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(CNO)* serve a noble purpose, in concept: helping donors make responsible choices when donating

to a CNO. As a result, how an individual CNO is rated or ranked by these “watchdog” organizations
and/or publications can have a significant impact on the CNO’s contributions income and, thereby, on the
CNO’s ability to fulfill its mission.

C harity “watchdog” organizations and national publications that rank charitable nonprofit organizations

Our concern, as responsible nonprofit organizations, is not with the concept of ratings or rankings of CNOs,
since we agree that donors should be well-informed about the CNOs they are considering as recipients of
their donations. Our primary concern is that donors fully understand the information they are receiving from
such ratings and rankings so they can make well-informed judgments and not be misled and/or misinformed.
There is great potential for these ratings to be misinterpreted and misused, which would cause more harm
than good to both donors and CNOs. In the worst case scenario, donors could withhold vital contributions
from a worthy organization based on inaccurate, incomplete or misunderstood information they received
from an evaluator.

As CNOs receive more public scrutiny through mass media, we also think it is important that the media
understand the information they are receiving and disseminating, so they are not themselves misled and/or
misinformed and do not add to an individual donor’s possible confusion. The media (and through them, the
general public) needs to recognize that charitable organizations, by nature, are not easily measured or
compared based on simplistic criteria and/or benchmarks. Unlike for-profit corporations that can more easily
be measured and compared using standard financial data and ratios, the programmatic, mission-based work
of CNOs is more complex.

As a service to their member organizations, who are confronted with responding to donors and/or the media
about the ratings and rankings of CNO evaluators, a joint task force of the National Human Services
Assembly (NHSA) and the National Council of Nonprofit Associations (NCNA) conducted a study of the most
well-known organizations and publications that provide CNO ratings and/or rankings. A summary of this
study’s findings is included below, followed by a detailed report which entails the scope of and approaches
used for this study. The specific findings of this study are contained in Tables 1 and 2 attached to this report.

* The joint NCNA-NHSA task force that produced this report has elected to use the term, “charitable nonprofit organization,”
abbreviated as CNO, rather than “charity” for a number of reasons; among them: the raters tend to rate/rank a subset of charities
and nonprofit organizations that are recognized by the federal government with a specific tax exemption; also, the term, charity,
which includes individual acts as well as those of complex organizations, can connote an informality that is not acceptable for an
organization qualifying for federal tax exemption.
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I\/I ajor observations resulting from the joint task force study of rating and ranking organizations/
publications include the following:

Approaches and criteria vary: The methodologies and criteria used vary significantly among the
various rating and ranking organizations, making it difficult for a donor to understand the ratings
and/or rankings, and making it difficult for an individual CNO to satisfy the varied criteria;

Evaluation criteria may not be readily apparent: Not all of the organizations and publications that
rate or rank CNOs make it easy for the donor (or the CNO being evaluated) to determine the
evaluation method and criteria being used, making it difficult for the donor to understand how the
rating or ranking was established and making it difficult for the CNO to respond or react;

Evaluators may use criteria that are overly simplistic: In light of major differences in the financial,
operational, organizational, and governance structures of charitable organizations (e.g., national
organizations with and without affiliates, direct service organizations, membership organizations,
coalitions), simple financial ratios and/or measures that apply in some circumstances may not apply at
all in others. Unless the rating or ranking organization takes such distinctions into account in applying
its criteria and/or explains such distinctions to the donor, a donor can be misinformed or confused by
the information conveyed;

Evaluators tend to focus on financial measures but overlook program effectiveness: Inthe
wake of the Pacific Tsunami, donors could fairly easily find which nonprofit organizations involved in
relief efforts had low overhead: percents and ratios reported by charity watchdogs were cited
frequently in the media. However, few news reports or the ratings they cited indicated how effective
the nonprofit organizations were at delivering services. A couple of the CNO evaluators seek
information on whether subject organizations evaluate program effectiveness but financial efficiency
remains the primary focus in most third-party ratings/rankings at this time;

Competence of the evaluator is critical and difficult to ascertain: It is virtually impossible for the
donor to determine the relevant credentials, expertise, and/or experience of the rating or ranking
organization’s staff, which is particularly important due to the complex and somewhat unique nature of
CNOs and the accounting and financial reporting rules that apply;

