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Summary: Non-governmental organisations are aware that their successes in fulfilling social
missions depend on support received from individual and institutional donors. In order to
obtain external funding it is necessary to inform potential supporters about the performance
of an organisation and efficiency in using its resources. The paper aims at diagnosing whether
obligatory annual statements, and in particular financial and non-financial information they
carry as well as the interplay between those two, may facilitate communication between orga-
nisations and their donors. An analysis of 177 annual reports of public benefit organisations
(PBOs) and the results of an experiment supported by 59 participants proved relevance of
information characterising social and economic effects of PBOs. It should be pointed out that
the decisions of potential donors appeared to be conditioned by the perception of resources
matching social goals along with effects adequate to resources and cost incurred. Finally, the
relevance of information carried by the sets of specialised ratios was confirmed.

Keywords: donors, financial information, nonfinancial information, public benefit organi-
sations.

Streszczenie: Organizacje pozarzadowe sg §wiadome, iz realizacja ich misji spotecznej zalezy
od wsparcia darczyncéw indywidualnych i instytucjonalnych. Pozyskanie zewnetrznych
zasilen finansowych wymaga przekazania potencjalnym darczyncom informacji o dokonaniach
jednostki i o efektywnosci wykorzystania powierzonych zasobow. Niniejszy artykul ma
na celu zdiagnozowanie czy w komunikacji tej uzyteczne sa sprawozdania obligatoryjne
jednostek, a w szczegdlnosci zawarte w nich informacje finansowe i pozafinansowe oraz
relacje migdzy nimi. Dokonana analiza sprawozdan 177 organizacji pozytku publicznego
(OPP) oraz przeprowadzony eksperyment z udziatem 59 oso6b wykazaty istotng rol¢ informacji
charakteryzujacych spoteczne, jak i ekonomiczne efekty dziatalnosci OPP. Nalezy zauwazyc¢,
iz wybory potencjalnych darczyncoéw zostaty uwarunkowane ocena wystarczalnosci zasobow
do realizacji celow statutowych oraz adekwatnoscia efektow do zasoboéw i do poniesionych
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kosztéw. Dostrzezono réwniez uzytecznos¢ zestawu miernikow dokonan OPP w decyzjach
podejmowanych przez darczyncow.

Stowa Kkluczowe: darczyncy, informacje finansowe, informacje niefinansowe, organizacje
pozytku publicznego.

1. Introduction

Contemporary public benefit organisations' (PBOs) face a challenge of obtaining
satisfactory social effects with non-increasing or even decreasing funds from public
subsidies and individual or institutional donations. This situation results from a shift
from a model of supporting certain social activities to paying for effects. Conse-
quently, accountability and performance-orientation of PBOs are requested. Firstly,
donors, public institutions and the general public expect exhaustive and credible
information on social and economic effects obtained by particular organisations.
Secondly, annual statements may no longer be limited to presenting funds raised and
spent. The quantification of short-term effects and the description of long-term im-
pact are required [Feilhauer, Horak 2006, p. 76].

In the forgoing context the paper aims at identifying which disclosures presented
in annual financial and activity statements of PBOs should stimulate the support of
donors. The attention is paid both to financial data — which is the most objective,
standardised and comprehensible — and non-financial quantitative or narrative in-
formation — where some space for interpretation is left. The interplay between those
two types is analysed, as well. A positive validation of hypotheses linking donors’
decisions with financial and nonfinancial disclosures may suggest that preparing
annual statements and making them accessible to the public is not merely a bureau-
cratic obligation but that it plays an important role in building a positive image of an
organisation. The presented study should also contribute to a limited body of knowl-
edge on donors’ motivation and influence PBOs may have on their stakeholders.

2. Theoretical foundations

Public benefit organisations, being private providers of common goods, are financed
by public institutions and donors who in exchange expect PBOs’ beneficiaries re-
ceiving services of desired quality. In order to secure stable financing to social pro-
grammes and projects PBOs need to inform their stakeholders not only on cost in-
curred but most of all on effects obtained [Okten, Weisbrod 2000, p. 257].

