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Research Summary

The purpose of this research was to undertake an initial exploration of the boundaries and characteristics of
voluntary deregistered charities in Canada. Virtually nothing was previously known about the location, nature,
scope and characteristics of voluntary deregistered charities and it is hoped that this research will inform the
Canada Revenue Agency and others with an interest in minimizing the rate of voluntary deregistration.

A review of the literature (see Appendix A) associated with nonprofit organizations reveals that nonprofit failure
has focused on an analysis of institutional legitimacy, the liability of newness, and resource dependency, including
financial vulnerability. These factors have been explored within organizations with respect to their organizational
maturity, size, management practices, reputation, revenue concentration, and equity balance. External influences
or a population ecology approach identified variables such as population density, access to resources, economic
conditions, legal constraints, and political turmaoil.

This literature review and key informant interviews helped to identify the focus for the descriptive and analytical
characteristics. The descriptive characteristics include: frequency by year (2002 — 2008), age, type (welfare, faith,
education, community benefit), location (geographically and by province), size (i.e. total revenue). The financial
analytical variables chosen include revenue mix by source — donations/ government/ earned,

As a result the following analytical variables were applied to the database of deregistered charities: Age, type, size
and resource dependency.

We now know that:

e 4,412 Canadian charities deregistered between 2002 and 2008

e The incidence of deregistration in proportion of all charities is very small with a mean of 0.88% and a
range of 0.71% (2006) to 1.03% (2007).

e Deregistered charities are disbursed across Canada in proportion to registered charities, both by province
and by urban/rural location.

e The mean age of a deregistered charity is 18.4 years, challenging the idea of liability of newness. 23% of all
deregistered charities are more than 40 years old and 12% are less than 5 years old.

e Faith charities, with a mean age of 25.3 years, are the oldest charities, on average, that deregister.

e Deregistered charities mirror registered charities by type, thus faith-based charities account for the
highest number of both registered and deregistered charities. Health charities account for the lowest
number of registered and deregistered charities.

e There was an increase in the number of deregistrations of welfare, education, faith and community
benefit charities in 2006-2007.

e  With some exceptions, notably faith charities, there appears to be a liability of size with most

deregistered charities having total revenues of less than five thousand dollars.
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e On average, 34.6 percent of charities report zero revenue in the year of deregistration. It is likely that
many charities have zero revenues for at least one year prior to deregistration as well. Certainly our
aggregate analysis shows that this is the case.

e The deregistration of a charity is not spontaneous event and there is a reported decline in revenues and
assets over a two year period. The years in which this occurs are worthy of further exploration to
determine if environmental factors may be a contributing factor.

e Total and fixed assets also tended to decline as deregistration becomes imminent, reflecting a liquidation

of assets and an increase in revenue as a proportion of total assets.

In general terms, the following conclusions can be reached:

e Canadian charities are healthy a mean of .88% deregistration can be compared to a failure rate of for-
profit corporations which ranges from 1.0-1.4+%.

e Canadian charities appear to initially fit the environment under which they initially operate, supported by
the credibility and legitimacy associated with having charitable tax status.

e Charities appear to experience a liability of adolescence or a liability of obsolescence. This will have
implications for providing charities with the capacity to adjust to changing environmental conditions once
they have been established.

e Location of failure relative to registered charities is not a risk factor, whether by province or by urban/
rural location.

e Type of charity is a valuable unit of analysis for charities to determine their particular risk related to
deregistration, rather than charities as a whole.

e Small charities, as measured by total revenue appear to be more vulnerable to deregistration, regardless

of type, although size may be a consequence of preparing for deregistration or a causal factor.

This research was the first systematic analysis of deregistered charities in Canada. As a result the results are
revealing and yet preliminary. Many more questions emerged in the course of conducting this largely descriptive
analysis of deregistered charities. For example, the analysis of both registered and deregistered charities over the
same period would provide the basis for a risk assessment analysis of age, type, size and financial vulnerability. In
this regard, there is a significant investigation of resource dependency which is worthy of further exploration.
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Research Project Overview

Bowing Out: A data-base analysis of voluntary deregistered Canadian charities
Introduction

The purpose of this research was to undertake an initial exploration of the boundaries and characteristics of
voluntary deregistered charities in Canada. Virtually nothing was previously known about the location, nature,
scope and characteristics of voluntary deregistered charities and it is hoped that this research will inform the
Canada Revenue Agency and others with an interest in minimizing the rate of voluntary deregistration.

