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Accounting for Volunteer Services
in a Charitable Organization

Report Synopsis

Should a not-for-profit organization record the time its volunteers spend
in providing program and supporting services?' Should this time be reported
in its financial statements as contributions received and as functional
expenses incurred for program services, fund-raising, or management and
general activities? While these questions are not new, they have emerged as
a result of a new accounting standard for volunteer services proposed by the
Financial Accounting Standards Board. Most have said no to these questions
in the past and most of the individuals and organizations commenting on the
proposed standard are not in favor of it. Why are so many opposed to

accounting for volunteer services?

This report examines these questions in terms of what purposes the
financial statements of a not-for-profit organization should accomplish. The
first section reviews the conceptual basis underlying not-for-profit financial
reporting. Discussed are objectives of charitable organization financial
statements, the relevance and reliability of information concerning the value
of volunteer services in such organizations, and the need for comparability
in financial reports. Current accounting standards are reviewed to determine
why volunteer services have not been reported in most not-for-profit financial
statements. Emerging trends that may affect the reporting of volunteer

services are also examined.

The second section reviews an accounting standard for contributions
proposed by the Financial Accounting Standards Board (FASB). The proposal
is compared with current practice and analyzed in terms of potential improve-
ments in financial reporting of volunteer services. Also examined is the
controversy surrounding this proposal and the extent to which it is based on

conceptual or practical considerations.




The third section discusses factors that a not-for-profit organization
should consider in recording and reporting volunteer services in external
financial reports. Discussed are key control elements for volunteer services
and documentation typically required to substantiate an objective basis for
valuation of these services. Also discussed are Internal Revenue Service

regulations pertaining to the optional reporting of volunteer services.

The final section contains a summary of conclusions concerning the
recording and financial reporting of volunteer services and recommendations
for reporting these services in external financial statements of not-for-profit
organizations. The recommendations include steps to:

* Establish the substantive basis for reporting volunteer services as
contributions received and as functional expenses incurred by the
charitable organization;

* Develop and maintain an accounting system, including key controls
and supporting documentation; and

¢ Present information concerning volunteer services in financial
statements and in accompanying footnotes.

Included with the recommendations are illustrative financial statements

and footnotes.




Financial Reporting of Volunteer Services

Volunteers provide significant amounts of their time and expertise to
many not-for-profit organizations for programs, fund-raising campaigns, and
for management or general activities. For 1989, the total dollar value of these
services was estimated at $170 billion.2 However, the financial statements of
charitable organizations currently do not generally reflect dollar amounts for
these services. Should current practice be changed? If not, why should finan-
cial statements continue to generally exclude dollar values for volunteer
services? If so, under what circumstances should volunteer efforts be docu-

mented and reported?

The Conceptual Basis
Not-for-profit organizations prepare annual financial statements that
are provided to donors, creditors, members, accreditation agencies, state
regulators, and others who seek financial information. These financial reports
should provide information that aids these users to engage in one or more of
the following:
¢ Make resource allocation decisions (e.g., what organizations should
individuals or funding agencies support);
* Assess services and the ability to provide them (e.g., how are the
organization’s resources used in accomplishing its objectives};
¢ Assess management performance and stewardship (e.g., how
efficiently the organization is managed and whether management
has properly executed its fiduciary responsibilities); or
¢ Evaluate economic resources, obligations, net resources, and changes
in resources and obligations (e.g., what resources are available to
provide services and how does the availability of these resources

change over time).?

In meeting users’ needs the financial reports should be based on some
fundamental characteristics that make the information useful.? These charac-
teristics include the following:

¢ Relevance. Relevant accounting information makes a difference to a

user in a decision situation. It helps users to form predictions about the




outcomes of past, present, or future events or to confirm or correct
prior expectations; _

« Reliability. Reliable information has representational faithfulness. It
truly represents what it purports to represent, it is verifiable, and it is
neutral or free from bias toward a particular result or interest; and

e Comparability and consistency. Information about a particular organ-
ization is useful if it can be compared with similar information about
other organizations and with similar information about the same
organization over time. Comparability between organizations and
consistency in the application of methods over time increases the
informational value of comparisons such as relative economic

resources and performance.

Financial information may have these characteristics and yet not be
reported because the dollar amounts are not material (i.e., too small to make
a difference) or because the cost to obtain the information exceeds the
benefits to decision makers. Given these characteristics, should information
concerning volunteer services be reflected in financial reports?

Because volunteers play critical roles in many charitable organizations
and contribute substantial amounts of time and expertise to programs and
supporting services, few would argue that volunteer services are not a
valuable economic resource for these organizations. Such information has
relevance. It may be relevant to present and potential donors and other
persons for making decisions about providing resources to these organiza-
tions. For example, some donors may want to decide whether to provide cash
or volunteer time to an organization. Information about volunteers may also
be relevant to assessing the services that organizations provide and their
ability to continue to provide such services. For example, what would be the
impact if significant amounts of volunteer time were no longer available to
the organization? Finally, such information may be relevant in evaluating
management and its stewardship in using the economic resources of the
organization.

Information about volunteers must also be reliable. Reliability depends

on whether the dollar values can be objectively determined and verified by




others. If volunteer time and its value can be measured and documented,
then a reliable basis exists. The information must also be free from bias
toward a particular result. However, this does not imply that information
can not result in positive or negative impacts in a particular situation for a
particular organization.

Information about volunteer services aids comparability between organ-
izations. To demonstrate this, consider a situation involving two hypothetical
charitable organizations, Help Children Now and Help Our Children. These
organizations have the same cause and their programs are very similar. Help
Children Now relies heavily on volunteers to assist in delivery of its public
awareness and education programs to assist children with problems. It uses
an outside consultant to assist in its fund-raising. The organization raised
$800,000 in the past year and spent $450,000 on program services,
$100,000 on management and general functions, and $250,000 on fund-
raising. It determined the value of its volunteer services was $200,000.

By contrast, Help Our Children relies heavily on volunteers to conduct its
fund-raising campaign and utilizes outside consultants for its public aware-
ness and education programs to assist children. This organization also raised
$800,000 in the past year and spent $650,000 on program services,
$100,000 on management and general expenses, and $50,000 to administer
the volunteer fund-raising campaign. The value of volunteer services contrib-
uted was $200,000.

