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Summary

The paper presents the issue of assessment of efficiency and effectiveness in organisations operating for
public benefit. Taking into consideration the important role of those entities in the economy and specific
conditions in which they operate, a new type of evaluation tools is needed. Therefore, the main aim of this
paper is to propose such a new assessment instrument based on outranking multi-critetia decision aiding
(MCDA) methods. The procedure proposed is used in a real-life scenario connected with the appraising pro-
cess of eleven Public Benefit Organisations (PBOs) from Lodz Voivodeship in Poland, operating in the field
of “Ecology, animals and heritage protection’, and eleven charities from Western Australia whose main activity
is ‘Animal Protection’. Rankings obtained as a result of the presented approach can serve a potential donor as
a pointer for making better decisions regarding financial support.
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ing methods

JEL: C44, C65, 1.31, M41,

1. Introduction

Organisations established for charitable purposes, such as charities or voluntary
organisations, exist almost all over the world. Generally, the main aim of their activity
is connected with carrying out certain tasks that are believed to be of general benefit
to society. They are usually presented as part of the third sector, next to state (the first
sector) and business sector (the second sector) in the economy. The third sector organi-
sations also include non-profit organisations (NPOs) and non-governmental organ-
isations (NGOs). Additional features of organisations classified as non-profit ones include
the following elements: they are 1) organised (institutionalized to some extent), 2) private
(institutionally separate from government), 3) self-governing (equipped to control their
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own activities), 4) non-profit-distributing (not returning profits generated to their owners
or directors), 5) voluntary (involving some meaningful degree of voluntary participation)
[Salamon, Anheier, 1992, p. 1; Salamon, Anheier, 1996, p. 2]. Nevertheless, it must be
emphasised that the issue of charities and NPOs is subject to individual countries’ legal
frameworks that provide additional and specific characterisation of these entities. In conse-
quence, the presented definition, as a kind of simplified understanding of this set of or-
ganisations, becomes more complicated and sometimes incomparable.

NGOs play an important role in the economy. The range of activities they petform
is very diverse. According to the International Classification of Non-profit Organisations
(ICNPO), which is the classification system recommended by the United Nations,
NGOs’ activities may be divided into 12 major groups, such as [Handbook on Non-profit
Institutions. . ., 2003]: Culture and recreation; Education and research; Health; Social services;
Environment; Development and housing; Law, advocacy and politics; Philanthropic
intermediaries and voluntarism promotion; International; Religion; Business and pro-
fessional associations, unions; Not elsewhere classified.

Not only the range of NGOs’ activities, but also their economic impact indicate the
significant contribution charities and voluntary organisations make in the economy.
Although it is very difficult to analyse the economic effect of NGOs in a worldwide
perspective (due to the lack of a unified system of national statistics), it is worth mentioning
some findings presented in 2013 by Johns Hopkins University Centre for Civil Society
Studies. According to the research results, the average contribution of non-profit institutions
to Gross Domestic Product in the 15 analysed countries! reached 3.6% for paid workers
and 0.9% for volunteers. Whereas non-profit institutions from 13 countries? employed on
average 5.2% of total workforce in the examined countries [Salamon et al., 2013, pp. 2-3].

Besides the economic contribution of NGOs, one should also bear in mind their
social and cultural contributions to society. They facilitate cooperation of people who
share values, interests, and ideas. NGOs operate in the name of discriminated groups
in society or those who are incapable of protecting their own rights. They may have
an important influence on authorities as well as uphold the common weal [Elementarz
I sektora, 2005, pp. 19-20].

Considering the increasing role of NGOs in many countries, there is a great need
to work out methods enabling the assessment of efficiency and effectiveness in those
entities. NGOs may fund their activities using many sources. The most important
ones include payments for services or goods that NGOs provide, government grants,
grants from local or state authorities, private donations, legacies, fundraising, membership
fees, etc. Consequently, public or private resource providers may as well expect to obtain
the proper information on NGOs’ performance. In many countries legal regulations
introduce a special status for those NGOs which fulfil certain requirements. With such

1 Australia, Belgium, Brazil, Canada, the Czech Republic, France, Israel, Japan, Kyrgyzstan, New
Zealand, Mozambique, Norway, Portugal, Thailand, and the United States.
2 Data on Canada and Mozambique were not available.
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a status NGOs obtain additional benefits, such as other source of finance or tax exemp-
tions. Taking this fact into consideration, it is even more important to work out an
assessment tool for this ‘special status’ group of NGOs.