Evaluators may not meet their own criteria: Not all of the organizations and publications that rate
or rank CNOs meet the same standards or expectations that they apply to the CNOs they evaluate
and/or are not subject to the same “transparency” requirements (e.g., public disclosure of financial
information, funding sources). This makes it difficult for a donor to measure the credibility of an
organization or publication that evaluates other organizations;
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Data sources and levels of due diligence vary: Some raters or rankers obtain data from public or
indirect sources while others obtain it directly from the CNO. Likewise, not all of the organizations and
publications that rate or rank CNOs interact with the CNOs to validate the accuracy of the information
the evaluator is using and/or to allow the CNO to provide clarifications, explanations, and/or
corrections to the information used in the evaluation;

Ratings often drive revenues to the evaluators: Some of the organizations that rate CNOs use
their ratings as a critical component of their own revenue model (e.g., to generate
membership/subscription fees, licensing fees, report fees, web site advertisements) which leaves
open to question whether they are motivated to inform donors or whether they are motivated by
media attention that improves their revenue stream.

In light of the above, we believe that donors (and CNOs) are best served by a “watchdog” organization
and/or publication that:

1. Makes its methodology and criteria readily available and understandable to donors and to the CNOs
being evaluated.

2. Provides sufficient information about the relevant expertise and/or experience of its management and staff
to enable donors to judge its overall competence to evaluate CNOs.

3. Interacts with the CNO being evaluated to validate and/or clarify the information being used and to allow
the CNO to appeal/challenge any conclusions drawn by the evaluating organization or publication.

4. Provides its findings free-of-charge to potential donors and to the CNOs being evaluated.

5. Complies with the same criteria and/or standards it applies to the CNOs being evaluated.

6. Meets the same “transparency” requirements that apply to the CNOs being evaluated (e.g., public scrutiny
of financial data, tax returns, and officer compensation).

7. Applies its criteria and publishes its findings in a way that recognizes major differences in the types and
structures of charitable organizations (“one size does not fit all”).

8. Provides resources (training, reference materials, etc.) to assist the organization being evaluated in
meeting their criteria.

Finally, third-party ratings and rankings would serve the public better if they either qualified the scope and
limitations of their assessments—noting if they primarily measure financial efficiency or whether they also
address program effectiveness, ethical and fundraising practices—or included indicators or measures of
program effectiveness, ethical and fundraising practices in their assessments. Reasonable overhead and
fundraising-to-program expenditure ratios are desirable but insufficient: how well a nonprofit delivers on its
promises should be a primary consideration as well.
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Introduction

organizations including foundations, funding intermediaries and charitable organizations. This attention

has focused on a variety of issues from compensation of executives and trustees to efficiency practices to
accounting procedures. It has led to increased concern by the public and public officials about accountability
and transparency in the sector.

I n recent years there has been unprecedented media attention focused on the operations of philanthropic

A response to this attention has been the proliferation of accountability standards and ratings designed to
evaluate the activities of nonprofits. These standards and standard-setting organizations have grown in
number and popularity creating confusion for all stakeholders including donors who are often the primary
audience for these ratings/rankings. Organizations that are evaluated are also at a loss as to what these
rankings mean and how they explain what their score means to potential donors, clients and members. The
sheer number of these ratings also creates confusion for nonprofits about which of these systems may be the
best tool for them. To alleviate this confusion, the National Council of Nonprofit Associations (NCNA) and the
National Human Services Assembly (NHSA) decided to partner to produce an educational tool that reviews
the existing accountability standards and ratings. The goal of this report is to help nonprofits and others
understand exactly what and how standard-setting organizations measure and rate nonprofits.

Adding to the timeliness and importance of this report is the scrutiny the charitable sector is under by
Congress, especially the Senate Finance Committee, which is committed to reforming charitable oversight in
the 109th Legislative Session. This report and the tables contained within are intended as a resource for
participants in and subjects of nonprofit rating and ranking processes and for consumers of the information
those processes generate. For participant/subject organizations, it is the intent of this work by NCNA and
NHSA to ensure that they are aware of the differences between the various models and rating organizations.
This can be helpful in terms of deciding in which approach, among those that are voluntary or that invite the
subject organization’s participation, the organization wishes to participate. It can also be helpful in
understanding and addressing the meaning of and variances between rankings/ratings in different listings.

For both subject organizations and other consumers of the information the various ratings and rankings
provide, it is also the intent of the present comparison to help subjects, participants, and users of the
information to assess the legitimacy and credibility of rating/ranking criteria, processes, and organizations.
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Study Selection Criteria

he present “rating-the-raters” initiative focused solely on rating, ranking, and standards-setting entities
that met the following criteria:

* They were national in scope or being replicated across the country; and

» They rated, ranked, or set standards for diverse CNOs rather than specialized niche groups of nonprofits.