A comparative financial analysis of these two organizations is displayed
in Figure 1. Both organizations received $800,000 in cash and $200,000 in
volunteer services during the year and both used $650,000 to deliver programs,
$100,000 to manage and administer the organization, and $250,000 to raise
funds. Both the contribution of volunteer services and their utilization in the
organizations must be reported to provide a meaningful comparison between
the organizations. As shown in Figure 2, the ratios of each expense category
to the total resources contributed and utilized is the same for both organiza-
tions, reflecting the similarity of their operations. Program services consumed
65 percent, management and general functions 10 percent, and fund-raising

25 percent of resources contributed for both organizations.




Figure 1: Charitable Organizations Operating Statement Comparison

Help Children Now

Help Our Children

{$ in 000's} {$ in 000's)
Donated % of Donated % of

Cash  Services Total Total Cash  Services Total Total
Public Support
Contributions 800 0 800 80 800 0 800 80
Donated Services 0 200 200 20 0 200 200 20
Total Support 800 200 1,000 100 800 200 1,000 100
Expenses
Program Service 450 200 650 65 650 0 650 65
Management & General 100 0 100 10 100 0 100 10
Fund-Raising 250 0 250 25 50 200 250 25
Total Expenses 300 200 1,000 100 800 200 1,000 100
Change in Fund Balance 0 - 0 0

Figure 2: Effects of Reporting Volunteer Services

Programs
650

Fund-Raising

250

Mgt. & Gen.
100

Help Children Now

Total Resources Reported: $1,000,000
Value of Volunteer Services: $200,000

Programs

650

Fund-Raising
250

Mgt. & Gen.
100

Help Our Children




Not reporting the value of volunteer services has a dramatic impact on
the comparison of these organizations as shown in Figure 3. By limiting con-
sideration of resources utilized to the cash contributions received, the total
resources available to both organizations are understated by $200,000.
Further, the ratios of each expense category to cash contributions received
become much less favorable for one organization compared to the other. Help
Our Children appears to use 81 percent of resources for programs compared
to only 56 percent for Help Children Now. Management and General expenses
increase to 13 percent from 10 percent for both organizations, but fund-
raising expenses become only 6 percent of cash contributions to Help Our

Children compared to 31 percent for Help Children Now.

Figure 3: Effects of Not Reporting Volunteer Services

Programs

Programs
$450

$650

Fund-Raising

$50
Fun%—Raising
7 250
= Mgt. & Gen.
Mgt. & Gen.
g $100 $100
Help Children Now Help Our Children

Total Resocurces Reported: $800,000
Value of Volunteer Services: $200,000

Given that the inputs and outputs of these two organizations are similar,
the value of volunteer services as both contributions received and as expenses
incurred by these organizations is necessary to produce comparable financial
statements. Not reporting the value of volunteer services leads to the under-
statement of the economic resources available to both organizations. It also
biases the ratios of expense categories to total expense in favor of the opera-

ting results of one organization compared to the other. The illustrations in the
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preceding figures indicate that financial information concerning volunteer
services should be reported in financial statements. Yet most not-for-profit
organizations do not report the dollar value of volunteer services. Why? The
answer to this question lies in the current accounting standards for financial

statements.

Current Accounting Standards

In response to a survey conducted by the FASB, only 8 percent of the
responding organizations that receive contributed services assign dollar
values to the contributed services and recognize those dollar values in their
general purpose financial statements.” Not-for-profit financial statements are
prepared in accordance with generally accepted accounting principles and
standards for the recording and reporting of financial information. Accounting
standards for reporting volunteer services have been developed in the past by
the American Institute of Certified Public Accountants (AICPA) in response to
specific problems of various not-for-profit organizations.® The AICPA has
issued separate Industry Audit and Accounting Guides and Statements of
Position containing accounting guidance for volunteer services as follows:’

*  Audits of Providers of Health Care Services;

* Audits of Voluntary Health and Welfare Organizations; and

e Statement of Position 78-10 Accounting Principles and Reporting

Practices for Certain Non-Profit Organizations incorporated in Audits
of Certain Nonprofit Organizations.

These pronouncements cite somewhat different criteria, depending on
the type of not-for-profit organization, to determine when volunteer services
should be reported in financial statements. Specific criteria for major types of

not-for-profit organizations are outlined below.

Health care providers should record donated services only if:

a. the services performed are significant and form an integral part of the
efforts of the organization as it is presently constituted; the services
would be performed by salaried personnel if donated or contributed ser-
vices were not available for the organization to accomplish its purpose,

and the organization would continue to provide the program or activities;

9




b. the organization controls the employment and duties of the persons
donating the services (i.e., it has established an employer-employee
relationship); and

c. the organization has a clearly measurable basis for determining the
amount of revenue and expense to be recorded.?

Footnotes accompanying the financial statements should disclose the
methods followed by the organization in evaluating, recording, and reporting
donated services and should clearly distinguish between those donated
services for which values have been recorded and those for which values have

not been recorded.

Voluntary health and welfare organizations should record donated
services if:

a. the services performed are significant and form a normal part of the
program or supporting services and would otherwise be performed by
salaried personnel;

b. the organization exercises control over the employment and duties
of the donors of the services (i.e., it has established an employer-
employee relationship); and

c. the organization has a clearly measurable basis for determining the
amount of revenue and expense to be recorded.?

If these criteria are not met, the guidance for voluntary health and welfare
organizations does not appear to prohibit the recording of volunteer services.
The footnotes accompanying the financial statements should disclose the
methods followed by the organization in evaluating, recording, and reporting
donated services and should clearly distinguish between those donated
services for which values have been recorded and those for which values

have not been recorded.”

Other not-for-profit organizations should record donated services only if:
a. the services performed are significant and form an integral part of the
efforts of the organization as it is presently constituted; the services
would be performed by salaried personnel if donated or contributed
services were not available for the organization to accomplish its
purpose; and the organization would continue this program or activity;
10




b. the organization controls the employment and duties of the service
donors (i.e., it has established an employer-employee relationship);

c. the organization has a clearly measurable basis for the amount to be
recorded; and

d. the services of the reporting organization are not principally intended
for the benefit of its members.!!

The guidance for other not-for-profit organizations calls for the same

footnote disclosure as discussed for voluntary health and welfare organizations.

These criteria suggest three major tests for reporting volunteer services
in financial statements of not-for-profit organizations. They are:
* An essential services test. Volunteers must provide services that are
a normal or integral part of the organization;
e An employer-employee relationship test; and

* A clearly measurable basis test.

Essential Services Test. Volunteers provide a broad range of important
services to not-for-profit organizations. However, the essential services test
restricts the services that can be recorded. For example, the accounting and
audit guidance discussed earlier notes that supplementary efforts of volunteer
workers which are provided directly to beneficiaries of the organization may
not meet this test. The guidance indicates that such activities may comprise
auxiliary activities or other services which would not otherwise be provided by
the organization as part of its operating program.'? Any volunteer services not
deemed essential or that would not otherwise be performed by salaried

personnel fail to meet the essential services test.

