ethics in
orientation sessions for new board and staff mem-
hers and volunteers, and should regularly address
adherence to the code in their ongoing work.
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A charitable organization should adopt and implement policies and procedures to ensure that

2l conflices of intey

or the appearan

thereof, within the arganization and the board are

X
appropriately managed through disclosure, recusal, or other means.

A conflict of interest arises when a board member
or staff person’s duty of loyalty to the charitable
()rgii"ilﬂ[i()ll comes iﬂ[O COnHiC[ \Vi(h a4 C()ﬂ}P(‘(‘
ing ﬁn&lncid! Qr pL’rSOﬂ\li inYCI'L’S( thﬂf hL’ or ShC

(or a relative) may have in a proposed transac-
tion. Some such transactions are illegal, some are
unethical, but others may be in the best interest of
the organization as long as certain clear procedures
are followed.

Establishing and enforcing a conflict-of-interest
policy is an imporrant part of protecting charitable
organizations from unethical or illegal practices.
The policy need not be complex, but it must be
consistent with the laws of the state in which the
nonprofit is organized and should be wilored ro
specific organizational needs and characreristics.
The policy should require full disclosure of all
potential conflicts of interest within the organiz
tion. Tt should apply to every person who has the
ability to influence decisions of the organization,
including board and staff members and parties
related to them. Some organizations may extend
the policy to substantial contributors as well.

Board members and statf should be encouraged to
disclose any interest they have in a transaction or
matter that is before the organizarion where that
interest could be reasonably viewed by others as
affecting the objectivity or independence of the
decision maker, even if the interest is not the result
of the staff or board member having a formal
affiliation with some other party. The practice of
full disclosure should be fostered particularly a
board meetings, and the fact of any conflictand
the action taken in response, including abstention,
should be recorded in the minutes.

Conflict-of-interest policies should distinguish
between situations that give the appearance of a
conflice and chose thart involve a material conflice
where a board or staff member has a direct or
indirect financtal interest in transactions with the
organization, It is important that there be in place
a transparent process, in which board members
L"ng;{gc, w “ndt_’rSri\ﬂ(i (h(: nature OE{hC CO[\HEC[
and whether it can be appropriately managed. For
example, some foundations and grantmaking pub-
tic charities prohibit grants 1o organizations for
which one of the funder’s board or staff members
serves as an uncompensated director or trustee.
Orthers require disclosure of this relationship and
recusal from the decision-making process. Still
others encourage board or staff members ro be
engaged actively with other charitable organiza-
tions, including the charities they may fund, asa
way of learning about those organizations and the
fields in which they work,

Once a conflict-of-interest policy is developed, all
board and senior staff members should be required
to sign itand to disclose any material conflices

of interest, both at the time they join the orga-
nization and at the beginning of each new board
year. Many organizations use an annual question-

naire or disclosure statement for this purpose

and commonly provide information about board
members’ conflicts to auditors or others reviewing
che organization’s financial rransactions. When
senior employees, board members or their family
members have a material conflice of interest ina
matter being considered hy the board or the staff,
they should refrain trom attempting to influence
other decision-makers regarding the matter. Board
members with a material conflice of interest are
required by law to recuse themselves from board
discussions and votes regarding those matters,
other than to respond to information requests.
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A charitable organization should establish and implement policies and procedures that enabie
individuals to come forward with information on illegal practices or violations of organizational

poticies. This “whistleblower” puilcy should specxfy that the organization will not 1eta$;ate
5

nd will protecy the

Every charitable organization, regardless of size,
should have clear policies and procedures that
allow staff, volunteers, or clients of the organi-
zation to report suspected wrongdoing within

the organization without fear of retribution.
Informarion on these policies should be widely
distributed ro staff, volunteers and clients, and
should be incorporated both in new employee
orientations and ongoing training programs for
employees and volunteers. Such policies can help
b()al'ds Ilnd SeniOf managers bCCUmC aware Ofand
address problems befare serious harm is done w
the organization. The policies can also assist in
complying with legal provisions that protect indi-
viduals working in charitable organizadons from
retaliation for engaging in certain whistle-blowing
activities. Violation of such provisions may subject
organizations and the individuals responsible for
violations to civil and criminal sanctions.

Policies that protect people who report wrong-
deing—sometimes known as “Whistleblower
Protection Policies” or “Policies on Reporting of
Malfeasance or Misconduct”™—generally cover sus-
pected incidents of thefy; financial reporting that
is intendionally misleading; improper or undocu-
mented financial transactions; improper destruc-
tion of records; improper use of assets; violations
of the organization’s conflict-of-interest policy:
and any other improper occurrences regarding
C"th, ﬁn&lnii(\l pl‘()CL’dUYCS‘ or l'k:p()!‘(ing

The policy should be railored to the nenprofics
size, structure, and capacity, and it must reflect
the laws of the state in which the nonproficis

A charitable organization should establish and implement polic
and preserve the organization’s important documents and bus

A written document-retention policy, consistently
monitored over time, is essential for protecting
the organization’s records of its governance and
administration, as well as business records thar are

HL\/ of i

individuals who make good-fajd

organized or operates. All policies should specify
the individuals within the organization (both
board and staff) or outside parties to whom such
information can be reported. Small organizations
with few or nio paid staff may wish to designare

an external advisor to whom concerns can be
reported without any threat of retaliation. This is
a particular concern for family foundations whose
board members and staff may not feel comforeable
sharing concerns about suspected illegal or unethi-
cal practices directly with another family member
ar close associate of the family. Larger organiza-
tions should encourage employees and volunteers
to share their concerns with a supervisor, the
president or executive director, and/or the chief
financial officer of the organization, but should
also provide a method of reporting anonymously
to either 2 board member ar an external encit

specified by the organization, Some large organiza-
tions have ser up compurerized systems that allow
for ananymous reports, and a number of private
companies offer anonymous reporting services via
a toll-free telephone number, email address, ot
intranet site.

It is equally important that the organization have
clear procedures to investigate all reports and rake
appropriate action. The policy should stipulate
that there will be no retaliation against any indi-
vidual wbo reports a suspected violadon, except
in those instances where the organization deter-
mines that a false report was made with intent to
harm the organization or an individual within the
organization,

iness records.

required w demonstrate legal compliance. Sucha
policy also helps to protect against allegations of
wrongdoing hy the organization ot its directors
and managers. Board members, staff and volun-

ies and procedures to protect
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teers should he made thoroughly familiar with the

i

policy and informed of their responsibilities in

carrying it out.

The policy should address the length of time spe-
cific types of documents must be retained, as well
as when it is permissible or required to destroy
specific cypes of documents. The policy should
provide guidance to staff and volunteers for paper
and electronic documents, fles and e-mail mes-
sages. Specific procedures should also ensure that
any document destruction is immediately halted
it an official investigation of the organization is

under way or anticipated.

review regularly the o ation’s need fo

NI

aneral |

Charitable organizations are required to maintain
permanently their organizational documents,
board minutes and policies, and marerials related
to their state and federal tax-exempt status. Other
documents related to the governance, administra-
tion, fundraising, and programs of the organiza-
tion must be kept in paper or electronic form for
specihic periods, depending on applicable laws and
reporting requirements. Federal and some state
laws prohibit the destruction, alteration, mutila-
tion, or concealment of records related to an offi-
cial legal proceeding.

he organization has adeguate plans
s PESOUY programmatic content
mage or loss. The board should

bility and directors’ an

liability insurance, as well as take other actions necessary to mitigate risks.

The board of a charirable organization is respon-
sible for understanding the major risks to which
the organization is exposed, reviewing rhose risks
on a periodic basis, and ensuring that systems have
been established to manage them. The level of
risk to which the organization is exposed and the
extent of the review and risk management process
will vary considerably based on the size, program-
matic focus, geographic location, and complexity
of the organization’s operations.

Risk management generally includes a review of
potenrial risks to the organizarion’s significant
assets, sucb as its property, its good will, and its key
programs and activities, and decisions about the
most appropriate ways to protect those assets from
loss. All organizations should consider carefully all
of the principles in this report—for effective gov-
ernance, strong financial oversight, and responsible
fundraising practices—as they develop appropriate
policies and procedures to protect their assets.

Board members may have personal liability for
fines and other penalties as a resulr of cerrain legal
violations, such as failure to pay required payroll
and other taxes or approval of excess benefic or

self-dealing transactions. Federal and some state
volunteer liability laws provide some safeguards for
board members who are not compensated, other
than receiving reimbursement of expenses, and
who act in good faith. Nonetheless, while it is rare
for a charitable organization and its board to be
the target of a lawsuit, each organization should
still take steps to prorect its assets in such an event.
The board of directors should consider including
indemnification provisions in the organization’s
governing documents, based on a review of the
laws of the states in which it is hased or operates.
The board should also assess periodically the orga-
nization’s need for insurance coverage based on its
program activities and financial capacity. Insurance
is only one risk management strategy, however.
Other financial strategies should also be considered
to protect an organizations assets, such as estab-
lishing reserve funds to absorb minor losses, bor-
rowing from lenders, and negotiating with third
parties to assume certain losses. The organization
should also have policies and procedures designed
to reduce the risk of various occurrences, or limit
the exposure of the organization to certain identi-
fied risks.
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Even the smallest organizations should have pro-
cedures for backing up and preserving electronic
and print copies of documents and other infor-
mation vital to their governance, financial, and
programmatic operations. Larger organizations
may require more extensive risk management
programs, including emergency preparedness and
disaster response plans in case of natural or man-
made disasters or other crises that may disrupt

significandy its programs and operations.

Organizations that employ staff should have writ-
ten personnel policies that conform to federal

and state laws. They should develop appropriate
procedures to protect the health and safety of both
employees and volunteers while they are at work.
Organizations providing services to vulnerable
individuals should ensure that appropriate screen-
ing, training and supervision procedures are in
place to minimize safety risks to consumers and
clients, as well as to paid and volunteer staff.

A charitable organization should make information about its operations, including its

governance, inances, prograi

organizations also should consider making ir

WIGEY ¢

fe to the public. Charitable

Wormation available on the methods they

use to evaluate the outcomes of their work and sharing the results of those evaluations.

For private foundations and most puhlic chari-
tes, hling an accurate and complete annual
information return with the IRS is a legal require-
ment. Those returns serve as a primary source

of information about their finances, governance,
operations and programs for federal tegularors, the
public and many state charity officials. Beyond this
basic requirement, charitable organizations can
demonstrate their commitment to accountability
and transparency by offering additional informa-
tion about what they do and how they operate.

A good first step is to provide an annual report
that lists the organization’s board and staff mem-
bers, describes its mission, shares information on
program activities, and details financial informa-
tion including, at 2 minimum, its total income,
expenses and ending net assets. Such reports need
not be elaborate, can be produced in paper or
electronic form, and can direct the reader to other
readily available documents (such as the Form
990 rerurn or audired financial starements) for
further information. If an organization chooses to
produce such reports on a less frequent basis, such
as every two or three years, it should ensure that
any intervening changes in its board and staff or
E“’Ug!'luns élnd i[s current ﬁll}]l\t‘i}l‘ statements are
provided as an attachment or are otherwise made
known to readers of the report.

Another source of transparency and accountabil-
ity and a key method for communicating about
the organization’s work is a website, which can
be maintained independently or through another
organization. A website should feature the same
information recommended for annual reports,
with links directly to or instructions on how to
request the organization’s most recent IRS Form
990 rerurn and other financial statements. Useful
websires often provide such essential information
as the organization’s vision and mission state-
ments; lists of board and staff members; stare-
ment of values and code of ethics; and policies on
conflices of interest, whistleblower prorection and
travel policy.

Information on an organization’s results and how
they are measured can be an especially valuable
means of explaining its work and accounting to
donors and the public. Such information, and the
ability to provide it, will vary considerably from
one organization to another. To the extent evalu-
ation or information on outcomes is available,
some version of it should be included in annual
reports, websites and other forms of communica-
tion. More information about program evaluation
is provided in principle #19.
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The board of directors bears the primary respon-
sihility for ensuring that a charitable organization
fulfills its obligations to the law, its donors, its
staff and volunteers, its clients, and the public

at large. The board must protect the assets of the
organization and provide oversight to ensure

that its Anancial, human and material resources
are used appropriately to further the organization’s
mission. The board also sets the vision and mis-
sion for the organization and estahlishes the hroad
policies and straregic direction that enable the
organization to fulfill ics charicable purpose.

When the board determines that the organization
is ready to add paid staff, the board is responsible

for selecting, over
nating the chief sttt officer. In smaller, un-stafted

eeing, and, if necessary, termi-

organizations, the hoard may have a more direct
role in overseeing and sometimes delivering the
organization’s programs and services. In farger
organizations, the board generally works as a
strategic parrner to the staff leadership in ensur-
ing that the organization meets its goals and
commitments.

Regular meetings provide the chief venue for
board members to review the organization’s finan-
cial situation and program activities, establish and
monitor compliance with key organizacional poli-
cies and procedures, and address issues chat affect
the organization’s ability to fulfill its charitable
mission.

Charirable organizations should ensure that their
governing documents satisfy legal requirements

in establishing rules for board activities, such as
quorum requirements and methods for notifying
board members about meetings. The board should
establish and implement an attendance policy
that requires board members to attend meetings
regularly. Given the time and expense involved in
traveling to meetings, some boards may choose to
conduct their business through conference calls or
forms of online communication that permit mem-
bers to hear and be heard by all other participants.
In such cases, the organization’s governing docu-
ments should specify that such alternative meth-
ods of holding meetings are permitted.

Boards often form committees and authorize them

0 handle some work herween full board meetings.
The organization’s governing documents should
specify whether the hoard may create one or more
such committees. In most states, the faw prohibits
hoards from delegating certain responsibilities to
commirttees, such as dissolving the organization’s
assets; electing or remaving directors; and altering
the organization’s governing documents. However,
committees may investigate and make recommen-
dations on any of these issues, subject to the full
board’s consideration and decision.

While many charitable organizations find it pru-
dent to meet at least three times a year to fulfill
basic governance and oversight responsibilities,
some with strong committee structures, including
organizations with widely dispersed board mem-
bership, hold only one or two meetings of the full
board each year. Foundations that make granss
only once a year may find that one annual meet-
ing is sufficienc.

ND FOUNDAT
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The ideal size of a board depends on many factors,
such as the age of the organization, the nature and
geographic scope of its mission and activities, and
its funding needs. Although a larger hoard may
ensure a wide range of perspectives and expertise,
a very large board may become unwieldy and

end up delegating too much responsihility to an
executive committee or permitting a small group

Boards of charitahle organizations generally strive
to include members with expertise in budget

and financial management, investments, person-
nel, fundraising, public refations and marketing,
governance, advocacy, and leadership, as well as
some members who are knowledgeable about

the charitable organization’s area of expertise or
programs, or who have a special connection to its
constituency. Some organizations seek to maintain
a board that respects the cuirure of and reflects the
community served by the organization. Boards
increasingly are being encouraged 10 be inclusive
of and sensitive to diverse backgrounds when
recruiting board members, in addition to purpose-
fully recruiting board members with expertise and
professional or personal experiences that will be
beneficial to rhe organization.

Because the board must ensure that all financial
matters of the organization are conducted legally,

ethically and in accordance with proper account-
ing rules, it should make every effort to ensure
that ar least one member has “financial literacy”
—that is, the ability to understand financial state-
ments, to evaluare the bids of accounting firms

of board members to exercise substantial control.
Conversely, smaller boards may elicit mote active
participation from each membet, but they should
consider whether their memhers collectively have
the full range of knowledge and experience neces-
sary to inform their decisions, and, if not, provide
opportunities for the board to confer with outside
L‘Xpl.‘rts or 'dd‘v"ig()"y g\‘ﬂ\lps‘ on §PCC5HC matiers.

that may undertake an audit of review and to
assist the board in making sound financial deci-
sions. This need not entail advanced training in
accounting or financial management. If the board
finds irself unable to recruit members with such
skills, it should contract with or seek pro bono
services of a qualified financial advisor, other
than its auditor. to assist the board in its financial
responsibilities.

Organizations should also consider the require-
ments of current and prospective funding sources
regarding the composition of the boards of their
gran[CES.

Some donors to private foundations wish to
involve family members on the boards of their
foundations to ensure that the donors’ philan-
thropic tradition will continue through future
generations. If family members do not have the
necessary expertise and experience, the board may
wish to bring in advisors. The board should also
consider the advantages of diversity and the per-
spective offered by representatives from outside
the family.
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All directors of nonprofit corporations have a
“dury of loyalty” that requires them to put the
interests of the organization ahove their personal
interests and to make decisions they believe are
in the best interest of the nonprofir, Individuals
who have a persanal financial interest in the affairs
of a charitable organizarion may not be as likely
to question the decisions of those who determine
their compensation or fees or to give unbiased
consideration to changes in management or pro-
gram activities,

The founders of a nonprofit corporation some-
times initially rurn to family members and busi-
ness partners to serve on its board of directors, but
interlocking financial relationships can increase
the difficuley of exercising the level of independent
judgment required of all board members. It is
therefore important ro the long-term success and
accountability of the organization that a sizeable
majority of the individuals on the board be free of
financial conflicts of interest.

Boards of direcrors have the authority to delegate
responsibility for maintaining the daily operations
of the organization 1o a chief executive officer,
One of the most important responsibilities of the
board, then, is to select, supervise, and determine
a compensation package thar will attract and

recain a qualified chief executive. The organiza-
tion’s governing documents should require the full

This principle does not apply to private founda-
tions and certain medical research institutions that

aperate under specific legal restrictions regarding
self-dealing transactions, and other charitable
organizations whose articles of incorporation

or trust instruments include special stipulations
regarding hoard composition. For example, an
organization established under the auspices of a
religious institution may be required to include
clergy or other paid representatives of thar institu-
tion on its hoard. A supporting organization may
be required to have representatives of its supported
organizations on irs board. For a complete list

of the types of organizations excluded from this
principle, consult the reference addition of these
principles ac www.nonprofitpanel.org.

