Virginia Department of Planning and Budget

I‘.II Economic Impact Analysis

2 VAC 5-610 — Rules Gover ning the Solicitation of Contributions
Department of Agriculture and Consumer Services
June 16, 2001

The Department of Planning and Budget (DPB) has analyzed the economic impact of this
proposed regulation in accordance with Section 9-6.14:7.1.G of the Administrative Process Act
and Executive Order Number 25 (98). Section 9-6.14:7.1.G requires that such economic impact
anadyses include, but need not be limited to, the projected number of businesses or other entities
to whom the regulation would gpply, the identity of any localities and types of businesses or
other entities particularly affected, the projected number of persons and employment positions to
be affected, the projected costs to affected businesses or entities to implement or comply with the
regulation, and the impact on the use and vaue of private property. The analys's presented
bel ow represents DPB’ s best estimate of these economic impacts.

Summary of the Proposed Regulation

The Board of Agricultural and Consumer Services (board) proposes to make severd
amendments to the regulations governing the solicitation of contributions. Changesinclude: 1)
acceptance of the Unified Registration Statement in lieu of the Virginia Regidration Statemernt,
2) additiond types of organizations exempted from annud regigtration, 3) consolidation of 12
registration exemption forms to one form, 4) requirement that charitable or civic organizations
ghdl indudein dl solicitations their primary name, 5) new format requirements for preprinted
return addresses, 6) requirement that subcontracting professiona solicitors file consent to solicit
form, 7) requirement that subcontractors of subcontractors register, 8) requirement that the
professond solicitor Sate that heisa*” paid solicitor” in ord solicitations, and 9) requirement
that in written solicitations the professona solicitor Sate that they file financid reports with the
Virginia Office of Consumer Affairs (VOCA), and include VOCA'’s address.
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Estimated Economic Impact

When members of the public are asked to contribute donations to charitable and civic
organizations ether viatelephone or mail, there often exists some uncertainty as toward the
identity of the donation solicitor, whether the solicitor himself or hersdf works for a charitable or
civic organization, how much of the donation will reach the charitable or civic organization
versus payments to the solicitor, how much of the charitable or civic organization’s receipts go
toward the actua charitable purpose described versus other expenses and purposes, etc. This
uncertainty may lead potential donors to donate less often and to give fewer dollars per donation
than they would if they had more confidence that the donation would be largely used asthey are
led to bdlieve. Also, thelack of information may lead donors to make donations that they would
not makeif they had more detailed and accurate information concerning the recipients of their
donation and how the donation would likely be used.

Financid information for registered charitable organizations, professond solicitors, and
professiond fund-raising counsa® is available to the public by calling VOCA' s toll free phone
number. Available information includes, but is not limited to, the percentage of receipts kept by
the professond solicitor in their contract with a charitable or civic organization on specific
campaigns, and how much of the charitable or civic organization’ s receipts are expended on
program services versus other categories. Public citizens may use thisinformation in their
decision on whether to contribute to a charitable organization via a professond solicitor.
Increased access to clear detailed information about the recipients of potentia donations could
potentialy increase donations to recipients that donors find most deserving while reducing
donations to recipients consdered less deserving.

The board proposes severa changes to these regulations that affect potential donors,
charitable and civic organizations, professond solicitors, and professona fund-raising counsd.
Firgt, the board proposes to alow charitable and civic organizations to register using the Unified
Regidration Statement in lieu of the Virginia Regidration Statement. The Unified Regidration
Statement contains dl the information required in the Virginiaregistration. Some organizetions
that do businessin other states may find it easier to send the Unified Regidtration Statement
rather than to fill out aVirginiaregidration form. Since the Unified Regidration Statement
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contains dl the information required in the Virginiaregisration, VOCA gets dl the information
it requires and the organization saves on some time and adminidrative costs. Thus this proposed
change creates a net benefit.

Unless gatutorily exempt, charitable and civic organizations mugt register with VOCA
annualy. Pursuant to Section 57-60 of the Code of Virginia, nonprofit debt counseling agencies,
area agencies on aging, trade associations, and labor unions have been added to the list of
organizations exempt from regigtering. In addition, the definition of “hedth care inditution,” an
exempt category, has been expanded. Medicd facilitiesthat are 1) designated by the U.S. Hedlth
Care Financing Adminigration (HCFA) as afederdly quaified hedth center, 2) certified by
HCFA asarurd hedth dinic, or 3) whally organized for the delivery of hedth care services
without charge (free dlinic) are newly exempt by virtue of being added to the “hedlth care
indtitution” definition. The newly exempt organizations will save on regigration and
adminigrative costs. Annud registration fees vary between $30 and $325, depending on gross
contributions received in the previous year. Organizations with no prior financid higtory filing
aninitid regigration pay a$100 regidration fee. When applying for an exemption to
registration, the organizations provide financid information. But in subsequent years that
information becomes out-of-date. VOCA is not able to provide up-to-date financid information
to theinquiring public concerning exempt organizations. Whether the costs to the public of
reduced information concerning the newly exempt organizations that could be used in decisons
about donations exceeds the benefits to the newly exempt organizations of reduced regigtration
and adminigrative costs depends on how vauable the information isto the public. Sincelittle or
no data is available that estimates the dollar value of this information to the public, it is not
possible to draw any rdiable conclusions about the net economic impact of the proposed
additionsto the list of exempt organizations.

