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SAN FRANCISCO (CBS.MW) -- In the wake of 9/11, the telemarketer's appeal on behalf of a disabled firefighters association pulled gently on heartstrings.

The caller wasn't a fireman, but an employee of a contract fundraising firm. When asked, "What percentage of the donation will go to the charity itself?" he politely hustled off the call and on to the next one.

Ever since big donors began factoring charities' overhead costs into giving decisions in the mid-1990s, many U.S. charities have come to rely on business consultants to keep operating expenses to a minimum.

Yet in the process of becoming more businesslike, some have adopted aggressive marketing practices that face increasing scrutiny. Rather than appealing to generosity, certain fundraising campaigns now play off guilt and fear.

Some of the ploys are tame, such as direct mailings containing personalized return-address labels or note pads to induce recipients to write a check back rather than accept a freebie. 

Others strike a deeper chord, such as appeals for donated vehicles playing on owners' fear of negotiating a trade-in price with a car dealer, or placing a classified ad and finding unsavory strangers coming to their front door.

"Approaches to fundraising are nearly as diverse as the types of organizations that populate the nonprofit sector -- a fact that complicates efforts to understand how fundraising is achieved," Mark A. Hager, chief researcher on nonprofits at the Urban Institute.

The Internal Revenue Service and the Senate Finance Committee are investigating some of the more egregious tactics. Chief among them, employing solicitors who promise to raise a fixed amount of money for the charity and pocket any excess for themselves. 

"Many of the charities' boards of directors respond that 'the solicitor raised more than we could have done without them.' And that just gives the rest of the charity sector a bad name," said Walter Sczudlow, general counsel of the Association for Fundraising Professionals, who testified about the problem to the Senate Finance Committee in July.

Sczudlow's trade group has called for more stringent IRS reporting of nonprofit activities and bans on individuals profiting off of money intended for charity. It ultimately would like a federal law that makes an organization's tax exempt status contingent on good behavior

A growth industry
Non-profits are sprouting up faster than Congress can cut their funding. (The federal budget for charities has steadily shrunk over the past two decades.)

As of November, the IRS gave public charity status to more than 31,000 new organizations in 2004, bringing the U.S. total to 1.3 million. 

That doesn't include 170,000 religious charities now eligible for federal funding without having to apply for non-profit status from the IRS. 

"Over the past 10 years, the number of public charities has almost doubled," said Suzanne Coffman, spokeswoman for Guidestar.com, a Washington-based Web site she describes as "a neutral platform of nonprofit information.

But the number of people doing the fundraising has grown fivefold in the same period, according to the Urban Institute's Center on Nonprofits and Philanthropy. 

Donations to charities aren't growing anywhere near that rate - at least, not the money that makes it to the causes' coffers.

U.S. contributions by individuals and corporations rose 2.8 percent from 2002 to 2003, according to the most recent tally by the Chronicle of Philanthropy, which said $240.72 billion went to charities in 2003. 

Those proceeds are the work of an estimated 176,000 people working as fundraisers, according to the Urban Institute. That shakes out to and average of about $1.4 million directed to charity by each fundraiser in 2003. 

How much additional money has been solicited by the fund-raisers hasn't been tabulated. However, professional solicitors are employed by only 8 percent of the 1,500 charities recently surveyed by the Urban Institute. 

Inherent in the accountability problem: the IRS gives a fair amount of latitude to how non-profits have to report on their annual activities on the tax authority's Form 990, said Hager of the Urban Institute. 

Yet these forms are what populate the databases hosted by Guidant and other organizations that try to inform prospective donors about charities' practices. 

Phone calls keep coming
Charities are exempt from federal bans on telemarketing to consumers who've asked not to be contacted. While two government agencies now maintain "do-not-call" lists, neither the FTC nor the FCC penalize nonprofits for violating this policy. (Read story about these measures.)

"While most charities are aware of this, it's also conventional wisdom in the nonprofit sector that the best way to gain public support is to respect their wishes," said Coffman of Guidestar.com.

Such wisdom is being embraced by the Association of Fundraising Professionals, which is including "don't call" guidelines in an official industry ethics policy to be enacted in January. 

At that point, all 26,000 of the Washington DC-based trade group's members will follow the ethics policy - every year, the members sign a document reaffirming their commitment to the policies -- but that only accounts for 15 percent of people raising money for nonprofits in the U.S

The trade group expels two or three members annually for violating the ethics policies, though many more are investigated, Sczudlow says. "For liability reasons, I can't tell you who they are."

Meanwhile, some fundraisers continue to flout the rules. 

Coffman said, "I happen to be on both of the national 'do-not-call' lists but I still got a call from a telemarketer asking for money for the state police. I told them not to call, and they still called me back." 

She said that police and firefighting organizations technically don't qualify as charities with tax-exempt status; though that may be the rationale such groups use in violating 'do-not-call' rules. 

The "do-not-call" rules don't apply to solicitations by mail, so many groups looking to raise funds are increasingly using direct marketing tactics.

"Nonprofits are doing more direct marketing than ever," said Sandra Miniutti, director of external relations for CharityNavigator.com, a New Jersey-based evaluator of non-profits. "They're sending out more mass mailings appealing for funds, and then selling their donor mailing lists." 

In fact, as many as 82 percent of charities dojust that, based on a recent study by CharityNavigator. A survey of 3,282 of America's largest and best-known non-profits found only 18 percent had verifiable policies against selling donors' contact information to other marketers.

Interestingly, charities tend to keep their bigger donors off of the lists sold to the direct mail houses, using the rationale that selling the addresses provides a way to make more money off of the smaller donors. 

As a result, donors who only give small amounts such as $25 get solicited by more charities than the deeper pocketed philanthropists who could actually afford to give more.

"Not only have we seen an increase in direct mail among charities, but also a lot of repetitive solicitations," said Jeannine Corey, operations director at FJC Foundation, formerly the Foundation for the Jewish Community, which has expanded its charity to non-Jews.

Corey continued, "Thank-you notes to donors will ask them if they can give more money to the charity. From what I've seen, that kind of follow-up isn't effective, and can sometimes be counterproductive."

Another ploy involves recruiting a one-time giver to hit up neighbors for donations on the charity's behalf. The expectation: That neighbors will be more apt to give to avoid appearing like skinflints. 

When Joshua Estrin, an independent fundraiser for several Jewish and health-related charities, does direct marketing for his clients, he doesn't buy mailing lists from non-profits, but rather from for-profit companies targeting similar demographics.

For instance, Estrin advised Carrfour, a group providing housing for the homeless in Florida, to buy mailing lists from companies catering to homeowners, including William Sonoma and Pottery Barn.

Hopefully, people who beautify their homes could be made to feel guilty enough to direct some of their money to the less fortunate. 