Employer-Employee Relationship Test. The organization must control
the employment and duties of volunteers. The organization should be able to
influence the activities of the persons donating the services in a manner
similar to the control it would exercise over employees with similar responsibi-
lities. This includes control over the time, location, nature, and performance of
the donated services. Under this test, periodic services of volunteers needed

for concentrated fund-raising drives would generally not be recorded, because

the activities of volunteer solicitors are not usually subject to a sufficient




degree of operating supervision and control to enable it to have a proper basis

for measuring and recording the value of the time devoted.!3

Clearly Measurable Basis Test. The accounting and auditing guidance

discussed earlier notes that because of the difficulty of placing a monetary

value on donated services, the value of these services often is not recorded

as contributions and expense.

However, none of the guidance provides explicit considerations to

determine what constitutes a clearly measurable basis. Instead, procedures

are provided for possible use in audits of donated services. These include

the following steps:

1

. Obtain a listing of recorded amounts, including name and position of

person rendering the services, gross annual valuation of the services,

amount paid in cash (if any), and net contribution recorded.

. Review on a test basis the time records, scheduling sheets, or other

evidence to substantiate the services rendered.

. Review for reasonableness the listing of the gross annual valuation for

each position in relation to the local labor market, and determine that
the positions listed are applicable to the operating program and are
appropriate to be recorded as contributions.

Compare the total of the listing to the amount recorded as contributions.

. Inquire of appropriate organization officials as to volunteer help which

might be considered as substituting for salaried personnel.'4

Thus, despite the relevance of information concerning volunteer services,

current accounting standards generally discourage reporting of such informa-

tion primarily due to concerns about the reliability of such information.

Significant changes are affecting volunteer availability and utilization.

These changes will require not-for-profit organizations to utilize their

volunteers in activities integral or important to operations and to formalize

relationships with volunteers. Consequently, these trends may lead to

organizations meeting current accounting standards for reporting the value of

volunteer services in the financial statements.
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Emerging Trends

A major trend affecting the availability of volunteers is the change in
demographics of the work force, particularly the increased participation of
women. This suggests that many not-for-profit organizations will find it more
difficult to recruit volunteers who can work during daytime hours. Conse-
quently, organizations must offer volunteers flexible hours, finite projects,
lower minimum hours of commitment, and appropriate placement. The
role of the volunteer must be explained, and goals and deadlines must be
established. Volunteers want, expect, and deserve substantive work in their
volunteer efforts.'”

Other trends affecting volunteerism in the coming years include a
renewed focus on family and community life, a greater premium on one’s
time, a more flexible corporate culture, senior citizens reentering the work
force, growing minority populations who must be involved as contributors,
volunteers, and decision-makers, and government-related issues, such as
privatization and changes in federal and state laws affecting volunteers. To
encourage volunteerism, not-for-profit organizations must provide reasonable
work schedules, suitable workloads, pleasant surroundings, competent
supervisors, transportation, parking, day care, and flexible hours.'® In short,
volunteers must be treated like regular employees except for the pay.

In the legal environment, the courts have held that a volunteer program
can establish an employer-employee relationship, despite the absence of a
salary. Agencies can be held liable for damages caused by a volunteer when
that person is fulfilling his or her volunteer assignment. Concerned about
lawsuits, one in seven nonprofit agencies whose officers were polled by the
Gallup Organization in 1988 reported they had eliminated certain worthwhile
programs simply because they could be inviting a basis for legal action.
Added to this fear has been the scarcity and soaring expense of insurance to
protect against lawsuits.’

Proposed legislation to reduce this exposure indicates an employer-
emnployee relationship with volunteers should be established by not-for-profit
organizations. The Volunteer Protection Act of 1991 seeks to protect volunteers

from liability in cases when they have acted in good faith in carrying out
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official duties and functions of the organization. States can adopt the model
act to provide immunity for all volunteers in civil lawsuits on the basis of any
volunteer act or omission, as long as the volunteer was acting in good faith
and within the volunteer’s official function. This suggests it is in the organiza-
tion’s best interests to establish a formal employer-employee relationship.'8

Because of these trends, an increasing number of agencies are using very
up-to-date administrative techniques in running their volunteer programs.
Clear job descriptions, screening before assigning, training, and supervision
are personnel management techniques being applied to volunteers as well as
to salaried staff. Management information systems to aid these efforts can be
obtained for less than $1,000.1°

As these trends continue throughout the nineties, not-for-profit organiza-
tions may become more likely to meet current accounting standards and to
report the value of volunteer services. Another factor which may increase this
likelihood in the coming year is a proposed FASB accounting standard. This
standard provides criteria significantly different than those in current
standards to determine whether the value of volunteer services should be

reported by not-for-profit organizations.

Proposed FASB Accounting Standard

In October 1990 the FASB proposed a new standard to account for
contributions, including volunteer services, to not-for-profit organizations. The
proposed statement, Accounting for Contributions Received and Contribu-
tions Made and Capitalization of Works of Art, Historical Treasures, and
Similar Assets, if adopted, would replace the AICPA pronouncements dealing
with accounting for volunteer services discussed earlier.?® The FASB noted the
conflicting nature of existing guidance in developing the proposed standard.
The Guide for Audits of Voluntary Health and Welfare Organizations requires
recognition of revenue and expense under certain specified conditions, and
although it does not encourage recognition of services received under other
conditions, it does not preclude their recognition. In contrast, the Statement

of Position 78-10 guidance for other not-for-profit organizations precludes
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recognition of services not meeting similar conditions. The FASB notes that
this latter guidance has been interpreted by some as permitting rather than
requiring recognition of contributed services meeting its conditions.?' Conse-

quently, volunteer services are not recorded and reported.

Proposed Criteria

In developing the proposed standard, the FASB noted that most not-for-
profit organizations receive and use contributed services in operations, but few
recognize them as revenues and expenses. The FASB believes, however, that
in concept all contributed services should be recognized in financial state-
ments. Generally, the proposed standard would require contributions received
to be recognized as revenues in the period received and as assets, decreases
of liabilities, or expenses, depending on the form of the benefits received.”
However, the FASB also believed that requiring not-for-profit organizations to
recognize all contributed services that can be measured with sufficient
reliability is too great a step in changing current practices. Thus, at this time,
the proposal would require contributed services to be reported in financial
statements only if those services:

* create or enhance other assets;

* are provided by entities that normally provide those services for

compensation; or

 are substantially the same as services normally purchased by the

recipient.