' The paper applies a term “public benefit organisation” to a broad range of entities which are cha-
racterised by the following attributes: non-profit, voluntary, non-governmental and charitable [Dycz-
kowski 2010, p. 22]. Nevertheless, all examined organisations in this study had a legal status of a PBO,
as well.
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In case of individual donors decisions to support social initiatives may often
be emotional or spontaneous. But if a considered choice between the myriads of
organisations active in a broad range of activity domains is to be made, individual
supporters must rely on information provided in annual statements [Connolly et al.
2013, p. 5] or voluntarily presented at home pages of particular PBOs. The reason for
the said situation is twofold. Firstly, individual donors have little influence on a form
and content of annual accounts which have to comply with the requirements of fi-
nancial control [Connolly et al. 2013, p. 6; Thomson 2011, p. 65]. Secondly, investing
scarce resources in public relations increases either fundraising or administrative
cost, what may be negatively perceived by stakeholders expecting resources being
allocated to social activities [Boenigk, Scherhag 2014, p. 325]. Obligatory annual
financial and activity statements available in openly accessible databases may be,
therefore, considered a good benchmark for those who do not belong to key stake-
holders of a PBO and who do not keep regular contact with particular organisations.
In case of Poland those are, for example, taxpayers who decide to support one of over
seven thousand PBOs eligible for receiving 1% of personal income tax (PIT).

The annual financial statements of public benefit organisations should be target-
ed at a broad and diverse audience. In fact, they are too formal and too oriented on
financial accountability to be of any help to many users [Connolly et al. 2013, p. 6].
Therefore, donors tend to pay closer attention to activity statements and search for
information on social effects obtained by a PBO. It was proven that while regulators
consider disclosures, regulations and revenue to be hallmarks of a thorough state-
ment, individual donors prioritise non-financial information on effects, including
those on: people, services and social work [Palmer 2013, pp. 236-237]. Research also
shows that donors, while selecting an organisation to support, focus primarily on
missions, social programmes and objectives [McDowell et al. 2013, p. 330], but they
also consider the consistency of values proclaimed in a mission statement with ac-
tual activities performed [ Whitman 2009]. An impact which an organisation has on
its beneficiaries, local communities and the society is another issue at the top of the
check-list in a non-financial performance analysis in PBOs. An impact assessment
is, on the one hand, an appropriate measure to justify funds allocation — and for that
reason it is more and more often required by institutional donors. On the other one,
it helps to demonstrate long-term performance of a PBO and its development, what
stimulates involvement of organisational supporters [Arvidson, Lyon 2014, p. 880].

If public benefit organisations want to make sure that their statements contri-
bute to better relations with stakeholders such reports need to meet five criteria of:
completeness, accessibility, transparency, full disclosure and relevance [Gordon et
al. 2010, p. 210]. The first feature means that annual accounts are not presented in an
abridged form, and in particular must not omit any significant financial or non-fi-
nancial issue. Accessibility is understood nowadays as an open access to requested
documents on the Internet, and in particular in searchable databases. Transparency
means that there is no doubt what a PBO reports on, whereas a full disclosure princi-
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ple implies an ordinary reader not being misled while studying the entire statement.
The latter result both in a requirement to include notes on particular items presented
in annual report and in consistency of financial and activity statements. Finally, rele-
vance implies that a statement enables to assess performance of an organisation, and
thus it includes information on goals, effects, future objectives and ways to achieve
the latter [Gordon et al. 2010, pp. 210-221].

In case of public benefit organisations insufficient transparency results in a lack
of trust. On the other hand full clarity gives a chance to demonstrate higher effec-
tiveness of PBOs in comparison both to public institutions and companies offering
services of a similar kind [Cordery et al. 2011, p. 365]. Research shows that PBOs
are aware of that opportunity. Those organisations where donations contribute to a
greater extent to annual budgets are much more eager to make their annual accounts
accessible to people from outside [Behn et al. 2010, pp. 8-11]. Moreover, organisa-
tions whose reports are considered reliable, receive higher donations, and donors
tend to be less sensitive to fluctuations in a scope of activities conducted by an or-
ganisation [Thomson 2011, p.65].

