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Audit Signals of Accountability and Transparency in the Marketplace of Donor 
Information 

 

 

ABSTRACT 

Potential donors have many sources of information when evaluating charities.  IRS Form 990 is a 
readily accessible source of information.  Charity rating organizations exist to help donors 
evaluate charities (i.e. Charity Navigator, CharityWatch, Give.org, etc.) and their evaluations are 
easily accessible.  While many charities are required to have an audit, there is generally no 
uniform requirement to make the audit easily accessible to donors, and extant research indicates 
that a majority of charities do not make their audits easily accessible.  This research project 
reasons that a financial statement audit is unique among information sources and thus sends 
accountability signals that other information sources cannot.  Charities can further send a 
transparency signal to donors by making their audit easily accessible.  Do donors receive the 
accountability and transparency signals of the audit?  How do the accountability and 
transparency signals sent by the audit interact with other sources of information available to 
donors?  I examine these questions using an experiment.  I find that donors value the 
accountability signal sent when an organization has an audit.  I also find that donors 
incrementally value the transparency signal sent when the organization makes the audit easily 
accessible.  I do not find sufficient evidence to conclude that the audit signals interact with other 
information available to donors.     

  

Keywords: audit value; accountability; transparency; signaling; charity ratings; donation 
decision; nonprofit; voluntary disclosure.   
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1. INTRODUCTION 

This study examines whether donors value the accountability and transparency signals 

sent when a nonprofit organization has an audit and makes the audit easily accessible to donors.1  

The scholarly study of what actions on the part of nonprofits increase or decrease donations 

spans decades and cuts across many disciplines (e.g. accounting, economics, communications, 

marketing, public policy, psychology, etc. [see Bekkers and Wiepking 2011a for an extensive 

review of this literature]).  This cross-disciplinary interest in understanding donor behavior is 

motivated by the sheer magnitude of the nonprofit sector (individual donors in the United States 

of America gave an estimated $322 billion to charity in 2017 [Giving USA 2018]).2  This study 

contributes to the literature on donor behavior by examining donor reliance on the presence of an 

audit in a way that can establish causality.  This study also contributes to the literature by being 

the first study to examine how donors react to a nonprofit’s willingness to make its audit easily 

accessible to donors.  

There are over one million public charities in the United States of America (NCCS).3  

Consequently, donors have a potentially overwhelming choice when determining which charities 

to donate to.  While the organization’s mission is primary in any giving situation, individuals 

may also consider how organizations in a given space make use of their donated dollars.  Donors 

have many options for evaluating a charity’s use of the donations it receives.  One option is the 

publicly available information form that charities are required to file with the Internal Revenue 

Service (Form 990).  Another option is to rely on someone else’s evaluation of the charity and 

many charity rating organizations exist to fill this role.  Charity Navigator, Charity Watch, Give 

Well, GuideStar and the Better Business Bureau are examples of organizations that donors may 

consult before making a giving decision.  The charity’s website is another potential option for 

obtaining information about the charity’s mission and stewardship. 

                                                 
1 Throughout this paper the terms “audit”, “financial statement audit”, and “audited financial statements” are used 
interchangeably.  These terms refer to a single document that includes the auditor’s report, the audited financial 
statements and accompanying notes, and any other required supplementary reports and schedules. 
2 Donations made by foundations and corporations totaled $67 billion and $21 billion respectively (Giving USA 
2018).  
3 As explained in detail in section 2.1, most nonprofit organizations that come to mind are classified as public 
charities (e.g. Red Cross, United Way, Salvation Army, Nature Conservancy, American Heart Association, etc.).  
Organizations classified as public charities are the focus of this paper (the terms “public charity”, “charity”, and 
“nonprofit” are used interchangeably throughout the remainder of the paper). 
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Financial statement audits are unique among the information sources available to donors.  

Auditors are bound by uniform requirements regarding independence (AU-C §200.14) and 

objectivity (AU-C §220.A4, AICPA 2014) in a way that other information sources are not.  

Consequently, financial statement audits provide assurance in a way that other sources of donor 

information cannot.  The unique assurance provided by an audit has led many charity rating 

agencies to reason that obtaining an audit is a strong signal of an organization’s accountability to 

donors.  These same rating agencies make a further distinction between accountability and 

transparency and reason that transparency is signaled when the charity makes the audit easily 

accessible to donors.  This study follows the conventions of the charity rating agencies in 

generally defining accountability as oversight, epitomized by having an audit, and generally 

defining transparency as ease of access to information, epitomized by making the audit available 

on the organization’s website (BBB Wise Giving Alliance 2018, Charity Navigator 2018a, 

CharityWatch 2018a, Evangelical Council for Financial Accountability 2018a, 2018b).  

The study of the accountability signal of the audit (i.e. the signal sent to donors by the 

mere existence of an audit) is motivated by the lack of research that can establish causality 

between an audit and donor behavior.  As explained in greater detail in the background section of 

the paper, research associating audits, audit outcomes and auditor characteristics with donor 

behavior has been archival in nature.  This archival research is confounded by the lack of donor 

accessibility to audits (described in the paragraph below).  This lack of audit accessibility 

motivates the study of the transparency signal of the audit (i.e. the signal sent when the audit is 

made easily assessible to donors). 

Despite the widely held opinion among charity rating agencies that charities can signal a 

commitment to transparency by making their audit easily accessible, many charities do not do so.  

Extant research indicates that making the audit easily accessible is not the norm.  Reported 

percentages of nonprofits that posted a copy of their audit on their website include 20 percent in 

Kirk and Abrahams (2017), 36 percent in Gordon, Khumawala, Kraut and Neely (2010) and 

“more than 50%” in Kitching (2009). 

It is possible that donors do not value the signals of accountability and transparency sent 

by an audit in a way that charity evaluators think they should.  Perhaps potential donors do not 

make the same distinction between simply having an audit and making the audit easily accessible 
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that charity evaluators do.  The frequency with which charities fail to make their audits easily 

accessible could suggest that the charities themselves do not perceive a negative impact on 

donations for failing to disclose their audit.  Thus, the question is whether donors value the 

accountability and transparency signals of an audit.   

Audit signals of accountability and transparency are not the only signals available to 

donors.  Academic research has examined donor’s reaction to the signal sent by charity rating 

agency evaluations and the results of these studies have been mixed.  Gordon, Knock and Neely 

(2009), Chen (2016), and Harris and Neely (2016) are examples of studies that find an 

association between charity rating agency evaluations and donations.  Silvergleid (2003), Szper 

and Prakash (2011), and Yoruk (2016) are examples of studies that do not find an association 

between charity rating agency evaluations and donations.  Sloan (2009) and Agyemang, Bay, 

Cook and Pacharn (2018) are examples of studies that find conditional associations between 

charity rating agency evaluations and donations. 

Based on the above referenced studies, the impact of charity rating agency evaluations on 

donations appears to be an open question.  This study contributes to the literature on the 

association between charity rating agency evaluations and donations by examining how the 

accountability and transparency signals of an audit interact with the signals sent by charity rating 

agency evaluations.  Later sections of this paper detail instances where charity rating agencies 

disagree in their evaluation of a charity.  This study utilizes this observed rater disagreement to 

examine the possibility that in the case of mixed signals from the charity rating agencies donors 

might place more reliance on the audit signals. 

 To summarize, three research questions are examined.  Do donors value the 

accountability signal sent when a charity has an audit?  Do donors value the transparency signal 

sent when a charity makes its financial statement audit readily accessible (and is the value of the 

transparency signal incremental to the value of the accountability signal)?  Do donors rely more 

on the accountability and transparency signals of the audit when donors receive mixed signals 

from other sources (i.e. charity rating agencies in disagreement)?      

These research questions were examined using a repeated measures ANOVA where the 

accountability and transparency signals of the audit were varied within subjects and the signal 
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sent by charity rating agency evaluations was varied between subjects (the complete 

experimental instrument illustrating all experimental conditions can be found in Appendix A).  

The variation in the accountability and transparency signals of the audit was operationalized by 

presenting participants with three different charities (one charity did not have an audit, one 

charity had an audit but did not make the audit accessible to donors, and one charity had an audit 

and made the audit accessible to donors).  The variation in the signals from the charity rating 

agency evaluations was operationalized by randomly assigning participants to either a condition 

where the charity rating agencies agreed in their assessment of the charities or a condition where 

the charity rating agencies disagreed.          

Participants assumed the role of an employee of a company.  In their role as an employee, 

the participant was tasked with vetting charities for a corporate giving program.  Participants 

received information to evaluate each of the three charities in turn (order of presentation was 

randomized) and made a decision regarding the amount that should be donated to the charity.  

The value that a donor places on a particular signal is difficult to accurately measure, but in the 

context of a donation decision the donation amount seems a reasonable proxy for value and thus 

was used as the dependent variable. 

I find that donors value the accountability signal sent when an organization has an audit 

(donations were significantly higher when a charity had an audit than when a charity did not 

have an audit).  I also find that donors incrementally value the transparency signal sent when an 

organization makes the audit easily accessible (donations were significantly higher when a 

charity made its audit available on its website compared to when a charity had an audit but did 

not make the audit available on its website).  I do not find sufficient evidence to conclude that 

the audit signals interact with other signals available to donors (i.e. donors did not rely more on 

the audit signal when the charity rating agencies sent mixed signals).     

This study contributes to the literature on donors use of audits by demonstrating under 

experimental conditions that donors respond to the accountability signal sent when a nonprofit 

organization undergoes an audit.  Donor reliance on audits has been examined in archival 

settings, but not in an experimental setting where causality can be tested.  It was important to 

examine the question under experimental conditions because the extant literature indicates that 

donors do not have wide access to nonprofit audits.  It is reasonable to assume that the 
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associations found between audits and other variables of interest in archival research are driven 

by the audit in a public company setting where audit disclosure is mandated, but the same 

assumption may not be reasonable in the nonprofit setting where audits are not widely available. 

In addition to contributing to the literature on donors use of audits, this study also 

contributes to the literature on voluntary disclosure of information.  This contribution stems from 

revealing that donors value the transparency demonstrated by a nonprofits willingness to make 

its audit easily accessible to donors. and the value of the transparency signal is incremental to the 

accountability signal of simply undergoing an audit.  I am not aware of any other studies that 

address the distinction between undergoing an audit and making the audit available to donors.  

Understanding this distinction is important in a setting where audit disclosure is typically 

voluntary. 

This study also examines the role of audits in a setting where other sources of donor 

information provide mixed signals.  I am aware of only one other study (Harris and Neely 2016, 

using archival data) that examines the impact of mixed ratings from charity rating agencies on 

donations and thus my study adds to that limited literature.  Finally, this study contributes to the 

emerging literature that finds a muted response by nonprofit monitors due to the limited 

accessibility of audits in the nonprofit sector (Burks 2018) and calls for audit mandates in the 

nonprofit sector (Duguay 2018).     
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2. BACKGROUND AND LITERATURE REVIEW 

There is an enormous literature that seeks to determine why individuals give to charity.  

Bekkers and Wiepking (2011a) reviewed over 500 articles that addressed the determinants of 

charitable giving by individuals.  Based on their review, they identified eight key mechanisms 

that have been studied as determinants of philanthropy: (a) awareness of need (b) solicitation (c) 

costs and benefits (d) altruism (e) reputation (f) psychological benefits (g) values, and (h) 

efficacy.  Ariely, Bracha and Meier (2009) categorize motives for giving as intrinsic (i.e. 

altruism), extrinsic (i.e. tax deduction) or image motivation (i.e. social approval).  In the 

accounting literature, Gordon and Khumawala (1999) address the giving question and note that 

there are internal motivations (i.e. altruism, guilt avoidance, etc.) and external influences 

(recognition, peer pressure, tax deduction, etc.) that drive an individual’s decision to give. 

Whether driven by internal or external motivations, once an individual decides to become 

involved in philanthropy they will need to decide which organizations to support.  The “which 

organization” question is addressed using financial and nonfinancial information (Gordon and 

Khumawala 1999).  The accounting literature, including this study, focuses on the use of 

financial and governance information by donors when answering the which organization 

question (see section 2.4 for a discussion of how “financial information” has been 

operationalized in the literature).       

However, charity rating agencies (discussed is section 2.2.2), authors of many of the 

works cited in this paper, and the charities themselves, are quick to acknowledge that financial 

and governance metrics alone are not sufficient to evaluate the impact of a charity.  Evaluating a 

charity’s lasting impact and program success is notoriously difficult for donors, charity 

evaluators and the charities themselves.  Financial and governance metrics are easily observable 

compared to measures of impact and program success for which there are no easily observable, 

verifiable, uniformly defined metrics.  Despite the limitations of financial and governance 

metrics they are still important for giving decisions and worthy of study.  As noted by 

CharityWatch Founder Daniel Borochoff, a charity cannot have impact if it spends only a small 

portion of its donations on programs (Perry 2012).                       

To appreciate the uniqueness of the accountability and transparency signals sent when a 

charity has an audit and makes its audit easily accessible to donors it is necessary to understand 
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the marketplace of information available to potential donors.  Accordingly, this background is 

provided in section 2.2.  Before addressing the information available to donors, I provide a 

general background on nonprofit organizations in the section below. 

2.1 Nonprofit Organizations 

Section 501(a) of the Internal Revenue Code (the Code) allows organizations meeting 

certain requirements to seek exemption from federal income tax.  Central to the exemption 

criteria is the requirement that the organizations must be organized for one or more of the 

purposes specifically designated in the Code.  Section 501(c) of the Code specifies 29 types of 

organizations that can apply for exemption from federal income tax (IRS 2018). 

There are over 1.5 million registered nonprofits in the United States of America (Urban 

Institute, 2016).  The most common of the 29 types of 501(c) organizations are those classified 

as 501(c)(3) organizations.  There are over 1.2 million 501(c)(3) organizations (Urban Institute, 

2016).  501(c)(3) organizations qualify for exemption if they are organized and operated 

exclusively for religious, charitable, scientific, literary, educational and other similar purposes.  

501(c)(3) organizations are unique among the 501(c) organizations in that contributions to these 

organizations are generally deductible as charitable contributions on the donor’s federal income 

tax return.   

501(c)(3) organizations are further classified as either private foundations or public 

charities.  Public charities are organizations such as churches, educational organizations, 

hospitals, medical research organizations, and publicly supported organizations.  Publicly 

supported organizations are those organizations that normally receive a substantial portion (one-

third) of their total support from a governmental unit or the general public.  Approximately 1.1 

million 501(c)(3) organizations are classified as public charities and most nonprofit 

organizations that come to mind are classified as public charities (e.g. Red Cross, United Way, 

Salvation Army, Nature Conservancy, American Heart Association, etc.)  Organizations 

classified as public charities are the focus of this paper (the terms “public charity”, “charity”, and 

“nonprofit” are used interchangeably throughout the remainder of the paper).   
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2.2 The Marketplace of Donor Information 

Donors expect organizations to be good stewards of the resources entrusted to them and 

engage in activities consistent with the stated objectives of the organization (Abila 2016, 

Salesforce 2016).  Donors have many options for evaluating charities, including required 

government filings, charity evaluation groups, the organizations website, and audited financial 

statements.  The following sections detail the various sources available to donors as well as the 

findings of relevant research regarding those sources.   