In addition, donees are encouraged to recognize other contributions
received if they conclude that it is possible, at reasonable cost, to estimate
the fair value of the items or services received.??

The proposed standard also provides guidance for footnotes to the
financial statements. An entity receiving contributed services shall disclose
the following:

a. The nature and amount of contributed services received and

recognized (i.e., included in the financial statements) as revenues {(and

as expenses) for the period;
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b. The nature and extent of contributed services received but not

recognized revenues for the period and the reasons they were not

recognized; and

c. A general description of the programs or activities for which

contributed services were used.??

A summary of the current and proposed criteria for the reporting and

disclosure of information concerning volunteer services is provided in Table

A. The proposed standard represents a considerable change from the AICPA

pronouncements on accounting for contributed services. The proposal recog-

nizes that it is feasible to generate reliable information concerning the dollar

value of volunteer and other contributed services and that this information

should be included in the financial statemenis,

Table A: Current and Proposed Guidance Reporting Volunteer Services

Current AICPA Guidance

Proposed FASB Guidance

Recognition of volunteer
services required as contrib-
utions received and functional
expenses incurred if:

Services are normal and
integral part of operations, and

Employer - employee
relationship exists, and

A clearly measurable basis

An asset is created or
enhanced, or

Services are from entities that
normally provide such services
for compensation, or

Services are substantially the
same as normally purchased.

If above criteria are not met,
recognition of volunteer
services as revenue and
expense is permitted:

Only if the organization is
classified as a Voluntary Health
and Welfare Organization.

If it is possible, at reasonable
cost, to estimate fair value of
services recejved.

Required disclosure of
volunteer services:

Methods used to value

Services recorded.

Services not recorded.

Nature and amount of services
received and recognized.

Nature and amount of services
received not recognized and
why.

Programs and activities where
services were used.
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As discussed earlier, the existing AICPA criteria emphasize the reliability
of the reported information. Specifically, the employer-employee relationship
and the clearly measurable tests deal more with reliability rather than rele-
vance. The FASB proposal would replace these criteria with tests that are
more oriented to the economic substance or relevance of the reported infor-
mation. Specifically, the value of volunteer services would be reported if they
enhance or create an asset, or are services either normally provided for com-
pensation by the donor or normally purchased by the donee. in addition, as
indicated in Table A, all three tests must be met under current standards to
report the value for volunteer services. Only one test must be met under the
proposed standard.

The FASB believes that its proposal will improve current practice and
confidence in financial reporting. Although estimates may be used instead of
clearly measurable information, confidence in estimates of the fair values of
contributed services received and recognized should increase, because evi-
dence generally will be available to help confirm management’s estimates.
Also, the FASB believes that management will have to make fewer subjective
judgments in applying the proposed criteria compared to existing criteria.
Less subjectivity should lead to more consistent recognition of contributed
services.?

The FASB also considered whether it should preclude entities from recog-
nizing contributed services received that do not meet the conditions specified
in the proposed standard. It concluded that encouraging recognition of those
contributed services that are considered measurabie with sufficient reliability
would be beneficial, because recognition allows practice to evolve and improve.
The FASB believes that this benefit outweighs the fact that inconsistency in
practice will continue, if some organizations choose to recognize contributed
services not meeting the conditions while others do not.?® Thus, in contrast to
the restrictive criteria in the AICPA pronouncements, this permissive condition

may lead to the increased incidence of reporting volunteer services in

financial statements.




Implementation Issues

The proposed standard drew over 1,000 letters from interested parties,

and public hearings on the issue generated almost 400 pages of testimony.

Many of the letters and much of the testimony did not deal with contributed

services but with other issues in the proposed standard, including accounting

for pledges, works of art and other historical treasures. A total of 531 letters

specifically mentioned contributed services. Figure 4 portrays the distribution

of responses. The responses are categorized by those which discussed con-

tributed services only and those which also discussed pledges, or works of art

and historical treasures.

Figure 4: Analysis of Responses to Exposure Draft for Contributions

Comments Concerning'

Contributed ~ Contributed Contributed
Contributed Services & Services & Services, Pledges Percent
Services Only Pledges  Works of At & Works of Art Total of Total
Favorable 2 3 0 13 18 3.4
Unfavorable 93 166 5 249 513 96.6
Total Responses 95 169 5 262 531 100.0
Basis for Opposition?
Not part of  § Value oo Cost
lackof  Llackof  Financial Difficultto  Exceeds

Relevance Reliability Statements Defermine  Benefis ~ Other Total (%)
Colleges & Universities 5 4 46 75 217 22 369 (54.1)
Museumns & Other
Cultural Org. 1 2 7 21 35 3 69 (10.1)
Charities &
Religious Org. 4 2 13 17 42 11 89 (13.1)
Business, Govt.
& Individuals 4 2 9 5 41 30 91 (13.3)
Accounting Firms
& Rep. Org. 3 3 5 13 34 6 64 (9.4)
Total 17 13 80 131 369 72 682 (100.0)
% of total 2.5 1.9 11.7 19.2 54.0 10.5 100.0

ITwenty letters not included in these totals presented a full discussion of issues without registering agreement or
disagreement with the proposed standard.

ZRespondents may have indicated more than one reason for opposing the proposed standard.
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As indicated in the upper portion of Figure 4, almost 97 percent of the
responses registered opposition to accounting for contributed services as
proposed. The sources and bases for this opposition are displayed in the
lower portion of Figure 4. Over half the responses came from colleges and
universities because of an orchestrated campaign by associations of higher
education institutions.?” Another 10.1 percent came from museums and other
cultural institutions and 13.1 percent came from charitable and religious
organizations. An additional 13.3 percent came from businesses, government
agencies and individuals. The bulk of these responses were in response to a
call which appeared in a business periodical.?® Not specifically determinable
was the number of responses which resulted from an appeal in a periodical for
readers to contact national organizations to lobby against the proposed stan-
dard.?® Most of the letters containing substantive comments on the proposed
criteria came from accounting firms and representational organizations, that
is, associations or societies representing not-for-profit organizations.*°