When a charitable organization determines that
having a majority of independent board membhers
is not appropriate, the hoard and staff should
evaluate their procedures and meeting formats to
ensure that board members are able ro fulfill cheir
responsibilities to provide independent, objec-
tive oversight of management and organizational
performance.

board to evaluare the performance and approve
the compensation of the chief executive annually
and in advance of any change in compensation.
The board may choose to approve a mulri-year
contract with the CEO that provides for increases
in compensation periodically or when the CEQ
mects specific pedformance measures, bug it is
imporrant thar the board institute some regular
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basis for reviewing whether the terms of that
contract have been met. If the board designates

a separate committee to review the compensation
and performance of the CEQ, that committee
should be required to report its findings and
recommendations to the full board for approval
and should provide any board member with
details, upon tequest. The board should then
document the basis for its decision and be
prepared to answer questions about ir.

When determining the reasonableness of the com-
pensation package paid to the chief executive, the
board should ensure that the individuals involved
in making the compensation recommendation
do not have a conflict of interest with regard 1o
the executive. The board ot its committee should
examine the compensation paid hy similarly situ-
ated organizations, both taxable and non-taxable,
for functionally comparable positons. Many
professional associations prepare regular com-
pensation surveys that can he useful in evaluating
compensation, or the committee may s to
compensation surveys compiled by independent
firms or actual written affers from similar orga-
nizations competing for the executive’s services.
Some organizations may find it diffrcult to locate
salary surveys or other data to establish compa-
rable values for executive compensation within
their geographic area or field of operation, but the
board should still seek objective external data o
support its compensation decisions.

‘When governing boards use compensation consul-
tants o help determine the appropriate salary for
the chief executive, the consultant should report
directly to the board or its compensation commit-
tee and should not be engaged in other business
with or have any conflicts of interest with regard
to the chief executive.

Governing boards are responsible for hiring and
establishing the compensation of the CEQ and for
approving the compensation range of othet per-
sons in a position to exercise substantal control of
the organizaton’s resources. It is the responsthility
of the CEO ro hire and set the compensation of
other staft, consistent with reasonable compensa-
ton guidelines set by the board. If the CEO finds
it necessary to offer compensation that equals or
surpasses his or her own, in order to attract and
retain certain highly qualified and expertenced
staff, the hoatd should review the compensation
package to ascertain that it does not provide an
excess bencfit.

"The hoard or a designated compensation commit-
tee should also review the overall compensation pro-
grﬂnl, inC{Uding Silidl’y I’;mgt‘ﬁ and bt‘,nCﬁ[S Pro\'idﬁd
for particular types of positions, to assess whether
the compensation program is fair, reasonable, and
suffictent to avtract and retain high-qualiry statf.

Concentrating authority for the organization’s
governance and management practices in one or
two people removes valuable checks and halances
that help ensure that contlices of inrerest and other

personal concerns do not take precedence over the
best interests of the organization. Some srate faws
require thar the offices of president and treasurer
he held hy different individuals. Both the board
chair and the treasuter should be independent

of the chief staff executive to provide appropri-
are oversight of the executive’s performance and

t0 make fair and impartial judgments about the
appropriate compensation of the executive.

When the board deems it is in the best interests

of the charitable organization to have the chief
executive officer serve as the board chair, the board
should appoint another board member {(some-
times referred 1o as the “lead direcror”) ro handie
issues that require a separation of dudes, such

as reviewing the responsibilities, performance or
compensation of the chief executive.
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Most people volunteer for boards because of a
commitment to the mission of the organization
and the value of the organization’s work to society.
Yet they may not have the training or information
bduciary

necessary to understand adequately their
responsibiliries or common practices of boards of
charitable organizations.

An effective board orientation process fills this
need by detailing the broad oversight tesponsibili-
ties of the board and the specific legal and echical
responsibilities of individual members. Members
should be made aware of their personal liahility
for the hoard’s actions—or for its failure to take
action~and of the protections available to them.
All board members should receive oral and written
instruction regarding the organization’s govern-
ing documents, finances, program actividies, and
governing policies and practices. Even members

who have served on the boards of other organizations can
hencht from a specific orientation (o cach organization for
which they provide board service. Charitable organizations,
if needed and if funds permit, should provide opportuni-
ties for board members to obtain special training or advice
s. It is also

on fegal and financial issues and responsihili
advisable for an attorney or insurance agent who is
knowledgeable about board liability to explain the legal
protections available to board members, as well as the

options for insurance.

The ongoing process of board education includes ensur-
ing that members have received and reviewed sutficient
information on the issues to be addressed at each board
meeting. Agendas and background matetials should be
distributed far enough in advance of all board meetings so
that all members can be expected to read and consider the
issues prior 1o attending the meeting.

A regular process of evaluating the hoard’s per-
formance can help to identify strengths and
weaknesses of its processes and procedures and to
provide insights for strengthening orientation and
educational programs, the conduct of board and
committee meetings, and interactions with board
and staff leadership. Many boards will find it help-

ful to conduct such a self-assessment annually;
others may prefer a schedule that coincides with
the terms of hoard service or regular long-range
planning cycles. A number of print and online
tools, ranging from sample self-assessment ques-
tionnaires to more complex evaluation procedures,
can help an organization design a board evaluation
or self-assessment process that best meets its needs.

The board should establish cleat guidelines for the duties
and responsibilities of each member, including meeting
attendance, preparation and participation; commitzee
assignments; and the kinds of expertise board members are
expected to have or develop in order to provide effective
governance. Many boards assign responsihility for oversight
of the board evaluation and development function to tbeir
executive committees or to a separate board development
committee. Board members with this responsibility should
be empowered to discuss prohlems of artendance or other
aspects of board performance with individual members

to ascertain whether the problem can be corrected or the
individual needs to resign or be removed from the board.
Removing a non-performing board member generally
requires the action of the full board or, if the organization
has members, the action of the memhership.
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Every charitable organization should determine
whether its best interests are served by limiring
the length of dme an individual may serve on its
board. Some organizations have found that such
limits help in hringing fresh energy, ideas and
expertise to the board through new members.
Others have concluded that rerm limits may
deprive the organization of valuable experience,
continuity and, in some cases, needed support
provided by board members. They believe organi-
zations should rely solely on rigorous board proce-
dures for evaluating board members and removing
those who are not able to fulfill their governance
responsibilities effectively. Some family founda-
tions may decide not to limit board terms if their
donors expressed a wish that family members con-
tinue serving as long as they are willing and able.

Organizations that do limit the terms of hoard
service should consider establishing a staggered
term process that provides a continual How of
new participants while retaining a cadre of more

Regular reviews of the organization’s articles of
incorporation, bylaws and othet governing instru-
ments help boards ensure that the organization is
abiding by the tules it has set for itself and deter-
mine whether changes need to be made to those
instruments. The board may choose w delegate
some of this deliberation to a committee, but

the full board sbould consider and act upon the
committee’s recommendations.

experienced members. Many organizations find 1t useful

to estahlish policies making board members eligible for re-
election after taking a year or more off. It is always valuable
w0 find ways in which memhers who have completed their
service can continue to be engaged in the organization’s
programs and services.

Organizations that choose not to limit the terms of
board service should consider establishing a regular pro-
5 \V}YL’)\'b(\' dl&' i)()(il'd !'Cil“il’ﬂ)s i(s CU!“Y“iUHCn( o [hiS
approach and members actively indicate their desire to
continue serving on the board. Some organizations cre-
ate an alumni council or honorary board to provide an

casy option for hoard members who feel it is time to leave
active service bur still wish w he involved in the organiza-
ton. Others specify the age at which a member must retite
from the board.

Whether or not the organization establishes board term
limits, it is always helpful to have a process for involving
prospective hoard membhers on committees or task forces
until there is an appropriate opening on the boatd.

Most state laws permit the state attorney gen-

eral to file suit asking the court to hold a board
accountable for failure to abide hy the require-
ments set forth in these basic documents. If it
becomes impractical or no longer feasible o carry
out the purposes of the organization as outlined
in its articles of incorporation, the board should
take appropriate action to amend the articles and
to file the amended articles with state ofhcials, as
required. In some instances, a charitable organiza-
don may need court approval to amend its orga-
nizing documents.
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As stewards of the public’s trust and the resources
invested in the organization, board members have
an obligation to ensure that the organization uses
its resources as effectively as possible w advance its
charitable mission. Every board should therefore
set strategic goals and review them annually, gen-
erally as part of the annual budget review process.
This review should address current needs and
anticipated changes in the community or program
area in which the organization operares that may
affect future operations. It should also consider the
HH.H‘(Ci(li Lln(l hurnll” FOSOUTCLS lh(’l\ are ”YC({C&{ o
accomplish the organization’s goals. Such periodic
performance reviews and assessment:

are a
common feature of many self-regulation,
accreditation and funding programs in which
nonpraht organizations participace,

Although some charitable organizations reimburse
expenses related to boatd work, the vast majority
of board members serve witbout compensation.
In fact, board members of public charities often

donate both time and funds to the organization, a
practice that supports the sector’s spirit of giving
and volunteering,

When organizations find it appropriate to com-
pensate board members due to the nature, time or
professional competencies involved in the work,
they musr be prepared to provide detailed docu-
menzarion of the amount of and reasons for such
compensation, including the responsibilities of
board members and the services they provide. Any
compensation provided to board members must
be reasonable and necessary to support the perfor-
mance of the organization in its exempt function.
Compensation paid to board members for services
in the capacity of staff of the organization should

Although discussions of individual program activities and
accomplishments are typical of most board meetings, these
are not a substitute for a more rigorous periodic evaluation
of the organization’s overall impact and effectiveness in
light of goals and objectives that the board has approved.

Because organizations and their purposes differ, it is
incumbent an each organization to develop its own process
for evaluating effectiveness. Most organizations should
have at least an informal review of their progress on goals
and objectives annually, but, because of the time and cost
involved, they may choose to conduct a more rigorous
evaluation less frequently. Even for organizations whose
work is nor propetly measured in one-year increments,

such as scientific research or }’Omh—dcvdopmcnr programs,

wneerint benchmarks can be identified to assess wherher the

work is moving in the right direction.

be clearly differentiated from any compensation
paid for board service.

Board members of charitable organizations are
responsiblﬁ f()l' ﬂSCEn’ﬂ}ning [h«'.l[ any COmpEnSi\—
don they receive does not exceed to a significant
degree the compensation provided for positions in
comparable organizations with similar respons

bilides and qualificarions
compensation consultants to identify comparable
compensation levels, some rely on data available

through national and regional associarions or for-
profit firms, and some conduct their own surveys

Some organizations hire

of compensation paid by similar organizarions.
When they establish their own compensation,
board members generally cannot be considered
independent authorizing bodies and therefore
generally cannot avail themselves of the legal
protections accorded to such bodies.
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A charitable organization must keep complete, curvent, and accurate financial records. lts

board should receive and review timely reports of the organization’s financial activities and
should have a qualified, independent finandial expert audit or review these statements annually
in a manner appropriate to the organization’s size and scale of operations.

Complete and accurate financial statements are

essential for a charitable organization ro fulfill its
legal responsibilities and for its board of directors
to exercise appropriate oversight of the organiza-

don's financial resources. A board that does not

have members with financial expertise should
retain a qualified paid or volunteer accounting

professional to estublish whether financial sys-
tems and reports are organized and implemented
appropriately.

Having financial statements prepared and audiced
in accordance with generally accepted account-
ing principles and auditing standards improves
the quality of tbe information. Each organization
must ensure chat it has its annual financial state-
ments audited or reviewed as required by law in
the states in which it operates or raises funds or as
required by government or private funders. When
an audit is not legally required, a nancial review
offers a less expensive option that stll provides the
board, regulators and the public with seme assur-
ance ()‘: th accuracy (){ d]C ()l‘gd!\i'].ilfi()n‘s ﬁﬂdnk‘iﬂi
records. Many smualler organizations that have

opted to work with an independent accountant
have noted thar the accountant provided invalu-
able guidance.

charitable organization that has its financial
statements independently audited, whether or
not it is legally required to do so, should consider
establishing an audit committee composed of
independent board members with appropriate
financial expertise. By reducing possible conflices
of interest between outside auditors and the
organization’s paid staff, an audit committee can
provide the board greater assurance that the audit
has been conducted appropriatcly. If state law
permits, the board may appoint non-voting, non-
staff advisors rather than board members to the
audit committee.

Organizations with small boards of directors or
limited organizational structures may not choose
to delegate the audit responsibility 1o a separate
committee. Audit commirttees may also be inap-
propriate for charitable organizations that are
organized as trusts rather than as corporations.

The board of a charitable organization must institute policies and procedures to ensure that
the organization (and, if applicable, its subsidiaries) manages and invests its funds responsibly,
in accordance with all legal requirements. The full board should review and approve the
organization’s annual budget and should monitor actual performance against the budget.

Sound financtal management is amonyg the most
important responsibilities of the board of direc-

tors. The board should establish clear policies

to protect the organization’s Ainancial assets and

ensure that no one person bears the sole respon-
sibility for receiving, deposiring, and spending

its funds. Day-to-day accounting and financial

management should be the task of staff or, in

the case of organizations with no or one staff
membher, designated volunteers who have the
necessary time and skills. The board is respon-
sible for reviewing practices and reports to ensure
that those staff or volunteers are adhering to the
board-approved policies.
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The organizadon’s annual budget should reflect
the programs and activities the organization will
undertake in the coming year and the resources

it will need to raise or generate to support those
activiries, Careful review of regular financial
reports showing both budgeted and actual expen-
ditures and revenues will permit the board w0
determine whether adjustments must be made in
spending to accommodate changes in revenues.
Financial reports should also reflect how the orga-
nization bas adhered to any restrictions placed on
funds by donors or grant programs,

Prudent fnancial oversight requires that the board
look beyond monchly or annual financial reports
to consider how the organization’s current finan-
cial performance compares with that of previous
vears and how its financial future appears, [f the

A charitable organization should not provide loans {or the equivalent, such as loan guarantees,

organization’s net assets have been declining over a
period of years, or if future funding seems likely to
change significanty. the board may need wo ke
steps to achieve or maintain stability.

Whenever possible, an organization should generate
enough income to ereate cash reserves for its furure.
When an organization has built sufficient reserves
to allow for investments, the board is responsible for
establishing policies that govern how the funds will
be invested and what portion of the returns, if any,
can be used for immediate operations or programs.
The boards of organizations with sizeable reserves
or endowments generally select one or more inde-
pendent investment managers to handle the organi-
zation’s investments. In those cases, the board ora
committee of the board should monitor the outside
investment manager(s) regularly.

purchasing or transferring ownership of a residence or office, or relieving a debt or lease

obligaticn) to directors, officers, or trustees.

The practice of providing loans to board members
and executives, while infrequent, has created both
real and perceived problems for public charities.
While there may be circumstances in which a
charitable organization finds it necessary to offer
loans to seaff members, there is no justification
for making loans to board members. Federal faws
prohibit private foundarions, supporting organiza-
tions and donor-advised funds from making foans
to substantial contributors, board members, orga-
nization managers and related parties. Many srates

also forbid such loans or allow them only in very
limited circumstances.

When a charitable organization deems it necessary
to provide loans to an employee—for example, to
enable a new employee of a charity to purchase

a residence near the organization’s ofhces—the
terms of such loans should be clearly understood
and approved by the board. Such loans then must
he reported on the organization’s annual informa-
tion rerurns (Forms 990 and 990-PF).
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A charitable organization should spend a significant percentage of its annual budget on
programs that pursue its mission. The budget should also provide sufficient resources for
effective administration of the organization, and, if it solicits contributions, for appropriate

fundraising activities.

Charitable organizations have an obligation to
devote their tesources to the charitable purposes
for which they were granted tax exemption, and
to spend donated funds on the programs and
activities for which the funds were contributed.
At the same time, the successful operation of any
business or organization—including the respon-
sible pursuit of neatly any kind of charitable
purpose—requires effective management and
administration. Administrative activities include
tiﬂ{lﬂ(jil\! [{nd in\'&\'nncn( lnélnélgc[ncn(, Pi.'rs()nntl
services, recordkeeping, soliciting and manag-

ing contracts, legal services, and supporting the
governing body of the organizarion. Not only

do these elements ensure that the organization
complies with all legal requirements, but they also
help provide complete, accurare, and timely infor-
mation 10 donors, the public, and government
regulators.

Charitable organizations rely on other supporrting
services to carry out their missions. Most public
charities have fundraising operations to encourage
potential donors o contribute money, materials
and other assets and to ensure that donors receive
necessary reports about how their contributions
were used. Some public charities also rely on
membership development activities to solicit pro-

spective members, collect membership dues, and
ensure that members receive promised benefies.
Private foundations and some public charities
also have expenses associated with making grants
and conttibutions to other organizations and
individuals.

Quualified personnel are crucial for providing pro-
grams, recruiting and managing volunteers, raising
funds, and ensuring proper administration. The
costs of compensating personnel, including salaries
and benefits, muse be allocared ro the particular
functions they perform for the organization based
on appropriate records.

Some self-regulation systems and “watchdog”
organizations recommend that public charities
spend at least 65 percent of their total expenses
on program activities. This standard is reasonable
for most organizations, but there can be extenuat-
ing circumstances that require an organization

to devote more resources to administrative and
fundraising activities. The board should review
the budget and financial reports to determine
whether rhe organization is allocating its funds
appropriately.
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A charitable organization should establish clear, written policies for paying or reimbursing
expenses incurred by anyane conducting business or waveling on behalf of the organization,
including the types of expenses that can be paid for or reimbursed and the documentation
required. Such policies should require that travel on behalf of the organization is to be

undertalken in a cost-effective manner.

A charitable organization’s travel policies should
be unamhiguous and easy to follow, and should
reflect the organization’s principled judgment
ahout what it considers “reasonahle” expenditures
for individuals who must travel to conduct husi-
ness on its behalf. These policies should include
procedures for properly documenting expenses
incurred and their organizational purpose.

As a general practice, travel policies should ensure
that the business of the organization is carried out
in a cost-effective manner. Decisions on travel
expenditures should be based on how hest to fur-
ther the organization’s charitable purposes, rather
than on the title or position of the person travel-
ing. Charitable funds generally should not be used

for premium or frst-class travel, but boards should
ceain the flexibility to permit exceptions when
they are in the organization’s best interest. Such
exceptions, if any, should be explicit, consistently
applied and transparent o board members and
orhers associated with the organization.

An organization’s policics should reflect the
requirements and restrictions on travel expendi-
wires imposed under current law. The detailed
guidance provided in IRS Publication 463: Travel,
Entertainment, Gift and Car Expenses should
serve as a guide for managers of charitable organi-
zations in avoiding lavish, extravagant or excessive
expenditures.