The purpose of this article is to present a procedure based on multi-criteria decision
aiding (MCDA) outranking methods, i.e. PROMETHEE Ilv, EXPROM IIv, modified
ELECTRE Il and EVAMIX, as a tool suggested to be used in an assessment process
of those NGOs which obtained a special status regulated by a country law. As a result of
the presented approach, we obtain a kind of ranking of organisations established for
charitable purposes. This ranking is based on a set of adjusted measures which may be
used to evaluate NGOs effectiveness and reputation. In order to carry out an in-depth
study we have analysed and evaluated NGOs from two countties: Australia and Poland.
We concentrated on NGOs with a special domestic status: Public Benefit Organisations
(PBOs) from one of the Polish provinces, operating in the field of ‘Ecology, animals
and heritage protection’ and registered charities operating in Western Australia whose
main activity is ‘“Animal Protection’.

The article is organised as follows. In section 2 we present the situation of charities in
Australia and PBOs in Poland. In next patt the steps of the proposed procedute are shown.
Section 4 presents the case study and the results obtained due to the application of various
MCDA outranking techniques, while section 5 provides a summary and conclusions.

2. Organisations established for charitable purposes in Australia
and in Poland

The non-profit sector in Australia has been growing rapidly since the 1990s. In
2012 the Australian Charities and Not-for-profits Commission (ACNC), the national
regulator of charities, was established [Cortis et al., 2015]. In Poland NGOs have also
been developing intensively since 1990, that is from the transition from a state-controlled
economy into a market economy. In 2003 the public benefit status was introduced.
Table 1 presents selected characteristics of charities in Australia and PBOs in Poland.

TABLE 1.
Certain characteristics of charities in Australia and PBOs in Poland
Characteristics Australia Poland
(Charities) (Public Benefit Organisations)
Legal base Charities Act 2013, The Act of law of April 24th, 2003 on
No. 100, 2013 Public Benefit and Volunteer Work
Definition Not-for-profit entities, which have only Non-governmental organisations

charitable purposes that are for the public
benefit, have not a disqualifying purpose,
and are not individual, a political party
of a government entity.
The Charities Act 2013 indicates
definition of charitable purpose
(in Part 3) and disqualifying purpose
(in Part 2, Division 3).

(understood as corporate and non-

corporate entities, which do not form
part of the public finance sector and

which do not operate for profit, with
the exception of political parties, trade
unions and otganisations of employers,
professional self-governing authorities,

and foundations formed by political
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parties) entitled to perform the activity

that is focused on the benefit of society

in the area of public tasks, called a public

benefit activity. The legislation indicates
37 areas of public activity.

Registration

Charities may register with the ACNC.

This registration is required to obtain
certain benefits.

PBOs are registered in the National
Court Register.

Legal forms

Main types are incorporated entities,
unincorporated entities, trusts, public
company.

Main types are association and
foundation.

Benefits

All charities that register with the
ACNC can apply for these tax
concessions:

Income tax exemptions,
Refunds on franking credits,
Goods and services tax (a tax on
transactions) concessions,
Fringe benefits tax (FBT) rebates (FBT
is a tax paid on any benefits that an
employer provides to their employees
outside their salary or their superannuation,
not all registered charities may apply
for FBT rebate, public benevolent
institutions (PBI), health promotion
charities (HPC), not-for-profit hospitals
and some charities advancing religion
can access FBT exemptions).
Charities can apply for deductible gift
recipient (DGR) status — donations made
to an organisation with DGR status may
be tax deductible.

There are also a number of tax
concessions available to charities from
state, territory and local governments
(e.g., concessions on taxes like stamp
duty, payroll tax, land tax).

PBOs are granted:

Tax exemptions (the corporate income
tax, the property tax, the tax on civil
law transactions, the stamp duty,
court fees),

The right to receive 1% of the personal
income tax (it may be used only for
public benefit activity),
Preferential terms while property
owned by the State Treasury or by
local self-government units,
Free of charge promotion in public
media to inform the general public of
organisations’ activities.

Reporting
obligations

Registered chatities are required to lodge
an Annual Information Statement (AIS)
with the ACNC. Generally, charities are
required to submit their AIS within six
months of the end of their reporting
period.
Medium and large charities are required
to submit their annual financial report
as well as the AIS.