Since almost 97 percent of the responses were against accounting for
contributed services as proposed, Figure 4 also portrays the reasons cited.
The most frequently mentioned reason (54 percent) for opposition was that
the cost of implementation would be excessive with no corresponding bene-
fits. Very few (2.5 percent) of the responses questioned the relevance of the
information concerning volunteer services to external users of financial state-
ments.®! Only 1.9 percent specifically raised concerns about the reliability of
such information, although 19.2 percent of the responses mentioned the
dollar value would be too difficult to determine. Approximately 12 percent
believed that volunteer services did not meet the definitions for revenue or
expense for financial statement presentation. Other reasons included the non-
tax-deductibility of donated services, potential confusion of financial statement
users, and perceived adequacy of current disclosure of volunteer services.
Other letters reflected the belief that certain contributed services should be
recognized but suggested modifications to the criteria proposed in the
standard.?
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The arguments based on the anticipated cost of implementing the pro-
posed standard as stated in the comment letters were very general, with the
phrase “administrative nightmare” appearing frequently. These arguments
did not consider whether any benefits for external users would result from
adoption of the standard. For example, policy makers may find information
concerning the availability and value of volunteer services quite useful in
determining needs for tax supported services. In addition, many not-for-profit
organizations have volunteer administration systems in place, and the number
and types of volunteers and hours worked is readily available. The only issue
for valuation is determination of a dollar amount for these services. Imple-
mentation of an accounting system for volunteer services can readily be
accomplished within existing personnel management and administrative
systems. Consequently, implementation of the proposed standard may be
less costly than some would believe.

Another argument related to the cost-benefit issue is that the proposed
standard may have a negative impact on philanthropy and volunteerism.>?
However, the potential harm to philanthropy or volunteerism should not be a
criterion to determine whether external users should have information con-
cerning volunteer services. A counter-argument to the negative impact
concern is that the failure to provide information may be equally harmful to
not-for-profit organizations. As discussed above, financial information, to be
reliable, should not be biased in favor of, or against, an interested party or a
predetermined result.

Other arguments suggest that the proposed requirement to meet only one
of the criteria in the standard is too open-ended. For example, some argue
that requiring an organization to recognize the volunteer services solely on the
basis that the services are provided by entities (i.e., individuals or organiza-
tions) that normally provide such services for compensation may result in the
not-for-profit organization recognizing revenues (and expenses in a corre-
sponding amount) for services provided gratuitously that it otherwise would
not have purchased.’* An example cited by some respondents is the gratu-

itous appearance by a celebrity to help a fund-raising effort. The organization
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could not afford the celebrity’s appearance fee and would not utilize the
service if it were not provided gratuitously.

This argument is apparently based on the view that a cash transaction
must occur for revenue and expenses to be recognized rather than the view
that an economic resource has been provided to, and consumed by, the not-
for-profit organization when the celebrity participates in the fund-raising effort.
As discussed earlier, financial statements should provide users with informa-
tion about economic resources and how management has used these
resources. A donation of a useful service may be as important to the organ-
ization and as relevant to a user evaluating the organization as a donation of
an equivalent amount of cash.

Another argument is also advanced against recognition of volunteer
services for which only a single criterion has been met. It is suggested that
this would result in an organization recognizing revenue for services (and
corresponding amounts for expenses}, regardless of who provides the service
and the quality of the service.?® Some respondents provided examples of
organizations that accepted volunteer services but then needed paid staff to
“undo” the volunteer efforts. Notwithstanding the potential public relations
benefit from accepting any and all volunteers, such a practice consumes both
cash and contributed resources to accomplish organizational purposes and
the results in economic terms should be reported in financial statements. The
instance of “undoing” volunteer services would be a relatively inefficient use
of resources and reporting the economic cost would be a fair representation of
the (mis)management of resources available to the organization.

Given the objectives of financial statements, volunteer services received
should be recognized as economic resources, and the source should not be a
factor. The quality of the service provided should be reflected in the dollar
value placed on the service as part of the measurement process. Thus, recog-
nizing volunteer services that are substantially the same as those normally
purchased does not appear to present problems for either the relevance or the

reliability of the information included in the financial statements.
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Although the proposed standard would encourage the recognition of
volunteer services not meeting the proposed criteria, some advocate that
recognition of volunteer services be prohibited in financial statements if the
proposed criteria are not met. They argue that an organization may manip-
ulate information in the financial statements by selectively recognizing
contributed services. For example, an organization may recognize only
contributed services that affect program expense and ignore those that affect
fund-raising or management and general expenses.* Consequently, users of
financial statements may be misled by this distorted reporting.

While manipulation of recording and reporting the dollar value of volun-
teer services is a possibility, a not-for-profit organization must have a reliable
basis for measurement to ensure all volunteer services are recorded. Thus, a
sufficient basis will exist to determine the reliability of reported information.
The argument also fails to consider the possibility that users of not-for-profit
financial statements may also be misled by the exclusion of information

concerning volunteer services.

Future Prospects
The preceding discussion suggests why in concept the FASB believes
that all contributed services should be reported in the financial statements.
However, the proposed standard may not be put into effect in the near term.
Other accounting issues in the proposed standard have also generated
considerable controversy. Thus, the FASB is re-exposing the proposed
standard. [ssues concerning recognition of volunteer services in addition to
those discussed above to be addressed include the following:
¢ Should a distinction be made between volunteer services that are
provided directly to the organization and those that are provided on
behalf of the organization?
* Should the proposed FASB criteria that {(a} services should normally
be of the types provided for compensation or (b) should be of the
types normaily purchased by the recipient be linked, so that both must

be met for contributed services to be recorded?
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* Should the proposed footnote disclosure be modified from the require-
ment that the nature and amount of volunteer services be reported to
the nature and extent?

These issues suggest that many respondents prefer to see a return to the
more restrictive guidance in the AICPA pronouncements for reporting
volunteer services and the more general requirements for required footnote
disclosure. Unti! the FASB proposed standard becomes final, a not-for-profit
organization must meet the AICPA requirements for its type of organization to
report volunteer services in its financial statements. The next section

discusses some considerations for accounting for volunteer services.

Accounting for Volunteer Services

As discussed earlier, existing audit and accounting guides for charitable
organizations provide several criteria for dollar amounts of volunteer services
to be reported in financial statements as contributions received and as
expenses incurred. In general, these guides indicate that dollar amount
valuations must be supported by documentation that the services performed
are significant and form an integral part of the efforts of the organization.
Further, an employer-employee relationship between the charitable organ-
ization and its volunteers must exist to enable it to have a proper basis for
measuring and recording the value of the volunteer time devoted. Finally, the
organization must be able to demonstrate a clearly measurable basis for the
amount to be recorded.

These requirements must be met for auditors of a not-for-profit organi-
zation’s financial statements to certify that the information concerning volun-
teer services is a fair presentation in accordance with existing accounting
standards. As a basis for this certification, auditors will evaluate key controls
within the not-for-profit organization and examine documentation supporting

the reported volunteer services.
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As discussed earlier, the following procedures may be used to audit

volunteer services:

1. Obtain a listing of recorded amounts, including names and positions of
persons rendering the services, gross annual valuation of the services,
amount paid in cash (if any), and net contribution recorded.