A charitable organization should neither pay for nor reimburse travel expenditures for

spouses, dependents or others who are accompanying someone conducting business for the

organization unless they, too, are conducting such business.

If, in cerrain circumstances, an organization deems
it proper to cover expenses for a spouse, depen-
dent, or other person accompanying someone on
business travel, the payment generally must, by
law, be treated as compensation to the individual

traveling on behalf of the organization. This prin-
ciple need not apply to de minimis expenses such
as the cost of a meal at organization functions
where participants are inviced to bring a guest.
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Charitable solicitations—whether in print, via
the Internet, over the phone, ot in person—are
often the only contact a donor has with a chari-

table organization. Clear and accurate solicitation
materials help potential contributors to contact
the organization and obtain information necessary
to distinguish an organization with a solid history
of service to the community from one that may
claim a similar name or purpose, but whose fund-
raising appeal is misleading.

A donor has the right to know the name of anyone
soliciting contributions, the name and location of
the organization that will receive the contribution,
a clear description of its activities, the intended
use of the funds to be raised, a contact for obrain-
ing additional information, and whether the
individual requesting the contrihution is acting

as a volunteer, employee of the organization, ot
hired solicitor. (A Donor Bill of Rights, endorsed

by many organizations, is available at

When a donor responds ro a charitable solicitation

with a contribution, he or she has a righr ro expect
that the funds will be used as promised. Solicita-
tions should therefore indicate whether the funds
they generate will be used to further the general
programs and operations of the organization or ro
support specific programs or types of pragrams. A
donor may also indicate through a letter, a written
note on the solicitation, or a personal conversa-
rion wich the solicitor or another official of the
charitable organization how he or she expects the
contribution 1o be used.

In some cases, an organization may not receive

sufficient coneributions to proceed with a given
project or it may receive more donations than it

24

www.nonprofitpanel.org.) Descriptions of
program activities and the fnancial condidon of
the organization must be current and accurate,
and any references to past activities or events

should be dated appropriately.

If an organization is not eligible to receive tax-
deductible contributions, it must disclose this
limitation at the time of solicitation. Similarly, 2
charitable organization that the IRS has recog-
nized as eligible to receive tax-deductible contri-
butions should clearly indicate in its solicitations
how donors may obtain proof of that status.
The charity may post a copy of irs IRS letter of
determination on its website or offer to provide a
copy of the letter to donors who request it. If the
solicitation promises any goods ot services to the
donor in exchange for contributions, the mareri-
als should also clearly indicate the portion of the
contribution (that is, the value of any goods or
services provided) that is not tax-deductible.

needs to carry out that project. If the organization
is unable or unwilling to use the contribution as
stated in its appeal or in the donor's communica-
tion, it has an obligation to contact the donor and
requesr permission to apply the gift to another
purpose or offer to return the gift. Charitable
organizations should strive to make clear in mate-
rials chac solicic contrihutions for a specific pro-
gram how they will handle such circumstances,

A charitable organization should carefully review
the terms of any contract or grant agreement
before accepring a donation. If the organization
will be unable or unwilling to comply with any of
the terms requested by a donor, it should negoti-
ate any necessary changes prior to concluding the
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transaction. Particularly in the case of suhstantial
contributions, the recipient should develop an
A\grt’ﬁfncn( (h(l( SpL’CiHL’S any l’ig’h[.\' 11 may hﬂvc

to modify the terms of the gift if circumstances
warranr. Some charitable organizations include
provisions in their governing documents or hoard

resolutions indicating that the organization rerains
“variance powers,” the right to medify condi-
tions on the use of assets. Such powers should be
clearly communicated to donors through a written
agreement,

Acknowledging donors” contributions is important
not only because of IRS requirements, it also helps
in building donors” confidence in and support

for the activities they help to fund. Organizations
should establish procedures for acknowledging
contributions in a timely manner and for provid-
ing appropriate receipts for cash contrihutions

if requested. Regular updates to donors on the
activities they support is another way to build
trust and loyalty, as is providing ways for contribu-
tors to find more information on their own—say,
through a website, print publications or visits o
the organization’s office.

If the organization has provided goods ot services
o the donor in exchange for or recognition of the
contribution, an acknowledgement must include
a good-faith estimate of the fair market value of
those goods or services—that is, the amount the
donor would have to pay to purchase those goods
or services independently. The cost of the item w
the charitable organization does not determine its

fair market value, although cost may be an impor-
tant factor. Fot example, a hotel may donate the
food served at a hanquet, thus imposing zero cosr
on the charitable organization. But the fair mar-
ket value of a donor’s meal at that hanquet would

not be zero; it would be the price he or she would
have to pay for a similar meal at thar hotel. The
charitable organization does not have to include
information on fair martket value in a donor
acknowledgement if that value is not more than

2 percent of the contribution or $89, whichever
is less. (These are 2007 amounts; the IRS changes
them periodically.)

Te is generally unwise, and may pose a conflice of
interest, for a charitable organization to appraise
the value of gifts of property from taxpayers seek-
ing income tax deductions for such contributions.
Organizations should, however, alert donors

to IRS rules for suhstantiating such claims and
encourage them to seek appropriate tax or legal
counsel when making significant non-cash gifts.

Some charitable contributions have the potential
to create significant problems for an organiza-
tion or a donor. Knowingly or not, contributors
may ask a charity to disburse funds for illegal or
unethical purposes, and other gifts may subject
the organization to liability under environmental

protection laws or other rules. Some rypes of cor-
porate sponsorships or interests in corporate stock
or assets may result in unrelated business income
for a charitable organization. Donors may also face
adverse tax consequences if a charity is unable to

use a gift of property in fulfilling its mission and
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must instead sell or otherwise dispose of the
property socon after the donation is received.

A gift-acceprance policy provides some protection
for the board and staff, as well as for potential
donors, by outlining the rules and procedures by
which an organization will evaluate whether it
can accept a contribution even before an offer is
actually made, The policy should make clear that
the organization generally will not accept any
non-cash gifts that are counter w or outside the

A charitable organization may be legally respon-
sible when those who solicit on its beball engage
in illegal or fraudulent practices. Yet even beyond
ensuring that fundraising practices are lawful
and honest, a cbaritable organization has many
reasons to provide careful training and supervi-
sion to those who solicit donations en its behalf,
The most obvious reason is that they are often a

potential donor’s
contact with the organization. The organization

first, and sometimes only, direet

should therefore ensure that its fundraisers are
respectful of a donor’s concerns and do not use
coercive or abusive language or srrategies ro secure
contributions, misuse personal information about
potential donors, pursue personal relationships
that are suhject to misinterpretation by poten-

tial donors, or mislead potential donors in other
ways. All those who solicit contributions on the
organization’s hehalf, including volunteers, should
be provided with clear materials and instructions

on what information ro provide to prospective
donors, including the organization’s name and
address, how the donor can learn more about the
organization, the purposes for which donations
will be used, whether all or part of the donarion

scope of its mission and purpose, unless the item
is intended for resale or would otherwise produce
needed revenue for the organizarion. Ir should fist
any funding sources, types of contributions, or
conditions that would prevent the organization
from accepting a gift. The arganization should
also consider estahlishing rules and procedures
for determining whether a gift is acceptable and

should identify circumstances under which a
review by legal counsel or other experts would he
required before aceepting a gift.

may be tax-deductible, and who the donor can
contact for furtber informarion.

If a charitable organization decides to use an out-
side professional fund.

L\ing firm or consultant,

it should have a clear contract—as required by
law and guided by goed practice—that oudlines
the responsibilities of the organization receiv-
ing the funds and of the firm or consultant. The
fundraiser must agree to abide by any registration
and reporting requirements of the jurisdictions
in which fundraising will be conducted, as well

as federal restrictions on telephone, email, or fax
solicitations. The charitable organization should
verify that the outside solicitor is registered as
required in any state in which the solicitor will be
seeking contrihutions.

In general, those soliciring funds on behalf of
charities should refrain from giving specific legal,
financial and rax advice to individual donors,
Rather, when such questions arise, fundraisers
should encourage donors to consult their own
legal counsel or other professional advisors before
finalizing a contribution.
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Compensation for fundraising activities should
reflect the skill, effort, and tme expended by

the individual or firm on behalf of the charitable
organization. Many professional associations of
fundraisers prohibir their members from accepting
payment for fundraising activities based on a per-
centage of the amount of charitable income raised
or expected to be raised. Basing compensation on
a percentage of the money raised can encourage
fundraisers to put their own interests ahead of
those of the organization or the donor and may
lead to inappropriate techniques that jeopardize
the organization’s values and reputation and the
donor’s trust in the organization. Percentage-
based compensation may also lead to payments

that could be regarded by legal authorities or per-
ceived by the public as “excessive compensation”
compared to the actual work conducted. Percent-
age-based compensation may also be skewed by

unexpected or unsolicited gifts teceived by the
charitable organization through no effort of the
fundraiser.

A similar logic applies to employees. Some chari-
table organizarions choose o provide bonuses to
employees for exceptional work in fundraising,
administrative, or program activities. If so, the
critetia for such bonuses should be clearly based
on the quality of the work performed, rather than
on a percentage of the funds raised.

Preserving the crust and support of donors
requires that donor information he handled with
respect and confidengality to the maximum excent

permitted by faw. Charitahle organizations should
disclose to doners whether and how their names
may be used, and provide all donors, at the time
a conrriburion is made, an easy way to indicare
that they do not wish their names or contact
information to be shared ourside the organiza-
tion. In all solicitation and other promotional
materials, organizations should also provide a
means, such as a check-off box or other “opt-out”
procedure, for donors and others who receive
such materials to request thar their names be
deleted from similar mailings, faxes or electronic
communications in the future. The organization
should immediately remove a donor’s name from

any lists upon request and should ensure thar all
donors at least once a year are provided informa-
tion about how they may request thar their names
and conract information nor be shared outside the
organization.

Organizations that gather personal information
from donors and other visitors o their websites
should have a privacy policy, easily accessihle

from those websites, that informs visitors to the
site what information, if any, is being collected
abour them, how the informarion will be used,
how to inform the organization if the visitor does
not wish personal information shared outside the
organization, and what security measures the char-
ity has in place to protect personal informarion.
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Chairman WAXMAN. I thank all of you for coming today. That
concludes our hearing. We stand adjourned.

[Whereupon, at 1:05 p.m., the hearing was concluded.]

[Additional information submitted for the hearing record follows:]
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In the Matter of December 18, 2007 Letter of Invitation by the
United States House of Representatives Oversight Committee to
Richard Viguerie, Chairman, American Target Advertising, Inc. to
Produce Documents on January 7, 2008, to be Interviewed, and to
Testify on January 17, 2008

Objection of American Target Advertising, Inc, to Production and Disclosure of

Trade Secrets and Other Confidential, Proprietary Information, and on
Constitutional Grounds

American Target Advertising, Inc. (ATA) hereby objects to the above-referenced
invitation and request for information (the “Request”) on the grounds, and to the extent,
that it would require disclosure of ATA’s trade secrets and other confidential, proprietary
information. Such confidential information is not only protected at law, but is subject to
confidentiality agreements between ATA and its nonprofit clients. The indiscriminate,

blanket Request also raises some serious constitutional and jurisdictional concerns.

1. The Request Would Require Disclosure of Trade Secrets and Other Confidential,
Proprietary Information

ATA is a direct marketing agency that provides direct marketing, fundraising,
consulting and related services to nonprofit organizations, political committees and other
entities that may solicit contributions from the general public.

ATA objects to the Request on the grounds that some information under the
Request constitutes trade secrets and other confidential, proprietary information of ATA.!
ATA and its nonprofit client, Help Hospitalized Veterans (HHV), for example, are
contractually bound by confidentiality provisions that read as follows:

The parties agree to keep confidential all information about Client’s direct
response programs and Housefile composition, and all the respective
parties’ trade secrets, techniques and strategies made known to the other
by operation of this Agreement, except as necessary to be made known to
vendors, agents and others to fulfill the operations under this Agreement.

! The Request extends to nonprofit clients and past clients of ATA that are not veterans’ charities,
and the data sought are therefore beyond the scope and purposes of the Committee’s December
13, 2007 hearing on veterans’ charities.

e

m
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Disclosure of trade secrets and other confidential, proprietary information would
constitute a breach of contract. ATA finds no authority that authorizes Congress to use
its investigation powers to induce private parties to breach their contracts, and the
Request makes no showing of such authority .2

ATA’s contracts contemplate that it will provide various services based on its
unique expertise that it first pioneered beginning in 1965 and which it has continued to
pioneer.’ One of the market niches and unique selling points of ATA is that it knows
how to quickly develop large files of small-dollar donors and other respondents for its
clients using direct marketing techniques. ATA has continued to develop with protection
and security those techniques over its 42 years in business. The methods, strategies and

research techniques by which ATA selects lists and uses components of list selects within

% The Committee sought information from HHV, including its contracts, which are also publicly
available anyway. Therefore ATA presumes the Committee is fully aware of confidentiality
provisions, and that its Request constitutes a forced breach of a private contract to the extent the
Request covers trade secrets.

* Germane provisions in ATA’s contracts include the following examples:

WHEREAS, ATA has extensive experience in consulting for the design and
development of creative direct response membership, fundraising, and
educational materials for the fundraising and educational efforts conducted by
national non-profit organizations.

Client hereby retains the services of ATA and/or its affiliates, assigns,
successors, subcontractors and/or designees, with prior approval from Client of
any and all assignments, of ATA (hereinafter ‘ATA’) to act as the direct
marketing and fundraising consultant to Client in Client's conduct of its
communications with the general public (hereinafter “prospect mailings™), and
with Client's members, contributors, supporters and contacts (hereinafter
"housefile mailings"). Respondents to such mailings shall be combined into a list
containing Client's members, contributors, supporters, contacts and all related
information (hereinafter "House File").

Client acknowledges that it has been advised by ATA of the nature of expense
which tax exempt organizations commonly incur in the accumulation of a donor
base. Client acknowledges that the initial cost of accumulating the Client House
File may exceed the proceeds realized. Client further acknowledges that
decisions as to selection of packages, timing, lists, are affected by national and
international events, current affairs, recession, inflation and other unknown
developments and may have an unforeseen impact on the success of any
program,
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such lists is vital to its business model, the exposure of which could irreparably harm
ATA financially and put ATA and its clients at a disadvantage with competitors and the
general direct marketing and fundraising marketplace.

Since the methods by which ATA advises its clients, and selects lists and their
components are critical underpinnings of ATA’s method of business, ATA takes serious
precautions and security measures to protect those trade secrets. Exposure of such trade
secrets could also harm its existing clients, which rely extensively on ATA’s business
methods and trade secrets for the success of the services provided by ATA. ATA is not

just entitled to protect its trade secrets; it is obligated to.

II. The Constitution Appears to Bar All or Portions of the Request

The face of the Request does not state the purpose of the Request, therefore ATA
reserves the right to further object to whether the Request constitutes a legitimate
exercise of congressional power under Article I of the United States Constitution, and
whether the Request is issued based on a substantial government interest. However,
ATA shall generally note that the investigative powers of Congress and government in
general are not absolute. Objections to government subpoenas based on the likelihood
that First Amendment rights would be violated by compelled disclosure may be sufficien
to quash the subpoena or parts thereof.’

It is also well settled that charitable solicitations, which are a major focus of the
Request, are protected by the First Amendment. Four times in the past 27 years the
Supreme Court has made clear that

“Prior authorities . . . clearly establish that charitable appeals for funds . . .
involve a variety of speech interests — communication of information, the
dissemination and propagation of views and ideas, and the advocacy of
causes — that are within the protection of the First Amendment . . . {and]

It is hardly a novel perception that compelled disclosure of affiliation with groups engaged in
advocacy may constitute as effective a restraint on freedom of association as [other forms of
government action that] were thought likely to produce upon the particular constitutional rights
there.” NAACP v. Alabama, 357 U.S. 449, 462 (1958). “We think that the production order, in
the respects here drawn in question, must be regarded as entailing the likelihood of a substantial
restraint npon the exercise by petitioner’s members of their right to freedom of
association.” Jd. (emphasis added).
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that without solicitation the flow of such information and advocacy would

likely cease.”

Secretary of State v. Munson, 467 US 947, 959 - 960 (1984), citing Schaumburg v.
Citizens for Better Environment, 444 US 620 (1980). The same First Amendment
protections apply to charities’ solicitation communications that are made as part of
services rendered by professional agents hired by charities, and high-costing fundraising
is constitutionally protected. See, for example, Illinois v. Telemarketing Associates, Inc.,
538 US 600 (2003); and Riley v. National Federation of the Blind, 487 US 781 (1988).°

The Committee should not mistake ATA’s constitutional objections, nor should
any third party use them irresponsibly, to suggest that ATA is being obstreperous. ATA
of course does not suggest that no aspects of charities’ works are subject to Article [
review by Congress. ATA, however, respectfully notes that the Committee is entering
areas that merit constitutional considerations, and where the Supreme Court has applied
“exacting,” 1.e., the strictest, scrutiny.

The indiscriminate and blanket sweep of the Request appear to exceed the
Committee’s Article I authority, which is further limited by the First Amendment and
Fourth Amendment’s protections against unreasonable searches and seizures of papers
and effects. That one witness may have failed to appear before the Committee is not
grounds for the Committee to violate the First and Fourth Amendment rights of others.

Given that congressional investigations themselves can be intimidating, time-
consuming, and expensive prospects for witnesses, ATA’s concerns are that unless
prospective witnesses in similar circumstances make proper objections, such
investigations can become means to chill protected speech and even silence critics of
government. The nonprofit sector is well known for being an effective critic of
government, and without the First Amendment is highly susceptible to investigations

meant to intimidate and coerce silence. “The general proposition that freedom of

5 The Supreme Court “rejected the State’s argument that restraints on the relationship between the
charity and the fundraiser were mere ‘economic regulations’ free of First Amendment
implication.” Riley, at 788, citing Schaumburg. “[A] direct restriction on the amount of money a
charity can spend on fundraising activity . . . [is] a direct restriction on protected First
Amendment activity . . . [subject to] exacting First Amendment scrutiny.” Riley, at 788 — 789
(emphasis added).
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expression upon public questions is secured by the First Amendment has long been
settled by our decisions.” New York Times v. Sullivan, 376 US 254, 269 (1964). The
“debate on public issues should be uninhibited, robust, and wide-open, and that it may
well include vehement, caustic, and sometimes unpleasantly sharp attacks on government
and public officials.” Id., at 270.