2.2.1 Internal Revenue Service Form 990 

Public charities are required to file an annual information return with the Internal 

Revenue Service (“Form 990”).4  An organization’s Form 990 is readily available to potential 

donors.5  The Form 990 is an information rich document that contains detailed financial 

information and also covers such topics as the organizations mission and accomplishments 

toward achieving the mission, governance and management structure, and compensation of 

directors, officers and key employees.6, 7  In addition to the Form 990 there is an extensive list of 

schedules that organizations may be required to attach to the Form 990.8  The schedules provide 

                                                 
4 The return filed is dictated by the charity’s size.  Public charities with gross receipts normally less than $50,000 
file Form 990N – Electronic Notice (e-Postcard) for Tax-Exempt Organizations Not Required to File Form 990.  
Public charities with gross receipts less than $200,000 and total assets less than $500,000 file Form 990EZ – Short 
Form Return of Organization Exempt from Income Tax.   All other public charities must file Form 990 - Return of 
Organization Exempt from Income Tax (hereafter referred to as “Form 990N”, “Form 990EZ”, or “Form 990”, 
respectively).  Filing requirements retrieved from: Internal Revenue Service. Form 990 Series - Which Forms Do 
Exempt Organizations File (Filing Phase In).  https://www.irs.gov/charities-non-profits/form-990-series-which-
forms-do-exempt-organizations-file-filing-phase-in (accessed August 14, 2018). 
5 The most convenient access to Form 990 is provided by Guidestar.org (https://www.guidestar.org/Home.aspx) 
which serves as a central repository for Form 990.  The IRS requires that the Form 990 is made available for public 
inspection (I.R.C. § 6104.).  While the requirement for public inspection only requires that a copy of the Form 990 
be available at the office of the NFP during normal business hours, many NFP’s post their most recent Form 990 on 
their website.  Form 990’s filed since January 2018 can also be accessed at https://www.irs.gov/charities-non-
profits/tax-exempt-organization-search.  
6 The financial information presented in Form 990 is similar in many respects to the financial information in audited 
financial statements.  The focus of this study is on the transparency signal sent by a charity when it makes its audited 
financial statements readily accessible to donors rather than any differences in the financial information between the 
Form 990 and audited financial statements.  For interested readers, the differences between the financial information 
available on Form 990 versus audited financial statements is presented in Appendix B.       
7 Form 990 is a 12-page form comprised of twelve parts.  The form had a major revision in 2008 and has remained 
largely unchanged through the 2017 form.   
8 There are 16 supporting schedules that an organization may be required to file depending on the organization’s 
operations.  All public charities must complete Schedule A which verifies that the organization is correctly classified 
as a public charity (as opposed to a private foundation).  Schedule O provides the organization with an opportunity 
to provide additional information on issues that come to light during completion of the Form 990 and is a valuable 
resource in gathering information about an organization. 

https://www.guidestar.org/Home.aspx
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details about transactions such as lobbying activities, compensation, and transactions with related 

parties. 

Due to the richness of information provided on the Form 990 and the form’s availability, 

it has the potential to be a primary source of information for potential donors.  Additionally, 

many charity rating agencies (discussed in detail in the section that follows) rely heavily on the 

Form 990 in their evaluation of an organization.  However, many academic studies have 

examined potential problems with the accuracy of Form 990.  Krishnan, Yetman and Yetman 

(2006) tested a sample of NFP’s that reported receiving public donations yet reported zero 

fundraising expenses on their Form 990.  The authors examined the websites of these NFP's for 

evidence of fundraising activity and concluded that about 40 percent of the NFP’s examined that 

reported zero fundraising expenses on their 990 probably incurred some fundraising expenses (p. 

405).  Krishnan et al. (2006) then compared fundraising expenses reported on the NFP’s Form 

990 to fundraising expenses reported on the NFP’s audited financial statements for a sample of 

101 NFP’s.  They found that 37 percent of the NFP’s reported lower fundraising expense on 

Form 990 than on the audit and concluded that “the occurrence of under reported fundraising is 

pervasive to many nonprofits” (p. 408).  Consistent with the reasoning advanced in section 2.3 

and section 3 of this paper, the authors compared the Form 990 amounts to the audit because “we 

presume that the audited financial statement is more accurate … as the financial statements are 

required to be prepared in accordance with GAAP and are subject to independent verification by 

auditors” (p. 406).   

Gordon, Khumawala, Kraut, and Meade (2007) performed a detailed analysis of the Form 

990 by comparing 24 financial variables reported on the Form 990 to data in the audited financial 

statements for a sample of 39 environmental organizations. They concluded that the Form 990’s 

contained numerous preparation errors ranging from mathematical and transposition mistakes to 

omissions of required information.  Even more troubling was their comparison of functional 

expenses per the Form 990 and functional expenses per the audited financial statements that 

revealed these amounts did not agree in sixty-four percent of the NFP’s sampled (it is 

noteworthy that the authors assessed the quality and reliability of the Form 990 by comparing the 

Form 990 to the audited financial statements, consistent with the propositions in section 2.3 and 

section 3 of this paper).      
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Several other studies have examined potential problems with the accuracy of Form 990. 

Keating, Parsons and Roberts (2008) compare fundraising expenses per Form 990 to 

telemarketing fees reported by professional telemarketers on state regulatory filings.  They find 

that 74 percent of the NFP organizations in their sample fail to properly report telemarketing 

expenses in the Form 990.  Krishnan and Yetman (2011) examine expense category shifting 

(from administrative and fundraising expense to program expenses) in nonprofit hospitals by 

comparing expenses on Form 990 to expenses reported in regulatory filings.    They find that the 

nonprofit hospitals program expenses were higher on Form 990 than those reported on the more 

likely to be scrutinized regulatory filings.  Burks (2015) examined accounting errors in NFP’s 

and observed that approximately one-third of the error corrections noted in audited financial 

statements were not disclosed on the Form 990 (pp. 356 – 357).   In summary, the Form 990 is a 

readily accessible source of detailed financial and nonfinancial information for donors, however, 

considerable evidence indicates that Form 990 information is not always accurate.                 

2.2.2 Charity Rating Agencies  

Another option for donors is to rely on someone else’s evaluation of the charity.  Several 

organizations exist to fill this role.  Charity Navigator, Charity Watch, Give Well, GuideStar and 

the Better Business Bureau’s Wise Giving Alliance are examples of organizations that donors 

may consult before making a giving decision.  These websites typically present evaluations, 

often accompanied by ratings, of NFP’s as well as articles intended to educate donors.  These 

websites vary in their breadth of coverage and in their rating methodologies. 

Charity Navigator (https://www.charitynavigator.org/) is a 501(c)3 organization whose 

mission is to “make impactful philanthropy easier for all”.  Charity Navigator is funded by 

donations from individuals, corporations and foundations, and does not knowingly solicit 

contributions from the charities they evaluate.  Charity Navigator claims to be the largest and 

most-utilized evaluator of charities.  Charity Navigator rates over 9,000 charities, has over 

700,000 registered users and their site was visited over 11 million times in 2017.9  Charity 

Navigator rates charities across two dimensions 1) financial health and 2) accountability and 

transparency.    Evaluations are based primarily on the organization’s Form 990 and 

                                                 
9 User statistics are per Charity Navigator’s website https://www.charitynavigator.org (Accessed September 20, 
2018) 

https://www.charitynavigator.org/
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supplemented by information from the organization’s website.  Charities are rated on a star 

system ranging from 0 stars to 4 stars (exceptionally poor to exceptional, respectively).10   

Due to Charity Navigator’s substantial presence in the charity rating space it has attracted 

the attention of academic researchers.  Using archival data, Gordon, Knock and Neely (2009) 

examined whether contributions to rated charities were sensitive to a change in Charity 

Navigator ratings.  The authors found that contributions were sensitive to a change in ratings on 

the Charity Navigator website and the change in contributions was directionally consistent with 

the change in ratings.  Given that Charity Navigator’s ratings are based exclusively on 

information that is already publicly available the authors suggest that Charity Navigator’s ratings 

provide incremental information content.  In a follow up to Gordon et al. (2009), Yoruk (2016) 

tested a sample of charities that were close to the cutoff thresholds for the star ratings.  For the 

firms that were close to the cutoff thresholds, a one star increase in rating did not result in an 

increase in contributions for the full sample of charities or a sample of relatively large charities.  

However, for relatively small charities that were at the 2 to 3-star cutoff and the 3 to 4-star cutoff 

there was a significant increase in contributions associated with an increase in the star rating. 

Szper and Prakash (2011) also examined the impact of a change in Charity Navigator 

ratings on contributions for a sample of charities in Washington state and found that a change in 

Charity Navigator ratings had no effect on contributions.  The authors supplemented their 

quantitative analysis with interviews of nonprofit personnel.  The nonprofit interviewees felt that 

their supporters “have a more nuanced understanding of their work than the Charity Navigator 

ratings are able to convey” (p. 132).  Consequently, the interviewees indicated that they were not 

surprised that ratings did not impact contributions.      

The Better Business Bureau’s Wise Giving Alliance, know colloquially as BBB Wise 

Giving Alliance or Give.org (http://www.give.org/), has also been the subject of academic 

research.  Give.org is a 501(c)3 organization whose mission is to “help donors make informed 

giving decisions”.  Charities choose to participate in Give.org’s evaluation process by voluntarily 

disclosing information to Give.org.  There is no charge to charities to be evaluated, but eligible 

charities can license a BBB Accredited Charity Seal.  Per Give.org’s 2017 Form 990, 88 percent 

                                                 
10 https://www.charitynavigator.org/index.cfm?bay=content.view&cpid=5593#starcalculation 
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($1.9 million) of their revenues are generated from charity seal licenses.  Give.org evaluates 

approximately 1,500 nationally soliciting charities.11,12  Charities are evaluated on 20 Standards 

for Charity Accountability.13  The standards cover governance and oversight, effectiveness, 

finances and fund raising and informational materials.  The charity’s achievement of the 

standards is compiled into a single report and made available for free at the Give.org website.  

Compliance with the standards is evaluated through voluntary disclosure when charities 

complete a Charity Questionnaire which is a combination of self-reported data and data that can 

be verified through other sources (i.e. Form 990, audits).   

Using archival data, Sloan (2009) examined the effect of BBB Wise Giving Alliance 

ratings on contributions for a sample of New York charities.  She found that positive ratings 

increased donor contributions, however, negative ratings did not impact contributions.  Also 

using archival data, Chen (2016) also examined whether meeting all BBB Wise Giving Alliance 

accountability standards was positively associated with public support.  He found that 

participating in Give.org’s accountability program and meeting all of the accountability 

standards was associated with increased public support.  In an experimental setting, Agyemang, 

Bay, Cook and Pacharn (2018) operationalized their financial information variable as whether a 

charity passed the BBB Benchmarks.  Their study found that positive versus negative financial 

information (e.g. passing or failing the BBB benchmarks) did not impact donors’ decision to 

give, however, positive financial information did lead to a larger donation amount.            

CharityWatch (https://www.charitywatch.org) is another commonly used charity rating 

agency.  CharityWatch is a 501(c)3 organization whose mission is to “maximize the 

effectiveness of every dollar contributed to charity by providing donors with the information 

they need to make more informed giving decisions”.  CharityWatch is funded by membership 

subscriptions which allow access to all of CharityWatch’s ratings and analysis (individual 

memberships are $50).  CharityWatch markets itself as “America's most independent, assertive 

                                                 
11 Statistics per http://www.give.org/about-bbb-wga/more-about-us/ and the 2016 Form 990 accessed at 
http://www.give.org/globalassets/wga/annual-reports/bbb-wga-2016-990.pdf.   
12 In addition to the nationally soliciting charities evaluated at Give.org, regional Better Business Bureaus evaluate 
regionally soliciting charities using the same evaluation criteria as Give.org.  
13 http://www.give.org/for-charities/How-We-Accredit-Charities/.  Charities are assigned one of the following 
findings: standard is met, standard is not met, or unable to verify. 

https://www.charitywatch.org/
http://www.give.org/about-bbb-wga/more-about-us/
http://www.give.org/for-charities/How-We-Accredit-Charities/
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charity watchdog”14, a claim that has often been supported by industry observers and the media.  

CharityWatch evaluates approximately 600 charities through analysis of the Form 990, annual 

reports and audited financial statements.  CharityWatch assigns a letter grade of A+ to F to 

evaluated charities.  Charities are evaluated on financial metrics and governance and 

transparency metrics.  The letter grade is derived solely on the basis of the financial metrics, 

however, CharityWatch believes the governance and transparency metrics are helpful to donors, 

and rated charities cannot receive top-rated status without meeting both the financial metrics and 

the governance and transparency metrics.  Using archival data, Silvergleid (2003) examined the 

impact of CharityWatch’s rating on donations to evaluated charities.  He found that 

CharityWatch’s ratings did not have a statistically significant effect on donations. 

GuideStar is a 501(c)(3) whose mission is to “revolutionize philanthropy by providing 

information that advances transparency, enables users to make better decisions, and encourages 

charitable giving”.  GuideStar compiles data from public sources (e.g. Form 990’s received 

directly from the IRS) and the nonprofits themselves and organizes the data into a Nonprofit 

Profile.  Nonprofit profiles can be viewed with a basic membership which is free of charge but 

requires registration.  GuideStar offers Premium and Pro memberships ($1,500 and $2,000 

annual fee, respectively) that are designed for use by NFP managers, board members, 

researchers, grant writers, etc.  The depth of these nonprofit profiles is dependent on the depth of 

information provided by the nonprofit being profiled.15  Since GuideStar receives Form 990’s 

directly from the IRS, the GuideStar website has information on approximately 1.89 million 

501(c)(3) organizations and recorded nearly 9 million unique website visitors in 2017.  While not 

a rating agency, GuideStar does bestow a Seal of Transparency upon organizations depending on 

the level of information that the organizations submit to GuideStar to assist in the development 

of their profile.  Over 48,000 organizations received the Seal of Transparency in 2017.      

In contrast to charity evaluators that provide information for thousands of charitable 

organizations based on public information, GiveWell (https://www.givewell.org) is an 

organization that strives to provide information beyond financial and governance metrics.  
                                                 
14 See “The CharityWatch difference at https://www.charitywatch.org/about-charitywatch/charitywatch-
difference/3113/3118 (accessed October 10, 2018) 
15 For an example of a particularly comprehensive Nonprofit Profile see GuideStar’s profile of itself at 
https://www.guidestar.org/profile/54-1774039 (accessed October 8, 2018).  Metrics cited in this paragraph regarding 
organizations covered and website visitors come from this Nonprofit Profile.   

https://www.charitywatch.org/about-charitywatch/charitywatch-difference/3113/3118
https://www.charitywatch.org/about-charitywatch/charitywatch-difference/3113/3118
https://www.guidestar.org/profile/54-1774039
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GiveWell is “dedicated to finding outstanding giving opportunities through in-depth analysis”.  

GiveWell devotes thousands of hours to researching charities (including site visits) to arrive at 

their recommendations.  This depth of analysis necessitates less breadth of coverage and 

consequently GiveWell limits its analysis to “priority programs” focusing on the global poor.16  

Based on their research, GiveWell produces a list of nine recommended charities and eight 

standout charities.17   

2.2.3 Nonprofit Organization Websites and Social Media 

The charity’s website is another potential avenue for obtaining information about the 

charity’s mission and stewardship.  Early research on charity websites sought to determine the 

prevalence of website use in the nonprofit sector (e.g. Tuckman, Chatterjee and Muha 2004). A 

natural progression of the research was to examine the association between the information on a 

nonprofit’s website and donations. Saxton, Neely and Guo (2014) find a positive association 

between financial and performance disclosures on a charity’s website and donations and suggest 

“that the Web has become a critical component of the nonprofit information environment” (p. 

141).   

 Recent research has focused attention on the quality of charity websites and user 

expectations (e.g. Díaz, Blázquez, Molina, and Martín-Consuegra 2013, Kirk and Abrahams 

2017).  There is a rapidly growing body of research on the adoption and use of social media by 

nonprofits (see Lovejoy, Waters, and Saxton 2012, Guo and Saxton 2014, Lee 2018 as examples 

of this emerging literature).  A review of this vast literature is beyond the scope of this paper, but 

it is reasonable to conclude that donors engage with charities through websites and social media 

and this trend is likely to continue.              