The research set about to examine one key question:
What organizational factors influence the rate of deregistration in Canada?

In order to answer this question key informant interviews and a literature review was conducted to determine the
characteristics of deregistered charities which have already been recognized by researchers and practitioners.
Some of these characteristics, while interesting, were beyond the scope of this research and would involve in-
depth interviews with individual charities to explore specific contextual issues. Next, key informant interviews
were conducted with leading researchers and practitioners in different parts of Canada to gain further insights and
observations. The combination of the variables identified through this process provided the basis on which this
initial research was conducted. It became clear as the research progressed that sophisticated comparative analysis
between registered and deregistered charities to determine the hazard rates (e.g. the risk of failure) or financial
vulnerability was beyond the scope and resources for this particular research, but could certainly be investigated
at a later date.

A literature review was conducted to assess the extent to that the issue of a ‘failure to thrive” has been noted in
reports and published research reports. The literature review included published articles indentified through
academic databases. While searches were conducted, we found no evidence of ‘grey’ matter such as government
reports on this topic.

In addition, queries were made to other relevant charity regulators (e.g. England, New Zealand, Northern Ireland,
Wales, Australia, and USA) to determine if this phenomenon is experienced elsewhere and if so, if there was
information regarding its nature and prevalence. Again, we either failed to receive a response or there was no
information which was available. This reflects the dominant focus on existing charities with little attention to
those that voluntarily deregister.

The literature review, together with key informant interviews, assisted in determining which variables would be
most appropriate to use when analyzing the database. When these variables were identified, they may also help
to inform any subsequent deregistration prevention strategies.
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The data which was analyzed was the complete data set for all deregistered charities between 2002 and 2008
together with financial reports for the three years prior to their deregistration, date of incorporation. The
complete data set of registered charities for this same period was also obtained to incorporate comparative
statistics where practical. To avoid a distortion of the data due to the deregistrations of large institutions such as a
hospitals, MUSH (Municipalities, Universities/colleges, Schools, and Hospital authorities), and foreign charities
were removed from the sample.

Geographical landscape analysis

The purpose of this analysis was to confirm the ‘geographical landscape” of deregistered charities. Where they
were, how old they were; whether the deregistration characteristics of one type of charity (e.g. faith) was
different than the characteristics of another type (e.g. community benefit); if age was a factor in deregistration
and if size mattered. The following calculations were made to identify the geographical landscape of deregistered
charities between 2002 and 2008:

e Total number of deregistered charities by year (Figure 1)

e Total number of deregistered charities as a percent of total number of registered charities (Figure 2)
e Total number of deregistered charities by province (Figure 3 and Map 1-9)

e Percentage of registered and deregistered charities by location (urban-rural) (Figure 4)

e Total number of deregistered charities by age (Figure 5)

Deregistered charities by type (i.e. Welfare, Health, Education, Faith, Community Benefit)

e Total number of deregistered charities by type (total) Figure 6)

e Total number of deregistered charities by type and year (Figure 7)

e Percentage of registered and deregistered charities by type (2005, 2008)(Figure 8-9)

e Total number of deregistered charities by type and age (Figure 10-14)

e Total number of deregistered charities by size (i.e. total revenue) (Figure 15)

e Total number of deregistered charities by size and type (2008, 2005, 2002) (Figure 16- 18)

Subsequent to this analysis the focus shifted to creating a profile of a number of financial variables and their
relationship to the two years prior to deregistration. These included:

Prior period effect

] Number of deregistrations in two years prior to deregistration (Table 1)

=  Active and inactive charities (inactive = number that reported zero revenue in the prior years)
(Table 2)

] Mean change of revenue in the two prior years (Table 3-4)

The purpose of analyzing prior period effect was that key informants indicated in their experience that some
charities would suspend operations for some time, sometimes years before officially deregistering. We wanted to
find out if this was indeed the case and if so, if the timing of the deregistrations could be explained.