Currently there are 12 separate registration exemption forms. The gpplicant for
registration exemption must determine which of the 12 formsis most gppropriate for their
circumgtance. According to VOCA, there has often been confusion on the part of the applicant
asto which form is appropriate. The board proposes to consolidate the 12 registration exemption
formsto one form. No additiona information would be required. Thiswill diminate the

! Professional fund-raising counsel are firms or individuals who, under contract, provide logistical fund-raising
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occurrences where gpplicants submit the wrong form. Also, the change potentidly savestime
for the gpplicant and VOCA gaff in discussions on the correct form to use. Since no additional
information is required, this proposed change appears to produce a net benefit.

The board dso proposes to require that a charitable or civic organization include in dl
solicitations the primary name under which it isregistered. According to VOCA, occasiondly a
registered charitable or civic organization will solicit donations by using a name other than their
primary name in order to midead the public as toward their organization’s purpose. The
organization could register under multiple names in order to circumvent the intent of this
proposed redtriction, but that would be costly for the organization. This proposed change may
provide some darifying information for the public that may be useful for donation decisons
without introducing significant new cods for charitable and civic organizations that do not intend
to midead the public. Thus, this change will likely produce a net benefit.

Pursuant to Section 57-57.C of the Code of Virginia, the board proposes to require new
format requirements for preprinted return addresses for charitable and civic organizations,
professond solicitors, and professond fund-raisng counsel. Specificdly, the preprinted
address on any return envelope that is not addressed to the charitable or civic organization’s own
primary address shdl include the name of the business located at the address on the return
envelope in the following format:

ABC Charity

c/o XY Z Company
111 Main Street (#)
City, ST Zip Code

According to VOCA, it has been common for out- of-state organizations to use an address that
implies that the direct recipient of the donation is physcaly located in the Commonwedth. The
proposed addressing requirement is intended to make clear to potential donors that the
organization that they are sending their donation to is not located at the mailing address. Again,
this proposed change may provide some clarifying information for the public that may be ussful
for donation decisons without introducing sgnificant new cogts for charitable and civic

adviceto charitable organizations primarily concerning direct mail solicitations.
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organizations, professond solicitors, and professond fund-raiang counsd. Thus, this change
will likely produce a net benefit.

Under the current regulations, professond solicitors are required to file a consent to
solicit form signed by two officers of the charitable or civic organization with which they have a
contract. Professona solicitors commonly subcontract their work; subcontractors are not
required to file a consent to solicit form under the current regulations. According to VOCA,
charitable and civic organizations are often not aware of who is using their name for solicitations
beyond the professond solicitor with whom they have a contract, particularly when multiple
levels of subcontractors are used. The board proposes to require that subcontracting professional
solicitorsfile a consent to solicit form.  This requirement will hep insure that the charitable and
civic organizations know who is soliciting using their name, and if there are complaints, the
charitable and civic organizations and VOCA will be able to better determine whether the
organization using their name is doing so properly. The form istwo pageslong and has no
associated fee. The costs appear to be limited to the time involved in filing out the form and
obtaining the signatures of the two officers of the charitable or civic organization, plus perhaps
postage. The benefit of the information garnered by requiring the consent to solicit appearsto be
ggnificant, while the cogt of filing is not negligible, it does appear to be small. Thus, this
proposed change most likely produces a net benefit.

One might expect the problem described above concerning subcontracting could be
solved through the initial contracting process between the charitable or civic organization and the
professond solicitor; the charitable or civic organization could require in their contract with
their professond solicitor that they be notified in writing of subcontractors hired, require prior
approva of any subcontractors, or perhaps prohibit subcontracting al together. But, according
to VOCA, many charitable and civic organizations are run by part-time volunteers, and have new
officers each year without substantia experience or knowledge of the potentid problem with

subcontractors.