PBOs prepare an annual performance
report and annual financial statement.
Accepted reports must be published
in the Internet database of the Ministry
of Labour and Social Policy.
PBOs are required to present the
information in how the 1% is used.

Source: [Act of law of April...; Charities Act 2013...; Zak, 2012; Cortis et al., 2015; Charity tax
concessions available ...].




Application of MCDA Methods in The Performance Evaluation. .. 97

Australian Charities Report as at 2014 presented main facts concerning charities
registered with the ACNC which reported the obligatory Annual Information Statement
(AIS) [Cortis et al., 2015, pp. 10-11, 42, 46, 53-54, 62]:

The number of registered charities might be estimated taking into consideration
the number of charities which reported the AIS: that was 37,798 charities in
2014 and 49,293 charities in 2013.

—  In 2014 Australia’s charities reported income totalling $103.4 billion. Although
the mean income per charity was $3.4 million, half of all charities reported
income of $138,000 or less.

—  Australia’s charities reported expenses totalling $95 billion in 2014. The mean
total expenditure equalled $3.2 million, but the median was much lower and
reached $116,400.

—  In total, registered charities that reported workforce data employed 1,117,781
paid staff (55.7% of all charities that reported workforce data), including
443,270 full time staff, 402,011 part time staff, along with 272,500 casual workers.

—  83.4% of all charities engage volunteers. Around 1 in 3 charities had from
1 to 10 (33.3%) and from 11 to 50 (33.1%) volunteers. 16.6% of charities reported
that they had no volunteers during the reporting period. Large organisations
were least likely to use volunteers (25.3% used no volunteers), compared
with 16.9% of medium charities and 13.8% of small charities.

In Poland, the latest report prepared by the Central Statistical Office refers to the
non-profit sector and public benefit organisations as at 2014 [Sekzor non-profit. . ., 2016,
pp 54-55, 76, 234, 236, 241-243, 247):

According to the National Court Register data, at the end of 2014 there were
8.7 thousand organisations registered with a public benefit status (8.6 thou-
sand in 2013).

— 8.6 thousand of PBOs (99% of all registered PBOs) that took part in a research
conducted by the Central Statistical Office reported income totalling PLN
7.4 billion. The mean income per charity equalled PLN 863.3 thousand whereas
median was much lower and reached the level of PLN 101.7 thousand.

—  PBOs in Poland reported total expenses of PLN 6.6 billion. On average,
organisation’s expenses accounted for PLN 763.2 thousand, however, the
median expenses equalled PLN 88.1 thousand.

—  In 2014 PBOs received PLN 507 million from 1% of the personal income tax
(the special benefit for organisations with a public benefit status). On the one
hand, almost all PBOs obtain income from this source, on the other hand,
however, it was not a relevant soutrce of income (8% of all income).

—  Asatthe end of 2014 PBOs reported 52.6 thousand of paid employees, which
accounted for 34% of all employees in analysed organisations from the non-
profit sector (154.1 thousand employees) and 1.3% of all people hired on the
basis of employment in Poland.
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—  Volunteers were involved in 94% of PBOs and comprised 20% of all people
working in examined organisations. On average 92 volunteers were engaged
in one PBO, but half of PBOs engaged 17 volunteers or less.

The information presented above illustrates the differences between Australian and
Polish organisations which have a national special status for non-profit entities. Despite
the fact that both legal regulations and the size of the non-profit sector is dissimilar in the
analysed countries, the general idea of the non-profit sector’s role in society is the same.
Bearing this fact in mind, we hope that the assessment tool proposed in the next part of
the paper may be regarded as a universal method that could be applied to evaluate charities
in many countries.

3. The proposed performance appraisal procedure

Meeting the need to develop the instrument of evaluation and ordering of organisations
of public benefit (for example to help donors decide where to give their money ot to
determine the best and the worst entities for public co-financing), and taking into account
advantages and disadvantages of different MCDA methods [Gérecka, 2010; Gérecka,
2011; Gorecka, 2012], the procedure composed of the following steps has been
proposed [cf. Chojnacka, Gorecka, 20106]:

Identification of the participants of the decision-making process;
—  Selection of the performance evaluation criteria and measures for them;
—  Determination of weights for evaluation criteria:
e arbitrarily;
e with the help of Hinkle’s method [Hinkle, 1965; Rogers, Bruen, 1998];
e  with the help of revised Simos’ procedure [Figueira, Roy, 2002]);
e  using Hokkanen and Salminen’s approach, version 1 or 2 [Hokkanen,
Salminen, 1994; Hokkanen, Salminen, 1997];
e using Mousseau’s method [Mousseau, 1995];
(depending on number and preferences of the decision-makers);

