
Evaluating Charitable Organizations 
 

As you know, many charitable organizations are hurting financially due to the weak economy. 
Demand for services provided by charities has risen at a higher rate than donations and earnings 
on investments held by charities. You may feel obligated to step into the breach by contributing 
money to help organizations cope with this difficult environment. 

We heartily applaud this sentiment. However, we also think you should be very careful to direct 
your hard-earned contributions to those organizations that truly need and fully deserve your 
support. After all, the world is not made a better place when your donations are used to pay hefty 
executive salaries or to pump up already overstuffed investment portfolios. 

Thankfully, it’s now much easier than ever before to evaluate charities. Why? Because tons of 
information is readily available on the Internet. Spending some time pointing and clicking can 
lead to much better decisions about how to best allocate your donations. You might even wind up 
with a list of worthy charities that bears little resemblance to the list you’ve supported in the past. 

Make Sure Organizations Are IRS-approved Charities 

The first thing to do when checking out any charity is to make sure it’s an IRS-approved 
nonprofit (tax-exempt) entity. There are two reasons for doing this. First, contributions to IRS-
approved charities are tax deductible. Donations to other organizations generally are not. Also, 
any IRS-approved charity must jump through at least a few hoops of legitimacy to become 
eligible to collect tax deductible donations from generous folks like you. These organizations are 
also exempt from owing any federal income tax on income generated from their charitable 
activities. 

Of course, IRS-approved status doesn’t guarantee an organization is a “good” charity that will 
actually use your contributions wisely and for the intended purpose. Far from it. Further 
investigation on your part is required (more on that later). However, purported charities that don’t 
make the cut with the IRS are highly unlikely to be worthy of your support and should probably 
be omitted from any further consideration. 

Most IRS-approved charities are listed in IRS Publication 78, which is updated continuously and 
is available online at www.irs.gov. Organizations that fail to supply required annual tax returns to 
the IRS are delisted from Publication 78. Ditto for organizations that gain and then somehow 
manage to lose IRS-approved status (which is actually pretty hard to do). 

Use Internet Sites to Get “Big Picture” on Charities 

The next step in winnowing down the list of potential recipients of your generosity is to gather 
some basic information about charitable purposes, efficiency of operations, and financial strength. 
Several websites can help you in this regard. 

One example is www.charitynavigator.org, which is itself operated by a charitable organization. 
Charity Navigator evaluates more than 5,000 of the largest charities by measuring how much of 
their revenue is expended on the programs and services they exist to deliver and how financially 
strong they are. Each organization is given a numerical score and a star rating, with “four stars” 
being the highest. Charity Navigator also gives numerical scores and star ratings for other 
charities considered to be in the same peer group as the organization you are investigating. 
Finally, Charity Navigator provides summary financial information, such as total revenues for the 
fiscal year, total expenditures, expenditures on programs and services, excess or deficit (profit or 
loss), and net assets (assets minus liabilities) as of year-end. 

 

http://www.charitynavigator.org/


Another example of a helpful website is www.ecfa.org, which provides information about Christian 
ministries. 

Please understand that we do not endorse or recommend these sites. We are merely illustrating 
the kind of information that’s easily found on the Internet. You can identify your own favorite 
sites by using a search engine to conduct key word searches (“charity ratings,” “charity 
watchdogs,” “best charities,” etc.). 

It’s also important to understand that any charity rating system has inherent limitations. You 
probably won’t be able to find out anything about local organizations because only the largest 
charities are covered. Also, you may be unenthusiastic about giving to large organizations that 
already have net assets in the billions. These organizations may be highly rated, due largely to 
their superior financial strength. The theory is that financially strong charities are “good” because 
they are likely to be around for the long haul. However, you may not consider this to be such a 
positive factor because it raises questions about whether your contributions are really needed. 

Check out Tax Returns for Detailed Information 

So far, so good. The next step is to gather more detailed financial data about the charities that 
remain on your list. For this, you can often look to the financial information returns required to be 
filed annually with the IRS on Form 990 (Return of Organization Exempt From Income Tax). 
These Forms 990 are public information. We know it sounds weird that tax-exempt organizations 
have to file returns with the IRS, but that’s the way it is! (Churches, church-related groups, and 
charities with less than $25,000 in annual revenue are not required to file Form 990; so it’s often 
difficult or impossible to find reliable financial information about these organizations.) 

A great way to gain access to tax return information is via www.guidestar.org. The folks at 
GuideStar collect and display Forms 990 of more than 1.7 million charitable organizations. To 
find returns for a specific entity, you must conduct an “Advanced Search” and you must have the 
exact name of the organization (or close). For example, say you want to unearth the most recent 
Form 990 for Harvard. You won’t find it under “Harvard University” because this renowned 
educational institution’s actual name is “Harvard College.” 

After you’ve successfully tracked down Form 990 for the charity under investigation, you’ll 
probably be amazed at all the things you can find out. However, the numbers can be 
overwhelming. Here’s how to make some sense out of what you see. 

First, look at the bottom of page 1 of Form 990. Line 18 shows the excess or deficit for the year. 
For all intents and purposes, this is the organization’s operating profit or loss. Don’t think tax-
exempt nonprofit organizations are prohibited from making profits. On the contrary, large 
charities often turn very healthy annual profits because their revenues (from donations, 
investments, fees for services, and so forth) greatly exceed their expenses. It’s up to you to decide 
how you feel about that. 

The other key figure on page 1 of Form 990 appears on Line 21, which is the very last line on the 
page. Line 21 shows the organization’s net assets (total assets minus total liabilities). For large 
organizations, this number can be in the billions. For example, the aforementioned Harvard 
College had net assets of $30.5 billion as of June 30, 2005. True! We think it’s important for you 
to know exactly how wealthy a charity already is before you decide to give it even more money. 

Moving right along, go to page 2 of Form 990 where you’ll see Part II, Statement of Functional 
Expenses. This schedule shows how much was spent on various expense categories for program 
services (the activities for which the charity exists) and for general and administrative costs 
(better known as overhead). Obviously, what you want to see here are expense numbers that seem 
consistent with the organization’s stated charitable purposes and relatively modest spending on 
overhead. 



The next interesting stop on Form 990 is page 4, Part V. This is a list of the charity’s officers, 
directors, trustees, and key employees along with how much they earned in salary and benefits 
and how much they collected for expense account allowances. The less you see here, the better. 
After Form 990 (which has six pages), you should find Schedule A, which lists the charity’s five 
highest-paid employees (other than officers, directors, and trustees) along with the five highest-
paid independent contractors for professional services. This also can be interesting reading. For 
example, Vanderbilt University’s highest-paid employee is the head basketball coach. 

Form 990 includes plenty of other information, but the highlights (as we see them) are explained 
above. If you want to dig deeper into an organization’s finances, you now have the means to do 
so. 

The Decision Is Yours 

There you have it. We hope this information helps you establish your own personal guidelines for 
identifying charities that deserve your support. Once you find them, you should monitor their 
performance to make sure they continue doing a good job. This all takes some time, but it’s time 
well spent. 