Under the current and proposed regulations, subcontracting professiona solicitors
operating under a contract with aregistered professonal solicitor are treated as an agent of that
professond solicitor and are not required to register. However, according to an opinion from
the Office of the Attorney Generd, firms or individuas who become subcontractors to those
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initial subcontractors are not agents of the professona solicitor directly hired by the charitable

or civic organization.? Thus, the board proposes to require that subcontractors of the
subcontractors register. An organization that registers as a professiona solicitor must pay a $500
annual fee and purchase a $20,000 surety bond. Thus, an organization that is not aready
registered as a professond solicitor for direct work with a charitable or civic organization, but
does work as a subcontractor to a subcontractor of a professional solicitor would have to newly
pay the $500 annual fee and purchase a $20,000 surety bond. According to VOCA, the purpose
of this proposed requirement is to ensure that if the subcontractor of the subcontractor commits
fraud, say fails to pass on donation receipts, the charitable or civic organization and VOCA
would have financia recourse through the surety bond. For asmdl subcontractor of a
subcontractor, say a self-employed individua working part-time, the introduced cost of this
proposed change may be prohibitively expensive; in other words he or she may decide to no
longer work as a subcontractor of a subcontractor due to the introduced cost. The relative size
and number of subcontractors of subcontractors are not known. Both the benefit for charitable
and civic organizations of financia assurance through the surety bond and the cost to
subcontractors of subcontractors of the annual fee and surety bond are significant. It isnot clear,
though, whether or not the benefits of financia assurance for the charitable and civic
organizations exceed the costs of registering for subcontractors of subcontractors.

Similar to the Stuation concerning consent to solicit for subcontractors, one might expect
that the potentia problem described above could be solved through the initid contracting process
between the charitable or civic organization and the professond solicitor; the charitable or civic
organization could specify in their contract with their professona solicitor that the professiona
solicitor would accept subcontractors of their subcontractors dso astheir agents. But again,
according to VOCA, many charitable and civic organizations are run by part-time volunteers,
and have new officers each year without substantia experience or knowledge of the potentid
problem with subcontractors.

The board proposes to require that the professiona solicitor state that heisa*“paid
solicitor” in ord solicitations. This requirement, if obeyed in practice, will help provide accurate
information for the public with which to make their donation decisons. The requirement may

2 Source: VOCA
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add to the length of the solicitation by a smdl amount, particularly if it prompts questions by the
potentia donor, but that cost seems relatively smal compared to the benefit of the darifying
information for the potentia donor. Thus, this change will aso likely produce a net benefit.

Pursuant to Section 57-55.2 of the Code of Virginia, the proposed regulations state that
“each professond solicitor shal, in the course of awritten solicitation, include the following
gatement ‘ The professona solicitor conducting this campaign (primary name of professond
solicitor), filesafinancid report for each campaign it conducts. Copies of these financid reports
are avalable from the Virginia Office of Consumer Affairs, P.O. Box 1163, Richmond, VA
23218 This statement shal be in bold face typeface no smdler than 10-point with
grammaticaly correct capitdization and lower case letters. The Statement shal appear on the
front Sde of the document on a portion that is retained by the potential donor.” The required
incdluson of this language on written solicitations will be beneficid in that potentia donors will
be derted to the existence of financid information concerning the professona solicitor that may
affect the potentia donor’s decision on whether to contribute, and where to obtain said
information. Itislikdly that many potentia donors would not be otherwise aware thet this
information is available. The requirement to incdude this language will produce some cost for
professond solicitorsin that it will occupy space on written solicitations that could have been
used for other purposes. Whether the benefit to the public of being aerted to the availability of
this information exceeds the cost to the professiond solicitors depends on how vauable the
information isto the public and how likely it isto beused. Since little or no data exist thet
esimate thisvaue, it is not possible to draw any rdiable conclusons about the net economic
impact of the proposed requirement to include the proposed language on written solicitations.
The proposed requirement could potentialy be improved, though, by replacing or supplementing
VOCA's address with their toll free phone number. The public would be more likdly to avall
themsdlves of the information if they could quickly obtain it via phone rather than mail. Also, a
phone number would take up less space on the written solicitation, which would be |ess costly to

the professiona solicitor.
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Businesses and Entities Affected

Approximately 3,000 charitable organizations, professond solicitors, and professond
fundraising councils that register annudly, and the gpproximately 8,000 charitable organizations
that are exempt from annud regidration are affected by the proposed changes.

Localities Particularly Affected
The proposed changes affect locdities throughout the Commonweal th.

Projected Impact on Employment

The proposed requirement for subcontractors of subcontractors to register may reduce the
frequency that subcontracts of subcontracts are created. Thus, there will likely be fewer jobs
through subcontracts of subcontracts of professond solicitors. However, it is not known
whether thiswill have any net impact on employment in thisindustry.

Effects on the Use and Value of Private Property

The proposa to add new categories of organizationsto the list of charitable and civic
groups that are exempt from registering will increase the vaue of those organizations by a small
amount. The vaue of being a subcontractor of a subcontractor will decrease due to the
additiona costs associated with regigtration.