2.3 Financial Statement Audits as a Donor Evaluation Tool 

Given the information sources detailed in the previous pages, what is the role of financial 

statement audits to the individual donor for vetting charities?  The uniform standards that govern 

the performance of an audit, and the independence from the charity required of an auditor allows 

the auditor to provide assurance in a manner that other charity evaluators cannot.  The assurance 

                                                 
16 GiveWell’s methodology for identifying and evaluating charitable organizations is complex.  Interested readers 
can find out more by visiting https://www.givewell.org/how-we-work.   
17 https://www.givewell.org/charities/top-charities (accessed October 10, 2018). 

https://www.givewell.org/charities/top-charities
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provided by an audit has led to the wide acceptance of the audit as a signal of a charity’s 

commitment to accountability (BBB Wise Giving Alliance 2018, Charity Navigator 2018a, 

CharityWatch 2018a, Evangelical Council for Financial Accountability 2018a).  Beyond the 

accountability signal of an audit, a nonprofit can signal a commitment to transparency by making 

the audit easily accessible to potential donors.  Before fully addressing the accountability and 

transparency signals of the audit in section 3, the remainder of this section analyzes in more 

detail the differences between audits and other sources of donor information that make the audit 

signal unique (subsections 2.3.1 and 2.3.2) and summarizes the extant research on the use of 

audits by donors (subsection 2.4).    

2.3.1 Uniform Standards for Audits      

There are no uniform objective criteria for evaluating charities that charity evaluation 

websites must follow.  This lack of uniform criteria can benefit donors in that they can choose a 

rating agency that evaluates charities on the metrics that are most important to them.  However, 

the lack of uniform criteria can lead to divergent evaluations.  For example, Feed the Children 

continuously received an “F” rating from CharityWatch during the period 1995 to 2008 and only 

in fiscal year 2017 improved beyond a “D” rating (CharityWatch 2018b, 2009).  For most of this 

same time period Feed the Children received 3 and 4-star ratings (4 stars representing 

“exceptional”) from Charity Navigator (Charity Navigator 2018b.).18  In the absence of uniform 

rating criteria, it is incumbent on the donor to invest the time and effort to understand the 

methodology of the ratings.19  Financial statement audits on the other hand must uniformly 

conform to Generally Accepted Auditing Standards, and, those standards require the auditors to 

express an opinion on the charity’s compliance with the uniform principles governing the 

application of accounting, Generally Accepted Accounting Principles (AU-C §700). 

                                                 
18 Other examples of divergent ratings include: Guide Dogs for the Blind which has a four-star rating from Charity 
Navigator but receives an F rating (downgraded from an A- for large asset reserves) from CharityWatch; Muscular 
Dystrophy Association which receives a B+ rating from CharityWatch but a 2-star rating (73.9 numerical score) 
from Charity Navigator.  
19 For a strident commentary on the methodology of rating agencies see Chapter 9 - § 9.12 of The Law of 
Fundraising by Bruce R. Hopkins and Alicia M. Kirkpatrick (2017) which can be accessed at ProQuest eBook 
Central https://ebookcentral-proquest-com.ezproxy.lib.ou.edu/lib/oulaw/detail.action?docID=4825796# (accessed 
October 2, 2018) or LexisNexis https://www.lexisnexis.com/hottopics/lnacademic/?verb=sr&csi=324903 (accessed 
October 2, 2018). 

https://ebookcentral-proquest-com.ezproxy.lib.ou.edu/lib/oulaw/detail.action?docID=4825796
https://www.lexisnexis.com/hottopics/lnacademic/?verb=sr&csi=324903
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2.3.2 Auditor Independence 

The most substantive difference between the audit and other sources of donor information 

is the mindset of the auditor.  Auditors are required to be independent from the charities they 

audit (AU-C §200.14).  In contrast to an audit, the Form 990 can be prepared by the organization 

itself.  If the Form 990 is prepared by a source outside of the organization, the preparer is subject 

to the same advocacy requirements (AICPA 2010) and the same potential for advocacy bias on 

behalf of the organization as would be the case for other tax returns (e.g. Kahle and White 2004). 

Auditors are also bound to a code of ethics that requires them to be objective (AU-C 

§220.A4, AICPA 2014).  While charity rating agencies may strive for objectivity and 

independence in their evaluations and ratings, there is no requirement for independence from the 

organizations they evaluate and no requirement to be objective in carrying out their 

evaluations.20  Charity evaluation websites can implicitly or explicitly champion certain charities 

to varying degrees (i.e. seals of approval, “top-rated” status, selectively evaluating charities, 

etc.).  Nonprofit organizations own websites are a necessary vehicle for issue advocacy and 

fundraising but clearly lack independence from the charity and objectivity towards the 

information provided. 

In contrasting Form 990 information and audited financial statements, CharityWatch 

states:  

Unlike some raters that rely on the tax form alone, CharityWatch reviews a charity's 

tax form in conjunction with its more reliable audited financial statements, which 

are produced by independent, Certified Public Accountants outside of the charity. 

Audits often include information that a charity chooses to not report about itself in 

its tax form.21 

                                                 
20 For a commentary on charity rating agencies from the perspective of the charities being rated see the 2005 report 
published jointly by The National Council of Nonprofit Associations and The National Human Services Assembly 
titled “Rating the Raters: An Assessment of Organizations and Publications That Rate/Rank Charitable Nonprofit 
Organizations”.   
21 https://www.charitywatch.org/about-charitywatch/charitywatch-difference/3113/3118 (accessed October 2, 2018). 

https://www.charitywatch.org/about-charitywatch/charitywatch-difference/3113/3118
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The audit is unique among information sources where independence and objectivity are 

concerned.  In short, audited financial statements provide assurance.22, 23, 24       

2.4 Research on the Use of Financial Statement Audits by Donors   

 There have been many studies examining donors use of charities financial information 

(see Parsons 2003, and Wong and Ortmann 2016, for reviews of this literature).  Financial 

information has been operationalized with many different variables in prior research (see Trussel 

and Parsons 2007).  The program ratio,25 appears to be the most commonly used piece of 

financial information and has been used in both archival and experimental settings (e.g. Yetman 

and Yetman 2012, Van der Heijden 2013).  Ratios representing administrative expenses and 

fundraising expenses as a percentage of total expenses have also been commonly used26 (e.g. 

Buchheit and Parsons 2006, Li, McDowell, and Hu 2012).  Summarized financial statements 

(e.g. Khumawala, Parsons, and Gordon 2005), financial information presented as charts and 

graphs (e.g. Parsons 2007) and a much broader set of financial information including some 

combination of the ratios previously mentioned along with financial statements have also been 

used in prior research (e.g. McDowell, Li and Smith 2013).   

 Studies that specifically look at the use of financial statement audits by donors are few.  

Using archival data, Kitching (2009) examines the association between donations and using a 

Big 5 auditor.  She finds that charities benefit from engaging a Big 5 auditor; however, after 

                                                 
22 Burks (2015) examines accounting errors in nonprofit organizations by examining errors disclosed in audited 
financial statements.  The study is motivated in part by concerns over audit quality in the nonprofit sector.  The 
sample included audits by Big 4, second tier, regional and small auditors.  Big 4 and second tier auditors were 
significantly less likely to be associated with errors.  The coefficient on regional and small firms was also negative 
but not statistically significant (Table 3).  Although error rates for nonprofit audits were higher than publicly traded 
companies during the sample period (6.1% vs. 3.8%, 2006-2010) the author finds the overall results encouraging 
and contrary to concerns that small auditors are allowing material errors to go uncorrected (p. 359).      
23 Garven, Beck and Parsons (2017) examine the effect of audit-related factors (i.e. auditor size, tenure, 
specialization, etc.) on nonprofit financial reporting quality (FRQ).  Specialization and unexplained audit fees are 
the only factors that are significantly, positively associated with all four measures of FRQ used in their study.  
Auditor size and tenure are significantly and positively associated with FRQ in certain tests (with medium size firms 
providing higher quality).     
24 In a compelling study, Grein and Tate (2011) use the unique setting of public housing authority audits to examine 
monitoring by auditors in a nonprofit setting with low litigation risk, management incentives to misstate data, and 
dominated by smaller audit firms.  They find that audits result in material adjustments to the financial statements and 
an overall pattern of audit adjustments consistent with reducing potential management bias in the financial 
statements.     
25 The program ratio is the percentage of an organization’s total expenditures that is devoted to programs and 
services.  This ratio is commonly calculated from Form 990 (Part IX line 25B/Part IX line 25A).  
26 Administrative expense percentage and fundraising expense percentage are commonly calculated from Form 990 
(Part IX line 25c/Part IX line 25A and Part IX line 25D/Part IX line 25A, respectively).  
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controlling for the charities’ reputation the effect of auditor choice dissipates suggesting that the 

charity’s reputation and the choice of auditor are substitute mechanisms for signaling credibility 

of financial information. 

Using archival data, Feng (2013) and Amin and Harris (2017) examine donor reactions to 

nonprofit’s going concern audit opinions.  Feng (2013) finds no significant change in public 

support as a result of a going concern opinion; however, other researchers have suggested that 

design decisions in Feng (2013) may have impacted the findings.  Amin and Harris (2017) 

examine the reactions of multiple stakeholders to nonprofit’s going concern audit opinions.  

Their results suggest that donors consider going concern opinions when making giving decisions, 

as evidenced by organizations with sophisticated donors experiencing a decrease in donations 

and organizations with unsophisticated donors experiencing an increase in donations after 

receiving a going concern opinion.    

Using archival data and exploiting the addition of a comprehensive list of governance 

questions to the IRS Form 990 beginning in 2008, Harris, Petrovits, and Yetman (2014) 

examined the effect of nonprofit governance characteristics on donations.  Twenty-one 

governance characteristics from the 990 were distilled into 7 governance factors using 

exploratory factor analysis.  One factor emerging from the factor analysis was a factor that 

included whether a nonprofit had an audit (or a review) and whether there was an audit 

committee.  The authors posited that the increase in accountability that comes from an audit 

would improve donor confidence which would lead to more donations.  They found that the audit 

factor is significantly, positively associated with donations.  In Table 5 the authors tabulate the 

effect of governance on donations by donation type.  It is interesting to note that the audit factor 

was significant at the 1 percent level for organizations that received government grants, federated 

campaigns (i.e. United Way) or had large donors (measured as at least one donor who gave 

$5,000).  The strong association between the audit factor and government grants and federated 

campaigns is not surprising given that an audit is often a condition of receiving those funds.  For 

donations that were not government grants or proceeds from federated campaigns, the audit 

factor was significant at the 10 percent level (n = 15,560).          

Using archival data, a working paper by Duguay (2018) evaluates how donor behavior is 

affected when audits are mandated.  Examining this question is possible since some states 
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require nonprofits that meet certain size thresholds to have an audit.27  Duguay (2018) posits 

that, for many donors, it is prohibitively costly to consult charities financial filings to determine 

which organizations report information that reflects efficient and legitimate operations.  

However, an audit mandate can lead donors to believe that charities are better monitored, thus 

reducing information frictions.  The author concludes that the variations in donor behavior that 

he finds suggest that mandated audits reduce information frictions.  A significant underlying 

assumption of Duguay (2018) is that donors have some awareness of the audit regulation.  

2.4.1 Audit Availability as a Factor in Interpreting Archival Research 

The archival studies reviewed above show an association between donations and the 

presence of an audit, donations and the findings of an audit, and donations and auditor 

characteristics.  These results suggest that donors use audited financial statements when making 

giving decisions.  A confounding factor in these archival studies is that extant research indicates 

that audits of nonprofits are generally not easily accessible to donors. 

Of the studies that I am aware of, Kitching (2009) reports the highest rate of audit 

accessibility.  Kitching noted that “more than 50%” of her sample, drawn from 228 of the 

largest, most widely known charities, made their complete audit available on their websites (p. 

513, footnote 9).  Other studies indicate far less audit accessibility.  Gordon, Khumawala, Kraut 

and Neely (2010) studied a non-random sample of 75 relatively large NFP’s and found that only 

36% posted their audited financial statements on their website.  Using more recent data, Kirk and 

Abrahams (2017) examined a sample of 431 public charity websites and found that only 20% 

post any annual reports or financial disclosures on their website (p. 481 and Appendix A).    

It is possible that charities might make their audits available through other outlets, rather 

than via their own website.  In addition to the option of making the audit easily accessible on its 

own website, a charity could make its’ audit available on Guidestar.org (a central repository for 

Form 990 and other nonprofit information described in section 2.2.2).  Burks (2018) reported 

that about 13 percent of the organizations on Guidestar with revenues greater than $1,000,000 

made their audits available (23 percent for charities with revenues greater than $10,000,000).  

The percentage of these large nonprofits electing to make their audit available on Guidestar.org 

                                                 
27 Per the online appendix to Duguay (2018), 23 states had an audit mandate for some nonprofits while 27 states and 
the District of Columbia had no audit mandate. 
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is in stark contrast to the number of nonprofits that had an audit (Burks reports that in a random 

sample of nonprofits, audits were obtained by 85 percent of organizations with revenue from $1 - 

$2.5 million and 95 percent of organizations with higher levels of revenue).  Burks (2018) results 

suggest that nonprofit monitors might not use the difficult to access audits.  Burks examined the 

reaction of nonprofit monitors (i.e. donors, board members) to financial reporting problems 

(accounting errors and internal control deficiencies).  While donations did tend to fall after 

accounting errors were disclosed, they only fell after the errors were reported on the easily 

accessible Form 990 (rather than being disclosed solely in the audited financial statements). 

In summary, archival studies often attribute variation in donation outcomes to audits.  

However, it is unknown whether donors referenced the audit or incorporated the audit into their 

giving decisions.  Given the limited availability of audits, it is possible that despite efforts to 

control for endogenous factors, endogenous factors are still driving the results found in the 

archival studies.  Consequently, I have employed an experimental design to examine whether the 

existence of an audit, and the ease of accessibility of the audit are factors in donors giving 

decisions.          
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3. HYPOTHESIS DEVELOPMENT 

In the evaluation framework used by many charity rating agencies, accountability and 

transparency are two related but distinct concepts.  Accountability generally refers to oversight 

and is demonstrated when a charity has an audit (as discussed in section 2.3, the audit is unique 

in the level of assurance it provides relative to other sources of oversight).  For example, the 

Evangelical Council for Financial Accountability states “The annual audit by an independent 

CPA firm … helps ensure, and is evidence of, financial accountability to an organization’s 

constituencies” (ECFA 2018a).  Transparency generally refers to the ease of access that donors 

have to information and is commonly measured by whether the audited financial statements are 

available on the organization’s website.  This study follows the conventions of the charity rating 

agencies in defining accountability and transparency.               

3.1 The Audit as an Accountability Signal  

Obtaining an audit is an obvious way for charities to signal accountability to donors.  

Many charities are required to have an audit.  Charities that expend federal funds of $750,000 or 

more during a fiscal year are required by the Office of Management and Budget (OMB) to have 

an audit (Uniform Administrative Requirements, 2013).  Many states have a requirement for 

audited financial statements.28  Charities that participate in the Combined Federal Campaign are 

required to have an audit if they have annual revenues of $250,000 or more.29  Other potential 

sources of audit requirements for charities are lenders, funding agencies (i.e. United Way, private 

foundations, etc.) and the charity’s own governing documents. 

Obtaining an audit can also be a choice since not all charities are required to have an 

audit.  The for-profit literature has examined settings where audits are voluntary.  Exploiting a 

natural experiment where voluntary audits replaced mandatory audits for private firms in the 

U.K., Lennox and Pittman (2011) found that credit rating agencies upgraded the credit ratings of 

companies that continued to be audited in the absence of an audit mandate, indicating that firms 

                                                 
28 A detailed examination of state filing requirements is beyond the scope of this paper.  Interested readers can 
access a concise summary of state requirements at the National Council on Nonprofits website. 
https://www.councilofnonprofits.org/nonprofit-audit-guide/state-law-audit-requirements (accessed August 17, 2018) 
29 The Combined Federal Campaign (https://www.opm.gov/combined-federal-campaign/) is an annual workplace 
charity campaign for Federal employees overseen by the Office of Personnel Management (OPM).  The OPM 
estimates that there are over 20,000 participating charities.  Requirements for participating charities are available at: 
https://www.opm.gov/combined-federal-campaign/information-for-charities/#url=Qualifications-Materials (accessed 
October 17, 2018). 

https://www.opm.gov/combined-federal-campaign/information-for-charities/#url=Qualifications-Materials
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can send signals about their favorable borrowing characteristics that are in addition to the 

assurance signal sent by an audit.  Kausar, Shroff and White (2016) also contribute to the 

literature that finds that the choice to obtain an audit itself provides incremental information to 

financial statement users, and they also provide evidence that the information revealed from 

observing the audit choice is obscured in a mandatory audit regime. 