—  Establishing indifference, preference and veto thresholds for each criterion;

—  Building a table of assessments (evaluation matrix) of organisations taken into

consideration;

—  Application of:

° PROMETHEE IIv method [Go6recka, Muszyfiska, 2011; Gérecka,
Pietrzak, 2012; Gérecka, 2014];

° EXPROM IIv method [Gérecka, Szatucka, 2013; Goérecka, 2014; Gorecka,
2015];

e  modified ELECTRE III method [Gérecka, 2009];

e  EVAMIX method [Voogd, 1982];

(depending on the expectations and preferences of the decision-makers);

- Taking final decision.
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4. Empirical example

Let us assume that there is a decision-maker (DM) who loves animals and would like
to give her money to charitable organisations rescuing and taking care of them. She would
like to select two such organisations to support: one in Western Australia (where she,
for instance, live now), and one in Lodz Province, Poland (where she, for example, comes
from).

Hence, the procedure recommended in the previous section was employed in the
process of appraising and ranking of eleven Public Benefit Organisations from Lodz
Voivodeship, operating in the field of ‘Ecology, animals and heritage protection’, and
eleven registered charities from Western Australia whose main activity is ‘Animal
Protection’.

Criteria affecting the choice of the organisations of public benefit for donation
and measures for them were identified through the literature review as well as based
on the authors’ own ideas. They are presented in Table 2.

Analysis was carried out on the basis of the official and publicly available annual reports
(from 07.2014 - 06.2015 in Australia and from 2014 in Poland) of the organisations
considered as well as information from their websites. Criteria f11-fi4 were assessed by the
DM. She also determined (arbitrarily) weighting coefficients for the evaluation criteria as
well as indifference (qi), preference (px) and veto (vi) thresholds for them.

The model of preferences for the decision-making problem and measurement data
are presented in the table included in Appendix. In turn, Table 3 provides a summary
of the results obtained by means of four multi-criteria techniques enumerated in the
previous section of this paper.

The rankings presented in Table 3 show the sensitivity of the solutions to choice
of the decision-aiding technique since the orders of the public service organisations in
the rankings are not in complete agreement. Despite that, however, it is possible to
determine the set of organisations which are ‘good’ (charities K, D, E and C in Australia;
PBOs K, H and J in Poland) since the values of their appraisal scores are non-negative,
and the other one containing organisations which are ‘bad’ (charities G, I, I and J in
Australia; PBOs B, D and E in Poland) since their appraisal scores are negative
regardless the MCDA method. The best entities for donation, taking into account their
effectiveness and reputation, are charity K in Australia and PBO K in Poland. They
will be recommended to the DM.
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TABLE 2.
Assessment factors (evaluation criteria and measures)
Criterion Measure — calculation formula
fi 'min/max/value of); .
k| (min/ . / . D Australia Poland
(earlier studies)
Average amount of costs directly connected with cost of unpaid statutory
fi aid per beneficiary charitable activities/number of activities/number of
(max) beneficiaries beneficiaries
Average revenue
8 total revenue/number of people | total revenue/number of people
generated by people . . . L . . NN
. . involved in charity activities involved in PBO’s activities
fr involved in /
L . (employees, volunteers, board (employees, volunteers,
organisation’s activities ’
members) members)
(max)
Labour cost in
f3 relation to total gross salaties/total revenue
revenue (min)
Change in revenue total revenue in current year — total revenue in previous year)/
£ 3 Y p y
(max); (a) total revenue in previous year
(cash at bank and in hand + cash and other short-term
£ Financial stability ratio other short-term investments investments (in previous year)
? (value of 73); (b, ¢) (in previous year) *365)/total *365/total cost (in current
cost (in current year) year)
Private revenue (1% of PIT + incomes from
£ concentration ratio (donations and bequests + private sources including
S| ®of private financing) fundraising) /total revenue individual and institutional
(max); (b, ©) donations)/total revenue
Administrative
costs ratio . - .
0 L costs qualified as administrative - .
f7 (% of administrative administrative cost/total cost
o costs/total cost
costs) (value of 6,5%);
(b, c,d,€)
£ Activity scope number of beneficiaties/number of people involved in
8 (value of 306); (b, c) organisation’s activities
Alternative labour .
fo (number of volunteers*gross salaries)/employees
costs (max); (b, ¢
¢ Organisation's age the number of days the number of days an
10 (max); () an organisation has been active organisation has PBO status
Statutory goals and Do annual statements of an organisation o its promotion materials
fi1 activities or projects define precisely statutory goals and activities or projects undertaken
(max); (¢) to achieve those objectives? (appraisal of the DM on scale 0-3)
_r Do annual statements of an organisation or its promotion materials
Effects of activities . o I
fi2 (max); (©) disclose accurately effects of activities undertaken by the organisation
’ in the recent period? (appraisal of the DM using scale 0-3)
o Do annual statements of an organisation or its promotion materials
Beneficiaries of . . .
fi3 o characterise thoroughly beneficiaries of activities conducted by the
activities (max); (c) Lo . . .
organisation in the recent period? (appraisal of the DM using scale 0-3)
£ Organisation’s image Does the web-site of the organisation help to produce a positive image
" (max); (c) of the PBO? (appraisal of the DM on scale 0-3)