There are a few local rating and/or standards-setting processes and several other national processes that
focus on specific types of organizations, e.g., health CNOs, faith-based organizations, child and family-
serving agencies. Again, the present analysis addressed only those that were or could be applied to virtually
any kind of CNO.

The study team considered two kinds of organizations/processes:

» Entities or processes that rate CNOs or make decisions about them based on established standards,
criteria or processes.

» National publications which rank CNOs.

The entities/processes identified included: American Institute of Philanthropy, BBB Wise Giving Alliance, and
Charity Navigator—all national rating systems. Also included was the Standards for Excellence Institute,
which is home to a standards/evaluation process that began in Maryland but has recently gone national in
scope. In this grouping, the NHSA-NCNA task force included the Combined Federal Campaign (CFC) as
well, because it identifies standards a nonprofit group must meet in order to solicit donations (via the CFC)
from federal employees.

The publications examined included the Chronicle of Philanthropy, Forbes, Nonprofit Times, and Smart
Money, all of which publish rankings of CNOs. Worth Magazine has produced a “100 Best Charities ” list
but was no longer doing so at the time the study group conducted its assessment.

Study Methodology

he entities reviewed were examined on three sets of factors: organization/structure, method of rating or

ranking, and evaluation standards/criteria. All three were examined and are presented for the rating
entities/processes in Table 1. Some of the factors employed were not as relevant for the publications, so an
abridged set of comparative factors is reflected in Table 2.

Two members of the joint task force were assigned to each organization to gather the information contained
in the tables. The information was gathered from public sources—including websites and publications—of the
standards setting organization. If this information was not publicly available, the entity was contacted by
phone and/or e-mail for the information. In addition, after the research was complete, each entity or
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publication was contacted and given a chance to review what we found to guarantee that this would be an
accurate representation of their program. Most of the entities responded, but some of the publications did
not respond.

The reader should be informed of potential conflicts with two of the organizations that were reviewed and how
the joint task force dealt with these conflicts.

The Standards of Excellence Institute is an operating division of the Maryland Association of Nonprofit
Organizations, which is a member of NCNA. In addition, there were representatives on the task force
from two organizations that offer Standards of Excellence and are NCNA members. To avoid bias in the
Standard of Excellence review of this organization, no NCNA member of the task force was involved in
the review.

A member of the board of the BBB Wise Giving Alliance was a part of this project. To avoid bias, this
individual did not participate in the review of that organization.

The information contained in the two tables speaks for itself. Following are selected highlights:

Rating Entities/Processes (TABLE 1)
Organization/structure:

+ All but the CFC are nonprofit organizations; two are parts of other organizations—BBB Wise Giving
Alliance (BBBWGA): Better Business Bureau; and Standards for Excellence Institute (SFXI): Maryland
Association of Nonprofit Organizations.

» All of the entities reviewed are national in scope, however, the Wise Giving Alliance can empower local
BBB'’s to employ its approach locally.

» All of the nonprofit organizations are financed, to varying degrees, by philanthropic sources, including
individual contributors and foundations. Two receive fees and/or earned income from their standards
programs (BBBWGA and SFXI). One of the nonprofits—Charity Navigator (CN)—is financed substantially
by one individual and a corporation with which that person is associated. The CFC is funded by funds
appropriated from the federal government.

+ Staffing for the rating/evaluation processes at these entities ranges from 4.5 FTE to 10.

« Of the four under nonprofit auspices, it is relatively easy to access audit and organizational information
(e.g., governance structure, staffing) about three: American Institute of Philanthropy (AIP), BBBWGA, and
SFXI. That is not the case for CN. Parallel information on the CFC can be obtained.

» Of the four under nonprofit auspices, three abide by their own standards: AIP, BBB WGA, and SFXI. ltis
unclear whether this is the case for CN. This factor is not applicable for the CFC.
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Approach/Methodology:

» All have standards that are readily accessible. Some are not available on the organization’s website,
however, and must be ordered (AIP).

» The rating approaches of the five entities vary widely: one grades A+ to F and another rates on a scale of
0 — 4; two are essentially pass/fail; and two provide a seal of approval (for one, BBBWGA, the seal is
optional and there is a cost).

» Participation in an SFXI or CFC process is voluntary on the part of a nonprofit organization.
The others may initiate a review if asked to do so by a donor or member or may undertake a review
at their own initiative.

« AIP, BBBWGA, SFXI, and CFC use information and materials provided by subject organizations as well as
public information. CN relies substantially on public information (IRS Form 990 in particular).