The distinction between the mandatory versus voluntary nature of the audit is not relevant 

for the current study (the preceding reference to studies in the for-profit literature was presented 

simply to acknowledge that a literature examining mandatory versus voluntary audits exists).  As 

a practical matter, only the most diligent donors could potentially determine whether the 

nonprofit was required to have an audit.30  More importantly, this study is concerned with the 

accountability signal of the audit.  Consistent with the verbiage used on charity rating sites, the 

typical donor could take accountability to simply mean that someone was looking over 

management’s shoulder, and whether that oversight was mandatory or voluntary is secondary to 

whether the oversight was present.31      

3.2 The Audit as a Transparency Signal  

Although there are many reasons a charity might be required to have an audit, there is no 

uniform, statutory requirement for charities to make their audits publicly available.  Many 

academic studies have criticized the lack of a uniform disclosure requirement.  For example, 

Hofmann and McSwain (2013) note that the lack of a mechanism to ensure that charities audits 

are publicly available creates a situation where different donors have access to different 

information.  Academic researchers have reported varying degrees of success in obtaining audits 

for their studies (a review of this literature was presented in section 2.4.1).          

Making the audit easily accessible to donors is a widely accepted signal of a charity’s 

commitment to transparency.  Charity Navigator’s accountability and transparency metrics 

                                                 
30 Part XII, line 3a and 3b of IRS Form 990 would inform donors that an audit was required by the Single Audit Act 
and OMB Circular A-133.  Part IV, Line 12a and 12b, and Part XII, line 2b would also inform donors that an audit 
was performed, but donors would not necessarily know whether the audit was mandatory or voluntary  A diligent 
donor could determine if the organization was required to complete an audit by state statute, however, there would 
be instances where an organization had an audit and it would be impossible for the donor to know with certainty if 
the audit was mandatory (i.e. required by the organizations governing documents, required to maintain a line of 
credit, etc.) or voluntary.  
31 To control for any inferences participants might make regarding the mandatory or voluntary nature of the audit, 
the participants were told that the audit was voluntary in all experimental conditions. 
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include whether a charity has an audit and whether the audited financial statements are published 

on the charity’s website (Charity Navigator 2018a).  To meet CharityWatch’s transparency 

benchmarks and earn top-rated status a charity must post a complete copy of its most current 

audited financial statement on its website (CharityWatch 2018a).  Give.org’s 20 Standards for 

Charity Accountability include a requirement that charities with annual income in excess of 

$500,000 make available to all, on request, audited financial statements “in the interest of 

transparency and earning the public’s trust” (BBB WGA 2018).  The Evangelical Council for 

Financial Accountability transparency standard requires that “every organization shall provide” a 

complete set of financial statements, including the auditor’s report and notes to the financial 

statements (ECFA 2018b). Academic researchers also note the importance of making the audited 

financial statements easily available.  Gordon et al. (2010) recommend that charities make five or 

more years of their annual reports readily accessible to donors on the organization’s website and 

that the annual report include the complete audited financial statements as well as the notes to the 

financial statements and the opinion letter.               

In summary, the preceding sections detail the signals of accountability and transparency 

embodied in a financial statement audit, but do individual donors receive the signal?  Is it 

important to donors that charities undergo an audit?  Many charities choose not to make the audit 

readily accessible to donors even though the voluntary disclosure of the audit (i.e. posting the 

audit to the organization’s website) is seen by many in the charity space as a key signal of 

transparency.  Do donors receive this transparency signal and does it provide value incremental 

to the accountability signal?  These questions lead to the following hypothesis: 

H1: Donors value the accountability signal sent when a charity has a financial statement audit. 

H2: Donors value the transparency signal sent when a charity makes its financial statement audit 

readily accessible. 

3.3 The Interaction of Audit Signals with Other Donor Information 

Ratings by charity evaluators may serve as a signal to potential donors of the charity’s 

stewardship and accountability for the donations the charity receives.  As conveyed in the section 

of this paper providing background on charity rating agencies, the effect of charity rating 

agencies evaluations on donations has shown mixed results in the research literature.  Typically, 
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prior studies have examined donor’s response to a single rating agency’s rating.  However, as 

previously described, there are occurrences when rating agencies disagree in their evaluation of 

nonprofits.  The observation that charity rating agencies sometimes disagree in their evaluation 

of a charity naturally leads to a question regarding the strength of the rating agency signal when 

the rating agencies disagree.   

An exception to the extant literature that has typically examined the impact of a single 

rating organization’s rating on subsequent donations to nonprofits is Harris and Neely (2016).  In 

their study they investigated the impact of multiple information signals (i.e. multiple charity 

rating agency evaluations).  Using archival data, the authors examined the association between 

rating agency ratings and level of donor support.   They found that being rated (versus not being 

rated) was associated with significantly higher donations, and that this result held even for 

charities that received a bad rating.32  They also found that charities rated by three agencies 

received more donations than charities rated by two agencies, and charities rated by two agencies 

received more donations than charities rated by a single rating agency. 

The authors then examined the impact of the signal sent by consistent versus mixed 

ratings.  The authors posited that “if nonprofits evaluated by more than one charity rating 

organization receive a consistent signal about their underlying quality (either good or bad) 

donors will respond by relying more on the signal and thus strengthen the association between 

public support and the rating” (p. 994).  They examined the impact on donations of receiving a 

consistently good rating, a consistently bad rating (i.e. the good or bad rating is consistent among 

multiple rating agencies) or a mixed rating (i.e. the rating agencies do not agree in their rating).  

They found that organizations that received consistently good ratings were associated with 

significantly more donations than organizations that received consistently bad ratings or mixed 

ratings.  However, in all cases (i.e. even consistently bad ratings) the ratings were significantly, 

positively, associated with more donations than not being rated at all. 

It seems counterintuitive that donor support would be significantly, positively associated 

with the condition where multiple rating agencies agreed that a nonprofit organization had 

                                                 
32 It should be noted that a good rating was associated with significantly more donations than a bad rating, but a bad 
rating was associated with significantly more donations than being unrated.     
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earned a poor rating33.  A possible explanation is that donors don’t rely on rating agency ratings 

as suggested by archival studies that find no association between ratings and donor support.  

Survey evidence also suggests that most donors (more than 77%) don’t reference charity rating 

agencies before making a giving decision (Cnaan, Jones, Dickin, and Salomon 2011).  However, 

as discussed in the Method section of the paper, different donors could have different 

information needs.  For example, donors making large donations might require more information 

before making a giving decision than donors making a small donation.  Donor’s motivation for 

giving could also be a factor in determining how much information a donor requires before 

making a giving decision.                              

An experimental setting allows me to test the value of the signal sent by charity rating 

agencies under conditions of rater agreement and rater disagreement in a setting where it might 

be expected that donors would require more information before making a giving decision (i.e. a 

large donation).  It is possible that donors that receive a mixed signal from charity raters will 

respond with lower donations.    

Of interest in this study is how the accountability and transparency signals from the audit 

interact with signals from the charity rating agencies.  It is possible that the audit signals will be 

stronger (i.e. more relied upon) when there is disagreement between the raters.  Psychology 

literature finds that when decision makers pursue information in the face of uncertainty they tend 

to put more weight on the obtained information than they might have otherwise (Bastardi and 

Shafir 1998).34  When faced with divergent ratings from charity evaluators donors may search 

for more information (i.e. the audit signals) to discriminate among charities and donors may put 

more weight on the information that was sought out.  This possibility leads to the following 

hypothesis: 

H3: The value of the accountability and transparency signals sent by a financial statement audit 

will be different when charity raters agree than when charity raters disagree.  

                                                 
33 To address endogeneity concerns Harris and Neely 1) employ a two-stage Heckman approach 2) construct a 
matched-pair sample and 3) employ change analyses. 
34 The general findings from psychology that effort expended to obtain information impacts the processing of that 
information have been found to hold in an accounting context (Nelson and Tayler 2007). 
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4. METHOD 

 This study examines the signal sent to donors when a charity has an audit and provides 

easy access to the audit (i.e. making the audit available on the charity’s webpage).  This study 

also examines how the audit signals interact with the signals sent by other sources of donor 

information, specifically evaluations by charity rating agencies.  A donor’s need for information 

may depend on the circumstances of the gift.  Only a motivated donor is likely to expend the 

effort required to consider multiple sources of information.  Thus, the experimental setting of this 

project is designed to motivate a sufficient level of effort (i.e. participants will be making a large, 

hypothetical donation rather than an actual token donation).  Theoretical underpinnings of this 

design choice are presented below.   

Gordon and Khumawala (1999) argue that the type of exchange and the motivation for 

the gift influence the demand for information.  For example, if the charitable gift is given directly 

to the beneficiary or the gift is a small one-time gift, then the need to exert effort to obtain and 

use financial information is less than when the gift is given to a nonprofit organization that 

mediates the interaction between the giver and the beneficiary in an on-going relationship 

between the donor and the nonprofit organization.  They posit that “most philanthropic 

motivations for giving theoretically support wise giving.  Whether people are actually motivated 

to make use of financial information is an empirical issue” (p. 45).                

Wong and Ortmann (2016) develop a model of giving that shows that giving decisions 

might be affected by a price-information tradeoff.  They suggest that donors care about the 

charity price (e.g. the administrative and fundraising expenses claimed by the charity) but dislike 

searching for information.  Their model suggests that donors find ways to decrease the 

information costs (such as relying on charity watchdogs).  Their review of the literature leads 

them to conclude that there is support for a price-information trade-off. 

4.1 Experimental Task  

In both experiment one and experiment two, participants assumed the role of an 

employee vetting three charities for a corporate giving program (the experimental instrument was 

designed and administered using Qualtrics and is presented as Appendix A).35  Participants were 

                                                 
35 The experimental instrument was approved by the University of Oklahoma Institutional Review Board. 
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instructed that another employee of the company had already evaluated the charities on program 

effectiveness, and it was the responsibility of the participant to evaluate the charities financial 

and governance characteristics.  In all treatment conditions the participants received the same 

basic information about the charities (i.e. source of revenues, breakdown of expenses between 

program expense, administrative expense and fundraising expense).  Participants also received 

two charity watchdog group’s evaluations of the charities.  The availability of the charity’s audit 

varied for each of the three charities (no audit was performed, an audit was performed but not 

posted to the organizations website, an audit was performed and posted to the organizations 

website).  Participants viewed the information for one charity at a time. The order of presentation 

of the charities was randomized and participants could not return to previous screens and change 

their previous answers.  Participants then answered manipulation check questions and provided 

demographic information (see Figure 1 for a summary of the experiment).                  

4.2 Independent Variables 

The research question was studied using a repeated measures ANOVA where one factor 

was varied between subjects and the other factor was varied within subjects.  H2 proposed that 

donors perceive the transparency signal sent by a charity when the charity makes its audited 

financial statements easily accessible to donors, thus, one independent variable varied the 

accessibility of the audit as follows: no audit performed, audit performed but not posted to the 

organization’s website, audit performed and posted to the organization’s website.  This 

manipulation of the audit variable also addresses H1 (that donors value the accountability signal 

sent when a charity has an audit).   

Because the main research question concerns how potential donors respond to varying 

degrees of audit accessibility, the accessibility of the audit was varied within subjects.  In their 

Model of Individual Giving, Gordon and Khumawala (1999) recognize that donors must choose 

among charities and their model highlights the role of financial information in helping donors 

decide “which organization” to support.  The reality that donors choose among many charities 

has led many researchers to employ a within-subjects design when studying factors that impact 

donors giving decisions (e.g. Khumawala et al. 2005, Buchheit and Parsons 2006, Van Der 

Heijden 2013, McDowell et al. 2013, Agyemang et al. 2018).              
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Donors may use the information provided by charity rating agencies as a signal of a 

charity’s stewardship of donor funds.  However, donors can receive mixed signals from rating 

agencies if the ratings differ.  To examine the impact of mixed ratings on the strength of the 

charity rating agency signal, the other independent variable varied the rating of the charity rating 

agencies as follows: in one experimental condition, the raters agree on their evaluation of the 

charity (i.e. three out of four stars, letter grade of B on a scale from A to F), and in the other 

experimental condition the raters disagree (i.e. one rater assigns a rating of three out of four stars 

and the other rater assigns a grade of D on a scale of A to F).  The rating agency variable was 

varied between subjects (subjects were randomly assigned to one of the between-subjects 

conditions).    

4.3 Dependent Variable 

The value donors place on any given piece of information is difficult to accurately 

measure.  In the case of a giving decision, the impact of a piece of information on the donation 

amount seems a reasonable proxy for the value of the information.  Three measures were used as 

a proxy for the value donors placed on the information given to them: (1) the likelihood that the 

participant would recommend the charity be included in the corporate giving program (measured 

on a 7-point Likert-type scale ranging from definitely would not recommend to definitely would 

recommend (2) the suggested donation amount measured using a sliding scale (with possible 

donation amounts ranging from $0 to $3,000) and (3) how confident the donor was that the funds 

would be used as intended (measured on a 7-point Likert-type scale ranging from not confident 

at all to extremely confident).       

4.4 Participants 

An appraisal of the extant literature suggests that college students of various levels are 

the most commonly used participants in experimental studies that have examined the use of 

financial information by donors (e.g. Khumawala et al. 2005, Buchheit and Parsons 2006, 

Parsons 2007, Li et al. 2012, McDowell et al. 2013, Agyemang et al. 2018).  Other participants 

used include NFP financial officers and foundation executives (e.g. Khumawala et al. 2005) and 

participants recruited using Amazon Mechanical Turk (Van der Heijden 2013) and 

SurveyMonkey (Lauck and Brozovsky 2018). The participants for this study were recruited 

using Amazon Mechanical Turk.  
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4.5 Expected Results and Evaluation of Hypotheses 

The experimental conditions are presented below.  

 Between subjects 

Within subjects Raters agree (+, +) Raters disagree (+, -) 

No audit performed “Charity A” A1 B1 

Audit performed but not posted on 

organization’s website “Charity B” 

A2 B2 

Audit performed and posted on 

organization’s website “Charity C” 

A3 B3 

DV = one of the three proxies for value described in section 4.3 

 

H1 addresses the accountability signal sent by having an audit.  If simply having an audit 

is the primary value of the audit to donors, regardless of whether the audit was made easily 

accessible to donors, then the value of the dependent variable in A1 will be less than the value of 

A2 and A3 and the value of A2 and A3 will not be statistically different, likewise, the value of B1 

will be less than the value of B2 and B3 and the value of B2 and B3 will not be statistically 

different .  H2 predicts that making the audit easily accessible sends a valuable transparency 

signal to potential donors that is incremental to the accountability signal.  If H2 is supported, 

then the value of the dependent variables will be significantly higher in A3 than in A1 and A2 

(and the value of the dependent variables in B3 will be significantly higher than in B1 and B2).   

H3 predicts that the value of one independent variable (the accountability and 

transparency signal sent by having an audit and making the audit easily accessible) will vary 

depending on the level of the other independent variable (whether the charity’s evaluation by the 

rating agencies are in agreement).  H3 will be supported if the interaction effect between audit 

accessibility and charity ratings is significant.    
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5. RESULTS 

Before analyzing the results and considering the possible implications of the findings, certain 

limitations that arise from design choices regarding participants and task should be noted.  

Participants were recruited using Amazon Mechanical Turk (“MTurk”).  MTurk participants 

have been used in prior studies on donor behavior (e.g. Van der Heijden 2013).  However, the 

educational background and income level of MTurk participants, particularly when minimum 

levels of education and income are not specified as in this study, might be cause for reservation 

among some readers.  