The petitioners in NAACP v. Alabama (see footnote 4 herein) did not assert a right
to absolute immunity from government investigation, nor a right to disregard laws based
on First Amendment protections, and they substantially complied with the production
order.’ That matter predated the Supreme Court’s four decisions on the First Amendment
protections for fundraising noted above.

In this matter, the indiscriminate and blanket Request targeted at charitable
solicitations appears to be beyond the Committee’s Article I authority, which authority is
further and expressly limited by the First Amendment. The December 13 hearing on
veterans’ charities made this clear: in direct contravention of the standards expressed
four times by the Supreme Court in the past 27 years, the Committee is not merely
seeking to chill First Amendment rights by intimidating witnesses, but is actually

attempting to censor certain charities.

III. The Legal Standard under Ashland Qil about Whether Congress May Compel
Disclosure of Trade Secrets

Compelled disclosure of trade secrets under a congressional demand was the
principal subject of Ashland Oil, Inc. v FTC, 409 F.Supp 297 (D.D.C)), aff'd, 548 F.2d
997 (D.C. Cir. 1976). In that matter, Ashland Oil, Inc. (“Ashland”) had provided the
Federal Trade Commission (FTC) data that included information Ashland claimed was
“confidential and of a proprietary nature, such that disclosure would result in competitive
injury.” Id., at 300. Ashland provided the information to the FTC “with the specific
reservation that [Ashland] could claim its right to have materials therein provided

‘accorded confidential treatment and be protected from disclosure.’” Id.

€357 U.8. 449, 463.
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A Member of Congress, and later a congressional subcommittee, sought
production of Ashland’s information from the FTC. The Secretary of FTC himself
objected on the grounds that the request sought data that included “trade secrets and
commercial or financial information . . . which were exempt from mandatory disclosure
under the Freedom of Information Act.” Id.

The court in Ashland Oil cites to the Restatement of Torts that “[a] trade secret
may consist of any formula, pattern, device or compilation of information which is used
in one’s business, and which gives him an opportunity to obtain an advantage over
competitors, who do no know or use it . . .” Id., at 303, citing 4 Restatement of Torts
section 757, p. 5 (1939). The court also cites to factors that may assist a court in
determining whether particular data rises to the level of a trade secret:

(1) the extent to which the information is known outside of his business;

(2) the extent to which it is known by employees and others involved in

his business; (3) the extent of the measures taken by him to guard the

secrecy of the information; (4) the value of the information to him and to

his competitors; (5) the amount of effort or money expended by him in

developing the information; (6) the ease or difficulty with which the

information could be properly acquired or duplicated by others.

Id.

The court then reviewed the investigatory power of Congress, noting, “[a]lthough
the investigatory power is ‘penetrating and farreaching in scope’ (internal cites omitted) it
is not unlimited . . . Hence, the parameters of the inquiry may be no broader than the
‘legitimate sphere of legislative activity.”” Id., at 304 (internat cites omitted).

Citing to the standards set forth in Wilkinson v. United States, 365 U.S, 399, 408 -
09 (1961), the court in Ashland Oil said:

(1) The Committee’s investigation of the broad subject matter area must
be authorized by Congress; (2) the investigation must be pursuant to “a
valid legislative purpose™; and (3) the specific inquiries involved must be
pertinent to the broad subject matter areas which have been authorized by
Congress.

Ashland Oil, at 305. As noted above, the Request fails to state its purposes. ATA
therefore cannot discern whether the Request meets the standards sets forth in Wilkinson

as cited by the court in Ashland Oil.
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In determining whether Ashland could obtain the injunctive relief of quashing the
subpoena, the court relied on four factors, to-wit:

(1) Has the petitioner made a strong showing that [he] is likely to prevail
on the merits? . . . (2) Has the petitioner shown that without such relief, it
would be irreparably injured? . . . (3) Would issuance of a stay
substantially harm other parties interested in the proceeding? . . . (4)
Where lies the public interest?

Id., at 307, citing Virginia Petroleum Jobbers Association v. Federal Power Commission,
104 U.S.App.D.C. 106, 259 F.2d 921, 925 (1958).

IV. Disclosure of Trade Secrets Could Cause Irreparable Harm to ATA

The irreparable injury and public interest standards are of particular importance to
ATA, and it is especially here where the facts of the present matter may be distinguished
from those in Ashland Oil. Ashland feared that public disclosure of its trade secrets
would result if the FTC were to provide the information to the congressional
subcommittee and in particular its chairman, whom Ashland aileged to have improperly
disclosed other trade secrets to the public that were obtained under his official
congressional duties. Ashland claimed that the potential public disclosure of its trade
secrets obtained by the congressional subcommittee would cause irreparable injury. The
court, though, explained away that concern:

the transfer of such data from the FTC to the Subcommittee and the

Subcommittee’s review of that information, does not lead inexorably to

either public dissemination or disclosure to Ashland’s competitors.

Moreover, the courts must presume that the committees of Congress will

exercise their powers responsibly and with due regard for the rights

of affected parties.

Ashland Qil, at 308 (emphasis added).

Members of Congress and campaign committees on which some Members sit
engage in fundraising solicitations to the general public. Knowingly or not, many
employ methods and techniques first pioneered and/or developed by ATA. ATA has
been retained by Members of Congress or their challengers for their campaign

communications and solicitations. Former ATA employees have gone on to be
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employees of national political committees and fundraising consultants for Members of
Congress or their challengers.

Members of Congress are squarely in the category of the many competitors --
ranging from professional fundraisers to charities to political committees -- from whom
ATA wishes to protect its trade secrets and confidential, proprietary information. These
trade secrets give ATA the opportunity of advantage over the marketing and fundraising
solicitations used by those competitors. The communications of ATA’s clients go to
many citizens who receive fundraising requests from Members of Congress and
congressional campaign committees such as the Democratic and Republican
Congressional Campaign Committees. Virtually every day ATA and its clients are
competing with Members of Congress, some or even many of whom employ direct
marketing techniques that ATA first brought to political, charitable and cause-related
marketing and fundraising.”

ATA is especially well known for building files for grassroots organizations
through well-targeted communications that seek low-dollar contributions. Its expertise in
strategy and list selection, therefore, is vital to its business model. While lists on the
market are obviously available to nearly all who solicit contributions, not all who solicit
know how to use them in the manner that ATA does. The information sought in the
Request would disclose information about ATA’s formulae, patterns, devices and
compilations of information regarding how ATA makes its decisions and
recommendations about which lists to use, the dollar selects within those lists, etc., the
strategies of how and when its clients should mail certain communications, and suggested
quantities.

The disclosure sought by the Request would also expose ATA’s strategies about
the timing of prospect (donor acquisition) mailings versus housefile mailings. Those,

too, are protected trade secrets. Especially given the fact that lists are generally available

" This is of an even greater concern for other nonprofit organizations that may be critical of
Congress, and where the temptation may be greater for Congress to use its powers to discourage,
suppress or even censor criticism. In essence, then, the fundraising communications of many
nonprofits not only compete for attention against the fundraising communications of Members of
Congress, they may even be saying things that some or many Members would prefer not be said.
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in the market, ATA’s proprietary and confidential strategies distinguish it from its
competitors.

ATA is justified in its desire and need to prevent exposure of such proprietary
information to amy competitor or potential competitor. The glut of candidate solicitations
means that ATA’s experience in political direct mail is especially valuable to its
nonprofit clients, where well-timed solicitations can make the difference between netting
and losing money. Exposure of ATA’s timing and other trade secrets could be of great
value to political candidates and congressional campaign committees that even Members
of the Oversight Committee chair.

Since Members of Congress are in fact in the category of ATA’s competitors, and
disclosure could cause irreparable injury, ATA’s objection is not a matter of its seeking
to obstruct the Committee’s investigation, but to protect its valuable information as it
would in any commercial context.

Were ATA to seek injunctive relief, it would likely prevail on the merits. Such
injunctive relief would net substantially harm other interested parties; it would in fact
serve to protect its clients’ and ATA’s trade secrets and First Amendment rights in the
conduct of charitable solicitation communications.

Given the fact that the Request smacks squarely on issues protected by the First
Amendment, and Congress appears to have no, or certainly limited, Article I authority to
regulate charitable solicitations, the public interest prong under Ashland QOil and Virginia
Petroleum Jobbers favors ATA. This matter is therefore further distinguished from
Ashland OQil. ATA respectfully suggests under the public interest prong, the Request, as
it pertains to charitable solicitations, is at least constitutionally suspect on its face, and the
indiscriminate, blanket sweep of the Request is at least in part precluded by the First

Amendment.

V. Further Cause for This Objection

ATA questions whether the Committee has jurisdiction over certain matters that

are the subject of the Request. Charitable solicitations are not government programs.

The fundraising is not subsidized by federal funds.
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Members’ “informative” mail to their constituents under franking privileges is in
fact “advertising” subsidized by taxpayers. Members’ own campaign committees are tax-
exempt, yet Members are not subject to the same disclosure requirements as charities.
Members need not obtain and make public audited financial statements prepared by
independent certified public accountants under AICPA standards. Their fundraising
contracts are not required to be made public. Although Members do not disclose their
costs of fundraising ratios, those ratios are lowered because Members host fundraising
events at which lobbyists and industry political action committees pay large sums, often
for access or other reasons. Since ATA has done work for both political and charitable
clients, ATA is fully able and prepared to discuss the fundraising cost, practices and
disclosure requirements for candidate and other political committees.

Congressional hearings on matters involving charitable solicitations must give
due regard to the fact that the First Amendment limits the government’s interceding in
private communications among the people, the right of people to associate with causes,
and even the important and sometimes prescient role that individuals or associations of
individuals play in promoting causes, and alerting, informing and educating the public
about policy and other matters. “The very purpose of the First Amendment is to
foreclose public authority from assuming a guardianship of the public mind through
regulating the press, speech and reli gion.”®

Past congressional committees have, to be frank, irresponsibly caused harm to
purveyors of direct mail fundraising solicitations in contravention of the constitutional
issues raised herein. ATA has legitimate concerns of potential congressional meddling in
matters protected squarely by the First Amendment, and for that reason alone this
Objection merits serious consideration about limitations on the Request.

Therefore, ATA must urge the Committee to use the information garnered in
response to the Request only for legitimate Article I reasons, and not for any other
reason, including for the benefit of any individual Members or third parties. And
certainly ATA needs to be assured that the Committee will not divulge its trade secrets to
the public and its other competitors. ATA shall for now assume the good faith and honor

of all Members of the Committee in those regards, but of course reserves its rights to seek

8 Riley, at 791.

10
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injunctive relief if those guarantees and protections are violated or ATA perceives that
those safeguards may be violated.

Direct mail, while more expensive than Internet and some other forms of
communication, is the second most widely used form of advertising in the United States,
even outside the context of charitable solicitations, for one very important reason: it
works. In the context of cause-related marketing and fundraising, direct mail is
especially important because it not only allows organizations to solicit contributions to
sustain themselves, but is a medium by which organizations can explain in relatively
good detail medical, religious, social, political, patriotic and other causes and needs.” It
is a form of print publication, and therefore protected by the First Amendment freedom of

the press.

VI. Conclusion

Although ATA could seek injunctive relief to block disclosure as noted herein,
ATA instead respectfully urges the Committee to accord the information it is provided
pursuant to its Request with due regard to, and respect for, the points raised in this
Objection. ATA reserves all rights, claims, and causes of action, including those based

on jurisdictional and constitutional considerations.

Respectfully submitted,

President of Corporate and Legal Affairs

American Target Advertising, Inc.

9625 Surveyor Court, Suite 400

Manassas, VA 20110

Ph: (703) 392-7676

Fax: (703) 392-7654

mfitzgibbons@americantarget.com December 24, 2007

? Direct mail is an especially important means of communication and fundraising for entities that
do not (1) accept government or taxpayer financing, or (2) private foundation financing, but only
rely on contributions, especially low-dollar ones, from the general public.

11
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Testimony of David J. Harr, Ph.D, CPA
Before the Committee on Oversight and Government Reform,
United States House of Representatives
January 17, 2008

Thank you for the opportunity to inform the Committee about accounting and financial reporting
standards for costs of not-for-profit organizations. Below is an overview of when cost allocation is
appropriate, emphasizing the circumstances when not-for-profit activities include fund raising. Cost
allocation matters because it affects the mathematical calculations (i.e., fund raising expenses as a
percentage of contributions raised; program expenses as a percentage of total expenses) upon which a
charity’s “efficiency” is evaluated by users of financial statements and IRS Form 990 filings. My
comments are based on my research and experience as a professor teaching not-for-profit accounting
and reporting, an author of books and materials on cost allocation, and a consultant on cost allocation in
the private scctor.

In general, cost allocation is a process used to help provide information about the costs of activities and
functions as well as the products and services delivered by any organization to enable users of that
information to make informed decisions. Activities of not-for-profit organizations generally fall into
functional expense categories of (1) program services, (2) management and general, and (3) fund
raising.

Program services are those activities that result in goods and services being distributed to beneficiaries,
customers, or members that fulfill the purposes or mission for which the organization exists. Those
services are the major purposes for, and the major outputs of, the organization and often relate to severa
major programs. For example, a large university may have programs for student instruction, research,
and patient care, among others. Similarly, a health and welfare organization may have programs for
health or family services, research, disaster relief, and public education, among others.

Management and general activities include oversight, business management, general record keeping,
budgeting, financing, and related administrative activities, and all management and administration
except for those involving program services or fund raising activities.

Fund raising activitics include publicizing and conducting fund raising campaigns; maintaining donor
mailing lists; conducting special fund raising events; preparing and distributing fund raising manuals,

instructions, and other materials; and conducting other activities involved with soliciting contributions
from individuals, foundations, government agencies, and others.

In most instances, not-for-profit organizations are required to allocate costs to these three activities and
report them as functional expenses when preparing financial statements in accordance with Generally
Accepted Accounting Principles (referred to as GAAP) for extemnal users such as donors, creditors, and
regulatory and oversight organizations. GAAP in the United States are established by the Financial
Accounting Standards Board (FASB) and the American Institute of Certified Public Accountants
(AICPA) through due process that includes public comments on exposure drafts of proposed standards.

GAAP recognizes that techniques for allocating costs are common in general-purpose accounting and
reporting, managerial accounting, tax accounting, and contract accounting of all entities. Thus,
organizations may use existing cost allocation systems to provide the information necessary to prepare
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financial statements in accordance with GAAP. In short, allocation is a mainstream, bedrock accounting
RN
principle.

Not—for-profit organizations classified as 501(c)(3) and 501(c)(4) organizations under IRS regulations
arc generally required to file the Return of Organization Exempt From Income Tax (Form 990) and must
report program, management and general, and fund raising expenses in Part II of the Form 990. This
display generally corresponds to the requirement of GAAP for voluntary health and welfarc
organizations, which include 501(c)(3) organizations, to provide a functional expense statement as part
of their external financial reports. For IRS reporting the organization's normal accounting method should
be used. The amounts reported should be accurate and the method of allocation documented in the
organization's records. Thus, again cost allocation is crucial to the reporting of program, management
and general, and fund raising expenses on the Form 990 which is used extensively by oversight
organizations to evaluate charities.

Not-for-profit organization activities that raise funds though direct mail present a special case for cost
allocation. A direct mail package often includes materials that relate to both program and fund raising
activities. In such a situation the direct mail is, in accounting terms, referred to as a joint activity. The
costs of joint activities must be reported in external financial statements in accordance with GAAP,
specifically AICPA Statement of Position (SOP) 98-2,” Accounting for Costs of Activities of Not-for-
Profit Organizations and State and Local Governmental Entities That Include Fund Raising”. SOP 98-2
was promulgated in 1998 after two exposure drafts and six years of development. The SOP provides the
general acceptance of respondents regarding the presentation and disclosure of costs of joint activities in
external financial statements.

SOP 98-2 reflects the accounting profession’s most recent refinement of allocation principles for joint
activities in not-for-profit organizations. In 1964, the primary purpose rule predominated. This rule
required all costs of materials and activities that included a fund raising appeal to be recorded as fund
raising costs except the direct costs of educational materials. In 1978, AICPA Statement of Position
(SOP) 78-10 moved away from the primary purpose rule and provided that when an organization
eombined the fund raising function with a program function, the costs were allocated to the program and
fund raising categories on the basis of the use made of the materials or aetivity. The content of the
material, the reasons for its distribution, and the audience to whom it is addresscd wcre the factors used
to determine the use made of the material. In 1987, AICPA Statement of Position (SOP) 87-2 provided
criteria of purpose, audience, and content to determine when costs incurred for materials and activities
that serve program or management and general as well as fund raising purposes should be allocated and
reported as functional expenses.

Because it presumes that all costs of a joint activity such as a direct mail package are 100% fund raising
unless certain criteria are met, SOP 98-2 is a very restrictive standard. A not-for-profit organization must
provide documentation that some costs associated with the activity are in fact program expenses before
allocation is required. To do so requires analysis-and tests of the activity’s purpose, audience, and
content. If all the tests are passed, then a portion of the activity’s expenses should be allocated to the
program category. Excerpts from SOP 98-2 with detailed description of the criteria and a flow chart that
depicts the tests necessary to determine when the costs of joint activities should be allocated are
provided in Attachment I.

"Not-for-profit organizations must also follow allocation principles when submitting reports of costs
incurred under Federal awards including grants, cooperative agreements, cost reimbursement contraets
and other arrangements, See OMB Circular A-122 — Cost Principles for Nonprofit Organizations.

2
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Because of the wide range of not-for-profit activities, in general, GAAP does not prescribe any
particular method (i.e., formula) on how to allocate costs. For joint costs, SOP 98-2 neither specifies nor
prohibits the use of any particular cost allocation method, but indicates the cost allocation methodology
used should be rational and systematic, result in an allocation of joint costs that is reasonable, and be
applied consistently given similar facts and circumstances. The SOP illustrates three methods to
allocate joint costs of an activity. They include thc stand-alone method, the relative direct cost mcthod,
and the physical units method.

The stand-alone method allocates the joint costs of a joint activity to each category of program,
management, and general, and fund raising expense in proportion to the stand-alone cost of
accomplishing the joint activity independently of the program, management and general, and fund
raising components of the joint activity (assuming it would be possible to do so).