The foregoing opinions suggest the existence of an important research question
related to the usefulness of PBOs’ annual accounts to donors. The following part of
the paper will refer to the results of experimental research conducted by the author,
based on annual statements of 177 PBOs and with the participation of 59 potential
donors, which tests what groups of information are the most appealing when taking
decisions on supporting PBOs with the “1% of PIT”.

3. Research methodology

Among research papers on disclosing performance related information by public
befit organisations those referring to financial information are prevalent. There
exists a limited body of knowledge on how donors use non-financial information in
their decision-making processes. The said situation stems from the fact that quanti-
fying and comparing non-financial effects poses a challenge, in particular with an
absence of standards in this respect [McDowell et al. 2013, p. 330]. Therefore, links
between certain types of disclosures and motivation of donors may be detected
experimentally, with a help of participants aware of how PBOs operate and what
makes them effective. Examples of that approach may be found both in foreign and
Polish literature [McDowell et al. 2013, p. 334; Waniak-Michalak, Zarzycka 2013,
pp. 103-105].

The author’s experiment included 59 attendants of the master level course: “con-
trolling in public benefit experiment”. Each participant was asked to assess and
compare three randomly selected PBOs? from a list published by the Department

2 The author excluded those PBOs from the sample which neither had a web-site nor a profile at

major social networks — what may have served as an additional source of information on non-financial
effects. Consequently, the examined 177 PBOs corresponded to 265 selected ones.
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of Public Benefit (DPB) at the Ministry of Labour and Social Policy. Finally, based
on information disclosed in annual® financial and activity statements, as well as on
information available on PBOs’ web-sites a choice of the most appropriate donee of
the “1% of PIT” was to be made.

In order to facilitate the decision-making a standardised evaluation form was de-
veloped by the author. The form included 13 open questions addressing such issues
as: objectives and effects, resources, economic situation, effectiveness and efficien-
cy as well as organisational image — all listed hereafter.

Q1. Do annual statements of an organisation or its promotion materials define
precisely statutory goals and activities or projects undertaken to achieve those objec-
tives?

Q2. Do annual statements of an organisation or its promotion materials dis-
close accurately effects of activities undertaken by the organisation in the recent
period?

Q3. Do annual statements of an organisation or its promotion materials char-
acterise thoroughly beneficiaries of activities conducted by the organisation in the
recent period?

Q4. Do annual statements of an organisation or its promotion materials de-
scribe comprehensively all social programmes conducted by the organisation which
were funded with the “1% of PIT”?

Q5. Do annual statements of an organisation or its promotion materials present
exhaustively all social programmes conducted by the organisation which were fi-
nanced with public subsidies?

Q6. Does the web-site of the organisation help to produce a positive image of
the PBO?

Q7. Does the organisation have sufficient material, financial and human re-
sources, respecting its statutory goals?

Q8. Do social effects obtained by the organisation correspond with material,
financial and human resources invested by the PBO?

Q9. Do funds raised by the organisation suffice to obtain its social goals?

Q10. Do social effects generated by the organisation match cost it incurs?

QI11. Is the organisation economically effective?

Q12. Does the organisation deserve a “public benefit” status with all advantages
it offers?

Q13. Which of the three PBOs deserves 1% of your PIT the most and why?

Answers to particular questions had to be preceded with an analysis of selected
information from financial and activity statements of PBOs or with a calculation of
certain ratios (see Table 1).

* The examination covered accounts for the year 2012, as the reports for the year 2013 were not
available at the moment when the experiment was conducted (i.e. March-April 2014), as PBOs are
requested to upload their statements onto the DPB’s database by July 15th.
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Table 1. Financial and non-financial information used in the assessment of PBOs’ performance

