
The Art (And Auditing) of Giving
Part II

BY DARLENE MITCHELL, MBA

This is the second qf a two-part article on
auditing the healthcare charity, qften

Government, Watchdog Groups
named a foundation in many healthcare
organizations. The,first part, published in Set The Standards for Charities
the Fall 1999 issue of New Perspectives
.focused on the framework of operations The auditor should become familiar with the

and reporting practices. Here, the author laws that apply to the state in which the

deals with government requirements and charity is in, as well as laws that apply to

performance yardsticks. any state in which fundraising activities are
being conducted. A l t h o u g h  t h e
governmental division overseeing
charitable activity may vary from state to
state (see chart on adjacent page), the
requirements for charitable organizations

are similar. There is an initial registration
of activity: the charity must register with
the state before any funds are solicited by
or on behalf of the charity. Some states
require a charity to register if they are based
in another state, but plan to conduct
business in other states. Many states also
require annual information reports, which

summarize the charity’s financial position,
such as Form 990 data, information about
paid professional fundraisers, commercial
co-venturers, and/or professional solicitors.
In Georgia, charitable organizations are
required to complete an initial registration
and file a new report annually; registrations
expire on December 3 1 of each year. Georgia
does not require charitable organizations
collecting less than $15,000 in a year to
register, nor are state and federal education
institutions required to register. An out-of-
state charity soliciting donations from only
one county within Georgia is not required
to register.

Federal Requirements
In terms of federal requirements, the two
primary issues of concern for the charitable
organization is the filing for exemption from
federal taxes and the annual filing of the
Form 990. Every charity taking in $25,000
per year (except for churches or religious
orders) must file a Form 990 annually. All
charities are required to make their Form
990s available for the public to inspect on
its premises. The IRS states that a Form 990
must be provided immediately if requested
in person and within 30 days if a written
request is received by a charity. The charity
must provide the Form 990 without charge
-other than assessing minor fees to cover
copying and mailing. However, the IRS will
mail out copies of a charity’s Form 990 for a
nominal processing fee. Being aware of the
IRS requirement. U.S. News and World
Report conducted a study a few years ago;
they contacted 25 charitable groups,
requesting a copy of the entity’s Form 990.
Of the 25 groups contacted, 22 knew what
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the form was, with two groups stating that
t h e r e  w a s  n o  c o p y  “ o n  h a n d . ”
Representatives of three organizations
stated that they were unfamiliar with the
form. Of the 25 groups contacted, 13 groups
forwarded a gratis copy of the document to
the magazine’s surveyors.

Auditors, management, and board
members of charitable organizations should
be alerted that Form 990s will soon be online
-compliments of the federal government.
The charity’s CEO and senior management
should always review the Form 990. Perhaps
the only term used within the Form 990 that
may seem unfamiliar to someone who is not
accustomed to terminology associated with
charities is the term “joint cost.” An
example of a joint cost is the cost incurred
for a combined educational and fundraising
campaign. Assume that a charity incurs a
cost for printing a newsletter (which is
deemed to be educational); however,
included with the newsletter is a return
envelope that can be used by the readers
to make donations. Because this newsletter
served a dual purpose of education and
fundraising,  the printing and mailing costs
should be split between administration and
fundraising.

The auditor should obtain a sample
Form 990 to check for accuracy, reader
friendliness, and informativeness, as these
are the qualities that several charity
“watchdog” organizations observe when
they request a copy of a charity’s Form 990.

Operating Guidelines
Some hospitals or clinics operate a charitable
organization that is actually affiliated with
a larger, national office. Examples of this
situation include the distinction of being a
Children’s Miracle Network Hospital or the
case in Georgia whereby a Ronald
McDonald House has been owned and
operated by a hospital’s foundation. Under
these circumstances when a national
affiliation is involved, the auditor should
be aware of additional issues, and special
requirements of the “parent” or “home”
office, to consider in conducting an audit:
l Audited financial statements are often

required by the national office,
regardless of the amount of
contributions received during the year.

The national office may require the
preparation of annual financial
statements, based on a calendar year,
which may vary from the hospital’s or
clinic’s fiscal year.
Fees and percentages of funds raised
must be paid to the national office by
specific due dates.
The local office may be required to
allocate expenses to program services,
general and administrative, and
fundraising, using formulas provided
by the national office.
Quarterly activity summary reports
(separate from financial statements)
may be required by the national office
to provide details about contribution
activity, fundraising activity, and grant
activity.
The national office may be a resource
for providing statistics by which the
performance of the local office can be
measured - comparing results to
those offices in similar geographic
locations and similar population
bases.