The relative direct cost method uses direct costs incurred for program, management, and general, and
fund raising to allocate the joint costs of the joint activity to each category of program, management, and
general, and fund raising expense on the basis of the relative total direct costs incurred for program,
management, and general, and fund raising activities. The direct method is commonly used by not-for-
profit organizations.

The physical units method allocates the joint costs of a joint activity to each category of program,
management and general, and fund raising in proportion to the number of units within the joint activity
that can be related to each category. For a direct mail package, this could be the number of lincs of copy
in the mailing devoted to each category - program, management and gencral, and fund raising. The
percentage of lines devoted to each is used to allocate the joint costs incurred.

A more detailed description of these methods is included in Attachment II.

When a not-for-profit organization allocates joint costs, it should disclose in the notcs to the financial
statements the types of activities for which joint costs have been incurred; a statement that such costs
have been allocated; and the total amount allocated and the portion aliocated to each functional expense
category. Similarly, the organization should report on its Form 990 whether SOP 98-2 is being followed
and the amounts of joint costs allocated to program scrvices, management and general, and fund raising
categories.

Thus, cost allocation is a process employed by all organizations - both for-profit and not-for-profit - to
provide information useful to interested parties for decision-making. Current guidance reflects general
acceptance of existing practices for not-for-profit organizations as to when and how to allocate costs to
functional cxpense categories. Because of its importance, GAAP, the IRS, and OMB require not-for-
profit organizations to allocate costs to fulfill reporting requirements. Thus, to not allocate costs when
required would not only fail to provide information useful to compare and contrast the financial
performance of not-for-profit organizations but also would result in lack of compliance with existing
standards, laws, and regulations. Finally, it would misrepresent the purposes of costs incurred by an
organization by overstating some types of expenses and understating others.

I would be pleased to address any questions regarding cost allocation practices by not-for-profit
organizations.
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Attachment 1
Excerpts from Statement of Position (SOP) 98-2

Statement of Position 98-2, Accounting for Costs of Activities of Not-for-Profit Organizations and
State and Local Governmental Entities That Include Fund Raising March 11, 1998

NOTE
Statements of Position on accounting issues present the conclusions of at least two-thirds of the
Accounting Standards Executive Committee, which is the senior technical body of the Institute
authorized to speak for the Institute in the areas of financial accounting and reporting. Statement on
Auditing Standards No. 69, The Meaning of Present Fairly in Conformity With Generally Aecepted
Accounting Principles, identifies AICPA Statements of Position that have been cleared by either the
Financial Accounting Standards Board (for financial statements of nongovernmental cntities) or the
Govemnmental Accounting Standards Board (for financial statements of state and local governmental
entities), as sources of established accounting principles in category & of the hierarchy of generally
aecepted accounting principles that it establishes. AICPA members should eonsider the accounting
principles in this Statement of Position if a different accounting treatment of a transaction or event is not
specified by a pronouncement covered by Rule 203 of the AICPA Code of Professional Conduct. In
such circumstances, the accounting treatment specified by this Statement of Position should be used, or
the member should be prepared to justify a conclusion that another treatment better presents the
substance of the transaction in the circumstances.

Summary

This Statement of Position (SOP) applies to all nongovernmental not-for-profit organizations (NPOs)
and all statc and local governmental entities that solicit contributions.

This SOP requires —

« If the criteria of purpose, audience, and content as defined in this SOP are met, the costs
of joint activities that are identifiable with a particular function should bc charged to that
function and joint costs should be allocated betwecn fund raising and the appropriate
program or management and general function.

» Ifany of the criteria of purpose, audience, and content are not met, all costs of the activity
should be reported as fund raising costs, including costs that otherwise might be
considered program or management and general costs if they had been incurred in a
different activity, subject to the exception in the following sentence. Costs of goods or
services provided in exchange transactions that are part of joint activitics, such as costs of
direct donor benefits of a special event (for example, a meal), should not be reported as
fund raising.

« Certain financial statement disclosures if joint costs are allocated.

» Some commonly used and acceptable allocation methods are described and illustrated
although no methods are prescribed or prohibited.

Introduction

Somc nongovernmental not-for-profit organizations (NPOs) and some state and local governmental
entities, such as governmental colleges and univcrsities and governmental health care providers, solicit
support through a varicty of fund raising activities. These activities include direct mail, telephone

4
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solicitation, door-to-door canvassing, telethons, special events, and others. Sometimes fund raising
activities are conducted with activities related to other functions, such as program activities or
supporting services, such as management and general activities. Sometimes fund raising activities
include components that would otherwise be associated with program or supporting services, but in fact
support fund raising.

Extcrnal users of financial statements including contributors, creditors, accreditation agencies, and
regulators want assurance that fund raising costs, as well as program costs and management and general
costs, are stated fairly. - .

This SOP establishes financial accounting standards for accounting for costs of joint activities. In
addition, this SOP requires financial statement disclosures about the nature of the activities for which
joint costs have been allocated and the amounts of joint costs.

Scope

This SOP applies to all nongovernmental NPOs and all state and local governmental entities that solicit
contributions

Conclusions
Accounting for Joint Activities

If the criteria of purpose, audience, and content are mct, the costs of a joint activity that are identifiable
with a particular function should be charged to that function and joint costs should be allocated between
fund raising and the appropriate program or management and general function. If any of the criteria are
not met, all costs of the joint activity should be reported as fund raising costs, including costs that
otherwise might be considered program or management and general costs if they had been incurred in a
different activity, subject to the exception in the following sentence. Costs of goods or services provided
in exchange transactions that are part of joint activities, such as costs of direct donor benefits of a specia
event (for example, a meal), should not be reported as fund raising.

Purpose

The purpose criterion is met if the purpose of the joint activity includes accomplishing program or
management and general functions.

Program functions. To accomplish program functions, the activity should call for specific action by the
audience that will help accomplish the entity's mission. For purposes of applying the guidance in this
SOP, the following are examples of activities that do and do not call for specific action by the audience
that will help accomplish the entity's mission:

« An entity's mission includes improving individuals' physical health. For that entity, motivating the
audience to take specific action that will improve their physical health is a call for specific
action by the audience that will help accomplish the entity's mission. An example of an
activity that motivates the audience to take specific action that will improve their physical
health is sending the andience a brochure that urges them to stop smoking and suggests
specific methods, instructions, references, and resources that may be used to stop smoking,.

» An entity's mission includes educating individuals in areas othcr than the causcs, conditions,
needs, or concerns that the entity’s programs are designed to address (referred to hereafter in

5
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this SOP as "causes"). For that entity, educating the audience in areas other than causes or
motivating the audience to otherwise engage in specific activities that will educate them in
areas other than causes is a call for specific action by the audience that will help accomplish
the entity’s mission. Examples of entities whose mission includes educating individuals in
areas other than causes are universities and possibly other entities. An example of an activity
motivating individuals to engage in education in areas other than causes is a university inviting
individuals to attend a lecture or class in which the individuals will learn about the solar
system.

« Educating the audience about causes or motivating the audience to. otherwise engage in specific
activities that will educate them about causes is not a call for specific action by the audience
that will help accomplish the entity's mission. Such activities are considered in support of fund
raising. (However, some educational activitics that might otherwise be considered as educating
the audience about causes may implicitly call for specific action by the audience that will help
accomplish the entity's mission. For example, activities that educate the audience about
environmental problems caused by not recycling implicitly call for that audience to increase
recycling. If the need for and benefits of the specific action are clearly evident from the
educational message, the message is considered to include an implicit call for specific action
by the audience that will help accomplish the entity's mission.)

» Asking the audience to make contributions is not a call for spccific action by the audience that will
help accomplish the entity's mission.

If the activity calls for specific action by the audience that will help accomplish the entity's mission, the
guidance in the next paragraph should also be considered in determining whether the purpose criterion is
met.

Program functions. The following factors should be considered, in the order in which they are listed, to
determine whether the purpose criterion is met:
a. Whether compensation or fees for performing the activity are based on contributions raised.
The purpose criterion is not met if a majority of compensation or fees for any party's
performance of any component of the discrete joint activity varies based on contributions raised
for that discrete joint activity.

b. Whether a similar program is conducted separately and on a similar or greater scale. The
purpose criterion is met if the program component of the joint activity calls for specific
action by the recipient that will help accomplish the entity’s mission and a similar
program component is conducted without the fund raising component using the same
medium and on a scale that is similar to or greater than the scale on which it is conducted
with the fund raising.

If the purpose criterion is met based on this factor, the factor in the next paragraph should
not be considered.

c. Other evidence. If the factors in the above paragraphs do not determine whether the purpose
criterion is met, other evidence may determine whether the criterion is met. All available
evidence, both positive and negative, should be considered to determine whether, based on the
weight of that evidence, the purpose critcrion is met.

The following are examples of indicators that provide evidence for determining whether the purpose
criterion is met:
a. Evidence that the purpose criterion may be met includes —
o Measuring program results and accomplishments of the activity. The facts may
indicate that the purpose criterion is met if the entity measures program results and
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accomplishments of the activity (other than measuring the extent to which the public was
educated about causes).

Medium. The facts may indicate that the purpose criterion is met if the program
component of the joint activity calls for specific action by the recipient that will help
accomplish the entity's mission and if the entity conducts the program component
without a significant fund raising component in a different medium. Also, the facts may
indicate that the purpose criterion is met if the entity conducts the management and
general component of the joint activity without a significant fund raising component in a
- different medium.

b. Evidence that the purpose criterion may not be met includes —

»  Evaluation or compensation. The facts may indicate that the purpose criterion is not
met if (a) the evaluation of any party's performance of any component of the discrete
joint activity varies based on contributions raised for that discrete joint activity or ()
some, but less than a majority, of compensation or fees for any party's performance of
any component of the discrete joint activity varies based on contributions raised for that
discrete joint activity.

c. Bvidence that the purpose criterion may be either met or not met includes —

. Evaluation of measured results of the activity. The entity may have a process to
evaluate measurcd program results and accomplishments of the activity (other than
measuring the extent to which the public was educated about causes). If the entity has such
a process, in evaluating the effectiveness of the joint activity, the entity may place
significantly greater weight on the activity's effectiveness in accomplishing program goals
or may place significantly greater weight on the activity's effectiveness in raising
contributions. The former may indicate that the purpose criterion is met. The latter may
indicate that the purpose criterion is not met.

*  Qualifications. The qualifications and duties of those performing the joint activity should be
considered.

- If a third party, such as a consultant or contractor, performs part or all of the joint activity,
such as producing brochures or making telephone calls, the third party's experience and the
range of services provided to the entity should be considered in determining whether the
third party is performing fund raising, program (other than educating the public about
causes), or management and general activities on behalf of the entity.

~ If the entity's employees perform part or all of the joint activity, the full range of their job
duties should be considered in determining whether those employees are performing fund
raising, program (other than educating the public about causes), or management and
general activities on behalf of the entity. For cxample, (a) employees who are not members
of the fund raising department and (b) cmployees who are members of the fund raising
department but who perform non-fund raising activities are more likely to perform
activities that include program or management and general functions than are employees
who otherwise devote significant time to fund raising,

» Tangible evidence of intent. Tangible evidence indicating the intended purpose of the joint
activity should be considered. Examples of such tangible evidence include

~— The entity's written mission statement, as statcd in its fund raising activities, bylaws, or

annual report.

— Minutes of board of directors', committees', or other meetings.

— Restrictions imposed by donors (who arc not related parties) on gifts intended to fund the

joint activity.

— Long-range plans or operating policies.
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— Written instructions to other entities, such as script writers, consultants, or list brokers,
concerning the purpose of the joint activity, audience to be targeted, or method of
conducting the joint activity.

- nternal management memoranda.

Aundience

A rebuttable presumption exists that the audience criterion is not met if the audience includes prior
donors or is otherwise selected based on its ability or likelihood to contribute to the entity. That
presumption can be overcome if the audience is also selected for one or more of the reasons in the next
paragraph. In determining whether that presumption is overcome, entities should consider the extent to
which the audience is selected based on its ability or likelihood to contribute to the entity and contrast
that with the extent to which it is selected for one or more of the reasons in the next paragraph. For
example, if the audience's ability or likelihood to contribute is a significant factor in its selection and it
has a need for the action related to the program component of the joint activity, but having that need is
an insignificant factor in its selection, the presumption would not be overcome.

In circumstances in which the audience includes no prior donors and is not otherwise selected based on
its ability or likelihood to contribute to the entity, the audience criterion is met if the audience is selected
for one or more of the following reasons:
a. The audience's need to use or reasonable potential for use of the specific action called for by
the program component of the joint activity
b. The audience’s ability to take specific action to assist the entity in meeting the goals of the
program component of the joint activity
c. The entity is required to direct the management and general component of the joint activity to
the particular audience or the audience has reasonable potential for use of the management and
general component

Content

The content criterion is met if the joint activity calls for specific action by the recipient that will
help accomplish the entity's mission. If the need for and benefits of the action are not clearly
evident, information describing the action and explaining the need for and benefits of the action
is provided.

Information identifying and describing the entity, causes, or how the contributions provided will be used
is considered in support of fund raising.

Allocation Methods

The cost allocation methodology used should be rational and systematic, it should result in an allocation
of joint costs that is reasonable, and it should be applied consistently given similar facts and
circumstances.

Disclosures

Entities that allocate joint costs should disclose the following in the notes to their financial statements:
a. The types of activities for which joint costs have been incurred
b. A statement that such costs have been allocated

8
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¢. The total amount allocated during the period and the portion allocated to each functional expense
category

This SOP encourages, but does not require, that the amount of joint costs for each kind of joint activity
be disclosed, if practical.

The flowchart below highlights the tests and the order of consideration that an organization should
follow when determining whether costs of a joint activity should be allocated.
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Summary of SOP 98-2 Criteria
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Attachment I1
Summary of Common Joint Cost Allocation Methods

SOP 98-2 neither specifies nor prohibits the use of any particular cost allocation method. It indicates the
cost allocation methodology used should be rational and systematic, result in an allocation of joint costs
that is reasonable, and be applied consistently given similar facts and circumstances. The SOP
illustrates three methods:

* Stand-alone method

¢ Rclative direct cost method

s Physical units method
Each method is described below.
Stand-Alone Method

The stand-alone joint cost allocation method is based on relative costs. It allocates the joint costs to
each activity in proportion to the stand-alone cost of accomplishing the activity independently of the
other activities (assuming it would be possible to do so). For example, assume the costs for
independently conducting three activities would be $500,000 for program, $400,000 for fund raising and
$100,000 for management and general. Further assume $750,000 of joint costs was incurred to actually
conduct the three activities, and no direct costs were incurred. The total of these "stand alone™ costs,
$1,000,000, would be used to allocate the joint costs of $750,000 to each activity as follows:

~ $500,000

: % $750,000 =$375,000
$1,000,000

Program

$400,000

—————x $750,000 = $300,000
$1,000,000

FundRaisin g :

$100,000

Mgt &General
$1,000,000

% $750,000 = $75,000
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Relative Direct Cost Method

This method uses direct costs to allocate joint costs to each activity on the basis of their relative total
direct costs. For example, suppose an organization has three activities and incurred direct costs [column
(1)] and joint costs of $750,000 relating to three activities as shown below:

m @ &) @ ®)
Direct Relative Joint Allocated Total
Activity Costs Share Costs Costs Costs
Program $2,500,000 $2,500.000 x $750,000 = $625,000 $3,125,000
$3,000,000
Fund Raising $300,000 _$300.000 x $750,000 = 75,000 375,000
$3,000.000
Mgt &General $200,000 _ $200,000 x $750,000 = 50,000 250.000
$3,000,000
$3,000.000 $750,000 $3,750.000

The joint costs of $750,000 are allocated based on the relative share of the direct costs that each activity
bears to the total direct costs — Column (1) above. Inherent in the method is the assumption that the
joint costs are incurred in the same proportion and for the same reasons that the direct costs are incurred
for each activity.

The direct cost method is commonly used in not-for-profit organizations.
Physical Units Method

The physical units method is the most sophisticated of the three methods. It allocates joint costs to
activities in proportion to the number of units of activity or output that can be related to each type of
activity. The method assumes that the joint costs incurred are directly proportional to the output of some
physical content measure of the activity or output. An example of the physical units method for a direct
mail package is illustrated below.

This illustration is based on a hypothetical not-for-profit organization execution of a direct mail activity.
The activity is designed to serve two major purposes:
* To request the public to urge congressional support for legislation to aid homeless persons; and
» To solicit funds to support the organization and its programs.
An information packet was created and printed for direct mailing to 2,000,000 citizens throughout the
United States. Citizens who have shown an interest in the issues and solutions for the homeless cause

were selected from mailing lists of similar advocacy organizations. The contents of the information
packet are as follows:

12
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Direct Mail Package for a Joint
Activity by Hypothetical Organization

Letter Front Letter Back

A 2lines M&G E 8lines Program

B 21tines Program F 4lines Agency

C 2lines Agency G 18lines Fund-Raising

D 15lines Program H 10 lines Fund-Raising

1 Letter/Postcard Congressman J Reply Envelopes

Program 5 lines Fund-Raising

K Carrier Envelopes

Joint Cost

Total Lines = 45 Total Lines = 40

As illustrated above, the packet contains a one-page letter (front and back) with information concerning
the following:

Problems of homeless people and the need to take action to pass new laws (items B and D);
The not-for-profit organization (items A & C);

An appeal for funds (item G) with a tear-off reply form to place in the reply envelope with a
contribution (item H);

A request for action to urge congressional passage of legislation (item E), and a notification that
the recipient may request additional information about the issues (item F); and

A form message on a business reply postcard (item I) for mailing to the recipient's congressional
representative.

13




330

The number of lines of text contained in each item is also noted above.
A business reply return envelope (item J) for a contribution by the recipient and a carrier envelope (item
K) complete the packet.

As shown above, an analysis of the letter and postcard provided to the citizen reveals that they contain a
total of 85 lines. Forty-nine lines are classified as program since they discuss problems of the homeless
and contain a call for action by the rccipient, 28 lines comprise a fund raising appeal, and 8 lines relate
to management and general matters.

A summary of these classifications and their percentages are as follows:

Percent of
Paragraphs Lines Total Lines

Program B,D,EI 49 577
Management and General A,CF 8 9.4
Fund Raising G,H 28 329

Total 85 100.0

These percentages would be used to allocate the costs of the joint activity to each category of program,
fund raising, and management and general services.