Q7-Q8. Q9-Q10. Q11
Goals and effects vs. Goals and effects vs. . ) .
Effectiveness and efficiency
resources revenue and cost
— tangible and intangible | — total revenue, cash and other short-
fixed assets, — revenue on unpaid sta- | financial __term investments * 365
— current assets, tutory activities, stability ratio  total cost
— inventories, — revenue on paid statu- 1% of PIT + member-
— cash and other short-| tory activities, ship fees + individual
-term investments, — revenue on business donations + public
— total assets, and financial activities, | % of private _ collections
— own funds, — 1% of PIT, ﬁnancing - total revenue
— net profit (lgss).,. . — public fun@ing, % of public public funding
— long-term hablllt.les on|— @embershlp fees., financing ~ Ttotal revenue
loans and borrowings, |— individual donations, % of admini- dministrati :
— short-term liabilities | — institutional donations, | ° ot admint — ACHUMSTAtve cos
. . . strative cost total cost
and special funds, — public collections, -
— total employment, — total cost, % of labour _ _gross salaries
— employment in full time | — cost of unpaid statutory | <OSt total cost
equivalents, activities, individual beneficiaries
— volunteers  providing | — cost of paid statutory + institutional beneficia-
services in a period| activities, activity scope = ries x 10
shorter than 30 days, — cost of business acti- employees + volunteers
— volunteers  providing |  vity, below 30 days / 52 +
services in a period lon- | — administrative cost, volunteers over 30 days
ger than 30 days, — gross labour cost. /4
— members of an organi- (volunteers below 30
sation. days / 52 + volunteers
over 30 days / 4) X gross
alternative _ salaries
labour cost " employees

Source: own elaboration.

The data obtained in the research together with the results of the experiment will
be used to validate the following two hypotheses.

1. H,: Donors’ decisions on supporting particular PBOs are related to non-fi-
nancial information disclosed in annual statements and presented on organisational
web-sites.

2. H,: Donors’ decisions on supporting particular PBOs reflect links between
non-financial and financial information disclosed in annual statements and presented
on organisational web-sites.

The validation procedure included a quantitative analysis, where a quality of
disclosures in particular information areas (questions Q1-Q11) was assessed by the
participants of an experiment using a 7-grade scale. Beside a presentation of descrip-
tive statistics, the results of a correlation analysis between the quality of disclosures
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(Q1-QI1) and an overall assessment of a PBO (Q12) as well as conclusions from an
application of Mann-Whitney examining influence of disclosure quality (Q1-Q11)
on a choice of a PBO (Q13) will be brought forward.

4. Research results

Figure 1 presents an evaluation of quality of the disclosed information in the afore-
mentioned areas conducted by potential donors. It should be added that participants
of the experiment — beside financial and annual activity statements — considered
also information presented at web-sites of particular PBOs or at their profiles in
social networks. The last two factors were referred to in the evaluation of an organ-
isational image. For each of the evaluation domains seen in Figure 1 the following
statistics were presented: minimum and maximum (lower and upper ends of the
lines) — in each case equal to 1 and 7 respectively — the first and the third quartile
(lower and upper ends of the bars), as well as an average score (a horizontal bar).

7.0
6.0 - —
5.0 5.15 =500 M
4.32 4.33
4.0
3.0
2.0
1.0 : : : : : )
Objectives and Effects Beneficiaries Tasks financed Tasks financed Organisational
measures to generated with the 1% of with public image (its
achieve them PIT subsidies web-site)

Fig. 1. Evaluation of the examined PBOs with the social metrics

Source: own elaboration.

Based on the results of the research, the following three areas: “objectives and
measures to achieve them”, “effects generated” and “organisational image” appeared
to be those where information disclosed in financial and activity statements, as well
as presented on organisational web-sites, was sufficient from the donor’s point of
view. The average scores attributed by participants of the experiment equalled 5.80
/'5.15 / 5.09 respectively — what represents “satisfactory” up to “good” opinions. In

the first area only 16 reports (9.0%) received negative evaluations (scores ranging
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between 1 and 3). In the other two domains every fifth statement was considered
unsatisfactory (20.9% and 19.8% respectively).

Information on tasks financed with the “1% of PIT” as well as on beneficiar-
ies also received positive scores on average (of 4.33 and 4.32 points respectively),
though, the share of reports the quality of which was perceived as “satisfactory”,
“good” or “very good” was only slightly higher than in case of neutral and negative
opinions (52.5% and 50.3% respectively). Disclosures on tasks financed with public
subsidies were in general treated as “unsatisfactory” by potential donors (with the
average score of 3.51). Only one report per three was evaluated positively in this
respect.