Performance Yardsticks
Consumers and the news media are
becoming better educated and more acutely
aware of how the public’s dollars are being
spent by charitable organizations -
primarily as a result of information being
readily available on the Internet, but also
because of organizations which specialize
in tracking the financial performance,
operations, and structure of various
charities. The tendency among several of
these “watchdog” organizations is to allow
a charity an average of three years to
become fully functional. There are some
common traits by which these organizations
measure the successful performance of the
charities which they watch:
l Percentage of total income which is

applied to programs and activities
directly related to a charity’s purpose.

l Percentage of public donations which
are actually applied to programs
described in solicitations.

l Percentage of fimdraising  and
administrative costs, compared to
contributions raised.

l Control over disbursements.
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Percent
Total Income Spent on

Programs

Pement
Public Donation!ii Spent on

Programs

Pexent
Fundraising  Costs to

Related Contributions

Council of
Better Business Bureaus

Minimum 50% Miuinnrm  50% Maximnm 35%

National Charities
Information Bureau

Minimum 60% Minimum 60% ___

American Institute of
Philanthropy Minti 60% Maxirnnm 35%

While most of the charities watched by
these consumer groups are typically the
larger, national charities, the thresholds
established by the “watchdogs” can be
helpful in assessing the efficiency of a
healthcare organization’s charitable arm.
The chart above summarizes the guidelines
established by three charity watchdogs.

The American Institute of Philanthropy
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Audit Services and Corporate Integrity
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has served on local and state boards of
directors for various community and
charitable organizations and has
received numerous awards for her
community involvement.

(AIP) frequently refers to the percentage of
fundraising costs to related contributions
as the “Cost to Raise 100.” This group feels
that $35 or less to raise $100 is reasonable.
A significantly lower amount may suggest
that the charity has a different view on
whether a particular cost is a fundraising
expense - and may therefore, improperly
class the expense as a general and
administrative cost. A higher amount likely
assumes  tha t  a l l  d i rec t  mai l  and
telemarketing solicitation costs are
fundraising expenses.

Be careful to compare fundraising
expense with related contributions - i.e.,
the money brought in as a direct result of
fundraising activities. Many charities will
incorrectly compare their cost to raise
money with total income, which may include
investment income, patient revenues, rental
income, and other sources of income. This
latter calculation method tends to make a
charity’s fundraising efficiency appear
better than it actually is. Example:

ABC Charity
$300,000 Contributions

$1.200.000 Other Income
$1,500,000 Total Income

$150,000 Fundraising Expense

Under the Total Income Method:
$150.000 Fundraising Expense = IO %

$1,500,000 Total Income

Under the Related Contribution Method:
$150.000 Fundraising Expense = 50 %
$300,000 Related Contributions

In addition to these statistics, the
National Charities Information Bureau
(NCIB) and the AIP provide standards
relating to the charity’s net assets available
for use. The NCIB states that the net assets
available for use in the next fiscal year
should not be more than twice the charity’s
current year’s expenses - or twice next
year’s budget. The NCIB further states that
there should not be a persistent deficit in
net current assets. The AIP calculates a
similar ratio, which they refer to as “years
of available assets.” This ratio shows how
long a charity could continue to operate at
current levels without any additional
fundraising. The ratio’s formula is:
Operating Expenses = Years of Available

Assets
Funds Available for Charity s Use (YAA)

AIP views a reserve of less than three
years to be reasonable. A charity with a
YAA ratio of more than five years is deemed
to be “less needy” and receives a lower
score. AIP believes thatcontributions are
not urgently needed by charities with large
reserves of available operating cash,
investments, and other “cash” sources
which it defines as funds available for the
charity’s use.

There was a time in our society when
perhaps most Americans gave to what
appeared to be a legitimate charity without
blinking an eye. However, times have
changed, and the role of the auditor has
changed too. No longer is it sufficient for
the auditor to simply ask a series of
questions, trace a few deposits, and declare
that the hospital’s charitable fund is in good
working condition.

Resources for additional information are
provided in the chart on the next page.
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The following is the new definition from the GTF monograph. I
have highlighted some of the more significant changes:

“Internal auditing is an independent, objective assurance
and consulting activitv  designed to add value and imnrove
an organizations operations. It helps an organization
accomplish its obj’ectives  by bringing a svstematic
disciplined apnroach  to evaluate and improve the
effectiveness of risk management. control and governance
processes.

The more I read this definition the more I like it. It is timely and
practical and it makes sense. I’m sure that, even in such a well-
thought-out change, there is controversy lurking in the weeds, but,
it looks reasonable to me. These changes, I believe, will provide our
profession with a more comfortable “change of clothes” that allows
us to stretch and grow without getting stodgy and “chubby” in our
middle age. This new definition prepares our profession well for the
next century.