Prior period effect and sources of revenue (i.e. donations, government, earned) by selected provinces
L] Deregistration and sources of revenue as a percent of total revenue (2002, 2008)(donations,
government, earned) (Table 5-11; Figure 19-25)
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=  Deregistration and

The literature on resource dependency indicates that organizations that depend on one source of funding are
more vulnerable to failure than those that have a diverse funding base. This is because there is a tendency for this
type of organization to organize themselves around the dominant funder and it becomes vulnerable to significant
and/or sudden shifts in either the priorities of the funder (e.g. government) or changes in the community in which
they operate.

e Prior period effect and total and fixed assets
= Average total assets (2002, 2008) (Table 12-13; Figure 24-25)
= Average total fixed assets (2002, 2008) (Table 14-15; Figure 26-27)
= Fixed assets as a percent of total assets (2002, 2008) (Table 16-17; Figure 28-29)

This was calculated to identify if there was a decline in fixed assets or whether revenue declined but assets
remained constant. This then led to a calculation of the relationship between total revenue and total assets.

Revenue and total assets

The mean, number and standard deviation for revenue divided by total assets (2002 and 2008) was calculated for
charities by province, type and size (Figure 30). The calculations by type of charity are presented. This calculates
the relationship between total revenues and total assets or how many times more (or less) were total revenues
than the value of total assets.




Findings

Geographical landscape analysis
Number of deregistrations
Location of deregistered charities
Type of deregistered charities
Size and type of deregistered charities
Prior period effect
Number of active and inactive charities
Change in prior revenue by type
Change in total revenue
Change in revenue by source
Total and fixed assets
Average fixed assets
Average total assets
Fixed assets as a percentage of total assets
Revenue as a percent of total assets by type
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Geographical landscape analysis
Number of deregistrations by year 2002 - 2008

Figure 1: Number of deregistrations (total): 2002- 2008
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The above table lays out the general number of Voluntary Deregistration Registered Charities across the years
2002 to 2008 and the trend line. The mean is 734. This frequency of deregistration represents approximately 1%
(0.71% — 1.03%) of the total number of Registered Charities (RCs) in Canada (79,787 - 2005) (Spyker & Seel, 2008).
Figure 2 (below) provides a per capital profile of charity deregistration. The mean is 0.88 so 2007 is a year that
warrants particular attention.

Figure 2: Deregistrations as a percent of total number of registered charities
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Figure3: Numberof deregistrationsby province:2002r2008
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Thefour provinceswith the highestnumberof deregistrationgOntario,Quebec BritishColumbiaand Alberta)
are alsothe provinceswith the highestnumberof registeredcharities.Figure3 alsographicallyreflectsa
consistentthe dip in the numberof deregistrationsn 2006anda peakin 2007.

Figure4 showsthe closerelationshipbetweenthe numberof registeredand deregisteredcharitiesin anurban
andrural context. Thisdemonstratesaswill the visualmapsthat locationdoesnot appearto be a significant
disadvantageThisis reinforcesby the observationthat charitieswill emergein responseto the environmentin
whichthey operateandwill adaptor not accordingly.

Figure4: Comparativepercentageof registeredand deregisteredcharitiesUrban/ Rural(2008)
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Map of deregisteredcharities.

Thefollowing mapsprofile the geographidistribution of deregisteredcharitiesin CanadaThefirst profilesthe
total numberof deregisteredcharities(20022008),followed by a map of the total numberof registeredcharities
(2006).Noticethe similaritiesin the distribution. Thesetwo mapsare followed by individualmapsfor eachyear
2008through 2002.

A GlSmapof all de registeredcharitiesby yearwascreatedto provideavisualcontextfor de registeredcharities.
Thepattern of de registeredcharitiesis similarto that of registeredcharities.Byall appearanceshe patternsof
deregisteredcharitiesfollowsthat of registeredcharities highlightingwhat is knownasthe “triangle” (Edmontonr
Lethbridge- Winnipeg)andthe “strip” (Niagarao Quebec).

Map 1: Canadiarcharities(deregistered0022008
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Map 2: Canadiarcharities(registered)2006
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Map 3: Canadiarcharities(deregistered008
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Map 4: Canadiarcharities(deregistered007

Map 5: Canadiarcharities(deregisteredR006
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Map 6: Canadiarcharities(deregisteredR005

Map 7: Canadiarcharities(deregistered004
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