It may be added that considering all six presented information areas together
only 48 examined PBOs (27.1%) received not even a single negative grade, whereas
in case of 26 organisations (14.7%) all evaluations where positive (scores ranging
from 5 to 7). On the other hand, only 6 PBOs (3.4%) received negative grades only
for the quality of disclosures in all presented information areas. Consequently, none
of those six was selected as the most appropriate donee of the “1% of PIT”.

7.0

6.0

5.0 4

4.0

3.0

2.0

1.0 T T T T 1
Resources Effects adequate Financing Effects generated High economic
sufficientto  to resources used  sufficient to at right cost effectiveness
obtain social goals obtain social goals

Fig. 2. Evaluation of the examined PBOs with the economic metrics

Source: own elaboration.

In reference to the results of the economic examination (presented in Figure 2),
combining financial and non-financial issues, the following conclusions may be
drawn. Firstly, all five examined hallmarks of high performing PBOs were on av-
erage positively evaluated by participants of the experiment. The examined organ-
isations made the most positive impression when their effects and cost incurred
were confronted. This resulted on the one hand from significant effects achieved
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by particular PBOs, but on the other one from surprisingly low annual cost (with
a monthly average of 124,710.57 PLN and a median of 29,572.71 PLN). The latter
stemmed from the involvement of members and volunteers in social work and very
modest salaries paid to regular employees (the average of 1,030.41 PLN monthly per
employee, and a median of 514,58 PLN only). To some extent the said situation was
also a derivative of low value of fixed assets (the average of 659,600.29 PLN; but
with 50.8% of examined PBOs having no fixed assets at all) and associated cost.

It may be added, that in case of 96 examined PBOs (54.2%) none of the assess-
ment of combined financial and non-financial information received negative grades,
and in 43 organisations (24.3%) all five scores were positive (5 to 7 points). More-
over, two PBOs received all scores of 7 points. Finally, there was no organisation
where all five considered areas of economic evaluation were assessed negatively.

Table 2. The relation between social and economic metrics and evaluation of PBOs

‘ . Correlation unselected PBOs (n, = 118)
Specification . / selected PBOs (n, = 59) Z/p
coefficient / p
Mean rank | Average
Social metrics
Objectives and measures **%() 468 n, 79,88 5,52 pts. **%k—3 347
to achieve them 0,000 n, | 107,24 6,37 pts. 0,001
Effects generated *%%(),540 n, 79,83 4,83 pts. **%-3 367
0,000 n, 107,35 5,78 pts. 0,001
Beneficiaries **%(,373 n, 79,09 3,95 pts. ***-3 636
0,000 n, 108,81 5,05 pts. 0,000
Tasks financed with the 1% *¥*%(0,431 n, 82,21 4,01 pts. **—2 493
of PIT 0,000 n, 102,58 4,97 pts. 0,013
Tasks financed with public *%*%() 233 n, 81,11 3,15 pts. **%k—D 897
subsidies 0,002 n, 104,79 4,22 pts. 0,004
Organisational image **%(). 505 n, 80,12 4,76 pts. **%—-3 260
(its web-site) 0,000 n, 106,76 5,75 pts. 0,001
Economic metrics
Resources sufficient to obtain **%0,306 n, 82,45 4,64 pts. **—2 404
social goals 0,000 n, 102,10 5,29 pts. 0,016
Effects adequate to resources *%%(),543 n, 78,99 4,81 pts. k%3 673
used 0,000 n, 109,02 5,68 pts. 0,000
Financing sufficient to obtain **%0,302 n, 84,64 5,08 pts. —1,598
social goals 0,000 n, 97,71 5,46 pts. 0,110
Effects generated at right cost **%(),622 n, 79,15 4,96 pts. ***-3 614
0,000 n, 108,69 5,90 pts. 0,000
High economic effectiveness *%*%(),324 n, 79,23 4,30 pts. **%—3 585
0,000 n, 108,53 5,25 pts. 0,000

** significance level of 5%; *** significance level of 1%.

Source: own elaboration.
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The final part of the paper discusses the results of a correlation analysis between
the quality of disclosures in six social and five economic domains with the overall
assessment of PBOs (Q12) as well as a relation between the former two and the final
decision of potential donors (Q13) which organisation they decided to support finan-
cially. Participants’ choices were quantified with a binary variable (with 1 indicating
selection and 0 the opposite situation). Table 2 presents correlation coefficients with
probability levels and well as results of Mann-Whitney tests with probability levels,
together with mean ranks and average scores for the groups of unselected (n, = 118)
and selected organisation (n, = 59).