2. Review on a test basis the time records, scheduling sheets, or other
evidence to substantiate the services rendered.

3. Review for reasonableness the listing of the gross annual valuation for
each position in relation to the local labor market, and determine that
the positions listed are applicable to the operating program and are
appropriate to be recorded as contributions.

4. Compare the total of the listing to the amount recorded as contributions.

5. Inquire of appropriate organization officials as to other volunteer help
which might be considered as taking the place of salaried personnel.*”

These audit steps indicate that a not-for-profit organization should ensure

its organizational control structure incorporates several key objectives.
Although the exact form will vary between organizations, implementation of
these objectives, discussed below, will be sufficient to provide the necessary

controis.

Control Considerations
To include the dollar value of volunteer services in its financial statements,
a charitable organization should have in place policies and procedures that
provide reasonable assurance of:
* Validity. Only volunteer services actually provided are recorded.
¢ Authorization. The volunteer services have been authorized and carried
out as part of the organization’s official functions.
e Completeness. All volunteer services provided are recorded.
* Valuation. Volunteer time is valued at the proper hourly rate or salary
equivalent.
» Classification. The dollar value of volunteer services is properly class-
ified by program, management and general, and fund-raising categories.

¢ Timing. Services are recorded when rendered.®
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For most not-for-profit organizations, these policies and procedures are

already implemented as part of existing systems for personnel, timekeeping

and payroll for paid staff. These systems generally provide for:

Adequate separation of personnel, timekeeping, and payroll duties;
Proper authorization of the use of human resources;

Adequate documents and records of work accomplished and time spent;
Physical control of personnel, timekeeping, and payroll records; and
Independent checks on performance of personnel, timekeeping, and

payroll duties.*

Thus, existing policies and procedures are likely to require little modifica-

tion to incorporate personnel administration and timekeeping for volunteers.

In addition, many not-for-profit organizations have volunteer administration

systems established. Since volunteers are in effect unpaid employees of the

organization, existing payroll systems can be utilized to generate dollar values

for volunteer services based on hours contributed but without issuing checks.

A summary of typical control procedures for volunteer services is dis-

played in Table B. This listing is not all-inclusive but is representative of the

types of policies and procedures that would be found within a sound organ-

izational structure.
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Table B: Summary of Control Procedures for Recording Volunteer Time

1. a.Timekeeping for volunteer hours should be an independent function.
b. Some means of recording time should be used under the observation of timekeeping.
c. Strict rules should be enforced requiring each volunteer to record his or her own time.
d. Timekeeping or the Volunteer Administrator should make periodic checks of
volunteers on duty.

2. Personnel or the Volunteer Administrator should advise functional departments of new
volunteers and terminations.

3. A procedure for authorization of using volunteers should be devised, and Timekeeping
or the Volunteer Administrator should determine that required authorizations are made.

4. a.Volunteers should report hours by job or function accomplished.

b. Supervisor should review and approve documentation and timekeeping should check
to see that these approvals are made. (The effectiveness of this depends on the
supervisor's ability to evaluate the time spent on particular jobs and a conscientious
review of the documentation.)

¢. Volunteers should be instructed to assign actual hours to jobs. Either the supervisor
or timekeeping should enforce this policy.

5. Timekeeping should check required authorizations and appropriately note hours that
should be charged to jobs or functions.

6. Absolute balancing may be impractical or unnecessary for cost accumulation,
allocation, or control; limits of reasonable difference should be established by
appropriate authority.

Source: Adapted from W.A, Wallace, Auditing (PWS-Kent, 1991), pp. 814-815,

Valuation of Volunteer Services

The auditor must examine documentation of a clearly measurable basis
for the doliar value of volunteer services for inclusion in the not-for-profit
organization’s financial statements. To generate reliable information, the
organization should determine the dollar value of volunteers’ services as
accurately as possible. The minimum wage or the national median wage
should not be used for computations. Also, averaging salaries of all organiza-
tion employees to determine an “average” hourly rate to value volunteer
services should be avoided. This approach does not compare similar jobs

nor include the equivalent cost of employee benefits.
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The dollar value of the service provided by volunteers should not
necessarily be based on the earning power of the volunteers. If someone earns
a living as a lawyer and volunteers to write a brief, then the donated service
should be valued at the hourly rate normally charged by the lawyer. But if the
lawyer volunteers to paint the building, the dollar value of the volunteer work
must be assessed based on what it would cost to hire a person with equivalent
skills.

The best evidence to determine the value of volunteer services is based
on a written description of the services the volunteer provides. This job
description also provides documentation to support the existence of an
employer-employee relationship. By using the volunteer job description for
each assignment, it is possible to compare the tasks given to volunteers to
those listed in job descriptions for paid job classifications. For example, a
volunteer assigned to help with mass mailings and photocopying would be
equivalent to an entry-level clerk. A volunteer writing the newsletter would be
equivalent to a public relations specialist or editor. A volunteer participating in
a phon-a-thon would be equivalent to a telemarketing specialist. The equiva-
lent paid classification hourly rate or annual salary should be supplemented
by FICA, retirement, health insurance and other benefits paid by the organi-
zation to find the total equivalent cost for an employee in that position.

The dollar equivalency amount of volunteer services should be recorded
in the same way as the hours or salaries of the paid staff are for expenses. In
addition, the value of the donated time is recorded as a contribution. The
expense category depends on which function the volunteer services were
used to accomplish. The financial statements will then show both the services
received and their use in accomplishing organizational purposes.

Table C provides a summary of the key factors that should be
incorporated in the organization’s policies and procedures, some key internal
controls, and typical documentation or evidential matter that an auditor could
examine to satisfy audit requirements for volunteer time reported in the

financial statements.
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Table C: Summary of Objectives, Controls, and Sources of Documentation for

Volunteer Services

Control Objective

Key Control

Common Sources of Evidential Matter

Recorded amounts are for work
actually performed by volunteers
(validity).

Dollar amounts are properly
authorized (authorization).

Recorded volunteer services are for
the amount of time actually
worked and at the proper pay rate
(valuation).

Volunteer service transactions are
properly classified (classification).

Volunteer service transactions are
recorded on a timely basis
(timeliness).

Volunteer service transactions are
propertly included in the master
file; they are properly summarized
{completeness).

Tirme cards are approved by
Supervisors.

Time clock is used to record time.