Participants assumed the role of an employee making a hypothetical donation decision as part 

of a corporate giving program.  Embodied in this design are two choices (1) whether the donor 

donates from their own funds and (2) the donation amount.  A large donation amount (up to 

$3,000) was chosen to motivate participants to take the task seriously and induce information 

search.  This large donation amount precluded a design choice where participants would be 

making the donation from their own funds.  Similar hypothetical donation designs have been 

used in the accounting literature (e.g. Khumawala et al. 2005, Van Der Heijden 2013).  To the 

extent that participants process information differently when making a hypothetical donation 

than when using their own funds, my results are impacted. 

Consistent with the reality that donors have a choice among many charities, participants 

compared three charities (within-subjects design).  While participants saw all manipulations of 

the audit signal variables, participants made a donation decision regarding only one charity at a 

time, and participants were not able to adjust their donation decisions based on information they 

received regarding subsequent charities.  Stated differently, participants did not view all three 

charities and then make an allocation between the three charities.  Trade-offs are inherent in any 

design choice.  My design choice could lead participants to anchor to their first choice (or the 

second choice if they do not become aware of the manipulation after viewing only the first 

charity).  If donors value the audit signals as hypothesized, then an allocation task would likely 

have resulted in the entire donation amount being allocated to the charity that had an audit and 

made the audit readily accessible, which would result in a loss of information regarding the 

incremental effects of the audit signals.  In my judgement, the design chosen also minimized 
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demand effects relative to an allocation task.  Bearing the limitations above in mind, the results 

of the experiments are discussed below.                   

5.1 Experiment One 

 Participants were recruited using Amazon Mechanical Turk (MTurk).  One-hundred and 

ten participants completed the experiment.36  Four participants responses were rejected due to a 

combination of failing manipulation check questions and completing the experiment in 

approximately one-quarter of the time taken by the average participant.  Descriptive statistics of 

the 106 retained participants are presented in Table 1 (frequencies of responses for categorical 

variables are presented in Table 2).  Participants were randomly assigned to one of two groups 

representing the two between-subject’s conditions (charity rating agencies agree on the charity’s 

rating; charity rating agencies disagree on the charity’s rating).  The average participant was 

36.86 years old, 48 (45.28 percent) of the participants were female, 59 (55.66 percent) of the 

participants were married and 64 (60.38 percent) of the participants reported having donated to 

charity in the past twelve months.  The highest level of education most commonly completed by 

participants was a bachelor’s degree (38 participants, or 35.85 percent).  The most commonly 

reported level of household income was between $30,001 and $60,000 (43 participants or 40.57 

percent).  Demographic characteristics of the two groups were not statistically different except 

for gender and the number of participants that had donated to charity in the past twelve months 

(see Table 1 for details).  Further analysis confirmed that gender and whether participants had 

donated to charity in the last twelve months did not impact the main results reported below. 

 Table 4, Panel A, reports the test of the hypotheses when the dependent variable is the 

suggested donation amount (with possible donation amounts ranging from $0 to $3,000).37  H1 

posits that donors value the accountability signal sent when a charity has a financial statement 

audit and H2 posits that donors value the transparency signal sent when a charity makes its 

financial statement audit readily accessible.  The main effect of the audit availability 

                                                 
36 MTurk workers were compensated $2.50 for completing the experiment.  The criteria for the MTurk workers to 
participate in the survey were: 1) located in the United States 2) Human Intelligence Task (HIT) approval rate 
greater than 97% and 3) more than 1,000 approved HIT’s. 
37 Results are quantitatively the same when the analysis is ran using the two other dependent variables (i.e. “How 
likely are you to recommend that Charity N be included in the corporate giving program?” and “How confident are 
you that Charity N will use the donated funds as intended?”, reported in Table 4, Panel B and Panel C, respectively).   
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manipulation (notated as “charity” in Table 4) is significant (p <.0001)38 indicating that not all 

means of the dependent variable (reported in Table 3) are equal across all treatment conditions.  

Using contrast and profile comparisons (Table 5, panels A and B, respectively) verifies that the 

mean suggested donation is significantly higher for the charity that had an audit but did not make 

the audit easily accessible to donors than the suggested donation to the charity that did not have 

an audit.  Likewise, the mean suggested donation is significantly higher for the charity that had 

an audit and made the audit easily accessible to donors than the suggested donation to the charity 

that had an audit but did not make the audit easily accessible to donors.  These results are 

consistent with H1 and H2. 

H3 posits that the value of the accountability and transparency signals sent by a financial 

statement audit will be different when charity raters agree than when charity raters disagree.  

Table 4 reports that the main effect of the charity rating agency ratings (notated as “group” in 

Table 4) is significant (p = 0.0034).  Participants in the condition where the rating agencies were 

in agreement suggested a donation that was significantly higher than the donation suggested by 

participants in the condition where potential donors received a mixed signal from the charity 

rating agencies.  However, there was no interaction between the charity rating variable and the 

audit accessibility variable and thus, for experiment one, H3 was not supported. 

5.2 Experiment Two 

 With one exception, experiment two was identical to experiment one.  In experiment one, 

the group that received charity rating agency evaluations that were in agreement, received charity 

evaluation reports reflecting a letter grade of B and a rating of three out of four stars.  In 

experiment two, the group that received charity rating agency evaluations that were in 

agreement, received charity evaluation reports reflecting a letter grade of C and a rating of two 

out of four stars. 

This change in the manipulation of the ratings variable was made due to the outcome of 

experiment one.  In experiment one there was a significant difference in the amount of donations 

between groups, with the participants in the ratings agreed condition suggesting a significantly 

higher donation than those in the ratings disagree condition.  In retrospect, the manipulation in 

                                                 
38 Mauchly’s test indicated that the assumption of sphericity had been violated, χ2(2) = 66.04, p <.0001, therefore 
Greenhouse-Geisser corrected tests are reported (ε = 0.87).   
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the ratings disagree condition may have precluded an interaction between the independent 

variables from occurring.  Participants in the ratings disagree condition received an evaluation 

report from Charity Compass reflecting a rating of 3 out of 4 stars, which is equal to a score 

between 80 and 90 out of 100.  Participants also received an evaluation report from Charity 

Guard reflecting a letter grade of D.  It is possible, that rather than perceiving this manipulation 

as a cause for uncertainty, and thus a cause for an increased reliance on other information such as 

the presence of an audit, participants simply averaged the grade to a C.  If participants did in fact 

average the grade to a C, then the between-subjects condition effectively tested the difference in 

suggested donation between a B rated charity and a C rated charity.  Consequently, in 

experiment two, the raters agree condition was changed so that the rating agencies agreed on a 

grade of C.  With the perceived grades now potentially equal between conditions, the effect of 

the uncertainty caused by the mixed ratings might have more opportunity to manifest.            

As in experiment one, participants were recruited using Amazon Mechanical Turk 

(MTurk).  One-hundred and ten participants completed the experiment.39  Four participants 

responses were rejected due to a combination of failing manipulation check questions and 

completing the experiment in approximately one-quarter of the time taken by the average 

participant.  Descriptive statistics of the 106 retained participants are presented in Table 6 

(frequencies of responses for categorical variables are presented in Table 7).  The average 

participant was 36.76 years old, 45 (42.45 percent) of the participants were female, 36 (33.96 

percent) of the participants were married and 66 (62.26 percent) of the participants reported 

having donated to charity in the past twelve months.  The highest level of education most 

commonly completed by participants was a bachelor’s degree (43 participants, or 40.57 percent).  

The most commonly reported level of household income was between $30,001 and $60,000 (34 

participants or 32.08 percent).  Demographic characteristics of the two groups were not 

statistically different (see Table 6 for details). 

                                                 
39 MTurk workers were compensated $2.50 for completing the experiment.  The criteria for the MTurk workers to 
participate in the survey were: 1) located in the United States 2) Human Intelligence Task (HIT) approval rate 
greater than 97% 3) more than 1,000 approved HIT’s and 4) the workers could not have participated in experiment 
one. 
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 Table 9, Panel A, reports the test of the hypotheses when the dependent variable is the 

suggested donation amount (with possible donation amounts ranging from $0 to $3,000).40  H1 

posits that donors value the accountability signal sent when a charity has a financial statement 

audit and H2 posits that donors value the transparency signal sent when a charity makes its 

financial statement audit readily accessible.  The main effect of the audit availability 

manipulation (notated as “charity” in Table 9) is significant (p <.0001)41 indicating that not all 

means of the dependent variable (reported in Table 8) are equal across all treatment conditions.  

Using contrast and profile comparisons (Table 10, panels A and B, respectively) verifies that the 

mean suggested donation is significantly higher for the charity that had an audit but did not make 

the audit easily accessible to donors than the suggested donation to the charity that did not have 

an audit.  Likewise, the mean suggested donation is significantly higher for the charity that had 

an audit and made the audit easily accessible to donors than the suggested donation to the charity 

that had an audit but did not make the audit easily accessible to donors.  These results are 

consistent with H1 and H2. 

H3 posits that the value of the accountability and transparency signals sent by a financial 

statement audit will be different when charity raters agree than when charity raters disagree.  

Table 9 reports that the main effect of the charity rating agency ratings (notated as “group” in 

Table 4) is not significant (p = 0.4065).  The lack of an effect of the charity ratings is consistent 

with my expectations based on the modification to the manipulation of the charity rating variable 

in experiment two.  However, as in experiment one, there was no interaction between the charity 

rating variable and the audit accessibility variable and thus, H3 was not supported.  It is possible 

that participants in the raters disagree condition simply averaged the grade to a C and thus did 

not intensify their search for information.42  It is the intensified search for information that was 

hypothesized to lead to more reliance on the audit signals in the raters disagree condition.  It is 

                                                 
40 Results are quantitatively the same when the analysis is ran using the two other dependent variables (i.e. “How 
likely are you to recommend that Charity N be included in the corporate giving program?” and “How confident are 
you that Charity N will use the donated funds as intended?”, reported in Table 9, Panel B and Panel C, respectively).   
41 Mauchly’s test indicated that the assumption of sphericity had been violated, χ2(2) = 66.04, p <.0001, therefore 
Greenhouse-Geisser corrected tests are reported (ε = 0.91).   
42 As reported in Table 9, in experiment two the donation amount was not statistically different between the group 
that saw rater agreement on a C rating vs. the group that saw rater disagreement with one rater assigning a grade of 
B and the other rater assigning a grade of D.  In untabulated results, the donation amounts in experiment one for the 
group that saw rater disagreement with one rater assigning a grade of B and the other rater assigning a grade of D 
were not statistically different from the donation amounts reported in experiment two.     
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also possible that participants in the raters disagree condition did put more weight on the audit 

signals, but the effect of this increased weight, relative to the effect of the weight placed on the 

audit cues in the raters agree condition, is simply not large enough to result in an interaction.43              

5.3 Additional Analysis 

5.3.1 Manipulation Check Questions 

 Participants answered two manipulation check questions.  Both questions were presented 

as multiple-choice questions.  The first question asked participants “What was the dollar amount 

range of possible donations?”.  Answer choices were: there was no possible range of donations; 

$0 to $1,000; $0 to $3,000; or $0 to $5,000.  The correct answer was $0 to $3,000.  In 

experiment one 98 out of 106 participants (92 percent) answered this question correctly and in 

experiment two 99 out of 106 participants (93 percent) answered this question correctly.  Results 

are quantitatively and qualitatively the same when participants that missed this manipulation 

check question are excluded from the analysis. 

 Manipulation check question two asked participants “How many of the charities that you 

reviewed (Charity A, Charity B and Charity C) had a financial statement audit?”  Answer 

choices were: All of the charities had a financial statement audit; None of the charities had a 

financial statement audit; One of the charities had a financial statement audit; or Two of the 

charities had a financial statement audit.  The correct answer was that two of the charities 

(Charity B and Charity C) had a financial statement audit.  Initial testing of the experimental 

instrument indicated that this question might be difficult for participants to answer correctly even 

if they were attentive during the experimental task44.  In both experiment one and experiment 

two 57 out of 106 participants (54 percent) answered this question correctly, indicating that 

participants had trouble recalling the details of the individual charities after completing the task 

for all three charities.  Two MTurk participants expressed concern over this manipulation check 

question indicating that it was difficult to recall the details of any particular charity after 

                                                 
43 No prediction could be made regarding the effect sizes because (1) there is a lack of literature examining the effect 
of audit accessibility on donor decision making and (2) the archival accounting literature that examines the impact of 
having an audit on donor decision making does not report the effect sizes observed in those studies.     
44 In pilot testing, including a sample of 20 participants comprised of accounting doctoral students and students in a 
3000-level accounting course, 7 of the 20 participants missed this manipulation check question.  
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completing the task for all three charities.  Results are quantitatively and qualitatively the same 

when participants that missed this manipulation check question are excluded from the analysis45.     

5.3.2 Selection of Covariates  

Data was collected regarding participants age, gender, education level, income, marital 

status, history of past donations to charity, time to complete the task and need for cognition.  

Information regarding covariates was captured to determine whether the covariates had a 

significant impact on the main effects discussed in section 5.1 and 5.2.  In no instances did the 

covariates impact the main effects. 

Age, gender, education level, income and marital status were chosen as covariates because 

prior research generally finds these factors to be positively associated with charitable giving 

(Bekkers and Wiepking, 2011b, Wiepking and Bekkers, 2012).  However, the task the 

participants completed did not require them to make a decision regarding a donation of their own 

money.  Rather, participants assumed the role of an employee making a decision on behalf of the 

company they worked for (and their fellow employees).  Making a donation from you own 

money is likely a different decision than making a donation on behalf of others.  However, it is 

possible that the factors that cause a person to be generous with their own money might also 

cause a person to be generous with other people’s money.  Consequently, the impact of those 

factors on the dependent variable was controlled for. 

Participants history of past donations has been commonly used in the accounting literature to 

validate participants suitability as surrogates for potential donors (e.g. Parsons 2007, Li, 

McDowell, and Hu 2012, Li, McDowell, and Smith 2013),  While the participants themselves 

were not making a donation, this information was collected in part to be consistent with the 

covariates used in prior accounting literature and in part to examine the information used by 

participants when making their past donation decisions (see section 5.3.5 for analysis). 

                                                 
45 In experiment two, if participants that missed manipulation check question two are excluded the interaction effect 
approaches significance (p > 0.1112).  If participants that missed both manipulation check question one and two are 
excluded (53 out of 106 participants missed both manipulation check questions, primarily driven by the results from 
manipulation check question two) the interaction effect is p > 0.1046.  The trend of the interaction is that the 
difference between groups (raters agree, raters disagree) is largest when there is no audit and decreases when there is 
an audit (but not disclosed) and decreases yet again when there is an audit and the audit is disclosed.     
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The need for cognition refers to an individual’s tendency to engage in and enjoy thinking 

(Cacioppo and Petty 1982).  Given the repetitive, yet cognitively demanding nature of the 

experimental task, it was important to control for participants motivation to complete cognitive 

tasks.  Need for cognition was measured using the six-item scale developed in de Holanda 

Coelho, Hanel, and Wolf (2018). 

5.3.3 Demand Effects 

The primary research question addressed in this study was whether donors valued the 

accountability and transparency signals of an audit in a way that is consistent with the 

recommendations of many thought leaders in the charitable giving space.  To evaluate a potential 

donor’s response to potentially varying levels of accountability and transparency, the potential 

donor must be aware of the variation, thus, a within-subjects design was employed.  A within-

subjects design is appropriate because donors typically choose from among many charities, and 

consequently, a within-subjects design has been employed in similar accounting studies (e.g. 

Khumawala et al. 2005, Buchheit and Parsons 2006, Van Der Heijden 2013, McDowell et al. 

2013, Agyemang et al. 2018).  

Schepanski, Tubbs, and Grimlund (1992) note that “accounting researchers have long 

expressed serious reservations about the use of within-subjects designs in judgment and decision-

making research.”  The primary concern raised by accounting researchers is that participants, 

once they become aware of the experimental manipulation, will respond in a way that they think 

will help the experimenter find the results the experimenter desires.  Schepanski et al. (1992) 

describe conditions that must be true for demand effects to occur.  Among those conditions are 

(1) participants would have to pay attention to demand cues (2) participants would have to 

correctly discern the hypothesis from the demand cues and (3) the participants would have to be      

motivated to act on the demand cues.        