Respecting the six disclosure areas related to social effects, links to overall as-
sessments of PBOs (significant correlation) and to choices of the most appropriate
donees of the “1% of PIT” (positive results of the Mann-Whitney test) were detected.
In case of the first relation the most influential factors appeared to be “effects” and
“organisational image” based on information presented at PBOs’ web-sites (with
correlation coefficients exceeding 50% threshold). The weakest link was the one be-
tween “tasks financed with public subsidies” and overall assessments of PBOs. The
former area was also the one where a quality of disclosures was negatively assessed
by participants of the experiment.

Considering influence on potential donors’ decisions, “beneficiaries” proved to
be the most relevant factor. Surprisingly, disclosures on “tasks financed with the 1%
of PIT” turned out to be the least stimulating for further donations. In that infor-
mation area the highest possible grade for disclosure quality (7 points) guaranteed
selection of an organisation by potential donors only in 43.8% of situations, whereas
a perfect score in terms of information on “beneficiaries” increased a success factor
to 55.6%. It can be added that a positive assessment of disclosure quality (5-7 points)
related to “objectives” of a PBO was the least decisive in terms of potential donors’
preferences (a success ratio of 38.9%), whereas the same scores received for infor-
mation on “tasks financed with public funds” was the most influential (the success
ratio of 47.3%). Finally, it should be noted that none of examined PBOs which re-
ceived a negative grade (1-3 points) for the presentation of its “statutory objectives”
was selected to be supported by potential donors.

In reference to the five indicators of economic performance the strongest link
between “effects obtained at right cost” and the overall assessment of PBOs was de-
tected (with a correlation coefficient of 62.2% at 1% significance level). The weak-
est — but still binding — ties were observed for “financing sufficient to obtain social
goals” (the coefficient of 30.2%). As for the relation between particular scores and
final choices of potential donors, the strongest influence of “effects adequate to re-
sources used” was detected. On the other hand, a scope of “financing in reference
to social goals” turned out to be irrelevant to potential donors’ choices. It should be
added that a perfect score (of 7 points) attributed to a relation between “effects and
resources” guaranteed the final selection of an organisation in 57.4% of cases. The
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lowest success ratio (of 38.6%) was observed when “financing capacities and social
goals” were in match (the score of 7 points).

5. Conclusions

As declared in the introduction, the objective of the paper was to detect what types
of financial, non-financial or combined information disclosed by Polish public bene-
fit organisations or presented at their web-sites influenced the opinions of donors
and encouraged them to donate their “1% of PIT”. Therefore, it is worth summing
the results up and deciding whether the said objective was met.

Firstly, it should be emphasised that both research hypotheses, linking financial
and non-financial information to donors’ preferences, were proved valid. In case of
six examined areas of disclosures, including: objectives, effects, beneficiaries, tasks
financed with the “1% of PIT” or with public subsidies, as well as an organisational
image, it was proven that the quality of disclosures was indeed related with donors’
choices. With a reference to economic measures, linking non-financial and financial
information, only a relation of financing capacities and social goals was irrelevant
to donors’ decisions. It should be stressed that a link between social effects and cost
incurred turned out to influence an overall opinion of potential donors on particular
PBOs to the highest extent. That is a vital hint to PBOs willing to make their com-
munication with stakeholders more effective.

Despite positive results of an experiment, limitations of the research may not be
ignored. The first constraint derives directly from the research methodology, where
a rationale of declarative decisions of potential donors was investigated rather than
real decisions of actual donors (although only 3 participants of the experiment did
not declare a support to PBOs with their own funds). The second shortcoming has a
more structural nature. It consists in low awareness of an accessibility of PBOs’ re-
ports and a low extent to which donors refer to those statements while making their
decisions. Nonetheless, a limited body of knowledge on usefulness of performance
related information on donors’ choices, in particular in Polish conditions, makes
results of the experiment important. The author intends to validate results of this
study with an analysis of potential links between various sorts of non-financial and
financial disclosures and donations actually obtained by PBOs.
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