Adequate personnel file,

Separation of duties between
personnel, timekeeping, and
payroll.

Only volunteers included as valid in
the computer data files are
accepted when they are entered.

Specific or general authorization
and approval is important at
three points:

Authorization to work.
Hours worked.
Equivalent wage or salary, rate.

Internal verification of calculations
and amounts.

Batch totals are compared with
computer summary reports.

Adequate chart of accounts.
Internal verification of classification.

Procedures require recording
transactions as soon as possible
after the work is accomplished.

Internal verification.

Internal verification of master file
contents.

Comparison of master file with
general ledger totals.

Examine the cards for indication
of approvals.

Examine time cards.

Review personnel policies.

Review organization chart, discuss
with employees, and observe
duties being performed.

Examine printouts of transactions
rejected by the computer as
having invalid employee numbers.

Examine personnel files.

Examine time cards for indication
of approval.

Examine payroll records for
indication of intemnal verification.
(Mo check issued.)

Examine authorizations in personnel
file.

Compare time cards with indepen-
dent record of hours worked.

Examine indication of internal
verification.

Examine file of batch totals for initials
of data control clerk; compare
totals to summary reports.

Recompute hours worked from time
cards.

Compare pay rates with approval by
board of directors.

Review chart of accounts.

Examine indication of internal
verification.

Compare classification with chart of
accounts or procedures rmanual.

Review time card for employee
department and job ticket for job
assignment, and trace through
to labor distribution.

Examine procedures and observe
when recording takes place.

Examine indication of internal
verification.

Examine indication of internal
verification.

Examine initialed summary total
reports indicating comparisons
have been made.

Test clerical accuracy by tracing
postings to general ledger and
the master file donated time,

Source: Adapted from A. Arens and J. Loebbecke, Auditing: An integrated Approach (Prentice-Hall, 1992), pp. 574-575.
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Infernal Revenue Service Regulations

Organizations exempt from Federal Income Tax must file an annual
information return with the Internal Revenue Service. These annual returns
are also used for certain state regulatory filings, and they are available to the
public. To ensure that all organizations report similar transactions uniformly,
many states require that contributions, gifts, and grants and functional
expenses be reported in accordance with the AICPA pronouncements
discussed earlier.

Although reporting donated services and facilities as items of revenue and
expense is called for in certain circumstances by the AICPA pronouncements,
many states and the IRS do not permit the inclusion of those amounts in Form
990. Because Form 990 is open to public inspection, the organization may
want its return to show the contributions that it received in the form of
donated services. The Other Information Section of this return provides for
optional reporting by a not-for-profit organization of its receipt of donated
services or the use of materials, equipment or facilities at no charge or at
substantially less than fair rental value. If the organization’s records either
show the amount and value of such items, or give a clearly objective basis for
an estimate, the amounts received may be reported as an optional item on
line 82 of Form 990. On the other hand, clear instructions indicate that the
amount reported for donated services and materials may not be included
elsewhere on Form 990 as part of the organization’s support or expense.
Specifically, these amounts may not be included as part of the expenses
reported in Part Il of Form 990, the Statement of Functional Expenses. This
treatment will be inconsistent with reporting of donated services in financial
statements, if the organization recorded the value of these services.

Since the IRS does not require any organization to keep records of
donated services, volunteer services have not been widely reported. There-
fore, users of financial statements may be skeptical of information resulting
from recognition of contributed services. Thus, while IRS regulations do not
directly affect the preparation of financial statements, they may inhibit the
reporting of donated services in financial statements because of the differing

treatment in federal information returns.
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Conclusions and Recommendations

Based on our analysis of current and proposed accounting standards,
current audit guides and emerging trends, we conclude that it is feasible and
appropriate for a not-for-profit organization to report the dollar value of
volunteer services in audited financial statements. In particular, the emerg-
ence of the proposed FASB standard for contributed services recognizes the
relevance of information concerning volunteer services and, if adopted, will
encourage reporting of these services in financial statements. However,
adoption of the proposal in its present form is uncertain at this time.

Accordingly, we recommend that a charitable organization take the

actions outlined below to reflect volunteer services in its financial reports.

Reporting Volunteer Services
To report the dollar value of volunteer services in its financial statements,
a charitable organization should ensure that the criteria in the AICPA pro-
nouncement applicable to its situation as discussed earlier are met as follows:
¢ Health care providers:

a. the services performed must be significant and form an integral part
of the efforts of the organization as it is presently constituted; the
services would be performed by salaried personnel if donated or
contributed services were not available for the organization to
accomplish its purpose, and the organization would continue to
provide the program or activities;

b. the organization must control the employment and duties of the
persons donating the services (i.e., it has established an employer-
employee relationship}; and

c. the organization must have a clearly measurable basis for determin-
ing the amount of revenue and expense to be recorded.

* Voluntary health and welfare organizations:

a. the services performed must be significant and form a normal part

of the program or supporting services and would otherwise be

performed by salaried personnel;
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b. the organization must exercise control over the employment and
duties of the donors of the services (i.e., it has established an
employer-employee relationship}; and

¢. the organization must have a clearly measurable basis for
determining the amount of revenue and expense to be recorded.

¢ Other not-for-profit organizations:

a. the services performed must be significant and form an integral part
of the efforts of the organization as it is presently constituted; the
services would be performed by salaried personnel, if donated or
contributed services were not available for the organization to
accomplish its purpose; and the organization would continue this
program or activity;

b. the organization must control the employment and duties of the
service donors (i.e., it has established an employer-employee
relationship);

c. the organization must have a clearly measurable basis for the
amount to be recorded; and

d. the services of the reporting organization must not be principally

intended for the benefit of its members.

Accounting System Features

A charitable organization should ensure that policies and procedures are
in place and operating to provide reasonable assurance that volunteer ser-
vices are properly authorized, equivalent salaries and wages are objectively
determined and adequately documented with job descriptions and records,
and periodic verification is made of actual performance of duties.

A charitable organization should ensure its accounting system provides
for the timely recording and proper classification of volunteer services as
revenues from contributions received and as expenses incurred in the appro-
priate program, management and general and fund-raising categories. In
those instances where volunteer services lead to the creation or enhancement
of assets, the services should be recorded as revenues received and should be

capitalized as part of the asset.
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Financial Statement Presentation

A charitable organization should report the dollar value of volunteer

services in the financial statements generally presented by its type of

organization. For a voluntary health and welfare organization, the presenta-

tion should be as follows:

* In the Statement of Support, Revenue, and Expenses and Changes in

Fund Balances, volunteer services should be shown as a separate
category entitled “Donated Services” in the Public Support and Rev-
enue Section. These services should also be included in the
appropriate categories of expenses for program services and
supporting services. Thus, volunteer services will not be separately
displayed in the expense categories. A sample display is shown in
Table D.