It is expected that upon seeing the second charity in the experiment, and particularly after 

seeing the third charity, participants would be aware of the experimental manipulation and thus 

the first condition identified above is likely satisfied.  It is less clear that participants would 

correctly discern the hypothesis (recall from section 4.1 that participants could not return to 

previous screens) and consequently, it is less clear that the second condition is met.  Schepanski 

et al. (1992) identify aspects of the experimental setting that might impact participants 
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motivation to act on the demand cues.  One factor that would reduce participants motivation to 

act is anonymity.  Participants in this study were anonymous.  Another factor impacting 

participants motivation to act is the status of the experimenter.  Due to the Institutional Review 

Board requirements and the Amazon Mechanical Turk interface, my identity was known to the 

participants.  However, I hold no status or authority over the participants and the participants 

complete the experiment online and I had no interaction with the participants before or during 

the experiment.  Based on the nature of the relationship between the experimenter and the 

participants it seems unlikely that the participants would be motivated to “help” me achieve my 

desired results (assuming the participant had correctly deduced the hypothesis).  In summary, all 

the conditions necessary for demand effects to bias my results have not been conclusively met.                  

5.3.4 Order Effects 

Three charities (Charity A, Charity B and Charity C) were presented to participants with 

varying degrees of accountability and transparency (operationalized as the absence/presence of 

an audit and ease of access to the audit).  Participants viewed the information for one charity at a 

time and made their decisions for the first charity they viewed before proceeding to view 

information for the second charity, etc.  Participants could not go back in the experiment and 

change their donation amount once a donation decision had been made for a particular charity, 

regardless of the information they would receive about subsequent charities (and participants 

could not go back to review the information for previously viewed charities).  The saliency of the 

within-subjects manipulation possibly varied depending on the order of presentation of the 

charities.  To minimize the impact of order effects, the order of presentation of the charities to 

the participants was randomized. 

There were six possible orders that participants could encounter: (1) ABC (2) ACB (3) BAC 

(4) BCA (5) CAB or (6) CBA.  The frequency of occurrence of each possible order, as well as 

the mean donation amount is presented in Table 11.  The main effects of the between-subjects 

factor (which was significant in experiment one but not in experiment two) and the within-

subjects factor are observable in Table 11.  The order of presentation was randomly assigned by 

Qualtrics, and consequently the number of participants in each treatment condition varies.  The 

small number of observations in many treatment conditions makes further analysis of the data in 

Table 11 problematic.  While parsing this data in future research with larger samples might be 
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interesting, the point of randomizing the order of presentation in the current experiment was 

primarily to minimize potential bias due to order effects.         

5.3.5 Participants Reported Use of Donor Information 

After completing the experimental task, participants were asked about their donation history.  

Specifically, participants were asked “Have you donated to charity in the last 12 months?”  

Participants that answered yes to this question were then asked “When you have donated to 

charity, which of the following sources of information did you consider before making a 

donation? (please select all that apply): None; Friends or family; The Charity's website; Charity 

Watchdog websites; The Charity's IRS Form 990; The Charity's financial statement audit.”  A 

summary of the frequency of consideration of the information sources reported by participants is 

presented in Table 12, Panel A.  All participants, regardless of past donation history, were asked 

“If you were to donate to a charity in the future, which of the following sources of information 

are you likely to consider before making a donation? (please select all that apply): None; Friends 

or family; The Charity's website; Charity Watchdog websites; The Charity's IRS Form 990; The 

Charity's financial statement audit.”  Participant responses are summarized in Table 12, Panels A 

and B. 

The most commonly used sources of information by participants that had donated to charity 

in the past 12 months (“past donors”) were “Friends of family” and “the Charity’s website” (35 

percent and 52 percent respectively).  Only 18 percent of past donors reported using “Charity 

Watchdog websites” which is consistent with the survey evidence cited in section 3.3.  Less than 

ten percent of past donors reported using the IRS Form 990 or the audit.  Past donors indicated 

that they would dramatically increase their use of charity watchdog websites and a charity’s audit 

in the future.  While the purpose of this project was not to raise donors’ awareness of potentially 

underutilized sources of information, it is gratifying to see that participants came away from the 

experiment with useful information.      

6. CONCLUSION 

This study was motivated by the reliance in the extant literature on archival studies to 

establish an association between nonprofit audits and donations, and the related, confounding 

observation that nonprofit audits are not easily accessible to donors.  The choice by nonprofits to 

not make their audits easily accessible to donors is interesting given the importance that charity 
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evaluators place on not only the presence of an audit (accountability) but also the ease of access 

to the audit (transparency).  Results of the experiments carried out in this study demonstrate a 

causal relationship between the presence of an audit and increased donations, thus donors do 

value the accountability signal of an audit.  Results also demonstrate that donors value the 

transparency signal sent when the organization makes the audit easily accessible.  Moreover, the 

results indicate that the value of the transparency signal is incremental to the value of the 

accountability signal.  For nonprofits that do not make their audits easily accessible, these results 

should cause them to reconsider their reasons for withholding the audit.  Future research could 

examine whether the results of the present experiments match the revealed preferences of donors.  
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TABLE 1 

Descriptive Statistics of MTurk Participants 

Experiment One 

Both Groups Raters Agree Raters Disagree
Mean Mean Mean

(Std. Dev.) (Std. Dev.) (Std. Dev.)
Variable n = 106 n = 54 n = 52 t p-value
Age 36.89 36.81 36.90 -0.05 < 0.96

(9.90) (9.55) (10.34)
Gender 0.45 0.35 0.56 -2.15 < 0.03

(0.50) (0.48) (0.50)
Educ 4.17 4.13 4.21 -0.31 < 0.75

(1.33) (1.26) (1.42)
Income 3.51 3.56 3.46 0.41 < 0.68

(1.18) (1.16) (1.21)
Married 0.56 0.61 0.50 1.15 < 0.25

(0.50) (0.49) (0.51)
Past_Don 0.60 0.69 0.52 1.76 < 0.08

(0.49) (0.47) (0.51)
NFC 21.36 21.89 20.81 0.87 < 0.39

(6.37) (6.13) (6.62)
Time (mm:ss) 10:57 09:48 12:08 -1.46 < 0.15
_____________________________ 
Age = participants age in years  
Gender = 1 = female; 0 = male  
Educ = 1 = less than high school degree; 2 = high school diploma or equivalent; 3 = some 
college but no degree; 4 = associate degree; 5 = bachelor's degree; 6 = master's degree; 7 = PhD, 
JD, MD (see Table 2 for frequency distribution)  
Income = 1 = less than $10,000; 2 = $10,001 to $30,000; 3 = $30,001 to $60,000; 4 = $60,001 to 
$90,000; 5 = $90,001 to $130,000; 6 = more than $130,000 (see Table 2 for frequency 
distribution)  
Married = 1 = married; 0 = never married, separated, divorced, widowed  
Past_Don = 1 = participants have donated to charity in the past 12 months; 0 otherwise   
NFC = score on a scale of 1 through 30, with a higher score indicating a higher need for 
cognition, on a six item Need for Cognition scale (de Holanda Coelho, et al 2018)  
Time = time to complete the experimental instrument   
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TABLE 2 

Frequency Table for Categorical Variables 

Experiment One 

Educ Cumulative
Category Category Description Frequency Percent Percent

1 Less than high school degree 0 0.00 0.00
2 High school degree or equivalent 15 14.15 14.15
3 Some college but no degree 21 19.81 33.96
4 Associate degree 18 16.98 50.94
5 Bachelor's degree 38 35.85 86.79
6 Master's degree 11 10.38 97.17
7 Ph.D., J.D., M.D. 3 2.83 100.00

106 100.00

Income Cumulative
Category Category Description Frequency Percent Percent

1 Less than $10,000 2 1.89 1.89
2 $10,001 to $30,000 16 15.09 16.98
3 $30,001 to $60,000 43 40.57 57.55
4 $60,001 to $90,000 25 23.58 81.13
5 $90,001 to $130,000 11 10.38 91.51
6 more than $130,000 9 8.49 100.00

106 100.00  
 
___________________________________ 
Educ = highest level of school completed 
Income = household income in the previous year (before taxes) 
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TABLE 3 

Mean of Dependent Variable by Treatment 

Experiment One 

Panel A 
Dependent Variable = What amount do you recommend be donated to Charity N? (possible 

range of donations $0 - $3,000)   

Mean Mean
(Std. Dev.) (Std. Dev.)

Group 1 Group 2
n = 54 n = 52

Charity A 1,620.44 1,106.77
(1,010.50) (868.21)

Charity B 1,943.94 1,439.73
(1,006.23) (815.79)

Charity C 2,232.02 1,808.17
(858.03) (900.92)  

 
Panel B 
Dependent Variable = How likely are you to recommend that Charity N be included in the 

corporate giving program? (measured on a scale ranging from “Definitely would not 

recommend” [-3] to “Definitely would recommend” [+3]) 

Mean Mean
(Std. Dev.) (Std. Dev.)

Group 1 Group 2
n = 54 n = 52

Charity A 1.0185     0.2115     
(1.4074)   (1.3625)    

Charity B 1.6296     0.8269     
(1.0333)   (1.2481)    

Charity C 2.1111     1.2885     
(0.9842)   (1.2885)       
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TABLE 3 – Continued 
 
Panel C 
Dependent Variable = How confident are you that Charity N will use the donated funds as 

intended (measured on a scale ranging from “Not confident at all” [-3] to “Extremely confident” 

[+3]) 

Mean Mean
(Std. Dev.) (Std. Dev.)

Group 1 Group 2
n = 54 n = 52

Charity A 1.1111     0.3077     
(1.3827)   (1.5151)    

Charity B 1.5741     0.8462     
(1.1092)   (1.3775)    

Charity C 2.2037     1.3846     
(0.8770)   (1.4840)     

 
___________________________________ 
Charity A = charity that did not have an audit   
Charity B = charity that had an audit but did not make the audit easily accessible to donors (i.e.        

post the audit on its website)   
Charity C = charity that had an audit and made the audit easily accessible to donors (i.e. posted 

the audit on its website)   
Group 1 = condition where charity rating agency ratings are in agreement   
Group 2 = condition where charity rating agency ratings do not agree     
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TABLE 4 

Repeated Measures Analysis of Variance 

Experiment One 

Panel A 
Dependent Variable = What amount do you recommend be donated to Charity N? (possible 

range of donations $0 - $3,000) 

Source df SS MS F p-value
Between subjects
   Group 1 18,354,411.5 18,354,411.5 8.98 0.0034
   Error 104 212,585,074.2 2,044,087.3
Within subjects
   Charity 2 22,833,689.4 11,416,844.7 49.48 <0.0001
   Charity*Group 2 129,079.4 64,539.7 0.28 0.7252
   Error 208 47,994,319.9 230,741.9

317 301,896,574.3  

Panel B 
Dependent Variable = How likely are you to recommend that Charity N be included in the 

corporate giving program? (measured on a scale ranging from “Definitely would not 

recommend” [-3] to “Definitely would recommend” [+3]) 

Source df SS MS F p-value
Between subjects
   Group 1 52.2417 52.2417 17.62 <0.0001
   Error 104 308.4376 2.9657
Within subjects
   Charity 2 62.6977 31.3488 39.94 <0.0001
   Charity*Group 2 0.0058 0.0029 0 0.9926
   Error 208 163.2583 0.7849

317 586.6411  
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TABLE 4 - Continued 
 
Panel C 
Dependent Variable = How confident are you that Charity N will use the donated funds as 

intended (measured on a scale ranging from “Not confident at all” [-3] to “Extremely confident” 

[+3]) 

Source df SS MS F p-value
Between subjects
   Group 1 48.7825 48.7825 13.51 0.0004
   Error 104 375.4188 3.6098
Within subjects
   Charity 2 62.4655 31.2328 41.11 <0.0001
   Charity*Group 2 0.1259 0.0629 0.08 0.8824
   Error 208 158.0313 0.7598

317 644.8240  

___________________________________ 
The tables above report the results of a repeated measures ANOVA where one factor was varied 

between subjects and the other factor was varied within subjects. 

Group was manipulated as follows: one group received charity rating agency evaluations that 

were in agreement and the other group received evaluations that were not in agreement 

Participants were randomized into one of the two groups.  

Charity was manipulated as follows: One charity did not have an audit; a second charity had an 

audit but did not make the audit easily accessible to donors (i.e. post the audit on its website); 

and a third charity had an audit and made the audit easily accessible to donors (i.e. posted the 

audit on its website).  The order of the presentation of the charities was randomized. 
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TABLE 5 

Repeated Measures Analysis of Variance 

Analysis of Variance of Contrast Variables 

Experiment One 

Panel A 

Charity_N represents the contrast between the nth level of charity and the 1st

Source df SS MS F p-value
Mean 1 11,415,890.9 11,415,890.9 30.92 < 0.0001
Group 1 2,371.5 2,371.5 0.01 0.9363
Error 104 38,399,855.4 369,229.4

106 49,818,117.8

Source df SS MS F p-value
Mean 1 45,667,378.9 45,667,378.9 8.98 < 0.0001
Group 1 213,762.6 213,762.6 0.33 0.5647
Error 104 66,600,679.7 640,391.2

106 112,481,821.2

Contrast Variable: Charity_2

Contrast Variable: Charity_3

 

___________________________________ 
Dependent Variable = What amount do you recommend be donated to Charity N? (possible 
range of donations $0 - $3,000) 
The first level of charity is the charity that did not have an audit.      
Charity_2 represents the charity that had an audit but did not make the audit easily accessible to 
donors (i.e. post the audit on its website).      
Charity_3 represents the charity that had an audit and made the audit easily accessible to donors 
(i.e. posted the audit on its website).      
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TABLE 5 

Repeated Measures Analysis of Variance 

Analysis of Variance of Contrast Variables 

Experiment One 

Panel B 

Charity_N represents the nth successive difference in charity

Source df SS MS F p-value
Mean 1 11,415,890.9 11,415,890.9 30.92 < 0.0001
Group 1 2,371.5 2,371.5 0.01 0.9363
Error 104 38,399,855.4 369,229.4

106 49,818,117.8

Source df SS MS F p-value
Mean 1 11,417,798.5 11,417,798.5 8.98 < 0.0001
Group 1 171,104.0 171,104.0 0.46 0.5008
Error 104 38,982,424.5 374,831.0

106 50,571,327.0

             

             

Contrast Variable: Charity_1

Contrast Variable: Charity_2

            
              

           

 

___________________________________ 
Dependent Variable = What amount do you recommend be donated to Charity N? (possible 
range of donations $0 - $3,000) 
The first level of charity is the charity that did not have an audit.      
Charity_1 represents the charity that had an audit but did not make the audit easily accessible to 
donors (i.e. post the audit on its website).      
Charity_2 represents the charity that had an audit and made the audit easily accessible to donors 
(i.e. posted the audit on its website).      
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TABLE 6 

Descriptive Statistics of MTurk Participants 

Experiment Two 

 
Both Groups Raters Agree Raters Disagree

Mean Mean Mean
(Std. Dev.) (Std. Dev.) (Std. Dev.)