a) [Charity Navigator...]; b) [Dyczkowski, 2015a]; ¢) [Dyczkowski, 2015b]; d) [Frumkin, Kim
2001]; e) [Trussel, Parsons, 2008]

Source: [Dyczkowski, 2015a; 2015b; Waniak-Michalak, Zarzycka, 2012], own elaboration.
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TABLE 3.
Rankings of public service organisations obtained using different MCDA
methods
Australia Poland
Organisation (Charity Organisation (PBO)

= =

&) = = o) = —

3 T o 3 T o

I E LB |SE|E|E|E |5 3

= g 20 > <) g B0 >

@) m = ° &) 23

& &

A~ ~
1 AUSK | AUSK | AUSK | AUSC | POLK | POLK | POLK, | POL]
2 AUSD | AUSD | AUSD, | AUSB | POLH | POLH | POLH | POLK
3 AUSE | AUSE | AUSE | AUSK | POLC POLC | POLA, | POL A
4 AUS C AUSC | AUSA, | AUSA POL J POL J POLC, | POLF
5 AUSA, | AUSA, | AUSC, | AUSH | POLG | POLG | POLG, | POLH
6 AUSH | AUSH | AUSH | AUSE POL 1 POL 1 POLT, POL B
7 AUS B AUSB | AUSB, | AUSD | POLA | POLA POL ] POL G
8 AUS J AUS J AUSF, | AUSG | POLF POLF | POLB, | POLE
9 AUSG | AUSG | AUSG, | AUSF | POLD | POLD | POLD, | POLI
10 AUS F AUS F AUS ] AUS I POL B POLB | POLE, | POLC
1 AUST AUS I AUSI AUS J POL E POL E POLF | POLD

Source: own elaboration.

5. Conclusions

In the article we have proposed a universally applicable tool, based on the outranking
MCDA methods, which can support charitable givers all over the world in making clever
and confident donation decisions. Furthermore, it may be used by authorities (self-gov-
ernments or central administration) in the process of selecting organisations which are
to be delegated certain tasks financed with public funds. Last but not least, it may help
non-profit organisations to monitor themselves more effectively and to verify their
own attractiveness as fundraisers.

It should be emphasised that the results obtained with the presented approach depend
on assumptions made as well as on data quality. In the assessment process, we used both
financial and non-financial data acquired from financial statements, additional reports
(such as AIS in Australia or performance report in Poland) and organisations’ websites.
In the analysed countries, the data quality was subject to short experience in reporting
(in Australia 2014 was the second year of obligatory reporting for charities registered
with ACNC, in Poland there were changes in legal regulations in 2013 and 2014). Moreover,
in Australia there are no standards or guidelines for financial statements reported to
ACNC. According to Australian regulations, charities have to prepare their financial
reports in accordance with the Australian Accounting Standards and present a true and
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fair view. Though, one charity may present information in a different form than another
charity presents its information. For example, some charities may concentrate on program
allocation of costs but other charities may group costs according to their nature (such
as ‘employee expenses’, ‘administration’ and so on) |[Information on the Register. . .]. In conse-
quence, it is hard to compare selected financial data when information is disclosed in
different forms. However, taking into consideration the trend of promoting ac-
countability and transparency in the third sector organisations, above mentioned challenges
may be minimized in the future.
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