In the Statement of Functional Expenses, volunteer services should

be shown as a separate category entitled “Donated Services” with the
amount for each program and supporting service separately displayed
as well as the total for the period. A sample display is shown in Table E.
In the notes to the financial statements, disclose the methods foliowed
by the organization in evaluating, recording, and reporting donated
services. If appropriate the note should clearly distinguish between
those donated services for which values have been recorded and those

for which they have not been recorded.

A suggested format for the situation where no volunteer services have

been reported is as follows:
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(Note X): No amounts have been reflected for donated services, since
no objective basis is available to measure the value of such services.
Nevertheless, a large number of volunteers have given significant
amounts of their time to the organization’s programs, fund-raising

campaigns, and management.



Table D: Charitable Organization Statement of Support, Revenue, and Expenses

and Changes in Fund Balances
Year Ended December 31, 19X2 with Comparative Totals for 19X1

19X2 19X1
Public support and revenue:
Public support: Contributions $399,000 $360,000
Special Events (net of direct costs of
$42,000 in 19X2 and $30,000 in 19X1}) 40,000 39,000
439,000 399,000
Donated Services 43,000 39,000
Total Public Support 482 000 438,000
Revenve:
Membership dues 8,000 5,000
Investment income 10,000 7,000
Miscellaneous $2,000 2,000
Total Revenue 20,000 14,000
Total support and revenue 502,000 452,000
Expenses:
Program services:
Program X 76,000 64,000
Program Y 129,000 120,000
Professional educaticn and training 49,000 45,000
Community services 50,000 45,000
Total program services 304,000 274,000
Supporting Services:
Management and general 87,000 83,000
Fund-raising 67,000 60,000
Total supporting services 154,000 143,000
- Total expenses 458,000 417,000
Excess {deficiency} of public support
and revenue over expenses 44,000 35,000
Fund balances, beginning of year 184,000 149,000
Fund balances, end of year $228,000 $184,000

Source: Adapted from J.P. Dalsimer, “Volunteers, What Are They Worth?”, (Management Accounting, May
1989}, p. 44.
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Table E: Charitable Organization Statement of Functional Expenses: Year Ended December 31, 19X2 with Comparative Totals for 19X1

19X2
Program Services Supporting Services
Professional Manage- Total Expenses
Education  Community ment and Fund-

Program X Program Y Training Services Total General raising Total 19X2 19X1
Salaries $45,000 $62,000 $20,000 $21,000  $148,000 $31,000 336,000 $67,000  $215,000  $195,000
Donated Services 5,000 20,000 5,000 5,000 35,000 8,000 0 8,000 43,000 39,000
Ermployee Benefits 2,000 3,000 2,000 2,000 9,000 2,000 3,000 5,000 14,000 10,000
Payroll Taxes, etc, 1,000 2,000 1,000 1,000 5,000 1,000 2,000 3,000 8,000 9,000
Total Staff Expenses 53,000 87,000 28,000 29,000 197,000 42,000 41,000 83,000 280,000 253,000
Professional fees 1,000 5,000 3,000 2,000 11,000 5,000 3,000 8,000 19,000 17,000
Supplies 2,000 3,000 3,000 3,000 11,000 7,000 5,000 12,000 23,000 25,000
Telephone 2,000 6,000 1,000 2,000 11,000 6,000 4,000 10,000 21,000 18,000
Postage 2,000 2,000 1,000 1,000 6,000 7,000 1,000 8,000 14,000 12,000
Occupancy 5,000 8,000 3,000 3,000 19,000 4,000 4,000 8,000 27,000 22,000
Rental of equipment 1,000 2,000 0 ¢ 3,000 3,000 2,000 5,000 8,000 6,000
Local transportation 3,000 2,000 1,000 3,000 9,000 2,000 2,000 4,000 13,000 9,000
Printing & publications 4,000 5,000 4,000 4,000 17,000 2,000 1,000 3,000 20,000 24,000
Miscellaneous 1,000 4,000 2,000 2,000 9,000 2,000 2,000 4,000 13,000 12,000
Total expenses
before depreciation 74,000 124,000 46,000 49,000 293,000 80,000 65,000 145,000 438,000 398,000
Depreciation of equipment 2,000 5,000 3,000 1,000 11,000 7,000 2,000 9,000 20,000 19,000
Total Expenses $76,000  $129,000 $49,000 $50,000  $304,000 $87,000 $67,000  $154,000 $458,000  $417,000

Source: Adapted from J.P. Dalsimer, “Volunteers, What Are They Worth?”, (Management Accounting, May 1989), p. 45.
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Other not-for-profit organizations should report volunteer services in a
manner similar to voluntary health and welfare organizations but in the
specific format prescribed for the type of organization.

A charitable organization should report volunteer services in its annual
information return filed with the Internal Revenue Service. To ensure consist-
ency with information provided in its financial statements and to meet the
requirements of the IRS, the organization should report the dollar value of
service as a donated service in the optional reporting section of Form 990 and
provide a detailed description of how these services were used in the narrative

section of Form 990.
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The term charity is used in this report to refer to a nonprofit organization
granted an exemption from federal income tax under .R.C. section
501(c)(3).

- Virginia A. Hodgkinson and Murray S. Weitzman, Giving and Volunteering

in the United States, Findings from a National Survey, (Washington, DC:
Independent Sector, 1990), p. 2.

. These are objectives drawn from Statement of Financial Concepts No. 4,

Objectives of Financial Reporting by Nonbusiness Organizations,
(Stamford, CT: FASB, December, 1980). The Financial Accounting Stan-
dards Board is an independent organization comprised of members from
business, professional accounting, government, and academia whose
major function is to study accounting issues and establish accounting
standards. It has the responsibility to establish accounting standards for
not-for-profit organizations.

. The characteristics described are drawn from the Statement of Financial

Accounting Concepts No. 2, Qualitative Characteristics of Accounting
Information, (Stamford, CT: FASB, May 1980). The FASB relies on these
concept statements as a basis to formulate accounting standards.

. Jane B. Adams, Ronald J. Bossio and Paul Rohan, Accounting for Con-
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. The AICPA is the national professional organization of Certified Public

Accountants and sets standards for auditors. Auditors are responsible for
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establishment of generally accepted accounting principles through the
issuance of Audit and Accounting Guides and Statements of Position.
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Statements of Position deal with issues that have not been addressed
by the FASB standard setting process.
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