Variable n = 106 n = 52 n = 54 t p-value
Age 36.76 36.79 36.74 0.02 < 0.98

(9.91) (10.08) (9.84)
Gender 0.42 0.40 0.44 -0.42 < 0.68

(0.50) (0.50) (0.50)
Educ 3.97 3.94 4.00 -0.22 < 0.83

(1.36) (1.35) (1.39)
Income 3.13 3.12 3.15 -0.14 < 0.89

(1.18) (1.13) (1.23)
Married 0.34 0.31 0.37 -0.68 < 0.50

(0.48) (0.47) (0.49)
Past_Don 0.62 0.60 0.65 -0.55 < 0.59

(0.49) (0.50) (0.48)
NFC 19.92 20.00 19.85 0.11 < 0.91

(6.69) (6.11) (7.26)
Time (mm:ss) 10:39 10:36 10:42 -0.06 < 0.95
_____________________________ 
Age = participants age in years  
Gender = 1 = female; 0 = male  
Educ = 1 = less than high school degree; 2 = high school diploma or equivalent; 3 = some 
college but no degree; 4 = associate degree; 5 = bachelor's degree; 6 = master's degree; 7 = PhD, 
JD, MD (see Table 7 for frequency distribution)  
Income = 1 = less than $10,000; 2 = $10,001 to $30,000; 3 = $30,001 to $60,000; 4 = $60,001 to 
$90,000; 5 = $90,001 to $130,000; 6 = more than $130,000 (see Table 7 for frequency 
distribution)  
Married = 1 = married; 0 = never married, separated, divorced, widowed  
Past_Don = 1 = participants have donated to charity in the past 12 months; 0 otherwise   
NFC = score on a scale of 1 through 30, with a higher score indicating a higher need for 
cognition, on a six item Need for Cognition scale (de Holanda Coelho, et al 2018)  
Time = time to complete the experimental instrument   
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TABLE 7 

Frequency Table for Categorical Variables 

Experiment Two 

Educ Cumulative
Category Category Description Frequency Percent Percent

1 Less than high school degree 0 0.00 0.00
2 High school degree or equivalent 23 21.70 21.70
3 Some college but no degree 19 17.92 39.62
4 Associate degree 12 11.32 50.94
5 Bachelor's degree 43 40.57 91.51
6 Master's degree 8 7.55 99.06
7 Ph.D., J.D., M.D. 1 0.94 100.00

106 100.00

Income Cumulative
Category Category Description Frequency Percent Percent

1 Less than $10,000 7 6.60 6.60
2 $10,001 to $30,000 26 24.53 31.13
3 $30,001 to $60,000 34 32.08 63.21
4 $60,001 to $90,000 29 27.35 90.56
5 $90,001 to $130,000 5 4.72 95.28
6 more than $130,000 5 4.72 100.00

106 100.00
____________________________________ 
Educ = highest level of school completed 
Income = household income in the previous year (before taxes) 
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TABLE 8 

Mean of Dependent Variable by Treatment 

Experiment Two 

Panel A 
Dependent Variable = What amount do you recommend be donated to Charity N? (possible 

range of donations $0 - $3,000)   

Mean Mean
(Std. Dev.) (Std. Dev.)

Group 1 Group 2
n = 52 n = 54

Charity A 1,007.63 1,268.41
(859.76) (1,029.28)

Charity B 1,336.33 1,476.28
(904.69) (1,007.19)

Charity C 1,826.46 1,826.24
(937.95) (978.08)  

 
Panel B 
Dependent Variable = How likely are you to recommend that Charity N be included in the 

corporate giving program? (measured on a scale ranging from “Definitely would not 

recommend” [-3] to “Definitely would recommend” [+3]) 

Mean Mean
(Std. Dev.) (Std. Dev.)

Group 1 Group 2
n = 52 n = 54

Charity A -0.0192 0.3704     
(1.5402)   (1.5697)    

Charity B 0.6923     0.7963     
(1.3797)   (1.4843)    

Charity C 1.3077     1.4259     
(1.2916)   (1.4354)     
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TABLE 8 – Continued 
 
Panel C 
Dependent Variable = How confident are you that Charity N will use the donated funds as 

intended (measured on a scale ranging from “Not confident at all” [-3] to “Extremely confident” 

[+3]) 

Mean Mean
(Std. Dev.) (Std. Dev.)

Group 1 Group 2
n = 52 n = 54

Charity A 0.1538     0.5741     
(1.5641)   (1.6322)    

Charity B 0.8077     0.9630     
(1.3582)   (1.3731)    

Charity C 1.5000     1.7037     
(1.2127)   (1.2831)     

 
___________________________________ 
Charity A = charity that did not have an audit   
Charity B = charity that had an audit but did not make the audit easily accessible to donors (i.e.        

post the audit on its website)   
Charity C = charity that had an audit and made the audit easily accessible to donors (i.e. posted 

the audit on its website)   
Group 1 = condition where charity rating agency ratings are in agreement   
Group 2 = condition where charity rating agency ratings do not agree  
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TABLE 9 

Repeated Measures Analysis of Variance 

Experiment Two 

Panel A 
Dependent Variable = What amount do you recommend be donated to Charity N? (possible 

range of donations $0 - $3,000) 

Source df SS MS F p-value
Between subjects
   Group 1 1,416,384.6 1,416,384.6 0.69 0.4065
   Error 104 212,067,936.1 2,039,114.8
Within subjects
   Charity 2 25,509,151.6 12,754,575.8 36.41 <0.0001
   Charity*Group 2 903,890.7 451,945.3 1.29 0.2762
   Error 208 72,856,202.0 350,270.2

317 312,753,565.0  

 
Panel B 
Dependent Variable = How likely are you to recommend that Charity N be included in the 

corporate giving program? (measured on a scale ranging from “Definitely would not 

recommend” [-3] to “Definitely would recommend” [+3]) 

Source df SS MS F p-value
Between subjects
   Group 1 3.3054 3.3054 0.8 0.3744
   Error 104 432.0059 4.1539
Within subjects
   Charity 2 75.2340 37.6170 34.36 <0.0001
   Charity*Group 2 1.3724 0.6862 0.63 0.5267
   Error 208 227.6842 1.0946

317 739.6019  
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TABLE 9 - Continued 
 
Panel C 
Dependent Variable = How confident are you that Charity N will use the donated funds as 

intended (measured on a scale ranging from “Not confident at all” [-3] to “Extremely confident” 

[+3]) 

Source df SS MS F p-value
Between subjects
   Group 1 5.3613 5.3613 1.45 0.2315
   Error 104 384.9311 3.7013
Within subjects
   Charity 2 81.8510 40.9298 35.88 <0.0001
   Charity*Group 2 1.0546 0.5273 0.46 0.6236
   Error 208 237.3039 1.1409

317 710.5019  

___________________________________ 
The tables above report the results of a repeated measures ANOVA where one factor was varied 

between subjects and the other factor was varied within subjects. 

Group was manipulated as follows: one group received charity rating agency evaluations that 

were in agreement and the other group received evaluations that were not in agreement 

Participants were randomized into one of the two groups.  

Charity was manipulated as follows: One charity did not have an audit; a second charity had an 

audit but did not make the audit easily accessible to donors (i.e. post the audit on its website); 

and a third charity had an audit and made the audit easily accessible to donors (i.e. posted the 

audit on its website).  The order of the presentation of the charities was randomized. 
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TABLE 10 

Repeated Measures Analysis of Variance 

Analysis of Variance of Contrast Variables 

Experiment Two 

Panel A  

Charity_N represents the contrast between the nth level of charity and the 1st

Source df SS MS F p-value
Mean 1 7,626,620.9 7,626,620.9 13.9 < 0.0003
Group 1 386,707.7 386,707.7 0.01 0.4031
Error 104 57,053,779.2 548,594.0

106 65,067,107.8

Source df SS MS F p-value
Mean 1 50,204,747.6 50,204,747.6 8.98 < 0.0001
Group 1 1,804,475.2 1,804,475.2 0.33 0.5647
Error 104 94,403,606.9 907,727.0

106 146,412,829.7

             

             

Contrast Variable: Charity_2

Contrast Variable: Charity_3

            
              

           

 

___________________________________ 
Dependent Variable = What amount do you recommend be donated to Charity N? (possible 
range of donations $0 - $3,000) 
The first level of charity is the charity that did not have an audit.      
Charity_2 represents the charity that had an audit but did not make the audit easily accessible to 
donors (i.e. post the audit on its website).      
Charity_3 represents the charity that had an audit and made the audit easily accessible to donors 
(i.e. posted the audit on its website).       
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TABLE 10 

Repeated Measures Analysis of Variance 

Analysis of Variance of Contrast Variables 

Experiment Two 

Panel B  

Charity_N represents the nth successive difference in charity

Source df SS MS F p-value
Mean 1 7,626,620.9 7,626,620.9 13.9 < 0.0003
Group 1 386,707.7 386,707.7 0.01 0.4031
Error 104 57,053,779.2 548,594.0

106 65,067,107.8

Source df SS MS F p-value
Mean 1 18,696,086.3 18,696,086.3 28.97 < 0.0001
Group 1 520,489.1 520,489.1 0.81 0.3712
Error 104 67,111,220.0 645,300.2

106 86,327,795.4

             

             

Contrast Variable: Charity_1

Contrast Variable: Charity_2

            
              

           

 

___________________________________ 
Dependent Variable = What amount do you recommend be donated to Charity N? (possible 
range of donations $0 - $3,000) 
The first level of charity is the charity that did not have an audit.      
Charity_1 represents the charity that had an audit but did not make the audit easily accessible to 
donors (i.e. post the audit on its website).      
Charity_2 represents the charity that had an audit and made the audit easily accessible to donors 
(i.e. posted the audit on its website).      
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TABLE 11 

Mean of the Suggested Donation Amount by Group, Charity and Order of Presentation 

Panel A - Experiment One
Group Order n Charity A Charity B Charity C
Raters Agree ABC 9 1,728.33   1,797.89   2,167.56   

ACB 9 2,141.22   2,312.67   2,354.44   
BAC 7 1,859.57   2,376.86   2,671.43   
BCA 11 1,631.00   1,888.27   2,257.55   
CAB 8 1,299.25   1,602.00   2,033.38   
CBA 10 1,132.60   1,775.30   2,003.10   

Raters Disagree ABC 14 1,345.64   1,572.86   2,034.36   
ACB 11 1,131.09   1,526.91   1,834.64   
BAC 9 861.56      1,230.44   1,727.78   
BCA 9 1,185.78   1,547.44   1,614.56   
CAB 7 771.86      1,149.86   1,754.57   
CBA 2 1,221.00   1,500.00   1,500.00   

Panel B - Experiment Two
Group Order n Charity A Charity B Charity C
Raters Agree ABC 6 1,497.67   1,766.67   2,243.33   

ACB 13 1,145.31   1,482.62   2,155.23   
BAC 9 983.56      959.33      1,924.78   
BCA 8 541.38      885.63      1,270.88   
CAB 12 978.58      1,399.50   1,494.42   
CBA 4 899.00      1,775.50   2,018.75   

Raters Disagree ABC 7 1,539.29   1,287.43   2,024.57   
ACB 11 1,462.73   1,684.73   2,118.00   
BAC 8 877.25      1,330.38   2,078.38   
BCA 7 597.71      1,361.14   1,803.57   
CAB 8 1,129.00   1,318.88   1,468.25   
CBA 13 1,645.77   1,650.23   1,549.92    

This table presents the mean of the dependent variable “What amount (in dollars $) do you 

recommend be donated to Charity N?” on a scale of $0 to $3,000.  Charity A did not have an 

audit.  Charity B had an audit but did not make the audit easily accessible to donors (i.e. post the 

audit on its website).  Charity C had an audit and made the audit easily accessible to donors (i.e. 

posted the audit on its website). 
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TABLE 12 

Frequency of Information Use by Source 

Panel A - Participants That Donated to Charity in the Past 
   12 Months (n = 130)

Source of Information Past Use Future Use
None 35 16
Friends or family 46 48
The Charity's website 68 80
Charity Watchdog websites 23 66
The Charity's IRS Form 990 6 12
The Charity's financial statement audit 12 47

Panel B - Participants that Had Not Donated to Charity in the Past 
   12 Months (n = 82)

Source of Information Past Use Future Use
None N/A 17
Friends or family N/A 18
The Charity's website N/A 38
Charity Watchdog websites N/A 39
The Charity's IRS Form 990 N/A 3
The Charity's financial statement audit N/A 17

Frequency of Use

Frequency of Use

 

This table summarizes participants reported past use and intended future use of various sources 
of information available to donors (participants were instructed to select all information sources 
that apply).   
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FIGURE 1 

Experimental Procedures 

Identical for Experiment One and Two (except where noted) 

 

  

Description of task and background information applicable to all treatment condtions 
•Participants are instruced to assume the role of an employee vetting charities for a corporate giving program.  

Participants are instructed that they will ultimatley make decisions regarding whether, and to what extent, a 
particular charity should be included in the corporate giving plan.

•Participants are instructed that the charities have already been vetted for program effectiveness, and the 
participants task is to vet the charities based on financial and governance metrics.

•Participants receive information regarding the purpose of financial and governance metrics and information 
regarding mandatory vs. voluntary audits in the NFP sector.  In all treatment conditions the charities will not be 
subject to a mandatory audit requirement. 

Experimental manipulation
•Participants were randomly assigned to either (1) condition where charity rating agencies provide a consistentl 

rating to the charities(a grade of B in experiment one and a grade of C in experiment two) or (2) condtion 
where charity rating agencies disagree and one assigns a B grade to the charity and the other assigns a D grade 
to the charity. 

•Participants then reviewed basic financial information about the three charities (Charity A, Charity B, Charity C) 
and the evaluations of the charities by two charity watchdog groups.  Charity A did not have an audit, Charity B 
had an audit but does not post its audit to its website, and Charity C had an audit and posts the audit to its 
website.

•The charities are identical in mission, financial performance (as measured by program ratio) and governance 
metrics.

•Participants receive the information for one charity at a time.  Participants make donation decisions about the 
first charity they see before receiving the information about the second charity (and so on).   The order of 
presentation of the charities was randomized.

Manipulation checks, etc.
•Participants answer manipulation check questions
•Participants provide demographic information
•Participants complete a need for cognition  questionaire



   
 

68 
 

FIGURE 2 

Graph of Means of Dependent Variable (DV Measured as Amount of Suggested Donation 

ranging from $0 to $3,000) 

Experiment One 

 

Charity A = charity that did not have an audit 
Charity B = charity that had an audit but did not make the audit easily accessible to donors (i.e. 
post the audit on its website). 
Charity C = charity that had an audit and made the audit easily accessible to donors (i.e. posted 
the audit on its website). 
Group 1 = condition where charity rating agency ratings are in agreement 
Group 2 = condition where charity rating agency ratings do not agree  
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FIGURE 3 

Graph of Means of Dependent Variable (DV Measured as Amount of Suggested Donation 

ranging from $0 to $3,000) 

Experiment Two 

 
 
Charity A = charity that did not have an audit 
Charity B = charity that had an audit but did not make the audit easily accessible to donors (i.e. 
post the audit on its website). 
Charity C = charity that had an audit and made the audit easily accessible to donors (i.e. posted 
the audit on its website). 
Group 1 = condition where charity rating agency ratings are in agreement 
Group 2 = condition where charity rating agency ratings do not agree  
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APPENDIX A 

Experimental Instrument 

***Recruitment Script and IRB form omitted 

For the survey that follows you are to assume the role of an employee of CSR Company 
(CSR).  CSR has a corporate giving program.  As part of the corporate giving program, CSR 
makes donations to nonprofit organizations throughout the year.  The employees of CSR decide 
what causes to support and the amount that will be donated. 
--------------------------------------------------------------------------------------------------------------------- 
Four times each year employees of CSR take a vote and select a category of nonprofit 
organizations to support that quarter.  The employees of CSR are entrusted with the 
responsibility of vetting nonprofit organizations in the selected category and recommending the 
amount of the donation that should be made to the nonprofit organization.   
--------------------------------------------------------------------------------------------------------------------- 
This quarter, CSR employees have decided to consider donations to organizations that train 
service dogs for individuals with physical and mental disabilities.  Three nonprofit organizations 
(referred to as Charity A, Charity B and Charity C) that exist to fulfill this purpose have been 
selected for further consideration. 
 
Employees of CSR will evaluate the nonprofits on their program effectiveness (i.e. does the 
organization accomplish its stated goals of training dogs and matching them with individuals 
who need service dogs) and financial and governance characteristics (i.e. how the organization 
uses, and accounts for, the donations it receives). 
--------------------------------------------------------------------------------------------------------------------- 
Another employee has evaluated the program effectiveness of the three organizations and all 
three organizations are effectively accomplishing their mission of training dogs and matching 
dogs with individuals. 
--------------------------------------------------------------------------------------------------------------------- 
You have been entrusted with the responsibility of evaluating the organizations on financial and 
governance characteristics (i.e. how the organization uses, and accounts for, the donations it 
receives).     
 