+ BBBWGA provides a draft report for a subject organization to review and comment on. All report they will
consider additional information (if a subject organization disagrees with or wishes to update/revise the
findings/rating). Only SFXI and CFC have formal appeals processes.

Evaluation Standards/Criteria:

» All address financial measures but differ on percentages allowed/desired for fundraising costs.
» Four of the five also address “program spending,” though, again, allowable/desired percentages vary.

» Three of the five expressly address the subject of financial reserves or working capital, with the
expected amount of reserves varying from one to three times the amount needed to sustain the
organization for a year.

* CN and CFC do not address governance (e.g., board) involvement. BBBWGA and SFXI address
governance in some depth.

« BBBWGA and SFXI are the only ones that address desirable fundraising practices, including donor privacy.

« BBBWGA and CFC require descriptions of programs. SFXI requires that organizations have defined “cost
effective procedures for evaluating, qualitatively, and quantitatively,” its programs as related to mission.

* CFC regulations address lobbying and screening employees (to ensure none are on terrorist lists).
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Publications (TABLE 2)
Organization/Structure:

The organization/structure dimensions examined for the rating organizations are not particularly relevant to
the publications. However, it is noteworthy that two of the publications—Chronicle of Philanthropy and
Nonprofit Times—are focused primarily on matters affecting and involving nonprofit organizations while
nonprofit rankings by the other two publications—Forbes and Smart Money—are periodic features of
magazines primarily focused on other subjects.

Approach/Methodology:

» All four rank or rate organizations based on size—from the top 100 to the top 400.

« Two indicate that a CNO’s participation is voluntary; however, all four determine, based on dollar amounts,
which organizations they will include.

» The publications vary as to how they represent national organizations with affiliate networks, i.e., whether
ratings/rankings are based on national headquarters operations only or headquarters combined with
affiliate networks.

» All four base their rankings on information provided by the organizations ranked and tax returns. Each
of the two business publications (Forbes, Smart Money) also uses one of the philanthropic publications
as a source as well.

Standards/Criteria:

+ Two provide straight rankings of CNOs (one the top 400, one the top 100) based on funds—one on private
support raised, the other total income.

* Forbes and Smart Money determine rankings based on assessment of revenues and expenditures, e.g.,
fundraising efficiency, program expenditures.

* Forbes and Smart Money address fundraising and uses of funds (e.g., programs, reserves, administration).
None of the publications address program delivery or effectiveness.
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Conclusion

ince nonprofits exist to provide services and products for the public good, accountability and

transparency will continue to be important concerns for the public, policymakers, and the sector itself. As
such, solutions from a variety of sources—legislators, attorneys general, watchdog groups, the private sector,
and nonprofits themselves—will continue to be offered as a guarantee that the sector is worthy of public trust
and investment. This report only looks at one of the approaches—standards and ratings— because of their
gaining popularity and their growing impact on the sector.

There are many ratings and standards setting programs out there and as they gain popularity, more will be
established. Our goal for this report is to help donors and CNOs navigate their way through these programs
to find those that can provide the most useful and relevant information. Our research and review has led us to
conclude that donors and CNOs are best served by a rating program that:

* Makes its methodology and criteria readily available and understandable to donors and to the CNOs
being evaluated.

» Provides sufficient information about the relevant expertise and/or experience of its management and staff
to enable donors to judge its overall competence to evaluate CNOs.

» Interacts with the CNO being evaluated to validate and/or clarify the information being used and to allow
the CNO to appeal/challenge any conclusions drawn by the evaluating organization or publication.

* Provides its findings free-of-charge to potential donors and to the CNOs being evaluated.
» Complies with the same criteria and/or standards it applies to the CNOs being evaluated.

* Meets the same “transparency” requirements that apply to the CNOs being evaluated (e.g., public scrutiny
of financial data, tax returns, and officer compensation).

» Applies its criteria and publishes its findings in a way that recognizes major differences in the types and
structures of charitable organizations (“one size does not fit all”).

* Provides resources (training, reference materials, etc.) to assist the organization being evaluated in
meeting its criteria.

Finally, while determining organizational and program effectiveness and adherence to ethical and fund-raising
standards are complex and costly, especially given the wide range of organizations that CNO raters
examine, an effective “watchdog” organization will not overlook these essential dimensions. At very least, it
will examine whether procedures exist at the subject organization to periodically assess organizational and
program effectiveness, as well as desirable ethical and fund-raising practices.
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