This is a significant event in the development and evolution of
our profession for the new millennium. The potential implications
of these changes are far too numerous to give justice in this brief
column. The IIA article provides a very useful analysis and
explanation of the major changes in these definitions and key
concepts. This is a practical summary of these changes and I
encourage every internal auditor to read the article and the related
monograph to see where our profession is going.

Dear Letters to the Auditor,
It b almost here-the Year 20001 Much of the,fervor has subsided
after the “9/9/99”  issue fizzled. However, the big event is
approaching and the media hype is increasing. How bad can it
be? What do you think will happen? Should people be making
preparations for disaster? [f nothing happens, wasn  ‘t this a waste
of time and money?
Signed,
Will Webeok?

Dear Will,
The big event is approaching and many people have genuine
concerns about what may or may not happen. In my view, the media
have done a typically good job of stirring up concerns and a poor
job of calming these fears.

Unfortunately, too many people rely on the media for their
information. The general populace is still not very savvy about the
working of computers. Even the media depiction of a single “Y2K
Bug” is inaccurate and infers that there is one problem and one
potential solution. (It was the result of a commonly used program
design convention but requires individual solutions for every system
and application.) In my view, the public’s reaction to the phenomena
of Y2K is my biggest concern.

Overall, I am cautiously confident. Generally speaking, business
and government, including utilities, appear to be well prepared.
Over the last two years it has been my observation that all industries
across the country have worked the Y2K problem well. Granted,
there are some industries, like healthcare, that have been rumored
to be “millennium challenged.” I am sure we will see some random,
isolated (and rare) outages and we will hear about some business

“casualties” in the news but 1 predict the Y2K event will be “much
ado about nothing” -a “non-event.” Y2K will be something that
we’ll tell our grandchildren about and say “everyone was worried
about it, but nothing really happened.”

As I said before, my most significant concern about Y2K will
not necessarily be the ability to correct a programming convention
involving a two digit date field, but rather the ability of systems to
handle the inadvertent and unplanned group behavior of
individuals. We can change and control systems but we can’t control
people. Systems are designed to handle an average volume of
transactions with occasional and predictable “average” peaks. If
everyone does something at the same time, systems can be
overwhelmed and there will be disruptions and potential outages.
That’s why we have power blackouts and brownouts in the summer.

The media will quote some experts who will say, “Don’t pick up
the phone at midnight.” Some people will pick up the phone. Other
experts will warn, “Don’t flush the toilet at midnight.” There are
those who will flush. Depending upon how many people ignore
these pleadings will determine whether problems will occur. The
role of the media and government authorities will be important during
this time. The more that we can encourage people to control their
individual behavior the more likely we will see a minimalization of
disruptive events.

In reference to your comment that this was a waste of time, I
don’t believe so. First, a Y2K “non-event” will be a resounding
success for those who’s job it was to plan, fix, and prepare for it. It
will be notable that nothing occurred (sounds like a Seinfield
episode). This process has been very beneficial for business. This
was a “spark” to reinvigorate investment in systems. Many
information system managers leveraged this phenomenon to get
current with their information systems hardware and software.
Hospitals used this as an opportunity to replace obsolete medical
equipment with the state-of-the-art equipment. It also gave
businesses an opportunity to reassess and enhance their emergency
preparedness. These plans and contingencies can be used for Y2K
or future disruptions, outages, or emergencies.

Finally, you ask whether people should be making preparations
at home for Y2K. Let me “clearly” equivocate-yes and no. One of
the realizations of the Y2K experience is how incredibly complex
and interdependent our world has become. We have taken our
sophisticated technological prowess for granted. We not only
assume that our cell phones, Internet, and ATMs  will always be
there, but we assume that food, water, and power will be there too.
Lightning, rain, hurricanes, snow and an occasional squirrel taking
a shortcut across a transformer, can affect tens of thousands of
households. It’s always good to be prepared for a loss of power or
disruptions in key services. It doesn’t hurt to have some basic
staples stored and ready at home. It’s good to be prepared for the
unexpected. Many will be needlessly prepared for Y2K but these
preparations may be useful at a later time. Y2K is as good a time as
any to make these preparations, but it’s probably not “the” time. If
you haven’t prepared your home for a disruption, Y2K would be an
opportune time to get these things together and have them on
hand for future use.

We hope you enjoyed this millennium collector’s edition. Keep
those e-mails, letters and faxes coming in. E-mail jlandret@nmh.org.
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