You will be provided with summarized financial information for the organizations.  You will 
also be provided with evaluations of the organizations performed by two highly respected charity 
watchdog groups (Charity Compass and Charity Guard). 
--------------------------------------------------------------------------------------------------------------------- 
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To assist you with your evaluation, the general guidelines suggested by the Better Business 
Bureau for evaluating a nonprofits use of financial resources are provided below:    

 
Program Expenses – The nonprofit should spend at least 65% of its total expenses on 
program activities (i.e. training dogs and placing them with individuals). 
 
Fundraising Expenses – The nonprofit should spend no more than 35% of its total 
expenses on fund raising.  

--------------------------------------------------------------------------------------------------------------------- 
Many, but not all, nonprofit organizations are required to have a financial statement audit.  For 
example, if an organization expends over $750,000 in federal funds then the organization would 
be required to have a financial statement audit.  None of the three nonprofits that you will be 
evaluating received federal funds and thus are under no legal obligation to have an audit. 
--------------------------------------------------------------------------------------------------------------------- 
Some nonprofit organizations that have no legal obligation to have an audit choose to voluntarily 
undergo an audit.  Nonprofit organizations that have an audit are under no legal obligation to 
make the audit accessible to potential donors (i.e. posting the audit on the nonprofit's website 
where potential donors can easily review the audit). 
--------------------------------------------------------------------------------------------------------------------- 
On the following pages you will evaluate each charity independently.  Each organization can 
receive a donation amount ranging from $0 to $3,000, and the amount donated to one charity 
does not impact the amount donated to another charity (meaning, you are not allocating the funds 
between the three organizations, but rather deciding what amount between $0 and $3,000 each 
charity should receive). 
--------------------------------------------------------------------------------------------------------------------- 
You will view information for one nonprofit organization at a time.  After viewing the 
information for the nonprofit organization you will be asked to make a decision about the 
donation to that organization.  After making your donation decision for the first organization you 
will proceed to make the same decision for the second organization, and then the third 
organization.  
    
Since the evaluation of each organization is independent of your evaluation of the other 
organizations you will not be able to go back and change your donations for the organizations 
you have already reviewed. 
--------------------------------------------------------------------------------------------------------------------- 
The other employees of CSR are counting on you to make wise use of the funds!  If for any 
reason you have concerns about a charity, it is permissible to limit the amount of the 
donation.  Any funds not allocated to a charity will be set aside by CSR Company in a separate 
bank account for the corporate giving program and the funds will be rolled forward to future 
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periods (meaning that the unallocated funds will still only be used for future charitable 
donations).  
---------------------------------------------------------------------------------------------------------------------
If you wish to review any of the previous screens please do so now using the back button below 
(you will not be able to return to these screens later). 
  
Press the next button to begin your evaluation of the charities.  
-------------------------------------------------------------------------------------------------------------------------------
***At this point participants are randomized into one of two groups for the between-subjects 
manipulation.  Group one participants see charity rating agency reports that are in agreement in 
their evaluation of the charity (letter grade of B and a rating of 3 out of 4 stars in experiment 
one, and a letter grade of C and a rating of 2 out of 4 stars in experiment two, for brevity, only 
experiment one is shown below). In both experiments one and two, group two participants see 
charity rating agency reports that are not in agreement in their evaluation of the charity (letter 
grade of D and a rating of 3 out of 4 stars).   
***The screens that follow are from the between-subjects condition where charity rating 
agencies evaluations are in agreement.  The order of the presentation of the charities (Charity A, 
Charity B and Charity C) was randomized. 
 
 
Charity A - Summary Financial Information and Charity Watchdog Evaluation Reports 
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Please answer the following questions regarding possible donations that might be made to 
Charity A 
 
 
 
How likely are you to recommend that Charity A be included in the corporate giving program? 

 Definitely 
would not 

recommend 

           Definitely 
would 

recommend 
 

 -3 -2 -1 0 1 2 3 
 

Drag the slider to indicate your answer 
 

 
 
 
 
How confident are you that Charity A will use the donated funds as intended? 

 Not confident at 
all 

Neutral Extremely 
confident 

 
 -3 -2 -1 0 1 2 3 

 
Drag the slider to indicate your answer 

 
 
 
 
 
What amount (in dollars $) do you recommend be donated to Charity A? 

 0 300 600 900 1200 1500 1800 2100 2400 2700 3000 
 

$ dollars 
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Charity B - Summary Financial Information and Charity Watchdog Evaluation Reports 
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Please answer the following questions regarding possible donations that might be made to 
Charity B 
 
 
 
How likely are you to recommend that Charity B be included in the corporate giving program? 

 Definitely 
would not 

recommend 

          Definitely 
would 

recommend 
 

 -3 -2 -1 0 1 2 3 
 

Drag the slider to indicate your answer 
 

 
 
 
 
How confident are you that Charity B will use the donated funds as intended? 

 Not confident at 
all 

Neutral Extremely 
confident 

 
 -3 -2 -1 0 1 2 3 

 
Drag the slider to indicate your answer 

 
 
 
 
 
What amount (in dollars $) do you recommend be donated to Charity B? 

 0 300 600 900 1200 1500 1800 2100 2400 2700 3000 
 

$ dollars 
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Charity C - Summary Financial Information and Charity Watchdog Evaluation Reports 
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Page Break  
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Please answer the following questions regarding possible donations that might be made to 
Charity C 
 
 
 
How likely are you to recommend that Charity C be included in the corporate giving program? 

 Definitely 
would not 

recommend 

          Definitely 
would 

recommend 
 

 -3 -2 -1 0 1 2 3 
 

Drag the slider to indicate your answer 
 

 
 
 
 
How confident are you that Charity C will use the donated funds as intended? 

 Not confident at 
all 

Neutral Extremely 
confident 

 
 -3 -2 -1 0 1 2 3 

 
Drag the slider to indicate your answer 

 
 
 
 
 
What amount (in dollars $) do you recommend be donated to Charity C? 

 0 300 600 900 1200 1500 1800 2100 2400 2700 3000 
 

$ dollars 
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***The screens that follow are from the between-subjects condition where charity rating 
agencies evaluations are not in agreement.  The order of the presentation of the charities 
(Charity A, Charity B and Charity C) was randomized. 
 
Charity A - Summary Financial Information and Charity Watchdog Evaluation Reports 
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Please answer the following questions regarding possible donations that might be made to 
Charity A 
 
 
 
How likely are you to recommend that Charity A be included in the corporate giving program? 

 Definitely 
would not 

recommend 

          Definitely 
would 

recommend 
 

 -3 -2 -1 0 1 2 3 
 

Drag the slider to indicate your answer 
 

 
 
 
 
How confident are you that Charity A will use the donated funds as intended? 

 Not confident at 
all 

Neutral Extremely 
confident 

 
 -3 -2 -1 0 1 2 3 

 
Drag the slider to indicate your answer 

 
 
 
 
 
What amount (in dollars $) do you recommend be donated to Charity A? 

 0 300 600 900 1200 1500 1800 2100 2400 2700 3000 
 

$ dollars 
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Charity B - Summary Financial Information and Charity Watchdog Evaluation Reports 
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Please answer the following questions regarding possible donations that might be made to 
Charity B 
 
 
 
How likely are you to recommend that Charity B be included in the corporate giving program? 

 Definitely 
would not 

recommend 

          Definitely 
would 

recommend 
 

 -3 -2 -1 0 1 2 3 
 

Drag the slider to indicate your answer 
 

 
 
 
 
How confident are you that Charity B will use the donated funds as intended? 

 Not confident at 
all 

Neutral Extremely 
confident 

 
 -3 -2 -1 0 1 2 3 

 
Drag the slider to indicate your answer 

 
 
 
 
 
What amount (in dollars $) do you recommend be donated to Charity B? 

 0 300 600 900 1200 1500 1800 2100 2400 2700 3000 
 

$ dollars 
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Charity C - Summary Financial Information and Charity Watchdog Evaluation Reports 
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Please answer the following questions regarding possible donations that might be made to 
Charity C 
 
 
 
How likely are you to recommend that Charity C be included in the corporate giving program? 

 Definitely 
would not 

recommend 

          Definitely 
would 

recommend 
 

 -3 -2 -1 0 1 2 3 
 

Drag the slider to indicate your answer 
 

 
 
 
 
How confident are you that Charity C will use the donated funds as intended? 

 Not confident at 
all 

Neutral Extremely 
confident 

 
 -3 -2 -1 0 1 2 3 

 
Drag the slider to indicate your answer 

 
 
 
 
 
What amount (in dollars $) do you recommend be donated to Charity C? 

 0 300 600 900 1200 1500 1800 2100 2400 2700 3000 
 

$ dollars 
 

 
 



   
 

96 
 

***Manipulation check questions 
What was the dollar amount range of possible donations? 

o There was no possible range of donations  

o $0 to $1,000  

o $0 to $3,000  

o $0 to $5,000  

 
 
How many of the charities that you reviewed (Charity A, Charity B and Charity C) had a financial 
statement audit? 

o All of the charities had a financial statement audit  

o None of the charities had a financial statement audit  

o One of the charities had a financial statement audit  

o Two of the charities had a financial statement audit  

 
***Demographic Information 
Please enter you Age (using numbers) 

________________________________________________________________ 
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Gender 

o Male  

o Female  

 
 
 
What is the highest level of school you have completed or the highest degree you have 
received?  

o Less than high school degree  

o High school graduate (high school diploma or equivalent including GED)  

o Some college but no degree  

o Associate degree in college (2-year)  

o Bachelor's degree in college (4-year)  

o Master's degree  

o Doctoral degree  

o Professional degree (JD, MD)  

 
 
 



   
 

98 
 

Please indicate the answer that includes your entire household income in (previous year) before 
taxes. 

o Less than $10,000  

o $10,001 to $30,000  

o $30,001 to $60,000  

o $60,001 to $90,000  

o $90,001 to $130,000  

o more than $130,000  

 
 
 
Are you now married, widowed, divorced, separated or never married? 

o Married  

o Widowed  

o Divorced  

o Separated  

o Never Married  

 
***Questions regarding donation history 



   
 

99 
 

Have you donated to charity in the last 12 months? 

o Yes  

o No  

 
 
Display This Question: 

If Have you donated to charity in the last 12 months? = Yes 

 
When you have donated to charity, which of the following sources of information did you 
consider before making a donation? (please select all that apply) 

▢ None  

▢ Friends or family  

▢ The Charity's website  

▢ Charity Watchdog websites  

▢ The Charity's IRS Form 990  

▢ The Charity's financial statement audit  
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If you were to donate to a charity in the future, which of the following sources of information are 
you likely to consider before making a donation? (please select all that apply) 

▢ None  

▢ Friends or family  

▢ The Charity's website  

▢ Charity Watchdog websites  

▢ The Charity's IRS Form 990  

▢ The Charity's financial statement audit  
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***Six item need for cognition scale 
Almost Done! This is the last page of the survey. 
  
 For each of the six statements below, please indicate whether or not the statement is 
characteristic of you or of what you believe. 

 
extremely 

uncharacteristic 
of me 

somewhat 
uncharacteristic 

of me 
uncertain 

somewhat 
characteristic 

of me 

extremely 
characteristic 

of me 

I prefer 
complex to 

simple 
problems  

o  o  o  o  o  
I like to have 

the 
responsibility 
of handling a 
situation that 
requires a lot 

of thinking  

o  o  o  o  o  

Thinking is 
not my idea 

of fun  
o  o  o  o  o  

I would 
rather do 

something 
that requires 
little thought 

than 
something 

that is sure to 
challenge my 

thinking 
abilities  

o  o  o  o  o  

I really enjoy 
a task that 

involves 
coming up 

with new 
solutions to 

problems  

o  o  o  o  o  

I would 
prefer a task 

that is 
intellectual, 

difficult, and 

o  o  o  o  o  
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important to 
one that is 
somewhat 

important but 
does not 

require much 
thought  
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APPENDIX B 

Information Differences Between Internal Revenue Service Form 990 and Audited 

Financial Statements 

  As detailed in the section of the paper titled Internal Revenue Service Form 990, the most 

widely available source of financial information for donors is Form 990.  Basic financial 

information per the Form 990 and audited financial statements are qualitatively similar in many 

respects46, however, there are differences.  Generally Accepted Accounting Principles (GAAP) 

require a Statement of Cash Flows (ASC 958-205-45-4) while the Form 990 has no equivalent to 

the Statement of Cash Flows.  Motivated by the omission of a statement of cash flows on the 

Form 990, Fischer, Gordon and Khumawala (2008) attempted to derive cash flows from 

operations using Form 990 data and concluded that cash flows from operations cannot be 

accurately derived from the Form 990 leaving the audit as the primary source of this information. 

Another difference in the presentation of basic financial information regards the reporting 

of expenses by function.  Part IX of the Form 990 is a Statement of Functional Expenses that 

presents expenses in their natural categories (i.e. salaries and wages, occupancy, etc.) by function 

(e.g. program expense, management and general expense and fundraising expense).47  The 

reporting of expenses by nature and function required by ASC 958-205-45-6 differs from the 

Form 990.  The Form 990 presents all program expenses in one column, while ASC 958-205-45-

6 requires disaggregation of major classes of program services.  The disaggregation of major 

classes of program services could be useful to donors, for example, in determining the relative 

weight of resources devoted to an organization’s different programs.48 

In addition to the differences in required financial statements noted above, there are other 

differences in information that might be of interest to donors.  The notes to audited financial 

                                                 
46 For example, Part X of the Form 990 is a Balance Sheet which is in most respects similar to the Statement of 
Financial Position required by ASC 958-205-45-4 and Part VIII of the Form 990 is a Statement of Revenue that is 
similar to the Statement of Activities required by ASC 958-205-45-4. 
47 The classification of expenses by function (e.g. program, management and general, and fundraising) is only 
required for 501(c)(3) and 501(c)(4) organizations.  The current study focuses on public charities which are 
501(c)(3) organizations and thus are required to report expenses by function, rather than simply in total.  
48 For example, World Vision disaggregates its program expenses into international programs, domestic programs 
and public awareness and education on its 2017 audited financial statements while these amounts are presented in 
the aggregate in column B of Part IX on the Form 990. (https://www.worldvision.org/about-us/financial-
accountability-2#1468438377863-040c8abd-5609, accessed October 16, 2018).    

https://www.worldvision.org/about-us/financial-accountability-2#1468438377863-040c8abd-5609
https://www.worldvision.org/about-us/financial-accountability-2#1468438377863-040c8abd-5609
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statements may contain information that would not be reflected on the Form 990 such as 

information regarding subsequent events and contingent liabilities.  In some instances, the Form 

990 includes information that is not included in audited financial statements.  Many donors are 

interested in the compensation of charities directors and employees as evidenced by charity 

watchdogs’ provision of this information to donors.49  Form 990 (Part VII) contains detailed 

information regarding compensation of officers, directors, key employees and highly 

compensated employees and independent contractors that is not available from audited financial 

statements.  The Form 990 contains an exhaustive checklist of governance metrics such as the 

number of board members, and the presence or absence of written policies regarding conflicts of 

interest, whistleblowing, etc.  Some differences between the Form 990 and audited financial 

statements are a matter of form rather than substance. 

Froelich and Knoepfle (1996) interviewed NFP executive directors and accountants, as 

well as tax and audit professionals from firms hired by the NFP’s.  The interviewees were asked 

to compare the Form 990 and the audit.  The consensus of the interviewees was that “both [Form 

990 and the audit] are necessary to get a balanced view and that neither alone, and certainly not 

just pieces of each, would be adequate for evaluating organizational performance” (p. 48). 

                                                 
49 Guidestar publishes an annual Nonprofit Compensation Report, Charity Navigator publishes an annual Charity 
CEO Compensation Study, and CharityWatch has a link on its home page to an article showing the top 25 charity 
compensation packages. 
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