14
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PARALYZED VETERANS
OF AMERICA
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Homer S. Townsend, Jr.

Acting Executive Director

Paralyzed Veterans of America
Before the
House Committee on Oversight and Government Reform
Concerning
Veterans® Charities

January 17, 2008

Chairman Waxman and members of the Committee, I appreciate the opportunity to submit the
views of Paralyzed Veterans of America regarding veterans’ charitable organizations and their
fund-raising operations. Since its founding in 1946, Paralyzed Veterans has developed a worthy
record of accomplishment, of which we are extremely proud. In recent months a self-styled
“watchdog” entity has sullied our reputation by applying what we believe to be unjustified and
arbitrary criticism of many charitable veterans’ organizations and promoting its position in both
the media and before a recent hearing of this Committee. We view this hearing today as a
chance to refute the position taken by the American Institute of Philanthropy (AIP) in its broad-
brush tarring of veterans’ organizations and to set the record straight regarding the legitimacy of
Paralyzed Veterans and our operations.

Background

Paralyzed Veterans was founded in 1946 by a smali group of returning World War II veterans,
all of whom had experienced catastrophic spinal cord injury and who were consigned to various
military hospitals throughout the country. Realizing that neither the medical profession nor
government had ever confronted the needs of such a population, the returning veterans decided
to become their own advocates and to do so through a national organization.

Chartered by the Congress of the United States

801 Eighteenth Street, NW % Washington, DC 20006-3517
phone:{202} 872-1300 % tdd:{202} 416-7622 % fax:{202} 785-4452 % www.pva.org
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From the outset the founders recognized that other elements of society were neither willing nor
prepared to address the full range of challenges facing individuals with a spinal cord injury, be
they medical, social, or economic. Paralyzed Veterans’s founders were determined to create an
organization that would be govemed by the members, themselves, and address their own unique
needs and the organization operates in this manner to this day. Being told that their life
expectancy could be measured in weeks or months, these individuals set as their primary goal
actions that would maximize the quality of life and opportunity for all veterans and individuals
with spinal cord injury - it has remained so to today.

To achieve its goal over the years, Paralyzed Veterans has established ongoing programs of
research, sports, service representation to secure our members and other veterans benefits,
advocacy in promoting the rights of all citizens with disabilities, architecture promoting
accessibility, and communications to educate the public about individuals with spinal cord
injury. We have also developed long-standing partnerships with other veterans’ service
organizations. Paralyzed Veterans, along with AMVETS, Disabled American Veterans, and the
Veterans of Foreign War, co-author The Independent Budgesr—a comprehensive budget and
policy document that has been published for 22 years.

Service members who suffered a spinal cord injury during WWII returned home to a country
unprepared to deal with them or their needs. The medical profession had no experience with the
long-term treatment these individuals would require, or how to treat the secondary conditions
that would result. Further, the hospitals caring for the spinal cord injured veterans of WWII had
not been designed to accommodate wheelchairs. After hospitalization, these veterans were
confronted by a society and an environment that had little or no accessible housing or
transportation, few opportunities for employment or recreation, and elements of the public that
were willing to consign them to neglect.

Paraplegic veterans organized into advocacy groups to address these issues and founded
Paralyzed Veterans to coordinate efforts on a national basis and finally things began to change.

Just a few of our achievements over the years include:

¢ Helping to increase the life span of paralyzed veterans by working with this medical
profession and advocating for new and appropriate modalities of care — we continue to do
this today through our work in clinical practice guidelines, embraced by the broad
medical community;

¢ Investing more than $50 million in research into a cure for paralysis;

¢ Securing more than $3 billion in veterans benefits for our members, their spouses and
dependents, and other worthy veterans without taking even one penny in remuneration
for this representation;

» Helping lead the charge for enactment of the Americans with Disabilities Act to ensure
that our nation’s streets, sidewalks, public accommodations, and recreational facilities are
accessible for everyone; and

o Securing passage of the Air Carrier Access Act to preclude discrimination against
disabled travelers in commercial aviation.
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Today, Paralyzed Veterans is the only congressionally chartered veterans’ service organization
dedicated solely to the benefit and representation of veterans with spinal cord injury or disease.
While some people have chosen to disparage this charter—even calling it a joke—it is important
to note that the United States Congress recognized the importance our organization plays in the
lives of veterans with spinal cord injury or disease. Any attempt to discount this charter also
serves to discredit the actions of Congress. Our accomplishments are vast and impressive, and
with our donor’s support these accomplishments will continue.

Response to Recent Allegations and Criticism

Accountability is all about being answerable to those who have invested their trust, faith, time
and money in Paralyzed Veterans. We are accountable to multiple stakeholders, including private
and corporate donors; local, state, and federal agencies; volunteers; program recipients; and the
public at large. There are many components to accountability — stewardship financial and
regulatory compliance are among the most important.

Stewardship

Today’s donors expect that an organization does more than issue receipts and steward their gifts.
Many ask for a formal accounting of how the money they give is used to further the mission.

Paralyzed Veterans is very conscientious of the stewardship of its donor’s dollars. We print more
than 10,000 copies of our annual reports each year, which not only highlight our programmatic
accomplishments but also lay out our financial information. We then mail our annual report to
every donor that inquires about our financials. Additionally, we post our annual report and our
Form 990 on our website so that anyone can view these financial records at any time.

Fund Raising Efficiency:

According to our most recent audited financial statements for the year ending September 30,
2006, 73 percent of all revenues generated to Paralyzed Veterans go to programs that support
paralyzed veterans, the veterans’ community as a whole, and the disability community. These
programs include research, education, public outreach, advocacy on veterans’ and disability
issues, and sports programs designed to help reintegrate, through recreational rehabilitation,
paralyzed and disabled veterans into society. Paralyzed Veterans takes very seriously the trust
placed in us by our more than 3.7 million active donors (3,735,281 as of 1/8/08) for their
generous support. Without the trust and generous support of these “small” donors who give an
average of about $15 each, Paralyzed Veterans would be unable to continue providing the
myriad services our members depend on.

Paralyzed Veterans has been making every effort to diversify our fund-raising efforts away from
direct mail. Qur New Ventures program has been expanding our events, creating sponsorship
opportunities at an annual gala, a golf tournament, and even a charity poker tournament. We
continually seek corporate partnership opportunities and have a wonderful relationship with UPS
for the National Veterans Wheelchair Games and a new corporate partnership with Health Net
Federal Services in our first Vocational Rehabilitation Center. (The center opened in July, 2007;
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it currently has 74 clients/ paralyzed veterans and has already placed 7 in jobs: 10 percent in six
months!)

Our Individual Giving program has developed many personal relationships with our high dollar
donors. These relationships result in high-dollar, high-efficiency “investments” in Paralyzed
Veterans and our mission, using such mechanisms as: charitable gift annuities, legacies and
bequests, trusts, capital campaign contributions; and foundation support.

In addition, over seventy corporate sponsors support our programs ranging from vocational
rehabilitation to wheelchair sports to spinal cord research and education.

Financial and Regulatory Compliance:

Paralyzed Veterans meets and exceeds the normal requirements for compliance. Nonprofit
organizations are not required to apply the provisions of the Sarbanes-Oxley Act, but Paralyzed
Veterans has adopted all 10 of the general principles of corporate governance:
e Role of the Board;
Importance of Independent Directors;
Audit Committee;
Governance and Nominating Committee;
Compensation Committee;
Disclosure and Integrity of Institutional Information;
Ethics and Business Conduct Code;
Executive and Director Compensation;
Monitoring Compliance and Investigating Complaints;
Document Destruction and Retention.

Additionally, the state of California enacted a law (The Nonprofit Integrity Act of 2004) that
created additional requirements for nonprofit organizations that fundraise in that state. These
requirements relate to an annual audit and the establishment of both an audit committee and
compensation committee. Paralyzed Veterans has also adopted these provisions. Further,
Paralyzed Veterans is audited annually by one of the “Big Four” accounting firms. These
auditors have always rendered an “unqualified opinion” on Paralyzed Veterans’ financial
statements, concluding that our “financial statements present fairly, in all material respects, the
financial position, results of our operations, and cash flows in conformity with generally
accepted accounting principles.”

Furthermore, in October 2007, the Panel on the Nonprofit Sector, convened by the Independent
Sector, released the guide, “Principles for Good Governance and Ethical Practice: A Guide for
Charities and Foundations”. The Panel on the Nonprofit Sector was created in October 2004 at
the encouragement of the United States Senate Finance Committee. This guide outlines 33
practices in four main categories, legal compliance and public disclosure, effective governance,
strong financial oversight and responsible fundraising, designed to support board members and
staff leaders of every charitable organization as they work to improve their own operations. The
guide represents the first time that charities and foundations, reflecting a broad cross-section of
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the American non-profit community, have come together to develop principles of ethical
conduct, accountability and transparency that they aspire to and encourage all organizations to
follow.

Paralyzed Veterans is extremely proud of the fact that we meet all of these 33 guidelines.
History of Accounting for Costs of Activities that Include Fund Raising

In the testimony provided to this Committee on December 13, 2007 by Daniel Borochoff,
President of the American Institute of Philanthropy, Mr. Borochoff calls into question an
accounting rule called AICPA SOP 98-2. Without going into much explanation in his testimony,
he provides some inaccuracies as to the intent of this accounting rule. Paralyzed Veterans would
like to provide a history of how this rule came into place.

During 1987, the American Institute of Certified Public Accountants (AICPA) issued Statement
of Position (SOP) 87-2, “Accounting for Joint Costs of Informational Materials and Activities of
Not-for-Profit Organizations that Include a Fund-Raising Appeal.” Many of the requirements
included in this Statement of Position were difficult to implement and apply consistently in
practice. Not-for-profit organizations had a lot of latitude in deciding what was a fund-raising
activity and what was a program activity that is an activity related to another aspect of the entity.
For example, the Statement of Position was unclear about whether it was necessary to meet all of
the requirements of purpose, audience, and content in order to charge the costs of the activity to
the program or to management and general.

In 1992, the Accounting Standards Executive Committee (AcSEC) undertook a project to
supersede SOP 87-2, to provide clearer guidance than that provided by SOP 87-2, as well as to
provide guidance that would improve on the guidance in SOP 87-2. In 1996, after redeliberating
the issues based on the comments received and making certain revisions to the draft SOP,
AcSEC conducted a field test of the draft SOP. Based on the field test results, AcSEC concluded
that the provisions of the draft SOP, with certain revisions, would provide clear, detailed
accounting guidance that, when applied, would increase comparability of financial statements.
Those statements would also include more meaningful disclosures without incurring increased
costs. Thus, in 1998, the AICPA issued SOP 98-2, “Accounting for Costs of Activities of Not-
for-Profit Organizations and State and Local Governmental Entities that Include Fund-raising,”

SOP 98-2 requires “if the criteria of purpose, audience, and content as defined in this SOP are
met, the costs of joint activities that are identifiable with a particular function should be charged
to that function and joint costs should be atlocated between fund raising and the appropriate
program or management and general function.”

It should be noted here that, as part of Paralyzed Veterans’s Congressional Charter, Public Law
105-225, one of the purposes of Paralyzed Veterans is “to acquaint the public with the needs and
problems of paraplegics”. Thus, when Paralyzed Veterans mails out requests for donations, we
include information within the package regarding Paralyzed Veterans and their needs, as well as
about paralysis in general.
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It should also be noted that since this SOP was issued in 1998, Paralyzed Veterans has been
audited by members of the Big Four accounting firms who have reviewed our accounting of how
we allocate our joint costs, and all of them agreed with our accounting.

In fact, if Paralyzed Veterans were to account for our joint costs in the manner that the American
Institute of Philanthropy advocates, our auditors would provide us with an “adverse” opinion on
our financial statements because they would not “present fairly the financial position or the
results of our operations or cash flows in conformity with generally accepted accounting
principles.” Since SOP 98-2 was issued, the auditors have always rendered an “unqualified
opinion” on Paralyzed Veterans’s financial statements, stating that our “financial statements
present fairly, in all material respects, the financial position, results of our operations, and cash
flows in conformity with generally accepted accounting principles.”

In his testimony Mr. Borochoff is confusing the percentage retained by professional fundraisers
and the requirements of SOP 98-2. He states that someone “donating $50 to charity through a
professional fundraiser may have just paid $30 to be solicited and “learn” that they should buckle
their seatbelt.” It is evident that Mr. Borochoff doesn’t really understand SOP 98-2, because as
explained in paragraph 10.a of SOP 98-2, “The purpose criterion is not met if a majority of
compensation or fee for any party’s performance of any component of the discrete joint activity
varies based on contributions raised for that discrete joint activity.” In other words, if a
professional fundraiser retains a set percentage of every dollar they raise for a charity, as most
do, the charity cannot allocate any cost to program and all of the costs are considered
fundraising.

Finally, it should be noted that our chief financial officer is a member of the Not-for-Profit
Expert Panel of the AICPA. The role of this expert panel is to advise the ATCPA on accounting
for not-for-profits. In addition, he has over 27 years of experience in auditing and advising not-
for-profits on their accounting.

Accounting for Donated Services

Paralyzed Veterans takes great exception to another statement made by Mr. Borochoff in his
testimony - “Another technique that charities use to inflate the amount they report spending on
program services is to include large amounts of donated goods and services in their financial
statements”. The accounting for contributions is delineated in Statement of Financial
Accounting Standards No. 116 (SFAS 116), “Accounting for Contributions Received and
Contributions Made” issued by the Financial Accounting Standards Board in June 1993. SFAS
116 paragraph a states that “Contributions of services shall be recognized if the services received
(a) create or enhance non-financial assets or (b) require specialized skills, are proved by
individuals possessing those skills, and would typically need to be purchased if not provided by
donation”. In its conclusion for recognition of contributed services, the Financial Accounting
Standards Board believed “the conditions of paragraph a of this statement limit recognition to
only those services that will provide information that is clearly relevant, clearly measurable, and
obtainable at a cost that does not exceed the benefits of the information provided.”
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At Paralyzed Veterans, our largest program is our Veterans Benefits program. As part of its
mission, and as stated in our IRS Form 990 “Paralyzed Veterans’s National Service Officers
(NSO), who work in 60 offices across the country, represent individual veterans who make
claims and appeals to the Department of Veterans Affairs (VA) for benefits. NSOs also assist
Paralyzed Veterans’s medical staff of physicians and registered nurses in monitoring the health
care provided by VA to veterans with spinal cord injury or disease at each VA medical center.
NSOs also provide assistance on day-to-day services through VA and provide a voice and act as
advocates for veterans and their families.” This service is one of the core missions of Paralyzed
Veterans. Where are these NSOs located? They are located in space at the VA hospitals donated
by the hospitals. If the space were not donated, we would definitely purchase it. How do we
value it for financial reporting purposes? We multiply the square footage being used by the
NSO’s by a rate per square foot provided by the nationally known real estate firm, Grubb and
Ellis.

This is what Mr. Borochoff is referring to as “inflating” our results - we think not! It should be
noted that the reporting of donated services is only allowed for financial reporting purposes and
is not allowed on our IRS Form 990.

Appropriate Oversight

We recognize that the number of charity watchdog agencies has grown in recent years. Rather
than submit to the individual evaluation of every rating service, Paralyzed Veterans makes a
complete submission to and is reviewed by the Better Business Burean Wise Giving Alliance, an
established, respected, and independent organization. The BBB utilizes a 20-point criterion to
measure an organization’s efficiency, stewardship, and transparency. Paralyzed Veterans meets
all the standards for charity accountability, as set forth by the Better Business Bureau, including
fair and honest solicitation practices, ethical conduct, and the advancement of its philanthropic
goals.

Review of American Institute of Philantrophy Form 990

The American Institute of Philanthropy (AIP) is exempt under Section 501(c)(3) of the Internal
Revenue Code. Section 501(c)(3) provides in part that an organization will not qualify for
exemption unless “no part of the net earnings of [the organization] inures to the benefit of any
private shareholder or individual”. The regulations amplify the statutory language by stating the
“[a]n organization is not operated exclusively for one or more exempt purposes if its net eamings
inure in whole or in part to the benefit of private shareholders or individuals” and by clarifying
that the words “private shareholder or individual” refer “to persons having a personal and private
interest in the activities of the organization”.

Paralyzed Veterans has obtained ATP’s IRS Form 990’s, not from their website but from another
watchdog’s website. AIP is unlike Paralyzed Veterans in that we clearly make our IRS Form
990 available as recommended by the Panel on the Non-Profit Sector referred to earlier in our
testimony.
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In our review of AIP’s 990’s, from 2001 to 2006, we noted that Mr. Borochoff’s salary and
benefits as a percentage of revenues was 28% in 2001 and 2002, 27% in 2003, 31% in 2004,
30% in 2005 and 27% in 2006. Paralyzed Veterans’s top salaried employee represented .2% of
Paralyzed Veterans’s revenues. It seems to Paralyzed Veterans that there is a disconnect here in
that such a large percentage of the revenues goes to Mr. Borochoff’s salary which is clearly
questionable as to why AIP is considered as exempt under Section 501(c)(3) of the Internal
Revenue Code as a reasonable person would think this does violate the definition of *inurement”
as described above.

In part II of the 990, the box is checked that AIP is following SOP 98-2 but not allocating costs.
Yet in Statement 4 attached to the 990, it is very clear that AIP is allocating mail service costs to
program services, management and general and fund-raising.

Congressional Charter

Recently there has been some question as to the value, purpose, and relevance of a congressional
charter. It is important to note that until the late 1990s a congressional charter was necessary to
conduct an accredited service program to represent veterans before the Department of Veterans
Affairs. Paralyzed Veterans worked diligently to secure a charter in order to fully represent our
members and other veterans with spinal cord injury or disease and finally secured passage of
P.L. 92-93 (recodified as P.L. 105-225). This charter afforded Paralyzed Veterans access to
office space in VA medical centers and regional offices and access to files to appropriately
represent veterans.

We have taken, and continue to take, the mandates of this charter very seriously, believing that it
is clear recognition of the uniqueness of our purpose. For example, on the issue of educational
allocation, Paralyzed Veterans’s congressional charter specifically mandates that Paralyzed
Veterans “acquaint the public with the needs and problems of paraplegics.” In addition, through
a robust program of public service announcements, we are able, at very little expense, to inform
the public about our mission and programs. This not only raises awareness of the pressing needs
of America’s veteran and disability community but also helps increase fund-raising efficiency by
increasing “brand awareness” of Paralyzed Veterans.

Paralyzed Veterans publishes two magazines, Paraplegia News and Sports ‘n Spokes, as well as
a series of clinical practice guidelines and companion consumer publications to inform and
educate the medical community; families and caretakers of paraplegics; our donors; and the
general public.

Conclusion

Mr. Chairman, and Members of the Committee, Paralyzed Veterans of America appreciate the
opportunity to submit this testimony and provide you, the Congress, and the American public
with a clear understanding of who Paralyzed Veterans are and how we conduct our operations. It
is our firm belief that if we did not exist tens of thousands of veterans with spinal cord injury or
disease would have a lesser quality of life and, quite possibly, be languishing in a society that
neither was aware of them nor cared about them.
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Information Required by Rule X1 2(g)(4) of the House of Representatives

Pursuant to Rule X1 2(g)(4) of the House of Representatives, the following information is
provided regarding federal grants and contracts.

Fiscal Year 2007

Court of Appeals for Veterans Claims, administered by the Legal Services Corporation —
National Veterans Legal Services Program— $301, 729.

Fiscal Year 2006

Court of Appeals for Veterans Claims, administered by the Legal Services Corporation —
National Veterans Legal Services Program— $244,611.

Fiscal Year 2005

Court of Appeals for Veterans Claims, administered by the Legal Services Corporation —
National Veterans Legal Services Program— $193,019.

Paralyzed Veterans of America Outdoor Recreation Heritage Fund — Department of Defense—
$1,000,000.
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HOMER S. TOWNSEND, JR.
PVA ACTING EXECUTIVE DIRECTOR

Mr. Homer S. Townsend, Jr., began serving as PVA Acting Executive Director in

July 2007. In March 2006, Mr. Townsend was awarded PVA’s Speedy Award, the highest
honor bestowed by the Paralyzed Veterans of America, in recognition of his significant
contributions to improving the lives of America’s paralyzed veterans.

Previously, Mr. Townsend served as PVA Immediate Past President from October 2000 through
September 2004. Mr. Townsend served as PV A National President for two years, from October
1998 through September 2000. Mr. Townsend also served as PVA Senior Vice President for two
years and National Vice President for four years. Mr. Townsend has served on numerous
national PVA committees, including serving as chair of both the PVA Long Range Planning
Committee and the PVA Field Advisory Committee.

Originally from Woodland, Maine, Mr. Townsend left to join the Marine Corps. He moved to
Mesa, Arizona, after being medically retired after serving five and a half years. Mr. Townsend
served as an aircraft electrician where he was retired as a staff sergeant. Mr. Townsend worked
on F-4 Phantoms, A-4 Skyhawks, A-6 Intruders and AV-8A Harriers.

Mr. Townsend has served at every capacity on the chapter level except that of secretary and
treasurer. During his tenure as chapter executive vice president, he was responsible for bringing
the Access to the Skies Conference out of Washington, DC, to Phoenix, AZ, where it grew from
40 attendees to over 200--half being from the disabled community.

In addition to his PVA responsibilities, Mr. Townsend has also served as a member of the
President’s Committee on Employment of Persons with Disabilities, the Arizona Governor’s
Committee on Employment of Persons with Disabilities (1992-1996), and the Mesa Mayor’s
Committee on Handicap Awareness (6 years), which he chaired for two years. He was presented
the key to the city by the mayor for his dedicated service. Appointed by the governor, he has
recently completed a four-year term as a commissioner on the Arizona Veteran Service
Commission.

Mr. Townsend currently resides in Arlington, Virginia while serving as PVA Acting Executive
Director. His permanent residence is Mesa, Arizona, where he is an entrepreneur. Mr.
Townsend has a son, Dale, a daughter-in-law, Melissa, and three grandchildren, Atticus, Hazel
and Edith.
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Help Hospitalized Veterans

365685 Panficld Lana » Winchester, California, 92506
(951) 926-4500 = Fax (951) 926-3562

www.hhv.org
December 12, 2005
Mr. Steve Bauman
Supervlsmg Inv?aﬂganve Auditor Soctony of Vetarana Al
State of California gmn&lﬁmﬁq pressnic HHV's
Departmendt of Justice Frasdom valeran Jaton r\;ivci'l',lllnu.
Ronald Regan Building

30 South Spring Street, Suite 1702
Los Angeles, CA 90013

Ref Yourletter of 11/30/05
Dear Mr, Baumar;

Help Hospitalized Veterans did not give notice or seek approval of the Office of the -
Attorney General regarding a loan to Mr. Michael Lynch as per California Corporation
Code Section 5236 {c), The loan granted to Mr. Lynch was for real property and secured
through (a) deed of trust on the property; (b) his wages; and (c) his pension plan.

It should be noted, that as of June 24, 2005, Mr. Lynch paid in full the amount of the
principle and interest due the corporation in accardance with the loan agreement.,

Per your request, l have enclosed the following:

(a) Minutes of the board of directors authorizing the loan;

(b) Executed loan agreement;

(c) Certified copies of the corporation’s genetal ledger that pertains to the loan
for fiscal years ending July 31, 2004 and July 31, 2005;"

(d) Copy of the Deed of Trust;

(&) Copies of check payments to Mr. Lynch;

(B} Copies of check payments to the Corporation from Mt. Lynch.

If you are in need of additional information, please do not hesitate to contact e or our
Director of Administration, Ms. Wende Caha (951/926-4500).

Smceiely,

Leonard C. i{;@
Secretary/ Tr

End

Help Hospltalized Veterans is a Non-pruofit, tax-exempt corporation,

* “Serving American Veterans & the Mijitary Community for over 33 yoars.”
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MEETING OF THE BOARD OF DIRECTORS
OF
HELP HOSPITATIZED VETERANS
July 28, 2003

A meeting of the Board of Directors of Help Hospitalized Veterans was held
pursuant to notice July 28, 2003 at the Headquarters of the Organization, 36585 Penfield

Lane, Winchester, California.
Directars present: Roger Chapin
Leonard Rogers
Thomas Arnold

Directors via teleconference :  Robert Beckley SEE PAGE 4 .
OF MINUTES

Directors absent: Gorham Black

" Alsopresent: Mike Lynch

As the firgt order of business, the Board approved the minutes of March 20, 2003
meeting of the Board of Directors.

As the next order of business, Mike Lynch, Executive Director, gave a financial
report for the current fiscal year. Lynch reported gross income for the current fiscal
year through July 15, 2003 was $26,777,384 as compared to $27,941,092 for the same
period of the previous year. Lynch stated that the gross income figure does not include
the gift in kind received from the public service ennouncement which is an additional
$5.2 million bringing the total gross income to well over $30 million for the fiscal year
ending July 31, 2003. Lynch said the organizatlon‘s donor file is at 686,325 as compared
to 612,464 a twelve percent (12%) increase as compared to the prior year.

As the next order of business, Lynch reported on the direct mail programs of the
organization. Lynch stated the house mailings are at ratio a 2,16 to 1 for the year on’
mailings of 17,320,829, Lynch reported the prospect mailings totaled 18,982,471 and
reflects a four cent (-4¢) loss. President Chapin, stated that the overall mail program has
done well and that the net for program services increased by 20% while sustaining the
amount of donors on the file. Chapin said that the direct mail agencies have reported
many other veteran non profit organizations have not been as successful in their direct
mai] response program,

As the next order of business, Lynch stated that as of July 15, 2003 the
organization had delivered 826,630 craft kits to hospitalized veterans as compared to
748,781 delivered for the same period of the prior year. Lynch stated that the
organization has delivered 19,744,603 craft kits since the inception of the program and
that he anticipated that the twenty millionth craft kit would be delivered in calendar
year 2003. Lynch said arrangements have been made with Anthony J. Principi,



343

Jan. 15 2008 10:09AM ‘ , No. 7803 P. 16

Secretary, Department of Veterans Affairs to make a formal symbolic presentation of
the twenty millionth kit to a hospitalized veteran on August 25, 2003. At the VA
hospital in La Jolla, California. Lynch stated that the organization currently distributes
155 different therapeutic arts and crafts kits.

As the next order of business, Lynch gave a report on the Craft Care Spedialists
(CCS) Program and stated that VA hospitals have submitted letters requesting
fulfillment of thirty-eight more positions. Lynch said CCS's are now in 32 facilities
which has qualified the organjzation as a service organization within the Voluntary
Service of VA. Director Arnold asked about the selection tﬁ;oness as to which facility
would receive a CCS. Lynch stated the process is based on the priority he has placed on
the letters from the Medical Center Directors as it relates to the profile of the location,
number of inpatients, and seniority of the application, Ditector Beckley stated, and the
Board agreed, that based on the economic condition of the organization to fulfill
positions, Lynch should continue to evaluate the need for CCS’s within the military
community and fill the positions as he deemed necessary in the best interest of the
organization.

As the next order of business, Lynch reported that VA's Chief of Staff, Nora Hgan
will tour the organization's headquarters on August 28, 2003. Director Rogers stated
and the Board agreed that Lynch is to be congratulated on his efforts to continue to
create a sirong bond with VA and that it will continue to prove valuable to the
organization's future. »

As the next order of business, Lynch stated that the organization has been
approved to become an Associate Member of the Veterans Day National Committee.
Director Arnold stated that such membership furthers relationships with VA and that
being a part of such a committee is a very positive move for the organization. Lynch
said he will be attending a meeting of all 60 organizations in Washington, D. C.
September 25, 2003 at which he will present the organization’s desires to the committee.
Lynch said he is attempting to arrange a photo opportunity through the conunittee with
President George Busg on Veteran's Day for such a photo would be valuable to the
direct mail program. Lynch said he wou{d report to the Board his progress at the next
meeting.

As the next order of business, Lynch presented and suggested that the
organization join other national veterans programs and become a national sponsor of
the Re-Creations Stage Program. Lynch stated Re-Creations stages 300 performances per
year at all VA medical centers and many corporate meetings. Lynch said that the young
people who perform in the show are all volunteers and recelve $115 per week for food
and no other compensation through the FO.R-C.E.S. program of Re-Creations, Lynch
said this is a visible program with VA Central Office and VA schedules their facilities
for Re-Creations. Lynch said he believes that through sponsorship of Re-Crestions it will
bring HHV into further grace of VA as it not only toucﬁes many thousands of veterans,
staff but also the corporate community.- Lynch asked the Board to consider a
contribution of $10,000 o the Re-Creations Stage Program. Chapin stated, and the Board
agreed, that it would serve no purpose o donate $10,000 into the program initially and
that the organization congider a $5,000 contribution the first year and revisit the



344

Jan. 15. 2008 10:09AM ) No. 7803 P 17

program next year. After further open discussion, a motion was made and seconded
and it was:

- RESOLVED, that the organization contribute $5,000 (Five Thousand Dollars) to
the Re-Creqtions Stage Program. .

As the next order of business, Lynch played the public service announcement
(PSA) that was recorded by General Norman Swartzkopf and Kurtwood Smith of Fox
Television. Lynch said that the last PSA generated a gift in kind contribution in access
of $5.2 million at a production cost of $56,000. Director Arnold stated and the Board
agreed, that with such a strong return on cost, the arganization consider its PSA
distribution into more markets. Lynch stated he would review the cost of extending
the distribution from 150 television stations to 300 stations and report to Board.

As the next order of business, Chapin asked the Board for suggestions on
acquiring the services of PFC Jessica Lynch, U. S, Army as a spokesperson for the
organization to assist raising funds from corporations for the CC8 program. Lynch said
that he has some negative military and media concerns regarding utilizing such a high

rofile veteran and that he would like the input of Director Black before trying to secure
ere services. Lynch stated that he would contact Black and Walter Reed Army
Medical Center for assistance in locaiing her whereabouts to best ac3uire an
introduction. Chapin stated, and the Board agreed, the organization would benefit
from her personal appearances, letter signing and usage in radiothons if she doesn‘t
have a huge negative image. Lynch said that he and Black would report at the next
. meeting regarding PFC Lynch.

As the next order of business, Lynch gave a report on the matching gifts program
in which the organization had received $18,000 in contributions. Lynch said employees
of the various businesses chose to donate to the organization and their employer
matches those gifts through payroll deductions.

As the next order of business, Chapin stated that American Target Advertising’s
coniract will be up for consideration of renewal December 31, 2004 and that
negotiations will be held as to better favor the organization, Chapin said that issues of
concern is the organization’s ownership of the its own donor file and the owner’s share
of list rental income. Lynch said that he and Russ Magon, Director of Development will
review with Chapin the contract and report to the Board its finalization.

As the next order of business, Chapin suggested that Officers and Directors
listings filed with various state agencies not include Honorary Board members. Rogers
stated and the Board agreed, that it should be a standing policy that once a Board
member is 110 longer a member, his /her name ghould be listed as an Honorary Board
member for a 12 month period following the last meeting attended. After further open
discussion, 2 motion was made and seconded and it was:

RESOLVED, that the organizations Board of Directors will be listed as Honorary
Board members for a twelve (12) month period following a director’s resignation.

)
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As the next order of business, Chapin recommended that the organization
execute a loan to Mike Lynch, the organization’s Executive Director in the amount of
$135,000 at six percent (6%) simple interest secured by a second deed of trust on his
residence of 37430 Leon Road, Murrieta, California 92563. Chapin stated that the
purpose of the loan is to provide Lynch the ability to purchase his ex-spouse’s interest
in his home. Chapin recommendecrt;\at the loan would be payable in full no later than
December 31, 2006, Rogers said that a loan of this nature is considered a minimal risk.
Rogers stated, and the Board agreed, that money market funds are paying less than one
percent and 6% interest is a good return on invesiment. After further open discussion, a
motion was made and seconded and it was:

RESOLVED, that the organization loan $135,000 (One Hundred Thirty-five
Thousand Dellars) to Mike Lynch, Executive Director at six (6%) petcent simple
interest payable in full not later than December 31, 2006.

As the next order of business, the Board scheduled its next meeting at 9:00 a.m.
October 11, 2003 at the Renaissance Oklahoma City Hotel, 10 North Broadway,
Oklahoma City, Oklahoma 73102 the site of the National Veterans Creative Arts
Festival.

There being no further business to come before the meeting, it was AD-

JOURNED.
=Z o f

= LEONARD C. ROGE
Secretary de
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LOAN AGREEMENT

. oy :
Thia Loan Agreement ("Agreement™) made this 1= day of O bev"_ o003
between Michael E. %nch {"MEL") who maintains a principal residence at 37430 Leon
Road, Winchester, Califoriiia 92563 and Help. Hospitalized Veterans, a Califzmnia non- -
rofit oxﬁfniz_atim ("HHV"), which maintains a principal place of business 1t 36585
enfigld Lane, Winchester, California 925%6.

RECITALS

Whereas, MEL desires to borrow funds from HHV to be used as a property buy-
out as it relates to a personal divorce seftlement;

Whereas, HHV is willing to loan sich monies upon, the terms and conditions set
forth herein.

Whereas, MEL and HHYV acknowledge the loan agreement of July 7, 1303 in-the
amount of Twenty-five Thousand Dollars ($25,000) will become part of this ngreement
and subject to the terms as set forth below.

Now, therefore, in consideration of the monies loatied, the zepaymeni of such
monies by MEL to HHV, and the agreements, promises, representations, wi:ranties,
and convenants contained herein, the recelpt of sufficiency of which is herebyr
acknowledged, the parties agree as follows: ’

1. HHV will loan the sum of One Hundred Thirty-five Thousand Dollars
{$135,000) to MEL for the purpose of a property buy-out a3 it relates to.a pexsonal
divorce setflement. MEL acknowledges receipt of Twenty-five Thousand Dr:{lars
($25,000) on July 9, 2003, therefore the funding shall be the balance of One Himndred Ten
Thousand Dollars ($110,000),

2. MEL will pay HELV six percent (6%) ‘simple interest.

3. MEL will xepay loan principal and interest in full not later than December 31,
2006. MEL agrees that if any extension of maturity date is needed, it shall be requested
from the President of FIMV who has authority of appraoval or disapproval.

4. MEL agrees that this loan will be sectwed through a Deed o Trust ¢ the
p;%eﬂ;' commbnly known as 37430 Leon Road, Murrieta, California 92563 { AN 958-
130-016} with a loss payee of Help Hospitalized Veterans. -

5. MEL agrees this loan is.secured through his séla.ry and pension benefit earned
- as an employee.of HHV and any delinquency of this loan will result in gamishment of
salary until the principal.and interest are paid in full. ]

6. Each party agrees to-execute further documents (if needed) and tzka such
further actions as may reasenably be required in order to give full force and sifectto the
texms of this agreernent. :
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LOAN AGREEMIENT
(Page 2}

¥. Nelther this Agreement nor arx‘lly of its provisions may be changed, waived,
discharged, or terminated orally, but only by a statement in writing signed by each
party against whom enforcement of the change, waiver, discharge, or termination is
sought.

8. The provisions of this Agreement shall be construed in accordance: with the
laws-of the State-of California,

9. If any texmn convenant, or condition of this Agreement or the applization
thereof to an m, entity, or circumstance shall be invalid or unenforcesble, the
remainder of this Agreement, or the application of such term, covenant, or cumdition to
persong entlties, or drcumstances other than those to which it is held to be.invalid or
unenforceable, shall not be affected thereby, and each such other terms and provisions
shall be valid and enforceable to the fullest extent permitted by law or equit.

S

Date

| N lo-[-03
~7 Mike Tynch v

BY/Zw </C€\u§“-- ~ > ‘;L

RogeY Chapin, Founder/President Date
Help Hospitalized Veterans
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Asct
1105

72! Ledger

08/01/03
10720103
04r26/04
07/31/04
07/31/04

07/31/04

No. 7803 P 21
HBIPHosmALmeBMN
General Ladgar s
080103 10 07304

Acots 3

*ch}};immm‘;" Employee L Romers [ cogpy, .

. Lo,

AdeNPAYRmm 22322 D Mgy 25,000.00
e émploee AR 6215 110,000.00
A;;ts]{g@h Tor 113 AJE00010 G (16,381,19)

eivesble Finployes 1 5 .833.13/(15,381'19) 93.333‘33
7,452.14
122,452.1¢

Certified to be a true copy of Genaeral Ledger account 1105

fiacal year ending 7/31/04.

Winde Ouber 121205

Wende Caha
Director of Administration
Help Hospitalized Veterans

Pago 1
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HE{ P HOSHITALIZED VETERANS
General Ledger
08/01/04 10 07/31/05
Accl Date Resaiption Document J Cns/Ven Activily
1105 08/01/04 Acews Receiveable Employes La 122,452.14
- 01/28/05 Payrall thra 1/25/05 ML 356 G (400.00)
0211705 pit ending 2/9/05 m} 7401 G (400.00)
02125105 pir ending 225 mi 7451 [} (400.00)
03/08/05 P/R ENDING 3/8/05 ML, 7457 G (400.00)
03/25/05  payroll thro 3/22/03 7479 a (400.00)
03131405 Interest Inc Aug to March 7529 G 5,040.77
04/05/05 pir ending 4/5/05w Yynch 7514 G (400.00)
04/23/08 Payroif we 04.22.05 ml 7545 G (400.00)
03/06/05 PAYROLL WE 05.06.08 ML 7592 G (400.00)
05/20/05 PRWE5.17.05 ML 7616 G (400.00)
06/07/05 PR WE 06.03.05 MLyach 7645 G (400.00)
06/20/05 Payroll we 06.17.08 m} 7673 G (400.00)
07131105 Rec MLynch lean payment YEJEQOO9 G {123,092.5])
07/31/05  Debita/Credits Total 5,040.77/(127,492,91) {122,432.14)
07/31/05  Accts Reccivenble Bmployes Ln X 0.00

PAYMENTS MADE THROUGH PAYROLL DEDUCTIONS.

Cerhfied to be a true copy of Gemeral Ledger account 1105:

Fligcal Year ending 7/31/05

b Go— 124205

ende Caha
Dixector of Adminigtration
Help Hospitalized Veterans

General Ledeor Pags } 12/12105 10:28
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Promissory Note (2" Trust Deed)

Date July 9, 2003
Tofal Principal Amount of Nofs: $135,000 State of Caliiomia

FOR VALUE RECEVED, the undersigned herety promises to pay to the order of Help Hospitelized Volerans, 36685 Panfield Lane,

. Winchester, Galifornia 92596 the sum of ane hundred thirty-five thousand U. §. Delfars (§125,000.00}, fogether with interest theréon
at the rate of percent 6% per annum on the unpaid belance. Help Hospitslized Vatarang-wilf fund two payments of this note {1}
$25,000 and (2) §110,000 at the date(s) requestad by the borrower of funds but not to excead $135,000, )

Far consideration of this nate, Michael E. Lynch canveys and assigne his personal residenca cammonly knawn as 37430 Leon
Road, Murtiela, Californla 32563 (APN 958-130-016) as cotlaleral held if a default of full repayment occurs. This note is to serve
and be held as conveygnce as a 2 Deed of Trust attached to said property to the Help Hospitalized Veterans Organization.

This note may bs prepaid, at eny (ims, in whole or part, without penaity. This nole shall, at the oplion of Help Hospitalized
Veterans, be immediately due and payable upon the occurrenca of any of the following:

Emplayment with Help Hospitalized Visterans termination by rasignation or for cause,

Sale of property described as 37430 Leon Rogd, Murrieta, Califamia 92563,

Not Lafer than December 31, 2008, -

Upon the death or liquidation of assets of Michae! E. Lynch whoss Social Security Number i 450-90-8925.

Upon the fling by Michael E. Lynch an assignmant for the benefit of creditors, bankruptey or for

relief under any provislong of (he Bankruptey Gods; or by suffering an involuntary pelltion in bankruptcy or recaivership
not vacated within 30 days,

f g ol e

In the evant this note shall ba in default, and placed with an attoney far coliection, than Michael E. Lynch agrees to pay all
reasonable atorney feos and costs of collestion. All paymants of this nate shall be made to Help Hospifalized Veferans via
payroll deduclions or as doemed rellable and conveniant to Michael E, Lynch and management of Help Hospltalized Veterans
untif full principal and interest have been paid. Under no ¢ tances shall repayment of principle and Intarest exceed tho
dale of December 31, 2006.

Help Hospitafized Veterans will release interest In the collateral property immediately once principle and interest have been pald
infull,

The undersigned and all other perlies to this note, whather as endorsars, guarantors or suraties, agrea (o remain fully bound
hereunder until this note shelt be fully paid and waive demand, presentment and protest and ail notices thereto and further
agres to remain bound, to this note. No modification o indulgsnce by any holder hereof ahaft be binding unless in writlg; and
any indul on any one lan shalf not be an indufgence for any other or fiuture ocoasion. Any modification or change of
terms, hereunder granted by any holder hereof, shalf be valld and kinding upon each of the undersigned. The fights of any
holder hereof shall be cumulative and not necessarlly successive, This nole shall take effect a5 a soaled insfrument and shalf be
conslued, gavemed and enforced In dccordanca with the faws of the Skate of Californta, The undersigned hereby exacute fhig
TOWag princlpals.andnof as surelies.

-
Pl Py
el E.Lynch | Leonard C.Rogers, Secretfyy and Treasurer
37430 Leon Road | Help Hospitalized Valerans, Inc.
Murriata, California 92563 36585 Penfield Lane

Winchester, California 92696
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WELLS FARGO BANK, N.A.
16-24-1220
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NAME OF LOAN QR TITLE
$135,000.00
$0.00
6.00%
NUMBER OF PAYMENTS. 0
FIRST PAYMENT DATE:
8
31
2004
0.50% TOTAL PRINCIPAL
INTEREST PAYMENT REDUCTION
3-Avg-04 1 $512.26 30.00 50.00
30-Sep-04 2 $612.26 0.00 $0.00
30-Oct-04 3 $612.26 R 0.00 £0.00
29-Nov-04 4 3612.26 0.00 $0.00
29-Dea-04 5 £612.26 900 30,00
28wFan-05 [ $512.26 400.00 30.00
21-Feb-05 7 $612.26 800,00 $0.00
29-Mar-05 ] $61226 800.00 50.00
28-Aps05 9 361226 800,00 $0.00
28-May-05 * 0 361226 800.00 $0.00
24-Jun0§ 1 ] $474.01 400.00 30.00
§6,596.61 34,400.00
Intorest Nolo
Bngipal Tola)
Balance 7/31/04 274760 12245214 12519978
Accrued interest B/1/04-8/24/05 8,598.61 6,596.61
Paymante {4,400,00) {4,400.00)
*Foyolf at 6/24/05 494425 12245294 127,399,39
Cextified to be a true copy of Loan Reconcillatiom
—
‘ o (D05
Wende Caha
Director of Administration
Help Hospitalized Veterans k \\
\ \D\"\
MXKE LYNGH
MU
u 5&!;!151'72. sg.A 49663-2624

“‘é‘iﬁw

k122000 ak e 05327537 2am naanb

2

Data

No. 7803 P 28

UNPAID
~BALANCE |
$122,453.00
512245200
122,452.00
132,452.00
122,492.00
122,452.00
122,452.00
122,452.00
122,452.00
122,452.00
122,452.00
122,452,00 **

‘ 221
Jos g

§ 12739,

B B
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Promissory Note (2* Trust Deed)

Date  .ulyD, 2003
Total Principal Amount of Nots: $135,000 Stata of Caltiornia

FOR VALUE REGEIVED, the undersigned hereby promises to pay o the arder of Help Hospitalized Veterans, 36585 Penflels Lane,
Winchester, California 92596 the sum of one hundred thirty-five thousand U. S. Dollars ($135,000.00), together wilh Intersst thereon
al the rale of percent 6% per annum on the unpald batance. Help Hospitalized Vetarans wili fund two payments of this note {1}
$25,000 and {2) $110,000 at the dale(s) requested by the borrower of funds but not 1o exceed $135,000.

Far consideration of ihis nole,-Michasi £, Lynch conveys and assigne his personal residence commonly known as 37430 Leon
Road, Murriets, California 52563 (APN 968.130-016) as colialeral held if a default of full repayment occurs. This note is to serve
and ba held as conveyance as a 2¢¢ Deed of Trust attached o said properly to the Help Mospitelized Veterans Organization.

This note may be prepaid, at any tine, In whole or pan, without pensily. This nofe shafl, at the option of Help Hospitalized
Veterans, be immediately due and payable upon the eccurrence of any of the following:

Employment with Help Hospitalized Veterans termination by resignation or for cause.

Sale of property described as 37430 Leon Road, Murriata, California 92563,

Not Laler ihan December 31, 2006,

Upon the death or fiquidation of assets of Michael E. Lynch whose Social Security Number is 450-90-8926.

Upon the fiing by Michael E. Lynch an assignment for the benefit of creditors, bankruptey or for

relfef under any provisions of the Bankruptey Code; or by suffering an involuntary petilion in bankruplcy or receivership
not vacated within 30 days.

e

In the avent this nate shall be in dafaukt, and placed with an altorney for collaction, then Michae! E. Lynch agrees to pay alf
reasonable attoragy fess and costs of collaction. Afl payments of this nots shall be made to Halp Hospitalized Velerans vid
payroll deductions o as deemed reltable and convenient to Michael €. Lynch and manag t of Help Hospitalized Vet
until full principat and inferest have benn paid, Under no ci shell rapaymenl of principle and interest excesd the
date of December 31, 2006.

Help Hospitalized Veterans wili release interest in the coltateral property immediately ance principls and interast have baen paid ‘
in full.

The undersigned and alf olfter parties to this nots, whether as endorsers, guarantors or surelies, agree lo remain fully bound
hereunder unill this note shall be fully paid and waive demand, presaniment and profast ang alt natices thereto end further
agree [o remain bound, to this note. No modification or indulgence by any holder hereaf shall be hinding unfess In writing; and
any induly on gny one fon shall not ba an indulgence for any other or fulure occasion. Any modification or changs of
terms, hereunder granted by any holder hereaf, shell be valid and binding upon each of the underaighed. The rights of any
hatder hereof shall be cumulative and not necessarily successive, This nole shall take effect as 8 sealed inslrument and shalf be
constrred, governed and onlorced in accordance with ihe Jaws of the Stata of California. The undersigned hereby exacule this

Midiae! E. Lynch Toonard C.Rogers, Secrathry and Treasurer
37430 Leon Road . Help Hospitalized Vetarans, inc.
Murriota, California 92563 38585 Penfield Lane

Winehesler, California 8255
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Help Hospitalized Veterans

2065 Kurtz Street, San Diego, California 92110-2092
(619) 201-5846 / FAX « 291-3842

December 1, 1997

BOARD OF DIRECTORS

Faundter s Prosicant: Regar tnwpin. S, Lynin Luong

— n G b ) N TR SR T Bob Hope presents an HRV
Yo eresident: Rabert prichaa Registry of (.hm:ltdbl(. Truats Craft Kit 1o hospitalized
SaeTrean: Edward Flatchor 1300 I Street, Suite 125 veteran Fugene Gardner.
Busiosetnan P. ©. Box 903447
Pcisii Sacramento, Ca, 94203-4770
m‘lﬂﬂ: v Slevens
i Rer  Pile No. C'1+13082
‘Exacyive Directar: MRS Lynch

Sersn Dear Ms. Luong:

FRIENOS OF 3 . .
HOBPITALIZED VETERANS Fnclosed please find the information requested.

%ﬁ-?m In response ta your item 5(a) & (b), Mr. Lynch was utilizing the loan to

P eliminate personal debt and for use as a down payment on a home. The loan
" was secured by Mr. Lynch's salary as an employee of HHV. Mr. Lynch repaid
ParBoong

o the full amount of the loan, including the interest, July 1, 1997.

win Crambaraln If you are in need of additianal information, please do not hesitate to call
o creaty me at (619) 488-2911

PrAn Diller

Jog DaMapple .

Faty Duis Sincerely,
Qemaniha Eggar

Unda Bvans.

AoRea fmek "2 —~ ’[ N
Tory Franciost. L. NN
Annane Funtepto ‘\v Cfan |

Tl Gawdy

Roasy Qe ROGER CHAPIN

Franog Hariy

A Preside: .
Sateodon Founder/ Pregident @)@(@)W@ S (EeE:

Aoms Lao
cantows

\ @
i enclosures é L oN @9 /H/ e T

o0 Msjor

Robon Michym OF  feT ’*/ 050

Paiti Paga

Acnokd Primes _.’______,_.__...—.W

At Paizeghit: /{

SaraPonth @ m,ﬁ[ﬂﬁ K/r'?ﬂ/y ,
Dobbis eyaoits DA A D ate 97
Jsanntp €, Nith,

Brogks. RnNn‘ae’n MM % émg},(/f' F‘l “l’f
iterd Scoh

0on Shuta
Mk Spliz @ =

Aoben Slack —

T or -

Rogut §1aubecn T

Payns 8

e s B Lomn! Fytgiant
Johany e

Atunser, ar.

Jonathgn Winlery

sy Wyman

Help Hospitalized Veterans is a non-profit, tax exempt corporation.
"Serving American Veterans & the Military Community for over 26 years,”
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REGISTRY OF CHARITABLE TRUSTS

Schedule D—Schedule of Changes ul o RESTRICTED 0 v | LANOD BUILOINGS
e o Batances e ey e | SORGORT | Ake toursany
Fund Balances, Beginning of Year. X .
... §Must agree with endine balances on orfar reoorl) : .

Other Changes (Describie)

Fund Bal End of Year

Schedule G—-Contributions, Grants, Ee., Mode During Ysar or Approved for Futura Payment

RiLarionaie 19 ant CONCISE ATATEMENT OF PURPOSE
UONLE'S HAME AND ADDRERS TAUSTEL, FNIETR AN AMCUHY
suasrantine camtmauves | OF CONTRIBUTION DA dRANT *

Made duting years

Total—enter here and online 61

*1F GQAANY WAB MADE FON THE GENEAAL PUNSOSES OF THE DONIN WITHOUT ARSTRICTION. THIN ENTER “GENEAAL.” IF GAANT WAZ FOR
SPEGIFIED PURPOSLY, LE BUILDING PUNDE, STAFF REVELOPMENT, TRAVEL, THEN STATK THAT SPECIFIC PURROIE.

Schadule H—Motes Rateivabie

NOITE 1 NOTE 2 NOTE Y
Rame of maken Mike Lyanch
Helationship to any
trustee, olficeror ™ . None ‘
substantial contributor
(riglnal ameunt: $35.,015,
Balance due: 0.
Oate of note; f=la=84
Maturlty date: 7-31297 B
HKepayment ferms: In.Full. By Maturity
{ntarest rate: 8.52 y x
Securidy: Emplayee.Salacy
{Purpose of lean; Persanal.debesHome. Downd Paymeur
Was a non-cash asset :
exchanged for the note? | No
Was 1his nolz received
a5 a donation? No

* IE there are more than three notes receivable, show the additional notes receivable on a
separate sheet using the same formab as above.
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BILL. LOCKYER Stare of California
Attarney General ) DEPARTMENT OF JUSTICE
RONALD REAGAN BUILDING

300 SOUTH SPRING STREET, SUITE 1702
LOS ANGELES, CA 90013

Public: AREA CODE/PUBLIC NUMBER
Telephone: (213)897-2184

Facsimile: (213) 897-7605

E-Mail: steve. bauman@doj.ca.gov

November 30, 2005
Board of Directors T
Help Hospitalized Veterans, Inc, RECEIVED
36585 Penfield Lane
Winchester, CA 92596 DEC 2 2005

BY:
RE:  Loan activities

Dear Board of Directors:

The Office of the Attorney General has the duty to supervise charitable organizations
under California Corporations Code section 5250, and Government Code sections 12580 through
12598. Upon review of the IRS form 990 for year end July 31, 2004 we have some questions
regarding the loan activity between Help Hospitalized Veterans (HHV) and Michael Lynch.

This IRS form 990, reflects on line 50, a balance of $25,000 in loans at the beginning of
the year and a balance of $122,452 at the end of the year, This 990 also reflects (statement #8)
that this note is from Michael Lynch, dated October 1, 2003 and earns 6% interest. Did HHV
give notice or seck approval from the Office of the Attorney General? If so, please provide
copies of all correspondence with our office related to the loan. If not, Please provide copies of
the following documents to me within 30 days of the date of this letter,
1. Board minutes which disclose the boards® discussion and approval of this loan;

2. Schedule reflecting all payments to Michael Lynch regarding this loan. This schedule
should reflect the date of the payment and the amount;

3. Schedule reflccting all repayments made by Mr. Lynch. This schedule should include the
date of the repayment, the amount and the outstanding balance;

4, Proof of the repayrnents (copies of canceled checks fiom Mr. Lynch);
5. The promissory note relating to the loan;

6. Documentation reflecting that the loan was secured.
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Help Hospitalized Veterans, Inc.
November 30, 2005
Page 2

Thank you for your cooperation. If you have any questions I can be reached at (213) 897-
2184, :

Sincerely,

STEVE BAUMAN
Supervising Investigative Auditor

For  BILL LOCKYER
Attorney General
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ﬁ}‘ NOV 241997
DANIEL E. LUNGREN State of California
Aitorney General DEPARTMENT OF JUSTICE
INTO, CA 542004770
Publio: (516) 445203
irale: (916443651
{0160324-8512
November 14, 1997
Board of Directors File No. CT-13082
Help Hospitalized Veterans, Inc.
2065 Kurtz Street

San Dicgo, CA 92110

Dear Directors;

The Califirnia Attomey General hag 2 duty to monitor public benefit carporations for the public
interest. In this regard, your Periodic Report of the yesr ended July 31, 1996 was selected for a
correspondence audit.

Please refer to the loan receivable of $35,015 due from Mike Lynch. Please detail this loan by doing
the following:

1) . Complete and submit the enclosed Form CT+2s, Schedule H;
2) Furnish a full copy of the loan receivable;

3) Furnish board meeting minutes that will show the board discussed and approved the
loan receivable;

4) Furnish audited financial statements of said year ended;
5) Answer the following questions:
a) ‘What was the purpose of the loan?
b) Why was the loan unsecured?
6) If Mr. Lynch has repaid the loan, please provide copies of his canceled chiecks.

Please provide the above information within 30 days from the date of this letter.

Sincerely,

DANIEL E. LUNGREN
Attorney General

7

LYNN LUONG, Investigative Auditor
Registry of Charitable Trusts
Englosure
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